
EMERGING MARKETS DEBT 
MONTHLY REPORT ï JULY 2010 

 

Global Evolution  PORTFOLIO STRATEGY 
 

Global Evolution has prepared this report only with the aim of informing on products and 

services to investors. Please refer to www.global evolution.com/disclaimer - to - marketing - material  

for full disclaimer.  

 

 

 
 

 
 
 

 
 

 
 
 

 
Emerging Markets Overview  
As expected t he European stress test of banks proved 
defec tive as only trading books were  tested  and as  testing  
excluded the impact of a sovereign default.  However, a 
coordinated marketing effort from politicians and central 
bankers using superlatives like ñrobustnessò, ñconclusiveò 
and ñconvincingò apparently did the job of restoring 
confidence in the European financial system.  Consequently, 
risk willingness continued to build with the support  of 
generally strong Q2 earnings reports .   
 
The rise  in  risk appetite occured  as the combination of poor 
data releases from the US and stronger data out of the euro 
zone  seriously questioned the  strength of the US recovery 
and the US growth outlook relative to that of the euro zone . 
I n foreign currency markets this was not left unno ticed. 
Having finished June with  EUR/USD at  1.2238 the euro 
rallied 6. 45% to EUR/USD 1.30 48 by end July  with the 
move being supported by a widening in the German -US 2 yr 
spread to around 25bps from around zero .  
 
In July, o nce again a ll types of Emerging M arkets debt 
funds saw strong inflows.  Hard currency debt funds gained 
a 3 year record high of USD 1.54bn or 3.83% of AUM . Local 
currency debt funds gained USD 1.37bn or 4.5% of AUM 
and blended debt funds gained USD 766 mn or 3.3% of 
AUM. 
 
The US 10yr yield spent most of July in a relatively narrow 
range around 2.98% and with risk back in fashion Emerging 
Markets hard currency debt saw a spread tightening of 
43bps thereby leaving JPMorganôs EMBI Global Diversified 
at  310bps by end July. Unsurprisingly , having  been on the 
sideline in June more  sovereigns  tapped into the marke t in 
July  including Belarus, Croatia, Poland, Turkey, Barbados, 
Brazil, Mexico, Chile and Colombia. Chile placed a dual 
currency 10yr USD 1bn and a USD 500mn in pesos whereas 
Colombia tappe d the peso -denominated 2021 bond. In total 
Emerging Market sovereigns tapped the international 
market for the equivalent of around USD 9bn in July.    
  
Successful  Strategies  
Having entered July with zero exposure  to  Croatia we 
initiated a large overweight  as Croatia issued a new 10 year 
bond at an attractive yield. With this issuance Croatia ôs 
benchmark  weight  is expected to double  and with the 
market caught short th e bond performan ed strongly . Also , 
our large overweight in Egyptian bonds made nice relativ e 
performance in July. In Colombia we went overweight and 
long duration in early July on expectations that President  
elect  Santos can ease tensions with Venezuela and improve 
Colombiaôs fiscal situation. End July we took profit  on half of 
the long duration  bonds and bought shorter duration . Zero  
allocation to countries like Lebanon, China,   
 

 
Chile  and El Salvador also contribute d to outperformance . 
However, end July we entered  a benchmark neutral position  
in  El Salvador 2035 as most  recent  macro number s have 
surprised to the upside .   
 
Less Successful Strategies  
An above average cash position in early July went against 
us despite disappointing statistics out of the US. Likewise, 
an imperfect  dollar  hedge also  contributed to 
underperformance . In  the Philippi nes our long held zero 
allocation made negative relative  return contribution as  
Philippine hard currency debt outperformed benchmark 
EMBI Global Diversified. Elsewhere, our local market 
exposure in Serbia and in Ghana also contributed to 
underperformance. In Serbi a the Dinar continued to weaken 
despite interventions by the central bank  whereas i n Ghana 
both rates and FX ha ve been quite stable with returns 
below that of benchmark. In Indonesia a below benchmark 
duration exposure made us underperform the benc hmark .   
 
Investment Outloo k  
By early August risk remain s ñonò despite mixed and mildly 
disappointing manufacturing surveys out of Latin America, 
Eastern Europe and not least China.  Still , these 
manufacturing surveys are still expansionary and with more 
signs that the US recovery is losing  momentum QE is back 
in the markets mind  thereby keeping the US treasury 
market well bid and the carry trade alive . However, should  
future data confirm that the  slowdown in  the US  is gaining 
traction  with negative implicat ions for investor sentiment  
there may n ot be sufficient buffer left in present  risk 
premiums . Indonesia being one example with 5yr CDS 
spreads at 150bps or 25bps inside Spain.  EMBI Global 
Diversified and GBI EM Global Diversified trading at record 
low yiel ds of 5.94% and 6.61 % respectively  are  other facts 
to be aware of.   
 
I nvestment Strategy  
Following  a strong rally in LatAm credits in July we  decided 
to cut our LatAm exposure to the benefit of an overweight  
in Eastern Europe . Having  lagged the rally due to  European 
debt sustainability concerns  we believe Eastern Europe offer 
better value . Elsewhere, in Egypt a transfer of power could 
be imminent since the 82 years old Mubarak  is rumored  to 
be ill with presidential trips  being cancelled or shortened for 
no  obvious reason. We remain overweig ht Egypt as we 
believe that the inevitable  political transition will run 
smoothly . Any meaningful  market weakness should be seen 
as a buying  opportunity  in our opinion . Finally , in LatAm we 
bet that tens ions  between Colom bia and Venezuela will 
ease  following  the inauguration of Colombian president  
elect  Santos  on 7 August . This could benefit Colombian 
export to Venezuela. We stay overweight  Colombia .  
 

Important EM Indicators  Value  Change  

EMBI- GD (EM hard currency)  310 bps  - 45 bps  

GBI - EM (EM local debt)  6. 61 %  - 24 bps  

EM CDX (EM credit default swaps)  214 bps  - 57bps  

10 yr UST  2.9052  - 3bps  

MSCI- EM (global EM equities)  373 .68  8.33 %  

WTI Crude  78.95  4.39 %  

Gold  1183 .9 - 5.28 %  

EUR/USD  1. 3048  6.45 %  

Performance in July  

Portfolio  3.66  

Benchmark  3.86  

Outperformance  - 0 .21  
  

Performance Year to Date  

Portfolio  9.14  

Benchmark  9.48  

Outperformance  - 0 .34  

Performance Overview  Emerging Markets Matrix  

*Ramp - up completion  
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Regional Relative Performance  

 
Regional Distribution  

Portfolio Country Distribution  

Portfolio and  Benchmark duration contribution  


