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Market developments 

Markets extended their rally in May, pricing in an imminent 

deal between the US and Iran that would result in the reopen-

ing of the Strait of Hormuz. However, at the time of writing, 

such a deal remains elusive. Global equities (MSCI World) 

rose by another 4.4%, reaching new all-time highs. The move 

was led by the MSCI EM ex-China, which gained 13.5%, fol-

lowed by MSCI EM (+9.5%), while the S&P 500 advanced 

5.1%. Commodity prices diverged. Brent crude oil dropped 

19.3% to USD 92 per barrel before recovering in early June 

as Iran war risks re-escalated following US strikes on an Ira-

nian tanker and Iranian retaliation against Kuwait and Bah-

rain. Copper prices climbed 5.0%, in line with industrial metals 

(+4.8%, Bloomberg industrial metals subindex). Core rates 

also showed some divergence, with US Treasury 10-year 

yields rising by 6.5 basis points (bps) to 4.43%, while German 

10-year Bunds dropped 10bps to 2.93%, and UK 10-year gilts 

declined by 20bps to 4.81%. Economic data appears to justify 

this yield divergence. US nonfarm payrolls surprised on the 

upside again, with 115,000 jobs created (compared with ex-

pectations of just 65,000), and US manufacturing remains in 

expansion mode, with S&P PMIs at 54.5 in April and ISM 

manufacturing at 52.7. European manufacturing PMIs are 

also in expansion at 51.6, but European services PMI remains 

in contractionary territory at 47.7, in contrast with the more re-

silient US demand. The market is pricing in a 20bps interest-

rate hike by the US Federal Reserve (Fed) by year-end. 

That’s still short of a full 25bps increase, but it’s up from no 

hikes being priced in at the end of April. For the European 

Central Bank (ECB), the market is pricing in 68bps of rate 

hikes by year-end, down from 73bps (nearly three hikes) at 

the end of April. Although ECB communication has been rela-

tively hawkish, we believe weakness in the European econ-

omy is likely to make it difficult for the ECB to deliver three 

hikes this year. 

Emerging-market (EM) fixed-income indices performed well in 

this risk-on month: 

EM hard-currency sovereigns (EMBIG Div) rose by 1% over 

the month, led by high-yield (HY) sovereigns, which rose by 

1.6%, while their investment-grade (IG) counterparts gained 

0.4%. Africa was the best-performing region, up 2.3%, fol-

lowed by EM Europe (+1.4%), whereas Latin America lagged 

behind other regions with a gain of only 0.4%. Among the top 

10 sovereign performers, nine were frontier markets, and all 

10 were HY. 

The trend of sovereign rating upgrades continued in May. Ar-

gentina received its first upgrade to B- from Fitch, while 

Ghana obtained its first B rating, also from Fich, reflecting a 

rapid improvement following its 2022 default and 2024 re-

structuring. Nigeria was upgraded to B by S&P, aligning its 

rating with Fitch. Mexico bucked the trend, being downgraded 

to Baa3 by Moody’s due to recent fiscal slippages. 

Ukrainian bonds were the best-performing sovereign bonds in 

May (+10.5%). Market optimism appears to have increased 

following Russian President Vladimir Putin’s remarks about 

the war coming to an end, which he later clarified were refer-

ring to battlefield advances. Ukrainian President Volodymyr 

Zelenskyy’s chief of staff also said that a peace deal by winter 

was realistic. However, it appears that both sides are stepping 

up military attacks to pressure the other, rather than preparing 

to make compromises. The outperformance is also likely be-

ing driven by market participants chasing high-carry opportu-

nities in an environment of tight spreads. 

In Africa, Zambian bonds (+7.3%) were the second-best per-

formers of the month, following the announcement of a tender 

to repurchase the Zambia 2053 state-contingent bond by the 

Zambian government. The tender initially offered an above-

market price of 78 cents per dollar of face value for early bird 

tenders and 74 cents per dollar of face value for late tenders. 

