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Risk Disclosures 

• Unless otherwise stated, this document reflects Colchester’s views, opinions, portfolio holdings and composites as of 31 January 2018. Colchester makes

no representation or warranty as to the accuracy or completeness of the information in this document and disclaims all liability for any direct, indirect,

consequential or other losses or damages including loss of profits incurred by you or any third party that may arise from reliance on this document.

Although Colchester has obtained the information and opinions in this document from sources which it deems to be reliable, Colchester makes no

representation as to their accuracy or completeness.

• Past performance is not necessarily a guarantee of future returns, and the value of any investment may fall as well as rise. Prospective investors should be

aware that any investment involves a degree of risk. Unless shown otherwise, excess and total returns are illustrated as gross of fees. Net of fee returns are

calculated on the basis of applicable fee rates as described in your Investment Management Agreement or Prospectus/Offering documents. Nothing in this

document should be construed as providing any type of investment, tax or other advice. Neither should anything in this document be considered a

solicitation, recommendation, endorsement or offer to purchase or sell any financial security or other financial instrument. A full performance presentation

in compliance with the Global Investment Performance Standards (GIPS ®) is available upon request. Additional information regarding policies and

procedures for calculating and reporting returns is also available on request. This information is provided for indicative purposes only, and is supplied in

good faith based on sources which we believe, but do not guarantee, to be accurate or complete as of the date of this document only and may be subject to

change without notice.

• This is not a research report and is not intended as such. The information in this document may constitute forward looking statements. Due to the various

uncertainties and actual events, the actual performance of the markets may differ materially from those reflected or contemplated in such forward-looking

statements. As a result, clients/investors should not reply on such forward-looking statements in making any investment decisions.

• This document may contain information obtained from third parties, including ratings from credit ratings agencies. Reproduction and distribution of third

party content in any form is prohibited, except with the prior written permission of the related third party. Third party content providers do not endorse or

recommend the securities or products discussed herein, nor do they guarantee the accuracy, completeness, timeliness or availability of any information,

including ratings (negligent or otherwise), regardless of the cause, or for the results obtained from the use of such content. Third party content providers

give no express or implied warranties, including, but not limited to, any warranties of merchantability or fitness for a particular purpose or use. Third party

content providers shall not be liable for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs,

expenses, legal fees, or losses (including lost income or profits and opportunity costs or losses caused by negligence) in connection with any use of their

content, including ratings. Credit ratings are statements of opinions and are not statements of fact or recommendations to purchase, hold or sell securities.

They do not address the suitability of securities or the suitability of securities for investment purposes, and should not be relied on as investment advice.

• Hypothetical or simulated performance results have certain inherent limitations. Unlike an actual performance record, simulated results do not represent

actual trading. Also, since the trades have not actually been executed, the results may have under- or over-compensated for the impact, if any, of certain

market factors, such as lack of liquidity. Hypothetical performance results have many inherent limitations, some of which are described below. No

representation is being made that any account will or is likely to achieve profits or losses similar to those shown.

IMPORTANT NOTES
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• One of the limitations of hypothetical performance results is that they are generally prepared with the benefit of hindsight. In addition, hypothetical trading

does not involve financial risk, and no hypothetical trading record can completely account for the impact of financial risk in actual trading. For example, the

ability to withstand losses or adhere to a particular trading program in spite of trading losses are material points which can also adversely affect actual

trading results. There are numerous other factors related to the markets in general or to the implementation of any specific trading program which cannot be

fully account for in the preparation of hypothetical performance results and all of which can adversely affect actual trading results. .

• Information concerning the calculation of statistics used for portfolio characteristics is available upon request. Various industry standards, indices and

industry performance comparative data are provided in this document and are detailed where appropriate. These include indices from Citigroup, Bloomberg

Barclays, MSCI, JP Morgan and ICE. Data is sourced additionally from Bloomberg and Datastream.

• There can be no assurance that professionals currently employed by Colchester will continue to be employed by the firm or a level of experience or past

performance is indicative of future performance or success.

