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EM debt has been expanding rapidly

The evolution of the asset class over the past decade has been quite 
astounding. While this has created a broader opportunity set, it has 
also increased the complexities around investing in it. 

The asset class was born in 1989, with the creation of ‘Brady bonds’ by 
then US Treasury Secretary Nicholas Brady. The debt-reduction plan 
enabled commercial banks to exchange their claims on developing 
market governments (mainly from Latin America) and convert them to 
more tradeable and liquid Brady bonds. Since then, hard currency debt 
markets have become an increasingly important source of financing for 
EMs and remain the main entry point for most countries when making 
their first foray into global fixed income markets. 

Compared to the early 1990’s, when four countries (Argentina, 
Brazil, Mexico and Russia) accounted for over 80% of the market, 
the size, complexity and diversity of the market has changed hugely. 
More recently, since the Global Financial Crisis (GFC) the amount 
of overall debt in issuance has increased by 3.5 times, with annual 
growth rates above 15%. 

Yet despite this large increase, the asset class has not kept pace 
with the growth of EM economies’ share of global GDP. EM debt 
accounted for around 30% of global debt as at the end of 2022, 
while the EM share of GDP has grown from just over 20% in 2003 
to nearly 43% over the past 20 years (IMF World Economic Outlook 
April 2023). Therefore, whether or not to make a deliberate and 
considered allocation to such a sizeable part of the fixed income 
investable universe is a definitive investment decision. 
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An increasingly diverse opportunity set

The composition of the market has also changed. Initially dominated by 
hard currency sovereign issuance, the hard currency corporate market has 
grown significantly in recent years. The EM corporate debt market alone 
is now double the size of the US high-yield market and similar in size to the 
European IG market – this is a big and diversified opportunity set. However, 
the real surge in issuance has taken place in the local currency space – first 
in sovereigns and then corporates once local yield curves got established. 

Over the past 10 years, we have seen a diverse array of countries join the 
flagship EM hard currency debt index known as the JP Morgan Emerging 
Market Bond Index (EMBI). The number of countries in the index has almost 
doubled from 38 to 69 and coverage of the investment universe has 
become more challenging as it spans oil exporters and importers, regional 
manufacturing hubs and services-driven economies. A key feature of the 
EMBI’s growth has been the increasing number of smaller markets, including 
countries in central Asia, Sub-Saharan Africa, and the Middle East. These 
smaller and often less liquid markets are also typically under-researched by 
the mainstream investment community, bringing greater potential for alpha 
capture for those willing and able to do the necessary analysis.

The EMBI was originally focused on Latin America but today the investment 
universe spans the globe. While this is among the factors explaining its 
diversification properties, it also brings additional complexity to investors, 
who need to keep abreast of global geopolitical trends in addition to a 
highly diverse set of market-specific drivers. Approximately half of the 
countries in the EMBI can be thought of as ‘frontier countries’ and these 
countries offer significantly higher spreads. This globally diverse frontier 
market universe is as big as the US high-yield bond market (US$1.4 trillion 
as at the end of 2022, according to JP Morgan). These markets offer the 
opportunity for investors to take meaningful – and diversified – exposure to 
a broad range of underlying return drivers. 
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Credit rating evolution of the EM HC sovereign bond universe, % of universe

Source: BofA Emerging Market Sovereign Index, as at 31 July 2023. 

1. Comprises Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United Arab Emirates.
For professional investors and financial advisors only. Not for distribution to the public or within a country where distribution would be contrary 
to applicable law or regulations.

Improving in quality

Since the era of Brady bonds, the average credit quality of the EM debt 
investment universe has steadily improved. Barring a wobble during the 
taper tantrum of Q1 2013 to Q1 2016, when the proportion of investment-
grade markets in the local index (JP Morgan Government Bond Index 
– Emerging Markets) dipped from 70% to around 50%, on balance it has 
increased since then. That said, with the growth of frontier markets, the 
number of high-yield markets within the EMBI has risen, while at the same 
time, the index has also included more countries from the Gulf Cooperation 
Council (GCC) region1 and these countries are generally of higher credit 
quality. The result is a greater dispersion of return outcomes, especially 
relating to the potential for negative credit events, which creates a rich 
hunting ground for active investors. 