However, the market rallied above the tender price on the pre-

sumption that the government is attempting to repurchase the 

bond because they know it will trigger and convert into a 2035 

bond with a much higher coupon and a net present value 

(NPV) significantly exceeding the tender price. This forced the 

government to increase the tender price range to 82.8–84.4 

cents per dollar of face value. Mozambique (+7.2%) bonds re-

covered strongly from their April lows, which we believe were 

driven by unjustified fears of imminent default. A private report 

suggested that a bondholder group was organizing to negoti-

ate a friendly bond extension, including a value recovery in-

strument. Given Mozambique’s substantial future gas reve-

nues, this could result in an NPV-neutral or even NPV-positive 

exchange. Gabon (+5%) bonds performed well following the 

country’s revised 2026 budget, which still includes a large but 

more reasonable 7% of GDP budget deficit and confirms in-
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tentions to obtain an International Monetary Fund (IMF) pro-

gram (a formal request was submitted in March). High oil 

prices also support FX reserve accumulation in CEMAC, ben-

efiting Gabon, Republic of Congo, and Cameroon. Kenya 

(+4.5%) and Egypt (+3.4%) were also among the top six sov-

ereign performers; however, we attribute their performance 

primarily to their high-beta status and broad market move-

ments. 

Senegal (-6.6%) was the worst-performing country on the 

continent and in EM overall. Political developments compli-

cate a resolution to the distressed situation: President Bassi-

rou Diomaye Faye dismissed Prime Minister Ousmane 

Sonko, but Sonko's party subsequently appointed him as 

speaker of parliament. As a result, the president has lost sup-

port from his party and the legislative majority, leading him to 

reshuffle his cabinet with technocrats unaffiliated with any 

party. This will make it increasingly difficult for the government 

to implement necessary fiscal consolidation and to secure an 

IMF program. An eventual default/restructuring remains our 

baseline scenario. 

Argentina (3.2%) and Sri Lanka (+3.2%) both received posi-

tive IMF program reviews. In Argentina’s case, the second 

program review was approved, securing an additional USD 1 

billion disbursement despite missing some quantitative targets 

in December 2025. This approval was granted due to the 

strong pace of FX reserve accumulation observed so far in 

2026 and promising prospects for further FX purchases. Addi-

tionally, the Treasury eliminated USD 13 billion of Kirchner-

era intra-public sector debt owed to the central bank by using 

the bank’s profits, which otherwise could have been trans-

ferred to the Treasury. This action reduces the country’s gross 

debt by nearly 2% of GDP. Sri Lanka obtained the combined 

fifth and sixth IMF program reviews, resuming the program af-

ter delays caused by Cyclone Ditwah last year and securing a 

USD 695 million disbursement. The authorities appear com-

mitted to orthodox policymaking: the central bank raised inter-

est rates by 100bps to support the currency, and the govern-

ment increased vehicle import taxes from 30% to 45% to pre-

serve FX reserves. They have also secured oil supplies 

through November. Thus, we believe this vulnerable oil-im-

porting country is relatively well positioned to manage the oil 

shock. 

Bolivia (-2.4%) was the second-worst sovereign performer in 

May, as large protests demanding the reversal of fuel price 

hikes, large wage increases, and the president's resignation 

are blocking the capital city. These protests are likely to slow 

the pace and limit the magnitude of the large and urgently 

needed fiscal adjustment. 

Portfolio review 

We maintained the fund's average credit risk at BBB-, con-

sistent with the benchmark rating. We increased quasi-sover-

eign exposure in Chile and raised our holdings of Hungarian 

sovereign bonds, anticipating further spread compression un-

der the newly elected government. Additionally, we purchased 

Latvian and Peruvian sovereign bonds. Our reductions pri-

marily targeted supranational bonds. In Africa, we decreased 

exposure to Ivory Coast and Kenya. Within the Turkish corpo-

rate space, we switched from financials to geothermal and 

real estate sectors. We reduced exposure to Colombia but 

maintained an overweight position relative to the benchmark 

ahead of the first-round presidential elections. We also low-

ered exposure to sovereign bonds in Mexico and the Domini-

can Republic. Overall, the portfolio’s average yield-to-maturity 

and spread remained relatively stable throughout the month. 

Performance analysis  

The fund outperformed its benchmark by 0.22% in May (net, I 

share class). This outperformance is primarily attributed to 

bond selection and, to a lesser extent, country allocation. The 

main contributor to relative performance was the position in 

EUR-denominated bonds in Romania, which outperformed 

their USD-denominated counterparts. The portfolio’s selection 

of corporate bonds in Brazil also contributed positively. In Af-

rica, overweight positions in Ivory Coast and Kenya supported 

relative performance versus the benchmark. However, the 

portfolio’s selection of corporate and quasi-sovereign bonds in 

Türkiye detracted from performance. Additionally, under-

weight positions in Bahrain and Egypt (both sovereigns ex-

cluded under the sustainability framework) somewhat de-

tracted from relative performance.  

