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ABSTRACT

This study examines the potential diversification benefits of adding emerging market bonds to portfolio of US
stocks from July 2004 through July 2019. The results indicate that relatively higher returns can be earned by
investing in local currency emerging market bonds during the full sample period. While emerging market
bonds offer diversification benefits, they do not provide a hedge to portfolio risk. In times of economic/political
turmoil, emerging market bonds do not afford a safe haven. The greatest hedging benefits (among bonds) are
provided by investing in diversified portfolio of US bonds. To a lessor degree, hedging benefits are also
achieved through investment in a diversified portfolio of international bonds from developed countries.
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