Regulatory Information

• Colchester is an employee owned firm headquartered in London and has regional offices in New York and Singapore, and a representative office in Sydney,

Australia.

• Colchester Global Investors Limited is authorized and regulated by the Financial Conduct Authority in the United Kingdom. Colchester Global Investors

Limited is also registered with the Securities and Exchange Commission in the USA and is registered as a Commodity Trading Advisor and Commodity

Pool Operator with the Commodity Futures Trading Commission.

• Colchester Global Investors (Singapore) Pte. Ltd holds a capital markets services licence in fund management issued by the Monetary Authority of

Singapore. Colchester Global Investors (Singapore) Pte. Ltd also holds an offshore discretionary investment management services licence issued by the

Financial Services Commission of Korea.

• Please note the following in respect of Colchester's regulatory status in Australia: (i) neither Colchester Global Investors Limited nor Colchester Global

Investors (Singapore) Pte. Ltd. holds an Australian financial services licence for the provision of certain financial services, and both entities are exempt

from the requirement to hold an Australian financial services licence under the Corporations Act 2001 (Cwlth) in respect of the financial services Colchester

provides; (ii) Colchester Global Investors Limited is authorised and regulated by the Financial Conduct Authority of the United Kingdom under UK laws,

which differ from Australian laws; (iii) Colchester Global Investors (Singapore) Pte. Ltd. is regulated by the Monetary Authority of Singapore under

Singapore laws, which differ from Australian laws. Therefore, Australian wholesale clients are not necessarily subject to the same types of legal protections

or remedies that they would enjoy if Colchester was directly subject to the Corporations Act. Colchester is entitled to offer its financial services in Australia

pursuant to an exemption from the requirement to hold an Australian Financial Services Licence under the Corporations Act, on the basis, among other

things, that the clients are “wholesale clients” within the meaning of the Corporations Act.

• Colchester Global Investors Limited is licenced asa financial services provider by the Financial Services Board (licence number 43012) in South Africa.

THIS DOCUMENT IS INTENDED FOR PROFESSIONAL USE ONLY AND IS NOT FOR PUBLIC DISTRIBUTION. IT MAY CONTAIN INFORMATION THAT IS PRIVILEGED, CONFIDENTIAL OR EXEMPT FROM DISCLOSURE UNDER APPLICABLE LAW. IF YOU HAVE

RECEIVED THIS COMMUNICATION IN ERROR, PLEASE DISREGARD AND DELETE IT AND DO NOT DISSEMINATE THE CONTENTS TO ANY OTHER PERSON.

THIS DOCUMENT DOES NOT CONSTITUTE A PROSPECTUS OR OFFERING CIRCULAR TO SUBSCRIBE FOR ANY SECURITIES. POTENTIAL INVESTORS MUST REVIEW THE RELEVANT PRODUCT OFFERING DOCUMENTS OR INVESTMENT MANAGEMENT

AGREEMENT, AND IN PARTICULAR, THE RISK DISCLOSURES SET OUT THEREIN.

IMPORTANT NOTES
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Public 
Pensions 

9% 

Strategies                

Strategy Characteristics

Currency – hedged/unhedged

Duration – short/medium/long

Credit Rating – high quality focus

Diverse and Stable Client Base Entity Type

Geographic Allocation

As at 31 January 2018

Global Sovereign $26.4bn

Inflation Linked  $5.2bn

EM Local Markets Debt $9.3bn

Alpha $905mm

3

Pacific Basin/
Other 

30%
Europe/

Middle East/
Africa

40%

United States 
& Canada 

30%

AUM $41.8 bn

COMPANY UPDATE

Public/
Sovereign

Wealth Funds 
19%

Endowments/
Foundations/

10%

Trust
(Sub-Advisory) 

& Insurance
33% 

Tax Exempt
Corporate/Pensions

16%

Public 
Pensions 

17% 

Other 
5% 

Please refer to the Important Notes section on pages 1 & 2.
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A conscious focus on generating

attractive real returns

High quality sovereign-oriented

portfolios

Unique use of smaller market 

and sector opportunities

4

PHILOSOPHY

Colchester is a 

value-oriented 

global fixed income 

manager  

We invest primarily in high quality 

sovereign bond markets that offer 

attractive real yields and sound finances

Please refer to the Important Notes section on pages 1 & 2.
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“Defensively-Oriented Currency Hedging

based on Real Exchange Rates”

