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Overview

We believe emerging market 
(EM) investment grade hard 
currency debt is an attractive 
option for insurers. The asset 
class offers:

• Compelling long-
term value potential, 
underpinned by better 
growth prospects for EM 
economies compared to 
advanced economies

• Historically strong 
fundamentals and 
improved credit quality 
due to the growth in A 
and AA rated assets

• A large and diverse 
investment universe 
that supports portfolio 
diversification

• Favorable regulatory 
capital treatment
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EM investment grade debt: An attractive 
alternative for insurers

EM investment grade hard currency debt is an attractive option for insurers, in our view, as 
it is an increasingly broad and mature asset class that offers attractive return potential and 
potential diversification benefits. While the last three years have been a tumultuous period 
for EM due to a series of rare and highly disruptive events, recent history indicates that the 
asset class can deliver attractive risk-adjusted returns over the long term. From 2010-2019, 
EM investment grade debt produced higher returns than US investment grade debt, with 
only modestly more risk (Figure 1). We believe the asset class is set up to perform similarly 
well in comparison to US credit coming out of this recent period of crisis. 

Figure 1: EM performance, 10-year period from 2010-2019

Duration
Annualized 

returns Volatility
Sharp 

ratio
EM sovereign investment grade 9.37 6.35% 7.37% 0.86

EM corporate investment grade 5.48 5.71% 6.46% 0.88

US investment grade 8.68 5.59% 5.89% 0.95

Source: Invesco, JP Morgan EMBI Global Diversified Investment Grade Index, JP Morgan Corporate Broad EMBI 
Diversified High Grade Index, Bloomberg US Corporate Total Return Value Unhedged USD Index. Data as of March 
30, 2023. Past performance is not a guarantee of future results.

EM’s post-GFC evolution

EM economies solidly outperformed developed market (DM) economies during the 2008-
2009 global financial crisis (GFC). Like all risk assets at the time, EM valuations, especially 
in credit, were depressed. Attractive valuations and relatively better fundamentals set 
the stage for very attractive returns, which garnered the attention of investors and drove 
strong investment flows into the asset class. Sentiment remained tempered, however, 
among higher quality, longer-term institutional investors, who maintained concerns about 
the relative newness of the asset class, its level of risk and limited breadth.

In our view, those concerns have been addressed over past ten-plus years. The asset class 
has grown several fold over that period to over USD4 trillion of bond stock, representing 
more than 130 countries and over 1,000 distinct issuers, with more than half the market 
now rated investment grade. The EM market is currently larger than the US high yield or 
commercial mortgage-backed securities market and much more diverse. 

EM in the post-pandemic landscape

The past few years have been extremely challenging for EM due to a series of 
unprecedented events; the pandemic, a crisis in the Chinese real estate sector, Russia’s 
invasion of Ukraine, record DM inflation and a sharp rise in US interest rates hit EM hard 
in terms of economic fundamentals. As a result, we saw an elevated level of ratings 
downgrades from 2020 to 2022 (Figures 2 and 3). 

The marketing material is intended only for Professional Clients (as defined in the important information at the end); for 
Sophisticated or Professional Investors in Australia; for Professional Investors in Hong Kong; for Institutional Investors 
and/or Accredited Investors in Singapore; for certain specific Qualified Institutions and/or Sophisticated Investors only 
in Taiwan; for Qualified Institutional Investors and/or certain specific institutional investors in Thailand; for Qualified 
Institutional Investors in Japan; for wholesale investors (as defined in the Financial Markets Conduct Act) in New 
Zealand, for Institutional Investors in the USA. The document is restricted to Institutional Investors and Advisors in 
Canada. It is not intended for and should not be distributed to, or relied upon, by the public or retail investors.
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Figure  2: EM net rating actions (upgrades minus downgrades)

Source: Bank of America. Data from Jan. 31, 2009 to April 30, 2023.

