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EMERGING MARKET DEBT: WHY NOW 
MAY BE THE TIME TO BUY 

 Emerging-market debt (EMD) has struggled since the start of the COVID-19 pandemic and performance this year has 

lagged that of other risk assets. Slow vaccine deployment and the spread of the highly contagious Delta variant have 

forced many developing countries to restrict activity, tempering economic growth, particularly in countries where the 

scope for policy support is limited. But we still think there is attractive value to be had by investors who take a 

selective approach to EMD.  

Here are five reasons why we think EMD still belongs in a diversified fixed income allocation.  

GROWTH DIFFERENTIALS MAY SHIFT IN FAVOUR OF EMERGING 

MARKET (EM) ECONOMIES 

Growth has rebounded more quickly in the developed world because governments responded to the pandemic with 

large monetary and fiscal expansions. Most advanced countries offered enhanced income support for people not able 

to go to work or open their businesses. But with vaccination rates rising, those programmes are winding down, which 

should mean slower growth. Only in Japan do we expect growth to accelerate in 2022, a result of the slow 

vaccination rollout and ongoing restrictions on activity. In the US, we expect real GDP growth to slow from 12.2% 

YoY in Q2 to 4.5% in 20221. Slowing may be more gradual in the UK and the Eurozone, though here, too, reopening 

is largely completed. 

Emerging markets, on the other hand, have a lot of room to catch up. Most are still a long way from regaining pre-

pandemic growth levels. We think EM vaccination rates will speed up, with 50% of the population in EM countries 

likely to have received at least one vaccine dose by November1. We also expect commodity prices, especially those 

for industrial metals, to increase, which should help many emerging market countries catch up with their developed 

counterparts in the coming quarters (Exhibit 1). Tourism-dependent economies may face a slower recovery. 

Exhibit 1: EMs to recoup ground over the next year or so 

 
Source: OECD, GSAM, GIR. As of 22 September 2021. 

 

1 Global Investment Research as of 22 September 2021.  
2 Global Investment Research as of 21 September 2021. 
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EMD OFFERS ATTRACTIVE YIELDS IN AN ENVIRONMENT WHERE 

INCOME IS HARD TO COME BY  

We expect EMD yields to remain significantly higher than those on comparable developed market debt—an important 

consideration for income-oriented investors. With the stock of negative yielding debt not far off its all-time high 

(Exhibit 2), EM debt is one of the few venues still offering attractive yields for investors. 

Exhibit 2: The stock of global debt offering negative yields now stands at $14 trillion 

  

Source: Bloomberg. As of 22 September 2021. Latest 21 September. 

 

This isn’t because we expect EM central banks to raise interest rates significantly in the months ahead. Despite high 

levels of growth, we think that monetary policy in both emerging and developed markets will remain accommodative 

over the next two years. Inflation has made a comeback recently, prompting several EM central banks to nudge rates 

higher. But in developed economies, we think the central banks of New Zealand and Norway will be the only ones to 

hike rates in 2021, though others may start tapering asset purchases.  

In our view, inflation increases will fade, as they have largely been the result of base effects, temporary supply 

disruptions and economic reopening. Also, several central banks—notably the US Federal Reserve—have become 

more tolerant of inflation since the pandemic hit, and most will be wary of tightening policy too quickly given increased 

government debt levels. 

The pace and depth of the Fed tightening cycle is especially important for EM debt as it sets the tone for monetary 

policy in the rest of the world and influences the dollar funding cost that emerging economies face. We think that the 

Fed will wait until late 2021 to start tapering its asset purchases and won’t raise rates until the early 2023 at the 

earliest3.If so, abundant liquidity, coupled with strong global growth, will underpin further gains in risk assets, 

including EM debt. EM debt has historically delivered healthy returns in Fed tightening cycles, provided that rate hikes 

were well communicated and that growth remained strong. (Exhibit 3) 

Overall, we think financing conditions will remain loose for some time in countries with well-anchored inflation 

expectations and strong macroeconomic policy frameworks. We expect most central bank balance sheets to continue 

to expand for a few years yet, with policy rates in both developed and emerging economies only likely to return to 

their pre-pandemic levels towards the end of 2024 at the earliest. (For more, see Q2 Fixed Income Outlook: 

