
Manager Commentary  August 2023

vaneck.com |  EMEASales@vaneck.com |  +49 (0)69 4056 69 50

Fund Review  

The VanEck Emerging Markets Bond UCITS (Class USD I1) 

returned -2.84% in August compared to a return of -2.08% 

for the 50/50 J.P.Morgan Government Bond Index-Emerging 

Markets Global Diversified (GBI-EM) local currency and the 

J.P.Morgan Emerging Markets Bond Index (EMBI) hard-currency 

index.

Average Annual Total Returns (%) as of 31 August 2023

1 Mo 3 Mo 1 Yr 3 Yr† Life†

USD R1 Inc (Inception 12/06/14) -2.88 1.46 9.16 -0.69 -0.28

USD I1 Inc (Inception 20/08/13) -2.84 1.58 9.7 -0.03 1.85

USD I2 Inc (Inception 20/08/13) -2.83 1.61 9.81 0.07 1.98

EUR Hedged I1 Inc (Inception 06/10/15) -3.03 0.97 6.51 -1.94 1.13

EUR Hedged I2 Inc (Inception 22/08/17) -3.02 1.00 6.75 -1.81 -0.53

50% GBI-EM/50% EMBI - USD1 -2.08 2.96 8.52 -3.25 1.36

† Periods greater than one year are annualized.

1 �Life performance for the 50% GBI-EM/50% EMBI - USD benchmark is 

presented in U.S. Dollars (USD) as of Class I1 inception date of 20/8/2013

Malaysia and Thailand, where we had significant underweights 

in local currency, were the big winners for the month. We are 

looking to cover our significant underweight there in September. 

China, where we have been accumulating corporate bonds at 

very low prices, was the biggest detractor for the month. We 

are looking to keep accumulating in China, which remains 

our biggest winner year-to-date. We end August with carry of 

6.63%, a yield-to-worst of 9.95%, duration of 4.5, and roughly 

45% of the Fund in local currency. We have no Mexico local 

currency, which strikes us as very vulnerable, and are looking 

to reduce our already low exposure to Eastern European local 

markets. Our biggest exposures are Brazil (local), Mexico 

(hard), South Africa (local), Indonesia (local), and Colombia 

(local).

Much of this piece is a re-run from last month, as its key point 

about the challenge of higher rates globally now seems more 

confirmed by market action. After a relief rally off the 4.40%ish 

high to just above 4.10%ish, the 10-year U.S. Treasury has 

sold off. “Higher for longer” and the need for all risk markets 

to discount that scenario are now more clearly beginning to 

dominate. Most went into this summer and the presumed end of 

the Fed hiking cycle long duration, to our eye, whether in bonds 

directly or risk more generally (i.e., infinite-duration equites). 

And, the market also seems to understand the impact of the 

Bank of Japan’s ability to choose how to manage liquidity – 

by reducing either Japanese government bonds (JGBs) or U.S. 

Treasuries, the latter obviously having an impact on U.S. and 

global duration. The same goes for the People’s Bank of China’s 

interventions, though those are focused on managing the 

currency. Either way, they are sellers of U.S. duration.

Risks to bonds are multiplying. A Fed declaring victory on 

inflation too soon, a U.S. Treasury accelerating borrowing 

in 2023, a Bank of Japan allowing yields to rise in a market 

known to fund offshore carry trades, “fiscal dominance” in the 

U.S., UK, and other developed markets (DMs), and geopolitical 

facts (to which we continue to see great market denial) – all 

conspire toward higher yields. We’ll start with the Fed. At its 

latest FOMC meeting, it paused rate hikes just after Fed Funds 

poked its head above its favored inflation measure (core PCE), 

when normally pauses happen several hundred basis points 

above core PCE. And this pause, even though since the previous 

meeting commodity and oil prices in particular had risen. In 

fact, the bulk of the inflation decline the Fed is declaring victory 

on might not only not yet be over, but was dominated by goods 

prices, not wages or services. Watch labor prices, particularly 

with labor unions activated and supported largely by both the 

left and right.