Figure 3: Fallen angels in EM versus DM (per month/% of par) 
  

Source: Bank of America. Data from Feb. 28, 2012 to April 30, 2023. Based on JPM EMBI and C0A0 ICE BofAML US 
Corporate Indices. Fallen angels are issuers whose credit ratings have been downgraded to high yield from 
investment grade.

The ratings shakeout has left the investment grade segment of EM in a stronger position, 
as the weaker issuers have dropped to high yield. And despite this period of turbulence, 
returns on EM investment grade credit have held up well compared to US investment 
grade corporates (Figure 4). 

Figure 4 – EM returns and volatility, 2020 - present

Duration
Annualized 

returns Volatility
Sharp 

ratio

EM sovereign investment grade 8.82 -3.82% 10.01% -0.11

EM corporate investment grade 5.31 -1.80% 5.77% -0.15

US investment grade 8.18 -1.63% 9.89% -0.09

Source: Invesco, JP Morgan EMBI Global Diversified Investment Grade Index, JP Morgan Corporate Broad EMBI 
Diversified High Grade Index, Bloomberg US Corporate Total Return Value Unhedged USD Index. Data as of March 
30, 2023. Past performance is not a guarantee of future results.
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Fixed income assets and returns have certainly suffered over the past three years, and 
EM has been hit especially hard by the broad upheaval in the global economy. But we 
believe recent events have been unique and are unlikely to be repeated for at least the next 
decade. Additionally, fixed income yields, especially in EM, are the most attractive they 
have been in almost 15 years.1 Accordingly, we expect the next decade to be more similar 
to the 2009–2019 period than to the past three years.

Greatly improved credit quality across EM investment grade universe

Credit quality has greatly improved across both the sovereign and corporate segments of 
the EM investment grade universe, making it much more suitable and attractive for insurers. 

The improved quality is due to the expansion of the A and AA rating buckets of the asset 
class and the heavy downgrade cycle we have experienced over the last three years, 
which has pushed marginal investment grade issuers into high yield.  An example is 
Colombia, which was downgraded to high yield after a prolonged period of deficits and 
rising debt levels. Similarly, the Mexican oil and gas company, Pemex, was downgraded 
to high yield after years of posting credit metrics consistent with a single-B or lower rated 
credit. Most large, private Chinese real estate companies have also been downgraded to 
high yield, removing some of the most opaque and levered constituents of the corporate 
investment grade universe.  On the positive side, we have seen an expansion of the A and 
AA rating categories, driven by governments and companies in the Middle East, Asia and 
Latin America. 

The improvement in the asset class’s average credit quality is most dramatic in the 
sovereign and quasi-sovereign space where the percentage of the market rated A or higher 
has more than doubled since 2017, to just over 50% (Figure 5). 

Figure 5: EM investment grade sovereign bond index - breakdown by rating

March 17 March 19 March 21 March 23

AA 6.0% 3.8% 14.3% 16.1%

A 17.8% 23.7% 29.2% 33.9%

BBB 76.2% 72.5% 56.5% 49.9%

Source: Bank of America. JP Morgan EMBI Global Diversified Investment Grade Index. Data as of March 30, 2023. 
Past performance is not a guarantee of future results.

This ratings dynamic has corresponded with meaningful improvement in political 
stability rankings among investment grade governments, as measured by the World Bank 
Worldwide Governance Indicators (WGI).2 This measure is a good proxy for the generally 
improved credit quality of constituent countries, in our view, as it suggests more stable, 
financially sound entities. Sovereign credit metrics, such as debt-to-GDP ratios and fiscal 
deficits, are not as meaningful on their own, in our view.

Figure 6: WGI political stability rankings – Investment grade countries 
  

Source: World Bank. Data from Jan. 1, 2013 to Jan. 1, 2021. The WGI provides a ranking of 215 countries and 
territories based on six dimensions of governance, including political stability, government effectiveness, and 
control of corruption.
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In the corporate space, we have also seen improvement in average credit quality, though 
not as dramatic as in the sovereign space. Since 2017, the proportion of the corporate 
credit market rated A or higher has increased from 38% to 47% (Figure 7). 

