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Countries: USA, Chile, India
Companies: US Treasury, China Evergrande Group,
Transportadora de Gas Intl

Opportunities
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Countries: Hong Kong, Singapore, Saudi Arabia
Companies: China Conch Venture Hldgs Ltd, Road King
Infrastructure Ltd, Saudi Arabian Oil Co

MARKET

The U.S. economy is undergoing the fastest recovery from a
crisis since World War II
Companies in the industrial and commodity sector continue
to deliver robust figures

Update from the lead manager Péter Varga
Markets showed in July a slight risk aversion. This caused
spreads to widen slightly (approx. 20Bp) and US yields to fall to
February levels. At the same time real interest rates (10Y) in the
U.S. hit a new low, although the U.S. economy is undergoing the
fastest recovery from a crisis since World War II (see chart 1).
On the macro side, purchasing managers' indices point to a
slight plateau in global economic growth (see chart 2 & 3),
especially in Asia, where the Covid-Delta variant is again leading
to mobility restrictions in some countries. The Chinese economy
has also already eradicated the "Covid dip" (chart 4), which is
one more reason for the party leadership to focus on
implementing longer-term goals (raising living standards, making
life easier for families). This was also the main reason for the
weak performance of many Chinese tech stocks and bonds in
July. Companies such as Meituan (shopping platform with
delivery; major owner is Tencent) will have to calculate and pay
from now on a social security contribution (employer's share) for
their employees, which will lead to significant profit losses. The
tech giants Tencent or Alibaba will soon lose their monopolies
on collected customer data, among other things, as a central,
government agency will be established for this purpose.
Companies that offer tutoring or preparation courses for students
will now have to work on a non-profit basis and will no longer be
allowed to offer these on weekends. In this way the government
wants to reduce the costs of raising children. From now on,
takeovers and IPOs will also be more strictly regulated in order
to increase competition, for example.
Inflationary pressure for businesses remains worldwide.
However, in some countries this is only felt to a lesser extent, as
in China, or is not fully reflected in consumer prices (see chart
5), which of course reduces profits. Commodity prices in July
were stable or slightly higher, and China continued to intervene
and introduced an export levy on domestic steel.
More and more companies have already started to report
quarterly figures. Especially the industrial and commodity sector
and companies like Klabin, CSN, Vale or Nexa continue to
deliver very robust figures. The picture was different for Unifin,
the leasing company from Mexico, where we were not convinced
by the numbers. Therefore, we put the company on
"underweight" despite yields beyond 8%. The company
continues to focus on growth and is expanding into areas
(working capital financing) where preliminary numbers do not
indicate high profitability. On the other hand, Vietnam Prosperity
Bank has delivered good quarterly results and is looking to issue
new shares to attract large foreign institutional investors as
owners - this adds stability and diversification to the ownership
structure and therefore we remain overweight here.
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Challenges
Inflationary pressure for businesses remains worldwide
Again, the delta variant is leading to mobility restrictions,
especially in Asia
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-0.17%

0.47%

6.07%

7.82%

26.39%
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0.00%
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*J.P. Morgan CEMBI Broad Diversified Composite Index Hedged in EUR
**J.P. Morgan CEMBI Broad Diversified IG in USD
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Selected new issues in July
Issuer
RKPF OVERSEAS 2020 A
LTD

Coupon

Maturity

Rating

Region

5.125

26.07.2026

BB-

North America

Erste AM EM CORPORATE Strategies (in mn EUR)
Pooled Funds
Institutional Mandates
Total
As of July 2021

