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Market Commentary: Q1 2023

Inflation in emerging markets appears likely to have peaked in the early part of the first quarter. 
Most of the major EM central banks have slowed or paused their tightening cycle.
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Figure 1 
EM Central Bank Rates
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Source: Bloomberg Finance LP, JP Morgan as of 31 March 2023. Weighted average policy rate is based on the weights in 
the JPM GBI EM Global Diversified Index, with the exception of Uruguay. Past performance is not a reliable indicator of 
future performance. 
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Emerging market (EM) debt had a strong start to Q1 2023 with traction building towards EM 
assets in January. This trend reversed in February due to stronger growth data in developed 
economies and a shift to higher terminal rate expectations. However, the quarter ended on a 
firmer note for EMD, with positive year-to-date returns in both local and hard currency markets. 
During the quarter, markets witnessed two 25 basis points (bps) hikes from the US Federal 
Reserve to take its federal funds rate range to 4.75–5.00%. The Fed decisions are expected 
to have a lesser impact on the policy stance of central banks in most EM economies, where 
domestic inflation dynamics dominate tightening cycles. EM inflation seems most likely to have 
peaked, with year-on-year EM CPI inflation standing at 8.8% at the end of February.

The effects of the recent events in the banking sector with the collapse of Silicon Valley Bank 
and Credit Suisse have not adversely impacted EMD assets significantly. In China, manufacturing 
activity data indicated strong demand, coupled with recoveries in the services sector and 
housing market. On the geopolitical front, there are few signs that a resolution of the Russia-
Ukraine War is on the horizon as the conflict reached its first anniversary in February. The quarter 
witnessed a decline in crude oil prices (depicted by WTI Index in Figure 2), which impacted the 
performance of Latin American countries with a higher beta towards commodity prices.
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A global flight-to-quality and de-risking amid banking sector uncertainty dented market 
sentiment and impacted flows. Over the course of the quarter, the net flows were negative for 
both hard currency and local currency funds, amounting to -$4.7bn and -$1.8bn, respectively.1

Figure 2 
Emerging Market 
Debt Index Returns — 
As of 31 March 2023

1m (%) 3m (%) 6m (%) YTD (%) 12m (%) 3yrs (%) 5yrs (%)

In USD

GBI-EM GD (EM Local Currency) 4.12 5.16 14.05 5.16 -0.72 0.87 -2.37

EMBI GD (EM Hard Currency) 0.96 1.86 10.12 1.86 -6.92 -0.02 -0.60

CEMBI BD (EM Corporates) 0.83 2.24 7.06 2.24 -1.62 2.58 1.75

In EUR

GBI-EM GD (EM Local Currency) 1.64 3.30 2.84 3.30 1.68 1.21 0.08

EMBI GD (EM Hard Currency) -1.45 0.06 -0.70 0.06 -4.68 0.31 1.90

CEMBI BD (EM Corporates) -1.58 0.43 -3.47 0.43 0.75 2.92 4.31

In GBP

GBI-EM GD (EM Local Currency) 1.95 2.31 2.97 2.31 5.72 0.97 0.13

EMBI GD (EM Hard Currency) -1.14 -0.90 -0.58 -0.90 -0.89 0.08 1.94

CEMBI BD (EM Corporates) -1.27 -0.54 -3.34 -0.54 4.76 2.68 4.36

Sources: State Street Global Advisors, Bloomberg, JP Morgan as of 31 March 2023. Past performance is not a guarantee of 
future results. Index returns reflect capital gains and losses, income, and the reinvestment of dividends. Performance returns for 
periods of less than one year are not annualized.

Figure 3 
Key EM and Macro levels 
as of 31 March 2023

Item Δ 1 Month Δ 3 Months Δ YTD Current Level 

GBI-EM GD Yield -22 bps -27 bps -27 bps 6.59%

EMBI GD Yield -8 bps -5 bps -5 bps 8.51%

EMBI GD Spread 37 bps 32 bps 32 bps 484 bps

CEMBI BD Yield -5 bps -13 bps -13 bps 7.27%

CEMBI BD Spread 48 bps 23 bps 23 bps 399 bps

CDX.EM 5y -11 bps -9 bps -8 bps 229 bps

10y UST -45 bps -41 bps -41 bps 3.47%

Dollar Index (DXY) -2.25% -0.98% -0.98% — 

DOW 30 1.89% 0.38% 0.38%  33274 

Oil (WTI) -1.79% -5.72% -5.72% $ 75.67

Source: JP Morgan, Bloomberg as of 31 March 2023. Past performance is not a reliable indicator of future performance. Index 
returns reflect capital gains and losses, income, and the reinvestment of dividends.
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Figure 5 
Best and worst 
performers across EM 
local government bond 
markets in USD*

Q1 ‘23 Country Total Return 
USD (%)

