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SUMMARY 

• Local-currency emerging-market (EM) sovereign bonds have posted strong 
returns in 2023, outperforming their developed-market (DM) peers. Hard-
currency EM corporate bonds have also risen in value over the year, performing 
in line with DM credit.  

• Headline inflation has fallen significantly over the course of the year, enabling 
some EM central banks, especially those in Latin America, to cut rates. This has 
forced down sovereign yields. Central banks in Asia (apart from China) have been 
more cautious with respect to rate cuts.  

• We expect local-currency EM sovereign yields to fall from 6.6% (as of 24 
November) to around 5.5% by the end of 2024, driven by falling inflation and 
additional rate cuts. Given their low correlation to developed-market bonds and 
their expected outperformance next year, local-currency EM sovereign bonds are 
an attractive source of portfolio diversification. We remain overweight in this 
asset class as we expect it to deliver a high-single-digit return in 2024. 

• Hard-currency EM corporate bonds have been providing attractive yields (around 
7.7% at 24 November), and as such represent an attractive source of carry. 
However, it is important to focus on high-quality issues. We expect spreads to 
remain close to their current levels, ending 2024 at around 330bp. We expect 
Asian investment-grade corporate bonds to provide a high-single-digit total 
return in 2024. 

EM BONDS ROSE IN VALUE IN 2023 

Local-currency EM sovereign bonds, as represented by the JP Morgan GBI-EM 
Global Diversified index, have posted strong total returns in 2023, outperforming 
their DM peers. As at 22 November they had returned 7.4% year to date (YTD). EM 
sovereign bonds are up by a more impressive 8.6% in US dollar terms thanks to the 
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appreciation of some EM currencies (particularly those from Latin America) against 
the dollar, although they have only gained 6.7% in euro terms.  

Latin American sovereign bonds have performed particularly well, gaining 11.5% in 
local-currency terms and 22.4% in US dollar terms YTD (as at 22 November). Thanks 
to a significant decrease in headline inflation, central banks in Brazil, Peru and 
Chile have been able to cut rates, resulting in Latin American sovereign yields fall-
ing. Central banks in Asia, however, have generally been more cautious, either keep-
ing rates where they were or hiking them further. The exception is the People’s 
Bank of China, which has implemented a number of easing measures, including cut-
ting various key rates and further reducing banks’ reserve requirement ratios. The 
Chinese economy’s weak recovery has had a knock-on effect on economies else-
where in Asia with the result that Asian currencies have generally dropped against 
the US dollar. This has caused Asian local-currency sovereign bonds to underper-
form those from other emerging-market regions. 

Hard-currency EM corporate bonds, as represented by the JP Morgan CEMBI Broad 
Diversified Index, have gained 5.0% year-to-date (as at 22 November), which is in 
line with DM corporate bonds’ return. EEMEA (Eastern Europe, Middle East and 
Africa) corporate bonds have posted the strongest performance of any EM region at 
10.9% YTD. Defaults in the EEMEA region rose in 2022 because of failures in Russia 
but the default rate for the region declined to 0% in July this year. By contrast, the 
corporate default rate in Asia hit 17.5% in October due to defaults among Chinese 
property developers. 

Chart 1: US 10-year Treasury yield and EM corpo-
rate and sovereign bond yields since 2019 

 
Source: Pictet Wealth Management, FactSet, as of 
24.11.2023 
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Chart 2: Average inflation and policy rates in EM 
since 2012 government 

 
Source: Pictet Wealth Management, Datastream, as of 
31.10.2023 
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EM SOVEREIGN BONDS: PROMISING RETURN POTENTIAL IN 2024 

Local-currency EM sovereign bond yields have fallen slightly this year, but at 6.6% 
on 24 November (see chart 1) they are still slightly higher than their average level 
since 2010. Yields in Latin America are still high (around 10% in Colombia, Brazil 
and Mexico) so there is potential for them to fall further. We expect central banks in 
Chile, Peru and Brazil to continue cutting rates, and by more than market partici-
pants currently expect, thanks to moderating inflation. Other Latin American cen-
tral banks could follow suit—especially that of Mexico, which has kept its policy rate 
on hold at 11.25% since March.  

Market participants are pricing in further rate cuts by central banks in Latin Amer-
ica and Eastern Europe next year, but not yet by those in Asia. While there may be 
less room for yields to come down in Asia, we nevertheless believe some Asian cen-
tral banks will start cutting rates in the second half of the year. Falling headline in-
flation in the region, possible rate cuts in the US and a potentially weaker US dollar 
could encourage Asian central banks to ease monetary policy. We expect the 
weighted-average policy rate in emerging markets to fall from 7.5% (as at 31 October, 
see chart 2) to 6.4% by the end of 2024.  