Figure 7: EM investment grade corporate bond index – Breakdown by rating 

March 17 March 19 March 21 March 23

AAA 0.1% 0.0% 0.1% 0.1%

AA 4.3% 2.4% 4.4% 7.4%

A 33.9% 37.0% 38.7% 39.8%

BBB 61.6% 60.6% 56.7% 52.7%

Source: Bank of America. JP Morgan Corporate Broad EMBI Diversified High Grade Index. Data as of March 30, 2023. 
Past performance is not a guarantee of future results.

Credit metrics for EM investment grade corporates have also shown significant 
improvement. Net leverage on average is around one time, the lowest it has been in a 
decade, and well below that in the US investment grade credit market (Figure 8). Interest 
coverage ratios are also much improved (Figure 9). 

Figure 8: EM vs DM corporate comparison - net leverage 

Source: Bank of America Global Research. Data from March 31, 2012 to Dec. 31, 2022.

Figure 9: EM investment grade interest coverage 

Source: Bank of America. Data from March 31, 2012 to Dec. 31, 2022.
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The EM investment grade credit universe has improved in terms of both average credit 
rating and credit fundamentals. In our view, this dynamic is especially attractive for 
insurers and other high-quality oriented investors, as the ability to deploy capital in the 
asset class in a prudent and productive manner is greater compared to five or six years 
ago. 

Compelling long-term return opportunity

In addition to improved credit fundamentals, the second pillar of EM debt’s value 
proposition is its compelling level of expected returns relative to traditional alternatives.

EM investment grade bond spreads are not currently elevated, but neither are high quality 
bond spreads broadly. Nevertheless, we find EM compelling based on its decade-high 
yields and attractive relative value versus DM.

As shown in Figures 10 and 11, aside from periods of market crisis, EM investment grade 
sovereign and corporate yields are the highest they have been in the past five years. 
Elevated yields and a stronger overall credit profile should drive strong returns over the 
long term.

Figure 10: EM investment grade sovereign yield-to-worst (%) 

Source: JP Morgan. Data as of March 30, 2023.

Figure 11: EM investment grade corporate yield-to-worst (%) 

Source: JP Morgan. Data as of March 30, 2023.
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In addition, EM’s relative value versus DM looks attractive, in our view, especially 
considering the improved credit profile of EM investment grade. As Figure 12 shows, 
EM debt has consistently offered an attractive spread pick-up versus comparably rated 
credit over time. While the spread pick-up in the investment grade space is less than in 
high yield, even a modest difference in spread can make a significant difference in terms 
of total returns over time.

Figure 12: Average EM credit spread differential vs US credit - Past five years 

Source: Bloomberg L.P. JPM EMBI Global Diversified Investment Grade Index. JPM Corporate Broad EMBI Diversified 
High Grade Index. Bloomberg US Corporate Index. Data as of March 30, 2023.

While aggregate average spread differentials highlight the relative value of the EM asset 
class, there are limitations, as credit ratings do not tell the whole story. Rather, we find 
that issuer comparisons are best when illustrating the value offered by the asset class. 
Figure 13 provides examples of EM and DM companies with comparable operations 
and credit profiles. These examples show that EM companies generally offer even more 
attractive yield and spread pick-up versus comparably rated DM companies than when 
compared based on aggregate ratings alone.
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Figure 13: Sector comparisons of EM vs DM

