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1. RISK RATING 
 
This report examines the CABEI Central American Portfolio 
with unaudited information through March 2018, 
considering audited information as of December 2017. 
 
Based on this information, the following risk rating was 
awarded: 
 

 
*Current rating remained unchanged with respect to the previous one. 

 
Explanation of the rating awarded: 
scr AA (CR, HND and PAN): “The quality and diversification 
of the fund’s assets and the management’s strengths 
suggest a high probability of meeting their investment 
objectives; subject to a good management to limit their risk 
exposure due to factors inherent to the fund’s assets and 
those related to its environment. Very good grade.” 

Ratings from "scr AA (CR)” to “scr C (CR)” and from “SCR 2 
(CR)" to "SCR 5 (CR)"1 may be modified by adding the 
positive (+) or negative (-) sign to indicate the relative 
position within the different categories. 

Regarding market risk, Category 3 is assigned to funds with 
"high sensitivity to changing market conditions".  

Investment funds under Category 3 are considered with 
high sensitivity to changing market conditions. The fund is 
expected to have a significant variability through changes in 

market scenarios, in addition to a high exposure to the 
market risks they entail according to the nature of the fund. 

In terms of Outlook, Category of Stable means that "There 
is a low probability that the rating would vary in the medium 
term”. 

2. EXECUTIVE SUMMARY 
 
According to the IMF, the world GDP increased 3.7% in 
2017, 0.1 percentage point greater than the forecasts made 
during the second half of 2017. This growth was widespread 
and was even more noticeable in European and Asian 
countries.  
 
On the other hand, global growth perspective for 2018 and 
2019 is of 3.9%, which reflects the momentum the global 
economic activity has had and the expected impact of 
recently approved changes in U.S. tax policy.  
 
The total amount of assets managed by the Fund as of the 
end of March 2018 was $147.88 million, up 32% regarding 
the same period of the previous year, which is mainly due 
to the growth in the number of shares, as well as to the 
growth in their value. 
  
The Fund's portfolio is invested in securities of Costa Rica 
and El Salvador, with an average stock of 19% and 12%, 
respectively, during the semester under analysis. In terms 
of relative importance, the portfolio’s composition showed 
some variations, reducing investments in El Salvador and 
increasing investments in countries such as the Dominican 
Republic, Mexico, and Colombia.  
 
The Fund’s performance has shown a downward trend 
during the semester under analysis, unlike to its behavior in 
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previous periods. In terms of variations, i.e., volatility of the 
yields, the figure is lower than in the prior semester.  
 
Although the Fund has faced a rigid economic context, its 
management has proven to be able to react to it (varying 
investment proportions in the countries where it invests), 
as well as making investments with shorter terms and 
keeping a high percentage in investment grade issuers. 
 

3. FUNDAMENTALS  
 
The Fund’s rating is based on the following elements: 
 

 On January 4, 2013, the Fund was awarded the UCITS 
designation, updated in October 2015, which provides 
the Fund greater prestige by being subject to high-
levels of European control.  

 

 An adequate portfolio management, which is reflected 
in the timely variations in investment proportions 
according to the economic context of each country, the 
cash level, and the combination of investments with 
investment grade and speculative grade issuers.  

 

 The Fund has an adequate asset diversification, since 
the portfolio is invested in sovereign securities of eight 
countries, as well as in bonds of supranational and 
corporate organizations. 

 

 The Fund’s challenge is to manage its investments, 
mainly those in sovereign securities of El Salvador and 
Costa Rica, given the portfolio’s concentration of such 
securities, coupled with the economic situation in both 
countries. 

 
The Fund’s risk rating is kept in scr AA3 (CR, HND and PAN) 
and continues to be supported by the deterioration in the 
quality of its assets, given the concentration of its portfolio 
in sovereign bonds of Costa Rica and El Salvador. The 
sovereign risk rating in these countries has been reviewed 
to the downside by the main international rating agencies 
several times in the last 3 years. Given the above, there is 
an increase in the risk of non-payment of securities invested 
in the event of default in any of the countries in which there 
are active positions. 
 
