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Emerging Markets Debt Performance

Total Return 
(%)

Spread/Yield 
Change (bps)

OAS 
(bps)/

Yield 
(%)

Q3 YTD Q3 YTD 30.09.17
EM Hard 
Currency 2.63 8.99 –23 –55  287 

EM Local 
(hedged) 1.23 4.60 –16 –81 5.99 

EM FX 2.00 9.35 –29 –60 3.96 

EM Corporates 2.11 7.23 –14 –37 277 

Source: J.P. Morgan as of September 30, 2017. Past performance is not a guaran-
tee or reliable indicator of results. An investment cannot be made directly in 
an index.

1) Views from PGIM Fixed Income Emerging Markets Team. PGIM Limited is the investment sub-manager of the Nordea 1 – Emerging Market Bond Fund and Nordea 1 – Emerging 
Market Bond Opportunities Fund.

The emerging market debt sector continued its solid 
performance in Q3, with all segments posting healthy 
returns. In the hard currency sovereign space, the 
higher-yielding issuers reported the highest returns, 
particularly El Salvador (+9.7 %), Belize (+7.9 %), and 
Suriname (+7.1 %). Additionally, a number of countries 
returned more than 5 %, including Argentina, Egypt, 
Ethiopia, Ghana, Iraq and Mozambique. The com-
mon themes noted throughout the quarter included 
a rebound in commodity prices, a reach for yield, and 
improved idiosyncratic factors (e.g. political outlook).

The big underperformer in Q3 was Venezuela, which 
returned –10.6 % amid the sanctions imposed by the 
US and the heightened economic and political crisis. 
Of note, the sanctions do not prevent investors from 
trading outstanding bonds of the sovereign debt or 
PDVSA in the secondary market. Despite Venezuela’s 
general underperformance, its bonds that are sched-
uled to mature or amortize this year have significantly 
outperformed. 

In spread terms, the hard currency index is at +287 
bps, more than +50 bps wide from the tights reached 
within the past five years. Spreads have shown an 
ability to tighten past current levels, and they have 
been particularly resilient amid the most recent repric-
ing of US Treasuries. Despite lagging sovereigns, EM 
corporates have generally performed steadily – with 
select outliers – and still present some attractive op-
portunities.

On a year-to-date basis, the top performing EMD 
assets were EMFX with a return of more than 9 % 
and unhedged local bonds with return of more than 
10 %. This performance reflects the sector’s attrac-
tive valuations and the improved growth prospects 
for EM, which have been supported by a healthy 
balance of payment flows. In fact, there has been 
a notable improvement in current account balances 
since the commodity fallout in 2013, as observed in 
the following chart. In EMFX, this has contributed to 
outperformance in commodity-sensitive currencies, 

Highlights for EM Debt

• With all segments posting healthy returns, the emerg-
ing market debt sector continued its solid perfor-
mance over Q3 2017

• In the hard currency space, the higher-yielding issuers 
reported the highest returns; whereas local bonds 
that posted the strongest returns were in markets 
where the central banks are cutting rates

• Emerging market flows have been consistently posi-
tive after the initial outflows following last year’s US 
elections, amid concerns over developed market cen-
tral banks tapering



such as those in Brazil (BRL), Chile (CLP), Colombia 
(COP), and Russia (RUB). Elsewhere, the Mexican 
peso continues to rebound from oversold levels.

Another Q3 theme was the strong returns in euro-re-
lated Central and Eastern European currencies as the 
euro outperformed the US dollar on uncertainty re-
garding US policy. Local bonds that posted the strong-
est returns were in markets where the central banks 
are cutting rates – Brazil, Peru, Indonesia, and Hun-
gary. Conditions in a number of local bond markets 
could support performance going forward, including 
those where policymakers are likely to cut rates over 
the next year or sooner, such as Mexico, or where tight 
monetary policy presents very high nominal yield, 
such as in Turkey. The case for local bond allocations is 
supported by both the positive outlook for EMFX and 
by the dramatic decline in EM inflation, as indicated in 
the following chart. The case for EMFX going into the 
end of the year is supported by synchronized global 
growth, low inflation, and high EM real yields. 

Nordea 1 – Emerging Market Bond Fund 

During the 3rd quarter of 2017, the Nordea 1 – Emerg-
ing Market Bond Fund returned +3.33 % (BP-USD), 
which outperformed the benchmark return of 
+2.63 % (JP Morgan EMBI Global Diversified)2. 