Bond Return 
(%)

FX Return 
(%)

Index Weight 
(%)

Index Impact 
(bps)**

GBI-EM GD  5.16 2.91 2.25 — — 

Top 5 
Performers

Colombia 13.9 9.5 4.5 4.0 55

Hungary 11.6 4.1 7.5 3.1 36

Mexico 10.7 2.5 8.1 10.0 107

Philippines 10.0 7.3 2.7 0.1 1

Chile 9.8 1.9 7.9 2.2 22

Bottom 5 
Performers

Malaysia 2.0 2.2 -0.2 10.0 20

China 1.8 0.6 1.2 10.0 18

South Africa -0.9 3.3 -4.2 9.8 -9

Turkey -9.6 -7.3 -2.3 1.2 -11

Egypt -21.6 -2.5 -19.1 0.9 -18

Source: State Street Global Advisors, JP Morgan, Bloomberg as of 31 March 2023. Past performance is not a guarantee of 
future results. Index returns reflect capital gains and losses, income, and the reinvestment of dividends. 
* Country and currency performance of JP Morgan GBI-EM Global Diversified Index. 
** Index impact is calculated by multiplying the period ending weight by total return.

Figure 4 
Key Return Drivers of 
EM Local Government 
Bond Markets

GBI-EM GD (EM Local Currency) Monthly Return 
(%)

3-Month Return 
(%)

YTD Return  
(%)

In USD

Total Return (in $) 4.12 5.16 5.16

 FX Return (vs $) 2.35 2.25 2.25

 Price Return (Local currency) 1.30 1.58 1.58

 Interest Return (Local currency) 0.48 1.33 1.33

In EUR

Total Return (in €) 1.64 3.30 3.30

 FX Return (vs €) -0.14 0.39 0.39

In GBP

Total Return (in €) 1.95 2.31 2.31

 FX Return (vs €) 0.17 -0.60 -0.60

Sources: State Street Global Advisors, Bloomberg, JP Morgan as of 31 March 2023. Past performance is not a guarantee of 
future results. Index returns reflect capital gains and losses, income, and the reinvestment of dividends. Performance returns for 
periods of less than one year are not annualized.

Local Currency 
Market Highlights 

EM local currency debt returned 5.16% (in USD terms) in Q1 2023, as measured by the JP Morgan 
GBI-EM Global Diversified Index. The major contribution came from foreign exchange (FX) 
returns (+2.25%), driven by US dollar depreciation amid expectations that the Fed is nearing the 
end of its tightening cycle. Sixteen out of the 20 currencies within the index ended the quarter 
with gains against the dollar. The local currency bond yields rallied as markets priced in that 
major EM central banks are likely at or close to their respective terminal rates.

Colombia was the best performer in the quarter. In line with market expectations, the 
Central Bank of Colombia slowed its tightening pace, increasing its interest rate by 25bps 
to 13% in March. Annual food inflation dropped to 21.8% in March from 24.1% in February. 
The manufacturing purchasing managers’ index (PMI) rose to 51.5 in March from 49.8 in 
February (readings above 50 are indicative of expansion). The Colombian Peso closed at 
4,623.09 against the dollar.
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Figure 6 
Key Return Drivers 
of EM Hard Currency 
Government Bond  
Markets in USD

EMBI GD (EM Hard Currency) Monthly Return  
(%)

3-Month Return
(%)

YTD Return
(%)

Total Return 0.96 1.86 1.86

  Spread Return -2.27 -1.34 -1.34

  Treasury Return 3.31 3.24 3.24

IG Sub-Index 2.27 2.80 2.80

HY Sub-Index -0.40 0.87 0.87

Sources: State Street Global Advisors, Bloomberg, JP Morgan as of 31 March 2023. Past performance is not a guarantee of 
future results. Index returns reflect capital gains and losses, income, and the reinvestment of dividends. Performance returns for 
periods of less than one year are not annualized.

Hard Currency Market 
Highlights

Hungary was also a good performer during the quarter. Hungary’s government affirmed that 
inflation is retreating, with prices for food, electricity and fuel moderating. The annual inflation 
rate came down to 25.4% in February. The Hungarian central bank kept its benchmark rate 
unchanged at 13%, in line with analyst forecasts. The Hungarian forint closed the quarter at 
350.56 against the dollar. 

Mexico performed well in the three months. The annual inflation rate came down to 6.86% in 
March, the lowest level since October 2021, broadly in line with market expectations. Banxico, the 
country’s central bank, raised its key rate to 11.25%, lowering the tightening pace amid evidence 
of decelerating inflation. The Mexican economy is expected to grow 3% in 2023 and 2024. The 
Mexican peso closed March at 18.05 against the dollar.

