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Market developments 

Global fixed-income markets experienced a significant correction 

in July, as the truce between the US and Iran proved to be fragile 

and short-lived. The US and Iran went back to war in the second 

half of the month and supposedly returned to the negotiation table 

during the first week of August. Available daily tracking data show 

near-zero trade flows through the Strait of Hormuz during the sec-

ond half of July, though an unknown amount of untraceable trade 

was still taking place. Moreover, the Houthis declared a maritime 

embargo on Saudi Arabia on July 20 and hit two Saudi tankers in 

the Red Sea near the Bab al-Mandab Strait, forcing the Saudis to 

re-route tankers via the Suez Canal and down the Cape of Good 

Hope, which adds about 25 days for the oil to be delivered. Oil 

prices have been volatile, with Brent crude starting the month of 

July in the low USD 70s per barrel, briefly rising past USD 100 per 

barrel on July 23, and falling back to USD 80 per barrel in early 

August amid claims from the US administration that a deal to reo-

pen the Strait of Hormuz was imminent. The US Federal Reserve 

(Fed) kept rates unchanged in July, which was widely expected, 

but the market didn’t seem to welcome Chair Kevin Warsh’s press 

conference. He argued that the market had "already done some 

of the Fed's inflation-fighting work, as rising long-end bond yields 

had already tightened financial conditions. The US Treasury curve 

steepened further after the Fed press conference, possibly imply-

ing that market participants have doubts about Fed’s willingness 

to bring inflation back to target in the medium to long term. US 10-

year yields ended the month +27 basis points (bps) higher at 

4.7%, while 10-year Bund yields rose by 35 bps to 3.2%. 

On the other hand, backward-looking inflation data were relatively 

benign. In June, US consumer prices fell by 0.4% (the first CPI 

decline in more than six years), bringing the annual inflation print 

from 4.2% in May to 3.5% in June. Core prices were unchanged 

in the month (0.0% m/m), bringing annual core inflation down from 

2.9% to 2.6%. The Eurozone’s consumer prices declined by 

0.1%, but annual headline and core inflation were steady at 2.8% 

and 2.4%, respectively. Inflation surprises were mostly negative in 

emerging markets (EM), particularly in Latin America and CEE. 

Brazil’s IPCA came below expectations in June and the first half 

of July, with annual inflation falling from 4.8% to 4.5% during the 

first half of July. Inflation remained below target in Hungary (1.7% 

y/y) and the Czech Republic (1.5% y/y) in June, while preliminary 

July data for Poland show a re-acceleration from an on-target 

2.5% in June to 3% y/y in July. 

Sovereign rating upgrades continued in July, with Argentina re-

ceiving its third B- equivalent rating, with Moody’s upgrading the 

sovereign to B3, while Pakistan obtained its first B rating from 

S&P (Fitch rates the sovereign as B-, while Moody’s is still at 

Caa1). Still, EM hard-currency fixed income indices experienced 

negative absolute returns on the back of the US Treasury selloff, 

while EM local-currency experienced positive returns as EM FX 

and carry more than compensated the rates selloff. 

EM local-currency bonds (GBI-EM) outperformed in July, deliver-

ing a positive 0.3% total return (in USD) despite the global core 

rates selloff. In addition to the consistent 0.5% carry, EM FX 

added 0.5% to the monthly performance (partly reversing the 

1.1% EM FX decline experienced in June), while EM rates de-

tracted 0.7% as EM rates added 16 bps. 

Latin America had by far the best performance, delivering a 2.9% 

monthly return, while EM Asia declined by 0.2% and EM Europe 

lost 0.9%. Colombia (+9.7%) saw the best performance of the 

GBI-EM, driven by a 9.1% FX return, the positive momentum of 

this high-carry currency continued after the election of right-wing 

candidate Abelardo de la Espriella in the presidential runoff in 

June. Dominican Republic (+5%) was the second-best performer 

in the index, with the performance mostly driven by a 27-bps tight-

ening in yields, while the currency contributed with 1.8%. Brazil 

(+2.7%) was also among the top performers, mainly driven by the 

BRL (+1.9%). Opinion polls in Brazil are pointing toward a much 

tighter presidential race in October. President Luiz Inácio Lula da 

Silva is still in the lead, though it has narrowed to single digits 

over right-wing candidate Flávio Bolsonaro in most opinion polls. 