Overweights to Argentina, Ukraine, El Salvador and 
Iraq along with an underweight to Poland drove per-
formance. An overweight to Venezuela offset some 
of these relative gains. Argentina was up on the back 
of primary election results that provided the current 
government much anticipated local victories with the 
hope that it can continue with its reform agenda. El 
Salvador outperformed as lawmakers approved pen-
sion system reform and improved sentiment. Addi-
tionally, Ukraine outperformed as investors readied 
themselves for a potential rating upgrade and buy 
back of shorter-dated bonds. Venezuela was the big 
underperformer of the quarter amid sanctions im-
posed by the U.S. and the heightened economic and 
political crisis. Sovereign security selection in Russia, 
Hungary, Argentina, and Indonesia contributed to per-
formance, while positioning in El Salvador detracted 
from performance. Corporate and Quasi-sovereign 
security selection in Venezuela (Front-end, shorter 
dated PDVSA bonds significantly outperformed those 
that were longer dated), Brazil (PETBRA), and Mexico 
(PEMEX) contributed to performance, while position-
ing in Argentina detracted from performance. 

As of end of September 2017, the fund’s largest hard 
overweights are Argentina, Brazil, and Ukraine, and 
the largest underweights are Poland, Philippines, 
and China.  The largest positioning changes dur-
ing the quarter were South Africa (+0.71 %), Russia 
(+0.69 %), Serbia (–0.47 %), and Croatia (–0.41 %).

Source: Haver Analytics, PGIM Fixed Income as of Q3 2017.
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Source: Bloomberg as of March 2017.

EM current accounts improved sharply since 2013 (US $bn)

Moderating CPIs across EM (YOY%)

Source: Haver Analytics, PGIM Fixed Income as of Q3 2017.

2) Source: Nordea Investment Funds S.A. Period under consideration: 30.06.2017 - 29.09.2017 Performance calculated NAV to NAV (net of fees and Luxembourg taxes) in the currency of 
the respective share class, gross income and dividends reinvested, excluding initial and exit charges as per 29.09.2017. Initial and exit charges could affect the value of the performance. 
The performance represented is historical; past performance is not a reliable indicator of future results and investors may not recover the full amount invested. The value of 
shares can greatly fluctuate as a result of the sub-fund’s investment policy and cannot be ensured. If the currency of the respective share class differs from the currency of the 
country where the investor resides the represented performance might vary due to currency fluctuations. 



2) Source: Nordea Investment Funds S.A. Period under consideration: 30.06.2017 - 29.09.2017 Performance calculated NAV to NAV (net of fees and Luxembourg taxes) in the currency of 
the respective share class, gross income and dividends reinvested, excluding initial and exit charges as per 29.09.2017. Initial and exit charges could affect the value of the performance. 
The performance represented is historical; past performance is not a reliable indicator of future results and investors may not recover the full amount invested. The value of 
shares can greatly fluctuate as a result of the sub-fund’s investment policy and cannot be ensured. If the currency of the respective share class differs from the currency of the 
country where the investor resides the represented performance might vary due to currency fluctuations. 

Nordea 1 - Emerging Market Bond Fund:  
Top 10 Country Exposure

Portfolio 
(%)

Benchmark3 
(%)

Difference 
(%)

Mexico 6.33 5.24 1.09

Argentina 6.06 3.38 2.68

Brazil 5.45 3.42 2.03

Turkey 4.81 3.86 0.95

Russian 
Federation

4.53 3.72 0.81

Indonesia 4.51 4.34 0.18

Ukraine 4.49 2.61 1.88

South Africa 3.36 2.71 0.65

Lebanon 3.08 2.66 0.43

Kazakhstan 2.77 2.75 0.02

Source: PGIM Ltd. as of September 30, 2017. Note: Figures based on the strategy allo-
cation and can deviate from official fund data. 3) JP Morgan EMBI Global Diversified

Nordea 1 – Emerging Market Bond Opportuni-
ties Fund

During the 3rd quarter of 2017, the Nordea 1 - Emerg-
ing Market Bond Opportunities Fund returned 
+3.65 % (BP–USD), which outperformed the bench-
mark return of +3.10 % (50 % JP Morgan EMBI Global 
Diversified and 50 % JP Morgan GBI-EM Global Di-
versified)2.