We won’t say much about Treasury borrowing because we 

were early adopters of the “fiscal dominance” framework 

applied to DMs. We will re-emphasize that policymakers and 
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market participants will be unable to accommodate this thinking 

because it doesn’t fit their frameworks and humans in groups 

just don’t change those until they explode, in our opinion. 

Because U.S. Treasuries are assumed, a priori, to be “risk-free”, 

any curve steepness must be attributed to “term premium” (i.e., 

basically related to inflation), and not related to credit risk. 

Many will be looking at a radar screen that is no longer the 

guide it was, also a favorite of human groupings going back 

millennia. Good luck. And we know the sellers! The Bank of 

Japan is in a great position because it can sterilize, or not, its 

bond market interventions – it can sell JGBs, but if that pressures 

the yen or yields too much, they can just sell U.S. treasuries. 

China can, too, by the way. Good luck, again.

Good policy in emerging markets generally is an independent 

driver. As always, EM has plenty of uncorrelated economies 

and asset prices. High real interest rates in commodity-

exporting countries like Colombia and Brazil, and low inflation 

in countries like most of EM Asia, remind how EM has generally 

been weathering these ongoing DM-led adverse scenarios. 

There are a lot of strong EM setups in the current environment. 

A Brazil beginning an overdue easing cycle while its balance-

of-payments accounts continue to be a juggernaut is an obvious 

one. The country has lower inflation than the UK and Australia, 

and near-10%-positive real interest rates. Unfortunately, a lot of 

the other EM “majors” don’t pass our tests, but we have found 

right-sized positions in Peru and Indonesia for other “majors” 

and in Uruguay, Dominican Republic, Zambia, and Sri Lanka 

for “minors”. Colombia could be a “major” that wins, too, and 

we increased exposure there in August. It’s basically the only 

pure oilbeta among the “majors”. Whatever you think about 

the Fed, they aren’t thinking about it in Sri Lanka and shouldn’t. 

Talk about uncorrelated. If you want to get a sense of how un-

anchored the core EM currencies and Chinese renminbi, could 

become, look at the chart below. With the U.S. in “higher for 

longer” and China in “stimulus mode”, there are serious risks to 

China’s currency.

China’s Interest Rate Differential with U.S. Means Pressure 
on CNH and Related EM Currencies

Source: VanEck, August 2023. Past performance is no guarantee of future 
results.

Quid nos facere? Everyone got long carry and went on their 

summer holidays… and now rates are at risk of breaking big 

levels (4.4% on the 10-year Treasury is our level) to the upside. 

To us, this means big risks to bonds, especially duration, 

and extreme curation on EM local currency markets that are 

correlated with U.S. rates. Mexico local currency looks very 

vulnerable to us. Cash should be well above average, until the 

tilt is priced or rejected. “Sheep gotta do what sheep do and 

cannot do otherwise”, and that is follow the other sheep while 

the hyenas make their plans. But even the hyenas have to fear 

the lion. And the lion is walking about. That lion is rising rates. 

Exposure Types and Significant Changes
The changes to our top positions are summarized below. Our 

largest positions in July were Mexico, South Africa, Indonesia, 

Brazil, and Colombia:

•	 We increased our local currency exposure in the Czech 

Republic and Brazil, and hard currency corporate exposure 

in Brazil. The Czech National Bank is probably the only 

central bank in the region that is unlikely to engage 

in premature policy easing – a factor that improves the 

country’s policy test score within our investment process. 

Brazil’s real interest rate cushion is still among the highest 

in EM, and the central bank clearly signaled that it will 

not be accelerating the pace of rate cuts, keeping an eye 

on both the inflation target (as the base effect became a 

headwind) and the government’s fiscal performance. This 

also supports the policy test score for the country. The 

corporate bond in Brazil is one of the lower-cost producers 

globally of steel and iron ore, which might benefit from 

China’s stimulus with its emphasis on supply-side measures.

•	 We also increased our local currency exposure in Malaysia, 
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South Korea, and Indonesia. Disinflation is still on track in 

all three countries, central banks are not in a hurry to cut, 

and we also think that currencies can benefit if China’s 

renewed policy stimulus improves the growth outlook, 

giving a boost to the countries’ technical test scores.