Therefore, considering the above, the rating is a reflection 
of the Fund’s risk, given the decrease in asset quality as a 
result of the worsening of the tax situation in countries in 
the area, with a special, but non-exclusive, emphasis on the 
cases of El Salvador and Costa Rica.   

4. CABEI CENTRAL AMERICAN PORTFOLIO  

4.1. Fund Description 

 
CABEI Central American Portfolio (CABEI Portfolio or the 
Fund) is an open fund authorized to trade in Costa Rica since 
July 31, 2003 by the General Superintendence of Securities 
(SUGEVAL).  
 
The Fund is the first portfolio of CABEI Central American 
Fund PLC, a limited liability company with variable capital, 
incorporated on March 12, 1999 as an investment company 
in the Republic of Ireland, under the regulations established 
in this country and the European Union, therefore, it is 
supervised by the Central Bank of Ireland. 
 
In Panama, on April 11, 2007, the National Securities 
Commission of the Republic of Panama approved the 
commercialization of the CABEI Portfolio. Likewise, in 
Honduras, on August 28, 2007, the National Commission of 
Banks and Insurance of Honduras, based on the "Rules for 
the Commercialization of Investment Funds Incorporated 
and Managed Abroad," approved the commercialization of 
the CABEI Portfolio. 
 
On July 1, 2011, the Central Bank of Ireland issued the UCITS 
(Undertakings for Collective Investment in Transferable 
Securities) regulation, which applies regulations with high-
levels of control to investment funds, guaranteeing more 
reliable and secure information to investors, financial 
transparency, and increase in cross-border operations. Also, 
such designation allows funds to be sold publicly through 
the European Union.  
 
The Fund keeps assets under management in the region; 
providing financial support to sovereign and corporate 
entities through their debt issues. The Fund’s objective is to 
invest most of its assets in the founding member countries 
of the Central American Bank for Economic Integration (i.e. 
Guatemala, Honduras, Nicaragua, El Salvador, and Costa 
Rica); being also able to invest in countries of South 
America, the Caribbean, and Mexico related to the BCIE. 
Furthermore, the Fund intends to offer a vehicle through 
which institutional investors may participate in the 
economic and financial growth of Central America. 
 
The CABEI Central American Portfolio is administered by the 
Northern Trust International Fund Administration Services 
(Ireland) Limited. Deutsche Asset Management Investment 
GmbH (Deutsche AM) is responsible for managing the 
Fund’s investments.  
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The Fund seeks to generate positive return rates for 
investors, mainly by investing in debt securities of issuers 
located in Central America. The Fund expects to achieve this 
objective by investing mainly in a diversified portfolio of 
fixed and variable rate securities issued by sovereign 
issuers, their agents and intermediaries, corporate issuers, 
supranational issuers, quasi-government issuers, and any 
other issuer deemed suitable for investment.  

4.2. International Market Events that could 
have an Impact on the Fund 

 
The growth in global economic activity which began in mid-
2016 continues to gain momentum. Therefore, according to 
the IMF1, the world GDP increased 3.7% in 2017, 0.1 
percentage point greater than the projections made during 
the second half of 2017. This growth was widespread and 
was even more noticeable in European and Asian countries. 
However, the improvement in countries such as Argentina, 
Brazil, Russia, and Nigeria, as these economies overcome 
recession, accounts for a third of the increase in the world 
annual growth rate in 2017. 
 
On the other hand, global growth projection for 2018 and 
2019 is of 3.9%, which reflects the momentum the global 
economic activity has had and the expected impact of 
recently approved changes in U.S. tax policy.  
The revised growth forecasts for the world economy, which 
estimate it at 3.9%, are attributable, to a greater extent, to 
advanced economies, whose growth would exceed 2% in 
2018 and 2019. This forecast reflects the expectation that 
favorable global financial conditions and a strong level of 
confidence will help maintain the recent acceleration of 
demand and investment.  
 
Investment conditions have improved in a context of low 
financial instability, less weakness in the banking sector, 
recovery of some commodity sectors, and better global 
macroeconomic projections.  
 
