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Emerging Markets 

Over Q1 2019, the moderation – and in some cases reversal – of 
global economic headwinds has afforded emerging markets 
additional degrees of freedom to maintain accommodative 
policy stances. In this context, we now project a slower pace of 
policy normalization by most Emerging Markets (EM) central 
banks and, in some cases, additional policy relaxation. At the end 
of last year, we expected generally higher or steady policy rates 
through year-end 2019. As the external backdrop turned more 
favourable, coupled with the general absence of inflationary 
pressures and the lingering slack in several economies, we 
revised our forecasts and now pencil in a more gradual policy 
normalization or stable rates for Latin America and most of 
EMEA. In Asia, we now anticipate additional policy loosening 
in many countries (India, Indonesia, Malaysia, Philippines and 
Thailand). Hungary is a notable exception since concerns over 
core inflation dynamics and a positive output gap will likely prod 
authorities to moderately tighten policy.

Beyond the global drivers, the outlook for emerging markets 
has also been shaped by a broad set of country-specific 
developments. In Latin America, the new administration of 
Brazilian President Jair Bolsonaro validated market expectations 
by submitting to congress a relatively robust pension reform 
bill, which is expected to be passed by year end. In Mexico, the 
stalled opening of the energy sector, along with the lack of a 

clear strategy by the AMLO administration to address the state 
oil company’s structural vulnerabilities without compromising 
fiscal accounts, has further eroded confidence in the country’s 
investment narrative. Argentina’s struggle to consolidate 
financial stability has continued amidst an inconsistent 
implementation of the revamped IMF program, with political 
constraints becoming more binding ahead of October’s general 
election. Ecuador reached an agreement with the IMF to 
engage in a three-year Extended Fund Facility (EFF) aimed at 
addressing the challenging funding and balance of payments 
positions. A vexing political backdrop poses risks to the execution 
of this program, nonetheless. In Venezuela, the emergence of 
a parallel government under Juan Guaido – recognized by the 
United States, the European Union, and a majority of regional 
peers – amidst heightened sanctions against the regime of 
Nicolás Maduro, has upped the ante on a potential transition; 
the ongoing stalemate, however, underscores the uncertainties 
about the eventual outcome. 

Elsewhere, presidential elections in South Africa and Ukraine 
will be crucial for the future of these two major EMEA countries. 
In South Africa, very low growth, poor service delivery, frequent 
black - outs, and corruption scandals have severely dented the 
ruling ANC party’s popularity and put Moody’s investment-grade 
credit rating at risk. President Cyrill Ramaphosa’s likely victory 
may be the last chance for the country to avoid becoming a 
sub -investment grade credit. Ukraine’s elections will determine 
whether the country’s effort to clean -up corruption and pursue 
economic adjustment will continue along the path prescribed 
by the IMF program.

 
What does it mean for EM Debt?

The turn of the year roughly marked the bottom of the EM 
fixed income selloff. In Q1 2019, the hard currency Global 
Diversified index outperformed, led by higher risk countries 
such as Argentina (+6.88 %), Ecuador (+15.35 %), Venezuela 
(+30.28 %), Iraq (+8.81 %), and Angola (+13.49 %). Hedged 
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Emerging Market Debt

Highlights for EM Debt
• The first quarter of the year marked a rally of EM debt, 

with Hard Currency outperforming Local rates and  
EM FX

• Expectations for broadly dovish global central banks, 
recovering growth in China, and progress on the trade 
front, are supportive for the perspective on EM assets 
– being attentive to country-specific developments

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.



local bonds and EM currencies lagged hard currency but had 
respectable positive returns. In hedged local bonds, the winners 
included previously unloved Mexico (+6.79 %), Philippines 
(+7.56 %), and South Africa (+3.51 %). The rally was driven 
by global macro and emerging market factors. The Fed and 
ECB’s shift to a more accommodative stance was augmented 
by increased China stimulus, more positive news regarding 
Argentina’s external accounts and IMF program, and optimism 
that pension reform in Brazil may be passed in Q3.

Our forecast for EM growth this year is 4.6 %, only slightly below 
last year’s 4.7 % pace. Importantly, the differential between EM 
and Developed Markets (DM) growth is working in favour of 
the former given the slower activity in the US and euro zone. 
Even with slower growth in China compared to last year, our 
base case is that it will bounce back in coming quarters. This 
is key to our view on EM more broadly. The impact of China’s 
stimulus measures taken to date should begin to show up in 
Q2. In the context of a supportive developed market central 
bank framework, with the absence of the “tighter” global 
liquidity that dominated last year, growth in China of between 
6.0-6.2 % should be supportive of EM assets. Healthy growth 
in other pockets of EM, including India and Indonesia, and 
a recovery in Brazil should keep overall EM growth at the 
4.6 % level. The accommodating DM environment is echoed 
in EM tame inflationary pressures with a few outliers (e.g. 
Argentina and Turkey). EM external liquidity, solvency, and 
balance of payment dynamics are stable compared to 2018. 
While trade has not driven growth (even with more attractive 
EMFX), multilateral support and issuers’ market access has 
kept external dynamics in check.