1,641.46
517.63
2,159.09

Clearly, the most happened in China last month. This was not
only evident in the tech sector as reported above but also
continued to be evident in construction companies.
Evergrande's problems are increasing, payment delays to
subsidiaries or at the project level are becoming more frequent
and the rating has been downgraded to CCC. This development
and the regulation of service companies in the home
construction sector (where the main owners are the construction
companies themselves), caused the stocks and bonds of many
single B-rated companies to plummet. The structural problems
in this sector still persist, which is why we had already started to
specifically reduce the longer maturities some time ago and
were thus able to outperform the market. To a lesser extent, this
decision also had a positive impact on the performance of our
fund. In my opinion, China will rely much less on rapid growth
impulses in this sector in the near future, as housing costs are
already very high and there is also a high level of outstanding
housing loans. This means that margins and growth are likely to
be lower compared to historical standards. As a result, some
companies will have to fight for survival with depressed share
prices and high debts. President Xi's statement from 2017
already pointed the way back then: "housing is for living, not for
speculation"... There will be some opportunities to look out for in
the coming months. As far as the next weeks are concerned,
there was an interesting survey among market participants.
According to this survey, a vaccination breakthrough, e.g. by the
Delta variant, is seen as the greatest source of danger for a
global economic recovery or stability - see chart 6.
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Graph 4: China's economy has also already overcome the

"covid dip”

Graph 1: The U.S. economy is undergoing the fastest recovery

since World War II

Source: CEIC, Standard Chartered Research

Graph 5: The discrepancy between China's consumer price

index and purchasing managers' index reaches a historic level

Source: Deutsche Bank, GFD, NBER

Graph 2: Global

purchasing managers' indices pointing
downwards again – durable goods and…

Source: Bloomberg

Graph 6: Survey of market participants - which of the following

developments could threaten current market stability?

Source: Census Bureau, YCharts
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ABOUT US
From a strong Emerging Europe position Erste Asset Management, part of Erste Group, has become a successful global emerging market investment
house over the last 10 years.
We believe that active management is the best way to generate value in inefficient markets. Emerging markets corporate bonds offer these kind of
investment opportunities. Our clients appreciate and benefit from the integrative research and portfolio manager team approach that provide the basis for a
structured and efficient decision making process. This stable process and our focus on excellence has made us the partner of choice for institutional clients
all over Europe.

DISCLAIMER
This document is an advertisement. All data is sourced from Erste Asset Management GmbH, unless indicated otherwise. Our languages of communication
are German and English.
The prospectus for UCITS (including any amendments) is published in Amtsblatt zur Wiener Zeitung in accordance with the provisions of the InvFG 2011 in
the currently amended version. Information for Investors pursuant to § 21 AIFMG is prepared for the alternative investment funds (AIF) administered by
Erste Asset Management GmbH, pursuant to the provisions of the AIFMG in connection with the InvFG 2011.
The fund prospectus, Information for Investors pursuant to § 21 AIFMG, and the key investor document/KID can be viewed in their latest versions at the
web site www.erste-am.com or obtained in their latest versions free of charge from the domicile of the management company and the domicile of the
custodian bank. The exact date of the most recent publication of the fund prospectus, the languages in which the key investor document is available, and
any additional locations where the documents can be obtained can be viewed on the web site www.erste-am.com.
This document serves as additional information for our investors and is based on the knowledge of the staff responsible for preparing it at the time of
preparation. Our analyses and conclusions are general in nature and do not take into account the individual needs of our investors in terms of earnings,
taxation, and risk appetite. Past performance is not a reliable indicator of the future performance of a fund. Please note that investments in securities entail
risks in addition to the opportunities presented here. The value of shares and their earnings can rise and fall. Changes in exchange rates can also have a
positive or negative effect on the value of an investment. For this reason, you may receive less than your originally invested amount when you redeem your
shares. Persons who are interested in purchasing shares in investment funds are advised to read the current fund prospectus(es) and the Information for
Investors pursuant to § 21 AIFMG, especially the risk notices they contain, before making an investment decision.
Please consult the corresponding information in the fund prospectus and the Information for Investors pursuant to § 21 AIFMG for restrictions on the sale of
fund shares to American citizens. Misprints and errors excepted.
Note for Switzerland: This is an advertising document. The state of the origin of the fund is Austria. In Switzerland, the representative is ACOLIN Fund
Services AG, Leutschenbachstrasse 50, CH-8050 Zurich, whilst the paying agent is NPB Neue Privat Bank AG, Limmatquai 1/am Bellevue, Postfach, CH8024 Zürich. The prospectus, the key information documents or the key investor information documents, the fund regulation as well as the annual and semiannual reports may be obtained free of charge from the representative. Past performance is no indication of current or future performance. The performance
data do not take account of the commissions and costs incurred on the issue and redemption of units.