Outlook  

Communications from the US administration and Iran indicate 

that both sides are closer to reaching a deal that could reopen 

the Strait of Hormuz than they were a month ago. As men-

tioned in our previous monthly commentary, we believe both 

parties have sufficient economic and political incentives to 

reach an agreement. That said, at the time of writing, the 

Strait of Hormuz remains closed, and stocks of crude oil and 

petroleum products continue to deplete at an unsustainable 

pace. However, markets have almost entirely priced in a reo-

pening. Brent crude oil prices remain near USD 95 per barrel, 

and inflation has picked up significantly, prompting some EM 

central banks, such as in South Africa, Indonesia, and Sri 

Lanka, to hike interest rates, while others, like in Brazil, have 

paused their easing cycles. Overall yields are significantly 

higher than pre-war levels, making fixed income relatively 

more attractive, in our view. However, on the hard-currency 

side, this can entirely be explained by higher risk-free rates, 

as most EM spreads are now tighter than before the war, with 

a few exceptions. On aggregate, we believe the risk-reward 

proposition is less attractive on the hard-currency front follow-

ing last month’s rally. Nevertheless, we still see numerous idi-

osyncratic opportunities. In fact, we believe the broad market 

rally has not been sufficiently differentiated among issuers, 

opening potential relative-value opportunities in the market. 

Moreover, these tighter spreads are not unique to EM; devel-

opment-market credit spreads are equally tight, reflecting a 

global economy that has remained resilient to the oil shock. 

The US economy, in particular, remains especially robust, 

with a jobs market that no longer signals an impending eco-

nomic downturn. In other words, for cross-asset investors, a 

reflation investment regime appears to be the most likely sce-

nario rather than a stagflation regime, which is positive for risk 

assets. Indeed, if the Strait of Hormuz reopens promptly, we 

believe this market interpretation will turn out to be correct. 

However, the risk of further significant delays in reaching a 

deal, which could result in quantitative constraints on fuel sup-

plies for the global economy, remains a possible scenario, 

one that is no longer being priced in with significant probabil-

ity. If such a negative scenario were to materialize (though it 

is not our baseline), markets could shift from a reflationary to 
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a stagflationary interpretation of the facts, necessitating a sig-

nificant correction in risk assets. In this environment, we focus 

our efforts on continuing to make the most of relative-value 

opportunities while aiming to keep aggregate risks in check. 

On the local-currency front, we believe valuations are now 

more interesting than they were pre-war, as nominal yields 

have increased significantly more than inflation expectations, 

causing real yields to spike to nearly one standard deviation 

above the long-term median. As such, we believe aggregate 

local-currency valuations are more attractive than hard-cur-

rency ones, where spreads remain below their long-term me-

dian. Moreover, several inflation data points for May, pub-

lished so far in early June, suggest that inflation may peak at 

a lower level than the market had anticipated. Czech con-

sumer prices rose by just 0.1% in May (versus 0.3% ex-

pected), reducing the annual inflation rate from 2.5% to 2.1% 

(2.3% expected). Lima’s (Peru) monthly inflation was nega-

tive, lowering the annual rate from 4.0% to 3.9% (4.2% ex-

pected). Inflation in Thailand and the Philippines was also sig-

nificantly below consensus, with Thailand’s annual rate declin-

ing from 2.9% to 2.8% (an acceleration to 3.1% was ex-

pected), and the Philippines’ rate falling to 6.8% from 7.2% 

the previous month, contrary to an expected acceleration to 

7.8%. If this trend continues, it would likely confirm our view 

from two months ago that nominal EM rates had sold off ex-

cessively compared to developed-market (DM) rates. We see 

a resumption of US exceptionalism, driven by the AI boom, as 

the main risk for local currency assets, as this could 

strengthen the dollar in the short term. This is why we cur-

rently maintain a low beta exposure to EM FX but an elevated 

beta exposure to EM rates in our local currency strategies. 

We do not view the strength of the US economy as a potential 

risk to inflation dynamics in EM, and believe that EM FX can 

still outperform non-US DM currencies, just as it did in May, 

when EM FX delivered positive returns (measured in USD) 

despite a strengthening dollar, supported by elevated real 

rates and proactive EM central banks that do not hesitate to 

hike rates in response to inflationary global shocks. Further-

more, we see numerous high-carry, low-beta idiosyncratic op-

portunities in local-currency frontier markets, which we believe 

are likely to remain relatively insulated from most global mar-

ket developments. 

