
                   
Introduction

Conventional wisdom is unlikely to support a passive approach in Emerging Market Debt, due to the perception  
that the asset class is prone to inefficiencies that active managers can exploit. If that is true, why are managers 
unable to consistently outperform the passive exchange traded fund (ETF)?

Upon further inspection it appears most emerging market managers seek to attain outperformance by 
adding risk, and therefore yield, to their underlying portfolios. Most active managers operate in emerging 
market sovereign debt, this removes individual security selection, replacing it with country selection. Country 
selection can be inconsistent relative to security selection as willingness to pay is more abstract and may be 
more difficult to predict than ability to pay.

Success Rates for Active Managers

The research method examined ranked performance of the iShares JPM USD Emerging Markets Bond ETF 
(EMB), over rolling 1-, 3-, and 5-year time horizons since its inception in 2008. The table below shows the batting 
average (the number of periods of outperformance) of each corresponding group over their respective rolling 
period.

This table provides us with the following insights:
• The ETF made it into the top quartile of the peer group about 20-30% of the sample period, leading us to 

believe the active management can still add value to some degree.
• The ETF placed in the top half of the peer group 50-70% of the sample and fared better over longer 

periods
• The ETF found itself in the top quartile of risk adjusted returns over longer periods and outperformed 

most peers on a risk-adjusted basis in nearly all periods. This last line reinforces our belief that active 
managers are only adding risk in the space and hoping that over time that risk is rewarded.

To frame this, consider another asset class that demonstrated similar metrics in the table below.

Though top quartile managers fared better in the short term, every other metric tested within the same ranges 
setup for the broader study.

September 2019

POTENTIAL FOR PASSIVE: EMERGING 
MARKET DEBT

Author:                                                              Conner Griffith
Investment Research Analyst, Regions Asset Management



Data Breakdown

Another way to visualize the data above is charted below as rolling ranked performance over the 3- and 5-year 
period. The ETF spends a lot of time below the red line (outperforming the peer average), to be precise the ETF 
beat the average peer 47% of the time on the 3-year and 69% of the time on the 5-year rolling period.

The risk-adjusted returns support the aforementioned theory, with the ETF finishing below the red line 59% of 
the time on the 3-year and 77% of the time on 5-year rolling periods.

Ranked Performance vs. Absolute Performance

From the data presented earlier, it is inferred that the ETF is typically more defensive than the peer group. This 
can be demonstrated through the positive relationship between rank and absolute retuns, and this translates 
to absolute returns increasing as the ETF performance rank rises (meaning the ETF underperforms on the 
upside). The inverse is also true, as absolute performance suffers the ETF climbs into the top ranks of the peer 
group (the ETF outperforms on the downside).
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Figure 2: Rolling Risk-Adjusted Returns for EMB

Figure 1: Rolling Ranked Returns for EMB

Source: Factset
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The relationship of absolute retuns to return rank are exhibited in the charts below.

Figure 3: Ranked Return Relative to Absolute Return (3Y) Figure 4: Ranked Return Relative to Absolute Return (5Y)
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Disclosure

Neither Regions Bank, nor Regions Asset Management (collectively, “Regions”) nor the Regions Bank subsidiary, 
Regions Investment Management, Inc. (RIM), are registered municipal advisors, nor provide advice to municipal entities 
or obligated persons with respect to municipal financial products or the issuance of municipal securities (including 
regarding the structure, timing, terms and similar matters concerning municipal financial products or municipal 
securities issuances) or engage in the solicitation of municipal entities or obligated persons for such services. With 
respect to this presentation and any other information, materials or communications provided by Regions or RIM, (a) 
Regions and RIM are not recommending an action to any municipal entity or obligated person, (b) Regions and RIM 
are not acting as an advisor to any municipal entity or obligated person and do not owe a fiduciary duty pursuant to 
Section 15B of the Securities Exchange Act of 1934 to any municipal entity or obligated person with respect to such 
presentation, information, materials or communications, (c) Regions and RIM are acting for their own interests, and (d) 
you should discuss this presentation and any such other information, materials or communications with any and all 
internal and external advisors and experts that you deem appropriate before acting on this presentation or any such 
other information, materials or communications.

© 2019 Regions Bank. Past performance is not a guarantee of future results. Current performance may be lower or higher 
than the performance data presented. The investment return and principal value of an investment will fluctuate so that, 
when redeemed, it may be worth more or less than the original value. It should not be assumed that recommendations 
made in the future will be profitable or will equal the performance of the securities presented herein. Neither the 
information nor any opinion expressed constitutes a solicitation for the purchase or sale of any security. Regions and the 
Regions logo are registered trademarks of Regions Bank. The LifeGreen color is a trademark of Regions Bank.

Investment, Insurance and Annuity Products
Are Not FDIC-Insured | Are Not Bank Guaranteed | May Lose Value | Are Not Deposits

Are Not Insured by Any Federal Government Agency | Are Not a Condition of Any Banking Activity

© 2019 Regions Bank.  All rights reserved.


