Portfolio Manager Perspectives
BlueBay Emerging Market Debt Update
Weekly Update
November 15, 2018

Still Climbing the Wall of Worry
Emerging markets (EM) came under pressure this week as Brexit
negotiations and the Italian budget took centre stage. The Federal
Reserve (Fed) kept rates on hold but reiterated its plans for further
gradual increases, all but ensuring a December hike. EM currencies
were down on the week despite the recent US mid-term results
which should ultimately prove to be a positive tailwind for the
asset class. Oil prices slumped yet again despite Saudi promises of
supply cuts next year to deal with the growing imbalances in the oil
markets. Brent crude ended the week down 10% and has continued
its decline in the last few days. This trend needs to be closely
monitored as there are growing voices trying to compare the most
current period back to late 2015, when weak oil and a slowing China
weighed heavily on risk assets.
In EM News:
■■ The Mexican rollercoaster ride continued as headlines surfaced

that the incoming president was planning to cut bank commissions,
leading to negative price action in the financials space before
AMLO came out claiming he would not make any changes for his
first three years in office. Since he unveiled plans to cancel the
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Mexico airport project, investors would be forgiven for being a little
sceptical over this more market-friendly tone.
■■ In China, the current account surplus grew again on better export

data, but the yuan came under renewed pressure, heading back
towards seven against the US dollar as investors remain concerned
around the Chinese growth outlook.
■■ Turkey issued EUR 1.5 billion of bonds, following on from last

month’s USD-denominated issuance and taking its year-to-date
issuance to USD7.7 billion. The country is expected to have similar
issuance needs next year.
■■ Mozambique bonds were the leading performers on the week

as the country closed a restructuring deal with creditors after it
defaulted almost two years ago. Bondholders will be rolled into a
new 2033 bond and will also receive a share of gas revenues in a
deal that was surprisingly favourable to bondholders.
■■ In Sri Lanka, President Maithripala Sirisena dissolved parliament

and called fresh elections to be held on 5 January 2019. Political
uncertainty is pushing bond yields towards the 9% level as Sri
Lanka has a large schedule of foreign debt redemptions and its IMF
facility is due to expire at the end of 2019.
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In EM corporates news:
■■ In Argentina, an oil & gas name reported positive results with

higher EBITDA and healthy free cashflow, while net leverage came
in at 1.7x – upbeat results in the face of the volatility we have seen
of late in Argentine financial markets.
Outlook:
The market is once again trying to climb the wall of worry – this time
round, a combination of Brexit, the Italian budget and sharply lower
oil prices are all impacting sentiment. Brexit negotiations will remain
a key risk for markets this week; Theresa May will ask her divided
cabinet to back the draft agreement reached in Brussels against the
risk that she sees ministers resign in protest and a call for new party
leadership.
The Italian saga also shows no sign of a compromise with the IMF
now entering the debate, claiming higher interest costs would
negate any positive effect from the more liberal spending plans. The
oil price, meanwhile, once again has credit investors nervously rerunning their models to stress their high yield portfolio holdings at
meaningfully lower oil prices than what had been envisioned only a
month or so ago.

In EM, investors have spent this year climbing the wall of worry
as higher US rates have exerted pressure on the asset class since
the end of the first quarter. With some relief from the US mid-term
results, and relatively cheap valuations, EM is in our view likely to
be an outperformer into year-end but the absolute direction of travel
will likely be determined by broader risk sentiment.
So while for now we remain at the mercy of developments in Europe,
we do think this most recent bout of volatility will lead to another
interesting entry point into certain names.
We should also not forget that the upcoming G20 meeting at the end
of the month is likely to bring with it positive mood music in the lead
up to the event. While the market discounts the chances of anything
positive coming out of the meeting, we keep an open mind as Trump
has been making more positive noises around this event and he has
shown the willingness to change his position in the past. Bearish
market positioning also suggests the possibility of an asymmetric
return profile around the event. Watch this space…
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