South African Rand Real Exchange Rate 

Over (+) / Under (-) Valuation versus the US Dollar

P
er
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n
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g
e 

(%
)

PHILOSOPHY: Currency Management

1 standard deviation

2 standard deviations

Rand Undervalued

Rand Overvalued

5

Other factors taken into account:

• Real interest rates

• Current account balances and accumulated foreign assets/liabilities

• Analysis of global foreign exchange reserve holdings

Please refer to the Important Notes section on pages 1 & 2.
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BOND CONSTRUCTION

CURRENCY CONSTRUCTION

1.

Determine 

sector/maturity

allocation for 

each country

2.

Determine 

relative country 

weightings

(mean-variance 

optimizer)

3.

Determine 

currency allocations 

(also mean-variance optimizer)

IMPLEMENTATION: Portfolio Construction

6

Final

PortfolioRisk is carefully 

managed at all 

stages of portfolio 

construction

4.

Apply 

judgement; 

Choose desired 

levels of risk

Please refer to the Important Notes section on pages 1 & 2.
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Percentage Total Returns (Gross)

-6%

0%

6%

12%

18%

2015 2016 2017 2018 Ann. Rtns. Since

Inc.

Howard County Master Trust JPM - GBI EM

2015 1 2016 2017 2018 4
Total Rtns. 

Since Inc. 2, 4

Ann. Rtns.    

Since Inc. 3, 4

Howard County Master Trust (gross) -1.48% 16.24% 16.40% 5.30% 40.36% 15.61%

JPM-GBI EM Global Diversified Index -0.01% 9.94% 15.22% 4.48% 32.33% 12.73%

Relative Performance -1.47% 6.30% 1.18% 0.82% 8.03% 2.88%

Market Value

Initial Contribution 

01 October 2015 $35,000,000

Withdrawals

01 May 2017 $10,000,000

Ending Market Value

31 January 2018 $37,159,405

1

3, 4

1.    Since inception date of 01 October 2015.

2. Total returns since the inception date of 01 October 2015

3. Annualized returns since inception date of 01 October 2015.

4. To the end of January 2018.

7

INVESTMENT PERFORMANCE (01 October 2015 to 31 January 2018)

Please refer to the Important Notes section on pages 1 & 2.
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-25%

-20%

-15%

-10%

-5%

0%

5%

10%

15%

20%

25%

30%

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018  Ann.

Rtns

Since

Inc.

1. From the inception of The Colchester Local Markets Debt Fund on December 30, 2008.

2. To end January 2018.

3. The JP Morgan Government Bond Index – Emerging Markets Global Diversified (JPM GBI-EM, USD Unhedged).

1

1,2

Colchester Local 

Markets Debt Fund

JP Morgan GBI EM 

Global Diversified Index

Gross 

Performance 

(Percent)

The Colchester Local Markets 

Debt Fund
2008 1 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2 Ann. Rtns

Since Inc.1,2

Gross Returns -0.35% 26.54% 14.85% -1.53% 21.01% -6.20% -2.61% -19.38% 16.24% 16.40% 5.30% 6.75%

JPM GBI EM-Global Diversified 

USD Unhedged 3
-0.17% 21.98% 15.68% -1.75% 16.76% -8.98% -5.72% -14.92% 9.94% 15.22% 4.48% 5.02%

Relative Performance -0.17% 4.55% -0.83% 0.22% 4.25% 2.78% 3.11% -4.46% 6.30% 1.18% 0.82% 1.73%

PERFORMANCE: COLCHESTER LOCAL MARKETS DEBT FUND 1

8Please refer to the Important Notes section on pages 1 & 2.
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9

2018 YTD 2

Top three bond contributors to relative returns

were:

- The overweight position in Brazil (+0.28%)

- The underweight position in Czech Republic (+0.05%)

