
MARKET VIEW
BONDS: EMERGING MARKETS ARE BACK

Amid a brighter outlook for global growth and expectations of a less hawkish U.S. Federal Reserve, 
dollar-denominated EM corporate bonds offer a solid opportunity to participate in improving market fundamentals. 

MONDAY, MARCH 27, 2017

Once considered a niche asset class, emerging market (EM) 
corporate bonds have evolved considerably, both in terms of 
market size and composition. At more than $1.8 trillion, the 
market for EM corporates is now larger than both the U.S. high-
yield ($1.6 trillion) and U.S. bank-loan ($1.0 trillion) markets, 
according to J.P. Morgan. In addition, the credit quality of EM cor-
porates has matured, with more than 60% of the market rated 
investment grade, compared with less than 40% in 2000.  

Here are three reasons, then, as to why we believe investors 
should consider a strategic allocation to U.S. dollar-denominated 
EM corporates.  

1. RATING FOR RATING, HIGHER SPREADS

On average, emerging market corporate debt is characterized 
by wider spreads relative to comparably rated U.S. corporate 

bonds (see Chart 1). In addition, the yield to worst on the JPMorgan 
CEMBI Broad Diversified Index (a widely used benchmark for EM 
corporates) is 4.7%, which compares to 3.28% for the Bank of 
America Merrill Lynch U.S. Corporate Index, as of February 28, 
2017. This additional compensation exists despite corporate 
issuers in developing markets employing lower leverage and 
experiencing lower default rates relative to their U.S. counter-
parts. What is more, under the methodology of credit ratings 
agencies, companies generally cannot be rated above their sover-
eign debt of their country of domicile, meaning that their current 
corporate ratings may not be an accurate reflection of underlying 
business fundamentals. Therefore, this incremental yield might 
be attributable to compensation for sovereign risk, not company-
specific risk. 
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CHART 1: EMERGING MARKET CORPORATE DEBT HAS, HISTORICALLY, OFFERED WIDER SPREADS THAN COMPARABLY 
RATED U.S. CORPORATE BONDS
AVERAGE SPREAD BY CREDIT RATING, AS OF FEBRUARY 28, 2017
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Source: BofA Merrill Lynch. U.S. corporate spread by credit quality as represented by the BofA Merrill Lynch U.S. Corporate Master Index. EM corporate spread by credit quality as represented by the BofA Merrill Lynch High Grade 
Emerging Markets Corporate Plus Index. The chart is based on the option-adjusted spread for emerging market corporate bonds and U.S. corporate bonds as February 28, 2017. 
Past performance is no guarantee of future results. For illustrative purposes only and does 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. Credit ratings are derived from a nationally recognized statistical rating organization such as Standard & Poor’s, Moody’s, and Fitch, as an indication of an 
issuer’s creditworthiness. 



2. A DIVERSIFIED INVESTOR BASE

Historically, demand for EM corporates was derived from hedge 
funds and proprietary institutional trading desks. The asset class 
later attracted the attention of mutual fund portfolio managers, 
who invested in EM debt via multi-sector bond funds, and, ulti-
mately, dedicated EM bond funds, expanding the presence of the 
asset class within the retail marketplace. After the financial crisis 
of 2008–09, institutional investors, such as sovereign wealth funds, 
insurance companies, and pension funds, began increasing 
exposure. More recently, as the global growth and commodities 
outlook has improved, so has the investor appetite for bonds 
issued from companies in the emerging markets. Year to date, 
investors have committed more than $3 billion to EM corporate 
bond funds, according to HSBC.

3. ATTRACTIVE RISK-ADJUSTED RETURNS

For the last three-year period ended February 28, 2017, EM cor-
porate bonds not only provided attractive returns relative to other 
major asset classes but they also have, in most cases, done so with 
less risk. Considering that corporate bonds of emerging market 
issuers are primarily U.S. dollar denominated, it is no surprise they 
come with less volatility than EM sovereign bonds denominated in 
local currencies (as represented by the JPM EMBI Global Index) or 
the local currencies themselves (as represented by the JPM ELMI+ 
Index). Ultimately, this has led to compelling risk-adjusted excess 
returns (as measured by the Sharpe ratio). What is more, develop-
ing market corporates offer diversification benefits, demonstrating 
just a 0.25 correlation with U.S. government bonds (as represented 
by the Bloomberg Barclays U.S. Government Bond Index) over the 
last three years and a 0.45 correlation with the Bloomberg Barclays 
Aggregate. Over the last 12 months (ended March 23, 2017), the EM 
corporate bond market (as measured by the JPM CEMBI Broad 
Diversified Index) returned 9%.
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CHART 2: HISTORICALLY, EM CORPORATE BONDS HAVE OFFERED ATTRACTIVE RISK-ADJUSTED RETURNS
TRAILING THREE YEARS (AS OF 02/28/2017)
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RETURN STANDARD DEVIATION SHARPE RATIO

1EM Corporate Bonds 5.43% 4.18% 1.26
2EM Sovereign Bonds (U.S. $) 6.05% 6.24% 0.94

3EM Sovereign Bonds (local currency) -2.52% 11.76% -0.23

BBgBarc Global Aggregate Index -0.47% 4.99% -0.13

BBgBarc U.S. Aggregate Bond Index 2.64% 2.94% 0.84

4U.S. High Yield Bonds 4.79% 6.09% 0.76

5U.S. Equities 10.63% 10.40% 1.01

6International Equities -0.62% 12.13% -0.06

7EM Equities -1.05% 16.10% -0.08

8EM Currencies -2.45% 7.12% -0.37

Source for both exhibits above: Morningstar. Past performance is no guarantee of future results. For illustrative purposes only and does 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. 
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WHAT ABOUT THE IMPACT OF RATE HIKES?

