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T. ROWE PRICE INSIGHTS
ON MULTI‑ASSET INVESTING

KEY INSIGHTS
	■ Reasons for overweighting EM local debt include income, economic advantage, 

currency valuations, diversification benefits, and active management opportunities.

	■ EM local debt also offers a universe of issuers with higher ratings on average for 
environmental, social, and corporate governance (ESG) factors compared with 
some other EM assets.

	■ We believe emerging market (EM) local debt offers relatively high expected 
returns and considerable diversification benefits.

Why the Time Is Right 
to Consider Investing in 
Emerging Market Local Debt
It offers relatively high income potential and the prospect 
of capital gains.

Emerging market local debt is 
often overlooked in fixed income 
and multi‑asset portfolios as 

investors regard it as too risky. However, 
as the global economy begins to 
recover from damage inflicted by the 
coronavirus, we believe that EM local 
bonds can play an important role in 
portfolios as an income‑generating 
growth asset. Below, we offer five 
reasons why we believe EM local debt 
is an attractive option for investors 
with appropriate risk tolerance and 
well‑diversified portfolios.

1. Income: High Yield 
in a Low‑Yield World

The fall of interest rates in developed 
markets has been a key secular trend 
of the past four decades. Slowing 
economic growth, aging populations, 
and declining inflation have contributed 
to this, as has central banks having 
to lower policy rates as they battled 
four major crises—the early 1990s 

recession, the 2000 tech bubble burst, 
the 2008–2009 global financial crisis, 
and the 2020 coronavirus pandemic. 
Three decades and four crises have left 
short‑term interest rates and longer‑term 
bond yields hovering around zero 
(Figure 1).

EM local debt offers much higher yields 
than developed market government 
bonds. At the end of January 2021, the 
J.P. Morgan GBI‑EM Global Diversified 
Composite yielded 4.3% compared with 
yields of 0.42%, ‑0.74%, and ‑0.03% for 
five‑year U.S. Treasuries, German bunds, 
and UK gilts, respectively. In other words, 
the spread between EM local bonds 
and Treasuries was 3.9%. While this is 
not a particularly large spread historically 
speaking, in a low‑yield world, an extra 
3.9%—nearly 10 times the five‑year U.S. 
Treasury yield—is an attractive uptick for 
income‑seeking investors.
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2. Emerging Market Economic 
Advantages: Growth, 
Demographics, and Yield

Emerging markets are strategically 
attractive for three main reasons. First, 
their estimated medium‑term economic 
growth rate is higher than those of 
developed market countries; second, 
their populations are younger; and third, 
their higher yields today may decline 
over the next decade as they continue 
to mature. Combined, these factors may 
provide a tailwind for EM financial assets. 

Although EM U.S. dollar‑denominated 
bonds may benefit from receding 
risk premiums as the credit quality of 
emerging markets should improve, their 
exposure to the U.S. yield curve means 
they will not benefit as much from falling 
EM rates as EM local bonds would. EM 
local debt, on the other hand, is priced 
off the yield curves of EM countries, 
meaning that investors in the asset 
class may benefit not only from coupon 
income—or high yields—but also from 
potential capital gains because of falling 
rates in EM countries.

3. Total Returns: Valuations 
of EM Currencies

The strong rebound in the prices of 
financial assets since April 2020 have left 
many with valuations looking rich relative 
to their history. The prices of some 
equity markets are near record highs, the 
yields of some government bonds are 
near record lows, and credit spreads are 
tight—including those of EM local debt. 
When valuations are steep today, future 
long‑term returns are likely to be shallow.

One asset class that is attractively 
priced—cheap, even—is EM currencies. 
The value of a basket of EM currencies 
fell by around 43% from July 2010 
through January 2021; the U.S. dollar 
index appreciated by approximately 11% 
against a basket of currencies over the 
same period (Figure 2).

Unsurprisingly, the performance of EM 
local debt has been positively correlated 
with EM currencies and negatively 
correlated with the U.S. dollar. EM 
currencies are likely to appreciate over 
time, partly because of their very low 
current valuations and partly because of 

Interest Rates and Bond Yields Are Hovering Above Zero
(Fig. 1) Yields of EM local bonds, five‑year U.S. Treasuries, and U.S. fed funds rate

0

1

2

3

4

5

6

7

8

9

10

2021201920172015201320112009200720052003

0

1

2

3

4

5

6

7

8

9

10U.S. 5-Year TreasuryEM Debt LocalFed Funds Rate

Pe
rc

en
t Percent

As of January 31, 2021.
Past performance is not a reliable indicator of future performance.
Sources: T. Rowe Price, U.S. Federal Reserve (Fed), U.S. Treasury, and J.P. Morgan GBI‑EM Global Diversified Composite (see Additional Disclosures). January 
2003 through January 2021.
Y‑axis is yield in percent. The grey area is the spread between EM local debt yields and U.S. 5‑year Treasury yield.



