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Emerging market short duration 

bonds – an attractive diversifier?
Emerging market debt has shown 
resilience in a year that has brought 
significant market volatility and 
uncertainty in global trade relations. 
In this environment, we think short 
duration bonds could be a useful 
way to diversify portfolios.

In the first part of the year, markets 

have been volatile, driven by 

significant uncertainty surrounding US 

tariffs. However, despite the sizeable 

macroeconomic shock delivered by 

President Donald Trump’s “liberation 

day” tariff announcement on 2 April, 

emerging market (EM) assets look 

relatively well positioned – especially 

hard currency bonds, namely those 

issued in US dollars rather than     

local currencies.

One reason for this is that many of 

the larger constituents of the EM 

debt universe have been relatively 

lightly touched, particularly in Latin 

America and the Middle East. In fact, 

the highest tariff risks seem likely 

to fall on smaller, open economies 

in Asia, such as Vietnam, Taiwan 

and Thailand, which are not large 

exposures in EM debt indices.

Thanks to these and other trends, 

EM assets have remained buoyant 

despite the challenges. In spite 

of spread widening across credit 

markets, EM hard currency bonds 

have performed well compared 

Key takeaways
• Sound reforms and structural

improvements have put

emerging market (EM)

countries in a stronger position

to weather volatility than

before.

• EM short duration hard

currency bonds may

offer higher spreads than

comparable developed market

bonds without exposure to

local currencies and with low

interest rate risk.

• The universe is geographically

dispersed among 80 countries

including both sovereigns and

corporates, investment grade

and high yield issuers.
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with equivalent developed market assets (Exhibit 1). We 

believe this performance can continue given the strong 

fundamentals we see in the EM debt universe. 

These strong fundamentals include a range of economic 

and structural factors. For example, in recent years many 

EM countries have undertaken sound reforms and turned 

to conservative, conventional economic policies. Many 

countries in the EM universe responded prudently through 

the pandemic years and also during the energy shock 

that followed the Russia-Ukraine conflict, demonstrating 

stability.

In the last two years, the universe has seen far more 

ratings upgrades than downgrades, demonstrating that 

credit agencies tend to agree with our positive outlook. 

Today, emerging market indices typically hold an 

average rating of investment grade.

And it’s not only emerging market sovereigns that 

have achieved significant improvements in their fiscal 

positioning. In the last decade, EM corporates have 

typically reduced leverage and improved liquidity 

positions, resulting in better credit metrics. Additionally, 

most EM corporate issuers diversified their business 

models to improve resilience to external shocks.

Exhibit 1: Despite tariffs, EM sovereign debt has performed well compared with US bonds

Source: AllianzGI, Bloomberg as at 18 April 2025.

All these factors, we believe, make EM debt a compelling 

asset class. Within this universe, we think short duration 

hard currency bonds offer a particularly appealing 

combination of return potential and defensive qualities.

Short duration may offer a sweet spot for 
credit investing

Bonds issued by EM sovereigns and corporates with short 

maturities, typically up to five years, have historically 

offered attractive risk-adjusted returns. They are less 

exposed to interest rate risk than longer duration bonds 

(see Exhibit 2). All things being equal, they tend to have 

lower credit risks too, since it is easier to assess a creditor’s 

solvency over a shorter timeline than a longer one.

The credit spread on offer provides an attractive yield 

relative to cash or money market products, without the 

typical volatility associated with most credit indices. 

Additionally, while US Treasury curves have steepened 

from very inverted levels seen in 2023, they remain 

relatively flat in historical terms, providing little benefit for 

extending duration and supporting the appeal of short 

duration fixed income strategies as a “carry” anchor for an 

investor’s portfolios.

  EM Sovereigns           US Investment Grade Corporates           US High Yield Corporates

31. Dec 2024

4%

-3%

3%

2%

1%

0%

-1%

-2%

31. Jan 2025 28. Feb 2025 31. Mar 2025

EMERGING MARKET SHORT DURATION BONDS – AN ATTRACTIVE DIVERSIFIER?



3

Being emerging market assets, these bonds typically 

offer a higher risk premium than bonds from developed 

markets, meaning investors can generally enjoy more 

attractive credit spreads than are available for US or 

European corporate bonds. In fact, EM hard currency 

short duration bonds have historically offered total 

returns comparable to US high yield bonds, and typically 

better than US investment grade, but with lower volatility 

(Exhibit 3).

EM short duration bonds include a diverse range of 

credit opportunities, from high-quality, defensive issuers 

to higher-yielding opportunities in issuers from growing 

economies and improving industries. The universe of these 

assets is geographically dispersed among around 80 

different countries from Asia to Latin America (see Exhibit 

4). And it includes both sovereign and corporate issuers, 

allowing investors to benefit from a “blended” strategy 

that includes both issuer types.

Additionally, EM short duration hard currency bonds are 

not exposed to currency risk as local currency bonds would 

be. This removes another source of risk that can potentially 

impact risk-adjusted returns. 

What are the potential drawbacks with EM short duration 

hard currency bonds? Because they are relatively 

insensitive to interest rate changes – ie, they have low 

duration risk – they would enjoy only limited participation 

Source: AllianzGI, Bloomberg as at 18 April 2025. US IG = Bloomberg 

US Corporate Bond Index. US HY = Bloomberg US Corporate High Yield 

Index. Emerging Market Debt 1-5yr = Bloomberg EM USD Aggregate 1-5 

Year Index.

