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Brazil remains the focal point for emerging market (EM) investors.
We have had no decisive developments in the corruption scandal
over the past week, but Brazilian fixed income markets have
recovered strongly. The strongest move has been in the local
sovereign bond market. After close to a 200bps sell off the previous
week, Brazilian 5-year interest rates recovered over half of that
loss. Investors concluded that the political uncertainty would not
preclude a continuation of the ongoing easing cycle.
As discussed last week, we established a new long position in
the wake of the sell off. The strong rally there obviously benefited
performance. This week’s recovery in Brazilian asset prices means
that our short term targets for Brazil FX and interest rates have
now been met, and so we are reducing exposure there again. At
the moment President Temer appears determined to keep hold of
his job. The potential for a drawn out fight over whether he should
go and who should replace him seems to be growing. This would
mean that social security reform approval would also be delayed
further.
Aside from Brazil, market conditions were quiet, but relatively
firm ahead of the Memorial Day long weekend. Global interest
rates remain becalmed, incentivising investors to search for high
carry assets. Oil prices weakened, as the OPEC agreement to
extend supply cuts for a further 9 months had already been widely
anticipated, but there was little effect on oil exporters in the EM
space.
There were a number of notable new stories in EM fixed income.
Firstly in Venezuela it emerged that Goldman Sachs Asset
Management had struck a controversial deal with the government
to buy US$2.8bln face value of 2022 maturities at 31 cents on the
dollar. This provided the central bank with US$800mln of badlyneeded liquid FX reserves, but triggered a firestorm of criticism
from those who believe that the deal would prop up a regime
committing widespread human rights abuses. Moral sermonising
around EM investing is a hazardous topic. Who is so virtuous
that they can determine what is an “ethical” as opposed to an
“unethical” investment? However, the term “hunger bonds” used
by the Venezuelan opposition to describe transactions similar to
the above has some resonance. All investors in Venezuelan bonds,
including BlueBay, must to some degree come to terms with the
fact that the dollars being used to service our debt are therefore
not being used to provide food for a population that is starving.

Having been an investor in EM for over 20 years, I would regard this
as maybe the most morally dubious instance I can recall.
South Africa also garnered attention as speculation built of a
renewed attempt to oust President Zuma at the ANC NEC meeting.
Such speculation came to nothing. Zuma has an important core
of support within the party that makes his survival likely. We
think the key to the South Africa story for the rest of the year is
the macroeconomics, however. Continued falls in inflation make
local 10-year bond yields above 8.5% attractive, in our view. This
remains one of our core local market bond positions.
Mexico will be a key focus in the forthcoming week as the
gubernatorial election in the State of Mexico will be watched as
a key indicator as to the strength of populist candidate Lopez
Obrador ahead of next year’s presidential election. We remain
short the Mexican peso and long Mexican credit protection ahead
of this event.
In Azerbaijan we were surprised by the initial restructuring terms
presented for International Bank of Azerbaijan bonds. We don’t
fully understand the reason to introduce a re-profiling to save
approximately US$200mln, at the reputational cost to a country
that has a very strong sovereign balance sheet. The bonds involved
did not actually move much in price after the event, but we believe
the Azeris may come to regret this move in future when financing
conditions are more stringent.
In general, we have been encouraged by the overall markets’
resilience to the Brazil shock and still see conditions as supportive
for EM over the summer months. Global growth remains firm with
no apparent inflationary threat. Central banks remain extremely
accommodative, and in EM appear set to ease further. We continue
to believe a long biased, ‘high carry’ portfolio is appropriate for the
summer months.

