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Time to consider emerging-
market fixed-income?
The potential for attractive returns, strong economic 
growth prospects and selectively cheap valuations may 
boost the appeal of emerging-market debt. With lower 
inflationary pressures than developed markets, now may 
be the time to take a closer look at the asset class.

Emerging-market bonds have repriced significantly over 
the past year. Inflationary shocks in the wake of the 
Covid-19 pandemic,  Russia’s invasion of Ukraine, and 
debt defaults by several struggling countries helped push 
yields higher. But prospects now seem to have improved. 
Inflationary pressures are fading, China’s reopening 
is boosting broader emerging markets growth and 
commodities exports. And a sizeable carry – the return for 
holding a bond over time – may now be on offer. 

KEY TAKEAWAYS

•	 Emerging-market bonds may offer a sufficient 
cushion to offset market volatility, even after 
stripping out struggling countries offering the 
highest yield.

•	 Investors may take heart from the potential for 
growth, with emerging-market debt historically 
performing well during changes in US interest rate 
policy.

•	 Economic prospects for many emerging markets 
have improved – with the growth gap between 
emerging and developed markets remaining wide 
– while inflation is slowing.

Carlos Carranza
Portfolio Manager, 
Emerging Market 
Debt
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We think there are several good reasons for investors to 
look at emerging market-debt once more.

1.	Carry potentially high enough to offset market 
volatility

Yields for emerging-market bonds are nearing 10-year 
highs, offering a sizeable “carry buffer”. In other words, 
even without changes in bond pricing, investors may 
still be rewarded with an increase in the value of their 
investment. And the potential increase may still be 
sufficient to offset any market volatility induced by 
changes in US interest rates and other potential shocks.

The JPMorgan Emerging Market Bond Index Global 
(EMBIG), a common benchmark for emerging market 
hard currency sovereign bonds, currently has a yield 
of 8.7% -- a level that was exceeded during the past 
decade only when geopolitical risks escalated after 
Russia invaded Ukraine in February 2022 (see Exhibit 1).

In our view, this allows for a significant “carry buffer”, 
even when excluding several emerging market countries 
offering the highest yield because of the challenges they 
face. A scenario where US Treasury rates are range-
bound – meaning they stay within certain upper and 
lower limits – and spreads remain at current levels could 
offer a potential carry of 7.7% per year (see Exhibit 2).

Exhibit 1: yields for hard-currency bonds are at 10-
year highs when removing the geopolitical spike
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2.	Fed cycle ends have historically offered a buying 
opportunity for emerging markets

It is uncertain when the US Federal Reserve (Fed) will 
end its current cycle of raising interest rates. However, in 
our view, investors should be prepared for a pivot in the 
months ahead. US swap markets have priced in a pause 
in rate hikes about three months from now. History 
shows that Fed pivots have provided a significant 
buying opportunity for emerging markets (see Exhibit 
3). On average, emerging market hard currency 
sovereign bonds have delivered double-digit (10.1%) 
returns for the last two Fed monetary policy tightening 
cycles, which ended in June 2006 and December 2018, 
according to our analysis of performance (proxied by 
using JPMorgan’s emerging market indices) in the six 
months before and after Fed cycles ended.

Exhibit 2: breakeven scenarios for emerging-market 
hard-currency bonds, stripping out several countries 
with challenging macroeconomics
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3.	Emerging market fundamentals are strong, with 
improving prospects for economic growth and peaking 
inflation

Prospects for economic growth in emerging markets 
have improved. The outlook for economic growth has 
improved since the start of 2023 and is currently at 4% 
for the year. That forecast is based on our emerging 
market economic growth indicator that weights the 
Bloomberg consensus gross domestic product growth 
expectations for 34 emerging market countries (see 
Exhibit 4). In particular, the reopening of China after 
Covid-19 lockdowns should give a significant boost to 
the economic recovery across emerging markets. 

Exhibit 3: emerging market performance six months 
before and after the Fed ended tightening cycles in 
2006 and 2019
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Another encouraging indicator is that inflation in 
emerging markets is decelerating. Emerging market 
central banks were overall significantly more aggressive 
than their developed market policymakers, delivering 
earlier interest rate hikes and with larger magnitudes 
in response to inflationary pressures. In our view, the 
response has enabled a better control of inflation and, 
consequently, yearly average metrics for emerging 
market consumer price indicators (CPI) are already 
showing visible signs of deceleration from their peak. 
Core CPI has been sticky in many countries and the 
downward trend is uneven. But the inflationary outlook 
is less strong for emerging markets than developed 
markets, in our view. 

Exhibit 4: 2023 growth prospects for emerging 
markets have improved

Weighted average of 2023 gross domestic product 
(GDP) growth expectations for 34 emerging market 
countries based on Bloomberg consensus estimates, 
using 2021 USD GDP weights

3.6
3.7
3.8

3.9
4.0
4.1
4.2

4.3
4.4
4.5
4.6

%
 G

D
P

 g
ro

w
th

 

EM

Fe
b 

22

M
ar

 2
2

A
pr

 2
2

M
ay

 2
2

Ju
n 

22

Ju
l 2

2

A
ug

 2
2

Se
p 

22

O
ct

 2
2

N
ov

 2
2

D
ec

 2
2

Ja
n 

23

Fe
b 

23

Source: JPMorgan, Allianz Global Investors, as at March 2023



TIME TO CONSIDER EMERGING-MARKET FIXED-INCOME?

Our emerging market CPI indicator has fallen to 10.7% 
in March, down from 11.88% in October of 2022 (see 
Exhibit 5).

