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Emerging-markets debt (EMD) can provide investors with access to some of the 

fastest-growing economies around the world. The potential benefits of EMD 

include better-than-average long-term growth prospects, higher yields, and 

significant portfolio diversification. SEI has been investing in EMD, in a 

dedicated fund structure since 1997. 

Higher growth rates 
Emerging markets are often characterized by higher economic growth rates than developed markets, driven by factors such as 

population growth, urbanization, and technological adoption. International Monetary Fund (IMF) forecasts from January 2023 have 

advanced economies growing at 1.2% in 2023 before marginally increasing to 1.4% in 2024, as shown in Exhibit 1. In contrast, 

emerging and developing economies are expected to grow at 4.0% and 4.2% in 2023 and 2024, respectively. China is a major factor 

powering this growth. The rapid spread of COVID-19 in China dampened growth in 2022, but the recent reopening has paved the 

way for a faster-than-expected recovery in emerging markets reflected in this growth wedge between developed and emerging 

economies.  

Exhibit 1: Gross domestic product growth rates 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: IMF. IMF forecasts for 2023 and 2024. 
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Access to higher yields 
The local currency market, on average, is rated as investment-grade credit quality. This rating, which is reserved for higher 

quality institutions, is a reflection of the transition emerging economies have made. Despite this, and as can be seen in Exhibit 2, 

the local currency sovereign market yields nearly 4% higher than the developed sovereign market. This difference is, in part, 

explained by home country bias (investors either prefer or are required by regulation to own their own government’s bonds), the 

less liquid nature of local-currency EMD, and a reward for the greater volatility of purchasing bonds in foreign exchange rates 

exposing an investor to currency volatility. We expect a degree of convergence overtime as greater adoption of local debt occurs. 

Indeed one signal of this is the growth of the local-currency EMD market to over USD2.5 trillion (Source: SEI, J.P. Morgan Emerging 

Markets Bond Index (EMBI®) Monitor, March 2023 edition). 

Exhibit 2: Developed market and local-currency EMD bond characteristics 

 

Developed 

market 

sovereigns 

EMD local 

currency 

Credit Quality AA BBB 

Duration 7.40 4.94 

Yield 2.84% 6.59% 

Source: Bloomberg Global Treasury Index, JPM GBI-EM GD index, as of 3/31/23. 

The hard currency market sits on the top rung of high-yield ratings with an average BB+ rating. This reflects the greater coverage 

of the index with near 70 issuers, many of which are earlier in their development cycles. For these “early stage” sovereigns, 

lending in hard currency is intuitively simpler given it eliminates the currency exposure to these lesser traded currencies. The 

higher yield reflects the increased risk of stress and default resultant from their fundamentals. Further, funding in a foreign 

currency creates challenges if the local currency becomes devalued against hard currencies—for example, the recent and ongoing 

restructuring of hard-currency obligations by Sri Lanka. These risks are rewarded with a higher yield (7.66% as of March 2023).  

Exhibit 3: Bond characteristics 

 

U.S. aggregate U.S. high yield 
EMD hard 

currency 

Credit Quality AA B+ BB+ 

Duration 6.47 3.78 7.03 

Yield 4.37% 8.25% 7.66% 

Source: Bloomberg US Aggregate Bond Index, ICE BofA US High Yield Constrained Index, JPM EMBI GD index, as of 3/31/23. 

 

 

 

 



© 2023 SEI                                For investment professional use only. Not for public distribution.  3 

Diversification within a broader portfolio 
SEI has developed an approach to EMD investing which allows for access to our best ideas in both hard currency and local currency 

debt by blending an allocation to the two assets. This balances exposure to the higher yields on offer in the asset class with an 

appropriate assessment of risk. 

The blended debt allocation in SEI’s EMD portfolio provides diversification as these markets often have different economic cycles 

and risk profiles to developed markets. A percentage of less than 100% in Exhibit 4 evidences the diversification benefit gained 

from blending EMD with another asset as part of a total portfolio solution.  

Exhibit 4: Bond characteristics 

Correlation to EMD 

 

Global Equity Factor 66.39% 

Global Managed Volatility 61.49% 

Dynamic Asset Allocation 61.49% 

US Core Fixed 45.00% 

Vista Fund* 31.28% 

US High Yield 75.00% 

Infrastructure Equity* 34.90% 

Source: SEI. Data as at March 2023. Inputs used for SEI capital market assumptions. 

*Only available to institutional investors.  

 

Risks 
There are geopolitical risks to investing in EMD, such as a greater escalation of the Russia-Ukraine conflict, but these same risks 

often impact emerging and developed economies alike. For example, oil and food supply pressure has been felt across economies 

globally, pressuring global growth forecasts. These externalities need to be assessed country by country, developed and emerging. 

We believe active management can be useful in evaluating these risks. 
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Important information 

This material represents an assessment of the market environment at a specific point in time and is not intended to be a forecast 

of future events or a guarantee of future results. Positioning and holdings are subject to change. All information as of the date 

indicated. This information should not be relied upon by the reader as research or investment advice, (unless you have otherwise 

separately entered into a written agreement with SEI for the provision of investment advice) nor should it be construed as a 

recommendation to purchase or sell a security.  

Emerging markets involve heightened risks related to the same factors as well as increased volatility and lower trading volume. 

Statements that are not factual in nature, including opinions, projections and estimates, assume certain economic conditions and 

industry developments and constitute only current opinions that are subject to change without notice.  Nothing herein is intended 

to be a forecast of future events, or a guarantee of future results.   

Certain economic and market information contained herein has been obtained from published sources prepared by other parties, 

which in certain cases have not been updated through the date hereof.  While such sources are believed to be reliable, neither SEI 

nor its affiliates assumes any responsibility for the accuracy or completeness of such information and such information has not 

been independently verified by SEI.  

There are risks involved with investing, including loss of principal. Past performance does not guarantee future results.  

Diversification may not protect against market risk.  

The information contained herein is for general and educational information purposes only and is not intended to constitute legal, 

tax, accounting, securities, research or investment advice regarding the strategies or any security in particular, nor an opinion 

regarding the appropriateness of any investment. This information should not be construed as a recommendation to purchase or 

sell a security, derivative or futures contract. 

Information in the U.S. is provided by SEI Investments Management Corporation (SIMC), a wholly owned subsidiary of SEI 

Investments Company (SEI). 