In hard currency, overweights to Argentina, Ukraine, 
El Salvador, Iraq and Brazil drove performance. An 
overweight to Venezuela offset some of these gains. 
Hedged local rates returned +1.23 % in Q3 2017. An 
overweight to Brazil along with underweights to 
Czech Republic, Colombia, Chile and Poland con-
tributed to performance. An overweight to Mexico 
along with an underweight to Russia detracted from 
performance. Sovereign positioning in Venezuela, 
Russia and Indonesia added to performance, while 
positioning in El Salvador detracted. Corporate and 
quasi-sovereign positioning in Argentina detracted 
from performance, while positioning in Venezuela 
(PDVSA), Brazil (JBS) and Mexico (PEMEX) contrib-
uted. Local rates positioning in Brazil, Hungary and 
Indonesia added to performance, while positioning 
in Mexico and Turkey detracted from performance. 
Emerging market currencies were stronger during 

the quarter, posting a total return of +2.00 % meas-
ured by the JP Morgan ELMI+ Index. Exposure to the 
Polish zloty along with exposure to the Thai baht and 
Colombian peso detracted from performance. Expo-
sure to the Russian ruble, Czech koruna and Mexican 
peso contributed to performance.

As of end of September 2017, the fund's largest hard 
currency over/underweights and changes through-
out the quarter were similar to the ones seen in the 
hard currency portfolio (see above). In local rates 
positioning changes, the fund initiated underweights 
in Russia (–0.28 years), reduced its overweight to Ar-
gentina (–0.13 years), and reduced its underweight to 
the Philippines (+0.11 years). In FX, the fund reduced 
underweights to the Thai baht and South African 
rand, and reduced its overweight to the Argentine 
peso and Hungarian forint, while adding to the Rus-
sian ruble and Brazilian real. It also reduced its euro 
funding in favor of the US dollar.

Nordea 1 - Emerging Market Bond 
Opportunities Fund: Top 10 Country 
Exposure

Portfolio 
(%)

Benchmark4 
(%)

Difference 
(%)

Brazil 9.65 6.71 2.94

Mexico 8.99 6.62 1.37

Indonesia 8.34 6.94 1.40

Turkey 6.68 5.71 0.96

South Africa 6.35 5.42 0.94

Argentina 4.36 2.23 2.13

Malaysia 4.10 4.23 –0.13

Colombia 3.74 5.14 –1.40

Poland 3.59 5.72 –2.13

Ukraine 3.18 1.30 1.88

Source: PGIM Ltd. as of September 30, 2017. Note: Figures based on the strategy 
allocation and can deviate from official fund data. 4) 50 % JP Morgan EMBI Global 
Diversified and 50 % JP Morgan GBI-EM Global Diversified

Outlook

As mentioned earlier, the case for local bond alloca-
tions is supported by both the positive outlook for 
EMFX and by the dramatic decline in EM inflation. 
The case for EMFX is supported by synchronized 



global growth, low inflation, and high EM real yields. 
We will monitor attempts by central banks to limit 
currency appreciation and the effect that balance 
sheet normalization in the developed markets – and 
any consequent market repricing – have on overall 
sentiment and risk appetite.

Not to be overlooked, the positive backdrop for EM 
assets is also supported by a constructive growth 
outlook for China over the near term and prospects 
that President Xi’s influence will consolidate after 
the Party Congress in mid-October. Attempts to ad-
dress financial instability and continued efforts to 
deal with imbalances remain a risk, but also appear 
manageable from our vantage point.

Within EM hard currency assets, there is still room for 
spreads to tighten in sovereigns, quasi-sovereigns, 
and corporates. For example, value remains in se-
lect quasi-sovereigns that trade at attractive spreads 
relative to the sovereign, such as Pemex, Petrobras, 
and Eskom. These issuers trade at levels that range 
from +130 bps to +170 bps relative to similar-maturity 
sovereign bonds. Likewise, a number of EM countries 
continue to reprice in anticipation of rating upgrades, 
including Argentina, Ukraine, and Russia. EM corpo-
rates also present opportunities for asset managers 
capable of conducting thorough credit analysis.

Emerging market flows have been consistently posi-
tive after the initial outflows following last year’s US 
elections. EM fixed income retail flows have reached 

about $56 billion, with more than half going into hard 
currency investments. Institutional inflows are esti-
mated to be over $100 billion. These inflows have 
come amid concerns over developed market central 
banks tapering their QE programs in addition to geo-
political uncertainty in North Korea and other global 
hotspots. Potential idiosyncratic selloffs in EM assets 
related to the political calendar in Q4 (China’s Party 
Congress as well as developments in South Africa 
and Argentina) and next year (Mexico, Brazil, and 
Russia) are likely to present opportunities to take ad-
vantage of mispriced assets. The market’s appetite 
for new issues – totaling over $300 billion reflects 
the increased appetite to add to EM allocations. Even 
a default and restructuring in the Venezuela/ PDVSA 
complex is unlikely to spread contagion within the 
broader EM sector as the idiosyncratic nature of the 
issues have been well telegraphed and priced into 
the relevant assets.