4.	Valuations for many sovereign bonds are cheap by 
historical standards

We believe, the poor performance in recent quarters of 
several distressed emerging market countries (Lebanon, 
Pakistan and Sri Lanka, for example) have eroded 
appetite for other nations with stronger macroeconomic 
prospects – and higher credit ratings (see Exhibit 6). 
The sovereign bonds of several non-distressed countries 
have performed relatively well in recent months, while 
others with similar credit ratings have not. We see 
potential opportunities for value in the latter, with 
careful asset selection.

Overall, we see reasons for optimism for emerging 
markets. The combination of improving economic 
fundamentals and favourable valuations may set the 
stage for opportunities for investors willing to take a 
selective approach.

Exhibit 5: consumer price indicators (CPI) in emerging 
markets have moved off their highs

Weighted average of 2023 CPI year on year 
expectations for 27 emerging market countries based 
on Bloomberg consensus estimates, using 2021 USD 
gross domestic product weights
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Exhibit 6: large market differentiation with uneven performance of high yielders

Last 12-month return for sovereign credit rated in the Bs and CCCs
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Investing involves risk. The value of an investment and the income from it will fluctuate and investors may not get back the principal invested. Past 
performance is not indicative of future performance. This is a marketing communication. It is for informational purposes only. This document does 
not constitute investment advice or a recommendation to buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of an 
offer to buy any security. 

Emerging markets may be more volatile, less liquid, less transparent, and subject to less oversight, and values may fluctuate with currency exchange 
rates.

The views and opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the 
time of publication. Certain data used are derived from various sources believed to be reliable, but the accuracy or completeness of the data is 
not guaranteed and no liability is assumed for any direct or consequential losses arising from their use. The duplication, publication, extraction or 
transmission of the contents, irrespective of the form, is not permitted. 

This material has not been reviewed by any regulatory authorities. In mainland China, it is for Qualified Domestic Institutional Investors scheme 
pursuant to applicable rules and regulations and is for information purpose only. This document does not constitute a public offer by virtue of Act 
Number 26.831 of the Argentine Republic and General Resolution No. 622/2013 of the NSC. This communication’s sole purpose is to inform and 
does not under any circumstance constitute promotion or publicity of Allianz Global Investors products and/or services in Colombia or to Colombian 
residents pursuant to part 4 of Decree 2555 of 2010. This communication does not in any way aim to directly or indirectly initiate the purchase of a 
product or the provision of a service offered by Allianz Global Investors. Via reception of his document, each resident in Colombia acknowledges 
and accepts to have contacted Allianz Global Investors via their own initiative and that the communication under no circumstances does not arise 
from any promotional or marketing activities carried out by Allianz Global Investors. Colombian residents accept that accessing any type of social 
network page of Allianz Global Investors is done under their own responsibility and initiative and are aware that they may access specific informa-
tion on the products and services of Allianz Global Investors. This communication is strictly private and confidential and may not be reproduced. This 
communication does not constitute a public offer of securities in Colombia pursuant to the public offer regulation set forth in Decree 2555 of 2010. 
This communication and the information provided herein should not be considered a solicitation or an offer by Allianz Global Investors or its affiliates 
to provide any financial products in Brazil, Panama, Peru, and Uruguay. In Australia, this material is presented by Allianz Global Investors Asia 
Pacific Limited (“AllianzGI AP”) and is intended for the use of investment consultants and other institutional/professional investors only, and is not 
directed to the public or individual retail investors. AllianzGI AP is not licensed to provide financial services to retail clients in Australia. AllianzGI AP 
is exempt from the requirement to hold an Australian Foreign Financial Service License under the Corporations Act 2001 (Cth) pursuant to ASIC Class 
Order (CO 03/1103) with respect to the provision of financial services to wholesale clients only. AllianzGI AP is licensed and regulated by Hong Kong 
Securities and Futures Commission under Hong Kong laws, which differ from Australian laws. 

This document is being distributed by the following Allianz Global Investors companies: Allianz Global Investors GmbH, an investment company in 
Germany, authorized by the German Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin); Allianz Global Investors (Schweiz) AG; in HK, by Allianz 
Global Investors Asia Pacific Ltd., licensed by the Hong Kong Securities and Futures Commission; in Singapore, by Allianz Global Investors Singapore 
Ltd., regulated by the Monetary Authority of Singapore [Company Registration No. 199907169Z]; in Japan, by Allianz Global Investors Japan Co., 
Ltd., registered in Japan as a Financial Instruments Business Operator [Registered No. The Director of Kanto Local Finance Bureau (Financial 
Instruments Business Operator), No. 424], Member of Japan Investment Advisers Association, the Investment Trust Association, Japan and Type II 
Financial Instruments Firms Association; in Taiwan, by Allianz Global Investors Taiwan Ltd., licensed by Financial Supervisory Commission in Taiwan; 
and in Indonesia, by PT. Allianz Global Investors Asset Management Indonesia licensed by Indonesia Financial Services Authority (OJK).
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Allianz Global Investors is a leading active asset manager with over 600 invest-
ment professionals in over 20 offices worldwide and managing EUR 506 billion in 
assets. We invest for the long term and seek to generate value for clients every step 
of the way. We do this by being active – in how we partner with clients and antici-
pate their changing needs, and build solutions based on capabilities across public 
and private markets. Our focus on protecting and enhancing our clients’ assets 
leads naturally to a commitment to sustainability to drive positive change. Our 
goal is to elevate the investment experience for clients, whatever their location or 
objectives.

Active is: Allianz Global Investors

Data as at 31 December 2022. Total assets under management are assets or securities portfolios, 
valued at current market value, for which Allianz Asset Management companies are responsible 
vis-á-vis clients for providing discretionary investment management decisions and portfolio manage-
ment, either directly or via a sub-advisor. This excludes assets for which Allianz Asset Management 
companies are primarily responsible for administrative services only. Assets under management are 
managed on behalf of third parties as well as on behalf of the Allianz Group.