- The overweight position in Russia (+0.05%)

Top three bond detractors from relative returns

were:

- The underweight position in Turkey (-0.05%)

- The underweight position in Indonesia (-0.03%)

- The underweight position in Thailand (-0.03%)

Top three currency contributors to relative returns

were:

- The overweight position in Mexican Peso (+0.42%)

- The overweight position in Polish Zloty (+0.23% )

- The overweight position in Colombian Peso (+0.23%)

Top three currency detractors from relative returns

were:

- The underweight position in Thai Bhat (-0.25%)

- The underweight position in Brazilian Real (-0.20%)

- The underweight position in Czech Koruna (-0.18%)

PERFORMANCE ATTRIBUTION: LOCAL MARKETS DEBT FUND

Bonds Currency Total

Portfolio 1.00% 4.30% 5.30%

Benchmark1 0.65% 3.83% 4.48%

Relative 0.35% 0.47% 0.82%

Note:    

1. JP Morgan GBI EM Global Diversified (USD unhedged)

2. As of end January 2018

Please refer to the Important Notes section on pages 1 & 2.
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2017

Top three bond contributors to relative returns

were:

- The overweight position in Brazil (+1.02%)

- The overweight position in Peru (+0.39%)

- The overweight position in Colombia (+0.32%)

Top three bond detractors from relative returns

were:

- The underweight position in Thailand (-0.39%)

- The underweight position in Hungary (-0.37%)

- The underweight position in Poland (-0.33%)

Top three currency contributors to relative returns

were:

- The overweight position in Polish Zloty (+0.56%)

- The overweight position in Malaysian Ringgit (+0.52% )

- The overweight position in Mexican Peso (+0.45%)

Top three currency detractors from relative returns

were:

- The underweight position in Thai Bhat (-0.73%)

- The underweight position in Indonesian Rupiah (-0.49%)

- The underweight position in Czech Koruna (-0.36%)

PERFORMANCE ATTRIBUTION: LOCAL MARKETS DEBT FUND

Bonds Currency Total

Portfolio 5.64% 10.76% 16.40%

Benchmark1 4.85% 10.37% 15.22%

Relative 0.79% 0.39% 1.18%

Note:    

1. JP Morgan GBI EM Global Diversified (USD unhedged)

Please refer to the Important Notes section on pages 1 & 2.
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BOND MARKET

ARS Argentina

AUD Australia

BRL Brazil

CAD Canada

CHF Switzerland

CLP Chile

COP Colombia

CZK Czech Republic

DKK Denmark

EUR Eurozone

GBP United Kingdom

HKD Hong Kong

HUF Hungary

IDR Indonesia

JPY Japan

KRW Korea

MXN Mexico

MYR Malaysia

NOK Norway

NZD New Zealand

PEN Peru

PHP Philippines

PLN Poland

RON Romania

RUB Russia

SEK Sweden

SGD Singapore

THB Thailand

TRY Turkey

TWD Taiwan

USD United States

UYU Uruguay

ZAR South Africa
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PEN ARS ZAR RUB BRL PHP TRY IDR THB COP MXN CLP MYR JPY RON PLN TWD EUR CHF HKD HUF AUD NZD SGD NOK SEK CAD DKK CZK USD KRW UYU GBP

13.3 13.2

9.0
8.2

7.3
5.9 5.2 5.1 5.0 4.8 4.7 4.4 4.3 3.8 3.7

2.9 2.8 2.6 2.3 2.1 2.1 2.1 2.0 1.8 1.8 1.6
0.8 0.3

0.0 -0.2
-1.7 -2.8
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PEN IDR BRL PHP HUF TWD COP RUB NZD THB PLN SGD ZAR MYR CLP AUD GBP NOK USD DKK HKD SEK EUR UYU JPY CHF MXN CAD KRW RON CZK TRY ARS

Bond Market USD Hedged YTD Returns: January 2018

Bond Market USD Hedged YTD Returns: December 2017

Please refer to the Important Notes section on pages 1 & 2. 11
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CURRENCY MARKET

