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1. RISK RATING 
 
This is a report on the analysis of CABEI Central American 
Portfolio, with non-audited information through September 
2017, and considering information as of June 2017. 
 

 
*The current rating did not varied from the previous one. 
 
Explanation of the rating 
 
AAf (HND) / scr AA (CR y PAN): “The quality and 
diversification of the fund´s assets, the capacity to generate cash 
flows and the strengths and weaknesses of the administration 
present a high probability of reaching its investment objectives. The 
Fund has management skilled enough to limit its exposure to risk 
factors inherent to its assets and its economic environment. The 
level is Very good”. 
 

In terms of market risk, Category 3 is assigned to funds with 
"a high sensitivity to changing market conditions." Investment 
funds in Category 3 are considered highly sensitive to changing 
market conditions. It is expected that the fund presents significant 
vulnerability through changes in market scenarios, in addition to 
high exposure to market risks according to the profile 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 
 
Growth in the Euro Zone, Japan, Asian emerging economies, 
European emerging economies and Russia surpassed 
expectations in the first half of 2017. This explains the 
upgrading of growth forecasts in those areas, comfortably 

offsetting the downgrading for the United States and the 
United Kingdom.  According to IMF forecasts, global 
economic activity is expected to grow 3.6% in 2017 and 3.7% 
in 2018.  
 
Growth is expected to intensify in economies in both 
emerging and developing markets for 2017 and 2018, backed 
by improvements in external factors such as a favorable 
global financial context and the recovery of advanced 
economies.   
 
The total amount of assets managed by the Fund as of the 
September 2017 close was $118.18 million, implying a 5% 
growth from the same period in the prior year. This is related 
to a variation in the share value and its growth. 
  
The Fund's portfolio is mainly invested in Costa Rican and 
Salvadorian securities, 20% and 13% share each on average 
for the six months under study, respectively. In terms of 
relative importance, the portfolio's composition experienced 
a few variations - a reduction of investments in El Salvador, 
and a rise in investments in countries like Dominican 
Republic, Mexico and Colombia.  
 
The Fund's performance has shown a downward trend for the 
semester under study, as opposed to prior periods.  In terms 
of variations, i.e. the volatility of the yields, the figure is lower 
than the prior semester.  
 
Although the Fund has faced a rigid economic context, it has 
proven capable of reacting adequately (varying the share of 
investments in the countries where it invests), as well as 
placing shorter term investments, and maintaining a high 
percentage in investment grade issuers. 
 

3. BASIS 
 

The Fund's rating is based in the following aspects: 
 

 Since January 04, 2013, it holds the UCITS designation, 
implying greater prestige for the Fund, since it reflects a 
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high degree European banking control. It was updated in 
October 2015.   

 An adequate portfolio management, evidenced in the 
timely variations of investment portions according to 
each country's economic context, the cash levels it 
maintains, and the mix of investments with investment 
grade and speculative grade issuers.  

 The Fund had already been able to recover and surpass 
the asset value reached prior to the 2013 drop.  

 The Fund has an adequate diversification of assets, given 
that it has invested in sovereign securities in eight 
countries, as well as in bonds for corporate and 
multinational organizations. 

 The Fund´s challenge is to manage its investments, 
mainly those in Salvadorian and Costa Rican sovereign 
securities, given the portfolio's concentration in those 
securities, in addition to the economic situation that are 
facing both countries.  

 
The Fund's risk rating is maintained at scr AA3 (CR) / AAf3 
(HND and PAN) and is supported by the deterioration in the 
quality of its assets, given the concentration of its portfolio 
mainly in sovereign bonds of Costa Rica and El Salvador. This 
is based on the negative variations of the sovereign risk rating 
of both countries given by the main international rating 
agencies in the last 3 years. Therefore, there is an increase in 
the risk of non-payment of the securities invested in the event 
of default in some of the countries in which there are active 
positions. 
 
Therefore, considering the above, the rating reflects the risk 
of the Fund given the deterioration of the fiscal situation in 
the countries of the area, with special emphasis but not 
exclusive to the cases of El Salvador and Costa Rica. 
 

