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Summary
In asset allocation, emerging market (EM) corporate bonds can be used to help investors 
achieve a range of objectives, in a range of market environments. In this discussion we focus 
on some of the characteristics EM corporates can bring to a portfolio, including:

 � A large and expanding opportunity set

 � A history of attractive returns with lower volatility than equities or high yield credit

 � A history of relative resilience during market shocks

 � A way to access emerging markets without direct exposure to EM currency risk

 � Lower interest-rate sensitivity than that of developed-market government bonds

 � A spectrum of credit profiles, with issuers ranging from risky high yield to strong 
investment grade

 � Potential diversification benefits when combined with developed-market assets

In this discussion we use index data to compare asset classes but, in the diverse and under-
researched EM corporate bond market, there are further potential benefits to be achieved with 
active management. 
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The unique characteristics of 
emerging market corporates
The EM corporate bond market has grown 
rapidly in recent years, and now consists 
of around 700 issuers from more than 50 
countries1. EM corporates can be used to 
fulfil several roles in a multi-asset portfolio, 
acting as a return-seeking asset that also 
offers some defensive properties. 

EM corporates provide a significant yield 
uplift compared with developed-market 
(DM) investment grade (IG) credit and have 
a two-decade history of delivering attractive 
returns. Historically, these returns have come 
with lower volatility than high yield and equity 
markets, and an allocation to EM corporates 
would have brought portfolio diversification 
benefits, particularly when combined with 
developed-market government bonds. 

As we’ll explore, EM corporates also exhibit 
relatively low duration (interest-rate sensitivity) 
compared with most other fixed income 
assets, and so can help to reduce overall 
exposure to DM interest-rate cycles. 

We believe this unique combination of 
characteristics positions EM corporates to 
perform well in different market scenarios. 

The risk-return trade off
As shown in Figure 1, since 2001, US$100 
invested in EM corporate debt would have 
grown to about $374, compared with $466 
in global high yield bonds and $500 in 
global equities. The upward path of EM 
corporates has been noticeably less volatile. 
The relatively high and steady coupons of 
EM corporate bonds have contributed to the 
strong historical returns of the asset class, as 
well as its relatively lower volatility.

Historically, EM corporate debt has been 
relatively resilient. For example, in the two 
months to the end of March 2020 during 
the Covid-19 shock, hard-currency EM 
corporates declined 11.5%, compared with 
losses of 19.8% for EM equities1. 

The long-term correlations of EM corporates 
with global and EM equities are significantly 
positive, at roughly 0.6 (Figure 2). EM 
corporates would not therefore hedge 
equity risk as effectively as high-quality, 
long-duration DM government bonds. But 
while these correlations are positive, they are 
imperfect, meaning that EM corporates bring 
some diversification benefits when combined

with equities. Since 2001, EM corporates 
have been less volatile than global equities 
and, for the most part, global high-yield 
bonds (which exhibited lower volatility than 
EM corporates only during very calm market 
environments).That said, experience has 
shown that at times of market stress the 
correlation of EM corporates with stocks 
tends to rise. 

1 J.P. Morgan CEMBI Broad Composite hedged to USD.

Figure 1: 20-year performance of bonds and equities  
December 2001 to November 2020

Past performance is not a reliable indicator of future performance.  
All indices rebased to 100 on November 30, 2001. Source: Bloomberg Barclays, MSCI. See Key to indices 
used and Additional Disclosures.
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Figure 2: Asset class characteristics

Asset Class
Correlation  

Global Equity
Correlation 
EM Equity

Annualised 
Return

Annualised 
Volatility

European sovereigns -0.16 -0.13 4.58% 4.00%

European IG 0.34 0.33 4.19% 4.54%

European high yield 0.68 0.64 8.07% 10.60%

UK gilts 0.30 0.33 5.11% 9.02%

US Treasuries -0.33 -0.24 4.28% 4.38%

US IG corporates 0.37 0.40 5.88% 5.81%

US high yield 0.75 0.72 7.90% 9.36%

EM sovereigns 0.64 0.67 8.38% 8.67%

EM corporates 0.59 0.63 7.22% 7.84%

Past performance is not a reliable indicator of future performance.  
For the period December 2001 to November 2020. Source: Bloomberg Barclays, MSCI. See Key to 
Indices Used and Additional Disclosures.
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2 Because this illustration uses a US dollar-hedged index for hard-currency EM corporates, exposure shown is to the US interest rate cycle. A euro- or sterling-
hedged investment would expose the investor to euro or UK interest rates.

Risk profile: currency, credit and 
interest rates
How well do emerging market corporates 
compensate investors for the three most 
common bond-market risks: interest rates 
(duration), credit and currency?

Currency risk: Hard-currency EM corporate 
bonds are denominated in US dollars and so 
carry no explicit currency risk for dollar-based 
portfolios. For non dollar-based portfolios, 
currency can be easily hedged (given the 
liquidity of the US dollar) to the investor’s 
base currency or left unhedged. As the 
dollar has historically acted as a safe-haven 
currency, dollar exposure could mitigate 
drawdowns in economic stress scenarios.

