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Fund commentary

The asset class delivered negative returns in July, as the sharp increase in U.S. Treasury yields more than offset the 

support from carry and a slight tightening in Latin American corporate spreads. The 10-year U.S. Treasury rose from 

4.47% to 4.73%, while the 30-year increased from 4.95% to 5.27%, creating a more challenging duration backdrop. 

Meanwhile, Latin American corporate spreads contracted slightly at the index level, providing some positive 

contribution to performance. However, this was not enough to fully offset the move higher in U.S. rates, leading the 

asset class to close the month in negative territory. 

July data pointed to a U.S. economy that remains resilient beneath softer headline growth. Second-quarter GDP slowed 

to 1.5% annualized, below expectations, but the weakness was largely driven by inventories and net trade, which 

subtracted meaningfully from growth. Underlying domestic demand was considerably healthier, with domestic sales 

accelerating to 3.1% and private consumption rising 3.2%. While the strength in consumption may not be fully 

sustainable given subdued consumer confidence and pressure on the saving rate, business investment was more 

encouraging, broadening beyond AI-related spending for the first time since 2023 and providing a more supportive 

backdrop for payrolls and future consumption. 

Inflation developments were constructive during the month. Headline CPI declined from 4.2% to 3.5%, while core CPI 

eased from 2.9% to 2.6% and was flat month-on-month. Core goods inflation showed no clear evidence of supply-

driven pressure despite earlier concerns around geopolitical risks, while easing supplier-delivery times suggested that 

supply bottlenecks are fading. Core PCE also surprised positively, rising just 0.1% month-on-month in June, below the 

pace consistent with the Fed’s target. If this improvement is sustained, it would reinforce the disinflation narrative and 

reduce the need for additional monetary tightening. 

The Federal Reserve kept rates unchanged at 3.75% at its July meeting, consistent with market expectations, while 

retaining a cautious and data-dependent stance. The labor market also became more balanced, with June payrolls 

disappointing at only 57,000 jobs and weakness concentrated in non-cyclical sectors such as leisure and hospitality. 

Although some of this drag may reverse, payroll momentum appears below the threshold that would typically justify 

further Fed hikes. Markets continued to price some probability of additional tightening during the month, particularly 

as oil prices fluctuated, but rate-hike expectations softened after the Fed meeting and subsequent inflation data. 
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Overall, the July macro backdrop suggests resilient underlying growth, improving inflation dynamics, and a Federal 

Reserve that is increasingly likely to remain on hold unless core inflation reaccelerates meaningfully. 

During July, the fund delivered a negative absolute return but outperformed its benchmark. Positive relative 

contributions came from the Telecommunications, Electric, and Food sectors. These gains were partially offset by 

weaker relative performance in Mining, Pipelines, and Diversified Financial Services sectors. 

The top contributors were NIAENE 34s, AMXLMM 40s, and BANORT perp, while the main detractors were FRESLN 50s, 

JBS 52s, and SQM 51s. 

July saw a moderate level of Latin American issuance, with activity concentrated across energy, infrastructure, and 

quasi-sovereign issuers. Notable transactions included Constellation Oil Services ($650mm), AES España ($500mm), 

Provincia de Neuquén ($500mm), Petroquímica Comodoro Rivadavia ($400mm), and Barranquilla ($350mm). 

Transactions were generally well absorbed, reflecting resilient investor demand and supportive technical conditions 

across the region. 

As we move into the second half of the year, the macro backdrop remains shaped by the interaction between resilient 

U.S. economic activity, gradually improving inflation dynamics, and a Federal Reserve that continues to favor a cautious, 

data-dependent approach. While headline growth has moderated, the underlying composition remains healthier than 

the aggregate figures suggest, supported by resilient domestic demand and business investment that is beginning to 

broaden beyond AI-related spending. At the same time, inflation has shown more constructive signs, particularly in core 

CPI and core PCE, reducing the near-term pressure for additional monetary tightening. Nevertheless, markets remain 

highly sensitive to incoming data, energy prices, and geopolitical developments, particularly as global tensions continue 

to create uncertainty around supply chains, commodity prices, and investor risk appetite. 

Against this backdrop, we remain constructive on Latin American fixed income, while acknowledging that the margin 

for error has narrowed. Spreads have tightened meaningfully, leaving valuations less forgiving, but absolute yield levels 

continue to offer attractive carry and remain supportive of total return potential. This carry profile provides an important 

cushion against spread volatility and fluctuations in U.S. Treasury yields, particularly in an environment where 

geopolitical risks may periodically trigger bouts of risk aversion. Overall, we continue to view the asset class favorably, 

supported by resilient credit fundamentals, healthy corporate balance sheets, and still-supportive market technicals, 

while maintaining a selective approach focused on issuers with strong liquidity, disciplined financial policies, and the 

ability to withstand a more volatile global environment. 
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