The growth and maturing of the asset class has also driven the 
development of an EM debt ETF market. However, the costs of replication 
and the huge return dispersion in the investment universe create a rich 
source of potential alpha for active investors and hence active investment 
approaches still dominate. This is a topic we will examine in a later piece.
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An under-owned asset class

Despite this rapid growth and increasingly diverse opportunity set, EM 
debt remains an under-owned asset class in investor portfolios, with 
foreign ownership of local currency bonds in particular standing at just 
13.5%. In comparison, foreign investors account for 47% of the holdings 
of Australian government debt2. This bodes well for current and potential 
investors, as lower foreign ownership tends to mean that in times of market 
stress there is less forced selling and the local investor base typically acts 
countercyclically - with local investors more inclined to hold onto their 
assets. It also means that in the current environment, and against the 
backdrop of significant outflows from the asset class in 2022, the technical 
(supply/demand) position is likely to support the market.

The EM debt investable opportunity set

Source: Ninety One, Bloomberg, JP Morgan CEMBI Monitor, as at 31 July 2023. *The indices shown are those 
that are most commonly adopted as a primary benchmark by investment managers, however, other indices 
representing the investable universe exist, such as those provided by Bloomberg and ICE.

2. Source: Australian Office of Financial Management: https://www.aofm.gov.au/media/589.
For professional investors and financial advisors only. Not for distribution to the public or within a country where distribution would be contrary 
to applicable law or regulations.

Hard currency 
sovereign

Hard currency 
corporate

Local currency 
sovereign

Definition Debt issued by EM 
governments and 
companies that are 
100% state-owned. 
Denominated in US 
dollars (or, e.g., euros).

Debt issued by 
companies based 
in emerging market 
economies, usually 
denominated in 
US dollars (or, e.g., 
euros).

Debt issued by EM 
governments that is 
denominated in the 
domestic currency 
of the issuer.

Index* JP Morgan EMBI JP Morgan CEMBI JP Morgan GBI-EM

Countries 69 63 20

Issuers 158 772 20

Yield, % 8.13 7.30 6.29

Duration 6.80 4.17 5.03

From a more structural perspective, investment in EMs is crucial for the 
global transition to net zero. Given the huge amount of capital needed to 
finance the energy transition, the green bond market has significant growth 
potential, and the social, sustainable and sustainability-linked bond markets 
along with it. In many instances, EMs are leading the way in this field. 
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Risk and return outcomes

Over the past 20 years, as illustrated in the table below, EM debt has 
delivered attractive returns for underlying credit quality, and robust 
risk-adjusted returns. While there have been periods where the market 
– particularly local currency debt – has struggled to contend with the 
relentlessly strong US dollar over the past decade, the diversification 
argument has remained intact.

EM debt has brought significant diversification benefits; unsurprisingly, hard 
currency-denominated sovereign and corporate debt has had a higher 
correlation to developed market fixed income (given the comparable 
underlying drivers: US Treasuries and spreads) and the correlation in local 
currency debt is lower. Importantly, however, EM debt offers a sufficiently 
high correlation to other growth fixed income asset classes that it can 
be considered in the same risk bucket, yet the returns are differentiated 
enough that it warrants analysis as a standalone allocation. 