Hungary (-3.4%) was the worst performer of the GBI-EM, with the 

forint losing 1.6% against the dollar (more against the euro) and 

bond yields rising by 48 bps. The correction started with the July 8 

revelation from the finance ministry that the 2026 fiscal deficit 

would reach 7.5% of GDP, considerably higher than the initial 

3.7% target that had been later revised to 5% and stated at 6.8% 

when the government handover took place. This is likely to result 

in a delay in the government’s 2030 euro-adoption target. Despite 

the July correction, Hungary remains one of the best-performing 

countries year to date, with total returns of 11.5% in USD, but this 

correction also shows that it had become a crowded trade follow-

ing Viktor Orban’s defeat in the April presidential election. 

Outside the benchmark, South Korea (+7.5%) was the standout 

performer, as massive foreign equity outflows triggered the un-

winding of FX hedges, providing strong support to the won. Nige-

ria (+5.3%) also delivered a strong return, supported by higher oil 

prices, attractive real interest rates, improving macroeconomic 

fundamentals, and rising institutional investor interest. Kenyan 
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government bonds benefited from the ongoing central bank eas-

ing cycle, while the shilling remained resilient despite the head-

wind of higher oil prices. 

On the negative side, Israel (-3.0%) gave back part of the previ-

ous month's gains as renewed geopolitical tensions weighed on 

both the shekel and long-dated government bonds. Ghana (-

3.1%) came under renewed pressure as strong US dollar demand 

from local corporates drove cedi depreciation. Meanwhile, Zambia 

(-2.7%) and Egypt (-2.3%) underperformed due to pre-election 

uncertainty and the collapse of the ceasefire agreement, respec-

tively. 

Portfolio review 

Our positioning remains anchored in our core view that local 

rates, particularly in Latin America and Central Europe, are likely 

to outperform EM currencies. This view is supported by the re-

markable absorption of the energy supply shock, which has yet to 

generate meaningful second-round inflation effects across emerg-

ing economies. As a result, several major EM central banks have 

adopted a more dovish stance than markets had anticipated. In 

recent weeks, central banks in Hungary, Poland, South Africa, 

and Colombia have opted to remain on hold rather than deliver 

expected rate hikes, while Brazil appears poised to continue its 

easing cycle. 

In contrast, we remain more cautious about EM currencies. The 

increasingly dovish stance of EM central banks is eroding future 

carry support, while higher US real rates, softer EM growth mo-

mentum relative to developed markets, and ongoing uncertainty 

surrounding the conflict in the Middle East all argue for a more se-

lective approach. Although an imminently stronger US dollar is not 

our base case, we believe that, at this stage of the cycle, systemic 

risk is more attractively expressed through duration than through 

currency exposure 

The main portfolio adjustments in July included further realloca-

tion from Indian rupee-denominated supranational bonds into In-

dian government bonds, as well as a rotation from local Roma-

nian government bonds into euro-denominated sovereign debt. 

We also increased exposure to short-end Turkish lira rates 

through supranational bonds and marginally added to local-cur-

rency government bond positions in Mexico, Colombia, and Uru-

guay. 

By region, measured at the FX level, Asia remained the portfolio’s 

largest exposure despite the reduction, accounting for 39% of to-

tal exposure, followed by Latin America (31.5%), Central Europe 

(16.5%), and Africa (12.5%). Frontier market positions were 

slightly increased to 11% of the portfolio, while cash holdings 

were broadly unchanged at 3.5%, while the allocation to suprana-

tional bonds decreased marginally to 23%. 

Performance analysis  

The institutional share class I gained 0.09% in US dollar terms in 

July, underperforming the GBI-EM Global Diversified Index by 22 

bps over the month, bringing the half-year performance of the 

fund to +2.12% in absolute terms or +0.29% bps over benchmark. 

On the positive side, Latin America was by far the largest regional 

contributor to outperformance, driven primarily by positions in 

Chile, Colombia, and the Dominican Republic. This more than off-

set the weaker performance in Mexico, where local rates sold off 

alongside US Treasuries. 

On the other hand, the main detractors were Central Europe and 

Asia. In Asia, the continued widening of the Indian rupee basis 

weighed on performance, causing supranational bonds to under-

perform the Indian government bond curve once again. In Central 

Europe, underperformance stemmed from local rates, which fol-

lowed the selloff across eurozone yield curves. 

