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It’s not surprising that an expected tapering announcement from the Federal Reserve is causing some
consternation among investors. Safe havens and risk assets sold off sharply during the Taper Tantrum of 2013—the
U.S. 10-year Treasury yield jumped 141 bps from May to December 2013, while the yield on the benchmark index
for EM local rates, which was one of the more affected fixed income asset classes, surged 168 bps and posted a
total return of -11.9% over the same period. 1 We previously addressed the economic and technical rationale for the
timing of the Fed’s potential tapering, and this post focuses on the Five Reasons why EM local rates may be more
resilient to the onset of its latest reduction in asset purchases.
Our Five Reasons are based on the perspective of current conditions in the EM local markets compared to those
that existed in 2013.

1 Fed Communication
In 2013, the Fed’s QE tapering signal from former Chair Bernanke jolted the markets only a few
months after it launched “QE Infinity.” The Fed also initially failed to de-link QE taper from being
regarded as a signal on its policy rate. However, realizing the confusion within the markets, it
subsequently set a clear delineation between a tapering signal and a policy-rate signal. 2 This time,
while the timing of a formal announcement remains uncertain, the markets widely expect the start of
the tapering process, and some Fed governors are also signalling that the taper timeframe is
approaching.
2 Portfolio Flows and Market Performance
Leading up to the Taper Tantrum, EM portfolios received substantial inflows and, more importantly,
rate expectations failed to reprice higher. In contrast, as anticipation for a Fed tapering
announcement in 2021 has mounted, EM (ex-China) portfolio flows have generally remained
negative, and EM rate expectations have recently repriced higher (Figure 1). The monetary policy
landscape is different as well: select EM central banks have raised interest rates, and the market has
priced in interest-rate hikes for several other EM central banks. The combination of flows, rate
expectations, and monetary policy developments create a more supportive backdrop for EM local
markets going forward.
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The referenced index is the J.P. Morgan Government Bond Index-Emerging Markets Global Diversified.
Transcript of Chairman Bernanke’s Press Conference June 19, 2013.
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Figure 1: The Technical Picture in EM Local Rates Appears More Supportive Compared to 2013

Change in Index Yield

Return (USD)

EPFR Flow ($ bln)

2021 (Jan- May)

70bp

-2%

4 (ex-China)

2020

-100bp

2.69%

-13.5 (ex-China)

2013 (May to Dec)

168bp

-11.9%

-16.7*

2013 (Jan to Apr)

-30bp

3.3%

26.4*

2012

-120bp

16.76%

26.2*

Source: Bloomberg, J.P. Morgan, and EPFR. The referenced index is the J.P. Morgan Government Bond Index-Emerging Markets Global Diversified. *The flows in 2012 and
2013 include China, but China was not included in the benchmark index, so flows were insignificant.

3 EM Valuations
Select high-yielding local rate curves, such as those in Figure 2, remain very steep and, in
comparison to 2013, are more appropriately priced to absorb a potential rise in U.S. real yields. In
addition, real effective exchange rates in LatAm and emerging Europe are notably weaker since 2013
(Figure 3), thus may already be braced for expectations of higher long-term rates in the U.S.
Figure 2: 10-year Local Market Real Yield
Differentials vs. the U.S.*

Figure 3: LatAm and CEE Real Effective Exchange
Rates Appear Well Braced for Potential Taper-Related
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Source: PGIM Fixed Income and Bloomberg. *Credit-risk adjusted real yield
differentials involve the following for April 30, 2013: Generic 10-year local yield – 10year Sovereign CDS spread (for Brazil data is as of April 26th) – CPI Forecast for
2014 – U.S. 10-year Real Yield. For June 2021: Generic 10-year local yield – 10year Sovereign CDS spread – CPI Forecast for 2022 – U.S. 10-year Real Yield.
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Global Growth and Commodities

Source: IMF, JPM, PGIM Fixed Income as of April 30, 2021

Our real global GDP forecasts of 6.4% in 2021 and 4.2% in 2022 are stronger than the global growth
backdrop of about 3.5% in 2012 and 2013.The commodity backdrop is on better footing as well. In
2013, commodities were in the midst of a two-year downtrend, whereas the current recovery in
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commodity prices not only put the major indices on track for their best year-over-year performance
since the early 2000s, but it also set the stage for improvement in EM fundamentals.