On the other hand, world trade showed an increase in 2017, 
growing at a faster pace than in the post-crisis period. This 
was explained, to a greater extent, by the growth in demand 
for imports in East Asia, as domestic demand increased in 
the region. However, the momentum in consumption could 
decline in the coming years given the recent adjustments in 
some of the most important trade relations, such as the 
decisions of the United Kingdom of Great Britain and 

                                                                 
1 International Monetary Fund: World Economic Outlook Update: Main 
Forecasts. January 2018  

Northern Ireland to leave the European Union, and the 
United States of America to renegotiate the North American 
Free Trade Agreement and to re-evaluate the provisions of 
other trade agreements in force. 
 
Although the growth outlook seems to be balanced in the 
short term and the weaknesses resulting from the global 
financial crisis are less visible, the uncertainty and risks 
linked to geopolitical tensions may deteriorate global 
financial conditions.  
 
 The high political uncertainty continues to affect the 
projections of goals related to world trade. Growing 
geopolitical tensions could sharpen the trend towards more 
unilateral and isolationist policies. Many developing 
economies, especially those whose capital markets are 
more open, remain vulnerable to the sudden increase in risk 
aversion, the disorderly tightening of liquidity conditions 
worldwide, and the unexpected exit of capital. 
 
Global perspectives are determined by the following 
factors, namely: 
 

 In the case of the United States, the growth forecast is 
2.7% in 2018 and 2.5% in 2019. Such growth 
percentages are supported by the determination of the 
2017 economic activity, in addition to the increase in 
projections of external demand and the expected 
macroeconomic impact of the tax reform.  

 In the case of Europe and Central Asia, growth in the 
region is expected to decline regarding the estimated 
percentage for 2017, and to be of 2.9% in 2018. The 
eastern part of the region will continue to recover, 
boosted by commodity export economies, but with the 
counterweight of the gradual slowdown in the western 
area, as a result of a more moderate economic activity 
in the Eurozone. 

 The growth forecasts for East Asia and the Pacific would 
decrease from an estimate of 6.4% in 2017 to 6.2% in 
2018. China's structural slowdown is deemed to 
counteract the modest cyclical recovery of the rest of 
the region. The increase in geopolitical tensions, the 
increase in global protectionism, the unexpectedly 
steep hardening of international financing conditions, 
and a more marked slowdown than expected in the 
main economies, including China, constitute adverse 
risks that threaten forecasts for the region. 

 In Latin America and the Caribbean, a growth of 2% is 
expected in 2018. According to forecasts, growth will 

http://www.bancomundial.org/es/news/press-release/2018/01/09/global-economy-to-edge-up-to-3-1-percent-in-2018-but-future-potential-growth-a-concern
http://www.bancomundial.org/es/news/press-release/2018/01/09/global-economy-to-edge-up-to-3-1-percent-in-2018-but-future-potential-growth-a-concern
http://www.bancomundial.org/es/news/press-release/2018/01/09/global-economy-to-edge-up-to-3-1-percent-in-2018-but-future-potential-growth-a-concern
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gather momentum as investment and private 
consumption consolidate, particularly in the 
commodity export economies. However, the 
intensification of regulatory uncertainty, natural 
disasters, the increase in the U.S. trade protectionism, 
or a further deterioration in tax conditions in the 
countries could divert the course of growth.  

4.3. Assets Managed 

 
Total assets under management as of March 2018 was of $ 
147.88 million, a figure increased by 32% annually and by 
25% semiannually. The increasing behavior in assets in the 
last semester responds mainly to the variation in the 
number of shares registered by the Fund.  The growth in 
shares is explained, to some extent, given the registration 
of the Fund in Germany and Switzerland, which has 
attracted investors from both countries.  
 
The number of shares had remained constant for several 
periods. However, as of the end of 2016, there has been an 
increase in shares. As of March 2018, 13,732 new shares 
were added, compared to the same period of the previous 
year, reaching a total of 64,095.  

 
 

As mentioned in the Fund’s profile, investments are 
directed to fixed-income securities of Central American 
countries or BCIE partners. In the case of corporate 
securities, the Fund's policy establishes that they must have 
government sponsorship or be entities characterized as 
quasi-governmental.  
 