•	 Finally, we increased our hard currency corporate exposure 

in South Africa, Burkina Faso, and India, as well as hard 

currency sovereign exposure in Ecuador. Ecuador’s assets 

sold-off too much after the assassination of a leading 

presidential candidate, while fundamentals/structural 

factors did not look nearly as bad as the price correction 

implied. In terms of our investment process, this improved 

the technical test score for the country. The gold-mining 

company in Burkina Faso is one of the strongest operators 

in the world, which is also actively diversifying its country 

exposure. In India, we bought a new issue, which is 

consistent with our investments in India’s renewables.

•	 We reduced our local currency exposure in Chile, and 

hard currency corporate exposure in Thailand. While some 

EM assets can benefit from a moderate growth rebound 

in China, high-beta currencies in countries where central 

banks are aggressively frontloading rate cuts (Chile) might 

not be that lucky. Thailand was expected to be among the 

major beneficiaries of China’s post-pandemic reopening, 

but these benefits take a longer time to materialize, and 

this worsened the technical test score for the country.

•	 We also reduced our hard currency sovereign exposure 

in Nigeria and Egypt, as well as hard currency sovereign 

and local exposure in Uzbekistan. We see no additional 

near-term catalysts in Uzbekistan, while the impact of the 

relatively uneventful elections is waning off. In regards to 

Nigeria and Egypt, our main concerns are reforms rollback, 

the uncertain policy direction, and inability to stick to 

ambitious structural programs. This explains why the initial 

market euphoria that accompanied catchy headlines was 

short-lived, as authorities failed to deliver on execution. In 

terms of our investment process, this worsened the policy 

test score for both countries.

•	 Finally, we reduced our hard currency sovereign exposure 

in Hungary, Romania, Serbia, and Morocco. The Euro 

zone’s growth outlook remains gloomy – a major headwind 

for small open Central European economies, which also 

affects the technical test score for these countries. As 

regards Morocco, our main concern is that valuations 

are getting stretched, limiting upside if global sentiment 

continues to deteriorate.
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Source: VanEck, Bloomberg.

Prior to May 1, 2020, the Fund was known as the VanEck Unconstrained Emerging Markets Bond Fund.

International Monetary Fund (IMF) is an international U.S.-based organization of 189 countries focused on international trade, financial stability, and economic growth. 

The World Government Bond Index (WGBI) measures the performance of fixed-rate, local currency, investment-grade sovereign bonds. The WGBI is a widely used benchmark that 
currently comprises sovereign debt from over 20 countries, denominated in a variety of currencies, and has more than 30 years of history available The WGBI is a broad benchmark 
providing exposure to the global sovereign fixed income market. The Blended 50/50 Emerging Markets Debt Index is an appropriate benchmark because it represents the various 
components of the emerging markets fixed income universe. 

Duration measures a bond’s sensitivity to interest rate changes that reflects the change in a bond’s price given a change in yield. This duration mea- sure is appropriate for bonds with 
embedded options. Quantitative Easing by a central bank increases the money supply engaging in open market operations in an effort to increased lending and liquidity. Monetary 
Easing is an economic tool employed by a central bank to reduce interest rates and increase money supply in an effort to stimulate economic activity. Correlation is a statistical measure 
of how two variables move in relation to one other. Liquidity Illusion refers to the effect that an independent variable might have in the liquidity of a security as such variable fluctuates 
overtime. A Holdouts Issue in the fixed income asset class occurs when a bond issuing country or entity is in default or at the brink of default, and launches an exchange offer in an attempt 
to restructure its debt held by existing bond holding investors. Carry is the benefit or cost for owning an asset.

All indices are unmanaged and include the reinvestment of all dividends, but do not reflect the payment of transaction costs, advisory fees or expenses that are associated with an 
investment in the Fund. Certain indices may take into account withholding taxes. An index’s performance is not illustrative of the Fund’s performance. Indices are not securities in which 
investments can be made. The Fund’s benchmark index (50% GBI-EM/50% EMBI) is a blended index consisting of 50% J.P. Morgan Government Bond Index-Emerging Markets (GBI-EM) 
Global Diversified and 50% J.P. Morgan Emerging Markets Bond Index (EMBI). The J.P. Morgan GBI-EM Global Diversified tracks local currency bonds issued by Emerging Markets 
governments. The J.P. Morgan EMBI Global Diversified tracks returns for actively traded external debt instruments in emerging markets, and is also J.P. Morgan’s most liquid U.S dollar 
emerging markets debt benchmark.

