
MARKET VIEW
WHY EM CORPORATE DEBT COUL D BE A  H IG H LY LOG ICAL CHOI CE 

Emerging market corporate debt recently provided higher yield than similarly rated U.S. counterparts.

MONDAY, MARCH 2, 2015

Fixed-income investors who’ve been long accustomed to a rea-
sonable yield on certain types of widely held securities may feel as if 
they’re exploring a strange new world. Government debt of devel-
oped nations such as Germany and Japan has boldly gone where 
few bonds have gone before—namely, into negative yields. Even 
high-quality corporate debt is feeling the yield pinch. As we noted in 
the February 17, 2015, Market View, short-term debt issued in euros 
by blue-chip U.S. corporations carries rates close to zero, according 
to a Bloomberg report. 

For investors seeking higher-yielding securities at attractive  
valuations, it may be time to look outside developed markets and 
consider the corporate bonds from issuers in emerging market (EM) 
countries. Here, we’ll look at four of the potential advantages of EM 
corporate bonds.

1. EM corporate debt is primarily a dollar-denominated asset 
class. In a recent Market View (February 17), we discussed the 
attractiveness of dollar-denominated U.S. assets. The U.S. Federal 
Reserve is widely expected to raise the fed funds rate in 2015, poten-
tially lending further support to the U.S. dollar versus other curren-
cies. For those who are looking for opportunity overseas but are 
concerned about currency fluctuations, EM corporate debt provides 
attractive yields for U.S. dollar-denominated bonds. 

2. EM corporate debt is predominately investment grade. One 
other aspect of EM corporate debt may not be widely known by 
investors. Nearly 70% of EM corporate debt was designated invest-
ment grade (as of January 31, 2015), based on the ratings character-
istics of the J.P. Morgan Corporate Emerging Markets Bond Index 
(CEMBI). Even with that credit profile, EM corporate debt features 
higher yields than similarly rated U.S. corporate debt (see Chart 1).

3. EM corporate debt appears attractively valued. Along with the 
extra yield, EM corporate debt appears to have another favorable attri-
bute: an attractive valuation relative to similar debt categories in the 
United States. Current yield spreads of EM corporate debt versus 
similar U.S. debt categories—investment-grade and high-yield corpo-

rate debt—are at or near their widest levels in five years. (See Chart 2.) 
This signals a relative value opportunity in the asset class, according 
to Stephen Hillebrecht, Lord Abbett Fixed Income Product Strategist.

4. The asset class has historically had a low correlation to U.S. 
bonds. In addition, emerging market corporate debt has historically 
had a low correlation with U.S. bonds, according to Morningstar 
data. That may prove attractive to investors seeking to diversify their 
U.S. fixed-income portfolios.
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■■ For investors looking for an attractive source of income, emerging market (EM) corporate debt may be worth serious 
consideration. They may find these attributes particularly appealing: 

1. EM corporate debt is primarily a dollar-denominated asset class that is predominately investment grade.

2. As of January 31, 2015, it offered higher yields than U.S. corporate debt with similar credit ratings.

3.  Yield spreads of EM corporate debt versus U.S. corporate debt were recently at their widest levels in five years, indicating  
potentially attractive relative value.

4. The asset class has historically had a low correlation to U.S. bonds, thus providing portfolio diversification benefits as well.
■■ The key takeaway: Investors looking for a source of income and a means to diversify their fixed-income portfolios may do well to 

consider the dollar-denominated, primarily investment-grade asset class of EM corporate debt.

IN BRIEF

CHART 1. EMERGING MARKET CORPORATE DEBT HAS 
FEATURED HIGHER YIELDS THAN SIMILARLY RATED  
U.S. COUNTERPARTS
AVERAGE YIELD BY CREDIT RATING, AS OF JANUARY 31, 2015 (LATEST 
DATA AVAILABLE)

Source: BofA Merrill Lynch and J.P. Morgan. U.S. corporates are represented by the 
BofA Merrill Lynch U.S. Corporate Master Index (yields broken out by credit quality). 
EM corporates are represented by the J.P. Morgan CEMBI Broad Diversified Index 
(yields broken out by credit quality). 
Past performance is no guarantee of future results. The illustration is intended to depict 
the historical average yield of emerging-market corporate bonds relative to other U.S. 
corporate bonds and is presented for informational purposes only and does not depict 
actual yield or predict the performance of any Lord Abbett mutual fund or any particular 
investment. Indexes are unmanaged, do not reflect deductions of fees or expenses, and 
are not available for direct investment. Credit ratings are derived from a nationally  
recognized statistical rating organization, such as Standard & Poor’s, Moody’s, or Fitch.
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https://www.lordabbett.com/en/perspectives/marketview/us-fixed-income-a-home-court-advantage.html


 “Our experience in this market has convinced us of the potential 
for future growth” in EM corporate debt, said Jerry Lanzotti, 
Lord  Abbett Partner & Portfolio Manager. “We believe that active 

management—that is, applying the knowledge of experienced credit 
and risk analysts—can best capitalize on the opportunities there.”

IMPORTANT INFORMATION
A Note about Risk: The value of an investment in fixed-income securities will change as interest rates fluctuate and in response to market movements. As interest rates fall, the prices of debt securities tend to rise. As 
rates rise, prices tend to fall. High-yield securities, sometimes called junk bonds, carry increased risks of price volatility, illiquidity, and the possibility of default in the timely payment of interest and principal. Investing in 
international securities generally poses greater risk than investing in domestic securities, including greater price fluctuations and higher transaction costs. Special risks are inherent in international investing, including those 
related to currency fluctuations and foreign, political, and economic events. The securities markets of emerging countries tend to be less liquid, especially subject to greater price volatility, have a smaller market capitaliza-
tion, have less government regulation, and may not be subject to as extensive and frequent accounting, financial, and other reporting requirements as securities issued in more developed countries. Further, investing in the 
securities of issuers located in certain emerging countries may present a greater risk of loss resulting from problems in security registration and custody or substantial economic or political disruptions. No investing strategy 
can overcome all market volatility or guarantee future results.

