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Chart of the Month:
Divergence in
Commodity Prices
Figure 1
Metals Lag Energy
and Food Prices
 Bloomberg Industrial Metals
Subindex (Zinc, Aluminium,
Copper, Nickel)

Crude oil and food prices have surged sharply in 2022 amid ongoing supply issues, but industrial
metals prices are flat against the backdrop of growing recessionary concerns.
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EMD Commentary —
May 2022

Emerging markets (EM) debt experienced a minor rally in May, mostly driven by EM local
currency assets as the macro backdrop became somewhat more favourable for some
commodity-linked EM economies. Recession concerns moved centre stage and heightened
inflation fears subsided to a certain extent, resulting in stabilisation of core yields. However, those
recession worries weighed on EM hard currency debt and credit spreads. The COVID situation in
China improved with lockdown restrictions being relaxed in Shanghai as the national daily cases
count fell below 500; however, there were small outbreaks in pockets of Beijing and Tianjin. EM
foreign exchange (FX) proved a bright spot in the month and recorded positive returns amid
China’s improving COVID situation and surging commodity prices. Meanwhile, high inflation,
mostly due to elevated food and oil prices (as illustrated in Figure 1), continues to keep EM central
banks in hawkish mode.
US CPI inflation eased a little with the headline annual rate of 8.3% in April ticking down from 8.5%
in March. In response to elevated inflation levels, the US Federal Reserve raised the federal funds
rate by 50 basis points (bps) in its May meeting and said it will begin balance sheet normalisation
in June. The Fed also stated that 75 bps hikes are not being actively considered, leading to a
stabilisation in US Treasury core yields. The US dollar depreciated against most EM currencies in
the month as the demand for ‘safe haven’ assets moderated. Over the course of May 2022, hard
currency outflows were -$4.2bn, while local currency outflows amounted to -$11.1bn.1

Figure 2
Emerging Market Debt
Index Returns —
As of 31 May, 2022
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Sources: State Street Global Advisors, Bloomberg, JP Morgan as of 31 May, 2022. 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 annualised.

Figure 3
Key EM and Macro Levels
as of 31 May, 2022

Item
GBI-EM GD Yield

Δ 1 Month

Δ 3 Months

Δ YTD

Current Level

-1 bps

47 bps

104 bps

6.76%

EMBI GD Yield

7 bps

81 bps

216 bps

7.45%

EMBI GD Spread

9 bps

-22 bps

80 bps

448 bps

CEMBI BD Yield

18 bps

65 bps

180 bps

6.38%

CEMBI BD Spread
CDX.EM 5y
10y UST

25 bps

-37 bps

40 bps

352 bps

-13 bps

-16 bps

83 bps

272 bps

-9 bps

102 bps

133 bps

2.84%

-1.17%

5.22%

6.36%

—

DOW 30

0.04%

-2.66%

-9.21%

32,990

Oil (WTI)

9.53%

19.80%

52.47%

$ 114.67

Dollar Index (DXY)

Source: JP Morgan, Bloomberg as of 31 May, 2022. Past performance is not a guarantee of future results. Index returns reflect
capital gains and losses, income, and the reinvestment of dividends.

Local Currency
Market Highlights

EM local currency debt returned 1.76% in US dollar terms in May 2022, as measured by the
JP Morgan GBI-EM Global Diversified Index. It was mostly driven by FX returns (1.29%), which
were bolstered by easing COVID restrictions in China and elevated commodity prices; the
currencies of commodity-linked EM economies in Latin America were among the top performers.
Overall EMFX gains were also aided by the moderation in safe haven demand for the US dollar.
As recessionary concerns took centre stage and core yields stabilised, this contributed to
positive/flat EM local yield returns.
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Figure 4
Key Return Drivers of
EM Local Government
Bond Markets
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Sources: State Street Global Advisors, Bloomberg, JP Morgan as of 31 May, 2022. 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 annualised.

Figure 5
Best and Worst
Performers Across
EM Local Government
Bond Markets in USD*

May 2022
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Source: State Street Global Advisors, JP Morgan, Bloomberg as at 31 May, 2022. 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.