Information has been obtained from sources believed to be reliable but J.P. Morgan does not warrant its completeness or accuracy. The Index is used with permission The index may not 
be copied, used or distributed without J.P. Morgan’s written approval. Copyright 2018, J.P. Morgan Chase & Co. All rights reserved.

Please note that the information herein represents the opinion of the portfolio manager and these opinions may change at any time and from time to time and portfolio managers of other 
investment strategies may take an opposite opinion than those stated herein. Not intended to be a forecast of future events, a guarantee of future results or investment advice. Current 
market conditions may not continue. Non-VanEck proprietary information contained herein has been obtained from sources believed to be reliable, but not guaranteed. No part of this 
material may be reproduced in any form, or referred to in any other publication, without express written permission of Van Eck Securities Corporation 

Investing involves risk, including loss of principal. You can lose money by investing in the Fund. Any investment in the Fund should be part of an overall investment program, not a complete 
program. The Fund is subject to risks associated with its investments in below investment grade securities, credit, currency management strategies, debt securities, derivatives, emerging 
market securities, foreign currency transactions, foreign securities, hedging, other investment companies, Latin American issuers, management, market, non-diversification, operational, 
portfolio turnover, sectors and sovereign bond risks. Investing in foreign denominated and/ or domiciled securities may involve heightened risk due to currency fluctuations, and economic 
and political risks, which may be enhanced in emerging markets. As the Fund may invest in securities denominated in foreign currencies and some of the income received by the Fund will 
be in foreign currencies, changes in currency exchange rates may negatively impact the Fund’s return. Derivatives may involve certain costs and risks such as liquidity, interest rate, and 
the risk that a position could not be closed when most advantageous. The Fund may also be subject to risks associated with non-investment grade securities.

Investors should consider the Fund’s investment objective, risks, charges, and expenses of the investment company carefully before investing. Bond and bond funds will decrease in 
value as interest rates rise. The prospectus and summary prospectus contain this and other information. Please read them carefully before investing. Please call 800.826.2333 or 
visit vaneck.com for performance information current to the most recent month end and for a free prospectus and summary prospectus.

©VanEck
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Important Disclosures

For informational and advertising purposes only.

This information originates from VanEck (Europe) GmbH which has been appointed as distributor of VanEck products in Europe by the Management Company VanEck Asset Management B.V., 
incorporated under Dutch law and registered with the Dutch Authority for the Financial Markets (AFM). VanEck (Europe) GmbH with registered address at Kreuznacher Str. 30, 60486 Frankfurt, 
Germany, is a financial services provider regulated by the Federal Financial Supervisory Authority in Germany (BaFin). The information is intended only to provide general and preliminary 
information to investors and shall not be construed as investment, legal or tax advice. VanEck (Europe) GmbH and its associated and affiliated companies (together “VanEck”) assume no 
liability with regards to any investment, divestment or retention decision taken by the investor on the basis of this information. The views and opinions expressed are those of the author(s) but not 
necessarily those of VanEck. Opinions are current as of the publication date and are subject to change with market conditions. Certain statements contained herein may constitute projections, 
forecasts and other forward looking statements, which do not reflect actual results. Information provided by third party sources are believed to be reliable and have not been independently 
verified for accuracy or completeness and cannot be guaranteed. All indices mentioned are measures of common market sectors and performance. It is not possible to invest directly in an index. 

VanEck Asset Management B.V., the management company of VanEck Emerging Markets Equity UCITS (the “Fund”), a sub-fund of VanEck ICAV, is a UCITS management company incorporated 
under Dutch law and registered with the Dutch Authority for the Financial Markets (AFM). VanEck Asset Management B.V. transferred the investment management for the Fund to Van Eck 
Associates Corporation, an investment company regulated by the U.S. Securities and Exchange Commission (SEC). The Fund is registered with the Central Bank of Ireland. 