Bottlers Home Improvement Supermarkets

USD Figures EM DM EM DM EM DM

Net Revenue 3,118 43,004 16,331 157,403 16,331 148,258

EBITDA Margin 12.7 28.3 10.5 17.2 10.5 4.8

Net Leverage 2.33 2.38 3.06 1.76 3.06 2.74

Sr Rating BBB/A- A1/A+ Baa3/BBB A 2/A Baa3/BBB Baa1/BBB

Maturity 2032 2032 2027 2027 2027 2027

Issue Size 600MM 2MM 974.789MM 750MM 974.789MM 600MM

OAS
174 53 171 28 171 77

+121 bps +143 bps +94 bps

YTW
5.45% 4.10% 5.74% 4.05% 5.74% 4.53%

+1.35% +1.69% +1.21%

Protein TMT Telecom Towers

USD Figures EM DM EM DM EM DM

Net Revenue 956 53,282 2,922 120,741 455 10,711

EBITDA Margin 11.0 8.6 50.2 14.7 91.0 64.7

Net Leverage 0.33 1.66 2.00 8.14 7.03 6.50

Sr Rating Baa3/BBB- Baa2/BBB+ BBB-/BBB Baa2/BBB Baa3/BBB- Baa3/BBB+

Maturity 2052 2048 2026 2026 2032 2033

Issue Size 900MM 1.5MM 561.815MM 1.75MM 1MM 800MM

OAS
285 171 164 -22 310 163

+114 bps +186 bps +147 bps

YTW
6.69% 5.60% 5.89% 5.22% 6.84% 5.25%

+1.09% +0.69% +1.58%

Source: Bloomberg L.P. Data as of March 30, 2023.

Economic growth trends support the EM value proposition

Despite an expected slowdown in DM, EM growth is expected to remain strong in the 
coming year. We expect EM GDP growth to reach 4% or higher in 2023, compared to 
expectations of tepid growth and an increasing risk of recession in DMs.

Figure 14: EM vs DM GDP growth 

Source: BofA. Data as of March 30, 2023.
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Taking a longer-term view, the prospect for EM growth to outpace more advanced 
economies for a prolonged period is strong, in our view. Currently, EM economies 
account for 40% of global GDP, but 85% of the world’s population. In addition, as Figure 
15 shows, the age distribution in EM is skewed younger, which is favorable from a growth 
perspective.3 The DM world faces a large and growing older population and a shrinking 
younger, working age population. These are powerful demographic trends with major 
economic implications for the next two decades. If current EM growth differentials hold, 
EM will account for more than 50% of global GDP in the next 20 years, up from 40% today, 
according to the World Bank.4

Figure 15: Age distribution of EM vs DM

Developed regions (DM) 

Source: World Bank. Data as of March 30, 2023.

Developing regions (EM) 

Source: World Bank. Data as of March 30, 2023.
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This trend has already become evident in the diminishing contributions of the US and 
Europe to global growth compared to the developing world (Figure 16). 

Figure 16: Contributions to global growth 

Source: World Bank. Data as of March 30, 2023.

Note: AEs = advanced economies; EMDEs = emerging market and developing economies. Aggregate growth rates 
and GDP per capita calculated using real US dollar GDP weights at average 2010-19 prices and market exchange 
rates. Data for 2023 and 2024 are forecasts.

Diversification benefits and broad investment opportunity

Beyond the primary consideration of attractive risk-adjusted returns, EM debt also offers 
diversification benefits. In the past, a justifiable view held that EM hard currency debt 
was a narrow, highly correlated asset class. That is no longer the case. As figures 17 and 
18 show, the market is quite broad in terms credit quality and maturity profile, which 
reflects the strong growth in market size over the past decade of more than six times for 
corporates and three times for sovereigns.

Figure 17: EM credit rating profile - % of EM indices 

Source: JP Morgan. Data as of March 30, 2023. Percentages of JPM EMBI Global Diversified Investment Grade Index 
and JPM Corporate Broad EMBI Diversified High Grade Index.
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Figure 18: EM credit maturity profile - % of EM indices 

Source: JP Morgan. Data as of March 30, 2023. Percent of JPM EMBI Global Diversified Investment Grade Index and 
JPM Corporate Broad EMBI Diversified High Grade Index.