We expect the US dollar to weaken against EM currencies in 2024, particularly in the 
second half of the year when the Fed could start to cut rates to counteract slowing 
growth. We believe emerging markets’ growth will prove more resilient as some 
countries have already begun easing policy and the commodities cycle should re-
main supportive. EM growth, especially in Asia, could also be supported by a grad-
ual economic recovery in China, where the authorities have stepped up policy sup-
port significantly of late.  

Based on these expectations, we believe the average local-currency EM sovereign 
yield will fall from 6.6% at 24 November to around 5.5% by the end of next year. At 
these levels, this asset class remains an appealing alternative to developed-market 
sovereign bonds. Indeed, we expect EM sovereign bonds, which show low correla-
tion to Bunds and US Treasuries, to outperform developed-market sovereign bonds 
in 2024.  

Expecting local-currency EM bonds to produce total returns in the high-single-digits 
next year, we remain overweight this asset class. Yields could fall by more than the 
market expects if EM central banks cut rates more aggressively than is currently be-
ing forecast. The biggest risk to our scenario is the possibility of a sharp global slow-
down. If this were to occur, the US dollar would probably strengthen due to its safe-
haven status, prompting EM central banks to keep rates on hold in response to the 
increasing downward pressure on EM currencies. 

EM CORPORATE BONDS: WE PREFER INVESTMENT GRADE TO HIGH YIELD 

We also have a positive outlook on EM corporate bonds as the high coupons they 
are providing increase the likelihood of positive returns next year. However, EM in-
vestment-grade corporate bonds do not appear particularly cheap relative to US in-
vestment-grade credit (see chart 3).  

Nevertheless, our positioning in EM credit is the same as in DM credit—overweight 
investment grade and underweight high yield. This is because we believe 
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investment-grade firms will be better able to cope with higher refinancing costs 
than noninvestment-grade ones. We especially like Asian investment-grade bonds 
as their average spread differential relative to US investment-grade credit is in line 
with the long-term median, indicating a relatively stable and balanced risk premium 
in comparison to US corporate bonds. 

Chart 3: EM IG and US IG spreads and the spread 
differential 

 
Source: Pictet Wealth Management, FactSet, as of 
23.11.2023 
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Chart 4: Asian and US corporate bond yields gov-
ernment. 

 
Source: Pictet Wealth Management, FactSet, as of 
23.11.2023 

The spreads of USD-denominated Chinese corporate bonds have been tightening 
since the summer thanks to supportive policies from the Chinese government, such 
as increased infrastructure spending and the loosening of some rules in the property 
sector. These policies may lead to some investment opportunities, but we will re-
main cautious in terms of which companies we take exposure to.  

Having declined in the twelve previous months, the default rate for EM high-yield 
corporate bonds rebounded to 5.9% in October, according to Bank of America, 
mainly due to defaults at two Chinese property sector companies. EM corporate 
bonds have been subject to more ratings downgrades than upgrades so far this year, 
although the ratio has improved relative to 2022. Meanwhile, the distress ratio (the 
proportion of companies with credit spreads above 1000 bp) has increased slightly 
recently in Latin America and in EEMEA while it has decreased in Asia. We believe 
the EM high-yield default rate could rise moderately next year but will probably re-
main below 7%. 

Encouragingly, companies in emerging markets have been deleveraging in recent 
years, as indicated by lower net leverage ratios. What’s more, investment-grade and 
high-yield corporate bonds still provide higher spreads per turn of net leverage (av-
erage spread over net leverage ratio) than those in the US, signalling that EM credits 
provide higher compensation per unit of risk involved. In Asia, spreads per turn of 
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leverage for investment-grade bonds are twice as high as for US investment-grade 
credit and are actually close to the levels offered by US high-yield bonds. This is one 
of the reasons we believe Asian investment-grade bonds are attractive.  

Despite the progress that EM companies have made in terms of deleveraging over 
the past few years, their interest coverage ratio (12-month EBITDA (earnings before 
interest, taxes, depreciation, and amortisation) over interest expenses) is showing 
signs of deteriorating as they refinance at higher rates. This reinforces our prefer-
ence for investment-grade issues over their HY equivalents.  

