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As some central banks approach the end of quantitative
easing (QE) programs, there are very few market
segments within the fixed income universe that offer a
compelling investment case. After a multi-year run of
underperformance and a failure to meaningfully benefit
from QE (partly due to the commodity meltdown that took
place several years ago), we believe the medium-term riskreward relationship is attractive for emerging market (EM)
local bonds. These markets not only offer real interest rate
buffers and undervalued currencies, but also significant
diversification benefits within globally oriented portfolios.
Compared to its share in global gross domestic product
(GDP) and market size, the asset class appears to remain
structurally underallocated in most fixed income portfolios.

Accommodating challenges in an
innovative way
Investing in EM local bond markets is not without
challenges. First, the main EM local bond benchmark,
the J.P. Morgan Government Bond Index–Emerging
Markets (GBI-EM) is a suboptimal representation of
the underlying universe (10 countries represent almost
the entire index), and as the first half of 2018 has
demonstrated, this level of concentration could prove
challenging if a few high-beta EM countries come under
pressure. Second, broadening the universe beyond the
index universe involves a significant operations burden
in terms of local administrative costs (account opening,
capital controls, and so on).
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Third, the truly local emerging market universe may
fail to qualify for inclusion in portfolios that have high
standards for environmental, social, or governance (ESG)
factors or other similar requirements. These were the key
considerations we had in mind when we developed the
Macquarie Sustainable Emerging Markets Local Currency
Bond Fund.
The originality of our strategy starts with the selection of
the investment universe. Instead of using the standard
EM local currency bonds, the strategy uses only bonds
issued by supranational agencies (such as the International
Financial Corporation and the European Bank for
Reconstruction and Development). This universe alone
offers several advantages over traditional approaches. To
begin with, issuers tend to possess AAA credit ratings
and very high ESG scores. Furthermore, bonds are issued
under international law instead of local law. Although these
benefits may imply a certain price at the country level,
there is actually no running yield cost within a broadly
diversified EM local currency bond portfolio.
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A unique approach to a growing
investable universe
We believe the resulting portfolio not only offers the
attractive quality features mentioned above, it also
addresses several key structural challenges that are part
of EM local currency bond investing. This is particularly
prominent regarding currency concentration and access
to so-called “frontier markets.” The following table shows
the characteristics of the Macquarie Sustainable
Emerging Markets Local Currency Bond Fund, where this
investment concept has been in use since the beginning
of 2018. The table compares the Fund’s portfolio to the
traditional benchmark for EM local currency bonds.

The supranational bank EM currency universe has grown
significantly in the last few years. It currently consists
of about 30 different currencies and approximately 15
different issuers (data are as of April 2018). With roughly
85 billion US dollars in outstanding volume (compared
to 20 billion dollars in 2010), further growth is expected.
The strong development of this market segment has
given Macquarie the unique opportunity to build a
broadly diversified portfolio that meets the highest quality
standards while aiming to address the key drawbacks of
standard EM local currency bond investments.
To fully exploit the investment potential of the
supranational EM bond asset class, Macquarie uses a
distinct and highly specific investment process. In the first
step, in order to achieve broad diversification, the process
screens all potential EM currencies (whether or not they
are available in the benchmark). Based on each currency’s
volatility and several other quantitative measures, our
process generates a target allocation for each. In the
second step, in order to consider the changing underlying
fundamental backdrop and valuations, our proprietary
dynamic macro scorecard adjusts these target allocations.
In the third step, bond selection takes place via active
cooperation with issuers and an assessment of the
developmental stage of the market in several countries.

Characteristics of the Macquarie approach, viewed against the benchmark
MACQUARIE SUSTAINABLE
EMERGING MARKETS
LOCAL CURRENCY
BOND FUND

J.P. MORGAN GOVERNMENT BOND
INDEX–EMERGING MARKETS

Running yield

8.71

6.67

Duration (years)

3.29

5.04

Share of GBI-EM currencies

67.89

100

Share of non-index currencies

32.11

0

Share of non-index bonds

100

0

Number of currencies

32

19

Number of bonds

95

213

Average FX weight

3.125

5.26

Historical FX volatility (10Y) with current weights

6.01

6.8

Rating

AAA

BBB

8.4

4.7

MSCI ESG score (1-10)