Returns, annualised, in US dollars (please see Appendix for individual years)

Emerging markets Developed markets

Corp. debt Sov. HC Local debt Global agg US agg US HY

End 2002-end 2012 8.6% 11.0% 12.3% 6.0% 5.2% 10.6%

End 2012-end 2022 2.8% 1.6% -2.0% -0.4% 1.1% 4.0%

2023 YTD 4.7% 6.1% 10.9% 2.1% 2.0% 6.8%

Full period (end 
2002-31 July 2023)

5.7% 6.3% 5.3% 2.7% 3.1% 7.4%

Returns/volatility, in US dollars*

Source: Ninety One, Bloomberg, JP Morgan, as at 31 July 2023. Corporate debt: JPM CEMBI. Sov. HC debt: JPM EMBI. LC debt: 
GBI-EM GD. Global agg: Bloomberg Global Aggregate. US agg: Bloomberg US Aggregate. US HY: BofA US High Yield Index. 
*Annualised return divided by annualised volatility using monthly return observations. For further information on indices, please 
see important information section. 

Emerging markets Developed markets

Corp. debt Sov. HC Local debt Global agg US agg US HY

End 2002-end 2012 0.98 1.24 1.03 0.98 1.46 1.00

End 2012-end 2022 0.44 0.18 -0.18 -0.08 0.26 0.55

2023 YTD 0.92 0.96 1.08 0.25 0.29 1.16

Full period (end 
2002-31 July 2023)

0.75 0.70 0.45 0.46 0.78 0.81
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Correlations over past decade (31 July 2013 to 31 July 2023) 

Source: Ninety One, Bloomberg, JP Morgan, as at 31 July 2023. EM corporate: JPM CEMBI. EM sovereign HC: JPM EMBI. EM local 
debt: GBI-EM GD. Global agg: Bloomberg Global Aggregate. US agg: Bloomberg US Aggregate. US HY: Bloomberg US High Yield 
Index. For further information on indices, please see important information section.  

EM 
corporate

EM sovereign 
HC

EM local Global agg US agg US HY

EM corporate 1.00

EM sovereign HC 0.94 1.00

EM local debt 0.77 0.81 1.00

Global Agg 0.63 0.71 0.68 1.00

US Agg 0.54 0.60 0.43 0.86 1.00

US HY 0.82 0.82 0.65 0.56 0.44 1.00

Relevance for investors’ portfolios

While the percentage of global institutional investors that are allocating to 
EM debt is increasing, it is still low. For example, a recent European survey3 
shows that while investors that do allocate to the asset class typically 
allocate 3-5% of their portfolios, the overall percentage of funds that 
allocate at all remains below 40%.

Part of the reason for this appears to be that investors do not all view an 
allocation to EM debt through the same risk-reward lens. In fact, even 
within a single jurisdiction, there is diversity in approaches – from which 
part of the asset class to allocate to and how, and what outcomes are 
sought from the allocation. 

Analysing the investor base  
An understanding of the investor base is crucial to successful investing in EM debt markets. While 
flows data typically focus on offshore investors, it’s interesting to look at who are the real long-
term investors. EM debt has a very broad investor base and local investors – banks, assurance and 
insurance, as well as local pension markets – are very important for the asset class. That means 
local regulation is also an important driver, not only of holdings, but also of prices. For this reason, 
an understanding of the local backdrop is of paramount importance to understanding the fixed 
income market and yield curve. Local investors are the key holders of local debt in markets such as 
South Africa, Mexico and Brazil; the reasons behind this are varied and often country-specific. Local 
holders are also a big consideration in corporate markets – given the low level of onshore local 
currency corporate bond investment by offshore investors – this market is dominated by local banks 
and insurers, who typically have very long investment horizons.

3.   Mercer European asset allocation report 2010-2021.
For professional investors and financial advisors only. Not for distribution to the public or within a country where distribution would be contrary 
to applicable law or regulations.
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Looking to the future
While EM debt has grown significantly, its share of the global fixed income 
market has yet to catch up with emerging markets’ share of the global 
economy. The evolution of the asset class has created a broad and 
diversifying opportunity set, making it increasingly likely to find a place in 
investors’ portfolios. It continues to mature as an asset class with more 
investors recognising the myriad of different investment opportunities, the 
competitive risk-reward profile and diversification benefits that the asset 
class provides.