5 EM Fundamentals
EM external balance sheets are currently in better shape than they were leading up to the Taper
Tantrum. In 2012, the “Fragile Five” of Brazil, Indonesia, South Africa, India, Turkey had sizable
current account deficits. Today, with the exception of Turkey, these countries have markedly
improved current account balances (Figure 4), which greatly reduces their vulnerability to capital flow
reversals.
Figure 4: EM Current Account Balances (% of GDP): 2012 vs. 2020

Source: Haver Analytics and PGIM Fixed Income

While investors may have concerns about the effects of the Fed’s latest tapering on the fixed income
markets, we find Five Reasons why the EM local markets are better positioned than they were in 2013.
Therefore, we see a low probability for a sustained underperformance once a tapering announcement
arrives. Furthermore, in a scenario where a tapering announcement leads to a depreciation in EMFX, a
notable increase in local yields, or both outcomes, we would view that result as an attractive opportunity
to add risk in these asset classes.
This material reflects the views of the author as of June 10, 2021 and is provided for informational or educational
purposes only. Source(s) of data (unless otherwise noted): PGIM Fixed Income.

THE BOND BLOG
@PGIM Fixed Income

Source(s) of data (unless otherwise noted): PGIM Fixed Income, as of June 2021.
PGIM Fixed Income operates primarily through PGIM, Inc., a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended, and a Prudential
Financial, Inc. (“PFI”) company. Registration as a registered investment adviser does not imply a certain level or skill or training. PGIM Fixed Income is headquartered in
Newark, New Jersey and also includes the following businesses globally: (i) the public fixed income unit within PGIM Limited, located in London; (ii) PGIM Netherlands
B.V., located in Amsterdam; (iii) PGIM Japan Co., Ltd. (“PGIM Japan”), located in Tokyo; (iv) the public fixed income unit within PGIM (Hong Kong) Ltd. located in Hong
Kong; and (v) the public fixed income unit within PGIM (Singapore) Pte. Ltd., located in Singapore (“PGIM Singapore”). PFI of the United States is not affiliated in any
manner with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom.
Prudential, PGIM, their respective logos, and the Rock symbol are service marks of PFI and its related entities, registered in many jurisdictions worldwide.
These materials are for informational or educational purposes only. The information is not intended as investment advice and is not a recommendation
about managing or investing assets. In providing these materials, PGIM is not acting as your fiduciary. Clients seeking information regarding their particular
investment needs should contact their financial professional. These materials represent the views and opinions of the author(s) regarding the economic conditions,
asset classes, securities, issuers or financial instruments referenced herein. Distribution of this information to any person other than the person to whom it was originally
delivered and to such person’s advisers is unauthorized, and any reproduction of these materials, in whole or in part, or the divulgence of any of the contents hereof,
without prior consent of PGIM Fixed Income is prohibited. Certain information contained herein has been obtained from sources that PGIM Fixed Income believes to
be reliable as of the date presented; however, PGIM Fixed Income cannot guarantee the accuracy of such information, assure its completeness, or warrant such
information will not be changed. The information contained herein is current as of the date of issuance (or such earlier date as referenced herein) and is subject to
change without notice. PGIM Fixed Income has no obligation to update any or all of such information; nor do we make any express or implied warranties or
representations as to the completeness or accuracy or accept responsibility for errors. All investments involve risk, including the possible loss of capital. These
materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial instrument or an y investment
management services and should not be used as the basis for any investment decision. No risk management technique can guarantee the mitigation or
elimination of risk in any market environment. Past performance is not a guarantee or a reliable indicator of future results and an investment could lose
value. No liability whatsoever is accepted for any loss (whether direct, indirect, or consequential) that may arise from any use of the information contained
in or derived from this report. PGIM Fixed Income and its affiliates may make investment decisions that are inconsistent with the recommendations or views
expressed herein, including for proprietary accounts of PGIM Fixed Income or its affiliates.
The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as recommendations of
particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding the suitability of any securities,
financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned herein, the recipient(s) of this report must
make its own independent decisions.
Conflicts of Interest: PGIM Fixed Income and its affiliates may have investment advisory or other business relationships with the issuers of securities referenced herein.
PGIM Fixed Income and its affiliates, officers, directors and employees may from time to time have long or short positions in and buy or sell securities or financial
instruments referenced herein. PGIM Fixed Income and its affiliates may develop and publish research that is independent of, and different than, the recommendations
contained herein. PGIM Fixed Income’s personnel other than the author(s), such as sales, marketing and trading personnel, may provide oral or written market
commentary or ideas to PGIM Fixed Income’s clients or prospects or proprietary investment ideas that differ from the views expressed herein. Additional information
regarding actual and potential conflicts of interest is available in Part 2A of PGIM Fixed Income’s Form ADV.
In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited is authorised and regulated by the
Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number 193418). In the European Economic Area (“EEA”), information is issued by PGIM Netherlands B.V., an entity
authorised by the Autoriteit Financiële Markten (“AFM”) in the Netherlands and operating on the basis of a European passport. In certain EEA countries, information is, where permitted, presented by PGIM
Limited in reliance of provisions, exemptions or licenses available to PGIM Limited under temporary permission arrangements following the exit of the United Kingdom from the European Union. These
materials are issued by PGIM Limited and/or PGIM Netherlands B.V. to persons who are professional clients as defined under the rules of the FCA and/or to persons who are professional clients as
defined in the relevant local implementation of Directive 2014/65/EU (MiFID II). In certain countries in Asia-Pacific, information is presented by PGIM (Singapore) Pte. Ltd., a Singapore investment manager
registered with and licensed by the Monetary Authority of Singapore. In Japan, information is presented by PGIM Japan Co. Ltd., registered investment adviser with the Japanese Financial Services
Agency. In South Korea, information is presented by PGIM, Inc., which is licensed to provide discretionary investment management services directly to South Korean investors. In Hong Kong, information
is provided by PGIM (Hong Kong) Limited, a regulated entity with the Securities & Futures Commission in Hong Kong to professional investors as defined in Section 1 of Part 1 of Schedule 1 (paragraph
(a) to (i) of the Securities and Futures Ordinance (Cap.571). In Australia, this information is presented by PGIM (Australia) Pty Ltd (“PGIM Australia”) for the general information of its “wholesale” customers
(as defined in the Corporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is exempt from the requirement to hold an Australian Financial Services License under the Australian
Corporations Act 2001 in respect of financial services. PGIM Limited is exempt by virtue of its regulation by the FCA (Reg: 193418) under the laws of the United Kingdom and the application of ASIC Class
Order 03/1099. The laws of the United Kingdom differ from Australian laws. In South Africa, PGIM, Inc. is an authorised financial services provider – FSP number 49012. In Canada, pursuant to the
international adviser registration exemption in National Instrument 31-103, PGIM, Inc. is informing you of that: (1) PGIM, Inc. is not registered in Canada and is advising you in reliance upon an exemption
from the adviser registration requirement under National Instrument 31-103; (2) PGIM, Inc.’s jurisdiction of residence is New Jersey, U.S.A.; (3) there may be difficulty enforcing legal rights against PGIM,
Inc. because it is resident outside of Canada and all or substantially all of its assets may be situated outside of Canada; and (4) the name and address of the agent for service of process of PGIM, Inc. in
the applicable Provinces of Canada are as follows: in Québec: Borden Ladner Gervais LLP, 1000 de La Gauchetière Street West, Suite 900 Montréal, QC H3B 5H4; in British Columbia: Borden Ladner
Gervais LLP, 1200 Waterfront Centre, 200 Burrard Street, Vancouver, BC V7X 1T2; in Ontario: Borden Ladner Gervais LLP, 22 Adelaide Street West, Suite 3400, Toronto, ON M5H 4E3; in Nova Scotia:
Cox & Palmer, Q.C., 1100 Purdy’s Wharf Tower One, 1959 Upper Water Street, P.O. Box 2380 - Stn Central RPO, Halifax, NS B3J 3E5; in Alberta: Borden Ladner Gervais LLP, 530 Third Avenue S.W.,
Calgary, AB T2P R3.
© 2021 PFI and its related entities.
© 2020 Prudential Financial, Inc. (PFI) and its related entities. PGIM, the PGIM logo, and the Rock symbol are service marks of PFI and its related entities, registered
in many jurisdictions worldwide.
Mutual Fund investments are subject to market risks, read all scheme related documents carefully.

2021-4779

