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Market review 
Emerging Market (EM) Debt markets continued to rally in April, and 
the overall market returned 1.49%. Lower quality, high yield countries 
(+2.1%) continued to outperform investment grade (+0.9%) and 
US Treasury volatility remained high, largely due to changing risk 
sentiment on the back of geopolitical concerns. US military action in 
Syria, rhetoric towards North Korea and uncertainty around French 
election outcomes prompted a flight-to-quality Treasury rally during 
the first half of the month, which later partly reversed - Treasuries 
ended the month 11 basis points lower at 2.28%. The EM risk 
premium tightened from 310 to 303 as inflows to the asset class 
continued to support compression.

Idiosyncratic country developments were a large driver of 
performance differentials in April. Venezuela (+9.9%) was the best 
performer after the national oil company Petroleos De Venezuela 
made a large principal repayment that the market had not entirely 
priced in as certain. Mozambique (+5.6%), Argentina (+3.9%) and 
Ivory Coast (+3.6%) also performed very strongly. On the other end 
of the spectrum, Bolivia (-2.2%), El Salvador (-1.1%) and Trinidad and 
Tobago (-0.9%) underperformed. In El Salvador, government failure 
to make a payment promised to local pension funds, prompted three 
ratings agencies to downgrade the credit. We continue to believe 
that political brinkmanship will create headline volatility but that El 
Salvador will ultimately fulfill its Eurobond debt service obligations. We 
hold a small underweight in the credit and watch for more concrete 
signs of progress on local pension reform as a signal of higher political 
co-operation. 

Strategy positioning
We maintained our long term overweight in high yield relative to 
investment grade credit in April, structural positioning that continues 
to add value (see chart 1). We continued to build on this position 
throughout the month, particularly in areas where we believe positive 
technicals will continue to support spread compression, such as in 
Africa. We added exposure in Ghana, Zambia and Cameroon as low 
issuance from the region continues to create a positive technical 
dynamic for secondary issues.

Notably, after meeting with the Ecuadorian Finance Minister in 
London, we used post-election weakness as an opportunity to add 
exposure to the country. Having reviewed the Ministry’s deficit 
funding plan, we believe that imminent Eurobond supply is less 
likely than market pricing suggests and consider current yield levels 
generous compensation for supply risk.

Outlook
We expect global macroeconomic conditions to remain supportive 
for EM Debt. Moderate global growth and relatively accommodative 
developed market monetary policy will continue to encourage a 
search for yield, in our view. Strong technicals, given continued inflows 
and low issuance needs for EM countries should continue to compress 
the EM risk premium, in our view.

Chart 1: Spread of High Yield over Investment Grade (EMBIG 
Diversified Index)

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.