On the fundamental side, we find strong support for the asset 

class in the continued trend of sovereign rating upgrades over 

the past three months, despite the oil shock. There have been 

two downgrades in major Latin American countries (Mexico 

and Colombia) due to their lack of fiscal discipline. However, 

several smaller HY countries across all continents have been 

upgraded during this period. It is noteworthy that orthodox pol-

icymaking is prevailing in some of the most vulnerable coun-

tries, such as Sri Lanka and Pakistan, whose governments 

are wary of reversing the significant progress made over the 

last four years. Meanwhile, on the technical side, demand for 

new issues remains strong, and inflows into the asset class 

quickly resumed after the initial phase of the war. In April, 

USD 6.8 billion returned to EM bonds, effectively offsetting the 

USD 6.9 billion that exited in March, and the asset class re-

ceived an additional USD 3.3 billion in May, according to 

EPFR data. 
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Historical performance (net returns, in %)   

Time period  Fund  Benchmark   Time period  Fund Benchmark  

MTD 1.2%  0.9%   2025  14.1%  13.3%  

YTD 2.4%  1.6%  2024  6.4%  5.7%  

1 year  13.3%  11.7%  2023  11.0%  10.3%  

3 yrs p.a.  10.5%  9.6%   2022  -20.0%  -18.9%  

5 yrs p.a.   2.4% 1.6%   2021  3.7%  -2.3%  

10 yrs p.a.  –  –   2020  –  –  

ITD p.a.  4.0%  2.0%   2019  –  –  

    2018  –  –  

    2017  –  –  

    2016  – –  
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of the money invested in the fund can increase or decrease and there is no guarantee that all or part of your invested capital can be 

redeemed. 

   
 

Investment risks 

— Using derivatives generally creates leverage and entails valuation risks and operational risks. Leverage magnifies gains 

but also losses. Over-the-counter derivatives involve corresponding counterparty risks.  

— The sub-fund’s investments may be subject to sustainability risks. The sustainability risks that the sub-fund may be subject 

to are likely to have an immaterial impact on the value of the sub-fund’s investments in the medium to long term due to the 

mitigating nature of the sub-fund’s ESG approach. The sub-fund’s performance may be positively or negatively affected by 

its sustainability strategy. The ability to meet social or environmental objectives might be affected by incomplete or 

inaccurate data from third-party providers. Information on how environmental and social objectives are achieved and how 

sustainability risks are managed in this sub-fund may be obtained from vontobel.com/sfdr.  

 

Important legal information 

This marketing document was produced by one or more compa-

nies of the Vontobel Group (collectively “Vontobel”) for institu-

tional clients, for distribution in AT, CH, DE, ES, FI, FR, IT, LI, LU, 

NO, SE. 

This document is for information purposes only and does not con-

stitute an offer, solicitation or recommendation to buy or sell 

shares of the fund/fund units or any investment instruments, to ef-

fect any transactions or to conclude any legal act of any kind 

whatsoever. Subscriptions of shares of the fund should in any 

event be made solely on the basis of the fund’s current sales pro-

spectus (the “Sales Prospectus”), the Key (Investor) Information 

Document (“K(I)ID”), its articles of incorporation and the most re-

cent annual and semi-annual report of the fund and after seeking 

the advice of an independent finance, legal, accounting and tax 

specialist.  This document is directed only at recipients who are 

institutional clients, such as eligible counterparties or professional 

clients as defined by the Markets in Financial Instruments Di-

rective 2014/65/EC (“MiFID”) or similar regulations in other juris-

dictions, or as qualified investors as defined by Switzerland’s Col-

lective Investment Schemes Act (“CISA”). 

Neither the fund, nor the Management Company nor the Invest-

ment Manager make any representation or warranty, express or 

implied, with respect to the fairness, correctness, accuracy, rea-

sonableness or completeness of an assessment of ESG research 

and the correct execution of the ESG strategy. As investors may 

have different views regarding what constitutes sustainable in-

vesting or a sustainable investment, the fund may invest in issu-

ers that do not reflect the beliefs and values of any specific inves-

tor.  

Past performance is not a reliable indicator of current or fu-

ture performance.  

Performance data does not take into account any commissions 

and costs charged when shares of the fund are issued and re-

deemed, if applicable. The return of the fund may go down as well 

as up, e.g. due to changes in rates of exchange between curren-

cies. The value of the money invested in the fund can increase or 

decrease and there is no guarantee that all or part of your in-

vested capital can be redeemed. 