Off-benchmark, the long Korean won position continued to play its 

role as a diversifier, benefiting from heightened volatility in Korean 

equities, which triggered significant unwinding of short KRW cur-

rency hedges. Frontier markets delivered mixed results, with 

strong carry gains from the Nigerian naira largely offset by weak-

ness in the Egyptian pound.  

Outlook  

The US-Iran war remains intermittent. The June memorandum of 

understanding (MoU) proved fragile, with the US striking Iran dur-

ing the second half of July, and the Houthis becoming more in-

volved in the war by disrupting Saudi oil flows through the Bab al-

Mandab Strait. In early August, the US-Iran war was again 

paused, and Iran said it was finalizing arrangements to jointly 

manage passage through the Strait of Hormuz with Oman. The 

US administration also confirmed that, together with Iran and 

Oman, they were about to announce a 60-day agreement on ship-

ping through the Strait of Hormuz. We don’t yet see a stable 

agreement that would definitively end the US-Iran war, but it ap-

pears both sides have incentives to ease oil transit through the 

strait. That said, we think further trade disruptions are possible, as 

the US and Iran do not seem close to agreeing on a comprehen-

sive peace deal, including a new nuclear agreement. 

The market has mostly priced in a partial reopening of the Strait of 

Hormuz, with oil declining below USD 80 per barrel during the first 

week of August. This is good news for inflation and fixed income 

generally. Moderate oil prices increase the probability that infla-

tion prints will continue to be benign, which could justify a less 

hawkish reaction from global central banks than the markets are 

currently pricing in. US futures markets currently price in a Fed 

hike by October and a high probability of another by March 2027, 

while for the European Central Bank, markets currently price in a 

high probability of a hike in September or October and another by 

mid-2027. 

Global equities were resilient in July, with the MSCI World rising 

by 0.5%. Although regional and sectoral performances were quite 

heterogeneous, we believe the observed resilience despite the 

core rates selloff indicates that risk appetite remains elevated. EM 

HY spreads were also relatively stable in July despite the tempo-

rary resumption of the US-Iran war, proving the point we made 

last month that markets would likely tend to look past additional 

trade disruptions if the MoU proved to be fragile. That said, we 

continue to see relative value opportunities arising amid the on-off 

war. In our view, EM fundamentals remain strong and did not de-

teriorate significantly with the war shock. In fact, the ongoing 

credit rating upgrade trajectory for EM sovereigns has continued 

unabated in Q2 2026 and into July. 

The Fed’s credibility debate, reopened after Warsh’s latest press 

conference and his apparent reluctance to hike rates, entails in-

teresting consequences for EM. A Fed that continues to fail to de-

liver on its inflation target, which seems to be the consensus of 

professional forecasters expecting average CPI inflation at 2.4% 

by 2028 (although with PCE at 2.1%), would favor EM FX over 

the medium term. We have been arguing since early last year that 

relatively lower EM inflation (vis-à-vis developed markets) consti-

tutes a strong tailwind for EM FX going forward. We think this is 

likely to be the case. That said, there could be short-term sur-
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prises. The new chair’s preference for providing little forward guid-

ance is likely to result in higher core rates volatility; thus, while not 

our baseline, we would not rule out a more hawkish-than-ex-

pected Fed just yet. Thus, we continue to prefer EM rates over 

EM FX as a clearer expression of lower medium-term EM inflation 

relative to developed markets. 
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Fund characteristics  

Fund name  Vontobel Fund – Sustainable Emerging Markets Local Currency Bond  

ISIN LU0563307981  

Share class  I USD  

Benchmark  J.P. Morgan GBI-EM Global Diversified Composite USD  

Inception date  25.1.2011  
  

 

 

 

Historical performance (net returns, in %)   

