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Market Overview

In June political risk and election surprises drove market movements more so than macroeconomic data. Nevertheless, non-
farm payrolls coming in stronger than consensus expectations (+272k vs +180k expected) caused a UST selloff, other data
such as the unemployment rate rising to 4%, CPI (+0.0% MoM vs +0.1! exp, +0.3% prev) and Retail Sales (+0.1%MoM vs
+0.3% exp, +0.0% prev) pointed to a gradually softening US economy, and as expected the FOMC left rates unchanged.
There were a number of surprising election outcomes, however, and that was a much more important driver of credit markets.

In Mexico, the left-wing coalition managed to secure an absolute majority, opening the doors for implementation of some
extremist policies that had been floated earlier, such as abolishing some regulators, justice system reforms, as well as a
pension reform. All of these were deemed to put strain on the fiscal health of the state and put a question on the proposed
fiscal consolidation post-election. The Mexican Peso sold off dramatically, triggering a carry trade unwind in FX. USDMXN
was a consensus carry trade and significant overcrowding was visible before the vote, while the newly elected authorities
failed to calm markets in the immediate aftermath.

In South Africa and India, the ruling parties and coalitions failed to secure a majority in the legislature, and while this was
much less dramatic in India, in South Africa the two-week negotiations between the ANC and other parties (mainly the DA)
focused the attention of markets. In the end, Cyril Ramaphosa (current president) was re-elected and managed to form a
government of national unity, opening a new chapter for the country.

In the EU elections, the right-wing parties registered some gains, as expected, but the most dramatic situation was in France
where the far-right National Rally secured a much bigger percentage of the EU Parliament vote and President Macron called
snap elections. This put pressure on French Government Bond spreads, and the EU periphery widened in sympathy.

US assets posted a positive return overall, with S&P500 +3.47%, NASDAQ +5.96%, US 10YR Treasuries +1.38%, Brent
+5.87%, and the dollar index DXY +1.14%. The Euro and EM FX sold off by -1.24% and -1.77% respectively, driven by the
political risk events discussed above, while DAX and Hang Seng sold off by -1.42% and -2.00% respectively. Natural Gas (-
2.29%) and industrial metals (Copper -4.75%, Iron Ore -5.67%) sold off, while precious metals either held steady (Gold -
0.02%) or followed suit (Silver -4.16%).

Portfolio Highlights & Strategy Review

In June the Fund slightly underperformed its reference index (I-Cap share class). The performance was driven by the
investment grade part of the index, with total return of 1.10%, while the high yield portion delivered 0.14% for the month.

As expected, the biggest contributors of return for the Fund were structural underweights in Egypt (+0.09% Brinson excess
return), Argentina (+0.09%), Ecuador (+0.06%), and Nigeria (+0.03%), as well as tactical overweights in the Dominican
Republic (+0.04%) and Colombia (+0.04%).

Biggest detractors were overweight in Romania (-0.11%), which suffered from the widening of EU periphery on the back of
the French snap elections, but since the risks were perceived to be idiosyncratic to France, the market was awash in “buy-
the-dip” recommendations and we saw good two-way interest from market-makers. Kenya (overweight vs benchmark, but
flat vs eligible universe) (-0.06%) and Ivory Coast overweight (-0.05%) suffered underperformance due to spread widening
in African credits, with Africa the poorest performing region of the month. Our position in Mexico was cautious before the
elections, as we are overweight vs the benchmark weight, but quite underweight vs the weights mandated by eligibility
limitations. Still, the position underperformed by -0.04% on portfolio level for the month, but offers some value going forward.
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Fund Outlook

As we wrote last month, we expect the distressed part of the benchmark to see limited upside, due to the restructuring of
debt having been largely arranged, with the significant exception of Ukraine. We have started to see already some of the
performance of the Fund being driven by lack of exposure to downside price movements in these distressed credits, while
duration effect in the higher credit quality part of the benchmark take over.

We expect this to continue, as the US economy is showing all signs of a gradual slowdown, which should give the FOMC
comfort to gradually decrease rates. ECB has already started doing this, but we see more limited room for rate cuts in EM
central banks for now, as running in front of the Federal Reserve could cause currency depreciation and widening of current
account deficits.

The problem we see globally is on the fiscal side of the equation, as fiscal consolidation seems to be baked into risk premia
of quite a few credits. Some, such as Indonesia, are starting from relatively low levels of Debt to GDP and have sustainable
plans for expanding debt levels, investing in value-added activities, as well as in fiscal multiplier-increasing projects, such as
free school meals for all schoolchildren. Others are not in the same position, so additional debt issuance could contribute to
spread widening over the course of the year, offsetting some of the duration gains from a decrease in risk-free rates.

The Fund is positioned defensively by construction, so the strategy should benefit in such environment. We are seeking to
maximise returns, based on relative-value trades to take advantage of sustainability factors benefitting or worsening the fiscal
outlook.

On a one-year horizon, we expect risk premiums to rise but we expect carry and duration effects to support positive total
returns. On an assumption of 10Y US Treasury yields between 3.5-4% and EM spreads between 400-450bps, EMD HC
returns are likely to be around 5-12%.