Data: Macquarie Investment Management, as of 29 June 2018
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IMPORTANT RISK CONSIDERATIONS
The views expressed represent the Manager’s opinion as of the date indicated, and
should not be considered a recommendation to buy, hold, or sell any security, and
should not be relied on as research or investment advice. Views are subject to change
without notice.
This document has been created solely for initial general information purposes
only. The information in this document is not, and should not be construed as, an
advertisement, an invitation, an offer, a solicitation of an offer or a recommendation
to participate in any investment strategy or take any other action, including to buy
or sell any product or security or offer any banking or financial service or facility in
any jurisdiction where it would be unlawful to do so. The information presented is
not intended and should not be construed to be a presentation of information for any
pooled vehicle including US mutual funds. This document has been prepared without
taking into account any person’s objectives, financial situation or needs. Recipients
should not construe the contents of this document as financial, investment or other
advice. It should not be relied on in making any investment decision.
Future results are impossible to predict. This document contains opinions, conclusions,
estimates and other forward-looking statements which are, by their very nature,
subject to various risks and uncertainties. Actual events or results may differ
materially, positively or negatively, from those reflected or contemplated in such
forward-looking statements.
Past performance is not a reliable indicator of future performance.
Investing involves risk including the possible loss of principal.
This material does not contain all the information necessary to fully evaluate any
investment program, and reliance should not be placed on the contents of this
document. Any decision with respect to any investment program referred to herein
should be made based solely upon appropriate due diligence by the prospective
investor. The investment capabilities described herein involve risks due, among
other things, to the nature of the underlying investments. All examples herein are for
illustrative purposes only and there can be no assurance that any particular investment
objective will be realized or any investment strategy seeking to achieve such objective
will be successful.
No representation or warranty, express or implied, is made as to the accuracy
or completeness of the information, opinions and conclusions contained in this
presentation. In preparing this presentation, reliance has been placed, without
independent verification, on the accuracy and completeness of all information available
from external sources.
To the maximum extent permitted by law, none of the entities under Macquarie
Investment Management nor any other member of the Macquarie Group nor their
directors, employees or agents accept any liability for any loss arising from the use of
this presentation, its contents or otherwise arising in connection with it.
Other than Macquarie Bank Limited (MBL), none of the entities noted in this
presentation are authorised deposit-taking institutions for the purposes of the Banking
Act 1959 (Commonwealth of Australia). The obligations of these entities do not
represent deposits or other liabilities of MBL. MBL does not guarantee or otherwise
provide assurance in respect of the obligations of these entities, unless noted
otherwise.
The following registered investment advisers form part of Macquarie Group’s
investment management business, Macquarie Investment Management: Macquarie
Investment Management Business Trust, Macquarie Funds Management Hong Kong
Limited, Macquarie Investment Management Austria Kapitalanlage AG, Macquarie
Investment Management Global Limited, Macquarie Investment Management Europe
Limited, and Macquarie Capital Investment Management LLC.
Diversification may not protect against market risk.
This document may mention bond ratings published by nationally recognized statistical
rating organizations (NRSROs) such as Standard & Poor’s, Moody’s Investors
Service, and Fitch, Inc. For securities rated by an NRSRO other than S&P, the rating
is converted to the equivalent S&P credit rating. Bonds rated AAA are rated as
having the highest quality and are generally considered to have the lowest degree of
investment risk. Bonds rated AA are considered to be of high quality, but with a slightly
higher degree of risk than bonds rated AAA. Bonds rated A are considered to have
many favourable investment qualities, though they are somewhat more susceptible to
adverse economic conditions. Bonds rated BBB are believed to be of medium-grade
quality and generally riskier over the long term. Fixed income securities and bond
funds can lose value, and investors can lose principal, as interest rates rise. They also
may be affected by economic conditions that hinder an issuer’s ability to make interest
and principal payments on its debt.
The Fund may also be subject to prepayment risk, the risk that the principal of a fixed
income security that is held by the Fund may be prepaid prior to maturity, at a time
when interest rates are lower than what the bond was paying. A portfolio may then
have to reinvest that money at a lower interest rate.
Index performance returns do not reflect any management fees, transaction costs, or
expenses. Indices are unmanaged and one cannot invest directly in an index.
The J.P. Morgan Government Bond Index–Emerging Markets (GBI-EM) tracks local
currency government bonds issued by emerging markets.

