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Key points
The asset class has rallied
strongly following the lows
reached in January 2016
Stabilizing commodity prices,
dollar weakness and heavy
inflows from yield-hungry
investors drove the upturn
We continue to explore
opportunities for long-term
investors
A selective approach is important
given short-term risks and
challenging fundamentals
Overall, the long-term emergingmarket story remains intact
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Despite a strong rally in emerging-market local-currency debt in
2016, a widening yield differential with US rates points to the
long-term value of the asset class, says Liam Spillane.
Emerging-market local-currency debt has rallied in 2016, supported by the dovish
stance of global central banks and, in particular, the US Federal Reserve’s apparent
commitment to increasing rates gradually. A more balanced medium-term outlook for
the Chinese economy, and greater stability for the US dollar and commodity prices,
has also highlighted the attractive long-term value in local-currency assets. Long-term
investor inflows into the asset class have picked up notably in recent months.
Evidence of this recovery can be seen in the performance of the JP Morgan GBI-EM
Global Diversified index, the widely-used benchmark that we manage against and
which tracks liquid local-currency government bonds and currencies. The index fell
significantly in late 2015 and the first half of January 2016 as a result of global market
volatility. By April 20, the index had increased by around 13.5 percent in Euro terms
1
and almost 18 percent in US dollar terms from the lows seen in mid-January 2016.
The pick-up of emerging-market debt relative to developed markets is perhaps a more
relevant indicator of the potential remaining significant opportunities for long-term
investors. At the end April 2015, for example, the nominal yield differential between
1
local-currency emerging-market bonds and US rates was around 4.4 percent. That
differential has since grown to about five percent. We believe the current
macroeconomic backdrop provides an environment for the asset class to continue to
outperform if stable commodity prices persist and US monetary policy remains
supportive. As a result, we are currently positioned overweight in terms of both
duration and foreign exchange. The need for differentiation on an actively managed
basis across local-currency markets, however, remains firmly in place. Currently, we
have overweight positions in Mexico, Poland, Brazil, Russia, and Indonesia, and
underweight positions in Thailand, Hungary, and Turkey in our local currency debt
portfolios.
Chart 1: Valuations have reached attractive levels for long-term investors
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Source: JP Morgan, April 2016. Past performance is no guarantee of future results.
*Yield differential between JPMYUS (US government bond) Index and JGENVHYG (EM local currency debt) Index
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Pricing the risks
An improvement in external macroeconomic factors, such as the stability of the US dollar and commodity prices, has largely driven
the rebound in local-currency markets since January. However, and more recently, there are tentative signs that the outlook for
cyclical domestic economic fundamentals across the economies in the investable local-currency universe may also be stabilizing
and possibly even improving. This follows many years of deterioration and we would still suggest a degree of caution at this stage.
However, if the recent stability can at least be sustained, this will potentially be another significant tailwind for the asset class.
Moreover, we believe that if external conditions remain supportive the asset class should continue to perform well. We will monitor
the recent cyclical fundamental improvement for further positive signals. Despite the potential for further periods of volatility, the
long-term emerging-market story remains firmly in place and favourable demographics and productivity, as well as relatively stable
debt and reserve levels, support the asset class.

Important Information
Unless stated otherwise, any sources and opinions expressed are those of Aviva Investors Global Services Limited (Aviva Investors) as of
April 21, 2016. Opinions, estimates, forecasts, and statements of financial market trends that are based on current market conditions
constitute our judgment and are subject to change without notice. Information contained herein has been obtained from sources believed to
be reliable, but has not been independently verified by Aviva Investors and is not guaranteed to be accurate. References to specific
securities, asset classes and financial markets are for illustrative purposes only and are not intended to be, and should not be interpreted
as, recommendations. Past performance is no guarantee of future results. Investing in emerging markets involves a greater risk than
developed.
The name “Aviva Investors” as used in this presentation refers to the global organization of affiliated asset management businesses
operating under the Aviva Investors name. Each Aviva Investors’ affiliate is a subsidiary of Aviva plc, a publicly- traded multi-national
financial services company headquartered in the United Kingdom.
Aviva Investors Americas LLC (AIA) is the named subadviser to the Virtus Multi-Strategy Target Return Fund and utilizes the services of
Aviva Investors Global Services Limited (AIGSL) and its other affiliates (collectively, Aviva Investors) to manage the Fund. These affiliates
are Participating Affiliates as that term is used in relief granted by the SEC. The listed investment professionals are associated with AIGSL.
IMPORTANT RISK CONSIDERATIONS
Equity Securities: The market price of equity securities may be adversely affected by financial market, industry, or issuer-specific events.
Focus on a particular style or on small or medium-sized companies may enhance that risk. Foreign & Emerging Markets: Investing
internationally, especially in emerging markets, involves additional risks such as currency, political, accounting, economic, and market risk.
Credit & Interest: Debt securities are subject to various risks, the most prominent of which are credit and interest rate risk. The issuer of a
debt security may fail to make interest and/or principal payments. Values of debt securities may rise or fall in response to changes in interest
rates, and this risk may be enhanced with longer-term maturities. High Yield-High Risk Fixed Income Securities: There is a greater level
of credit risk and price volatility involved with high yield securities than investment grade securities. Derivatives: Investments in derivatives
such as futures, options, forwards, and swaps may increase volatility or cause a loss greater than the principal investment. Leverage: When
a fund leverages its portfolio, the value of its shares may be more volatile and all other risks may be compounded. Counterparties: There is
risk that a party upon whom the fund relies to complete a transaction will default. Portfolio Turnover: The fund’s principal investment
strategies will result in a consistently high portfolio turnover rate. A higher portfolio turnover rate may indicate higher transaction costs and
may result in higher taxes when fund shares are held in a taxable account. Prospectus: For additional information on risks, please see the
fund’s prospectus.

Investors should carefully consider the investment objectives, risks, charges, and expenses of any Virtus
Mutual Fund before investing. The prospectus and summary prospectus contain this and other information
about the fund. Please contact your financial representative, call 1-800-243-4361, or visit www.virtus.com to
obtain a current prospectus and/or summary prospectus. You should read the prospectus and/or summary
prospectus carefully before you invest or send money.
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