Time period  Fund  Benchmark   Time period  Fund Benchmark  

MTD 0.1%  0.3%   2025  20.4%  19.3%  

YTD 2.1%  1.8%  2024  -3.5%  -2.4%  

1 year  10.2%  9.0%  2023  14.3%  12.7%  

3 yrs p.a.  6.6%  6.4%   2022  -7.8%  -11.7%  

5 yrs p.a.   3.7% 2.3%   2021  -8.2%  -8.7%  

10 yrs p.a.  3.3%  2.7%   2020  8.3%  2.7%  

ITD p.a.  1.6%  1.5%   2019  9.5%  13.5%  

    2018  -7.6%  -6.2%  

    2017  12.9%  15.2%  

    2016  11.3% 9.9%  

 
Past performance is not a reliable indicator of current or future performance.  
Performance data does not take into account any commissions and costs charged when shares of the fund are issued and redeemed, if 
applicable. The return of the fund may go down as well as up, e.g. due to changes in rates of exchange between currencies. The value 
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. 
Since fund inception until 28.2.2018, the fund had different characteristics and performance was achieved under circumstances that no 
longer apply.    
 
 
Investment risks 
— Investments in emerging markets entail increased liquidity and operational risks as these markets tend to be underdeveloped and 

more exposed to political, legal, tax and foreign exchange control risks.  
— The sub-fund also includes sustainability criteria in its investment process. This may mean that the sub-fund's performance is more 

positive or negative than a conventionally managed portfolio.  
— Distressed securities have a higher credit and liquidity risk as well as uncertainty in any potential bankruptcy proceedings.  
— Investments in securities with a lower credit quality means there is an increased risk that an issuer may fail to meet its obligations. 

The value of this investment may fall if an issuer's credit rating is downgraded.  
— Using derivatives creates significant 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 
companies of the Vontobel Group (collectively “Vontobel”) for 
institutional clients, for distribution in AT, CH, DE, DK, ES, FI, FR, 
GB, IT, LI, LU, NL, NO, PT, SE, SG (Professional Investors only). 
This document is for information purposes only and does not 
constitute an offer, solicitation or recommendation to buy or sell 
shares of the fund/fund units or any investment instruments, to 
effect 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 
prospectus (the “Sales Prospectus”), the Key (Investor) 
Information Document (“K(I)ID”), its articles of incorporation and 
the most recent 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 Directive 2014/65/EC (“MiFID”) or similar 
regulations in other jurisdictions, or as qualified investors as 

defined by Switzerland’s Collective Investment Schemes Act 
(“CISA”). 
Neither the fund, nor the Management Company nor the 
Investment Manager make any representation or warranty, 
express or implied, with respect to the fairness, correctness, 
accuracy, reasonableness 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 investing or a sustainable investment, the fund may 
invest in issuers that do not reflect the beliefs and values of any 
specific investor. ESG investing and criteria employed may be 
subjective in nature. The considerations assessed as part of ESG 
processes may vary across types of investments and issuers and 
not every factor may be identified or considered for all 
investments. Information used to evaluate ESG components may 
vary across providers and issuers as ESG is not a uniformly 
defined characteristic. ESG investing may forego market 
opportunities available to strategies which do not utilize such 
criteria. There is no guarantee the criteria and techniques 
employed will be successful. Note: Unless otherwise stated in 
Fund documentation or included within the Fund’s investment 

