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Summary

•	 Emerging market debt assets were weaker in May as concerns over contagion risk from the European 
sovereign debt crisis weighed on markets

•	 The JP Morgan EMBI Global Diversified index fell 1.50% and the GBI-EM Global Diversified index also 
fell by 4.35%

•	 Venezuela was the worst performer in the EMBI GD index over the month as worsening macro news and 
a deteriorating regulatory environment took effect

Overview

Emerging market assets were considerably weaker in May, as concerns about contagion risk from the European 
sovereign debt crisis weighed on global markets. An unwelcome policy surprise from Germany, and rising 
interbank funding costs also hurt risk appetite, although the selloff on emerging market debt reflected more 
of an unwinding of some positions rather than a reappraisal of the asset class. A sense of calm appeared to 
be returning to the market by the end of the month, with emerging market debt rebounding over the last few 
trading sessions in May. Hard currency debt outperformed local currency debt, with the latter suffering due 
to sharp gains on the US dollar at the expense of the euro and other currencies. Overall, the JP Morgan EMBI 
Global Diversified index fell 1.50% while the benchmark spread widened 70 basis points to +338 over US 
Treasuries. Meanwhile, the GBI-EM Global Diversified index fell 4.35%, with Poland and Hungary the hardest 
hit countries, falling 11.30% and 11.79% respectively.

Venezuela was the worst performer in the EMBIG during May, sliding 15.33% on the back of worsening 
macro news and a deteriorating regulatory environment, with the government introducing new FX trading 
rules and intervening on local brokerage houses to stem the continued depreciation of the parallel exchange 
rate. Argentine debt also slumped by 9.08% during the month after Economy Minister Boudou reported 
that participation in the first segment of the debt exchange, comprising of institutional investors, resulted in 
roughly a 45% participation rate (US$8.5 billion), which was below official and market expectations.

The macro news in emerging markets was generally positive in May. Brazil’s economy continued to show 
signs of strong growth, with the latest employment and retail sales figures suggesting that consumption 
would maintain a solid pace of expansion in the coming months. Inflation expectations for 2010 continued to 
increase, rising to 5.67% from 5.54% during the previous weekly survey, while remaining unchanged for 2011 
at 4.8%. Mexico’s April trade data supported a broadening recovery, although unemployment figures were 
disappointing. The robust growth story remained on track in Asia, with the Philippines and Thailand printing 
stronger than expected first quarter numbers, following impressive growth figures from China, Malaysia and 
Singapore. In the EEMEA region, South Africa’s April retail sales surprised on the upside, while Russia posted 
healthy industrial production growth. 

Going back to the epicenter of risk, there was some good news from Europe. Policy makers introduced 
various facilities in May to safeguard the financial stability of the Euro area. The shock and awe package of 
€750 billion, which included IMF support, provided a brief respite for the market. The move by the ECB to 
purchase European sovereign bonds was even more effective in reducing concerns of an imminent sovereign 
default. Spain and Italy took a step in the right direction by announcing fiscal tightening measures. Germany’s 
unilateral decision to ban short sales, however, proved to be yet another blow for the market, raising concerns 
about the lack of policy cohesion. The market also remained fixated on the impact from rising interbank rates, 
evoking fears of what happened following the Lehman collapse. 

Outlook

For now, the focus appears to have shifted from sovereign default risk to the macroeconomic consequences 
of the fiscal measures to be taken in order to forestall such a crisis. In this context, we think emerging market 
debt will rebound, as the fundamental backdrop in the developing world remains sound. Improved market 
technicals should also be supportive for emerging market debt as we head into the second half of the year.  
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Performance of Emerging Market Debt (to 31 May 2010)

31/05/10 28/02/10 31/12/09 31/05/09 31/05/07 31/05/05

JPM EMBIGD (USD),  
spread over US Treasuries (bp) 338 307 288 478 166 389

1mth 3mth YTD 1 year 3 years 5 years

JPM EMBIGD (USD) 
Total Return (%) -1.50 1.78 3.55 17.85 22.09 47.77

Source: JP Morgan, Bloomberg, as of 31 May 2010. 
Past performance is not a guide to future performance.
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Important information

The above is strictly information purposes only and should not be considered an offer, or solicitation, to deal 
in any of the mentioned funds. 

Any research or analysis used to derive, or in relation to, the above information has been procured by Aberdeen 
International Fund Managers Limited (“AIFML”) for its own use, without taking into account the investment 
objectives, financial situation or particular needs of any specific investor, and may have been acted on for 
AIFML’s own purpose.  This document is based upon information that AIFML considers reliable as of the date 
thereof, but AIFML does not make any representation as to the completeness and accuracy of data sourced 
from third parties. The information is given on a general basis without obligation and on the understanding 
that any person acting upon or in reliance on it, does so entirely at his or her own risk. Accordingly, no 
warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or 
indirectly as a result of the investor, any person or group of persons acting on any information, opinion or 
estimate contained in this document.  

Any projections or other forward-looking statements regarding future events or performance of countries, 
markets or companies are not necessarily indicative of, and may differ from, actual events or results. AIFML 
reserves the right to make changes and corrections to the information, including any opinions or forecasts 
expressed herein at any time, without notice. 

The commentaries represent an assessment of the market environment at a specific point in time and are 
not intended to be a forecast of future events, or a guarantee of future results.  The commentaries were not 
prepared for any particular investment objectives, financial situation or requirements of any specific investor 
and do not constitute a representation that any investment strategy is suitable or appropriate to an investor’s 
individual circumstances or otherwise constitute a personal recommendation.

The commentaries should not be regarded by investors as a substitute for the exercise of their own judgement.  
Any opinions expressed in the commentaries are subject to change without notice and may differ or be 
contrary to opinions expressed by other business areas or groups of AIFML as a result of using different 
assumptions and criteria.  AIFML will initiate, update and cease coverage at its sole and absolute discretion.  
The analysis contained herein is based on numerous assumptions.  Different assumptions could result in 
materially different results.

Investment involves risk, emerging markets tend to be less liquid and more volatile than developed markets.  
Therefore, emerging markets may have greater risk than developed markets.  Before making any investment 
decision to invest in the fund, investors should read the relevant offering documents and in particular the 
investment policies and the risk factors.  Investors should ensure they fully understand the risks associated 
with the fund and should also consider their own investment objective and risk tolerance level.  Investors 
are reminded that they are responsible for their investment decision and should not invest unless the 
intermediary who offers or sells the fund to them has advised them that the fund is suitable for them and 
has explained why, including how buying the fund would be consistent with their investment objectives.   
If in doubt, please seek independent financial and professional advice.

Subscriptions may only be made on the basis of the relevant offering documents, most recent annual financial 
statement and semi-annual financial statements if published thereafter.  Investors are reminded that the 
value and income (if any) from shares of the fund may be volatile and could change substantially within a 
short period of time. Consequently, it may not be possible to get back the amount invested.  Past performance 
is not a guide to future performance.  Investment returns are denominated in the base currency of the fund.  
US dollar / HK dollar based investors are therefore exposed to fluctuations in the US dollar / HK dollar / base 
currency exchange rate.

This document is issued by Aberdeen International Fund Managers Limited and has not been reviewed by the 
Securities and Futures Commission.