6.6

5.5 5.3 5.1 4.8 4.8 4.7
4.3 4.3 4.2 4.2 4.1 4.1 3.8 3.8 3.8 3.7 3.5

3.2
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NOK COP MXN GBP CHF CZK BRL PLN ZAR SEK RON THB NZD MYR HUF DKK EUR AUD JPY RUB CLP CAD TWD SGD UYU IDR TRY PEN KRW HKD PHP ARS

ARS Argentine Peso

AUD Australian Dollar

BRL Brazilian Real

CAD Canadian Dollar

CHF Swiss Franc

CLP Chilean Peso

COP Colombian Peso

CZK Czech Koruna

DKK Danish Krone

EUR Euro

GBP Great British Pound

HKD Hong Kong Dollar

HUF Hungarian Forint

IDR Indonesian Rupiah

JPY Japanese Yen

KRW Korean Won

MXN Mexican Peso

MYR Malaysian Ringgit

NOK Norwegian Krone

NZD New Zealand Dollar

PEN Peruvian Sol

PHP Philippine Peso

PLN Polish Zloty

RON Romanian Leu

RUB Russian Ruble

SEK Swedish Krona

SGD Singapore Dollar

THB Thai Baht

TRY Turkish Lira

TWD Taiwan Dollar

UYU Uruguayan Peso

ZAR South Africa Rand

20.5 20.1

13.8 13.7 13.4 12.8
11.0 10.8 10.8 10.5 9.8 9.5 8.9 8.3 8.1 8.0

7.0
6.0 5.3 5.2

4.3
3.5

3.5
2.0 1.7

0.6

-0.4 -0.7 -0.8
-1.9

-7.2

-15.6
-16

-12

-8

-4

0

4

8

12

16

20

24

CZK PLN EUR DKK HUF KRW SEK MYR RON ZAR THB GBP CLP TWD SGD AUD CAD RUB MXN NOK CHF JPY PEN NZD UYU COP PHP IDR HKD BRL TRY ARS

Currency YTD Market Returns: January 2018

Currency YTD Market Returns: December 2017

Please refer to the Important Notes section on pages 1 & 2. 12
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BONDS: Real Yields

AUD Australia

ARS Argentina

BRL Brazil

CAD Canada

CHF Switzerland

CLP Chile

COP Colombia

CZK Czech Republic

DKK Denmark

EUR Eurozone

GBP United Kingdom

HKD Hong Kong

HUF Hungary

IDR Indonesia

JPY Japan

KRW Korea

MXN Mexico

MYR Malaysia

NOK Norway

NZD New Zealand

PEN Peru

PHP Philippines

PLN Poland

RON Romania

RUB Russia

SEK Sweden

SGD Singapore

THB Thailand

TRY Turkey

TWD Taiwan

USD United States

UYU Uruguay

ZAR South Africa

1 The expected real yield for Euroland is calculated based on the 10 year German  Bund yield and the Colchester forecast for inflation in the Eurozone.

Real Yields equal 10 year market yield less Colchester inflation forecasts

January 2018

Please refer to the Important Notes section on pages 1 & 2. 13
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CURRENCY: Real Exchange Estimates

ARS Argentine Peso

AUD Australian Dollar

BRL Brazilian Real

CAD Canadian Dollar

CHF Swiss Franc

CLP Chilean Peso

COP Colombian Peso

CZK Czech Koruna

DKK Danish Krone

EUR Euro

GBP Great British Pound

HKD Hong Kong Dollar

HUF Hungarian Forint

IDR Indonesian Rupiah

JPY Japanese Yen

KRW Korean Won

MXN Mexican Peso

MYR Malaysian Ringgit

NOK Norwegian Krone

NZD New Zealand Dollar

PEN Peruvian Sol

PHP Philippine Peso

PLN Polish Zloty

RON Romanian Leu

RUB Russian Ruble

SEK Swedish Krona

SGD Singapore Dollar

THB Thai Baht

TRY Turkish Lira

TWD Taiwan Dollar

USD United States Dollar

UYU Uruguayan Peso 

ZAR South Africa Rand

Real FX versus USD

January 2018

Please refer to the Important Notes section on pages 1 & 2. 14
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PURCHASING POWER PARITY ESTIMATES