For recipients in Switzerland, this document is distributed by Macquarie
Investment Management Switzerland GmbH. In Switzerland this document is directed
only at qualified investors (the “Qualified Investors”), as defined in the Swiss Collective
Investment Schemes Act of 23 June 2006, as amended (“CISA”) and its implementing
ordinance. Representative in Switzerland: Carnegie Fund Services S.A., 11, rue du
Général–Dufour, CH–1204 Geneva, Switzerland. The Articles, the Prospectus, the
Key Investor Information Documents and the most recent annual and semi-annual
reports can be obtained free of charge at the Swiss Representative. Paying Agent
in Switzerland: Banque Cantonale de Genève, 17, quai de l’Ile, CH–1204 Geneva,
Switzerland. Issued in Switzerland by Carnegie Fund Services S.A., 11, rue du
Général–Dufour, CH–1204 Geneva, Switzerland.
For recipients in the European Economic Area, this document is a financial
promotion distributed by Macquarie Investment Management Europe Limited
(MIMEL) to Professional Clients or Eligible Counterparties defined in the Markets in
Financial Instruments Directive 2014/65/EU. MIMEL is authorised and regulated by
the Financial Conduct Authority. MIMEL is incorporated and registered in England
and Wales (Company No. 09612439, Firm Reference No. 733534). The registered
office of MIMEL is Ropemaker Place, 28 Ropemaker Street, London, EC2Y 9HD. The
investment capabilities described herein are managed by MIMEL, with day-to-day
management responsibilities sub-delegated to relevant affiliated managers.
This document has not been prepared in accordance with legal requirements designed
to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.
Macquarie Group, its employees and officers may act in different, potentially
conflicting, roles in providing the financial services referred to in this document. The
Macquarie Group entities may from time to time act as trustee, administrator, registrar,
custodian, investment manager or investment advisor, representative or otherwise for
a product or may be otherwise involved in or with, other products and clients which
have similar investment objectives to those of the products described herein. Due to
the conflicting nature of these roles, the interests of Macquarie Group may from time
to time be inconsistent with the Interests of investors. Macquarie Group entities may
receive remuneration as a result of acting in these roles. Macquarie Group has conflict
of interest policies which aim to manage conflicts of interest.
All third-party marks cited are the property of their respective owners.
Investors should read the prospectus, fund, and country supplements (if applicable),
and Key Investor Information Documents (KIIDs) carefully before investing or sending
money.
The articles of association, the prospectus, the KIIDs, and the annual and semi-annual
reports may be obtained free of charge from the representative in Switzerland. Paying
agent in Switzerland: Banque Cantonalede Genève, 17, quai de l’Ile, CH-1204 Geneva,
Switzerland. Paying agent in Austria: Erste Bank der Oesterreichischen Sparkassen
AG, Am Belvedere 1, A-1100 Vienna, Austria. Paying and information agent in
Germany: Deutsche Bank Aktiengesellschaft, Taunusanlage 12, 60325 Frankfurt
am Main, Federal Republic of Germany. In the UK, this information is directed only
at investment professionals (as defined by Article 19 of the Financial Services and
Markets Act 2000 (Financial Promotion) Order 2005, as amended. In the UK, this
information should not be communicated to or relied upon by persons who are not
investment professionals. Facilities agent in the UK: Duff & Phelps Limited, 14th Floor,
The Shard, 32 London Bridge Street, London SE1 9SG, United Kingdom. Paying agent
in Sweden: SKANDINAVISKA ENSKILDA BANKEN AB (publ) through its entity Custody
Services, SEB Merchant Banking, Sergels Torg 2, SE-106 40 Stockholm, Sweden.
Paying and information agent in Luxembourg: SociétéGénéraleBank & Trust, 11,
Avenue Emile Reuter, L-2420 Luxembourg, Luxembourg. In France, for distribution to
professional clients only. Centralising agent in France: SociétéGénérale, 29, boulevard
Haussmann –75009 Paris, France.
The prospectus and the KIIDs of the Funds have been published in accordance with
Investment Fund Act of 2011. The documents as amended are available in German
at the seat of the Investment Management Company (“Kapitalanlagegesellschaft”),
Allianz Invest KapitalanlagegesellschaftmbH, HietzingerKai 101-105, 1130 Wien, and
with respect to the S3 fund Macquarie Investment Management Austria Kapitalanlage
AG, KärntnerStraße28, 1010 Vienna and in Germany at the Information and Paying
Agent BHF-BANK Aktiengesellschaft, BockenheimerLandstraße10, 60323 Frankfurt
am Main. Due to different calculation methodologies the calculated performance may
deviate from the performance evidenced in the annual reports of the Funds.
© 2018 Macquarie Group Limited
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Contact us by region
Americas
Market Street
Philadelphia
215 255 1200
mim.americas@macquarie.com

Australia
Martin Place
Sydney
1800 814523
mim@macquarie.com

Europe/Middle East/Africa
Ropemaker Place
London
44 20 303 72049
mim.emea@macquarie.com

Asia
Harbor View
Hong Kong
852 3922 1256
macquarie.funds.hk@macquarie.com
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