The relatively healthy fundamental backdrop in EM 
– supported by rebounding growth, inflows, and at-
tractive valuations – will likely help assets end the 
year with strong returns. Selloffs are likely to be buy-
ing opportunities in lower-rated, hard currency as-
sets, EMFX, and local bonds.
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Source (unless otherwise stated): Nordea Investment Funds S.A.. Period under consideration (unless otherwise stated): 30.06.2017 – 30.09.2017. Performance calculated NAV to NAV (net 
of fees and Luxembourg taxes) in the currency of the respective share class, gross income and dividends reinvested, excluding initial and exit charges as per 30.09.2017. Initial and exit 
charges could affect the value of the performance. The performance represented is historical; past performance is not a reliable indicator of future results and investors may not 
recover the full amount invested. The value of shares can greatly fluctuate as a result of the sub-fund’s investment policy and cannot be ensured. If the currency of the respective 
share class differs from the currency of the country where the investor resides the represented performance might vary due to currency fluctuations. The sub-funds mentioned are part 
of Nordea 1, SICAV, an open-ended Luxembourg-based investment company (Société d'Investissement à Capital Variable), validly formed and existing in accordance with the laws of 
Luxembourg and with European Council Directive 2009/65/EC of 13 July 2009. This document is advertising material and does not disclose all relevant information concerning the 
presented sub-funds. Any investment decision in the sub-funds should be made on the basis of the current prospectus and the Key Investor Information Document (KIID), which are 
available, along with the current annual and semi-annual reports, electronically in English and in the local language of the market where the mentioned SICAV is authorised for distribu-
tion, without charge upon request from Nordea Investment Funds S.A., 562, rue de Neudorf, P.O. Box 782, L-2017 Luxembourg, from the local representatives or information agents, or from 
our distributors. Investments in derivative and foreign exchange transactions may be subject to significant fluctuations which may affect the value of an investment. Investments in 
Emerging Markets involve a higher element of risk. The value of shares can greatly fluctuate as a result of the sub-fund’s investment policy and cannot be ensured. Investments 
in equity and debt instruments issued by banks could bear the risk of being subject to the bail-in mechanism (meaning that equity and debt instruments could be written down 
in order to ensure that most unsecured creditors of an institution bear appropriate losses) as foreseen in EU Directive 2014/59/EU. For further details of investment risks associ-
ated with these sub-funds, please refer to the relevant Key Investor Information Document (KIID), available as described above. Nordea Investment Funds S.A. only publishes 
product-related information and does not make any investment recommendations. Published by Nordea Investment Funds S.A., 562, rue de Neudorf, P.O. Box 782, L-2017 Luxembourg, 
which is authorized by the Commission de Surveillance du Secteur Financier in Luxembourg. Further information can be obtained from your financial advisor. He/she can advise you in-
dependently of Nordea Investment Funds S.A. Additional information for investors in Switzerland: The Swiss Representative and Paying Agent is BNP Paribas Securities Services, 
Paris, succursale de Zurich, Selnaustrasse 16, CH-8002 Zurich, Switzerland. Additional information for investors in Germany: The Information Agent in Germany is Société Générale S.A. 
Frankfurt Branch, Neue Mainzer Straße 46-50, D-60311 Frankfurt am Main. A hard copy of the above-mentioned fund documentation is also available from here. Additional information 
for investors in Austria: Sub-paying Agent and Representative in Austria is Erste Bank der Österreichischen Sparkassen AG, Am Belvedere 1, A-1100 Vienna. Additional information for 
investors in the Netherlands: Nordea 1, SICAV is a Luxembourg Undertaking for Collective Investment in Transferable Securities (UCITS) registered in the Netherlands in the register 
kept by the AFM, and as such is allowed to offer its shares in the Netherlands. The AFM register can be consulted via www.afm.nl/register. Additional information for investors in 
France: With the authorisation of the AMF the shares of the sub-funds of Nordea 1, SICAV may be distributed in France. Centralising Correspondent in France is CACEIS Bank, located at 
1-3, place Valhubert, 75013 Paris. Investors are advised to conduct thorough research before making any investment decision. Additional information for investors in Belgium: The 
Representative Agent in Belgium is BNP Paribas Securities Services S.C.A., Brussels branch, 25 Rue de Loxum, Brussels, B-1000-Belgium. A hard copy of the above-mentioned fund docu-
mentation is available upon demand free of charge. Additional information for investors in Spain: Nordea 1, SICAV is duly registered in the CNMV official registry of foreign collective 
