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It has undoubtedly been a volatile few years for emerging markets (EM), given the impact of rising
developed market interest rates, global geopolitical tensions, and China's real estate meltdown. But with
EM corporate bond valuations having rebounded year-to-date, investors are rightly turning back to the
asset class and questioning whether opportunities still exist.

The answer in our view is yes, and we believe there is a strong case to be made for short-dated debt in
particular. EM corporate short duration debt, which typically has a duration of under three years, not only
offers the potential for compelling value and attractive yields, but also positions investors to maximize
income through a ‘coupon clipping’ strategy—all with less volatility.

1. Valuations Remain Compelling

While credit markets, broadly, have rallied this year on the back of a more dovish U.S. Federal Reserve
(Fed), all-in yields on EM short duration corporate debt remain favorable relative to their developed
market (DM) counterparts. For instance, yields on 1-3 years EM investment grade (IG) bonds are
currently ranging from 5.5%—6%, compared to 5.4% for developed market IG bonds (Figure 1). EM high
yield (HY) bonds are in the range of 8%-10%, versus 8.1% for DM high yield bonds.

Figure 1: Yields Remain Compelling in EM vs. DM
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Source: J.P. Morgan. As of May 20, 2024.

"EM corporate short duration debt not only offers the potential for
compelling value and attractive yields, but also positions investors
to maximize income through a ‘coupon clipping strategy—all with
less volatility.”
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In addition, if a 'higher-for-longer’ rate environment does persist, it is
important to consider the historical behavior of EM corporate debt in similar
scenarios following the end of central bank rate-hiking cycles. For example,
EM corporate debt returned between 8-22% in the one to three year period
following the Fed's interest rate peak (Figure 2). And in the current cycle,
which saw Fed rates reach their peak in July 2023, EM corporate debt
appears to be on track with historical patterns given total returns have
reached 9.9% in the last 12 months.! This suggests the potential for attractive
risk-adjusted returns in the current cycle.

Figure 2: EM Debt Total Returns Following Peak Fed Rates
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Source: J. P. Morgan. As of December 31, 2023.
PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.

History also shows that EM short-dated corporate debt has offered attractive
returns over time compared to similar duration U.S. Treasuries (Figure 3). This
makes the asset class compelling, especially for investors concerned by U.S.
Treasury volatility and the potential impact on returns.

Figure 3: EM Short Duration Debt vs. U.S. Treasuries
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1. Source: J.P. Morgan. As of April 30, 2024.

Insights | June 2024 3



BARINGS

2. Lower Volatility & Attractive Risk-adjusted Returns

Short duration bonds tend to exhibit a lower volatility profile given the shorter time to maturity. This is

partly because they experience lower and less severe price swings in response to factors like changes in

the economic backdrop and interest rate expectations. This is an important consideration in the current
environment, in particular, where uncertainty around inflation is causing high interest rate volatility and,

in some cases, weighing on returns in longer-duration strategies. A short-dated strategy therefore enables
investors to gain exposure to EM companies while minimizing the impact of sharp moves in risk-free rates.
Further contributing to the lower volatility profile, shorter-dated bonds experience a gentle “pull-to-par” effect,
in which the price of the bond gravitates toward par as the maturity date approached.

Short-dated bonds also tend to be less prone to material price swings in response to company earnings
outlooks. As short-dated bonds have less time to maturity, investors are better positioned to evaluate the
direction of a company'’s earnings and liquidity position. Consequently, short duration bonds are less exposed
to deterioration in the underlying financial position of the corporate issuer, or unexpected detrimental changes
in companies’ business plans. This further contributes to the lower realized volatility in a short duration strategy.

The combination of high prospective returns alongside low realized volatility has resulted in historically
superior Sharpe ratios for the asset class. For example, since 2015, EM corporate debt has exhibited better risk-
adjusted returns than EM sovereigns, U.S. HY, and the S&P 500 index (Figure 4). When further breaking down
the data to look at EM short duration debt specifically, the results are also compelling. For instance, the Sharpe
ratio for short duration debt is 0.88 for IG and 1.02 for HY.2 Therefore, while investors may give up some
absolute return potential by focusing on short-duration bonds, history suggests strong potential for attractive
risk-adjusted returns, especially during periods of high market volatility.

Figure 4: Attractive Risk-Adjusted Returns Over Time
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2. Source: J. P. Morgan. As of May 31, 2024.
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3. Robust Corporate Fundamentals

Investors often perceive EM corporate credit risk as inherently higher,
resulting in EM corporate debt carrying extra credit risk premia—or wider
spreads—versus DM corporates. However, a closer inspection suggests this
perception is somewhat misguided. Specifically, approximately 58.5% of the
EM corporate universe is rated IG with significant sector diversification across
credit ratings.® In addition, since the global financial crisis, EM corporates
have been cleaning up their balance sheets, with many cutting capital
expenditures and optimizing their capital structures, resulting in stronger
fundamentals and superior credit metrics compared to their DM counterparts.
Currently, EM IG and HY corporate net leverage is 1.0x and 2.2x, which
compares favorably to DM IG and HY's 2.8x and 3.4x, respectively (Figure 5).
Simply stated, EM corporate debt is providing the potential for extra yield
pick-up versus DM debt—in the range of 15-290 basis points (bps)—for little to
no extra credit risk.