Malaysian ringgit Overvalued

Malaysian ringgit Undervalued

Please refer to the Important Notes section on pages 1 & 2.
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To end January 2018 Standard deviation from fair value

Mexican Peso – US Dollar Real Exchange Rate

PURCHASING POWER PARITY ESTIMATES

Mexican peso Undervalued

Please refer to the Important Notes section on pages 1 & 2.
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Brazilian real Undervalued

Please refer to the Important Notes section on pages 1 & 2.
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PORTFOLIO: Emerging Local Markets Debt Product

Illustrative Portfolio: January 2018 1

Expected Colchester Colchester

Real Colchester Country YTD Currency YTD

Market Return 2 Range Index 3 Exposure Change Exposure Change

Above BBB- Chile 1.4 0-20 2.5 0 2

Colombia 2.6 0-20 6.8 13 11

Hungary -0.9 0-20 4.7 0 5

Indonesia 1.2 0-20 9.6 7 3

Malaysia 0.9 0-25 5.7 10 -1 10

Mexico 3.5 0-25 9.6 13 17

Peru 1.4 0-20 2.7 5 1

Poland 1.5 0-25 8.9 5 +1 14

Romania 1.4 0-20 2.9 0 3

Russia 2.6 0-20 7.7 10 5

South Africa 2.8 0-25 8.4 12 11

Thailand 0.3 0-20 8.0 0 1

Turkey 2.2 0-20 7.1 5 11

Below BBB- Brazil 3.5 0-25 10.0 20 6

Total 100 100 100
1. The portfolio allocations represented on this page are for illustration purposes only. The portfolio presented above and on the following page is a close approximation to the holdings of The Colchester Local Markets Debt

Fund at the end of January 2018, a portfolio which Colchester believes is illustrative of its local markets debt program. The country ranges shown are indicative and arise from Colchester’s desire to control deviations from
index weightings; they are subject to change over time and do not represent actual investment guidelines. The contents of this page should not be viewed as an investment recommendation to any third party.

2. These expected (annualized) real returns are for relative allocation decision-making purposes only and do not represent forecasts of actual returns.
3. The benchmark index is the JP Morgan Government Bond Index – Emerging Markets Global Diversified (unhedged in US dollars). Not all index countries are included in the table above. Specifically, Argentina (0.9% of the

index), Czech Republic (3.9% of the index), Philippines (0.3% of the index) and Uruguay (0.3% of the index) are excluded.

18Please refer to the Important Notes section on pages 1 & 2.
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Country Coupon Maturity Percent