Withdrawal Rate)  

 

 

 

 
 

3 Source: Goldman Sachs Asset Management September 2021.  
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Exhibit 3: Rising US yields do not necessarily spell trouble for EMD  

12m Absolute Average Performance 
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>100bp 4% 6.3% 6.8% >100bp 14% 8.7% 5.7% >10% -8% -13.3% -4.7% 

 
Source: Bloomberg and GSAM. As of May 31, 2021. The time period is from January 2000 to May 2021. The analysis is based on 
monthly total returns. “EME” refers to MSCI Emerging Market Index, “LEMD” refers to JPMorgan GBI-EM Global Diversified Index, 
“EMD$” refers to JPMorgan EMBI Global Diversified Index, “Fds rate” refers to US Federal Funds Effective Rate and “US Dollar” 
refers to US Dollar Index.  

THE PANDEMIC HAS IMPROVED EM CURRENT ACCOUNT 

BALANCES, REDUCING CAPITAL FLIGHT RISK  

When a country runs a current account deficit, it is building up liabilities to the rest of the world that need to be 

financed by inflows of foreign capital. Eventually, these liabilities need to be paid back. Several EM countries have 

over the years experienced sharp reversals of financing, exposing foreign investors in EM assets to both liquidity and 

capital risk. The takeaway for investors: treat large and persistent current account deficits with caution. This is 

especially important now that US long-term yields may start to rise in anticipation of tighter monetary policy ahead.  

Here’s the good news: the pandemic has helped reduce EM current account deficits as sharp recessions have 

caused imports to collapse even as exports, particularly of health-related products, remained strong. The current 

account deficits of the countries that have become known as the “fragile five”–South Africa, Brazil, India, Indonesia 

and Turkey–have averaged ~3% of GDP over the past 10 years. Today, they’re roughly at 0%. (Exhibit 4.) 
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Exhibit 4: The current accounts of the "Fragile Five have improved 

 

Source: Goldman Sachs Investment Research and Goldman Sachs Asset Management. As of 8 September 2021. 
 

Structural current account deficits will probably re-emerge as economies recover, but as things stand most EM 

countries are better positioned to withstand rising US yields.  

DEBT LEVELS IN MOST EMERGING MARKETS ARE MANAGEABLE 

GIVEN LOW INTEREST RATES  

The COVID-19 shock caused debt levels around the world to rise sharply even as yields on government bonds fell to 

unprecedented levels. The EM government debt-to-GDP ratio surged from 52% in Q4 2019 to close to 60% in Q1 

2021, although the increase for DM countries was even larger. (Exhibit 5.) Even so, there hasn’t been a big rise in EM 

defaults, thanks to IMF support. 

Exhibit 5: Average increase in debt levels since Q4 2019 (as of Q1 2021) 

 

Source: IIF and GSAM. Latest Q1 2021. As of 13th August 2021. 
 

As the global economy recovers, the IMF will start to withdraw its support, although the recent approval of a general 

allocation of Special Drawing Rights (SDRs) equivalent to US$650 billion (about SDR 456 billion)—the largest SDR 

allocation in the history of the IMF—suggests that the fund will be much more supportive than in the past. This should 

help reduce sovereign default risks, particularly in low-income countries. 
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The revenue outlook is also positive. In several EM economies, January-April 2021 revenue was higher relative to 

GDP than in 2019. Economic recovery and in some cases high commodity prices helped the fiscal accounts. On the 

spending side, the picture is more varied. In some countries, including Thailand and the Philippines, spending was 

still well above pre-pandemic levels in the first few months of 2021. In China and Saudi Arabia, where the virus is 

under tighter control, spending has already been reined in.  

As the share of the vaccinated population increases and the recovery becomes more firmly based, governments 

should be able to withdraw extraordinary support. Robust economic growth and the phasing out of emergency 

support measures, resulting in some discretionary fiscal tightening, will help reduce budget deficits in 2021 and 2022. 

(Exhibit 6) 

Exhibit 6: General government balance 

 

Source: IMF Fiscal Monitor Database. As of April 2021. 

