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PIMCO Emerging Markets Advantage Local Currency Bond Index (EMAD) 
The PIMCO Emerging Markets Advantage Local Currency Bond Index tracks the performance 
of a GDP-weighted basket of locally-denominated government debt and currencies of emerging 
market countries.   

Country selection 
For a country to qualify for inclusion in the index it (i) must be classified as having a low or 
middle per capita income based on the average Gross National Income per capita for the 
previous five years as published by the World Bank in order to enter the index, (ii) must have an 
average Gross National Income per capita for the previous five years that is less than or equal to 
1.5 times the World Bank high-income threshold in order to remain in the index, (iii) must have 
greater than a 0.3% share of World GDP, based on the average of the ratio of the country’s GDP 
to the total GDP of all countries for each of the most recently available five years, (iv) must be 
rated BB3 or higher based on an average of Moody’s, Standard & Poor’s and Fitch foreign 
currency long term sovereign debt ratings, (v) must be accessible to foreign investors through 
government bonds or currency forwards, (vi) must not be subject to EU or US sanctions, and 
(vii) must have a transparent source of daily pricing.  The list of eligible countries is reviewed 
annually based on information available as of June 30 and may be reviewed more frequently in 
cases of extraordinary market events. 

Country additions/removals that occur as a result of the June 30 review take effect on 
October 31.  If a country that is already in the index, or that has been announced for addition to 
the index, is added to a sanction list or no longer has transparent pricing, a decision will be 
reached as to the timing of its removal from the index/new additions list, if at all.  If a country 
that is already in the index is downgraded to below BB3 it is removed at the end of the month in 
which the downgrade occurs and its share of the index at point of departure is distributed across 
the remaining countries on a pro-rata basis, subject to the 15% country cap.  Once removed, a 
downgraded country cannot be considered for re-entry until the next annual review.  Countries 
that do not have a foreign currency long term sovereign debt rating from any of the three 
agencies are not included in the index.  For compilation of the initial back history, GDP data for 
2008 and prior was based on the historical data as posted by the IMF in 2008. 

Country weights 
A country’s weight in the index is set initially, and reset annually on October 31 of each year, to 
the ratio of its average world GDP weight over the last five years to the total of the same for all 
countries included in the index.  Between annual reset dates, country weights float based on their 
relative total return performances.  A 15% country cap is imposed initially and at each 
subsequent monthly rebalancing date.  Countries that exceed the limit are reduced to 15% and 
the face value of each of their bonds is adjusted on a pro-rata basis.  Similarly, the face values of 
bonds of all other issuers that fall below the 15% cap are increased on a pro-rata basis.  In the 
event that fewer than seven countries are included in the index, they are equally weighted.  If a 
country whose constituents are bonds has no qualifying bonds for a given month, that country’s 
exposure may be represented with deliverable or non-deliverable currency forwards.  Otherwise, 
the country is excluded from the index and its weight is redistributed to all other qualifying 
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countries on a pro-rata basis.  Once removed, a country cannot be considered for re-entry until 
the next annual review. 

The Index Oversight Committee has the discretion to phase in any annual rebalancing change 
that will have a material impact on the allocation to a given country.  In such cases, the phase in 
will take place over a pre-defined period the length of which will be announced concurrent with 
the annual notice of the new country weights.  Each month during the phase-in period, the 
country’s weight is equal to the greater of (i) a straight line amortization of the target allocation 
and (ii) its current weight in the index (in the event that market appreciation has already 
increased it over the amortized target).  For example, if a new country has a 6% target allocation 
that will be phased in over a four month period, it would join the index on October 31 with a 
1.5% weight.  Thereafter, its minimum weight would be 3.0% on November 30 and 4.5% on 
December 31 and on January 31 it would reach its 6% target.  If another country is removed 
from the index due to a downgrade during the phase-in period, the phased in country’s 
amortization schedule is immediately adjusted to reflect its new target allocation.  During the 
phase in period offsetting adjustments are made to all other countries on a pro-rata basis. 

Constituent selection 
A country’s constituents will consist of eligible local currency denominated government bonds 
unless it (i) has significant capital controls and access restrictions, (ii) lacks sufficient 
government bond issuance, or (iii) has poor liquidity in local bond markets.  If a country fails 
one or more of the above criteria it may be represented in the index by deliverable or non-
deliverable currency forwards. 