Peru Govt 7.84 2020 0.6

Govt 5.2 2023 1.1

Govt 5.7 2024 1.3

Govt 8.2 2026 2.1

Poland Govt 1.5 2020 0.2

Govt 1.75 2021 1.2

Govt 4 2023 0.8

Govt 2.5 2026 2.3

Russia Govt 6.4 2020 0.9

Govt 7.5 2021 0.9

Govt 7 2023 1.8

Govt 7.1 2024 0.7

Govt 8.15 2027 3.7

Govt 7.05 2028 1.8

South Africa Govt 7.75 2023 1.4

Govt 10.5 2026 4.5

Govt 7 2031 1.7

Govt 6.25 2036 2.8

Govt 8.75 2048 1.5

Turkey Govt 10.5 2020 0.9

Govt 10.7 2021 0.8

Govt 8 2025 0.5

Govt 10.6 2026 1.6

Govt ( IPB ) 4 2020 1.3

Total 100

Country Coupon Maturity Percent

Brazil Govt 10 2021 6.7

Govt 10 2023 5.1

Govt 10 2025 2.8

Govt 10 2027 2.2

Govt ( IPB ) 6 2020 1.3

Govt ( IPB ) 6 2045 2.1

Colombia Govt 7 2022 3.8

Govt 10 2024 5.9

Govt 7.5 2026 2.1

Govt 7.75 2030 1.2

Indonesia Govt 9 2029 1.0

Govt 8.75 2031 1.9

Govt 7.5 2032 0.2

Govt 8.375 2034 1.6

Govt 8.25 2036 2.2

Malaysia Govt 4.378 2019 0.8

Govt 3.492 2020 0.8

Govt 3.889 2020 0.6

Govt 3.659 2020 1.2

Govt 4.16 2021 1.7

Govt 3.62 2021 0.5

Govt 3.882 2022 0.3

Govt 3.48 2023 0.5

Govt 3.8 2023 0.6

Govt 4.059 2024 1.4

Govt 3.955 2025 0.2

Govt 3.9 2026 0.5

Govt 3.899 2027 1.0

Mexico Govt 8 2020 1.5

Govt 6.5 2021 1.5

Govt 10 2024 4.7

Govt 7.5 2027 1.3

Govt 8.5 2029 1.3

Govt 7.75 2031 1.5

Govt 7.75 2042 0.7

Govt ( IPB ) 4.5 2035 0.9

1. The portfolio allocations represented on this page are for illustration purposes only. The portfolio presented above is a close approximation to the holdings of The Colchester Local Markets Debt Fund at the end of January 2018, a portfolio which Colchester believes is

illustrative of its local markets debt program. The contents of this page should not be viewed as an investment recommendation to any third party.

2. The benchmark index is the JP Morgan Government Bond Index – Emerging Markets Global Diversified (unhedged in US dollars). Not all index countries are included in the table above. Specifically, Argentina (0.9% of the index), Czech Republic (3.9% of the index),

Philippines (0.3% of the index) and Uruguay (0.3% of the index) are excluded.

Portfolio Characteristics: January 2018 1,2

PORTFOLIO: Emerging Local Markets Debt Product

SECTOR BREAKDOWN Percent

Investment Grade Conventional 78

Below IG Conventional 17

Investment Grade IPB 2

Below IG IPB 3

Total 100

Government 100

Sovereign Eurobond/Supranational 0

Total 100

CREDIT BREAKDOWN Percent

AAA 0

AA+ to AA- 0

A+ to A- 33

BBB+ to BBB- 47

Below BBB- 20

Total 100

Average Credit BBB

MATURITY BREAKDOWN Percent

0 - 5 years 28

5 -10 years 50

10 -20 years 18

Over 20 years 4

Total 100

YIELD

Portfolio Average Coupon 7.09

Benchmark Average Coupon 6.18

Portfolio Yield to Maturity 6.59

Benchmark Yield to Maturity 5.92

DURATION

Portfolio 5.3

Benchmark (JP Morgan EM Diversified) 2 5.1

Deviation 0.2

19Please refer to the Important Notes section on pages 1 & 2.
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Economic and Inflation Outlook
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 “Normalisation” continues apace as strengthening balance sheets, 

tightening labour markets and pro-cyclical policies hint at the return of 

traditional money multipliers, stronger nominal growth and reflation. 

 Consumer lead growth as asset and house price strength, job security 

and improved income prospects underpin spending. After an extended 

hiatus, fiscal easing and the return of investment spending in the 

developed world also likely to support growth.

 Steady economic environment conducive to a rise in inflation, although 

likely to be contained.

 US policy uncertainty and trade stance potentially the greatest source of 

risk. Chinese corporate debt and to a lesser extent the unforeseen 

consequences of Brexit also a concern. 

Closer to Normal:

ECONOMIC AND INFLATION OUTLOOK

21Please refer to the Important Notes section on pages 1 & 2.
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Rebound in Households “Biggest” Asset:

ECONOMIC AND INFLATION OUTLOOK
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Source: Country specific house price indices rebased to December 2006. Sweden, Spain and New Zealand data is a 3 month moving average. Specific 

data sources available on request. 

Australia
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Together with Rising Equity Prices has Repaired Household Balance Sheets:

ECONOMIC AND INFLATION OUTLOOK
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Source: Federal Reserve Bank of St Louis estimate of Household and Non Profit Organizations Net Worth. US nominal GDP from US BEA.
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Post GFC Lows Increasing Future Income Expectations:

Source: Official data sources.