Exhibit 2: EM short duration bonds offer comparable 
spread to US bonds with lower duration
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Exhibit 3: EM hard currency short duration bonds have tended to outperform US investment grade

Source: AllianzGI, Bloomberg as at 18 April 2025.
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in upside should interest rates fall. As with other EM assets, 

they may also face a higher liquidity risk than developed 

market bonds. And compared with developed market 

investment grade bonds, these assets may also carry 

higher risks of volatility and capital loss.

A flexible approach may offer the greatest 
opportunity

Overall, however, we think that EM short duration hard 

currency bonds offer an attractive solution for investors 

to meet their return objectives without taking excessive 

interest rate or credit risks. In an uncertain environment, 

these bonds are a potentially compelling way to gain 

exposure to emerging markets and capture risk premium, 

while keeping a more defensive profile, and without 

exposure to local currencies.

Within this universe, we think there are good reasons 

to invest flexibly in an unconstrained approach. Unlike 

investing in a purely investment grade or high yield 

strategy, with strict rating requirements, an unconstrained 

EM debt strategy can take advantage of opportunities 

across credit ratings. Potential rising stars, or oversold 

“fallen angels”, can provide opportunities at the boundary 

of investment grade ratings. This allows the strategy to 

invest in opportunities with the best risk-reward potential, 

harvesting attractive starting yields, as well as benefiting 

from roll-down of credit curves and active trading 

opportunities.

In our view, the blended universe of EM sovereigns and 

corporates, including investment grade and high yield 

issuers, offers a diverse opportunity set in which an active 

investment strategy can take advantage of the most 

compelling entry points. Within this universe, we think 

short duration hard currency bonds are an attractive 

diversifier in an uncertain world.

Source: Bloomberg, Allianz Global Investors as at 22 April 2025. US IG = Bloomberg US Corporate Bond Index. US HY = Bloomberg US Corporate High 

Yield Index. Emerging Market Debt 1-5yr = Bloomberg EM USD Aggregate 1-5 Year Index.

Exhibit 4: Comparison of EM short duration bonds with US bonds

Characteristics US IG US High Yield Emerging Market Debt 1-5yr

Yield to worst (%) 5.42 8.35 6.27

OAS (basis points) 111 412 234

Duration (years) 6.71 3.16 2.58

Average rating BBB+ B+ BBB

Countries 24 27 68

Issuers 898 890 477

Issues 8,317 1,951 968

Outstanding ($bn) 7,440 1,414 882

Returns US IG US High Yield Emerging Market Debt 1-5yr

1yr (%) 7.50 5.40 7.83

3yr (% annualised) 2.23 5.39 4.78

Volatility US IG US High Yield Emerging Market Debt 1-5yr

1yr std. dev. 5.86 3.05 1.60

3yr std. dev. 9.39 8.26 4.98
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The document is for use by qualified Institutional Investors (or Professional/Sophisticated/Qualified Investors as such term may apply in local 
jurisdictions).

This document or information contained or incorporated in this document have been prepared for informational purposes only without regard to the 
investment objectives, financial situation, or means of any particular person or entity. The details are not to be construed as a recommendation or an 
offer or invitation to trade any securities or collective investment schemes nor should any details form the basis of, or be relied upon in connection with, 
any contract or commitment on the part of any person to proceed with any transaction. 

Any form of publication, duplication, extraction, transmission and passing on of the contents of this document is impermissible and unauthorised. No 
account has been taken of any person’s investment objectives, financial situation or particular needs when preparing this content of this document.  The 
content of this document does not constitute an offer to buy or sell, or a solicitation or incitement of offer to buy or sell, any particular security, strategy, 
investment product or services nor does this constitute investment advice or recommendation. 

The views and opinions expressed in this document or information contained or incorporated in this document, which are subject to change without 
notice, are those of Allianz Global Investors at the time of publication. While we believe that the information is correct at the date of this material, no 
warranty of representation is given to this effect and no responsibility can be accepted by us to any intermediaries or end users for any action taken on 
the basis of this information. Some of the information contained herein including any expression of opinion or forecast has been obtained from or is 
based on sources believed by us to be reliable as at the date it is made, but is not guaranteed and we do not warrant nor do we accept liability as to 
adequacy, accuracy, reliability or completeness of such information.  The information is given on the understanding that any person who acts upon it or 
otherwise changes his or her position in reliance thereon does so entirely at his or her own risk without liability on our part.  There is no guarantee that 
any investment strategies and processes discussed herein will be effective under all market conditions and investors should evaluate their ability to 
invest for a long-term based on their individual risk profile especially during periods of downturn in the market.

Investment involves risks, in particular, risks associated with investment in emerging and less developed markets. Any past performance, prediction, 
projection or forecast is not indicative of future performance.  Investors should not make any assumptions on the future on the basis of performance 
information in this document. The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations 
and you may not get back the amount originally invested.

Investing in fixed income instruments (if applicable) may expose investors to various risks, including but not limited to creditworthiness, interest rate, 
liquidity and restricted flexibility risks. Changes to the economic environment and market conditions may affect these risks, resulting in an adverse effect 
to the value of the investment. During periods of rising nominal interest rates, the values of fixed income instruments (including short positions with 
respect to fixed income instruments) are generally expected to decline. Conversely, during periods of declining interest rates, the values are generally 
expected to rise. Liquidity risk may possibly delay or prevent account withdrawals or redemptions. 
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