General risks. The value of investments, and any income generated from them, can fall as 
well as rise. Past performance is not a reliable indicator of future results. Environmental, social 
or governance related risk events or factors, if they occur, could cause a negative impact on 
the value of investments. 

Specific risks. Emerging market (inc. China): These markets carry a higher risk of financial 
loss than more developed markets as they may have less developed legal, political, economic 
or other systems.
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Appendix
Annual returns and volatility in US dollars

Source: Ninety One, Bloomberg, JP Morgan, as at 31 July 2023. HC debt: JPM EMBI. LC debt: GBI-EM. Corporate debt: JPM CEMBI. For further 
information on indices, please see important information section.

Returns Volatility

Corp. 
debt

Sov.
 HC

Local 
debt

Global 
agg

US 
agg

US 
HY

Corp. 
debt

Sov.
 HC

Local 
debt

Global 
agg

US 
agg

US 
HY

2003 16.2% 22.2% 16.9% 12.5% 4.1% 29.0% 6.9% 7.6% 7.2% 7.4% 5.3% 5.8%

2004 10.3% 11.6% 23.0% 9.3% 4.3% 11.1% 5.8% 8.1% 8.6% 5.7% 4.0% 4.0%

2005 6.1% 10.3% 6.3% -4.5% 2.4% 2.7% 3.8% 5.1% 7.0% 3.9% 3.1% 5.1%

2006 6.5% 9.9% 15.2% 6.6% 4.3% 11.8% 3.4% 5.4% 10.4% 4.2% 2.7% 2.3%

2007 3.9% 6.2% 18.1% 9.5% 7.0% 1.9% 2.6% 4.6% 8.2% 4.6% 2.6% 6.2%

2008 -15.9% -12.0% -5.2% 4.8% 5.2% -26.2% 20.8% 19.9% 20.4% 9.7% 6.1% 21.7%

2009 34.9% 29.8% 22.0% 6.9% 5.9% 58.2% 8.1% 7.1% 14.9% 8.4% 3.3% 13.0%

2010 13.1% 12.2% 15.7% 5.5% 6.5% 15.1% 4.9% 6.7% 11.3% 6.6% 2.9% 7.2%

2011 2.3% 7.3% -1.8% 5.6% 7.8% 5.0% 8.1% 7.1% 14.0% 5.1% 2.4% 9.6%

2012 15.0% 17.4% 16.8% 4.3% 4.2% 15.8% 3.4% 5.4% 12.8% 3.0% 2.0% 4.0%

2013 -0.6% -5.3% -9.0% -2.6% -2.0% 7.4% 5.6% 8.8% 11.4% 4.8% 3.2% 4.8%

2014 5.0% 7.4% -5.7% 0.6% 6.0% 2.5% 3.7% 5.8% 11.2% 4.0% 2.3% 4.5%

2015 1.3% 1.2% -14.9% -3.2% 0.5% -4.5% 4.2% 4.5% 9.4% 3.1% 3.0% 6.4%

2016 9.7% 10.2% 9.9% 2.1% 2.6% 17.1% 4.6% 7.2% 14.9% 7.3% 3.7% 6.1%

2017 8.0% 10.3% 15.2% 7.4% 3.5% 7.5% 1.6% 2.5% 5.2% 2.8% 1.5% 2.2%

2018 -1.6% -4.3% -6.2% -1.2% 0.0% -2.1% 2.8% 5.3% 11.5% 3.7% 3.1% 3.6%

2019 13.1% 15.0% 13.5% 6.8% 8.7% 14.3% 2.6% 5.1% 9.7% 3.9% 3.4% 4.9%

2020 7.1% 5.3% 2.7% 9.2% 7.5% 7.1% 14.2% 17.5% 15.9% 4.8% 3.4% 15.2%

2021 0.9% -1.8% -8.7% -4.7% -1.5% 5.3% 2.0% 5.3% 7.3% 3.9% 2.8% 2.6%

2022 -12.3% -17.8% -11.7% -16.2% -13.0% -11.2% 9.6% 14.8% 13.0% 10.5% 8.3% 11.7%

2023 
YTD 

4.7% 6.1% 10.9% 2.1% 2.0% 6.8% 5.0% 6.3% 10.1% 8.4% 6.9% 5.9%
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Important information

This communication is for professional investors and financial advisors only. It is not to be distributed to the public or within a country where such 
distribution would be contrary to applicable law or regulations.  

