
MARKET VIEW
FOUR REASONS TO REVISIT EMERGING-MARKET CORPORATE BONDS

Emerging-market (EM) corporate bonds denominated in U.S. dollars got swept up in the broader concerns 
about an EM debt crisis. We think the time is right to take another look at the asset class.

MONDAY, MARCH 14, 2016

Two of the biggest concerns emerging market (EM) investors 
had in 2015 were the decline in global economic growth, especially 
in China, a major trading partner for developing nations, and the 
consequent fall in demand for commodities, a key export for many 
emerging markets. Adding to the complexity of macroeconomic 
concerns were the reports from international agencies of signifi-
cantly high levels of EM debt as a percentage of gross domestic 
product (GDP). Media stoked the fire with reports of an impending 
EM debt crisis. 

It was almost inevitable, then, given such a gloomy backdrop, 
that some investors would choose to disinvest from emerging 
markets, despite the long-term investment opportunity they rep-
resent. U.S. mutual fund outflows were significant in all EM asset 
categories in 2015 and early in 2016. But late in February and so 
far in March, we are seeing some stabilization in EM fund flows. 
And while there can be no guarantee that we have hit bottom in 
this market, valuations, some of them at distressed levels, are 
deserving of renewed attention on the part of investors, according 

to Jerry Lanzotti, Lord Abbett Partner and Portfolio Manager. We 
believe that investors may want to revisit the investment opportu-
nities in the U.S. dollar-denominated corporate bond sector, for 
the following four reasons: 

REASON 1: A LARGELY INVESTMENT-GRADE ASSET CLASS

Emerging-market companies that issue external debt (that is, 
bonds issued in other than a local currency) tend to be among the 
best-managed businesses in their markets. Their choice of 
currency is typically the U.S. dollar. Many of them already have a 
long experience with bond issuance, some going back 30 years, 
and a little more than 70% of them were rated investment grade, 
at ‘BBB’ or higher, as recently as 2014. In 2015, some of these 
companies, particularly energy and metals and mining companies 
in Brazil and Russia, slipped into the high-yield category (securi-
ties called “fallen angels”), reflecting sovereign downgrades as 
well as the sharp slowdown in their respective sectors, bringing 
the number of companies rated investment grade to a bit more 
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Source: BofA Merrill Lynch and J.P. Morgan. *U.S. corporate yields by credit  
quality as represented by the BofA/Merrill Lynch U.S. Corporate Master Index. 
**EM corporate yields by credit quality as represented by the J.P. Morgan Cor-
porate Emerging Markets Bond Index Broad Diversified (CEMBI BD). The historical  
data shown are for illustrative purposes only and do not represent any specific 
portfolio managed by Lord Abbett or any particular investment.  Indexes are  
unmanaged, do not reflect the deduction of fees or expenses, and are not  
available for direct investment.  

CHART 1. HISTORICALLY, EM CORPORATES HAVE OFFERED 
MORE ATTRACTIVE YIELDS THAN U.S. CORPORATES
AVERAGE YIELD BY CREDIT RATING (AS OF FEBRUARY 29, 2016)
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Source: Morningstar. EM bonds as represented by the following indexes in 
descending order: J.P. Morgan Corporate Emerging Markets Bond Index Broad 
Diversified (CEMBI BD), J.P. Morgan Emerging Markets Bond Index Global (EMBI 
Global), and J.P. Morgan Government Bond Index-Emerging Markets (GBI-EM) 
Global Diversified, respectively.  EM Bond Category represents the Morningstar 
Emerging Market Bond Category.  Performance quoted represents past  
performance.  Past performance is not a reliable indicator or a guarantee of future 
results.  The historical data shown are for illustrative purposes only and do not 
represent any specific portfolio managed by Lord Abbett or any particular invest-
ment. Indexes are unmanaged, do not reflect the deduction of fees or expenses, 
and are not available for direct investment. 

CHART 2. EM CORPORATES HAVE HELD UP BEST WHEN 
OTHER EM BONDS FALTERED
GROWTH OF $100,000 OVER THE LAST THREE YEARS  
(FEBRUARY 28, 2013–FEBRUARY 29, 2016)
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than 61% today, according to J.P. Morgan, but still well above the 
40% level a decade ago. A number of these so-called fallen angels 
are quasi-sovereigns, with every expectation of being supported by 
their respective countries of origin. At current low valuations, we 
believe they offer investment opportunity.  

REASON 2:  
HIGH YIELDS, DESPITE INVESTMENT-GRADE RATINGS 

Despite the market’s largely investment-grade rating, the EM 
external corporate debt retains a broad reputation as a high-yield 
debt substitute. So, EM corporate bonds historically have tended 
to have higher yields than their comparably rated counterparts in 
developed markets. Moreover, under credit ratings methodology, 
companies generally cannot be rated above their country’s sover-
eign debt rating. This is an important fact to consider, because it 
could mean that a company’s credit rating may not be an accurate 
reflection of its underlying business fundamentals, thus there may 
be an opportunity overlooked. For example, in 2015, some Brazil-
ian company names suffered chiefly because the nation’s sover-
eign debt was downgraded. 

For a fundamentals-driven, active EM debt manager, these 
factors provide a long-term opportunity to invest in a higher-yield-
ing name that, on a global comparative basis, may represent a 
more sound credit. 

For investors, at a time when negative rates are becoming 
commonplace in some developed-country sovereign bonds, 
the comparatively higher yields of EM external corporate debt 
are attractive. 

REASON 3: A LARGE AND GROWING ASSET CLASS

The EM external corporate debt market is growing at the 
fastest pace of any fixed-income asset class. While still a small 
percentage of the overall credit market, the amount of external 
EM corporate debt outstanding is seven times larger than it was a 
decade ago, according to Barclays, with one of every five U.S. 
dollars of global corporate issuance now coming from an emerg-
ing-market company. 