Treasuries are debt securities issued by the U.S. government and secured by its full faith and credit. Income from Treasury securities is exempt from state and local taxes.

Diversification does not guarantee a profit or protect against loss in declining markets.

Forecasts and projections are based on current market conditions, are subject to change without notice, and should not be considered a guarantee.

Correlation is a statistical measure of how two securities move in relation to each other.

Yield is the annual interest received from a bond and is typically expressed as a percentage of the bond’s market price.

The BofA Merrill Lynch Emerging Markets Corporate Plus Index tracks the performance of U.S. dollar- and euro-denominated emerging markets nonsovereign debt publicly issued in the major domestic and eurobond 
markets. In order to qualify for inclusion in the index, an issuer must have risk exposure to countries other than members of the FX G10, all Western European countries, and territories of the U.S. and Western European 
countries. The FX-G10 includes all euro members, the U.S., Japan, the U.K., Canada, Australia, New Zealand, Switzerland, Norway, and Sweden. Individual securities of qualifying issuers must be denominated in U.S. dollars or 
euro, must have at least one year remaining term to final maturity, at least 18 months to final maturity at point of issuance, and a fixed coupon. In addition, investment-grade-rated bonds of qualifying issuers must have at 
least 250 million (EUR or USD) in outstanding face value, while below-investment-grade-rated bonds must have at least 100 million (EUR/USD) in outstanding face value. The index includes corporate and quasi-government 
debt of qualifying countries, but excludes sovereign and supranational debt.

The BofA Merrill Lynch U.S. High Yield Index tracks the performance of U.S. dollar-denominated below-investment-grade corporate debt publicly issued in the U.S. domestic market. Qualifying securities must have 
a below-investment-grade rating (based on an average of Moody’s, Standard & Poor’s, and Fitch), at least 18 months to final maturity at the time of issuance, at least one year remaining term to final maturity as of the 
rebalancing date, a fixed coupon schedule, and a minimum amount outstanding of $100 million.

The BofA Merrill Lynch U.S. Corporate Master Index is a market-value-weighted index that tracks the performance of U.S. dollar-denominated investment-grade-rated corporate debt publicly issued in the U.S. domestic 
market. To qualify for inclusion in the index, securities must have an investment-grade rating (based on an average of Moody’s, Standard & Poor’s, and Fitch) and an investment-grade-rated country of risk (based on an 
average of Moody’s, Standard & Poor’s, and Fitch foreign currency long-term sovereign debt ratings). Each security must have greater than one year of remaining maturity, a fixed coupon schedule, and a minimum amount 
outstanding of $250 million.

J.P. Morgan Corporate Emerging Markets Bond Index Broad Diversified (CEMBI BD): The CEMBI is a market-capitalization-weighted index that tracks total returns of U.S. dollar-denominated debt instruments issued by 
corporate entities in emerging markets countries. The index limits the current face amount allocations of the bonds in the CEMBI Broad by constraining the total face amount outstanding for countries with larger debt stocks. 

The credit quality ratings of the securities in a portfolio are assigned by a nationally recognized statistical rating organization (NRSRO), such as Standard & Poor’s, Moody’s, or Fitch, as an indication of an issuer’s creditworthi-
ness. Ratings range from ‘AAA’ (highest) to ‘D’ (lowest). Bonds rated ‘BBB’ or above are considered investment grade. Credit ratings ‘BB’ and below are lower-rated securities (junk bonds). High-yielding, non-investment-grade 
bonds (junk bonds) involve higher risks than investment-grade bonds. Adverse conditions may affect the issuer’s ability to pay interest and principal on these securities.

Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

The opinions in Market View are as of the date of publication, are subject to change based on subsequent developments, and may not reflect the views of the firm as a whole. The material is not intended to be relied upon as a 
forecast, research, or investment advice, is not a recommendation or offer to buy or sell any securities or to adopt any investment strategy, and is not intended to predict or depict the performance of any investment. Readers 
should not assume that investments in companies, securities, sectors, and/or markets described were or will be profitable. Investing involves risk, including possible loss of principal. This document is prepared based on the 
information Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and completeness of the information. Investors should consult with a financial advisor before making an investment decision.
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INVESTMENT-LED. INVESTOR-FOCUSED.

CHART 2. EM CORPORATE YIELD SPREADS VERSUS U.S. DEBT HAVE BEEN AT THEIR WIDEST LEVELS IN FIVE YEARS
YIELD SPREAD OF EM CORPORATE DEBT VERSUS U.S. INVESTMENT-
GRADE CORPORATE DEBT, JANUARY 2010–JANUARY 2015 

YIELD SPREAD OF EM CORPORATE DEBT VERSUS U.S. HIGH-YIELD  
CORPORATE DEBT, JANUARY 2010–JANUARY 2015
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Source: BofA Merrill Lynch Global Research. These charts depict the historical average yield spread of (i) the BofA ML Emerging Markets Corporate Plus Index versus the  
BofA Merrill Lynch U.S. Corporate Index and (ii) the BofA Merrill Lynch Emerging Markets Corporate Plus Index versus the BofA Merrill Lynch U.S. High Yield Index.
Past performance is no guarantee of future results. These data are presented for informational purposes only and do not depict actual yield or predict the performance of any 
Lord Abbett mutual fund or any particular investment. Indexes are unmanaged, do not reflect deductions of fees or expenses, and are not available for direct investment.