Egypt was the worst performer in the first quarter. The country is in the middle of an inflation 
crisis with expectations that annual inflation will hit an all-time high in March, up from 31.9% in 
February. The central bank raised its overnight interest rate by 200 bps in March, taking it to 
18.25%. The Egyptian pound continues to depreciate against the dollar and has lost around 20% 
of its value since the beginning of the year — it ended March at 30.85 versus the dollar.

Turkey’s local bonds performed poorly with volatility fueled by events around the upcoming 
general election weighing on returns. The Central Bank of Turkey held its interest rate at 8.5% 
at its March 2023 meeting, having implemented a cut of 50 bps cut in February in response to 
the tragic earthquake. S&P Global Ratings revised its outlook on Turkey down to “Negative”, with 
local currency bonds rated “B”. The Turkish lira closed at 19.18 against the dollar.

EM hard currency sovereign debt returned 1.86% (in USD terms) in Q1 2023, as measured by 
the JP Morgan EMBI Global Diversified Index, with the Treasury component (+3.24%) being the 
most significant contributor. In the aftermath of recent events in the banking sector, US Treasury 
yields moved lower on expectations of Fed rate cuts before the end of the year. However, spreads 
widened by 32 bps over the three months amid a pick-up in risk-off sentiment.
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Figure 7 
Best and Worst Performers 
Across EM Hard 
Currency Government 
Bond Markets*

Q1 ‘23 Country Total Return 
(%)

Spread 
Return (%)

Treasury 
Return (%)

Average 
Index 

Weight (%)

Index 
Impact 
(bps)**

EMBI Global Diversified 1.86 -1.34 3.24 — —

Top 5 Performers Venezuela 37.2 35.6 1.2 0.0 0

El Salvador 24.1 21.0 2.6 0.5 11

Sri Lanka 19.7 17.8 1.6 0.7 13

Ethiopia 14.9 13.3 1.4 0.1 2

Maldives 11.4 9.4 1.8 0.1 1

Bottom 5 Performers Egypt -9.8 -11.8 2.4 2.3 -23

Ukraine -9.9 -11.7 2.0 0.6 -5

Tunisia -14.7 -15.9 1.4 0.1 -1

Ecuador -25.9 -27.9 2.8 1.0 -25

Bolivia -30.7 -32.3 2.4 0.2 -5

Source: State Street Global Advisors, JP Morgan, Bloomberg as of 31 March 2023. Past performance is not a guarantee of 
future results. Index returns reflect capital gains and losses, income, and the reinvestment of dividends.  
* Country and currency performance of JPM EMBI Global Diversified Index.  
** Index impact is calculated by multiplying the period ending weight by total return.

Venezuela was the best performer during the quarter. Although Venezuela is under international 
economic sanctions and its bonds are trading at low levels, its bond market rallied as the country 
was on track to ship three million barrels of crude oil to the US as a part of the license issued by 
the US Treasury Department after a three-year ban. President Nicolas Maduro’s administration 
announced that Venezuela will push back the legal deadline on $60 billion of defaulted debt to 
prevent creditors from filing lawsuits.

El Salvador performed well during the latest quarter. The country’s legislative assembly passed 
the bill on issuing Bitcoin-backed bonds, termed “Volcano Bonds”. El Salvador repaid one of two 
outstanding $800 million bonds, alleviating concerns that the government could default as a 
result of its decision to make cryptocurrency bitcoin legal tender. El Salvador’s annual inflation 
rate fell to 6.82% in February 2023 from 7.03% in January.

Sri Lanka also performed well during the quarter. The inflation rate slowed in March for the 
sixth consecutive month, aided by improvements in supply conditions. On March 20th, the 
International Monetary Fund (IMF) approved an Extended Fund Facility to Sri Lanka, amounting 
to $ 2.9 billion. Earlier in the quarter, the country’s currency was allowed to trade in wider bands 
in an effort to convince the IMF of its reform intentions.

Bolivia was the poorest performing country during the review period. Bolivia has over 
$2 billion in outstanding foreign currency bonds. The country is in the middle of a balance of 
payments crisis, with its foreign exchange reserves reaching low levels. Coupon payments are 
now heavily dependent on hard currency reserves, as evidenced by the recent coupon payment 
of $22.5 million.

Ecuador performed poorly during the quarter amid rising political risks. The dollar bond market 
sold off in February after President Guillermo Lasso’s proposed constitutional changes were 
rejected by the voters. The markets priced in a worst-case scenario of Lasso being removed 
from office as the opposition majority in the National Assembly signaled their intent to initiate 
impeachment hearings.

Endnote 1 Source: JP Morgan.
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Important Risk Information

The information provided does not constitute 
investment advice as such term is defined 
under the Markets in Financial Instruments 
Directive (2014/65/EU) and it should not be 
relied on as such. It should not be considered 
a solicitation to buy or an offer to sell any 
investment. It does not take into account any 
investor’s or potential investor’s particular 
investment objectives, strategies, tax status, 
risk appetite or investment horizon. If you 
require investment advice you should 
consult your tax and financial or other 
professional advisor.