Technicals remained supportive amid elevated investor cash 
levels after the 2018 selloff, meagre new issue sovereign supply 
(USD 171 billion vs. USD 148 billion YTD 2018), and robust 
inflows into hard currency funds of USD 27.4 billion. The strong 
primary market performance indicated the support. A recent 
Ghana deal was more than seven times oversubscribed, and 
a Sri Lanka 10-year offering that priced in early March traded 
50 bps tighter. The inflows into local currency funds were 
a much smaller USD 7.3 billion, which was reflected in the 
relative performance of local assets.

What we are watching…

Going forward, we remain positive, particularly on EM spreads 
and local rates. Spreads rallied 70 bps YTD but are still around 
100 bps wider than early 2018 levels. IMF programs in Argentina, 
Ecuador, Pakistan, Ukraine, Ghana, Egypt, and other countries 
should keep macro policies heading in the right direction while 
providing a liquidity backstop if needed. Select EM local bond 
markets, such as Mexico, Russia, Russia, and Indonesia, offer real 
yields in excess of 4 % on a forward basis, compared to nearly 
zero to negative real yields in the developed world. These EM 
local markets should be buttressed by declining levels of global 
inflation. In EM FX, we hold a less directional view. The dovish 
Fed and low levels of market volatility should be generally 
positive for EM FX, but this is offset by global growth uncertainty. 
This keeps us focused on relative value positioning—generally 
long Latin American and Asian currencies vs. shorts in CEEMEA.

The risks to our generally positive view include weaker than 
expected global growth, a re-ignition of the US/China trade spat, 
or geopolitical turbulence associated with Russia, Venezuela, or 
other countries. The upcoming elections in Ukraine, Turkey, and 
Argentina could be additional sources of volatility, as could the 
relatively untested new governments in Mexico and Brazil. But 
with rates expected to stay low and valuations attractive, we think 
that returns on EM assets will be solid through the end of the year.

With expectations for broadly dovish global central banks, 
recovering growth in China, and progress on the trade front, 
EM assets will likely continue performing well. Notwithstanding 
the strong performance in EM hard currency assets, valuations 
in select segments remain attractive. EM rates may also benefit 
from the broader backdrop, and EM FX could perform once 
US dollar dominance recedes and EM growth outperformance 
becomes more apparent. We continue to focus on relative value 
opportunities in EM FX.

 
Nordea 1 – Emerging Market Bond Fund 

Overweights to Venezuela, Ecuador and Ukraine along with 
an underweight to Poland drove performance. Venezuela 
outperformed as risk-on assets rallied in conjunction with EM 
hard currency’s strong outperformance. Also, recent political 
developments indicate President Nicolas Maduro’s regime 
could be coming closer to an end, which boosted the country's 

Emerging Markets Debt Performance

 
Q1 Total 

Return (%)

Q1 Spread/
Yield Change 

(bps)

OAS (bps)/ 
Yield (%) as  

of 31.03.2019

EM Hard Currency 6.95 -64 351 bps

EM Local (hedged) 1.98 -0.29 6.16 %

EM FX 1.48 0.74 6.04 %

EM Corporates 5.15 -35 336bps

Source: J.P. Morgan as of 29.03.2019. Past performance is not a guarantee or reliable indicator of results. An 
investment cannot be made directly in an index.

Performance Q1 2019

Nordea 1 – Emerging Market Bond Fund (BP-USD ) 7.16 %

Nordea 1 – Emerging Market Bond Fund (BI-USD ) 7.28 %

Benchmark2 6.89 %

Source: Nordea Investment Funds S.A. Period under consideration: 31.12.2018 – 29.03.2019. 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, you could lose some or all of your invested money. 2) JP Morgan 
EMBI Global Diversified.



assets. Ecuador rallied after the IMF executive board formally 
approved the country’s three-year, USD 4.2 billion extended 
fund facility with an immediate disbursement of USD 652 
million. Overweights to Turkey, Brazil and Argentina along 
with underweights to Uruguay and Colombia offset some 
of these gains. Brazilian assets faced pressure as increased 
friction between President Bolsonaro and some of his allies in 
Congress threaten to slow or even derail the pension overhaul 
seen as critical to controlling the fiscal deficit. 

Sovereign positioning in Egypt, Hungary, Kazakhstan and 
Indonesia contributed to performance, while positioning 
in Argentina, Ecuador and El Salvador detracted from 
performance. Corporate and Quasi-sovereign positioning in 
Mexico (PEMEX), Indonesia (IDASAL), Brazil (PETBRA), China 
(SINOPE) and India (POWFIN) contributed to performance, 
while positioning in Venezuela (PDVSA), Jamaica (DLLTD) and 
Argentina (BUENOS) detracted from performance.