The fast pace of growth reflects the markets’ growing accep-
tance of the asset class as well as an improvement in tradability. 
This is in part because of the growing issuance size, which has 
characterized the asset class since 2009. During 2012, for example, 
the typical benchmark-size issue for EM corporates was $500 
million to $1.0 billion, well within the range of developed-country 
benchmarked-sized issues. Notably in recent years were multibil-
lion dollar deals, largely issues by quasi-sovereigns. 

Moreover, the market is a large one. Bonds outstanding in this 
category reached $1.7 trillion by the end of 2015, according to J.P. 
Morgan, double the size of EM external sovereigns at ($736 billion 
as of December 31, 2015) and approaching the size of the global 
U.S. dollar-denominated high-yield market ($1.8 trillion). 

EM corporate debt also constitutes an increasingly higher per-
centage of the overall trading volume for all EM external debt in 
the secondary market. According to Emerging Market Traders (a 
trade forum for EM investors and dealers), trading in the asset 
class set a high-water mark in 2010 on a U.S. dollar basis and 
generally has continued at a robust pace since then. 

With volume and tradable issuance size up, and a robust sec-
ondary market, liquidity across the EM corporate sector has 
improved dramatically. 

While this is a large and growing asset class, there are only a 
handful of mutual funds dedicated to this space. Most EM debt 
funds are primarily invested in sovereign debt, denominated in 
either local or foreign currency. And as Chart 2 shows, EM corpo-
rate bonds historically have outperformed other EM bonds, includ-
ing both local currency and external currency sovereign bonds, 
during periods when other EM bonds have faltered. 

REASON 4: REPRESENTING A SMALL PERCENTAGE OF GDP

External corporate bonds are not the major problem in the debt 
overhang cited by international reports. This is not, however, to 
downplay the risks; the rise in EM debt levels in general could 
present challenges to EM growth, as debt-servicing costs increase. 
And as a percentage of GDP, EM private sector debt, including cor-
porate and household debt, reached a not-insignificant 104.1% of 
GDP in 2014, according to J.P. Morgan. But the bulk of the funding 
consisted of loans by domestic banks to companies most likely 
unable to access the bond markets (60% of GDP), followed by 
household credit (29.5%). Corporate external debt accounted for 
only 3.8% of GDP. The composition alone of private sector debt 
reduces the likelihood of an EM external debt crisis—a point 
seldom mentioned in news reports.  

A FINAL WORD 

EM corporate defaults rose a bit in 2015, according to Lanzotti, 
mostly in the commodity and energy sectors—which is not a very 
surprising development given the macroeconomic background 
during the year. And EM company leverage overall has increased 
to levels more typical of U.S. companies. “But it’s important to 
note,” Lanzotti said, “that unlike U.S. companies that have been 
issuing bonds to buy back stock or to fund mergers and acquisi-
tions, EM companies have been funding capital expenditures for 
future growth or to refinance, as issues matured, the more expen-
sive debt they had been carrying. This is reflective of the more con-
servative style of management that we have come to expect in 
established EM companies.”  

Depending on an investor’s tolerance for risk, EM external cor-
porate debt might be a well-considered addition to a diversified 
portfolio.

Source: J.P. Morgan. Breakdowns may not sum to whole due to sample differences.

CHART 3. EM CORPORATE FUNDING IS HEALTHY;  
DOMESTIC AND PRIVATE LOANS ARE BULK OF CREDIT 
PERCENTAGE OF GDP (AS OF DECEMBER 31, 2015)
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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 to 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 
capitalization, 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.

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

Gross domestic product (GDP) is the total value of all the goods and services produced within a country’s borders. When that figure is adjusted for inflation, it is called the real gross domestic product, and it’s gener-
ally used to measure the growth of the country’s economy.

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 US Corporate Master Index is a market value weighted index that tracks the performance of US dollar denominated investment grade rated corporate debt publically issued in the US domestic 
market. To qualify for inclusion in the index, securities must have an investment grade rating (based on an average of Moody’s, S&P, and Fitch) and an investment grade rated country of risk (based on an average of 
Moody’s, S&P, and Fitch foreign currency long term sovereign debt ratings). Each security must have greater than 1 year of remaining maturity, a fixed coupon schedule, and a minimum amount outstanding of $250 
million.

The J.P. Morgan Corporate Emerging Markets Bond Index Broad Diversified (CEMBI BD) is a market capitalization-weighted index that tracks total returns of US 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 J.P. Morgan Emerging Markets Bond Index Global (“EMBI Global”) tracks total returns for traded external debt instruments in the emerging markets, and is an expanded version of the JPMorgan EMBI+. As 
with the EMBI+, the EMBI Global includes U.S. dollar-denominated Brady bonds, loans, and eurobonds with an outstanding face value of at least $500 million. It covers more of the eligible instruments than the EMBI+ by 
relaxing somewhat the strict EMBI+ limits on secondary market trading liquidity.

The J.P. Morgan Government Bond Index-Emerging Markets (GBI-EM) Global Diversified is a comprehensive global emerging markets index that consists of regularly traded, liquid fixed-rate and domestic cur-
rency government bonds.

Performance quoted represents past performance. Past performance is not a reliable indicator or a guarantee of future results. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not avail-
able for direct investment.

The credit quality of the securities in a portfolio is 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 creditworthiness. 
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. High yielding, non-investment-grade bonds involve 
higher risks than investment-grade bonds. Adverse conditions may affect the issuer’s ability to pay interest and principal on these securities.

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 prior to making 
an investment decision
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