During the six-month period under analysis, on average, 
74% of the investments made by the Fund were in sovereign 
debt securities, while 18% were in securities of government 
agencies. 2% corresponded to investments in supranational 
securities, and the remaining 6% was kept in cash.  
 

The cash kept by the Fund varies according to the 
liquidation needs of certain investment positions and to the 
strategy that the Fund's administration wishes to follow in 
terms of placement of resources.  

 
 
Investments by country show that, on average, Costa Rica 
and El Salvador occupy 19% and 12%, respectively. Panama 
and the Dominican Republic follow with 11% each, and 
Guatemala and Mexico with a 10% share each.  
 
In terms of relative importance, the composition of the 
portfolio changed slightly with respect to the previous year; 
transferring some of the resources invested in countries 
such as Costa Rica and El Salvador to countries such as the 
Dominican Republic, Mexico, and Panama, which have a 
better sovereign rating than the former. Also, by the end of 
the semester being analyzed, resources were allocated to 
investments in Argentina (1.5% on average), where 
previously it was not invested. 
 
The variations in the portfolio composition are due to the 
strategy of decreasing the relative weight of securities in 
countries with a more pessimistic economic behavior, 
towards those that benefit from the context. Changes made 
in the portfolio are made after the opinion of portfolio 
managers regarding the evaluation of assets and the risk 
involved in investing in certain markets. The foregoing is 
carried out always under the framework of investments 
established in the Fund's prospectus, so they will continue 
with a regional focus and will focus more on BCIE founding 
members. 
 
In the specific case of El Salvador, taking into consideration 
what happened in the country with sovereign risk ratings, 
the Fund’s investment manager administration mentions 
that even though investments have decreased compared to 
previous periods, they do not expect to decrease radically 
their position in the country. At the same time, the 

 -

 10

 20

 30

 40

 50

 60

 70

 -

 20

 40

 60

 80

 100

 120

 140

 160

Mar-17 Jun-17 Sep-17 Dec-17 Mar-18

H
o

ld
in

gs –
Th

o
u

san
d

s

A
ss

et
s 

–
M

ill
io

n
s 

U
S$

CABEI Central American Portfolio
Total value of assets and number of shares

Total Assets Holdings

72% 69%

21%

74%
68%

5%

2%

14%

20% 21%

74%

17% 16%

0%

20%

40%

60%

80%

100%

Mar-17 Jun-17 Sep-17 Dec-17 Mar-18

CABEI Central American Portfolio
Portfolio by sector allocation

Industrial Financial Institutions Gov: Agency Cash Supra Sovereign



 

   Page 5 of 8

 

investment manager will keep a short duration on those 
investments to mitigate risk. The position in El Salvador 
would remain as such because it is a founding member of 
the BCIE and it continues to be an important bond market 
in the region.  

 

4.3.1 Sovereign Ratings of the Main Countries in 
the Portfolio. 

 
As noted in the previous section, the main countries of 
Central America in which the Fund invests are Costa Rica, El 
Salvador, and the Dominican Republic, respectively. The risk 
rating of each of them reflects, to some extent, the level of 
susceptibility to which the Fund is subject. Although it is 
true that countries with lower ratings must offer a higher 
level of return (risk-return ratio), it cannot be ignored that 
the probability of defaulting increases, which increases the 
exposure level of the Fund and its investors.  
 
In the case of Costa Rica, three years ago, the three 
international risk rating agencies that analyze the country's 
credit quality have triggered alerts about the increase in the 
Central Government's tax deficit and its possible impact on 
rating reviews. 
 
In addition to the prevailing fiscal deficit affecting the 
country, risk rating agencies took into consideration the 
uncertainty around the presidential elections held in the 
first months of 2018. Given the above, international rating 
agencies have expressed that the sovereign risk rating could 
fall again in 2018 if the new administration does not address 
quickly the country's tax situation. 
 
During the months of January and February 2018, the 
country's risk ratings were updated. Standard & Poor's 
confirmed the BB- rating and Negative perspective, and 
Fitch Ratings established a BB rating, also with a Negative 
perspective. The foregoing was based on the projection that 

the country's fiscal deficit will remain high in the absence of 
a tax reform. The Negative perspective mainly reflects the 
difficulty in reaching an agreement to approve a tax reform 
that could correct the fiscal imbalance, which could lead to 
a new decrease in sovereign ratings.  
 