investment institutions (entry no. 340) as authorised to be marketed to the public in Spain. The Depositary of the SICAV’s assets is, J.P. Morgan Bank Luxembourg S.A. In Spain, any invest-
ment must be made through the authorised distributors and on the basis of the information contained in the mandatory documentation that must be received from the SICAV’s authorised 
distributor prior to any subscription. The Representative Agent is Allfunds Bank S.A., Paseo de la Castellana 9, ES-28046 Madrid, Spain. A complete list of the authorised distributors is 
available in the CNMV’s webpage (www.cnmv.es). Additional information for investors in Portugal: The Management Company of the SICAV, Nordea Investment Funds, S.A., and the 
Depositary of the SICAV’s assets, J.P. Morgan Bank Luxembourg S.A., are validly formed and existing in accordance with the laws of Luxembourg and authorized by the Commission de 
Surveillance du Secteur Financier in Luxembourg. Our distributor in Portugal is BEST - Banco Electrónico de Serviço Total, S.A., duly incorporated under the laws of Portugal and regis-
tered with the CMVM as a financial intermediary. Additional information for investors in Italy: Fund documentation as listed above is also available in Italy from the distributors and on 
the website www.nordea.it. The updated list of distribution agents in Italy, grouped by homogenous category, is available from the distributors themselves, at State Street Bank Interna-
tional GmbH – Succursale Italia, branches (located in the main towns of each region), BNP Paribas Securities Services - Succursale di Milano, Banca Sella Holding S.p.A, Banca Monte 
dei Paschi di Siena S.p.A., Allfunds Bank S.A. Succursale di Milano, Société Générale Securities Services S.p.A. and on the website www.nordea.it. Any requests for additional information 
should be sent to the distributors. Before investing, please read the prospectus and the KIID carefully. We recommend that you read the most recent annual financial statement in 
order to be better informed about the fund's investment policy. The prospectus and KIID for the sub-funds have been published with Consob. Additional information for investors 
in the United Kingdom: Approved by Nordea Bank AB, 5 Aldermanbury Square, London EC2V 7AZ, which is regulated by the FCA in the United Kingdom. Additional information for 
investors in Sweden: The Paying Agent is Nordea Bank AB (publ), Smålandsgatan 17, Stockholm SE-105 71. The Representative Agent is Nordea Funds Ltd, Swedish Branch, Mäster 
Samuelsgatan 21, Stockholm, SE-105 71. Additional information for investors in Denmark: The Information and Paying Agent is Nordea Danmark, filial af Nordea Bank AB (publ), Sverige, 
Strandgade 3, Christiansbro, DK-1401 Copenhagen K. A hard copy of the above-mentioned fund documentation is available here. Additional information for investors in Norway: The 
Paying Agent is Nordea Bank AB (publ), Filial i Norge, Essendrops gate 7, Postboks 1166 Sentrum, NO-0107 Oslo. The Representative Agent is Nordea Funds Ltd., Norwegian Branch, 
Essendrops gate 7, Postboks 1166 Sentrum, NO-0107 Oslo. Additional information for investors in Finland: The Paying Agent is Nordea Bank AB (publ), Finnish Branch, Satama-
radankatu 5, FI-00020 NORDEA, Helsinki. The Representative Agent is Nordea Funds Ltd, Satamaradankatu 5, FI-00020 NORDEA, Helsinki. Additional information for investors in 
Latvia: The Representative and Paying Agent is Luminor Bank AS, Skanstes iela 12, Riga, LV-1013. Additional information for investors in Estonia: The Representative and Paying Agent 
in Estonia is Luminor Bank AS, Liivalaia 45, 10145 Tallinn. Additional information for investors in Lithuania: The Representative and Paying Agent in Lithuania is Luminor Bank AB, 
Konstitucijos pr. 21A , 03601 Vilnius. Shareholders must evaluate possible investment risks and take this into consideration when making investment decisions. Information for investors 
in Brazil: Nordea 1, SICAV have not been, and will not be, registered with the CVM and may not be offered or sold in Brazil except in circumstances which do not constitute a public of-
fering or distribution under Brazilian laws and regulations. Investors within Brazil should consult with their own counsel as to the applicability of these laws and regulations or any exemp-
tion there from. This material aims to provide information only and does not constitute and should not be construed as an offer to buy or sell or solicitation of an offer to buy or sell any 
security or financial instrument. Source (unless otherwise stated): Nordea Investment Funds S.A. Unless otherwise stated, all views expressed are those of Nordea Investment Funds S.A. 
This document may not be reproduced or circulated without prior permission and must not be passed to private investors. This document contains information only intended for profes-
sional investors and independent financial advisers and is not intended for general publication. Reference to companies or other investments mentioned within this document should not 
be construed as a recommendation to the investor to buy or sell the same, but is included for the purpose of illustration.