Interested parties may obtain the above-mentioned documents 

free of charge from the authorized distribution agencies and from 

the offices of the fund at 49 Avenue J.F. Kennedy, L-1855 Lux-

embourg, the facilities agent in Austria: Erste Bank der oester-

reichischen Sparkassen AG, Am Belvedere 1, A-1100 Vienna, the 

representative in Switzerland: Vontobel Fonds Services AG, 

Gotthardstrasse 43, 8022 Zurich, the paying agent in Switzerland: 

Bank Vontobel AG, Gotthardstrasse 43, 8022 Zurich, the Euro-

pean facilities agent for Germany: PwC Tax and Advisory, So-

ciété coopérative – GFD, 2, rue Gerhard Mercator, L-2182 Lux-

embourg, Email: lu_pwc.gfd.facsvs@pwc.com, gfdplat-

form.pwc.lu/facilities-agent/, the information agent in Liechten-

stein: LLB Fund Services AG, Äulestrasse 80, FL-9490 Vaduz. 

Refer for more information on the fund to the latest prospectus, 

annual and semi-annual reports as well as the key (investor) infor-

mation documents (“K(I)ID”). These documents may also be 

downloaded from our website at vontobel.com/am. A summary of 

investor rights (including information on representative actions for 

the protection of the collective interests of consumers  under EU 

Directive 2020/1828) is available in English under: vonto-

bel.com/vamsa-investor-information. Vontobel may decide to ter-

minate the arrangements made for the purpose of marketing its 

collective investment schemes in accordance with Article 93a of 

Directive 2009/65/EC. Finland: The KID is available in Finnish. 

The KID is available in French. The fund is authorized to the com-

mercialization in France. Refer for more information on the funds 

to the KID. Italy: Refer for more information regarding subscrip-

tions in Italy to the Modulo di Sottoscrizione. For any further infor-

mation: Vontobel Asset Management S.A., Milan Branch, Piazza 

degli Affari 2, 20123 Milano, telefono: 0263673444, e-mail: clien-

trelation.it@vontobel.com. Norway: The KID is available in Nor-

wegian. In Spain, funds authorized for distribution are recorded in 

the register of foreign collective investment companies maintained 

by the Spanish CNMV (under number 280). The KID can be ob-

tained in Spanish from Vontobel Asset Management S.A., Sucur-

sal en España, Paseo de la Castellana, 91, Planta 5, 28046 Ma-

drid. Sweden: The KID is available in Swedish.   

This document is not the result of a financial analysis and there-

fore the “Directives on the Independence of Financial Research” 

of the Swiss Bankers Association are not applicable. Vontobel 

and/or its board of directors, executive management and employ-

ees may have or have had interests or positions in, or traded or 

acted as market maker in relevant securities. Furthermore, such 

entities or persons may have executed transactions for clients in 

these instruments or may provide or have provided corporate fi-

nance or other services to relevant companies. 

Any index referred to herein is the intellectual property (including 

registered trademarks) of the applicable licensor. Any product 

based on an index is in no way sponsored, endorsed, sold or pro-

moted by the applicable licensor and it shall not have any liability 

with respect thereto. Refer to am.vontobel.com/terms-of-licenses 

for more details.  
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Although Vontobel believes that the information provided in this 

document is based on reliable sources, it cannot assume respon-

sibility for the quality, correctness, timeliness or completeness of 

the information contained in this document. Except as permitted 

under applicable copyright laws, none of this information may be 

reproduced, adapted, uploaded to a third party, linked to, framed, 

performed in public, distributed or transmitted in any form by any 

process without the specific written consent of Vontobel. To the 

maximum extent permitted by law, Vontobel will not be liable in 

any way for any loss or damage suffered by you through use or 

access to this information, or Vontobel’s failure to provide this in-

formation. Our liability for negligence, breach of contract or con-

travention of any law as a result of our failure to provide this infor-

mation or any part of it, or for any problems with this information, 

which cannot be lawfully excluded, is limited, at our option and to 

the maximum extent permitted by law, to resupplying this infor-

mation or any part of it to you, or to paying for the resupply of this 

information or any part of it to you. Neither this document nor any 

copy of it may be distributed in any jurisdiction where its distribu-

tion may be restricted by law. Persons who receive this document 

should make themselves aware of and adhere to any such re-

strictions. In particular, this document must not be distributed or 

handed over to US persons and must not be distributed in the 

USA.  
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