Moody's, on the other hand, adjusted to the downside the 
previous year sovereign risk rating, based on the continued 
weakening of Costa Rica's tax profile, which is reflected in 
the growing burden of public debt and the persistent fiscal 
deficit.  
 
On the strengths side, rating agencies mention that the 
Costa Rican government has a stable political system, as 
well as a relatively high social development, and the 
prospects for long-term economic growth are favorable. 
Likewise, the diversification of Costa Rica's economy makes 
it more resistant than that of its peers in the region. The 
gradual change in its economic profile has sustained growth 
and contributed to the country's macroeconomic stability.  
 

 
 
In the case of El Salvador, at the beginning of 2017, 
international risk rating agencies made a series of 
downward adjustments to the country's rating due to the 
fact that in the Congress there was no consensus to assign 
resources to cover the payment of their commitments, 
more specifically in the case of debt related to pensions.  
 
Therefore, in the review of El Salvador ratings carried out in 
April and May 2017, Standard & Poor's lowered the rating 
to "SD", which means selective default, precisely because of 
the non-payment of pension debts. Likewise, Moody's 
downgraded B3 to Caa1, based on the fact that the non-
payment of pension debts indicated a greater risk that the 
political impasse in the Legislative Assembly could lead to 
the failure to pay public debt obligations.  
 
Fitch also lowered the rating from B/Negative to RD 
(Restricted Default) for the same reason as the other rating 
agencies. In this case, Fitch attributes to El Salvador being in 
breach of its sovereign obligations. This credit event 
preceded a period of political polarization in El Salvador, 
which has resulted in a period of paralysis of the Congress. 
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By the end of April 2017, the government made interest 
payments on the debt of Pension Investment Certificates 
(CIPs) to local private pension funds, issued in accordance 
with national legislation after obtaining authorization from 
the Congress.  
 
Subsequent to the payment of the CIPs and the agreements 
entered into by the Congress, the rating agencies saw a 
significant reduction in the government's liquidity risk, 
which led to upward variations in the country's sovereign 
risk ratings. Given the above, by the end of 2017, Standard 
& Poor's made the adjustment to CCC+ from SD, after the 
end of the restructuring process of the CIPs approved by the 
Congress and established the perspective as Positive. In 
addition to the amendments to the CIPs, the Congress 
approved a pension reform which represents a political 
breakthrough in terms of negotiations. Despite the 
agreements made by the Congress, the Government and 
opposition parties’ ability to reach agreements on tax policy 
is still an important challenge.  
 
Fitch modified the long-term rating in foreign currency from 
CCC to B- due to the agreements made regarding the CIPs 
and the pension reform. 
 
Therefore, it will depend on the new payments of sovereign 
bonds and the level of agreement that is achieved in the 
Congress of El Salvador if risk rating agencies continue 
adjusting. 
 

 
 
On the other hand, the latest revisions of the Dominican 
Republic rating issued during the second half of 2017 and 
beginning of 2018 confirm the country's risk rating in BB- 
and Stable perspective, in the case of Fitch Ratings and 
Standard & Poor's, and Ba3 with a Stable perspective in the 
case of Moody's.  
 
Ratings awarded reflect the opinion of rating agencies that, 
despite the slowdown in growth in recent years, an average 
GDP growth of 5% is expected over the next three years, 
higher than the growth of their peers. Ratings also reflect 
the monetary policy framework of the Dominican Republic, 
which includes inflation targets, with a record of increasing 

effectiveness. They consider that the country’s sovereign 
rating is limited by institutional weaknesses and the 
increase in government debt and interest charges. 
 
Also, the Stable perspective is granted pending economic 
growth remains solid and the balance of payments risks are 
contained, however, it is not expected that in the short or 
medium term there will be significant reductions in the 
levels of government debt or the implementation of 
structural reforms that further strengthen tax frameworks. 
 

 
 
It should be noted that the Fund has been increasing its 
investments in countries such as Mexico and Colombia, 
where sovereign ratings exceed those previously described.  