3

the economic advantages as described 
above (high yields today, rather than 
expected falling yields, should support 
EM currencies). 

The U.S. dollar may weaken because 
it has lost the interest rate advantage it 
had before the pandemic and because 
fiscal and monetary stimulus have 
led to an abundant supply of it. EM 
local debt effectively involves investing 
in two asset classes—EM sovereign 
bonds and EM currencies—and it is the 
cheap valuation of EM currencies, not 
necessarily the valuations of EM bonds 
as reflected in their spreads, that may 
boost the total return of EM local bonds 
over the next decade.

4.  Diversification Benefits: 
Mind the Risks

EM local debt is a risk asset. During 
times of stress, the spreads of EM 
local bonds tend to widen as investors 
demand higher compensation for 
holding riskier bonds issued by EM 

sovereigns rather than safer bonds 
issued by developed market (DM) 
governments. In addition, the value 
of EM currencies tends to fall when 
investors de‑risk their portfolios and 
rush to safe‑haven currencies such 
as the U.S. dollar. EM local debt is 
therefore a volatile asset class, with 
exposure to EM currencies as well as 
narrowing and widening spreads on 
underlying bonds.

For these reasons, investors should 
consider holding EM local debt only 
as part of a well‑diversified portfolio. 
Because the correlation of EM local 
bonds with other traditional asset 
classes has been imperfect, adding a 
modest allocation to EM local debt to 
a portfolio may actually—and perhaps 
counterintuitively—reduce risk within 
portfolios focused on growth assets in 
particular. The correlation between EM 
local bonds and global equities has been 
0.7, while the correlation between EM 
local debt and global investment‑grade 
DM bonds has been 0.3.1

Emerging Market Currencies Appear to Be Cheap
(Fig. 2) EM local debt, U.S. dollar, and EM currency indices
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Past performance is not a reliable indicator of future performance.
Sources: T. Rowe Price, J.P. Morgan Emerging Market Currency Index, U.S. Dollar Index, and J.P. Morgan GBI‑EM Global Diversified Composite (see Additional 
Disclosures). January 2003 through January 2021. EM currency index July 2010 through January 2021.

...the cheap 
valuation of EM 
currencies...may 
boost the total 
return of EM local 
bonds....
— Michael Walsh
Multi‑Asset Solutions Strategist

1 Based on monthly total returns measured in U.S. dollars over the period January 2003 through January 2021. Index used for global equity is MSCI 
All Country World Index (ACWI). Index used for global bonds is Bloomberg Barclays Global Aggregate Index hedged to U.S. dollar. Index used for EM 
local debt is J.P. Morgan GBI‑EM Global Diversified Composite. See Additional Disclosures.
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5.  Active Edge: Opportunity 
to Add Value

When allocating to EM local bonds, an 
active investment approach may be 
advantageous. There are two reasons 
for this. The first relates to performance. 
EM local debt returns comprise three 
elements: coupon income, capital 
gains or losses due to changes in yields 
(duration risk), and currency movement 
(currency risk). Over the short term, most 
performance tends to come from the 
most volatile component of currency 
movement. Over the long term, however, 
the bulk of performance has tended to 
come from the least volatile component 
of coupon income. An active approach 
that emphasizes harvesting coupons, 
carefully managing currency risk, and 
avoiding taking large bets on duration risk 
has the potential to consistently add value.

The second reason we believe 
actively managing EM local debt is 
advantageous is the wide investment 
opportunity that set the asset class 
offers. EM bonds cover a diverse range 
of issuers, including China, Mexico, 
Brazil, South Africa, Russia, and Poland, 
as well as opportunities to diversify 
across differing interest rate cycles. 
Because the asset class is not as 
heavily researched as some other asset 
classes—such as investment‑grade DM 
fixed income—and because its volatility 
often leads to divergence between 

prices and intrinsic value, skilled asset 
managers can add value through 
security selection, country allocation, 
and prudent duration and currency 
management. In a low‑yield environment 
where spreads are tight, the potential 
value add from active management is 
even more important.

The ESG Advantage

Beyond the investment merits of EM 
local debt, EM sovereign issuers that are 
able to tap capital markets via bonds 
denominated in their own currencies 
are statistically more reliable than 
issuers who are denied this opportunity. 
Countries with local markets accessible 
for international investors will usually 
have undertaken the necessary 
regulatory improvements and will have 
developed an institutional framework 
to establish themselves. This goes 
hand‑in‑hand with higher credit quality 
of the asset class, on average, and a 
potentially better ESG score. 

We believe EM local bonds offer both 
strategic and tactical investment 
opportunities for investors, as well 
as higher ESG ratings on average 
compared with other EM assets. In 
markets where many assets have 
stretched valuations, tight spreads, and 
low yields, investors should consider 
EM local debt as a potential source of 
income and growth in their portfolios.