In summary, the outlook for EM corporate bonds denominated in US dollars is en-
couraging, and we are keen to lock in the high carry that stem from yields of around 
7.7% (as at 23 November). We prefer investment grade to high yield, which leads us 
to maintain a neutral view on EM corporate bonds overall. We expect spreads to 
remain close to their current level (328 bp on 23 November), ending 2024 at around 
330 bp. We expect Asian investment-grade corporate bonds, as represented by the 
JP Morgan JACI Corporate Investment Grade index, to provide a high-single-digit 
return in 2024, helped by the high carry associated with a yield of 6.4% (on 23 No-
vember, see chart 4). This should compensate for the limited spread compression we 
expect next year. 
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any part of such information, 
may have been provided or 
circulated to employees 
and/or one or more clients of 
BPCAL/Pictet HK Branch be-
fore this document was re-
ceived by you and such infor-
mation may have been acted 
upon by such recipients or by 
BPCAL/Pictet HK Branch. 
This document is provided 
solely for the information of 
the intended recipient only 
and should not be repro-
duced, published, circulated 
or disclosed in whole or in 
part to any other person with-
out the prior written consent 
of BPCAL/Pictet HK Branch.   
 
Singapore 
This document is not directed 
to, or intended for distribu-
tion, publication to or use by, 
persons who are not accred-
ited investors, expert investors 
or institutional investors as 
defined in section 4A of the 
Securities and Futures Act 
2001 (“SFA”) or any person or 
entity who is a citizen or resi-
dent of or located in any local-
ity, state, country or other ju-
risdiction where such distribu-
tion, publication, availability 
or use would be contrary to 
law or regulation or would 
subject BPCAL and any of its 
affiliates or related corpora-
tions to any prospectus or reg-
istration requirements. 
BPCAL is a wholesale bank 
regulated by the  Monetary 
Authority of Singapore 
(“MAS”) under the Banking 
Act 1970 of Singapore, an ex-
empt financial adviser under 
the Financial Advisers Act 
2001 of Singapore (“FAA”) and 
an exempt capital markets li-
cence holder under the SFA. 
Please contact BPCAL in Sin-
gapore in respect of any mat-
ters arising from, or in connec-
tion with this document.  

 
Hong Kong  
This document is not directed 
to, or intended for distribu-
tion, publication to or use by, 
persons who are not “profes-
sional investors” within the 
meaning of the Securities and 
Futures Ordinance (Chapter 
571 of the Laws of Hong 
Kong) and any rules made 
thereunder (the “SFO”) or any 
person or entity who is a citi-
zen or resident of or located in 
any locality, state, country or 
other jurisdiction where such 
distribution, publication, 
availability or use would be 
contrary to law or regulation 
or would subject Pictet HK 
Branch and any of its affiliates 
or related corporations to any 
prospectus or registration re-
quirements. If you do not want 
Pictet HK Branch to use your 
personal information for mar-
keting purposes, you can re-
quest Pictet HK Branch to 
stop doing so without incur-
ring any charge to you.  
In distributing an investment 
product as agent for a third 
party service provider, Pictet 
HK Branch distributes the 
product for the third party ser-
vice provider and the product 
is a product of the third party 
service provider but not Pictet 
HK Branch. In respect of an el-
igible dispute (as defined in 
the Terms of Reference for the 
Financial Dispute Resolution 
Centre in relation to the Fi-
nancial Dispute Resolution 
Scheme) arising between Pic-
tet HK Branch and you out of 
the selling process or pro-
cessing of the related transac-
tion, Pictet HK Branch is re-
quired to enter into a Finan-
cial Dispute Resolution 
Scheme process with you; 
however any dispute over the 
contractual terms of the prod-
uct should be resolved directly 
between the third party ser-
vice provider and you. 
 
Banque Pictet & Cie SA is a 
limited liability company in-
corporated in Switzerland. It is 
an authorized institution 
within the meaning of the 
Banking Ordinance and a reg-
istered institution (CE No.: 
BMG891) under the SFO car-
rying on Type 1 (dealing in se-
curities), Type 4 (advising on 
securities) and Type 9 (asset 

management) regulated activi-
ties. The registered address of 
Pictet HK Branch is 9/F., 
Chater House, 8 Connaught 
Road Central, Hong Kong. 
 
Warning: The contents of this 
document have not been re-
viewed by any regulatory au-
thority in Hong Kong.  You are 
advised to exercise caution in 
relation to the offer.  If you are 
in any doubt about any of the 
contents of this document, 
you should obtain independ-
ent professional advice. 
Please contact Pictet HK 
Branch in Hong Kong in re-
spect of any matters arising 
from, or in connection with 
this document. 
 