The information may discuss general market activity or industry trends and is not intended to be relied upon as a forecast, research or investment 
advice. The economic and market views presented herein reflect Ninety One’s judgment as at the date shown and are subject to change without 
notice. There is no guarantee that views and opinions expressed will be correct and may not reflect those of Ninety One as a whole, different 
views may be expressed based on different investment objectives. Although we believe any information obtained from external sources to be 
reliable, we have not independently verified it, and we cannot guarantee its accuracy or completeness (ESG-related data is still at an early stage 
with considerable variation in estimates and disclosure across companies. Double counting is inherent in all aggregate carbon data). Ninety One’s 
internal data may not be audited. Ninety One does not provide legal or tax advice. Prospective investors should consult their tax advisors before 
making tax-related investment decisions.  

Nothing herein should be construed as an offer to enter into any contract, investment advice, a recommendation of any kind, a solicitation of 
clients, or an offer to invest in any particular fund, product, investment vehicle or derivative. Investment involves risks. Past performance is not 
indicative of future performance. Any decision to invest in strategies described herein should be made after reviewing the offering document 
and conducting such investigation as an investor deems necessary and consulting its own legal, accounting and tax advisors in order to make 
an independent determination of suitability and consequences of such an investment. This material does not purport to be a complete summary 
of all the risks associated with this Strategy. A description of risks associated with this Strategy can be found in the offering or other disclosure 
documents. Copies of such documents are available free of charge upon request.  

In the US, this communication should only be read by Institutional Investors (Accredited Investors and Qualified Purchasers), Financial Advisors 
(FINRA-registered Broker Dealers) and, at their exclusive discretion, their eligible clients. It must not be distributed to US Persons apart from 
the aforementioned recipients. THIS INVESTMENT IS NOT FOR SALE TO US PERSONS EXCEPT ACCREDITED INVESTORS AND QUALIFIED 
PURCHASERS. Note that returns will be reduced by management fees and that investment advisory fees can be found in Form ADV Part 2A. 

In Australia, this document is provided for general information only to wholesale clients (as defined in the Corporations Act 2001).

Ninety One Botswana Proprietary Limited, Plot 64289, First floor, Tlokweng Road, Fairgrounds, Gaborone, PO Box 49, Botswana, is regulated by 
the Non-Bank Financial Institutions Regulatory Authority. In Namibia, Ninety One Asset Management Namibia (Pty) Ltd is regulated by the Namibia 
Financial Institutions Supervisory Authority. In South Africa, Ninety One is an authorised financial services provider.  

Except as otherwise authorised, this information may not be shown, copied, transmitted, or otherwise given to any third party without Ninety One’s 
prior written consent. © 2023 Ninety One. All rights reserved. Issued by Ninety One, September 2023.

Additional information on our investment strategies can be provided on request.

Indices 

Indices are shown for illustrative purposes only, are unmanaged and do not take into account market conditions or the costs associated with 
investing. Further, the manager’s strategy may deploy investment techniques and instruments not used to generate Index performance. For this 
reason, the performance of the manager and the Indices are not directly comparable.  

If applicable MSCI data is sourced from MSCI Inc. 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, endorsed, reviewed or produced by MSCI. None of the MSCI data is intended 
to constitute investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as 
such. 

If applicable FTSE data is sourced from FTSE International Limited (‘FTSE’) © FTSE 2023. Please note a disclaimer applies to FTSE data and can be 
found at www.ftse.com/products/downloads/FTSE_Wholly_Owned_Non-Partner.pdf 
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