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When the Doves Cry
Emerging markets (EM) have been hit with a trifecta of good news
(yes, you read that right – good) over the past week. First was a dovish
tilt from Federal Reserve (Fed) chair Powell, which helped fuel the rally
in both EM equities and local markets. Second was a temporary truce
called between presidents Trump and Xi at the conclusion of the G20
meetings in Buenos Aires. Third was a tentative agreement between
Russia and Saudi Arabia to extend their deal to manage the oil market
into 2019.
Perhaps the most significant shift in direction was in the Fed
messaging. Powell reversed his October comments where he stated
rates were a “long way” from neutral, this time describing rates as
“just below” neutral. The trade truce and the oil agreement will both
be tested in the coming weeks with actions speaking louder than
words in the first instance, while Thursday’s OPEC meeting will need
to deliver production cuts if oil is to remain supported at these levels.

In EM News:
■■ Ukrainian and Russian ships clashed near Crimea, sparking

renewed fears of an escalation in tensions between the two
countries. Russia responded by selling EUR1 billion of bonds into
the market – a notable feat given the Ukrainian bond curve fell by
around four points on the news.
■■ Chinese PMI data was weak once again, but sentiment remained

upbeat given the positive outcome from the G20 meetings.
■■ Turkey’s trade balance improved in October as imports continued

to compress as a result of this year’s sharp lira depreciation.
■■ The Egyptian central bank closed a mechanism whereby investors

were able to repatriate funds, pushing new investors to the
interbank market. We view the news as a sign of confidence from
the authorities.
■■ The Brazilian central bank held FX auctions to stabilise the real

following a bout of volatility that came despite the orthodox
approach taken so far by incoming President Bolsonaro.
■■ Colombia proposed a cut to withholding tax payable by foreign

investors from 14% to 5%.

Weekly Market Performance as of 11/30/2018

Source: Bloomberg, JPMorgan. Past results are not indicative of future results.
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In EM corporates news:
■■ A Mexican petroleum name announced that its Ixachi field,

discovered in 2017, has over a one billion barrels of oil equivalent
(BOE), compared to the 366 million BOE initially claimed, in a rare
spot of positive news for the embattled quasi-sovereign company.
■■ A Jamaican telecom company extended the deadline for exchange

offers on its 2020 and 2022 holding company bonds to 7
December, as creditors continue to work with the company on a
suitable proposal.
Outlook:
Over the last few years, investors who have ‘bought the dip’
have generally profited, while this year the leading strategy has
typically been to sell the rallies. The last few days have proven
no exception to this rule as the initial euphoria around the G20
outcome has faded into another sharp sell-off in US equities.
Investors are now left wondering whether the traditional ‘Santa
rally’ will indeed materialise, or whether it will be more doom and
gloom into year-end.
The Fed has been adding more volatility to markets of late, with
Chairman Powell arguably sending markets into their recent
tailspin with his comments around rates being a “long way” from
neutral. His comments last week declaring that rates are “just
below” the neutral range are therefore important, not because
they indicate the Fed may hike less next year (indeed, the market
now only prices one hike for 2019), but because the comments
indicate, in our view, that the Fed is moving away from auto-pilot
and back towards watching the data and financial conditions to
determine the appropriate path for rates.
We have, in a sense, seen that the ‘Powell put’ and the one-way
bet that was US monetary policy moving in one direction (tighter)
and the rest of the world moving in the other direction, is no
longer so certain.

For EM, this should come as a welcome relief, with the most
beaten-up areas (local markets and equities) standing to be the
biggest beneficiaries. Crucially though, this narrative also hinges
on improved EM growth prospects. It is here that much debate
will be had and where the Chinese growth outlook remains the
wild card.
Turning to more imminent matters, the OPEC meeting on Thursday
stands as the next critical event for markets. A production cut
is expected and delivering on this will be essential to improve
sentiment as oil prices attempt to stabilise following a 20% sell-off.
US Treasuries are another market showing signs of stress as
a strong flattening bias has taken hold over the last few days.
Whether or not this is truly telling us something about sharply
lower global growth, or if it is simply investors getting stopped out
of another consensus trade, is yet to be seen, but the inversion
of the two-year and five-year points of the curve has begun to
grab investors’ attention and is fuelling nervousness around the
growth outlook.
We are left thinking that, if OPEC does deliver reasonable
assurances to the oil markets on Thursday, and assuming the
trade truce between China and the US holds for now (note the
positive comments from China overnight), the change in tone
from the Fed is meaningful for markets. As such, we would expect
to see a decent squeeze in risk assets into year-end. However,
it may be that after a year like this that markets are just too
demanding, they’re never satisfied…

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 authorised and regulated by the UK Financial Conduct
Authority (FCA), registered with the US Securities and Exchange Commission
(SEC) and is a member of the National Futures Association (NFA) as authorised
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. The
Prospectus, the Key Investor Information Documents (KIIDs), the Articles of
Incorporation and any other applicable documents required, such as the Annual or
Semi-Annual Reports, may be obtained free of charge from the Representative 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 licence 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. 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 authorised 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.
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 (the “Offering Materials”).
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. An investment in the Fund will involve significant
risks and may fluctuate in value and investors may not get back the amount
invested. You should read the offering memorandum carefully before investing in
any BlueBay fund, in particular the risk section. No part of this document may be
reproduced in any manner without the prior written permission of BlueBay. In the
United States, this document may be provided by RBC Global Asset Management
(U.S.) Inc. (“RBC GAM-US”), an SEC registered investment adviser. In Asia, this
document may be provided by RBC Investment Management (Asia) Limited,
which is registered with the Hong Kong Securities and Futures Commission. RBC
Global Asset Management (RBC GAM) is the asset management division of Royal
Bank of Canada (RBC) which includes BlueBay, RBC GAM-US, RBC Investment
Management (Asia) Limited and RBC Global Asset Management Inc., which are
separate, but affiliated corporate entities. Copyright 2018 © BlueBay, is a whollyowned subsidiary of RBC and BlueBay may be considered to be related and/or
connected to RBC and its other affiliates. ® Registered trademark of RBC. RBC
GAM 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.
RBC Global Asset Management (U.S.) Inc.
Minneapolis | Boston | Chicago
800.553.2143 | us.rbcgam.com