The fund’s largest hard currency overweights are Argentina, 
Brazil, and Ukraine, and the largest underweights are 
Poland, Philippines, and Chile. The biggest changes in the 
quarter were reducing Bahrain, UAE, and Turkey while 
adding to China and Ghana.

 

Nordea 1 – Emerging Market Bond Opportunities Fund

In hard currency, overweights to Ecuador, Ukraine, Argentina, 
Nigeria and Angola drove performance. Muhammadu Buhari’s 
re-election in Nigeria’s presidential race drove outperformance. 
Buhari promises to revive the Nigerian economy and 
tackle security threats. An overweight to Turkey along with 
underweights to Chile, Uruguay, Philippines and Peru offset 
some of these gains. Regarding local rates, underweights to 
Russia, Czech Republic, Thailand, Romania and Argentina 
contributed to performance. Overweights to Indonesia, Malaysia 
and Brazil detracted from performance. 

Sovereign positioning in Indonesia, Kazakhstan and Colombia 
added to performance, while positioning in Pakistan, Ecuador 
and El Salvador detracted. Corporate and quasi-sovereign 
positioning in Mexico (PEMEX), Brazil (PETBRA), China 
(SINOPE) and India (POWFIN) added to performance, while 
positioning in Venezuela (PDVSA), Argentina (BUENOS) and 
Jamaica (DLLTD) detracted. Local rates positioning in Mexico, 
Brazil, Hungary, Thailand and Colombia added to performance, 
while positioning in Turkey detracted from performance. 

Exposure to the Indian rupee along with exposure to the 
Hungarian forint contributed to performance. Exposure to the 
Argentine peso and Turkish lira along with exposure to the 
South African rand detracted from performance.

The fund's largest hard currency over/underweights and 
changes throughout the quarter were similar to the ones 
mentioned for the Nordea 1 – Emerging Market Bond Fund 
(see earlier). In local rates, the fund added to Chile and Mexico 
while reducing Poland. In FX, the fund added to the Czech 
koruna and South African rand, and reduced Thai baht and 
Colombian peso.

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

Portfolio (%) Benchmark3(%) Difference (%)

Mexico 5.65 4.74 0.91

Argentina 5.28 2.58 2.70

Indonesia 5.14 4.34 0.80

Brazil 4.96 3.08 1.87

Turkey 4.30 3.35 0.94

Ukraine 4.19 2.43 1.75

Ecuador 3.77 2.56 1.21

Russian Fed. 3.73 3.25 0.48

South Africa 3.61 2.60 1.01

Sri Lanka 2.68 2.42 0.26

Source: PGIM Ltd. as of 29.03.2019. Note: Figures based on the model portfolio allocation and can deviate from 
official fund data. 3) JP Morgan EMBI Global Diversified.

Performance Q1 2019

Nordea 1 – Emerging Market Bond Opportunities  
Fund (BP- USD )

5.71 %

Nordea 1 – Emerging Market Bond Opportunities  
Fund (BI- USD )

5.85 %

Benchmark4 4.98 %

Source: Nordea Investment Funds S.A. Period under consideration: 31.12.2018 – 29.03.2019. 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, you could lose some or all of your invested money. 4) 50 % JP 
Morgan EMBI Global Diversified and 50 % JP Morgan GBI-EM Global Diversified.

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

Portfolio (%) Benchmark5(%) Difference (%)

Indonesia 9.25 7.16 2.08

Mexico 8.48 7.36 1.12

Brazil 8.06 6.54 1.53

South Africa 6.26 5.54 0.71

Colombia 4.23 5.24 -1.01

Turkey 4.11 3.62 0.49

Poland 4.02 5.53 -1.51

Malaysia 3.90 4.17 -0.27

Argentina 3.32 1.53 1.79

Thailand 3.10 4.26 -1.16

Source: PGIM Ltd. as of 29.03.2019. Note: Figures based on the model portfolio allocation and can deviate from 
official fund data. 5) 50 % JP Morgan EMBI Global Diversified and 50 % JP Morgan GBI-EM Global Diversified.