For countries whose constituents are bonds, the index only includes fixed rate local currency 
sovereign debt with at least 18 months remaining term to final maturity at the time of issuance 
and at least one year remaining term to final maturity as of the rebalancing date.  In addition, 
qualifying securities must meet the minimum size requirements, stated in terms of the issue’s 
outstanding face value in local currency terms, as established for each country.  The minimum 
size requirements for countries currently included in the index as of July 31, 2017 are: Brazil 
(BRL1bn), Chile (CLP 100bn); Colombia (COP 500bn), Indonesia (IDR5tn), Malaysia 
(MYR1bn), Mexico (MXN5bn), Philippines (PHP 10bn), Poland (PLN 2bn); Russia (RUB 
10bn), South Africa (ZAR5bn), Thailand (THB10bn), and Turkey (TRY2bn).  Bills, inflation-
linked debt and STRIPS are excluded from the Index; however, original issue zero coupon bonds 
are included in the index and the amounts outstanding of qualifying coupon securities are not 
reduced by any portions that have been stripped.  Starting December 31, 2011, Brazil 
Government Bills qualify for inclusion in the index provided they meet maturity and size 
requirements. 

Bond weights within the country are based on their relative capitalizations (i.e., amount 
outstanding times price plus accrued interest).  Bond prices are based on bid side valuations as of 
the local market close.  Accrued interest is calculated for next calendar day settlement.  Cash 
flows from bond payments that are received during the month are retained in the index until the 
end of the month and then are removed as part of the rebalancing.  Cash does not earn any 
reinvestment income while it is held in the Index.  Bond constituents are rebalanced on the last 
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calendar day of the month, based on information available up to and including the third business 
day before the last business day of the month. 

For countries whose constituents are currency forwards, deliverable forwards are preferred but 
non-deliverable forwards are used for currencies without sufficiently liquid deliverable forward 
markets.  For currencies without active forward or non-deliverable forward markets, the most 
recently issued 3 month government Bill may replace the forward instruments.  Countries 
without an active forward or government Bill market are not eligible for the indices, even if they 
otherwise would qualify.  As of July 31, 2017, the index includes China, and India NDFs.  The 
index holds an equally weighted basket of 3-month deliverable or non-deliverable currency 
forwards issued on the current and two preceding rebalancing dates.  Each forward is held in the 
index until it matures at which point it is replaced by a newly issued 3-month forward.  
Therefore, on each monthly rebalancing date the country basket consists of three equally 
weighted forwards: one with three months to maturity, one with two months to maturity, and one 
with one month to maturity.  Between the monthly rebalancing dates, the weights of the three 
constituents are allowed to float based on their relative performance.  Currency forwards are 
valued using WM/Reuters mid prices as of the London close. 

Index Oversight Committee (IOC) 
To the degree the index rules allow for discretion in their application, that discretion is the 
purview of the IOC. 
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disclosure is prohibited. MLPF&S retains exclusive ownership of the BofA Merrill Lynch Indices and the analytics used to create 
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The information in this analysis is for internal use only and redistribution of this information to third parties is expressly prohibited. 
Neither the analysis nor the information contained therein constitutes investment advice or an offer, or an invitation to make an 
offer, to buy or sell any securities or any options, futures or other derivatives related to such securities ("related securities"). 
 
The information and calculations contained in this analysis have been obtained from a variety of sources, including those other 
than MLPF&S and are based on a variety of assumptions and MLPF&S does not guarantee their accuracy. There is no 
assurance that hypothetical results will be equal to actual performance under any market conditions. MLPF&S or its affiliates, 
directors, officers, employees and employee benefit programs may have a long or short position in and may buy and sell for its 
own account or the accounts of others, securities referred to in the Application or related investments. The prices are not the 
actual bids MLPF&S offers for these securities. Therefore there can be no assurance that these securities could be sold at such 
or bought at such prices from MLPF&S or another party. Foreign currency rates of exchange may adversely affect the value, 
price or income of any security or related investment mentioned in the analysis. 
 
In no event shall MLPF&S or any of its partners, affiliates, related companies, employees, officers, directors or agents of any such 
persons have any liability to any person or entity relating to or arising out of this analysis, or the indices, application or information 
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contained therein. Reference is also made to www.mlx.ml.com for a complete set of terms and conditions of use concerning the 
applications and calculators used to generate this analysis. 

http://www.mlx.ml.com/

