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Key highlights:
 - Emerging Market assets were also negatively affected 

by concerns that Trump could implement some of the 
protectionist policies promised in the campaign.  

 - We were underweight duration at the start of the month, 
particularly in the long-end. We sold some more long-dated 
bonds before the US election.

 - We expect high volatility and uncertainty, we are cautiously 
positioned, but look to add risk if risk premia widen further.

Market review 
The unexpected victory of Donald Trump in the US presidential 
election triggered a steep sell-off in US Treasuries as the market 
started to price expectations the president-elect will pursue the 
reflationary policy agenda outlined during the campaign. While the 
timing and size of the fiscal stimulus which is expected to include 
tax cuts and infrastructure spending is unknown, markets priced in 
a higher growth scenario. EM assets were also negatively affected 
by concerns that Trump could implement some of the protectionist 
policies promised in the campaign. 

Emerging market (EM) debt was impacted by the US Treasuries sell-
off, losing 4.1% (in US dollar terms). US 10-year yields rose 54 basis 
points (bps) to finish the month at 2.37%, while EM spreads widened 
by 21 bps to 361bps to yield 5.91%. Long-dated EM bonds were 
worst affected: bonds with maturities of more than 10-years fell 
7.4%. EM high yield (-3.8%) held up better than IG (-4.3%). 

Underperforming credits included Argentina (-7.4%). Argentina 
is among the credits needing to issue large amounts next year 
given the slow fiscal consolidation. Other underperformers 
included Uruguay, which is sensitive to US Treasury yields and has 

substantial long-dated issuance. Mexico fell (-6.9%) being one of 
the most exposed credits to greater US protectionism. Turkey’s 
underperformance (-5.8%) likely reflected its reliance on external 
financing given its large current account deficit. 

After the OPEC agreement on production cuts, most oil credits 
performed well. Outperformers were mostly idiosyncratic such as 
Venezuela (-0.6%), despite a late interest payment on some PDVSA 
bonds. Several African credits outperformed, and Iraq (-0.6%) and 
Egypt (-1.6%) held up well. Russia (-1.2%) may have also benefited 
from expectations of better relations with the US.

Portfolio positioning
We were underweight duration at the start of the month, 
particularly in the long-end. We sold some more long-dated bonds 
before the US election, but also opportunistically added some 
exposure in long-end bonds as spreads widened. We also reduced 
some exposure to higher-yielding credits. We reduced Ukraine 
exposure given uncertainty as to whether the US will continue 
to give support to the country with Trump as president. We also 
reduced some exposure to African credits, which have been among 
the better performers in the recent sell-off.

Performance
In USD terms, the First State Emerging Markets Bond Fund declined 
by 3.9% in November1.

Outlook
We expect market volatility to remain high until the US president-
elect’s agenda and cabinet is more defined. Investors are 
scrutinizing the appointments to senior cabinet posts and policy 

 − First State Emerging Markets Bond Fund primarily invests in debt securities issued or guaranteed by governments, financial institutions or companies in 
emerging market countries. 

 − The Fund invests in emerging markets which may involve a greater risk than developed markets including sharp price movements, liquidity risk and 
currency risk. The Fund may invest in below investment grade, unrated and high yield debt securities. This exposes the Fund to greater liquidity risk, 
default risk and price changes due to change in the issuer’s creditworthiness. The Fund invests in fixed income securities which may be impacted by 
movement in interest rates. It is possible that the entire value of your investment could be lost.

 − All or part of the Fund’s fees and expenses may be paid out of capital resulting in an increase in distributable income and effectively a distribution out 
of capital. Similarly in certain circumstances dividends may be paid out of capital. This amounts to a partial return of an investor’s original investment, 
or from any capital gains attributable to that original investment, and may result in an immediate decrease of the Net Asset Value per share.

 − You should not base your investment decision solely on this document. You should not invest unless the intermediary who sells it to you has advised 
you that the Fund is suitable for you and explained how it is consistent with your investment objectives. 

1 The Fund’s calendar year performance: 0.2% (2015); 7.1% (2014); -4.5% (2013); 17.3% (2012); -0.5% (performance from inception date 8 Nov 2011 to 31 Dec 2011).
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outlines can cause large swings in sentiment. Whatever policies 
do materialise, it’s hard to envision a scenario that would be 
very positive for EM economies, with the exception possibly of 
commodity exporters. Countries with significant trade links with 
the US or which receive large remittances as well as those with high 
external financing needs could be potentially negatively affected by 
the new US policies. President-elect Trump’s cabinet appointments 
thus far have included some individuals known for ‘hard-line’ views, 
but how US relationships with Asia, Russia or the Middle East will 
change is difficult to anticipate. Given that we expect high volatility 
and uncertainty, we are cautiously positioned, but look to add risk if 
risk premia widen further.

Disclaimer

Investment involves risks, past performance is not a guide to future performance. Refer to the offering documents of the respective funds for details, including 
risk factors. The information contained within this document has been obtained from sources that First State Investments (“FSI”) believes to be reliable and 
accurate at the time of issue but no representation or warranty, expressed or implied, is made as to the fairness, accuracy or completeness of the information. 
Neither FSI, nor any of its associates, nor any director, officer or employee accepts any liability whatsoever for any loss arising directly or indirectly from any use 
of this. It does not constitute investment advice and should not be used as the basis of any investment decision, nor should it be treated as a recommendation 
for any investment. The information in this document may not be edited and/or reproduced in whole or in part without the prior consent of FSI.

Reference to specific securities (if any) is included for the purpose of illustration only and should not be construed as a recommendation to buy or sell the 
same. All securities mentioned herein may or may not form part of the holdings of First State Investments’ portfolios at a certain point in time, and the 
holdings may change over time.
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