Investors must read the sales prospectus and key investor information before investing in a fund. These are available in English and the KIIDs in certain other languages as applicable and can 
be obtained free of charge at www.vaneck.com, from the Management Company or from the following local information agents: 

UK: Facilities Agent -- Computershare Investor Services PLC

Austria: Paying- and Information Agent: Erste Bank der oesterreichischen Sparkassen AG

Germany: Information Agent -- VanEck (Europe) GmbH

Luxembourg: Paying- and Information Agent -- Hauck & Aufhäuser Privatbankiers AG

Sweden: Paying Agent -- Skandinaviska Enskilda Banken AB (publ)

FOR INVESTORS IN SWITZERLAND: The distribution of Shares of the Fund in Switzerland will be exclusively made to, and directed at, qualified investors (the “Qualified Investors”), as defined 
in the Swiss Collective Investment Schemes Act of 23 June 2006, as amended (“CISA”) and its implementing ordinance. A copy of the latest prospectus, the Key Investor Information Document, 
the annual report and semi-annual report, if published thereafter can be found on our website www.vaneck.com or can be obtained free of charge from the representative in Switzerland: First 
Independent Fund Services Ltd, Klausstrasse 33, CH-8008 Zurich, Switzerland. Swiss paying agent: Helvetische Bank AG, Seefeldstrasse 215, CH-8008 Zürich; Place of performance and 
jurisdiction is at the registered office of the Representative.

†Quarterly returns are not annualized. 

*All country and company weightings are as of  June 2023. Any mention of an individual security is not a recommendation to buy or to sell the security. Fund securities and holdings may vary. 

All indices listed are unmanaged indices and include the reinvestment of all dividends, but do not reflect the payment of transaction costs, advisory fees or expenses that are associated with 
an investment in the Fund. Certain indices may take into account withholding taxes. An index’s performance is not illustrative of the Fund’s performance. Indices are not securities in which 
investments can be made. 

The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to measure equity market performance of emerging markets countries. The MSCI Emerging 
Markets Investable Market Index (IMI) is a free float adjusted market capitalization index that is designed to capture large-, mid-and small-cap representation across emerging markets countries. 

MSCI Emerging Markets Investable Market Index (IMI) captures large, mid and small cap representation across emerging markets (EM) countries. The index covers approximately 99% of the 
free float-adjusted market capitalization in each country. 

The S&P 500 Index is a product of S&P Dow Jones Indices LLC and/or its affiliates and has been licensed for use by Van Eck Associates Corporation. Copyright ©2021 S&P Dow Jones Indices 
LLC, a division of S&P Global, Inc., and/or its affiliates. All rights reserved. Redistribution or reproduction in whole or in part are prohibited without written permission of S&P Dow Jones Indices 
LLC. For more information on any of S&P Dow Jones Indices LLC’s indices please visit www.spdji.com. S&P® is a registered trademark of S&P Global and Dow Jones® is a registered trademark 
of Dow Jones Trademark Holdings LLC. Neither S&P Dow Jones Indices LLC, Dow Jones Trademark Holdings LLC, their affiliates nor their third party licensors make any representation or warranty, 
express or implied, as to the ability of any index to accurately represent the asset class or market sector that it purports to represent and neither S&P Dow Jones Indices LLC, Dow Jones Trademark 
Holdings LLC, their affiliates nor their third party licensors shall have any liability for any errors, omissions, or interruptions of any index or the data included therein.

Performance quoted represents past performance. Current performance may be lower or higher than average annual returns shown. Discrete performance shows 12 month performance to the 
most recent Quarter end for each of the last 5yrs where available. E.g. ‘1st year’ shows the most recent of these 12-month periods and ‘2nd year’ shows the previous 12 month period and so on. 

Performance data for the Irish funds is displayed on a Net Asset Value basis, in Base Currency terms, with net income reinvested, net of fees. Brokerage or transaction fees will apply. 

All performance information is historical and is no guarantee of future results. Investing is subject to risk, including the possible loss of principal. You must read the Prospectus and KIID before 
investing.

No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission of VanEck.

© VanEck (Europe) GmbH