While consensus typically has been that a tightening monetary 
policy in the United States is a headwind to emerging market 
bonds, the tone of the U.S. Federal Reserve’s (Fed) recent rate hike 
announcement on March 15 has actually eased concerns regard-
ing the potential for hawkish policy in 2017. Indeed, on March 15, 
the date of the most recent increase in the fed funds target rate, 
the JPM CEMBI Index rose, and was up 56 basis points for the 
week ended March 22. 

Some may argue that investors are looking past historical 
trends and are putting a greater emphasis on company fundamen-
tals, allowing EM corporate performance to detach from its typical 
expected reaction to U.S. policy changes, at least modest ones. A 
rise in commodity prices stemming from signs of a global 
economic recovery with the potential for greater infrastructure 
spending in the United States may have pulled developing market 
performance off its normal course during this gradual Fed tight-
ening cycle. 

CONCLUSION

U.S. dollar-denominated emerging market corporate bonds 
recently offered attractive relative yields, portfolio-diversification 
benefits, and compelling risk-adjusted excess returns. Although 
spreads have narrowed in recent months, there is, in our opinion, 
reason to be optimistic about the asset class, particularly as the 
outlook for overall global growth, emerging market growth rates, 
and commodity prices has improved.

IMPORTANT INFORMATION
1The 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 enti-
ties 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. 
2The 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.
3The JP 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 currency  
government bonds.
4The BofA Merrill Lynch U.S. High Yield Master II Index tracks the performance of US dollar denominated below investment grade corporate debt publicly issued in the US domestic market. Qualifying securities must have a 
below investment grade rating (based on an average of Moody’s, S&P 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.
5The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market performance and includes a representative sample of leading companies in leading industries. 
6The MSCI EAFE Index (Europe, Australasia, Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance of developed markets, excluding the United States  
and Canada. 
7The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to measure equity market performance of emerging markets. The MSCI Emerging Markets Index consists of the following 
23 emerging market country indices: Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Peru, Philippines, Poland, Qatar, Russia, South Africa, Taiwan, Thailand, 
Turkey and United Arab Emirates.
8The J.P. Morgan Emerging Local Markets Index (ELMI) tracks total returns for local currency-denominated money market instruments in the emerging markets. Ten countries are currently included in the ELMI: Argentina, 
Mexico, Indonesia, Malaysia, the Philippines, Thailand, the Czech Republic, Poland, Turkey, and South Africa. 
This commentary may contain assumptions that are “forward-looking statements,” which are based on certain assumptions of future events. Actual events are difficult to predict and may differ from those assumed. There can 
be no assurance that forward-looking statements will materialize or that actual returns or results will not be materially different from those described here.

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 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. 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.

A basis point is a unit of measure used in finance to describe the percentage change in the value or rate of a financial instrument. One basis point is equivalent to 0.01% (1/100th of a percent) or 0.0001 in decimal form. In 
most cases, it refers to changes in interest rates and bond yields.

Correlation is a statistical measure that indicates the extent to which two or more variables fluctuate together. A positive correlation indicates the extent to which those variables increase or decrease in parallel; a negative 
correlation indicates the extent to which one variable increases as the other decreases.

The Sharpe Ratio is a measure for calculating risk-adjusted return. The Sharpe ratio is the average return earned in excess of the risk-free rate per unit of volatility or total risk.

Standard deviation is a measure of the dispersion of a set of data from its mean. It is calculated as the square root of variance by determining the variation between each data point relative to the mean.

The Barclays U.S. Aggregate Bond Index represents securities that are SEC-registered, taxable, and dollar denominated. The index covers the U.S. investment grade fixed rate bond market, with index components for 
government and corporate securities, mortgage pass-through securities, and asset-backed securities. Total return comprises price appreciation/depreciation and income as a percentage of the original investment. 

The Barclays Global Aggregate Bond Index is a broad-based measure of the global investment-grade, fixed-income markets. The three major components of this index are the U.S. Aggregate, the Pan-European Aggregate, 
and the Asian-Pacific Aggregate indexes. The index also includes euro dollar and euro/yen corporate bonds, Canadian government securities, and U.S. dollar investment-grade 144A securities. 
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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 BofA Merrill Lynch High Grade Emerging Markets Corporate Plus Index is a subset of The BofA Merrill Lynch Emerging Markets Corporate Plus Index including all securities rated AAA through BBB3, inclusive. 

Source Merrill Lynch, Pierce, Fenner & Smith Incorporated (“BofAML”), used with permission. BofAML PERMITS USE OF THE BofAML INDICES AND RELATED DATA ON AN “AS IS” BASIS, MAKES NO 
WARRANTIES REGARDING SAME, DOES NOT GUARANTEE THE SUITABILITY, QUALITY, ACCURACY, TIMELINESS, AND/OR COMPLETENESS OF THE BofAML INDICES OR ANY DATA INCLUDED IN, RELATED TO, 
OR DERIVED THEREFROM, ASSUMES NO LIABILITY IN CONNECTION WITH THE USE OF THE FOREGOING, AND DOES NOT SPONSOR, ENDORSE, OR RECOMMEND LORD, ABBETT & CO. LLC., OR ANY OF ITS 
PRODUCTS OR SERVICES. 

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 available 
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. Read-
ers 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.

Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett Funds. This and other important information is contained in the Fund’s 
summary prospectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your investment professional, Lord Abbett 
Distributor LLC at 888-522-2388 or visit us at lordabbett.com. Read the prospectus carefully before you invest.
Copyright © 2017 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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