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   Topic of the week: EM Investment Grade sovereign hard currency 
debt has earned its reputation! 

• The EMBIGD Investment Grade index spread is now aligned with that 
of US IG corporates; 

• This reflects the significant improvement in macroeconomic 
fundamentals, including low debt levels combined with a good quality 
sovereign rating; 

• This improvement also explains the resilience of the asset class in an 
environment of high volatility in US sovereign bond markets;  

• Central banks that were the first to raise policy rates are now reaping 
the rewards; 

• Decoupling of EM IG sovereign hard currency debt seems to be a given. 

 

 
   Market review: The confidence game

   Chart of the week  

 

 

The Bloomberg cumulative FX Carry-Trade index 

for G-10 currencies reached an all-time high. 

The necessary condition for carry-trade strateg-

ies to work is the absence of volatility. It has 

fallen significantly since October 2023.  

The yen has been used primarily as a funding 

currency for these strategies. Market operators 

borrow the Japanese currency to buy dollar. The 

appreciation of the greenback over the period 

increases the gains of the carry-trade strategy. 

 

   Figure of the week

• The ECB lowers its 2024 inflation forecast;  

• Powell’s confidence on the disinflation process; 

• Italian BTP spreads shrinking to 130 bp; 

• Equities and CDS react positively to central banks’ messages.  

35 
Source : Bloomberg 

Egypt devalued its pound by 35% and raised its policy 
rate by 600 bps, paving the way for the release of IMF 
financial support of more than $10 billion. 
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   Topic of the week 

EM Investment Grade 
sovereign hard currency 
debt has earned its 
reputation! 
This week, we are shedding light on emerging 

market “Investment grade” (IG) sovereign 

hard currency debt, that is of good credit 

quality. EM sovereign debt is often seen as a 

homogeneous bloc. However, we think it is 

important to highlight the nuances, in 

particular the resilience of EM IG sovereign 

debt which has navigated in an environment 

of high volatility in global bond markets, 

particularly in the US. In 2023, EM IG 

sovereign debt returned 7.1%, a 2% 

outperformance over developed government 

bonds.  

 

The lessons of the past have been 

learned! 

 
Improvement of the monetary and fiscal 

framework 

 

The resilience of emerging markets is no coincidence. 

After the major crises, such as those in Latin America 

in the 1980s and the Asian crisis in the 1990s, 

emerging countries improved their monetary and fiscal 

policy frameworks to reduce their external 

vulnerabilities. Their foreign reserves have increased 

considerably. Many countries have also adopted a 

flexible exchange rate regime that contributes to 

macroeconomic stability once the exchange rate 

adjustment has been made. The structure of their 

public debt has also shifted towards debt denominated 

in local currencies, attracting both foreign and 

domestic investors with less dependence on foreign 

capital. 

 

The credibility of central banks strengthened! 

 

The most important point to emphasize is the 

strengthening of the credibility of central banks in 

emerging countries, especially after the Covid-19 

crisis. Thus, in March 2021, before the Fed, many 

central banks in emerging countries, particularly in 

Latin America, had already made aggressive 

increases in their policy rates to fight inflation, as 

shown in the chart below. 

 

 
 

On average, the central Banks of the 11 emerging 

countries represented above raised their policy rates 

by 700 bps over the 2021-2022 period, compared to 

550 bps for the Fed. The high interest rate differential 

with the United States has provided a buffer against 

external tensions. Higher commodity prices over the 

period also dampened the effect of monetary 

tightening on their economies. 

 

This allowed inflation to rapidly converge towards the 

target, as shown in the chart below, representing the 

percentage of countries with inflation above the target, 

including so-called "advanced" countries. 

 

 
 

60% of emerging markets have inflation above the 

Central Bank’s target, almost the level of February 

2021. On the other hand, 70% of so-called "advanced" 

countries still have an inflation rate higher than the 

target, compared to less than 10% in February 2021. 

The rapid convergence of the inflation rate towards the 

target in many emerging countries has enabled them 
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to initiate their cycles of rate cuts. 

 

Towards a definitive decoupling? 
 

A significant improvement in the credit 

profile… 

 

The spread of the JPM EMBIGD "Investment grade", 

IG, has tightened significantly reaching levels before 

the financial crisis of 2009, as shown in the chart 

below. 

 

 
 

When SVB Bank failed in March 2023, the EMBIGD 

IG spread held up better than its counterpart for US 

IG-rated companies. Indeed, the spread of US IG 

companies widened by 40 bps between late February 

and mid-March 2023, while the EMBIGD IG spread 

widened by only half, to 23 bps. This reflects changes 

in the composition of the EMBIGD IG index, which now 

includes many Gulf countries, oil and gas exporters, 

and has an external sovereign rating of “A” or higher, 

as shown in the following graph. 

