
MARKET VIEW
EM CORPORATE BONDS: ON THE COMEBACK TRAIL

Emerging markets (EM) got swept up in the broader concerns about a global economic slowdown.  
But they’re enjoying a resurgence—and EM hard-currency corporate bonds may be one way to access the potential.  
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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. This year, political worries also resurfaced, 
which affected popular investment destinations, such as Brazil 
and Turkey. 

Given the challenging investment backdrop, especially in 2015, 
it was no surprise that some investors would choose to disinvest 
from emerging markets, despite the long-term investment 
opportunity they represent, in our opinion. U.S. mutual fund 
outflows were significant in all EM asset categories in 2015, and 
totaled $12.3 billion in the EM debt sector alone (including $5.4 
billion from the local currency bond market) over the 12 months 
ended June 30, 2016, according to Morningstar. 

But despite the many warning bells regarding EM corporate 
debt that were highlighted in the financial press throughout this 
period, the asset class held up well in 2015, and has put forth 
strong returns year to date (as of August 31, 2016). As Table 1 
shows, historical performances in the hard-currency (mostly dol-
lar-denominated) EM corporate bond and sovereign bond sectors 
were positive in 2015, compared to negative returns in local 
currency EM sovereigns, U.S. high-yield bonds, and U.S. invest-
ment-grade corporate bonds. Thus far in 2016 (as of August 31), 
EM debt performance overall has been strong. 

As a result of the asset-class performance through this difficult 
environment, EM corporate debt has exhibited lower volatility and 
delivered greater risk-adjusted returns than EM sovereigns (local 
currency or U.S. dollar-denominated), EM equities, or U.S. high-
yield bonds over the trailing three years, as illustrated in Chart 1. 

TABLE 1: EM DEBT PERFORMANCE HAS OFFERED COMPETITIVE RETURNS IN 2016 TO DATE 
(AS OF AUGUST 31, 2016)

Sources: Morningstar and Lord Abbett.  EM corporates as represented by the J.P. Morgan CEMBI Broad Diversified; EM sovereigns (USD) as represented by the J.P. Morgan EMBI Global Index; EM sovereigns (local) as represented by the  
J.P. Morgan GBI-EM (Local); U.S. high yield as represented by the BofA Merrill Lynch U.S. High Yield Constrained Index; and U.S. investment-grade corporates as represented by the BofA Merrill Lynch U.S. Corporate Master Index. 
Past performance is not a reliable indicator or a guarantee of future results.  The historical data shown in the chart 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.

RETURNS AS OF 08/31/2016 2015

Emerging Market Corporate Bonds 1.3 11.0

Emerging Market Sovereigns (USD-denominated) 1.2 14.7

Emerging Market Sovereigns (Local Currency) -14.9 14.8

U.S. High-Yield Corporate Bonds -4.6 14.6

U.S. Investment-Grade Corporate Bonds -0.6 9.4

Barclays U.S. Aggregate 0.6 5.9



Investor sentiment began to shift earlier this year. The monthly 
survey of fund managers by Bank of America Merrill Lynch shows 
that most had a lower-than-normal exposure to emerging 
markets in general between 2013 and through the first quarter  
of 2016. But since this May, EM exposure has shifted to a  
higher-than-normal weighting. 

While it has been reported in the financial press that $18 billion 
flowed into EM debt funds in July alone, this is a broad measure 
that includes both global retail and institutional investors. Looking 
at U.S. retail mutual fund flows alone, the numbers are much 
more modest: $2.85 billion, according to Morningstar, using its 
EM hard-currency bond category (and another $114 million in its 
EM local-currency bond category). So, perhaps U.S. retail inves-
tors are still under-invested here, after departing in droves during 
the so-called “taper tantrum” of 2013, when the U.S. Federal 
Reserve hinted at an end to quantitative easing.

What, then, is behind the revival in investor interest? The 
monthly fund manager survey makes clear that the level of 
optimism about emerging markets is still nowhere what it was 
before the financial crisis of 2008–09. 

Perhaps one explanation for the renewed interest in emerging 
markets is simply the fact that predictions of “doomsday” in 2015 
were never realized. In fact, in terms of economic fundamentals, 
things are beginning to look up. After a long period of decline, raw 
materials prices overall seem to have stabilized, which is an 
important factor, since many developing countries are commodity 
producers. EM exports also are showing signs of stabilizing; in 
volume terms, they rose by 3% in May, according to Bloomberg. 
And the International Monetary Fund now expects a modest uplift 
in EM gross domestic product (GDP) growth this year, to 4.1%, 
with a potentially more rigorous rebound in 2017, to 4.6%—a faster 
rate than most developed economies. 