ECONOMIC AND INFLATION OUTLOOK

Source: Official data sources.
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ECONOMIC AND INFLATION OUTLOOK

Translating into Higher Wages:

Source: US: average hourly earnings - Total Private, BLS. UK: 3 month moving average of Private Sector average weekly earnings UKONS.
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Sources: US Conference Board, European Commission, GFK UK, Economic & Social Research Institute Japan and National Bureau Statistics China. Note indices 

rebalanced to 100 as at January 2005.

ECONOMIC AND INFLATION OUTLOOK

Underpinning Confidence and Demand:
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ECONOMIC AND INFLATION OUTLOOK

Stimulating Demand:

Source: Eurostat, US Census Bureau and UK Office of Statistics. Note: average 12 monthly annual retail sales growth excluding automobiles. 
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Slowly Translating into Firmer Money Growth:

ECONOMIC AND INFLATION OUTLOOK
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Source: US Federal Reserve (mortgage, consumer credit and securitized). Bank of England (all credit except student loans).

Although Credit Impulse Remains Muted:

ECONOMIC AND INFLATION OUTLOOK
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Volatile Headline, but still Relatively Stable Core Inflation:

ECONOMIC AND INFLATION OUTLOOK

Source: Official data sources. Note: labels apply to both charts.

Y
ea

r 
o
ve

r 
Y
ea

r 
P

er
ce

n
t

Headline Inflation Core Inflation

January Years January Years

Japan
US

EZ

UK

Australia

Sweden

New Zealand

30Please refer to the Important Notes section on pages 1 & 2.



®

-5

0

5

10

15

20

2011 2013 2015 2017

-5

0

5

10

15

20

2011 2013 2015 2017

With Divergent trends Reflecting Different Economic Cycles:

ECONOMIC AND INFLATION OUTLOOK

Source: Official data sources. Note labels apply to both charts.
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 Benign economic environment characterised by:-

 Increasing growth momentum;

 Further gradual tightening in goods and labour markets;

 Slow uplift in inflation as traditional money multipliers re-

emerge;

 Mildly stronger growth, but limited inflation response suggests 

continued gradual interest rate adjustment path.   

 However, global cyclical differences becoming more pronounced as 

the US closer to “normal”, while Europe and others lag. Likely to lead 

to greater de-coupling in interest rates.

Cautious Optimism:

ECONOMIC AND INFLATION OUTLOOK
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 Uncertainty about US policy clouds the outlook. Domestically balancing 

tax cuts and infrastructure spending with fiscal rectitude will be 

challenging without inviting a negative interest rate response.

 Globally, greater risks potentially surround growth negative and 

inflationary trade polices that raise “tariffs” and set off a “beggar thy 

neighbour” trade war. 

 Structural concerns remain in China about the level of corporate debt, 

over investment, the quality of bank balance sheets and loss of 

competitiveness. Nonetheless, these issues appear manageable.

 Brexit risks remain in both the UK and EU as the negative real income 

shock, business and social dislocation, and heightened uncertainty 

impacts on the outlook. 

ECONOMIC AND INFLATION OUTLOOK

Tempered by:
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 Historically characterised by hyperinflation, large current account 

deficits, corporate or government indebtedness, or country specific 

factors that lead to capital flight, downgrades and collapse.

 Not prevalent today:

 Inflation contained;

 Net exporter of capital;

 Limited current account deficits, where they exist;

 Large international reserves;

 Borrowing in domestic currency, longer term and local buyers; and,

 Flexible exchange rates.

ECONOMIC AND INFLATION OUTLOOK: Emerging Markets

Old Emerging Market Problems?

34Please refer to the Important Notes section on pages 1 & 2.
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ECONOMIC AND INFLATION OUTLOOK

Emerging Market Funding Risks Contained:

Source: BIS, World Bank, IMF, HSBC and Colchester estimates. Note: debt includes both Government and Non-Financial Corporate debt.
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ECONOMIC AND INFLATION OUTLOOK

Balance Sheet Improvement
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