 

The latest IMF projections point to a stabilisation in EM public debt over the next couple of years, helped by the 

current low rate environment which has made debt servicing more manageable. (Exhibit 7.) 

Exhibit 7: General government gross debt 

 

Source: IMF Fiscal Monitor Database. As of April 2021. 
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Individual fiscal positions will depend on economic growth trajectories and sovereign expenditure priorities. Rolling 

back emergency spending will require active policy decisions. Cuts could be politically and socially difficult, as evident 

from the recent struggles of some governments in Latin America. Countries with more fiscal space, such as Russia 

and South Korea, will be better positioned to support demand and less vulnerable to social upheaval.  

EMD VALUATIONS APPEAR ATTRACTIVE  

EMD continues to offer relative value compared to other fixed income sectors. (Exhibit 8.) For example, spreads on 

Asia high yield debt and EM dollar-denominated debt are both near the top of their historical distribution range, 

meaning that there is still a lot of scope for them to tighten, as fundamentals improve. By contrast, DM investment-

grade and high-yield spreads, are already near their lowest levels since 2010, suggesting there’s little room for more 

tightening. 

Exhibit 8: EMD continues to offer relative value versus other fixed-income sectors 

 

Source: Bloomberg, Barclays US Corporate Index, Barclays US High Yield Index, Barclays Euro Corporate Index, Barclays Euro 
High Yield Index, JP Morgan Global Bond Index-EM, JP Morgan Emerging Market Bond Index Global Diversified. JP Morgan 
Corporate Emerging Market Bond Index. EM Local reflects yield to maturity on the JP Morgan GBI-EM Index. As of August 31 2021.  

NOT ALL EMS ARE THE SAME: A SELECTIVE APPROACH IS KEY 

Overall, we think the environment is conductive to EMD exposure. In our view, the asset class can offer income 

generation long-term growth opportunities and currency appreciation potential (relative to the US dollar). 

There are, of course, always risks to take into account. The most notable is the possibility that the Fed’s decision to 

taper its asset purchases sparks a sudden surge in US yields, much as its 2013 decision to taper did. This could 

spark a period of global risk aversion, with EM assets coming under pressure. But we don’t think this is likely, and we 

think improved macroeconomic fundamentals suggest that EMs would bounce back more quickly. (See “How worried 

should we be about Taper Tantrum 2.0?”) 

EM countries vary considerably as well. This is why we think that country selection is such an important part of asset 

allocation decisions in the current environment. The magnitude of needed monetary and fiscal adjustments varies 

significantly across countries, as do economic and political risks. 
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Some assets offer better value than others, in our view, making an active investment approach particularly important 

today. With the Fed unlikely to hike rates until 2023, we see value in high-yield, hard-currency sovereign and 

corporate debt, which should continue to offer higher income potential than comparable DM bonds. But as we head 

into 2022, we think local currency EMD will start to look attractive, as we think there will be more room for EM 

currency appreciation against the US dollar—particularly the currencies of countries with strong economic 

fundamentals. 

And while more EM central banks will likely start to normalise policy in the year head, we think the pace of tightening 

will be more gradual than in the past, as in our view inflationary pressures are close to peaking in some regions and 

already benign in others, such as parts of Asia. Variations in the pace of hiking across emerging markets may offer 

attractive opportunities for investors. 
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Disclosures 

Risk Considerations 

All investing involves risk. Equity securities are more volatile than bonds and subject to greater risks. Dividends are not guaranteed 
and a company’s future ability to pay dividends may be limited.  

Bonds are subject to interest rate, price and credit risks. Prices tend to be inversely affected by changes in interest rates.  

The securities of small- and mid-capitalization companies involve greater risks than those associated with larger, more established 
companies and may be subject to more abrupt or erratic price movements. 

Investments in foreign securities entail special risks such as currency, political, economic, and market risks. These risks are 
heightened in emerging markets. 

The currency market affords investors a substantial degree of leverage. This leverage presents the potential for substantial profits 
but also entails a high degree of risk including the risk that losses may be similarly substantial. Such transactions are considered 
suitable only for investors who are experienced in transactions of that kind. Currency fluctuations will also affect the value of an 
investment. 