Figure 5: Lower Leverage Levels in EM vs. DM
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3. Source: J. P. Morgan. As of March 31, 2024.
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"While EM debt tends to be perceived as higher risk, many EM corporates
are large, global companies with diversified sources of revenue—and in

effect have been unfairly discounted by markets because of the country

in which they re domiciled.”

4. A Global & Diverse Opportunity Set

The EM corporate debt asset class is around USD2.5
trillion in size, and comprises a significant portion
of the global investment universe.* However, while
EM debt tends to be perceived as higher risk, many
EM corporates are large, global companies with
diversified sources of revenue—and in effect have
been unfairly discounted by markets because of
the country in which they're domiciled. The path
between EM corporates and their sovereigns may
also be diverging as the companies become more
integrated in the global economy, contributing to
higher resiliency during periods of sovereign stress.

In addition, it is also worth noting the opportunities
emerging in select EM companies that have links

to the U.S. In particular, with the U.S. remaining the
standout performer among DM nations, U.S.-linked
EM countries should benefit from nearshoring or
friendshoring—as well as increased remittances
and tourism, which are likely to be positive for
corporate issuers.

Key Takeaway

EM corporate debt continues to offer an opportunity
to invest in well-diversified companies with robust
balance sheets and potentially achieve attractive
risk-adjusted returns. However, there are risks on the
horizon—from election uncertainty to geopolitical

4. Source: J. P. Morgan. As of March 31, 2024.

risk—that could introduce bouts of volatility going
forward. In this environment, and given the likely
higher-for-longer rate environment, we believe there
are reasons for investors to consider taking a short-
dated approach to the asset class.

Barings’ Approach

At Barings, we believe fundamental, bottom-up
analysis is key to identifying attractive opportunities, as
well as understanding the risks, in EM corporates. We
understand the importance of rigorously assessing the
entire EM debt asset class, including both sovereigns
and corporates, to have a more holistic view of the
risks and earnings outlook for each EM company.

For this reason, we have one of the largest dedicated
EM debt teams—with 10 investment professionals
covering over 1,400 EM corporate issuers, and

10 investment professionals covering over 85 EM
sovereigns. The teams work together to underwrite
every issuer that comes to the market, which means
analyzing the key credit considerations for each
issuer—including reviewing strengths and risks, capital
structure, balance sheet, cash flow projections, ESG
considerations and macroeconomic variables. This
process helps to build a cohesive and comprehensive
macro and micro picture by country, sector and credit.
Additionally, our dedicated EM analysts collaborate
with over 57 global credit analysts from across the
Barings platform to identify best ideas across EM debt.
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Barings is a $406+ billion* global asset management firm that partners with institutional, insurance, and
intermediary clients, and supports leading businesses with flexible financing solutions. The firm, a subsidiary
of MassMutual, seeks to deliver excess returns by leveraging its global scale and capabilities across public

and private markets in fixed income, real assets and capital solutions.

IMPORTANT INFORMATION

Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are
subject to change without notice, dependent upon many factors. Any prediction, projection or forecast is not
necessarily indicative of the future or likely performance. Investment involves risk. The value of any investments
and any income generated may go down as well as up and is not guaranteed by Barings or any other person.
PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio
compositions and or examples set forth in this document are provided for illustrative purposes only and are not
indicative of any future investment results, future portfolio composition or investments. The composition, size of,
and risks associated with an investment may differ substantially from any examples set forth in this document. No
representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes
in the currency exchange rates may affect the value of investments. Prospective investors should read the offering
documents, if applicable, for the details and specific risk factors of any Fund/Strategy discussed in this document

Barings is the brand name for the worldwide asset management and associated businesses of Barings LLC and its
global affiliates. Barings Securities LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings Australia

Pty Ltd, Barings Japan Limited, Baring Asset Management Limited, Baring International Investment Limited, Baring
Fund Managers Limited, Baring International Fund Managers (Ireland) Limited, Baring Asset Management (Asia)
Limited, Baring SICE (Taiwan) Limited, Baring Asset Management Switzerland Sarl, Baring Asset Management Korea
Limited, and Barings Singapore Pte. Ltd. each are affiliated financial service companies owned by Barings LLC (each,
individually, an "Affiliate”). Some Affiliates may act as an introducer or distributor of the products and services of
some others and may be paid a fee for doing so

NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase

or sale of any financial instrument or service in any jurisdiction. The material herein was prepared without any
consideration of the investment objectives, financial situation or particular needs of anyone who may receive it.
This document is not, and must not be treated as, investment advice, an investment recommendation, investment
research, or a recommendation about the suitability or appropriateness of any security, commodity, investment, or
particular investment strategy, and must not be construed as a projection or prediction.

Unless otherwise mentioned, the views contained in this document are those of Barings. These views are made

in good faith in relation to the facts known at the time of preparation and are subject to change without notice.
Individual portfolio management teams may hold different views than the views expressed herein and may make
different investment decisions for different clients. Parts of this document may be based on information received
from sources we believe to be reliable. Although every effort is taken to ensure that the information contained in
this document is accurate, Barings makes no representation or warranty, express or implied, regarding the accuracy,
completeness or adequacy of the information.

Any service, security, investment or product outlined in this document may not be suitable for a prospective
investor or available in their jurisdiction
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