Interest-rate risk: Between December 2001 
and November 2020, EM corporate bonds 
offered attractive annualized yields, roughly 
on par with European high yield bonds and 
EM hard currency sovereigns (Figure 3). The 
duration of the EM corporate bond index 
was significantly shorter than that of EM and 

developed market government bonds and 
those of DM investment-grade corporate 
bonds.2 

One implication here is that EM corporates’ 
relatively short duration and high level of 
income should allow them to perform well 
in environments of modestly rising or falling 
rates. When rates rise, the attractive coupon 
could buffer some losses due to duration risk 
— for example at a yield level of 4%, interest 
rates would need to rise by about 0.84% for 
EM corporates to suffer capital losses. When 
rates fall, returns could come from both 
coupon and duration.

Credit risk: Looking at a commonly used 
EM corporate benchmark, the J.P Morgan 
CEMBI Broad Composite Index, the 
overall credit rating of the market is BBB-, 
in other words investment-grade quality. 
This contrasts with BB for the Bloomberg 
Barclays Global High Yield index. The profile 
of the EM corporate debt market has been 
improving over time. At the start of 2020, 
about 70% of EM corporate debt was 

Figure 3: Emerging market corporates offer attractive yield relative to interest-rate risk
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Past performance is not a reliable indicator of future performance.  
For the period December 2001 to August 2020. Source: Bloomberg Barclays. See Key to Indices Used and Additional Disclosures.

investment grade, compared with less than 
40% at the start of 2000. This improvement 
in credit quality has been driven by two main 
factors: fundamental improvements in EM 
countries and companies arising from growth 
and fiscal discipline, and change in the 
composition of the index since higher-quality 
Asian corporate debt has accounted for 
nearly all net new issuance since 2015.

The relatively low representation of CCC 
rated credit and frontier market-issued bonds 
in the EM corporate indices means that the 
asset class has lower inherent ‘tail risk’ (low-
probability, high-value losses) than EM hard-
currency sovereigns and high yield bonds. 
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Figure 4: Impact of adding EM corporates to a DM bond portfolio 

Past performance is not a reliable indicator of future performance.  
For the period December 2001 to November 2020. 
Returns and volatilities are calculated using monthly returns, assuming monthly rebalancing to target 
weights. This is for illustrative purposes only and is not representative of an actual investment or strategy. 
Actual investment results may vary significantly.  
Source: Bloomberg Index Services Limited and J.P. Morgan Chase. See Key to Indices Used and 
Additional Disclosures.

Diversification benefits: 
Combining EM corporates with a 
defensive asset
Thanks to their low correlation with global 
government bonds, adding some EM 
corporate bonds to a portfolio could — 
perhaps counterintuitively — mitigate risk. 
Figure 4 shows different mixes of global DM 
government bonds and EM corporate bonds, 
for the period December 2001 to November 
2020. Allocating 10% to EM corporates and 
90% to global DM government bonds would 
have reduced risk while increasing return. 
Allocating 20% to EM corporate bonds would 
have increased volatility only marginally.

Conclusion: The EM credit 
opportunity
EM corporate debt is a risk asset, correlated 
with global equities, and so investors 
should consider the potential for volatility 
and capital loss. Investors should also be 
aware of EM-specific risks such as political 
risk, and variation in standards of corporate 
governance and accounting practices that 
in some cases are still converging toward 
established conventions in developed 
markets. Nevertheless, active management 
and careful security selection can help 
manage risks, helping investors to reap the 
benefits of the asset class. 

In a low yield environment, EM corporate 
bonds offer the potential for attractive 
returns because of their high yields, potential 
for capital appreciation and portfolio 
diversification benefits. There is also potential 
for alpha (excess returns over the index) 
from active management. This discussion 
has been limited to aggregate index data, 
but active security selection can enhance 
outcomes. The choice of EM corporate 
issuers spans a wide range of sectors, 
durations, credit qualities and underlying 
macro and micro economic dynamics, 
and the EM corporate market is less 
researched and efficient compared with its 
DM counterparts These features offer more 
opportunities for active management to add 
value over and above the performance of the 
index. 

Key to Indices Used

Asset class Index3

Global Equities MSCI AC World

European high yield Bloomberg Barclays Pan European High Yield EUR

Emerging Market Equities MSCI Emerging Markets

Emerging market corporate 
bonds

Bloomberg Barclays Emerging Markets USD 
Aggregate Corporate

Emerging market sovereigns Bloomberg Barclays Emerging Markets USD 
Aggregate Sovereign

European IG corporates Bloomberg Barclays Pan European Aggregate 
Corporate EUR

European sovereigns Bloomberg Barclays Pan European Aggregate 
Treasury EUR

Global government bonds 
hedged to USD

Bloomberg Barclays Global Aggregate Government 
hedged to USD

Global high yield hedged to USD Bloomberg Barclays Global High Yield hedged to USD