4.4. Fund’s Performance 

 
The value of the Fund's stock reached an amount of $ 
2,307.27 by the end of March 2018, increasing by 3% 
regarding the value recorded one year ago. Such valuation 
is highly related to securities of countries in which the Fund 
invests. 

 
 
Despite the vulnerabilities shown by emerging markets, the 
CABEI Portfolio has proven to be able to adapt its strategy 
to the circumstances which arise in these markets.  
 
As the Fund is focused on investments in securities of 
Central American countries, the valuation of its portfolio is 
highly correlated with what happens in these markets. Thus, 
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the structural situation of high fiscal deficits, high 
vulnerability to external shocks, and low economic growth, 
raise the need that the choice of countries in which to invest 
is done carefully, in order to achieve higher returns with an 
acceptable risk level. 
 
The Fund itself does not have a minimum return goal, 
however, the investment manager may obtain a "bonus" if 
operating above the minimum established rate. This 
minimum rate is equivalent to the Libor rate at 1 year plus 
200bp. During the six-month period being analyzed, the 
year-on-year yield has shown a decreasing behavior; 
however, the return is kept with positive values. On 
average, the return was 5.38% during the period being 
analyzed, higher than the average registered during the 
previous semester (4.09%). 

 
 
The Administration considers that the fund has shown a 
dynamic performance during 2017 and at the beginning of 
2018. They also mention that there have been favorable 
market conditions, which have favored the Fund’s 
profitability. This behavior in performance explains the 
Fund’s attractiveness for European investors, mainly taking 
into account that the rates of securities of European 
countries have remained without much variation.  
 
The Fund's portfolio is made up of investments in issuers 
with investment grade as well as speculative grade (30% 
and 64% on average, respectively). This responds to an 
administration which is trying to take advantage of returns 
offered by riskier securities, but at the same time, 
combining with safer investments to mitigate the greater 
risk acquired.  
 
It should be noted that the members of the Rating Board 
mention that, despite the improvement in the Fund’s 
performance, it is necessary to pay special attention to the 

downward changes to risk ratings in the main countries in 
which it is invested (mainly Costa Rica and El Salvador). 
 
It should be noted that the members of the Rating Board 
mention that, despite the improvement in the Fund’s 
performance, it is necessary to pay special attention to the 
downward changes to risk ratings in the main countries in 
which it is invested (mainly Costa Rica and El Salvador). As 
mentioned above, the Fund’s performance showed a slight 
declining trend during the period under analysis. In the case 
of volatility, there has also been a slight decrease compared 
to the levels recorded during the previous year.  

 
 
The modified duration (MD) measures the impact of a 1% 
variation in the average yield on the portfolio’s change in 
value. On average, for the semester under analysis, the 
portfolio’s MD was 3.52, decreasing slightly regarding the 
average of the previous semester (3.75).  

 
 
Similar to the MD behavior, the average spread duration 
(SD), understood as the percentage change in portfolio 
prices resulting from a given change in the sovereign 
spread, declined semiannually, reaching an average of 3.58 
(3.80 the previous semester).  
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The foregoing indicates that the portfolio is less exposed to 
changes in credit risk in emerging markets, caused by a 
readjustment of the structure of the investment portfolio 
which considers investment positions with higher spreads 
and greater exposure to volatility, but that allow to push 
portfolio returns.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
_______  _________________________________________________              ____        

Ratings awarded have not undergone an appeal process by the qualified 
entity. The Investment Funds rating methodology used by SCRiesgo was 
updated in the regulator in February 2018. SCRiesgo granted a risk rating 
to this issuer for the first time since 2009. All the information included in 
this report on rating fundamentals is based on information obtained from 
issuers and subscribers, as well as other sources considered reliable by 
SCRiesgo. SCRiesgo does not audit or verify the veracity or accuracy of this 
information and does not consider the liquidity that the different securities 
may have, both in primary and secondary markets. The information 
included in this document is presented as it comes from the issuer or 
manager, without assuming any guarantee. 
 
“SCRiesgo considers that the information received is sufficient and 
satisfactory for the corresponding analysis." 

 