EMs also are benefiting from the search for a decent yield. With 
cash rates close to zero or below in many economies, and $16 
trillion worth of government bonds trading on a negative yield (as 
of August 31, 2016), according to The Wall Street Journal, investors 
are willing to take some risk. Data from UBS show that the main 
sources of fund flows are investors from Europe and Japan, 
where negative rates are a disincentive for domestic investors. 

These include long-term investors such as pension funds and 
insurers. The European Central Bank and the Bank of Japan are 
also larger buyers of the asset class. 

Providing added incentive for these investors is the fact that 
EM corporate bonds (particularly those denominated in hard cur-
rencies, such as the U.S. dollar) are largely an investment-grade 
asset class. Yet, historically, they have tended to have higher 
yields than their comparably rated counterparts in developed 
markets. In fact, while the asset class has rallied (and yields are 
lower today than at the start of the year), EM corporate bonds may 
be an attractive source of yield compared with U.S. corporates 
bonds—and at every rating category.

In the search for yield, however, it’s important to note that while 
EM sovereign bonds denominated in local currencies typically 
have offered the highest yield among EM bonds, they also come 
with heightened volatility (see Chart 1) due to currency fluctua-
tions. U.S. investors who would rather avoid the volatility of local 
currency debt essentially have two options: EM sovereign bonds 
denominated in U.S. dollars or EM corporate bonds denominated 
in U.S. dollars. 

There was a time when EM debt was comprised primarily of 
U.S. dollar-based EM sovereigns; but EM corporate debt issuance 
today, particularly U.S. dollar denominated, is among the fastest 
growing asset classes in the global bond market, rivaling the U.S. 
high-yield bond market in size. And, as we’ve discussed in other 
Market Views, we believe the asset class deserves consideration 
by investors. Four factors set EM corporate bonds apart when 
compared to EM sovereign bonds: 

n  Lower duration—EM corporate bonds (as represented by 
CEMBI Broad Diversified Index) have a lower duration profile 
(4.6 years) than EM sovereign bonds (as represented by EMBI 
Global Index), which have a duration of 7.1. EM corporate bonds 
thus offer investors a source of income with less interest-rate 
exposure than EM sovereign bonds. This is important to 
remember when looking at the recent strong returns of the 
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CHART 1: EM CORPORATES HAVE OFFERED ATTRACTIVE 
RISK-ADJUSTED RETURNS DURING A VOLATILE PERIOD  
(TRAILING THREE YEARS, AS OF JULY 31, 2016)
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Source: Zephyr. EM corporates as represented by the J.P. Morgan CEMBI Broad Diversified; EM sovereigns (USD) as 
represented by the J.P. Morgan EMBI Global Index; EM sovereigns (local) as represented by the J.P. Morgan GBI-EM 
(Local); U.S. high yield as represented by the BofA Merrill Lynch U.S. High Yield Constrained Index; and EM equities 
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CHART 2: EM CORPORATE BONDS HAVE OFFERED  
ADDITIONAL SPREAD OVER U.S. CORPORATE BONDS 
(AS OF JUNE 30, 2016)

0

100

200

300

400

500

600

700

800

900

HIgh YieldBBBAAA

Op
tio

n-
Ad

ju
st

ed
 S

pr
ea

d 
(b

ps
)

  Emerging Market Corporates
  U.S. Corporates

Credit Rating

114 94

170
128

274
213

685
621

EM +20bps
EM +42bps

EM +61bps

EM +64bps

Source: Bank of America Merrill Lynch. EM corporates as represented by the J.P. Morgan CEMBI Broad Diversified. 
Investment-grade U.S. corporates as represented by the BofA Merrill Lynch U.S. Corporate Master Index; and high-
yield corporates as represented by the BofA Merrill Lynch U.S. High Yield Constrained Index. Past performance is not 
a reliable indicator or a guarantee of future results. The historical data shown in the chart are for illustrative pur-
poses 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. 



sovereign index (see Table 1), which has benefited from this 
longer duration profile as rates have declined.

n	Lower volatility—EM corporate bonds have had lower volatility 
to go along with lower duration. The trailing three-year year 
standard deviation of the CEMBI BD is about one-third lower 
than EMBI Global, 4.2% versus 6.4%, respectively.

n	Greater diversity—Some may think of “emerging markets” as 
a monolithic asset class, but there are a diverse range of 
opportunities within the EM corporate bond market. For 
example, the CEMBI BD Index has 50 countries with 535 
issuers—more than four times the number of issuers in the 
EMBI Global. 

n	Larger opportunity set—As many sovereign borrowers have 
shifted to the local currency market, the EM corporate sector 
is a much larger asset class than EM sovereign bonds—
approximately $1.7 trillion in corporate debt outstanding, 
compared to $800 billion in EM sovereign bonds. 