Emerging markets securities may be less liquid and more volatile and are subject to a number of additional risks, including but not 
limited to currency fluctuations and political instability. 

Investments in commodities may be affected by changes in overall market movements, commodity index volatility, changes in 
interest rates or factors affecting a particular industry or commodity and are subject to greater volatility than investments in 
traditional securities. 

General Disclosures 

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY 
PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR UNLAWFUL TO DO SO. Prospective investors should inform 
themselves as to any applicable legal requirements and taxation and exchange control regulations in the countries of their 
citizenship, residence or domicile which might be relevant. 

Economic and market forecasts presented herein reflect a series of assumptions and judgments as of the date of this presentation 
and are subject to change without notice. These forecasts do not take into account the specific investment objectives, restrictions, 
tax and financial situation or other needs of any specific client. Actual data will vary and may not be reflected here. These forecasts 
are subject to high levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed as 
merely representative of a broad range of possible outcomes. These forecasts are estimated, based on assumptions, and are 
subject to significant revision and may change materially as economic and market conditions change. Goldman Sachs has no 
obligation to provide updates or changes to these forecasts. Case studies and examples are for illustrative purposes only. 

This material is provided for educational purposes only and should not be construed as investment advice or an offer or solicitation 
to buy or sell securities. Prospective investors should inform themselves as to any applicable legal requirements and taxation and 
exchange control regulations in the countries of their citizenship, residence or domicile which might be relevant. The opinions 
expressed in this research paper are those of the authors, and not necessarily of GSAM. The investments and returns discussed in 
this paper do not represent any Goldman Sachs product.  

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political 
conditions and should not be construed as research or investment advice. This material has been prepared by GSAM and is not 
financial research nor a product of Goldman Sachs Global Investment Research (GIR). It was not prepared in compliance with 
applicable provisions of law designed to promote the independence of financial analysis and is not subject to a prohibition on trading 
following the distribution of financial research. The views and opinions expressed may differ from those of Goldman Sachs Global 
Investment Research or other departments or divisions of Goldman Sachs and its affiliates. Investors are urged to consult with their 
financial advisors before buying or selling any securities. This information may not be current and GSAM has no obligation to 
provide any updates or changes.  

Although certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy, 
completeness or fairness. We have relied upon and assumed without independent verification, the accuracy and completeness of all 
information available from public sources. 

Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or 
hold any security. Views and opinions are current as of the date of this presentation and may be subject to change, they should not 
be construed as investment advice. 

United Kingdom: In the United Kingdom, this material is a financial promotion and has been approved by Goldman Sachs Asset 
Management International, which is authorized and regulated in the United Kingdom by the Financial Conduct Authority.  
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European Economic Area (EEA):  

This financial promotion is provided by Goldman Sachs Bank Europe SE. This material is a financial promotion disseminated by 
Goldman Sachs Bank Europe SE, including through its authorised branches ("GSBE"). GSBE is a credit institution incorporated in 
Germany and, within the Single Supervisory Mechanism established between those Member States of the European Union whose 
official currency is the Euro, subject to direct prudential supervision by the European Central Bank and in other respects supervised 
by German Federal Financial Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufischt, BaFin) and Deutsche 
Bundesbank. 

Switzerland: For Qualified Investor use only – Not for distribution to general public. This is marketing material. This document is 
provided to you by Goldman Sachs Bank AG, Zürich. Any future contractual relationships will be entered into with affiliates of 
Goldman Sachs Bank AG, which are domiciled outside of Switzerland. We would like to remind you that foreign (Non-Swiss) legal 
and regulatory systems may not provide the same level of protection in relation to client confidentiality and data protection as offered 
to you by Swiss law. 

Asia Pacific: Please note that neither Goldman Sachs Asset Management International nor any other entities involved in the 
Goldman Sachs Asset Management (GSAM) business maintain any licenses, authorizations or registrations in Asia (other than 
Japan), except that it conducts businesses (subject to applicable local regulations) in and from the following jurisdictions: Hong 
Kong, Singapore and Malaysia. This material has been issued for use in or from Hong Kong by Goldman Sachs Asset Management 
(Hong Kong) Limited, in or from Singapore by Goldman Sachs Asset Management (Singapore) Pte. Ltd. (Company Number: 
201329851H) and in or from Malaysia by Goldman Sachs (Malaysia) Sdn Berhad (880767W). 

