
Key Economic Figures/Events of the Week

• With no major macrostatistics released over the week Eurobond markets were trying to stabilise, but the pick

up in prices proved to be insignificant amid reports on trade wars. In response to protectionist measures

introduced by the US Administration, the People's Bank of China decided to cut the reserve requirement ratio

for some banks by 0.5% effective from 5 July. The move is set to inject additional liquidity of circa

USD 100 billion and further weaken the national currency. As a reminder, the US voiced concerns about

significant dollar strengthening earlier this year and hit out at China and the EU for deliberately devaluating

their national currencies. The Chinese government also warned it might reduce its US Treasury purchases. We

still believe that it is in the interest of both parties to negotiate a mutually beneficial compromise, but the

ongoing talks are likely to unnerve the markets and have a negative impact on the investment and business

environment.

USD/CNY exchange rate YTD

• Turkish President Recep Tayyip Erdogan claimed victory in the first round of elections held on 24 June by taking

52.5% of the vote, with the ruling AK party also winning 42.5% of the separate parliament vote. The financial

markets responded positively to the news, but the first wave of optimism quickly subsided with no lasting

effect. Turkish bonds make up an average of 8–10% of our portfolios and include sovereign, large corporate and

banking sector issues. While we are ready to hold these to maturity, our experience shows that the prices will

most likely be picking up as soon as the general concerns ease.

• Over the weekend, news broke out that presidents Vladimir Putin and Donald Trump may meet in July. So far

the meeting has not been officially confirmed, and we do not expect it to have a significant positive effect on

the markets anyway because of the American president's controversial personality. Nonetheless, any attempt at

a dialogue should be viewed as good news.

• The OPEC meeting held on Friday, 22 June, agreed to increase oil production by 1 million bopd. The decision

had little impact on oil prices which closed last week largely unchanged. Later on, though, the prices saw

another hike amid reports of Washington calling on Iran’s key trade partners to halt oil imports from the county

starting from 4 November when the US sanctions are scheduled to take effect. The upward movement was also

supported by the EIA's report saying that oil reserves had shrunk by 9.9 million barrels.

• Mexico is gearing up for the presidential and parliamentary elections to be held on 1 July. Their results are

unlikely to take anybody by surprise as Andrés Manuel López Obrador, a left-wing candidate from the Morena

party, has long been leading the polls. Our average Mexican exposure ranges from 9% to 11%. In our view, the
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• new president is unlikely to drastically change the country’s economic and tax policies, which will create a

conducive environment for recovery in Mexican bond prices.

• The EM bond markets suffer from continued outflows, with the local bonds bearing a greater brunt than the

Eurobonds as of recently. This makes for a negative market backdrop and puts pressure on prices. With brokers

having held little to no positions of their own since 2008, all purchase and sale volumes end up in the secondary

market leading to significant price movements.

Weekly Investment Insights

• The price of Bahrain’s sovereign Eurobonds (B+/BB-) went up about 10% over the week in response to the

announcement of a support package provided by Saudi Arabia, Kuwait and the UAE to shore up economic

reforms and the stability of public finances in Bahrain. We are keen to maintain the small exposure that we

have to these bonds in the Fund and certain major client portfolios going forward. The majority of client

portfolios include bonds of the state Oil&Gas company maturing in 2027. They also saw a 5% growth over the

week.

Strategy

The current situation does not call for rebalancing of our portfolios. They are almost fully invested, with the

average share of cash standing at no more than 2%. Major weightings are reserved for the most promising markets

(Mexico, Turkey and Brazil), while diversification comes courtesy of the regions known for bucking the market

trends (Asia, America and Russia). The average duration is five years, which is agreed to be a rather conservative

term and which in our opinion offers a comfortable risk/reward ratio amid growing rates. In our view, premium to

the interest rates offered by the current yields is insufficient, and with increased volatility set to continue, we

have decided to steer clear of leverage for now. Should we see a surge in yields or a major change in key global

macro forecasts, we will adjust our current strategy accordingly.
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We hope you find this information useful and will be glad to answer your questions
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