4. CABEI CENTRAL AMERICAN PORTFOLIO 
 

4.1. Description of the Fund 
 
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 variable capital company, which 
was organized on March 12, 1999 as an investment company 
in the Republic of Ireland, under the regulations of this 
country and the European Union, and is therefore supervised 
by the Central Bank of Ireland. 
 

                                                             
1 Deutsche AM is an indirect subsidiary of Deutsche Bank AG.  

On April 11, 2007, the National Securities Commission of the 
Republic of Panama approved CABEI Portfolio's trading 
activities in that country. Likewise, on August 28, 2007, the 
National Commission of Banks and Insurance of Honduras 
approved CABEI Portfolio's trading activities in Honduras 
based on the "Standards for the Trading of Investment Funds 
Created and Managed Abroad." 
 
On July 01, 2011, the Central Bank of Ireland issued UCITS 
regulation (Undertakings for collective investment in 
transferable securities), which applies high-control standards 
to investment funds, guaranteeing more reliable and secure 
information for investors, financial transparency, a rise in 
cross-border operations, and also allows funds to be sold 
publicly throughout the European Union.   
 
The CABEI Central American Portfolio keeps its assets at 
work in the region, helping sovereign and corporate entities 
by providing financial support of their debt issues. It is the 
goal of the Fund to invest the majority of its assets in the 
founding member countries of the Central American Bank for 
Economic Integration or CABEI (i.e. Guatemala, Honduras, 
Nicaragua, El Salvador, and Costa Rica) with the balance in 
those countries that have a relationship with CABEI in South 
America, the Caribbean and in Mexico. Additionally, the 
Fund is intended to provide a vehicle by which the 
institutional investor participates in the economic and 
financial growth in Central America.  
 
The Fund is administered by Northern Trust International 
Fund Administration Services (Ireland) Limited. Deutsche 
Asset Management Investment GmbH (Deutsche AM1) serves 
as Fund’s Investment Manager. Deutsche AM is an indirect 
subsidiary of Deutsche Bank AG. 
 
The Fund's objective is to generate a high real rate of return 
for investors by investing primarily in debt securities of 
issuers located in Central America.  The Fund seeks to achieve 
this objective by investing primarily in a diversified portfolio 
of fixed and floating rate securities issued by sovereign 
issuers, their agents and instrumentalities, corporate issuers, 
supranational issuers, quasi-governmental issuers, and any 
other issuer deemed fit for investment by the Investment 
Manager.   
 

4.2. International conditions that could affect the 
Fund 

 
The world's economic activity is recovering. Global growth, 
which in 2016 recorded the lowest figure since the 
international financial crisis at 3.2%, will rise to 3.6% in 2017 

http://www.scriesgo.com/


 

     Page 3 of 7                       

REGIONAL OFFICES 

Costa Rica:  (506) 2552-5936  Panama: (507) 6674-5936 │260-9157     El Salvador: (503) 2243-7419 

Cartago, Residencial El Molino 

 Edificio Platino Segunda Planta   

Edificio Golden Point, Piso 16 

Oficina 2, Vía Ricardo J. Alfaro 

     Centro Profesional Presidente, final Avenida 

    La Revolución, Local A-4 Colonia San Benito 

 
            www.scriesgo.com / info@scriesgo.com 

 

 

and 3.7% in 2018, according to IMF forecasts2. Growth in the 
Euro Zone, Japan, Asian emerging economies, European 
emerging economies and Russia surpassed expectations in 
the first half of 2017. This explains the upgrading of growth 
forecasts in those areas, comfortably offsetting the 
downgrading for the United States and the United Kingdom.  
 
Growth will be heightened in 2017 and 2018 in emerging and 
developing market economies, backed by improvements in 
external factors such as a favorable world financial context 
and a recovery in advanced economies.  Growth is steady for 
China and other Asian emerging economies. Difficult 
conditions affecting several commodity exporters in Latin 
America, the Commonwealth of Independent States and Sub-
Saharan Africa are showing signs of improvement.   
 
