
NOT YOUR FATHER’S

EM DEBT MARKET

This is not your father’s emerging market debt landscape. The asset class has matured and grown 
tremendously over the past 20 years, but attitudes can be slow to change. Indeed, some of the 
negative stereotypes that plagued emerging markets in the late 1990s and early 2000s are now 
questionable, but still persist to this day. Amid recent worries about ongoing trade tensions, the 
currency crisis in Turkey and other issues, now may be an opportune time to take a closer look at 
some of the widely held assumptions surrounding emerging market debt.

ASSUMPTION vs. REALITY

CREDIT RISK IS EXCESSIVELY HIGH IN EM DEBT MARKETS

THE PAST TWO DECADES TELL A DIFFERENT STORY
Example: Over the past 20 years, most rated corporate defaults have occurred in 
developed economies, while emerging and developed market default rates have been 
closely aligned.2

EM DEBT MARKETS ARE MORE VOLATILE THAN THEIR U.S. COUNTERPARTS

NOT IN ALL CASES OR OVER ALL TIME PERIODS
Example: Over the past three-, five- and 10-year time periods, both EM sovereign debt and 
EM corporate debt have demonstrated less volatility than U.S. high yield corporate bonds.1

THE EM DEBT ASSET CLASS IS FAR TOO SMALL AND NICHE

IT’S ACTUALLY A LARGE, DIVERSE ASSET CLASS
Example: By market value, the hard currency U.S. dollar-
denominated debt market—a sub-asset class within EM debt—
is now larger than the entire U.S. corporate high yield market.3

EM COMPANIES ARE LESS FINANCIALLY SOUND THAN DEVELOPED MARKET FIRMS

PERHAPS BY SOME MEASURES, BUT NOT BY ALL
Example: With many emerging markets companies managed more conservatively than 
in the past, leverage in EM corporate debt is now generally lower than in the U.S.4

EM FIRMS ARE POORLY GOVERNED AND DON’T CARE ABOUT ESG ISSUES

IT DEPENDS ON THE COMPANY AND THE COUNTRY 
Example: Companies in emerging markets such as Colombia, Hungary, Taiwan and 
South Africa outscore major developed market players such as the U.S. in implementing 
ESG policies.5

EM INDEX STRATEGIES ARE THE BEST WAY TO GO

NOT IF YOU’RE SEEKING TACTICAL FLEXIBILITY
Example: Unlike active managers, indexes can’t avoid or underweight high-risk countries— 
a recent example being Turkey, which makes up 4% of the JPMorgan CEMBI BD index.6

EM DEBT INSTRUMENTS ALL MOVE IN LOCKSTEP

IN ANY GIVEN YEAR, THAT MAY NOT BE TRUE
Example: In 2014, EM sovereigns as a group were up 7.4%, whereas EM local debt was 
down by 5.7%. In 2017, EM local debt surged by 15.2%, while EM corporates only rose 8.0%.7

A word about risk: Investments in foreign instruments or currencies can involve greater risk 
and volatility than U.S. investments because of adverse market, economic, political, regulatory, 
geopolitical or other conditions. In emerging countries, these risks may be more significant. 
Investments in income securities may be affected by changes in the creditworthiness of the issuer 
and are subject to the risk of nonpayment of principal and interest. The value of income securities 
also may decline because of real or perceived concerns about the issuer’s ability to make principal 
and interest payments.

Top-Performing Sub-Asset Class

EM SOVEREIGNS EM LOCAL EM CORPORATES

2014 7.4% -5.7% 5.0%

2013 -5.3% -9.0% -0.6%

2015 1.2% -14.9% 1.3%

2016 10.2% 9.9% 9.7%

2017 10.3% 15.2% 8.0%

EMD SUB-ASSET CLASSES HAVE HISTORICALLY TRADED MARKET LEADERSHIP 
FROM YEAR TO YEAR (CALENDAR YEAR RETURNS, 2013–2017)8
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IMPORTANT INFORMATION

Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are subject 

to change without notice, dependent upon many factors. Any prediction, projection or forecast is not necessarily 

indicative of the future or likely performance. Investment involves risk. The value of any investments and any income 

generated may go down as well as up and is not guaranteed by Barings or any other person. PAST PERFORMANCE IS 

NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio compositions and or examples 

set forth in this document are provided for illustrative purposes only and are not indicative of any future investment 

results, future portfolio composition or investments. The composition, size of, and risks associated with an investment 

may differ substantially from any examples set forth in this document. No representation is made that an investment will 

be profitable or will not incur losses. Where appropriate, changes in the currency exchange rates may affect the value of 

investments. Prospective investors should read the offering documents for the details and specific risk factors of any Fund 

discussed in this document.
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NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase or sale 

of any financial instrument or service in any jurisdiction. The material herein was prepared without any consideration of 

the investment objectives, financial situation or particular needs of anyone who may receive it. This document is not, and 

must not be treated as, investment advice, an investment recommendation, investment research, or a recommendation 

about the suitability or appropriateness of any security, commodity, investment, or particular investment strategy, and 

must not be construed as a projections or predictions.

Unless otherwise mentioned, the views contained in this document are those of Barings. These views are made in 

good faith in relation to the facts known at the time of preparation and are subject to change without notice. Individual 

portfolio management teams may hold different views than the views expressed herein and may make different 

investment decisions for different clients. Parts of this document may be based on information received from sources we 

believe to be reliable. Although every effort is taken to ensure that the information contained in this document is accurate, 

Barings makes no representation or warranty, express or implied, regarding the accuracy, completeness or adequacy of 

the information. 

Any service, security, investment or product outlined in this document may not be suitable for a prospective investor or 

available in their jurisdiction. 

Copyright in this document is owned by Barings. Information in this document may be used for your own personal use, 

but may not be altered, reproduced or distributed without Barings’ consent.

Barings is a $310+ billion* global financial services firm dedicated to meeting the evolving investment and capital 

needs of our clients. We build lasting partnerships that leverage our distinctive expertise across traditional and 

alternative asset classes to deliver innovative solutions and exceptional service. Part of MassMutual, Barings 

maintains a strong global presence with over 1,900 professionals and offices in 16 countries.

*As of September 30, 2018

For investment professionals only

18-639029

LEARN MORE AT BARINGS.COM

1. Source: JPMorgan. As of July 31, 2018. EM Sovereigns=JPMorgan EMBI GD Index; EM Corporates=JPMorgan CEMBI BD 

Index; U.S. High Yield Corporates=Bloomberg/Barclays U.S. Corporate High Yield Index.

2. Source: Moody’s. For the 20-year period from 1998–2017.

3. Source: Bloomberg/Barclays. As of July 31, 2018. EM Hard Currency USD=Bloomberg/Barclays EM Hard Currency 

Aggregate Index; U.S. Corporate High Yield=Bloomberg/Barclays U.S. Corporate High Yield Index.

4. Source: Bank of America. As of January 31, 2018.

5. Source: Morningstar Inc. As of April 2018.

6. Source: JPMorgan. As of August 2018.

7. Source: Bloomberg. EM Sovereigns=JPM EMBI Global Diversified Index; EM Local=JPM GBI-EM Global Diversified Index.

8. Source: Bloomberg. EM Sovereigns=JPM EMBI Global Diversified Index; EM Local=JPM GBI-EM Global Diversified 

Index. EM Corporates=JPMorgan CEMBI BD Index. PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF 

FUTURE RESULTS.


