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Market review 
Emerging Market (EM) Debt markets continued to rally in March and 
the benchmark EM Debt index rose 0.4% in March, extending gains in 
2017 to nearly 4%.  

The month saw high volatility in the US Treasury market. Treasuries 
initially sold off ahead of the Federal Reserve’s meeting in mid-March, 
but rallied towards month-end. Commentary accompanying the 
Federal Reserve’s 0.25% interest rate increase suggested future 
monetary policy tightening might not be as aggressive as some 
investors had feared. The Treasury market was also supported by 
President Trump’s failure to garner enough support to undertake the 
healthcare reform, prompting the market to re-consider the likelihood 
of aggressive fiscal policy by the Trump administration in the near 
term. 

Political developments also had a notable influence on the 
performance of individual issuers, in particular on Venezuela, Ecuador 
and South Africa. As well as being impacted by oil price weakness, 
Venezuela (-8.9%) fell after the Supreme Court ruling to strip  
parliament of its powers, sparked global concerns that the country 
was sliding towards a dictatorship. Several countries withdrew their 
ambassadors and the opposition announced protest marches. In the 
face of this negative reaction, the Supreme Court later reversed the 
ruling. In Ecuador (-3.4%) the less market friendly candidate, Moreno, 
was declared the winner of the general election, which dampened 
sentiment towards the credit. Ecuador had outperformed similar 
credits late in 2016 as the market had priced a chance that the 
more reformist candidate, Guillermo Lasso, could win the election 
and potentially secure a financing program with the International 
Monetary Fund. South Africa (-1.5%) was another weak performer as 
President Zuma announced a cabinet reshuffle which included the 
removal of the Minister of Finance, Pravin Gordhan. Given Gordhan’s 
credibility, the reshuffle was poorly received and led to market 
speculation that downgrades to ‘junk’ may follow. At the time of 
writing, two rating agencies downgraded South Africa to BB+, putting 
further pressure on South African credit spreads. 

Strategy positioning
We maintained our long-term strategy to be overweight high 
yield and underweight investment grade credit. March was a very 
heavy month in primary markets and we participated in a number 
of attractively priced new issues, including in Oman, Lebanon and 

Nigeria. We also took advantage of a number of relative value 
opportunities. Some of the strategy’s exposure to Bahrain was shifted 
into Egypt, reflecting our assessment that the improvement in Egypt’s 
external balance will continue to support relative spread compression. 
Our expectation is that an IMF program and liberalization of 
the Egyptian pound will result in improvements in the balance 
of payments which are not fully priced in. We also shifted some 
Pakistan exposure into Sri Lanka. Following the completion of an IMF 
program, we expect fiscal and external balances in Pakistan to slowly 
deteriorate. Sri Lanka on the other hand, is currently undertaking fiscal 
reforms under a current IMF program and should outperform.

Outlook
We expect global macro conditions to remain supportive of EM Debt. 
Particularly in an environment where US fiscal policy is likely to be less 
aggressive than the market has priced. In a scenario of stable global 
growth, higher commodity prices and stable EM FX, EM debt should 
continue to be resilient. 

Source: First State Investments and JP Morgan.
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First State Investments

Disclaimer

The information contained within this document is generic in nature and does not contain or constitute investment or investment product advice.  The 
information 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, completeness or correctness 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 document.  

This document has been prepared for general information purpose. It does not purport to be comprehensive or to render special advice. The views expressed 
herein are the views of the writer at the time of issue and may change over time.  This is not an offer document, and does not constitute an investment 
recommendation. No person should rely on the content and/or act on the basis of any matter contained in this document without obtaining specific 
professional advice.  The information in this document may not be reproduced in whole or in part or circulated without the prior consent of First State 
Investments.  This document shall only be used and/or received in accordance with the applicable laws in the relevant jurisdiction.

In Hong Kong, this document is issued by First State Investments (Hong Kong) Limited and has not been reviewed by the Securities & Futures Commission 
in Hong Kong. In Singapore, this document is issued by First State Investments (Singapore) whose company registration number is 196900420D. First State 
Investments is a business name of First State Investments (Hong Kong) Limited. First State Investments (registration number 53236800B) is a business division 
of First State Investments (Singapore).

Commonwealth Bank of Australia (the “Bank”) and its subsidiaries are not responsible for any statement or information contained in this document. Neither the 
Bank nor any of its subsidiaries guarantee the performance of the Company or the repayment of capital by the Company. Investments in the Company are not 
deposits or other liabilities of the Bank or its subsidiaries, and the Company is subject to investment risk, including loss of income and capital invested.