Australia: This material is distributed by Goldman Sachs Asset Management Australia Pty Ltd ABN 41 006 099 681, AFSL 228948 
(‘GSAMA’) and is intended for viewing only by wholesale clients for the purposes of section 761G of the Corporations Act 2001 
(Cth). This document may not be distributed to retail clients in Australia (as that term is defined in the Corporations Act 2001 (Cth)) 
or to the general public. This document may not be reproduced or distributed to any person without the prior consent of GSAMA. To 
the extent that this document contains any statement which may be considered to be financial product advice in Australia under the 
Corporations Act 2001 (Cth), that advice is intended to be given to the intended recipient of this document only, being a wholesale 
client for the purposes of the Corporations Act 2001 (Cth). Any advice provided in this document is provided by either Goldman 
Sachs Asset Management International (GSAMI), Goldman Sachs International (GSI), Goldman Sachs Asset Management, LP 
(GSAMLP) or Goldman Sachs & Co. LLC (GSCo). Both GSCo and GSAMLP are regulated by the US Securities and Exchange 
Commission under US laws, which differ from Australian laws. Both GSI and GSAMI are regulated by the Financial Conduct 
Authority and GSI is authorized by the Prudential Regulation Authority under UK laws, which differ from Australian laws. GSI, 
GSAMI, GSCo, and GSAMLP are all exempt from the requirement to hold an Australian financial services licence under the 
Corporations Act of Australia and therefore do not hold any Australian Financial Services Licences. Any financial services given to 
any person by GSI, GSAMI, GSCo or GSAMLP by distributing this document in Australia are provided to such persons pursuant to 
ASIC Class Orders 03/1099 and 03/1100. No offer to acquire any interest in a fund or a financial product is being made to you in this 
document. If the interests or financial products do become available in the future, the offer may be arranged by GSAMA in 
accordance with section 911A(2)(b) of the Corporations Act. GSAMA holds Australian Financial Services Licence No. 228948. Any 
offer will only be made in circumstances where disclosure is not required under Part 6D.2 of the Corporations Act or a product 
disclosure statement is not required to be given under Part 7.9 of the Corporations Act (as relevant). 

Canada: This presentation has been communicated in Canada by GSAM LP, which is registered as a portfolio manager under 
securities legislation in all provinces of Canada and as a commodity trading manager under the commodity futures legislation of 
Ontario and as a derivatives adviser under the derivatives legislation of Quebec. GSAM LP is not registered to provide investment 
advisory or portfolio management services in respect of exchange-traded futures or options contracts in Manitoba and is not offering 
to provide such investment advisory or portfolio management services in Manitoba by delivery of this material. 

Japan: This material has been issued or approved in Japan for the use of professional investors defined in Article 2 paragraph (31) 
of the Financial Instruments and Exchange Law by Goldman Sachs Asset Management Co., Ltd. 

Index Benchmarks 

Indices are unmanaged. The figures for the index reflect the reinvestment of all income or dividends, as applicable, but do not reflect 
the deduction of any fees or expenses which would reduce returns. Investors cannot invest directly in indices. The indices 
referenced herein have been selected because they are well known, easily recognized by investors, and reflect those indices that 
the Investment Manager believes, in part based on industry practice, provide a suitable benchmark against which to evaluate the 
investment or broader market described herein. 

High yield fixed income securities are considered speculative, involve greater risk of default, and tend to be more volatile than 
investment grade fixed income securities. 

Past performance does not guarantee future results, which may vary. The value of investments and the income derived 
from investments will fluctuate and can go down as well as up. A loss of principal may occur. Past performance does not 
guarantee future results, which may vary. The value of investments and the income derived from investments will fluctuate 
and can go down as well as up. A loss of principal may occur. 

Confidentiality 

No part of this material may, without GSAM’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any 
means, or (ii) distributed to any person that is not an employee, officer, director, or authorized agent of the recipient. 

© 2021 Goldman Sachs. All rights reserved. Date of first use: 10/19/2021. 255085-OTU-1488097 // 256105-OTU-1495442 

 