...securities in the 
EM local debt 
universe have better 
ESG ratings, on 
average, than those 
of EM debt hard 
currency bonds.
— Niklas Jeschke
Multi‑Asset Solutions Analyst

Additional Disclosures

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 © 2021, J.P. Morgan Chase & Co. All 
rights reserved.

MSCI and its affiliates and third party sources and providers (collectively, “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. Historical MSCI data and analysis should not be taken as 
an indication or guarantee of any future performance analysis, forecast or prediction. 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.

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. 

Emerging markets are less established than developed markets and therefore involve higher risks.
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Important Information
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.

Brunei—This material can only be delivered to certain specific institutional investors for informational purpose upon request only. The strategy and/or any products associated 
with the strategy has not been authorised for distribution in Brunei. No distribution of this material to any member of the public in Brunei is permitted.

Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited Investors as 
defined under National Instrument 45‑106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment management services.

China—This material is provided to specific qualified domestic institutional investor or sovereign wealth fund on a one‑on‑one basis. No invitation to offer, or offer for, or sale of, the 
shares will be made in the People’s Republic of China (“PRC”) (which, for such purpose, does not include the Hong Kong or Macau Special Administrative Regions or Taiwan) or 
by any means that would be deemed public under the laws of the PRC. The information relating to the strategy contained in this material has not been submitted to or approved 
by the China Securities Regulatory Commission or any other relevant governmental authority in the PRC. The strategy and/or any product associated with the strategy may only 
be offered or sold to investors in the PRC that are expressly authorized under the laws and regulations of the PRC to buy and sell securities denominated in a currency other 
than the Renminbi (or RMB), which is the official currency of the PRC. Potential investors who are resident in the PRC are responsible for obtaining the required approvals from 
all relevant government authorities in the PRC, including, but not limited to, the State Administration of Foreign Exchange, before purchasing the shares. This document further 
does not constitute any securities or investment advice to citizens of the PRC, or nationals with permanent residence in the PRC, or to any corporation, partnership, or other entity 
incorporated or established in the PRC.

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.

Indonesia—This material is intended to be used only by the designated recipient to whom T. Rowe Price delivered; it is for institutional use only. Under no circumstances 
should the material, in whole or in part, be copied, redistributed or shared, in any medium, without prior written consent from T. Rowe Price. No distribution of this material to 
members of the public in any jurisdiction is permitted.

Korea—This material is intended only to Qualified Professional Investors upon specific and unsolicited request and may not be reproduced in whole or in part nor can they be 
transmitted to any other person in the Republic of Korea.

Malaysia—This material can only be delivered to specific institutional investor upon specific and unsolicited request. The strategy and/or any products associated with the 
strategy has not been authorised for distribution in Malaysia. This material is solely for institutional use and for informational purposes only. This material does not provide 
investment advice or an offering to make, or an inducement or attempted inducement of any person to enter into or to offer to enter into, an agreement for or with a view 
to acquiring, disposing of, subscribing for or underwriting securities. Nothing in this material shall be considered a making available of, solicitation to buy, an offering for 
subscription or purchase or an invitation to subscribe for or purchase any securities, or any other product or service, to any person in any jurisdiction where such offer, 
solicitation, purchase or sale would be unlawful under the laws of Malaysia.

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.

Philippines—THE STRATEGY AND/ OR ANY SECURITIES ASSOCIATED WITH THE STRATEGY BEING OFFERED OR SOLD HEREIN HAVE NOT BEEN REGISTERED 
WITH THE SECURITIES AND EXCHANGE COMMISSION UNDER THE SECURITIES REGULATION CODE. ANY FUTURE OFFER OR SALE OF THE STRATEGY AND/ OR 
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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.

South Africa—T. Rowe Price International Ltd (“TRPIL”) is an authorised financial services provider under the Financial Advisory and Intermediary Services Act, 2002 (FSP 
Licence Number 31935), authorised to provide “intermediary services” to South African investors.

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

Taiwan—This does not provide investment advice or recommendations. Nothing in this material shall be considered a solicitation to buy, or an offer to sell, a security, or any 
other product or service, to any person in the Republic of China.

Thailand—This material has not been and will not be filed with or approved by the Securities Exchange Commission of Thailand or any other regulatory authority in Thailand. 
The material is provided solely to “institutional investors” as defined under relevant Thai laws and regulations. No distribution of this material to any member of the public in 
Thailand is permitted. Nothing in this material shall be considered a provision of service, or a solicitation to buy, or an offer to sell, a security, or any other product or service, to 
any person where such provision, offer, solicitation, purchase or sale would be unlawful under relevant Thai laws and regulations.
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USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and Exchange Commission. 
For Institutional Investors only.
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T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 


