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Wanted: small investors willing to commit part of their savings to less-developed countries with fast-

growing economies and the potential for big returns. 

That, in essence, is the pitch of the first U.S. mutual fund that invests primarily in the government 

bonds of so-called frontier markets. 

Launched in late February by American Beacon Advisors Inc., an investment firm in Fort Worth, 

Texas, with $55 billion under management, this fund takes investors to countries such as Venezuela 

and Rwanda that are one notch lower in economic development than emerging markets like India and 

China. The mutual fund is managed by Global Evolution, a hedge fund in Denmark. 

The push into frontier markets is the latest effort by money managers to make high-risk, high-return 

bets more accessible to mom-and-pop investors. Individuals in the U.S. already have the option of 

investing in a handful of stock funds dedicated to frontier markets. 



Some wealth advisers argue that small investors may be better served putting their retirement savings 

into more-transparent investments. Even American Beacon advises that its new fund is only 

appropriate for long-term investors and that the fund shouldn't make up the majority of a 

portfolio. 

"The frontier markets have done well," said Gene Needles, chief executive of American 

Beacon. "This is something to add to your portfolio that over time will have attractive 

returns," he added. 

Many frontier-market bonds last year outperformed emerging-market stocks and bonds and beat 

returns handed to bond investors in the U.S. and Japan. The reason: risk. 

To sell the debt, governments must lure investors with hefty interest payments. Three weeks ago, 

Pakistan sold its first international bond in seven years, agreeing to pay 8.25% interest annually on 

the 10-year bond. That compares with 2.65% on similar maturity U.S. government bonds. 

 

Seeking higher returns, investors have been piling into frontier offerings. Individual investors around 

the world have put $614 million this year into stocks and bonds from countries labeled as frontier, a 

record pace, according to data provider EPFR Global. Meanwhile, they have yanked $35 billion from 

emerging markets in the same period. 

"There's a class of investors who are attracted to bright, shiny objects, and they chase returns, 

unfortunately," said John DeClue, a senior strategist at U.S. Bank's wealth-management arm, which 



oversees $120 billion for retail clients. "But if you get something really negative and everyone's 

heading for the exit, it gets really crowded by the door." Mr. DeClue advises most of his clients stay 

away from frontier markets. 

Frontier investors tout the disconnect between frontier and U.S. markets, but even small, developing 

markets aren't immune to global downturns. Just a few weeks after Rwanda's first international bond 

sale in April 2013, yields on the Rwanda bonds jumped, as prices dropped, after the Federal Reserve 

first hinted that it was preparing to reduce the stimulus that had supported bond prices after the 

financial crisis. Prices of bonds from Mongolia and Zambia also tumbled at the same time. Bond 

prices and yields move in opposite directions. 

The prospect of another selloff in bonds, possibly sparked by worries about Fed rate increases, 

doesn't scare Andrew Keller, chief investment officer of Houston Wealth Strategies, who manages 

$175 million from individuals and small corporations. Mr. Keller put $2.5 million into the fund, 

called the American Beacon Global Evolution Frontier Markets Income Fund, in March. 

Mr. Keller said he was drawn to the mutual fund by Global Evolution's track record in Europe. The 

hedge fund, which manages $2 billion overall, in late 2010 launched a frontier-bond fund aimed at 

European institutional investors. The European fund has posted annualized returns of 8.1% since 

inception. 

"I trust the management team," Mr. Keller said. "They may not be able to completely dodge the 

country-specific events, but that is part of the risk to all this. The growth opportunities are there." 

The American Beacon mutual fund is up 1.7% since its inception. The company says it plans to close 

the fund to new investors after it reaches around $500 million; it currently has $16.2 million. 

While there isn't a comprehensive benchmark for frontier bonds, returns on frontier stocks have been 

volatile. The MSCI Frontier Market Index jumped 24% in 2010, only to drop 18% the following 

year. That index soared 26% in 2013 and has risen 11% this year. The S&P 500 this year is up 1.9%. 

Mutual funds dedicated to frontier stocks have had mixed performance in recent months. The $141 

million Forward Frontier Strategy Fund is up 12.5% since the start of the year, while the $1.5 billion 

Templeton Frontier Markets Fund is up 1.5% in the same period. 

A major allure of frontier countries, especially in Africa, is that they are among the fastest-growing 

economies in the world as mainstream emerging markets like Brazil and Russia are slowing and no 

longer offer the highflying returns of the past. 

But their growing popularity has raised some red flags among investment advisers and even 

regulators. In January, the Financial Industry Regulatory Authority, Wall Street's self-regulator, said 



frontier mutual funds were potentially a risk for individual investors, citing the lack of liquidity and 

weak investor protections as a concern. 

Morten Bugge, the chief investment officer at Global Evolution, argues that his strategy is less risky 

because it invests in more than 30 countries and doesn't put more than 5% of the fund in any one 

country. "Whatever happens in the Nigerian market doesn't spill over to Ecuador," Mr. Bugge said. 

Matthew Marasco, an independent information-technology contractor in Wesley Chapel, Fla., said he 

has invested 6% of his retirement savings into frontier-market stocks, including a mutual fund that he 

bought earlier this year. 

He acknowledges that frontier markets are risky but says he expects this to pay off in the long run. 

"The opportunity to get relatively early into a growth area is attractive to me," said 55-year-old Mr. 

Marasco. "It could go down 15%, and you have to live with that. In 10 years, you're hopefully going 

to reap some solid benefits from it." 

 