David Dowsett
Partner, Co-Head of Emerging Markets
BlueBay Asset Management

Portfolio Manager Perspectives: BlueBay Emerging Market Debt Update

This document is issued in the United Kingdom (UK) by BlueBay Asset Management
LLP (BlueBay), which is authorized and regulated by the UK Financial Conduct
Authority (FCA). BlueBay is also registered with the US Securities and Exchange
Commission (SEC) and is a member of the National Futures Association (NFA)
as authorized by the US Commodity Futures Trading Commission (CFTC). This
document may also be issued in the United States by BlueBay Asset Management
USA LLC which is registered with the SEC and the NFA. In Japan, by BlueBay Asset
Management International Limited which is registered with the Kanto Local Finance
Bureau of Ministry of Finance, Japan. In Switzerland, by BlueBay Asset Management
AG where the Representative and Paying Agent is BNP Paribas Securities Services,
Paris, succursale de Zurich, Selnaustrasse 16, 8002 Zurich, Switzerland. The place
of performance is at the registered office of the Representative. The courts of the
registered office of the Swiss representative shall have jurisdiction pertaining
to claims in connection with the distribution of the Shares in Switzerland. In
Germany, BlueBay is operating under a branch passport pursuant to the Alternative
Investment Fund Managers Directive (Directive 2011/61/EU). In Australia, BlueBay
is exempt from the requirement to hold an Australian financial services license
under the Corporations Act in respect of financial services as it is regulated by the
FCA under the laws of the UK which differ from Australian laws. In Canada, BlueBay
is not registered under securities laws and is relying on the international dealer
exemption under applicable provincial securities legislation, which permit BlueBay
to carry out certain specified dealer activities for those Canadian residents that
qualify as “a Canadian permitted client”, as such term is defined under applicable
securities legislation. The registrations and memberships noted should not be
interpreted as an endorsement or approval of any of the BlueBay entities identified
by the respective licensing or registering authorities. Unless otherwise stated, all
data has been sourced by BlueBay.
To the best of BlueBay’s knowledge and belief this document is true and accurate at
the date hereof. BlueBay makes no express or implied warranties or representations
with respect to the information contained in this document and hereby expressly
disclaim all warranties of accuracy, completeness or fitness for a particular
purpose. The document is intended only for “professional clients” and “eligible
counterparties” (as defined by the FCA) or in the US by “accredited investors” (as
defined in the Securities Act of 1933) or “qualified purchasers” (as defined in the

Investment Company Act of 1940) as applicable and should not be relied upon by
any other category of customer. In Hong Kong, the Fund is not authorized by the
Securities and Futures Commission for sale to the retail public and this document
is only available for professional investors (as defined in the Securities and Futures
Ordinance (Cap 571)) only. This document does not constitute an offer to sell or
the solicitation of an offer to purchase any security or investment product in any
jurisdiction and is for information purposes only. This document is not available for
distribution in any jurisdiction where such distribution would be prohibited and is
not aimed at such persons in those jurisdictions. Except where agreed explicitly in
writing, BlueBay does not provide investment or other advice and nothing in this
document constitutes any advice, nor should be interpreted as such. No BlueBay
Fund will be offered, except pursuant and subject to the offering memorandum
and subscription materials. In the United States, this document is provided by RBC
Global Asset Management (U.S.) Inc., a federally registered investment adviser.
RBC Global Asset Management (RBC GAM) is the asset management division of
Royal Bank of Canada (RBC) which includes RBC Global Asset Management (U.S.)
Inc., RBC Global Asset Management Inc., RBC Global Asset Management (UK)
Limited, BlueBay Asset Management LLP, BlueBay Asset Management USA LLC and
the asset management division of RBC Investment Management (Asia) Limited,
which are separate, but affiliated corporate entities.
This document is for general information only and is not a complete description
of an investment in any BlueBay Fund. If there is an inconsistency between this
document and the offering materials for the BlueBay Fund, the provisions in the
Offering Materials shall prevail. Past performance is not indicative of future results.
The investments discussed may fluctuate in value and investors may not get back
the amount invested. You should read the offering materials carefully before
investing in any BlueBay fund. No part of this document may be reproduced in
any manner without the prior written permission of BlueBay. Copyright 2017 ©
BlueBay, is a wholly-owned subsidiary of RBC and BlueBay may be considered to
be related and/or connected to Royal Bank of Canada (RBC) and its other affiliates.
® Registered trademark of RBC. RBC Global Asset Management is a trademark
of RBC. BlueBay Asset Management LLP, registered office 77 Grosvenor Street,
London W1K 3JR, partnership registered in England and Wales number OC370085.
All rights reserved. Published June 2017

RBC Global Asset Management (U.S.) Inc.
Minneapolis | Boston | Chicago
800.553.2143 | us.rbcgam.com