Additionally, EM has displayed a significant dispersion of returns by region, country and 
individual issuer, especially during periods of stress. Global EM and DM hard currency 
bonds are somewhat correlated based on major macro drivers, such as US rate moves. 
However, in the same way that returns can diverge between EM and DM credits, absent 
broad macro drivers, the same is true within EM. Over the past three years, returns within 
EM have ranged from deeply negative to sharply positive. Even within the investment 
grade universe, the dispersion of returns has been high, with the best performing country 
up over 100% and the worst performing country down more than 50% (Figure 19).

Figure 19: EMBI top-10 and bottom-10 three-year total returns (%) 

Source: JP Morgan. EMBI is Emerging Markets Bond Index. Data as of March 30, 2023. Past performance is not a 
guarantee of future results.
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This dispersion is not surprising, given the varied economic impact of shocks, such 
as the pandemic, and then rising global interest rates. It highlights the diversification 
benefits of the asset class, especially in the context of credit risk. The trajectories 
of the economic fundamentals in China, Peru, Qatar and Malaysia, for example, are 
vastly different from each other and those in the US. At any given time, these countries 
are at different points in their economic cycles, providing potential diversification 
against fundamental credit risk, as any negative shock will likely affect each economy 
differently. This was true in the 2008/2009 financial crisis, when EM economies fared 
better than DM economies, and again during the 2020 pandemic, when the impact and 
rate of recovery has varied significantly. 

Currency considerations – Cross currency swaps

The EM credit asset class comprises a sizeable debt stock denominated in euros, though 
most of the market is denominated in US dollars. This can create some uncertainty 
for European institutions, whose base currency is euros or pounds. Foreign exchange 
hedging in such situations has typically been done using currency forwards on a one-
to-six month basis. While relatively simple to implement, such a strategy leaves longer-
term investors subject to fluctuations in hedging costs. Over the past three years, for 
example, costs have fluctuated from 1.8% to 3.2% and back to 1.9%.5 Such movements can 
significantly impact returns and may be problematic for investors seeking certainty over 
the life of their portfolios. By using a slightly more complex hedging strategy that makes 
use of cross currency swaps, insurers may be better able to match hedges to the duration 
of their portfolios. We find this is a more efficient approach to managing foreign exchange 
risk than simple hedges using currency forwards. 

Regulatory capital treatment

European insurance regulation is straightforward in its treatment of all fixed income 
assets, regardless of their origin. Under the Standard Formula of Solvency II, the capital 
charge is captured under the spread risk, as with other bonds. There is no specific 
treatment for EM debt.

Standard formula considerations

If hedged into local currency, an EM bond consumes no more capital than a 
domestic bond with an equivalent rating.

For the bonds and loans of central banks and governments denominated in their 
own currencies, specific favorable shocks apply (Article 180.3). Compared to 
corporate bonds, these shocks are more favorable.

Matching adjustment considerations

EM debt that is completely swapped back into sterling (using cross currency 
swaps) is eligible for a matching adjustment.6

Conclusion

EM investment grade debt is a large, diverse asset class that offers attractive value and will 
likely make up an increasingly large share of the global fixed income universe. As such, 
we believe an allocation to the asset class warrants serious consideration by insurers. At 
Invesco, we have extensive experience investing in EM debt and working with institutional 
clients to provide access to the asset class via tailored solutions that meet their exact 
requirements.



Investment risks

The value of investments and any income will fluctuate (this may partly be the result of exchange rate 
fluctuations) and investors may not get back the full amount invested. 

Fixed-income investments are subject to credit risk of the issuer and the effects of changing interest 
rates. Interest rate risk refers to the risk that bond prices generally fall as interest rates rise and vice versa. 
An issuer may be unable to meet interest and/or principal payments, thereby causing its instruments to 
decrease in value and lowering the issuer’s credit rating. 

The risks of investing in securities of foreign issuers, including emerging market issuers, can include 
fluctuations in foreign currencies, political and economic instability, and foreign taxation issues. 

