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At a time when passive investing continues to gain market share, 
emerging market (EM) corporate bonds are an asset class that 
remains inefficient and under-researched enough to reward active 
security selection, potentially allowing active managers to add value 
consistently over time.  

One source of active opportunity is lack 
of dedicated sponsorship. Of the roughly 
US$2.4 trillion EM corporate debt market, 
only about 5% is owned by dedicated 
investors—entities that specialize in this 
asset class and are benchmarked to 
the J. P. Morgan CEMBI indices. The 
rest is held by retail investors, crossover 
investors (e.g. investment-grade managers 
dipping into high-yield names to pick up 
additional yield) and other non-specialists. 
Non-specialist investors tend to be slower 
to identify and exploit mis-pricings or 

dislocations in the market. They can also 
be more sensitive and likely to sell in 
response to negative news flow, which 
may cause them to miss out on longer-
term fundamental improvements.

A second source of opportunity is wide 
dispersion of valuations. For example: the 
marks in the chart below show the yields 
to maturity (YTM) at which new single B 
rated issues have come to market since 
2017. The line in the chart shows the 
average YTM on the B rated portion of the 
EM corporate index. 
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As of 30 June 2020 
The chart reflects B-rated bonds issued from emerging markets corporates in USD terms. It is a comprehensive universe including 
issues in and off the J.P. Morgan CEMBI Broad Diversified Index.  
Sources: J.P. Morgan Chase & Co., Bond Radar. Data analysis by T. Rowe Price. 

2%

4%

6%

10%

8%

12%

14%

16%

Jun ’17 Dec ’17 Jun ’18 Dec ’18 Jun ’19 Dec ’19 Jun ’20

EM Corporate Yield to Maturity - B rated

Yield to Maturity at Issuance

14.9%

3.6%



2

The yields have been widely dispersed, 
ranging from less than 4% to almost 15%, 
for a single rating category. This implies 
that being able to differentiate between 
good and bad credits is crucial to success 
in this asset class, and that managers 
need enough research resources to do so.

The third potential source of active 
advantage is the research demands of the 
asset class. More than 1,700 new issuers 
have come to the EM corporate bond 
market since 2005—an average of around 
70 new names a year for the high-yield 
segment alone. New issues often come up 
at short notice. Analysts typically have an 
underwriting period of three to five days 
to assess the industry, the management 
team, perhaps even a new country, and 
build an analytical model. 

We believe one of our credit analysts’ 
advantages is being able to tap into our 
firm’s EM equity resources. For example, 
most EM companies issue shares well 
before they enter the bond markets, so 
although a company may be a new bond 
issuer, our EM equity team may have been 
covering it for decades. 

Our EM credit analysts also sometimes 
draw on the expertise of our developed-
market industry specialists, looking 
for parallels that can be applied in EM, 
identifying potential success factors or 
warning signals. 

Having these research resources enables 
us to be highly selective—we only participate 
in 10% to 15% of new issues—and to have 
high conviction in the names we do decide 
to buy. 

The EM corporate debt market has 
been particularly inefficient lately in light 
of the COVID-19 pandemic and the 
global economic downturn. Asset price 
dispersion today remains elevated, and 
investors continue to be rewarded for 
providing liquidity, particularly for high 
yield issuers. The selloff earlier this year 
punished many issuers indiscriminately 
and irrespective of quality. 

Part of the recovery since has been a 
beta-driven rally spurred by massive 
global liquidity support. However, as 
stimulus wanes and valuations become 
more normalized, excess returns in the 
asset class are likely to be driven by 
careful issuer selection and alpha. 

As always, our process is centered 
around bottom-up, fundamental 
research and effective security selection. 
This approach will become increasingly 
important as the market environment 
becomes less beta-driven and 
fundamentals come back to the fore.

Emerging market 
corporate bonds 
are an asset class 
that remains 
inefficient and under-
researched enough 
to reward active 
security selection, 
potentially allowing 
active managers to 
add value consistently 
over time. 
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Important Information
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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 
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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 noted on the material 
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 
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