http://www.vontobel.com/sfdr
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objective, information herein does not imply that the Fund has an 
ESG-aligned investment objective, but rather describes how ESG 
criteria and factors are considered as part of the overall 
investment process.  
Past performance is not a reliable indicator of current or 
future performance.  
Performance data does not take into account any commissions 
and costs charged when shares of the fund are issued and 
redeemed, if applicable. The return of the fund may go down as 
well as up, e.g. due to changes in rates of exchange between 
currencies. The value 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.  
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 Luxem-
bourg, Email: lu_pwc.gfd.facsvs@pwc.com, gfdplatform.pwc.lu/fa-
cilities-agent/, the information agent in Liechtenstein: LLB Fund 
Services AG, Äulestrasse 80, FL-9490 Vaduz. Refer for more in-
formation on the fund to the latest prospectus, annual and semi-
annual reports as well as the key (investor) information docu-
ments (“K(I)ID”). These documents may also be downloaded from 
our website at vontobel.com/am. A summary of investor rights (in-
cluding information on representative actions for the protection of 
the collective interests of consumers  under EU Directive 
2020/1828) is available in English under: vontobel.com/vamsa-in-
vestor-information. Vontobel may decide to terminate the arrange-
ments made for the purpose of marketing its collective investment 
schemes in accordance with Article 93a of Directive 2009/65/EC. 
Denmark: The KID is available in Danish. Finland: The KID is 
available in Finnish. The KID is available in French. The fund is 
authorized to the commercialization in France. Refer for more in-
formation on the funds to the KID. Italy: Refer for more infor-
mation regarding subscriptions in Italy to the Modulo di Sot-
toscrizione. For any further information: Vontobel Asset Manage-
ment S.A., Milan Branch, Piazza degli Affari 2, 20123 Milano, tele-
fono: 0263673444, e-mail: clientrelation.it@vontobel.com. Neth-
erlands: The Fund and its sub-funds are included in the register 
of Netherland's Authority for the Financial Markets as mentioned 
in article 1:107 of the Financial Markets Supervision Act (“Wet op 
het financiële toezicht”). Norway: The KID is available in Norwe-
gian. Please note that certain sub-funds are exclusively available 
to qualified investors in Andorra or Portugal. In Spain, funds au-
thorized for distribution are recorded in the register of foreign col-
lective investment companies maintained by the Spanish CNMV 
(under number 280). The KID can be obtained in Spanish from 
Vontobel Asset Management S.A., Sucursal en España, Paseo 
de la Castellana, 91, Planta 5, 28046 Madrid. Sweden: The KID 
is available in Swedish. The fund and its sub-funds are not availa-
ble to retail investors in Singapore. Selected sub-funds of the 
fund are currently recognized as restricted schemes by the Mone-
tary Authority of Singapore. These sub-funds may only be offered 
to certain prescribed persons on certain conditions as provided in 
the “Securities and Futures Act”, Chapter 289 of Singapore. This 
document was approved by Vontobel Pte. Ltd., which is licensed 
with the Monetary Authority of Singapore as a Capital Markets 
Services Licensee and Exempt Financial Adviser and has its reg-
istered office at 8 Marina Boulevard, Marina Bay Financial Centre 
(Tower 1), Level 04-03, Singapore 018981. This advertisement 
has not been reviewed by the Monetary Authority of Singapore. 
The fund is not authorized by the Securities and Futures Commis-
sion in Hong Kong. It may only be offered to those investors 
qualifying as professional investors under the Securities and Fu-

tures Ordinance. The contents of this document have not been re-
viewed by any regulatory authority in Hong Kong. You are ad-
vised to exercise caution and if you are in doubt about any of the 
contents of this document, you should obtain independent profes-
sional advice. This document was approved by Vontobel (Hong 
Kong) Ltd., which is licensed by the Securities and Futures Com-
mission of Hong Kong and provides services only to professional 
investors as defined under the Securities and Futures Ordinance 
(Cap. 571) of Hong Kong and has its registered office at 1901 
Gloucester Tower, The Landmark 15 Queen’s Road Central, 
Hong Kong. This advertisement has not been reviewed by the Se-
curities and Futures Commission. The funds recognised under the 
Overseas Funds Regime (OFR) but not authorised in the United 
Kingdom and therefore not subject to the investor protection 
rules made under the Financial Services and Markets Act 2000 
can be found in the FCA register under reference number 
1061845. This information was approved by Vontobel Asset Man-
agement S.A., London Branch, with registered office at 4th Floor, 
20 Fenchurch Street, London EC3M 3BY, authorized by the Com-
mission de Surveillance du Secteur Financier (CSSF) and subject 
to limited regulation by the Financial Conduct Authority (FCA). 
Details about the extent of regulation by the FCA are available 
from Vontobel Asset Management S.A., London Branch, on re-
quest. Information about the fund may be obtained from Carne In-
ternational Financial Services (UK) Limited acting as the facilities 
agent for the Fund in the UK, providing certain facilities at its of-
fices at 29-30 Cornhill, London, EC3V 3NF, United Kingdom. The 
above mentioned documents, including the KIIDs available in 
English, may be downloaded from our website vontobel.com/am.   
This document is not the result of a financial analysis and 
therefore 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 
employees 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 finance 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 
promoted 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.  
Although Vontobel believes that the information provided in this 
document is based on reliable sources, it cannot assume 
responsibility 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 information. Our liability for 
negligence, breach of contract or contravention of any law as a 
result of our failure to provide this information 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 information 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 distribution may be 
restricted by law. Persons who receive this document should 
make themselves aware of and adhere to any such restrictions. 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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