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Blue Diagonal Capital – EM Fixed Income Fund Manager

◼ Understanding the economies 

of emerging and frontier 

countries 

◼ Having a well-formulated 

investment process that 

ensures a consistent approach

◼ Finding investment 

opportunities

Expertise

Blue Diagonal Capital
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EM Specialists

Attractive Returns

Liquidity

EU Regulated

Investing in Emerging 

Markets Bonds
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The Case for Investing in Emerging Markets

EM Opportunity

Part of the Global 

Economy

75 Countries

Large Diversity

◼ 85% of the world’s population

◼ 60% of its GDP 

◼ 40% of its exports

◼ Variation in revenue streams:

– Commodities 

(Oil & Gas, Gold, Metals, Wheat) 

– Tourism

– Manufacturing 

– Worker remittances

Emerging Markets in the Global Economy

Diverse Investable Universe 

◼ 75 countries, with big variations in:

– Development (HDI)

– Political stability

– Rule of law

– Governance and institutional strength

Diverse Investable Universe 
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Investment Grade vs High Yield in EM debt

EM Opportunity

Part of the Global 

Economy

75 Countries

Large Diversity

JP Morgan EMBI Index - Credit Rating 

Source: https://www.ishares.com/us/products/239572/ishares-jp-morgan-usd-emerging-markets-bond-etf

53%

47%
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EMBI Duration

EM Opportunity

Part of the Global 

Economy

75 Countries

Large Diversity

JP Morgan EMBI Index - Maturity Profile

Source: https://www.ishares.com/us/products/239572/ishares-jp-morgan-usd-emerging-markets-bond-etf

>15y : 32%

<5y : 30%
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EM Hard Currency Bonds vs Other Asset Classes

Relative Risk of EM Hard Currency Bonds vs Others Asset Classes

Developed 

Markets 

High Yield 

Credit

Lower Risk   <<<<<<<<<<                           Risk vs Reward                           >>>>>>>>>>  Higher Risk 

Developed 

Markets 

Investment 

Grade Credit

Developed 

Markets 

Equities

Risk Free 

Govn’t

Bonds

Emerging 

Markets 

Equities

Private 

Equity

Emerging 

Markets Hard 

Currency 

Credit 
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EM HC Bonds Yield vs US Treasuries
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EM HC Bonds Yield and Credit Spread



19

www.bluediagonalcapital.com

EM HC Bonds Credit Spread vs US Corporates

Across all EM, credit spreads look attractive compared to the 

spreads offered by US Corporates – But where is the value?

Attractive Value
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EM HC Bonds – IG Credit Spread vs US Corporates

EM Investment Grade credit spreads look full priced / expensive 

compared to the spreads offered by US IG Corporates
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EM HC Bonds – HY Credit Spread vs US Corporates

Value to be found in EM High Yield (BB/B/C)

We see opportunities in the better quality BB credits

Attractive Value
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EM HY Corporates Net Leverage vs US HY Corporates

EM HY Corporates have lower Net Leverage than US HY

Attractive Value
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The Fund Manager - Blue Diagonal Capital

EM Specialists

The Fund Manager

Investment Philosophy & 

Approach
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Blue Diagonal Capital – Investment Methodology

EM Specialists

We translated our investment philosophy in our 

methodology to ensure consistency in our search 

for alpha

“We transform complex economic ecosystems, grouping 

the constituent parts into transmission factors, and 

calibrating the relative contributions of these factors”
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Blue Diagonal Capital – Investment Methodology

Event Risks

Binary Risks

Market Risk

Credit Risk

Economic

Political

Financial Proprietary 

Models
Target

Pay-off

Market

Pay-off

Qualitative  

Assessment

Target Price

Reward

Relative Value

Absolute Value

Evaluation of Assets / Asset Classes

Risk
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Investment Approach – Proprietary Macro Model

Credit Spreads / USD / US Tr. Yields / Commodities / Equities / Volatility etc
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Investment Approach – EM Sovereign Credit Model

8 Economic weights (70%)

5 ESG related weights (30%)

10 Incremental Factors
8 Economic / 5 ESG related weights

Country
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Investment Approach - Credit Ratings and Credit Spreads
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Investment Approach – Bond Selection Tool

Yield Curve Analysis Bond Return Analysis
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Investment Approach – Extending Duration
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The Fund Manager - Blue Diagonal Capital