Source (unless otherwise stated): Nordea Investment Funds S.A. Period under consideration (unless otherwise stated): 31.12.2018 – 29.03.2019. 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 29.03.2019. 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, 
you could lose some or all of your invested money. 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 distribution, 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 associated with these sub-funds, please refer to the relevant Key Investor Information Document (KIID), available as described above. Nordea Investment Funds S.A. has decided to bear 
the cost for research, i.e. such cost is covered by existing fee arrangements (Management-/Administration-Fee). Nordea Investment Funds S.A. only publishes product-related information and does not make any investment recommenda-
tions. 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 independently of Nordea Investment Funds S.A. Please note that all sub funds and share classes might not be available in your country of jurisdiction. Additional information for inves-
tors 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, Germany. A hard copy of the above-mentioned fund documentation is also available from here. Addi-
tional information for investors in Austria: The Information and Paying Agent in Austria is Erste Bank der österreichischen Sparkassen AG, Am Belvedere 1, A-1100 Vienna, Austria. Additional information for investors in the Nether-
lands: 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, FR-75206 Paris cedex, France. Investors are advised to conduct thorough research before making any investment decision. Additional information for inves-
tors in Belgium: The Financial Service Agent in Belgium is BNP Paribas Securities Services S.C.A., Brussels Branch, Rue de Loxum 25, BE-1000- Brussels, Belgium. A hard copy of the above-mentioned fund documentation 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 investment 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.U., C/ de los Padres Dominicos, 7, ES- 28050 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 registered 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 or from the Paying 
Agents: State Street Bank International 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.U. Succursale di Milano, Société Générale Securities Services S.p.A., CACEIS Bank S.A – Succursale Italia and on the website www.nordea.it. Any requests for additional information should be sent to the dis-
tributors. 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 prospec-
tus and KIID for the sub-funds have been published with Consob. Additional information for investors in the United Kingdom: The Facilities Agent is Financial Express Limited 3rd Floor, Hollywood House Chrisch Street East 
Woking, Surrey GU21 6HJ, United Kingdom. Additional information for investors in Ireland: The Facilities Agent is Maples Fund Serviced (Ireland) Limited, a company incorporated in Ireland whose registered office is 5th Floor, 75 St 
Stephen´s Green, Dublin 2 (the “Representative”). Additional information for investors in Sweden: The Paying Agent is Nordea Bank Abp, filial i Sverige, Smålandsgatan 17, SE-105 71 Stockholm, Sweden. The Representative Agent is 
Nordea Funds Ltd, Swedish Branch, Mäster Samuelsgatan 21, M541 SE-105 71 Stockholm, Sweden. Additional information for investors in Denmark: The Representative and Sub-Paying Agent is Nordea Danmark, filial af Nordea Bank 
Abp, Finland, Grønjordsvej 10, DK-2300 Copenhagen S, Denmark. A hard copy of the above-mentioned fund documentation is available here. Additional information for investors in Norway: The Paying Agent is Nordea Bank Abp, filial i 
Norge, Essendrops gate 7, Postboks 1166 Sentrum, NO-0107 Oslo, Norway. The Representative Agent is Nordea Funds Ltd., Norwegian Branch, Essendrops gate 7, Postboks 1166 Sentrum, NO-0107 Oslo, Norway. Additional information 
for investors in Finland: The Paying Agent is Nordea Bank Abp, Satamaradankatu 5, FI-00020, Helsinki, Finland. The Representative Agent is Nordea Funds Ltd, Centralgatan/Keskuskatu 3a, FI-00020, Helsinki, Finland. Additional in-
formation for investors in Latvia: The Representative Agent is Luminor Bank AS, Skanstes iela 12, Riga, LV-1013. Additional information for investors in Estonia: The Representative Agent in Estonia is Luminor Bank AS, Liivalaia 45, 
10145 Tallinn. Additional information for investors in Lithuania: The Representative 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: This is a strictly privileged and confidential document for the purposes of a potential investment in foreign securities on a one-on-one basis with 
potential investors with a pre-existing relationship with Nordea Investment Funds S.A. This document contains information addressed only to a specific individual and is not intended for distribution to, or use by, any other person. This 
document (i) is provided for informational purposes only, (ii) should not be construed in any manner as any solicitation or offer to buy or sell any securities or any related financial instruments, (iii) should not be construed in any manner 
as a public offer of any securities or any related financial instruments, and (iv) and will be addressed to a potential investor with restrict access of information. Nordea 1, SICAV have not been, and will not be, registered with the Brazilian 
Securities Commission (Comissão de Valores Mobiliários - CVM), and must not be offered or sold in Brazil except in circumstances which do not constitute a public offering or distribution under Brazilian laws and regulations. Any public 
offering, placement or distribution, as defined under Brazilian laws and regulations, of securities in Brazil, is not legal without prior registration under Law No. 6,385 of December 7, 1976, as amended. Documents relating to the offering 
of the Nordea 1, SICAV, as well as information contained therein, must not be supplied to the general public in Brazil (as the offering of the Nordea 1, SICAV is not a public offering of securities in Brazil) or used in connection with any 
offer for subscription or sale of the Nordea 1, SICAV to the general public in Brazil. Investors within Brazil should consult with their own counsel as to the applicability of these laws and regulations or any exemption there from. 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 informa-
tion only intended for professional investors and 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. 