Global IG corporate bonds 
hedged to USD 

Bloomberg Barclays Global Aggregate Corporate 
hedged to USD

UK gilts Bloomberg Barclays UK Government All Bonds GBP

US high yield Bloomberg Barclays U.S. Corporate High Yield hedged 
to USD

US IG corporates Bloomberg Barclays Global US Corporate hedged 
to USD

US Treasuries Bloomberg Barclays U.S. Treasury hedged to USD

3 Indices cannot be invested into directly.
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Additional disclosures 
Bloomberg Index Services Limited  
BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. 
and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and 
service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), 
used under license. Bloomberg or Bloomberg’s licensors, including Barclays, 
own all proprietary rights in the Bloomberg Barclays Indices. Neither 
Bloomberg nor Barclays approves or endorses this material, or guarantees the 
accuracy or completeness of any information herein, or makes any warranty, 
express or implied, as to the results to be obtained therefrom and, to the 
maximum extent allowed by law, neither shall have any liability or responsibility 
for injury or damages arising in connection therewith.

J.P. Morgan Chase 
Information has been obtained from sources believed to be reliable but J.P. 
Morgan does not warrant its completeness or accuracy. The index is used with 
permission.  The Index may not be copied, used, or distributed without J.P. 
Morgan’s prior written approval. Copyright © 2020, J.P. Morgan Chase & Co. 
All rights reserved.

MSCI 
MSCI makes no express or implied warranties or representations and shall 
have no liability whatsoever with respect to any MSCI data contained herein. 
The MSCI data may not be further redistributed or used as a basis for other 
indices or any securities or financial products. This report is not approved, 
reviewed, or produced by MSCI.

Important information
Diversification and asset allocation may not fully protect you from market risk. 

Emerging markets risk: emerging markets are less established than developed 
markets and therefore involve higher risks.

This material is being furnished for general informational and/or 
marketing purposes only. The material does not constitute or undertake 
to give advice of any nature, including fiduciary investment advice, nor is it 
intended to serve as the primary basis for an investment decision. Prospective 
investors are recommended to seek independent legal, financial and tax advice 
before making any investment decision. T. Rowe Price group of companies 
including T. Rowe Price Associates, Inc. and/or its affiliates receive revenue 
from T. Rowe Price investment products and services. Past performance is not 
a reliable indicator of future performance. The value of an investment and any 
income from it can go down as well as up. Investors may get back less than the 
amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal 
or general recommendation or solicitation to sell or buy any securities in any 
jurisdiction or to conduct any particular investment activity. The material has not 
been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from 
sources believed to be reliable and current; however, we cannot guarantee 
the sources’ accuracy or completeness. There is no guarantee that any 
forecasts made will come to pass. The views contained herein are as of 
the date written and are subject to change without notice; these views may 
differ from those of other T. Rowe Price group companies and/or associates. 
Under no circumstances should the material, in whole or in part, be copied or 
redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit 
or restrict the distribution of the material and in certain countries the material 
is provided upon specific request. It is not intended for distribution to retail 
investors in any jurisdiction.

Australia—Issued in Australia by T. Rowe Price Australia Limited (ABN: 13 620 
668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, 
Suite 50B, Sydney, NSW 2000, Australia. For Wholesale Clients only.

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price 
International Ltd. This material is communicated on behalf of T. Rowe Price 
International Ltd. by its representative office which is regulated by the Dubai 
Financial Services Authority. For Professional Clients only.

EEA ex-UK—Unless indicated otherwise this material is issued and approved 
by T. Rowe Price (Luxembourg) Management S.à r.l. 35 Boulevard du 
Prince Henri L-1724 Luxembourg which is authorised and regulated by 
the Luxembourg Commission de Surveillance du Secteur Financier. For 
Professional Clients only.

Hong Kong—Issued in Hong Kong by T. Rowe Price Hong Kong Limited, 
6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price 
Hong Kong Limited is licensed and regulated by the Securities & Futures 
Commission. For Professional Investors only.

New Zealand—Issued in New Zealand by T. Rowe Price Australia Limited 
(ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 
1 Farrer Place, Suite 50B, Sydney, NSW 2000, Australia. No Interests are 
offered to the public. Accordingly, the Interests may not, directly or indirectly, 
be offered, sold or delivered in New Zealand, nor may any offering document 
or advertisement in relation to any offer of the Interests be distributed in New 
Zealand, other than in circumstances where there is no contravention of the 
Financial Markets Conduct Act 2013.

Singapore—Issued in Singapore by T. Rowe Price Singapore Private Ltd., No. 
501 Orchard Rd, #10-02 Wheelock Place, Singapore 238880. T. Rowe Price 
Singapore Private Ltd. is licensed and regulated by the Monetary Authority of 
Singapore. For Institutional and Accredited Investors only.

Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, 
Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors only.

UK—This material is issued and approved by T. Rowe Price International Ltd, 60 
Queen Victoria Street, London, EC4N 4TZ which is authorised and regulated 
by the UK Financial Conduct Authority. For Professional Clients only.

© 2020 T. Rowe Price. All rights reserved. T. ROWE PRICE, INVEST WITH 
CONFIDENCE, and the bighorn sheep design are, collectively and/or apart, 
trademarks or registered trademarks of T. Rowe Price Group, Inc.
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