 

 
 

30% of the JPM External Debt Index now has an 

excellent sovereign rating of ‘A’ to ‘AA’. This rate was 

only 8% in 2013. The inclusion of the Gulf countries 

has therefore helped to improve the credit profile of IG 

external sovereign debt.  

 

However, the improvement of macroeconomic 

fundamentals also explains this resilience, particularly 

on fiscal metrics. Public debt in these countries is still 

below 60% of GDP, while public debt in developed 

countries is above 100% of GDP. Their external 

vulnerability has also been significantly reduced, 

notably due to inflows of foreign direct investment, 

reflecting the integration of many countries into global 

value chains. 

 

… Allowing decoupling  

 

The improved credit profile of IG external sovereign 

debt explains its resilience during the Fed’s policy rate 

hike phase. The chart below shows the JPM EMBIGD 

IG spread and the MOVE volatility index on the US 

sovereign bond market.  

 

  
 

There is a stall between the two indices over the recent 

period. Volatility in the US sovereign bond market 

remains high, while the risk premium on IG external 

sovereign debt has fallen significantly to 130 bps, a 

lower level since 2010, reflecting the decoupling of the 

asset class from the environment of international 

interest rates, particularly US. 

 

Conclusion 
The maturity of EM IG sovereign hard curren-

cy debt is no longer a matter of debate. Its 

resilience reflects a marked improvement in 

macroeconomic fundamentals, including low 

debt levels, combined with a good sovereign 

rating. The improved credit profile allows the 

EMBIGD IG spread to be in line with its 

counterpart on US IG-rated companies. 

Emerging-market central banks, which were 
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the first to raise their policy rates, are now 

reaping the benefits by easing their monetary 

policy before those of the main monetary 

places. This is positive for emerging 

sovereign debt. 

 

Zouhoure Bousbih 
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   Market review 

The confidence game 
 

The confidence of central bankers in the 

continuation of disinflation, rather than the 

data, will determine the date of the first rate 

cut. 

 

Christine Lagarde and Jerome Powell are looking for 

every reason to lower their interest rates. It is now a 

matter of being sufficiently “confident” in the disinf-

lation process, even though inflation is still subject to 

significant upward risks. In the euro area, wage growth 

inertia, the gradual withdrawal of cost-of-living govern-

ment measures and signs of recovery seem to 

contradict the sharp downward revision of the ECB's 

inflation forecast for 2024: 2.3% compared to 2.7% 

forecasted in December 2023 and 3.2% in September 

2023. Furthermore, the ECB will soon unveil a review 

of its operational framework. In the United States, the 

expected monetary relief will undoubtedly spur 

housing price inflation. The “confidence” game played 

by central bankers is therefore a bet on price stability, 

to which the market is visibly buying in. The decline in 

long-term interest rates sparked an immediate rally in 

equity indices and CDS markets. Sovereign spreads 

keep tightening, even ignoring the bad news on the 

fiscal side. That said, the reaction of the cash 

corporate credit markets was more measured. 

Expected monetary easing contributed to a weaker 

dollar, whilst fueling the rush into risky assets. The 

long-awaited rebound in the Japanese yen 

foreshadows an end to the negative interest rate policy 

as wage data came in stronger than anticipated. 

 

US GDP growth should hover around its potential at 

2% in the 1st quarter. The labor market is normalizing 

with a lower quits rate. Job creation remains upbeat at 

265k on average over the past 3 months. There are 

numerous announcements of layoff plans but weekly 

jobless claims remain very low overall, between 200k 

and 220k. Household income and wealth continue to 

increase, providing a basis for strong spending 

growth. Meanwhile, business spending on structures 

and equipment is improving. In the euro area, surveys 

predict a resumption of activity driven by southern 

European countries. Private consumption, which is  

still very weak (+0.1% in the 4th quarter), must be the 

driving force thanks to the recovery in real wages. 

 

The dovish message from central banks continues to 

dictate market performance. The absence of volatility 

(across equities, credit and currencies) thus indicates 

that market participants buy into the scenario of 

growth without inflation that monetary authorities aim 

for. The US 10-year note yield fell below 4.10% as 

breakeven inflation rates declined. The Bund follows a 

similar trajectory below 2.30 %. Yield curve flattening 

is beneficial to all risky assets. The swap spread has 

stabilized around 35 bp. The valuations of core 

government bonds (DSL, RFGB, OAT) represent 

attractive value against swap. The outperformance of 

Italian BTPs continues as 10-year spread reaches 130 

bp, i.e. the levels that prevailed before the Ukrainian 

crisis. The 2 pp upward revision in the 2023 fiscal 

deficit hardly affected investor confidence. Portuguese 

debt (65 bp) was also tightening in the run-up to the 

elections. In the United Kingdom, the government is 

using its meager fiscal room for maneuver (2 pp 

reduction in social contributions) to reduce a 20 pp gap 

in voting intentions for the elections to be held in the 

autumn. Fiscal relief means higher Gilt issuance by 

£7bn during the financial year. The 10-year Gilt hovers 

around 4%. 