Turkey was the worst performing country in May, returning -10.3% in USD terms and detracting
10 bps from the index return. Most of the returns were driven by the lira’s weakness, which
stemmed from deteriorating external positions, rising inflation (consumer prices rose at an
annual rate of 70% in April, up from 61% in March) and its unconventional monetary policy
approach to deal with it, and political divergence with other members of NATO. Surging energy
costs and a sharp drawdown of its FX reserves ($60 bn as of 20th May) drove the country’s
weaker external positions.
Hungary also underperformed in May, returning -3.4% in USD terms and detracting 10 bps
from the index return. The returns were driven by the forint’s weakness as the newly-elected
government introduced a “windfall tax” on extra profits earned by companies in various
sectors. The central bank increased the benchmark interest rate by 50 bps to 5.9% on 31 May,
which was half the rate hike level implemented in February and March and contributed to the
currency’s weakness.
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Mexico was one of the outperformers, returning 6.0% in USD terms and contributing 60 bps to
the index return, with both FX and bond returns making positive contributions. Mexico’s central
bank delivered another 50 bps hike to take the overnight rate to 7% while also adopting a more
hawkish outlook. The 10-year government bond yield fell by 46 bps in May to settle at 8.65%
at month-end. The Mexican peso strengthened by 3.88% in May against USD, mostly on the
attractive carry and tight fiscal and monetary policies.
Brazil also outperformed, returning 5.0% in USD terms and contributing 50 bps to the index
return. The return was mostly driven by a rally in BRL as it strengthened by over 5% relative to
USD in May. Brazil’s central bank raised the policy rate by 100 bps to 12.75% in May and left the
door open for further tightening. The hawkish stance supported BRL along with the existing
attractive carry.
Peru was the best performing country in May, returning 7.2% in USD terms and contributing
17 bps to the index return. The rally was mostly driven by the Peruvian sol as the currency
strengthened by 3.33% relative to USD in May. The central bank raised the policy rate by 50 bps
to a 13-year high of 5.0% at its May meeting in response to the annual CPI inflation rate surging to
8.09% in May.

Hard Currency
Market Highlights

EM hard currency sovereign debt returned 0.03% in May 2022, as measured by the JP Morgan
EMBI Global Diversified Index, with the treasury and spread components largely offsetting
each other. US Treasury yields stabilised as the US Federal Reserve confirmed that it was not
actively considering a 75 bps hike and the headline annual US CPI inflation rate for April printed
marginally lower than March. As recessionary concerns increased, EM hard currency spreads
widened by 9 bps over May.

Figure 6
Key Return Drivers
of EM Hard Currency
Government Bond
Markets in USD

EMBI GD (EM Hard Currency)

Monthly Return
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Sources: State Street Global Advisors, Bloomberg, JP Morgan as of 31 May, 2022. 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 annualised.

Figure 7
Best and Worst
Performers Across
EM Hard Currency
Government
Bond Markets*

May 2022

Country

Total Return
(%)

Spread
Return (%)

Treasury
Return (%)

Index
Weight (%)

Index
Impact
(bps)**
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—

—

16.9
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3.0
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1
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-0.1
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9
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7
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2.3
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6
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0.6
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-9.8
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Source: State Street Global Advisors, JP Morgan, Bloomberg as at 31 May, 2022. 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.
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Lebanon was the worst performer, returning -22.4% in USD terms and detracting 5 bps from
the index return. Top Lebanese officials admitted little headway has been made in meeting the
conditions set by the International Monetary Fund (IMF) as part of a preliminary agreement.
Lebanese officials made a rare outreach to bondholders with debt restructuring plans more than
two years after the government’s debt default. The country is banking on $3 billion aid from the
IMF to restore its financial credibility and unlock future aid, but the inconclusive parliamentary
election results cast doubt on the country’s ability to deliver requisite reforms.
Ghana also featured among the poorer performers, returning -9.8% and detracting 12 bps from
index returns, The annual inflation rate surged to 23.6% in April, a 12-year high, driven largely by
the impact from supply shocks related to the Russia-Ukraine War that has stoked increases in
food, fuel and fertiliser prices. Concerns around growth increased as soaring inflation is likely to
reduce private consumption and investment. In response to soaring inflation and capital outflows,
the central bank raised its benchmark interest rate by 200 bps to 19%.
Ukraine was the best performer, returning 16.9% in USD terms and contributing 19 bps to the
index return. Ukrainian bonds recovered after the sharp drop caused by the Russian invasion,
although Moody’s downgraded its foreign currency long-term issuer ratings to Caa3 from Caa2
with a negative outlook. Ukraine is benefitting from large commitments of international financial
support which allowed it to avert an immediate liquidity crisis. Concerns around the government’s
high debt burden persist and it remains to be seen whether access to international financing
continues in upcoming months.
Colombia was one of the outperformers, returning 3.2% in USD terms and contributing 9 bps
to the index return. It was mostly on the back of news flow around the presidential elections.
Independent outsider candidate Rodalfo Hernandez posted a stronger-than-expected
performance in the presidential election, to square off against left-leaning politician Gustavo
Petro in a run-off election in June. The Colombian economy is expected to grow by 5.8% this year,
according to the IMF’s forecast, which would make it the fastest growing economy in the region.
The central bank raised its key interest rate by 100 bps to 6% in response to surging inflation
(annual CPI inflation for April rose to 9.23% from 8.53% in March).

Endnote
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Source: JP Morgan.
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