The performance of an investment concentrated in issuers of a certain region or country is expected 
to be closely tied to conditions within that region and to be more volatile than more geographically 
diversified investments.
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not constitute investment, tax or legal advice and should not be relied on as such. This is not to be construed as an 
offer to buy or sell any financial instruments and should not be relied upon as the sole factor in an investment making 
decision. As with all investments there are associated inherent risks. Please obtain and review all financial material 
carefully before investing. All material presented is compiled from sources believed to be reliable and current, but 
accuracy cannot be guaranteed.

• Issued in Canada by Invesco Canada Ltd., 120 Bloor Street East, Suite 700, Toronto, Ontario, M4W 1B7.

Further information is available using the contact details shown:

• Issued in Belgium, Denmark, Finland, France, Greece, Italy, Ireland, the Netherlands, Spain, Sweden, 
Luxembourg, Lichtenstein, Norway and Portugal by Invesco Management S.A., President Building, 37A Avenue JF 
Kennedy, L-1855 Luxembourg, regulated by the Commission de Surveillance du Secteur Financier, Luxembourg.

• Issued in Dubai by Invesco Asset Management Limited, Index Tower Level 6 - Unit 616, P.O. Box 506599, Al 
Mustaqbal Street, DIFC, Dubai, United Arab Emirates. Regulated by the Dubai Financial Services Authority.

• Issued in Austria and Germany by Invesco Asset Management Deutschland GmbH, An der Welle 5, 60322 Frankfurt 
am Main, Germany.

• Issued in Switzerland by Invesco Asset Management (Schweiz) AG, Talacker 34, 8001 Zurich, Switzerland.

• Issued in the Isle of Man, Jersey, Guernsey, Israel and the United Kingdom by Invesco Asset Management Limited 
which is authorised and regulated by the Financial Conduct Authority. Invesco Asset Management Ltd, Perpetual 
Park, Perpetual Park Drive, Henley-on-Thames, RG9 1HH, UK.

Israel

This document may not be reproduced or used for any other purpose, nor be furnished to any other person other than 
those to whom copies have been sent. Nothing in this document should be considered investment advice or investment 
marketing as defined in the Regulation of Investment Advice, Investment Marketing and Portfolio Management Law, 
1995 (“the Investment Advice Law”). Investors are encouraged to seek competent investment advice from a locally 
licensed investment advisor prior to making any investment. Neither Invesco Ltd. Nor its subsidiaries are licensed under 
the Investment Advice Law, nor does it carry the insurance as required of a licensee thereunder.

Hong Kong

• Issued in Hong Kong by Invesco Hong Kong Limited 景順投資管理有限公司, 45/F, Jardine House, 1 Connaught 
Place, Central, Hong Kong.

Japan

• Issued in Japan by Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1 Roppongi, 
Minato-ku, Tokyo 106-6114; Registration Number: The Director-General of Kanto Local Finance Bureau (Kin-sho) 306; 
Member of the Investment Trusts Association, Japan and the Japan Investment Advisers Association.

New Zealand

This document is issued only to wholesale investors (as defined in the Financial Markets Conduct Act) in New 
Zealand to whom disclosure is not required under Part 3 of the Financial Markets Conduct Act. This document has 
been prepared only for those persons to whom it has been provided by Invesco. It should not be relied upon by 
anyone else and must not be distributed to members of the public in New Zealand. Information contained in this 
document may not have been prepared or tailored for a New Zealand audience. You may only reproduce, circulate 
and use this document (or any part of it) with the consent of Invesco.

This document does not constitute and should not be construed as an offer of, invitation or proposal to make an 
offer for, recommendation to apply for, an opinion or guidance on Interests to members of the public in New Zealand. 
Any requests for information from persons who are members of the public in New Zealand will not be accepted.

Issued in New Zealand by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, Melbourne, 
Victoria, 3000, Australia, which holds an Australian Financial Services Licence number 239916.

Issued in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic Plaza, Singapore 
048619.

Issued in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066). Invesco 
Taiwan Limited is operated and managed independently.

Issued in the United States by Invesco Advisers, Inc., 1331 Spring Street, N.W., Suite 2500, Atlanta, Georgia, 30309.
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