A FINAL WORD 

So far in 2016, EM bond issuance is above the very low levels of 
2015, according to Dealogic. Whether that continues to be the 
case remains to be seen. Under conditions of strong demand, 
there is always a risk that supply may not be sufficient, in which 
case small changes in supply and/or demand could have an 
outsized impact on a segment of the market. But this needs to be 
put into perspective. 

While U.S. dollar-denominated EM corporate bonds are still a 
small percentage of the overall credit market, they represent a 
large opportunity set (as discussed above)—currently almost 
double the size of the EM sovereign bond market, at $1.7 trillion 
bonds outstanding, rivaling the size of the $1.8 trillion U.S high-
yield bond sector. In short, we believe the EM external corporate 
debt market remains a highly tradable entity with growing liquidity.  

Historically—and this applies to any market—the riskiest time 
to invest is at the height of investor enthusiasm for an asset class. 
Just because emerging markets are once again growing faster 
than advanced economies, does that make them a better invest-
ment? Clearly, political risk is still with us. 

Nonetheless, depending on an investor’s tolerance for risk, we 
believe EM external corporate debt might be a well-considered 
addition to a diversified portfolio. There are many reasons for 
this, but one that typically receives little notice is the purpose for 
which the capital is raised. 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 
expensive debt they had been carrying. This is reflective of the 
more conservative style of management that we have come to 
expect in established EM companies. 

While EM U.S. dollar-denominated corporate bonds are a large 
asset class with many benefits, it is an area of the broader EM 
market that few investors have explored. There are only a handful 
of U.S. mutual funds dedicated to EM corporates, as a quick look 
at the funds in the Morningstar sector category makes clear. As 
such, there are numerous inefficiencies in the market on which 
an active manager can capitalize. For example, a manager can 
move up and down the credit rating spectrum, adjust country 
allocations, and/or overweight and underweight certain sectors 
to take advantage of investment opportunities while navigating 
the risks. 

We believe the opportunity for yield in this asset class is best 
pursued through an actively managed investment vehicle, with 
professional asset managers who can provide the credit and risk 
analysis, and have the country, industry, and sector knowledge to 
make the appropriate choices for an investor’s portfolio.

INDEX DATA J.P. MORGAN 
EMBI GLOGAL

J.P. MORGAN CEMBI 
BROAD DIVERSIFIED

Duration 7.1 4.6

Average Rating Baa3 / BB+ Baa3 / BBB-

% Investment Grade 58.8% 62.4%

Number of Issuers 135 535

TABLE 2: EM CORPORATES COMPARED FAVORABLY TO 
EM SOVEREIGNS (USD) ON A NUMBER OF FACTORS
(AS OF JULY 31, 2016)

Source: J.P. Morgan.  EM corporates as represented by the J.P. Morgan CEMBI Broad Diversified; EM sovereigns 
(USD) as represented by the J.P. Morgan EMBI Global. 

IMPORTANT INFORMATION
A Note about Risk: The value of an investment in fixed-income securities will change as interest rates fluctu-
ate 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 securi-
ties 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 generally 
used to measure the growth of the country’s economy.
A basis point (bp) is a unit of measure used in finance to describe the percentage change in the value or rate of 
a financial instrument. One bp 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.
Standard deviation is a measure of the dispersion of a set of data from its mean. If the data points are further 
from the mean, there is higher deviation within the data set. Standard deviation is calculated as the square root 
of variance by determining the variation between each data point relative to the mean.
Yield is the annual interest received from a bond and is typically expressed as a percentage of the bond’s 
market price.
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 cor-
porate 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.
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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 compre-
hensive global emerging markets index that consists of regularly traded, liquid fixed-rate and domestic currency 
government bonds.
The BofA Merrill Lynch U.S. High Yield Constrained Index is a capitalization-weighted index of all U.S.  
dollar denominated below investment-grade corporate debt publicly issued in the U.S. domestic market. Qualify-
ing 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 index caps individual issuer at 2%. Index constituents are capitalization-weighted, based on their current 
amount outstanding, provided the total allocation to an individual issuer does not exceed 2%. Issuers that exceed 
the limit are reduced to 2% and the face value of each of their bonds is adjusted on a pro-rata basis. The face 
values of bonds of all other issuers that fall below the 2% cap are increased on a pro-rata basis. In the event 
there are fewer than 50 issuers in the Index, each is equally weighted and the face values of their respective 
bonds are increased or decreased on a pro-rata basis.
The BofA Merrill Lynch U.S. Corporate Master Index is a market value weighted index that tracks the per-
formance 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 aver-
age 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 1 year of remaining maturity, a fixed coupon schedule, and a minimum amount outstanding 
of $250 million.

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 gov-
ernment 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 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 indexes: 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.
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 orga-
nization (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 devel-
opments, 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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