EM Specialists

The Fund Manager

Current Investment 

Outlook   
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Investment Approach - Macro Analysis
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Positioning the Fund for the Challenges

Long Commodity Exporters / 

Producers

PositioningMacro Drivers

China Reopening

(high commodity prices)

Sticky Inflation /

Higher US interest rates

Risk of recession / accident 

from FED hiking too much

Flight to Quality risk from 

Geopolitical events

Liquid (5-10% Cash)

Long US Treasuries with 

long duration at Yield >4%

Reduce exposure to weak 

credits (B/C rating) 

Short Duration (3y-5y)
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Portfolio Construction – Regional Breakdown
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Portfolio Construction – Duration

Short Duration (3y-5y)Duration

• Lower duration (40 to 

60% lower than the 

EMBI) that limits 

downside in a rising 

interest rate / risk-off 

environments
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Portfolio Construction – Credit Quality

Value in BB
Credit Quality

• Larger allocation to 

BB credit, and smaller 

allocation to lower 

quality single B credits 

than the benchmark, 

to benefit from risk-

reward, and avoid 

weak credits
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Portfolio Construction – Exposure to Commodity Producers

Long Commodity Exporters / 

Producers
Exposure to 

Commodities

• Strong bias towards 

commodity 

exporters and 

producers that 

benefit from the 

current environment 

of high commodity 

prices
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Results of our Investment Philosophy – Value Added



This communication which has been prepared by a member of Blue Diagonal Capital Ltd, and is provided for informational purposes only. It is not an offer or solicitation to buy or sell any 

Shares in the Fund, nor any security, commodity or other financial instrument, or to participate in any particular trading strategy. The material does not constitute, nor should it be regarded as, 

investment research. It has not been prepared in accordance with the full legal requirements designed to promote independence of research and is not subject to any prohibition on dealing 

ahead of the dissemination of investment research.

Additional information with respect to the Fund, or any security, commodity or other financial instrument, referred to herein may be made available on request. This material is for the general 

information of professional and well informed investors only, and should not be considered to be investment advice. It does not take into account the particular investment objectives, financial 

situation or needs of individual clients. Before acting pursuant to the information contained in this material, clients should consider whether it is suitable for their particular circumstances and, 

if necessary, seek professional advice. The information should not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities, commodities 

or other financial instruments, nor shall it, or the fact of its distribution, form the basis of, or be relied upon in connection with, any contract relating to such action. This material is based on 

information that we consider reliable, but Blue Diagonal Capital Ltd does not warrant or represent (expressly or impliedly) that it is accurate, complete, not misleading or as to its fitness for the 

purpose intended and it should not be relied upon as such. The information and opinions contained in this document were produced by Blue Diagonal Capital Ltd as per the date stated and 

may be subject to change without prior notification. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update the material in this 

report on a timely basis unless prevented by regulatory or legal reasons.

None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of Blue 

Diagonal Capital Ltd. All trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of Blue Diagonal Capital Ltd or its 

affiliates.

Information and opinions presented in this communication were obtained or derived from sources Blue Diagonal Capital Ltd believes are reliable, but Blue Diagonal Capital Ltd makes no 

representations as to their accuracy or completeness. Additional information is available upon request. Blue Diagonal Capital Ltd accepts no liability for loss, either directly or indirectly, arising 

from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that liability arises under specific statutes or regulations applicable to 

Blue Diagonal Capital Ltd.

The services, securities and investments introduced in this material may not be available to or suitable for all investors. Investors should make their own investment decisions based upon 

their own financial objectives and financial resources and it should be noted that investment involves risk, including, but not limited to, the risk of capital loss. Past performance is no guide to 

future performance. In relation to securities denominated in or linked to foreign currency, movements in exchange rates will have an effect on the value, either favourable or unfavourable, of 

such securities. Some investments discussed in this marketing communication may have a high level of volatility. High volatil ity investments may experience sudden and large falls in their 

value causing losses when that investment is realised. Those losses may equal your original investment. Income yields from investments may fluctuate and, in consequence, initial capital 

paid for such investments may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult to sell or realize those investments, similarly it may 

prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed. 

This report is issued and distributed in Cyprus by Blue Diagonal Capital Ltd, Limassol, Cyprus.

Disclaimer
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