 

The favorable trend is fading in the credit market. 

Spreads have widened by 5 bp since the low point of 

82 bps on February 26, in line with selling pressure 

recorded on the main ETFs in the asset class. The 

iTraxx Crossover very quickly plunged below the 300-

bp threshold like stock futures. 

 

The rise in the Nasdaq masks major outflows from US 

technology stocks, according to BofA. Positioning 

through short-term option markets may be a better 

directional indicator than final flows. In addition, the 

regular attrition of the equity market through share 

buyback plans also pushes up stock prices and 

perhaps spark a FOMO effect (the Fear Of Missing 

Out on a rally). In Europe, share buybacks will total 

€200 billion, or a third of the return to the shareholder. 

Final investors participate little in the rally. 

 

Finally, the dollar depreciated mainly against the 

Japanese yen which is finally moving away from 150 

against the greenback. In turn, the euro picked up to 

$1.09. 

Axel Botte 
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Main market indicators  

  

G4 Government Bonds 11-Mar-24 1wk (bp) 1m (bp) 2024 (bp)

EUR Bunds 2y 2.8% -11 +8 +39

EUR Bunds 10y 2.28% -11 -10 +26

EUR Bunds 2s10s -51.4bp 0 -18 -13

USD Treasuries 2y 4.51% -9 +3 +26

USD Treasuries 10y 4.08% -13 -10 +20

USD Treasuries 2s10s -43.6bp -5 -13 -6

GBP Gilt 10y 3.96% -16 -13 +42

JPY JGB  10y 0.76% +4 -13 -25

€ Sovereign Spreads (10y) 11-Mar-24 1wk (bp) 1m (bp) 2024 (bp)

France 46bp -1 -2 -8

Italy 132bp -9 -11 -35

Spain 82bp -5 -5 -14

 Inflation Break-evens (10y) 11-Mar-24 1wk (bp) 1m (bp) 2024 (bp)

EUR 10y Inflation Swap 2.17% -6 -2 +4

USD 10y Inflation Swap 2.47% -7 +1 +6

GBP 10y Inflation Swap 3.58% -7 +1 +4

EUR Credit Indices 11-Mar-24 1wk (bp) 1m (bp) 2024 (bp)

EUR Corporate Credit OAS 120bp -1 -11 -18

EUR Agencies OAS 61bp -2 -6 -9

EUR Securitized - Covered OAS 67bp -2 -8 -12

EUR Pan-European High Yield OAS 357bp +6 +1 -42

EUR/USD CDS Indices 5y 11-Mar-24 1wk (bp) 1m (bp) 2024 (bp)

iTraxx IG 52bp -2 -5 -6

iTraxx Crossover 295bp -4 -21 -18

CDX IG 50bp -1 -3 -7

CDX High Yield 330bp -1 -13 -26

Emerging Markets 11-Mar-24 1wk (bp) 1m (bp) 2024 (bp)

JPM EMBI Global Div. Spread 366bp -3 -24 -18

Currencies 11-Mar-24 1wk (%) 1m (%) 2024 (%)

EUR/USD $1.093 0.654 1.439 -1.0

GBP/USD $1.283 1.072 1.576 0.8

USD/JPY JPY 147 2.506 1.702 -4.0

Commodity Futures 11-Mar-24 -1wk ($) -1m ($) 2024 (%)

Crude Brent $81.4 -$1.4 -$0.2 6.0

Gold $2 183.6 $69.1 $163.5 5.8

Equity Market Indices 11-Mar-24 -1wk (%) -1m (%) 2024 (%)

S&P 500 5 114 -0.34 1.73 7.2

EuroStoxx 50 4 934 0.43 4.63 9.1

CAC 40 8 023 0.84 4.91 6.4

Nikkei 225 38 820 -3.21 5.21 16.0

Shanghai Composite 3 068 0.96 7.07 3.1

VIX - Implied Volatility Index 15.63 15.86 20.88 25.5

Source: Bloomberg, Ostrum AM
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Additional notes 

