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Emerging markets are developing 
countries in the process of 
rapid economic growth and 
industrialization. These countries 
do not share any common agenda, 
but most professionals believe that 
they are experiencing an increasing 
role in the global economy. In recent 
years, investors have begun focusing 
on these countries and terms such as 
BRIC (Brazil, Russia, India and China) 
have become standard nomenclature. 
This recent surge in growth of 
countries in Asia, Latin America and 
Eastern Europe should not be viewed 
as a short-term economic trend but 
as potential structural change in the 
global economy and, consequently, 
in investment opportunities.

Emerging markets fixed 
income securities
The emerging market universe 
represents approximately 16.5% 
of the global bond market and has 
been growing steadily in the past 
few years1. Typically, U.S. dollar-
denominated emerging market bonds 
have many of the same features 
of corporate bonds. However, 
there are additional factors such 
as the differences in economic 
drivers, political environments 
and fiscal/monetary policies of 
each country that enter into the 
investment opportunity equation. 

Opportunities in 
emerging markets fixed 
income investments
As part of a broad fixed income 
portfolio, emerging market bonds 
have the potential to:

• Enhance returns and provide an 
added level of diversification 
for investors. Since 2000, 
the annualized return of the 
dollar-denominated Bloomberg 
Barclays EM USD Agg Total 
Return Index - through 12/31/2020 
is more than 400 basis points 
higher than U.S. Treasuries. 

• Provide exposure to a region of 
the world that is experiencing 
higher economic growth and 
rising domestic demand.

• Improve a portfolio’s credit profile 
by investing in developing countries 
with improving credit ratings as a 
result of better legal systems and 
fiscal and monetary policies. 

• Increase portfolio yield through 
situations where foreign corporate 
bonds offer attractive yields versus 
corporate bonds from developed 
countries. Many of these foreign 
companies have improving credit 
ratings as they become better 
managed, more competitive and 
open to external auditors.
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1. https://www.sifma.org/wp-content/uploads/2021/07/CM-Fact-Book-2021-SIFMA.pdf, page 7
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Improving EM sovereign ratings

Emerging market considerations
In addition to the risks that 
accompany investments in 
“traditional” fixed income 
investments, there are additional 
considerations which apply to 
investments in emerging market 
fixed income securities. 

These considerations include political 
and economic volatility as well as 
currency risk and sovereign risk—
the risk that a nation’s treasury will 
default on its sovereign debt. In 
addition to the ratings provided by 
major agencies such as Moody’s and 
S&P, it is important to incorporate 
these considerations into your 
investment decision-making process.

Emerging markets securities 
and RBC Wealth Management
RBC Wealth Management Fixed 
Income Trading offers and conducts 
transactions in U.S. dollar-
denominated foreign securities such 
as supras, sovereigns and emerging 
markets debt. Additionally, by 
partnering with Canadian emerging 
market trading and the Global Wealth 
Services Portfolio Advisory Group, 
the Fixed Income Trading group is 
able to identify opportunities in the 
foreign issued market for our clients. 

While presenting many opportunities, 
EM securities can experience a high 
degree of volatility due to ongoing 
global events. Furthermore, due 
to wide spectrum of countries 
with varying economic and 
political characteristics, investing 
in emerging markets debt 
requires an active approach. 

Therefore, it is imperative that clients 
understand not just the structure 
of each specific security but also 
the additional factors and risks 
that can affect the performance 
of emerging market bonds. For 
more information on emerging 
market investment opportunities, 
please contact your RBC Wealth 
Management financial advisor.

Country Sov. Debt Rating

Brazil BB-

Chile A

Colombia BB+

Hungary BBB

Mexico BBB

Peru BBB+

Poland A-

Russia BB-

South Africa BB-

Turkey B+

Uruguay BBB

Source: S&P, Bloomberg 08/2021
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