The information contained in this 
communication is not a research 
recommendation or ‘investment research’ 
and is classified as a ‘Marketing 
Communication’ in accordance with the 
Markets in Financial Instruments Directive 
(2014/65/EU) or applicable Swiss 
regulation. This means that this marketing 
communication (a) has not been prepared 
in accordance with legal requirements 
designed to promote the independence of 
investment research (b) is not subject to 
any prohibition on dealing ahead of the 
dissemination of investment research.

This communication is directed at professional 
clients (this includes eligible counterparties as 
defined by the Appropriate Regulator) who are 
deemed both knowledgeable and 

experienced in matters relating to investments. 
The products and services to which this 
communication relates are only available 
to such persons and persons of any other 
description (including retail clients) should 
not rely on this communication. 

Past performance is not a reliable indicator of 
future performance.

Investing involves risk including the risk of loss 
of principal.

Index returns reflect capital gains and losses, 
income, and the reinvestment of dividends.

Diversification does not ensure a profit or 
guarantee against loss. It is not possible to 
invest directly in an index. Index performance 
does not reflect charges and expenses 
associated with the fund or brokerage 
commissions associated with buying and selling 
a fund. Index performance is not meant to 
represent that of any particular fund.

Bonds generally present less short-term risk 
and volatility than stocks, but contain interest 
rate risk (as interest rates rise bond values and 
yields usually fall); issuer default risk; issuer 
credit risk; liquidity risk; and inflation risk. These 
effects are usually pronounced for longer-term 
securities. Any fixed income security sold or 
redeemed prior to maturity may be subject 
to a substantial gain or loss. International 
Government bonds and corporate bonds 
generally have more moderate short-term price 
fluctuations than stocks, but provide lower 
potential long-term returns. Investing in high 
yield fixed income securities, otherwise known 
as junk bonds, is considered speculative and 
involves greater risk of loss of principal and 
interest than investing in investment grade 
fixed income securities. These Lower-quality 
debt securities involve greater risk of default or 
price changes due to potential changes in the 

credit quality of the issuer. Increase in real 
interest rates can cause the price of inflation-
protected debt securities to decrease. Interest 
payments on inflation-protected debt securities 
can be unpredictable.

Investing in foreign domiciled securities may 
involve risk of capital loss from unfavorable 
fluctuation in currency values, withholding 
taxes, from differences in generally accepted 
accounting principles or from economic or 
political instability in other nations. 

Investments in emerging or developing markets 
may be more volatile and less liquid than 
investing in developed markets and may involve 
exposure to economic structures that are 
generally less diverse and mature and to 
political systems which have less stability than 
those of more developed countries.

Currency Risk is a form of risk that arises from 
the change in price of one currency against 
another. Whenever investors or companies have 
assets or business operations across national 
borders, they face currency risk if their positions 
are not hedged.

This document may contain certain statements 
deemed to be forward-looking statements. 
All statements, other than historical facts, 
contained within this document that address 
activities, events or developments that SSGA 
expects, believes or anticipates will or may 
occur in the future are forward-looking 
statements. These statements are based on 
certain assumptions and analyses made by 
SSGA in light of its experience and perception of 
historical trends, current conditions, expected 
future developments and other factors it 
believes are appropriate in the circumstances, 
many of which are detailed herein. Such 
statements are subject to a number of 
assumptions, risks, uncertainties, many 
of which are beyond SSGA’s control. 

Please note that any such statements are not 
guarantees of any future performance and 
that actual results or developments may 
differ materially from those projected in the 
forward-looking statements.

All information contained in this document 
reflects index information only, and does not 
represent the actual ETF product.

The trademarks and service marks referenced 
herein are the property of their respective 
owners. Third party data providers make no 
warranties or representations of any kind 
relating to the accuracy, completeness or 
timeliness of the data and have no liability for 
damages of any kind relating to the use of 
such data.

The whole or any part of this work may not be 
reproduced, copied or transmitted or any of its 
contents disclosed to third parties without 
SSGA’s express written consent.

All information is from SSGA unless otherwise 
noted and has been obtained from sources 
believed to be reliable, but its accuracy is not 
guaranteed. There is no representation or 
warranty as to the current accuracy, reliability 
or completeness of, nor liability for, decisions 
based on such information and it should not be 
relied on as such.

The views expressed in this material are the 
views of the EMEA Fixed Income Specialists of 
SSGA’s Global Fixed Income Group through the 
period ended 31 March 2023 and are subject to 
change based on market and other conditions. 
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For four decades, State Street Global Advisors has served the world’s governments, institutions 
and financial advisors. With a rigorous, risk-aware approach built on research, analysis and 
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