This material has been provided for information purposes only to investment service providers or other Professional Clients, 
Qualified or Institutional Investors and, when required by local regulation, only at their written request.  This material must not 
be used with Retail Investors.  
To obtain a summary of investor rights  in the official language of your jurisdiction, please consult  the legal documentation 
section of the website (im.natixis.com/intl/intl-fund-documents) 
In the E.U.: Provided by Natixis Investment Managers International or one of its branch offices listed below. Natixis Investment 
Managers International is a portfolio management company authorized by the Autorité des Marchés Financiers (French 
Financial Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the 
Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. 
Italy: Natixis Investment Managers International Succursale Italiana, Registered office: Via San Clemente 1, 20122 Milan, Italy. 
Netherlands: Natixis Investment Managers International, Nederlands (Registration number 000050438298). Registered office: 
Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Spain: Natixis Investment Managers International S.A., Sucursal en España, 
Serrano n°90, 6th Floor, 28006  Madrid, Spain. Sweden: Natixis Investment Managers International, Nordics Filial (Registration 

number 516412-8372- Swedish Companies Registration Office). Registered office: Covendrum Stockholm City AB, 
Kungsgatan 9, 111 43 Stockholm, Box 2376, 103 18 Stockholm, Sweden. Or, 
Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a 
Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is 
incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 
2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Germany: Natixis Investment Managers S.A., 
Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Senckenberganlage 21, 60325 
Frankfurt am Main. Belgium: Natixis Investment Managers S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 
Bruxelles, Belgium.  
In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 
10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich.  
In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial 
Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, 
EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as described as follows: in the 
United Kingdom: this material is intended to be communicated to and/or directed at investment professionals and professional 
investors only; in Ireland: this material is intended to be communicated to and/or directed at professional investors only; in 
Guernsey: this material is intended to be communicated to and/or directed at only financial services providers which hold a 
license from the Guernsey Financial Services Commission; in Jersey: this material is intended to be communicated to and/or 
directed at professional investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at only 
financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under 
section 8 of the Insurance Act 2008.  
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which 
is regulated by the DFSA. Related financial products or services are only available to persons who have sufficient financial 
experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Market 

http://www.ostrum.com/
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Counterparties as defined by the DFSA. No other Person should act upon this material.  Registered office: Unit  L10-02, Level 
10 ,ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United Arab Emirates 
In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General of the Kanto Local 
Financial Bureau (kinsho) No.425. Content of Business: The Company conducts investment management business, investment 
advisory and agency business and Type II Financial Instruments Business as a Financial Instruments Business Operator.  
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities 
Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., 
No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, 
Tel. +886 2 8789 2788. 
In Singapore: Provided by Natixis Investment Managers Singapore Limited (NIM Singapore) having office at 5 Shenton Way, 
#22-05/06, UIC Building, Singapore 068808 (Company Registration No. 199801044D) to distributors and qualified investors for 
information purpose only. NIM Singapore is regulated by the Monetary Authority of Singapore under a Capital Markets Services 
Licence to conduct fund management activities and is an exempt financial adviser. Mirova Division (Business Name Registration 
No.: 53431077W) and Ostrum Division (Business Name Registration No.: 53463468X) are part of NIM Singapore and are not 
separate legal entities. This advertisement or publication has not been reviewed by the Monetary Authority of Singapore. 
In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional investors for information 
purpose only. 
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is 
intended for the general information of financial advisers and wholesale clients only .   
In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not 
constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and 
is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale 
investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand. 
In Colombia: Provided by Natixis Investment Managers International Oficina de Representación (Colombia) to professional 
clients for informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred 
to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and  is 
addressed to less than 100 specifically identified investors.  
In Latin America: Provided by Natixis Investment Managers International.  
In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and 
supervised by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any 
units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.  
In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary, 
or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered 
with the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments 
referred to herein that require authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs 
may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securi ties 
in Mexico, and therefore the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is 
an entity organized under the laws of France and is not authorized by or registered with the CNBV or any other Mexican author ity. 
Any reference contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment 
management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican authority. 
In Brazil: Provided to a specific identified investment professional for information purposes only by Natixis Investment Managers 
International. This communication cannot be distributed other than to the identified addressee. Further, this communication 
should not be construed as a public offer of any securities or any related financial instruments. Natixis Investment Managers 
International is a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets 
Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and 
Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. 
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a 
diverse line-up of specialised investment management and distribution entities worldwide. The investment management 
subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which they are 
licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the 
responsibility of each investment service provider to ensure that the offering or sale of fund shares or third party investment 
services to its clients complies with the relevant national law. 
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute 
investment advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated financial activity. 
Investors should consider the investment objectives, risks and expenses of any investment carefully before investing. The 
analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio 
manager(s) as of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. 
There can be no assurance that developments will transpire as may be forecasted in this material. The analyses and opinions 
expressed by external third parties are independent and does not necessarily reflect those of Natixis Investment Managers. 
Past performance information presented is not indicative of future performance.  
Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third 
party sources, it does not guarantee the accuracy, adequacy, or completeness of such information. This material may not be 
distributed, published, or reproduced, in whole or in part. 
All amounts shown are expressed in USD unless otherwise indicated. 
Natixis Investment Managers may decide to terminate its marketing arrangements for this product in accordance with the 
relevant legislation 
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