The notable rise in growth recorded in advanced economies 
for 2017 has been generalized, and activity continues to boom 
in the United States, Canada, the Euro Zone and Japan.  
 
Nevertheless, although outlooks have been improving, 
growth is still weak in many countries, and inflation is well 
below the level aimed at by most advanced economies.  
 
World growth outlooks are determined by the following 
factors: 
 

 A stronger rise is expected for advanced economies in 
2017, given that the first six months exceeded 
expectations in this regard.  This is mainly due to the 
intense growth in the Euro Zone, Japan and Canada.  

 Activity slowed down more than expected in the United 
Kingdom and the United States.  For the US specifically, 
the change in outlooks for 2017 is due to uncertainty 
regarding economic policies.   

 In emerging and developing economies, a sustained rise 
in activity is expected; growth would increase from 4.3% 
in 2016 to 4.6% in 2017 and 4.8% in 2018.   

 In China specifically, growth is expected to be 6.8% in 
2017, rising from the previous months, mainly in 
response to the stronger growth seen in the first half of 
2017.   

 For emerging and developing economies in Europe, a rise 
in growth is expected for 2017, mainly due to improved 
forecasts for Turkey and other countries in the region.   

 In Latin America and the Caribbean, where the GDP 
dropped almost 1% in 2016, it is expected to rise in 2017 
and 2018, according to the conditions explained above.   

 Although growth remains steady in Central America, in 
the Caribbean, domestic demand continues to disappoint 

                                                             
2 International Monetary Fund. "World Economic Outlooks. October 

2017"  

expectations in a large part of the region, and certain 
critical idiosyncratic factors are leading to substantially 
different outlooks in each country.  

 In Mexico, growth could drop 2.1% in 2017 and 1.9% in 
2018.  Growth for 2017 has been upgraded despite 
uncertainty surrounding the North America Free Trade 
Agreement's renegotiation and the downgrade in the US 
economic activity.  

 
In general terms, there is a positive context in financial 
markets, with uninterrupted progress in stock markets both 
in advanced and emerging market economies.  
 
Although the global growth rates forecasted for 2017-2018 
exceed the 3.2% rate expected for 2016, these are still below 
pre-crisis levels, particularly in most advanced, emerging and 
developing economies that export commodities.  
 
The positive evolution expected in the world economy should 
not distract from the structural obstacles that may arise. It is 
likely that the weak growth of productivity and the acute 
inequality in revenues will persist. Isolationist policies 
jeopardize the economic composition and order of global 
cooperation, which have been greatly beneficial to the world's 
economy, especially for economies in emerging and 
developing markets.  
 

4.3. Assets managed 
 
The assets managed as of September 2017 were $118.18 
million, figure that increase 5% annually and 4% on a semi- 
annual basis. This variation in assets is directly related to the 
variation in the share value and the increased amount of asset 
holdings.   
 
This number had remained constant for several years; 
however, as of the 2016 close, an increase is evident.  As of 
September 2017, there are 728 new holdings in comparison to 
the same period in the prior year, reaching a total of 51,077. 

http://www.scriesgo.com/
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As mentioned in the Fund's profile, investments are geared 
toward fixed income securities of Central American countries 
or BCIE partners. The Fund's policy states that corporate 
securities must be sponsored by the government or be 
classified as quasi-governmental bodies.  
 
For the six month period under study, on average 54% of 
investments by the Fund were in sovereign debt securities, 
while 38% were in governmental agency securities. 2% 
related to investments in supra securities, 1% in corporate and 
the remaining 5% was held in cash. It is important to note that, 
since a year ago there was a change in reporting of corporates 
to provide a breakdown of corporate investments, for that 
reason the composition of investments now are more detailed 
by sector (financial and industrial).   
 
Cash held by the Fund varied according to the liquidity needs 
of certain investment positions and the strategy sought by the 
Fund's management in terms of the placement of its 
resources.  

 
 
On average, investments by country show that Costa Rica and 
El Salvador have the most relative importance, with 20% and 
13% share each, respectively. Next is Guatemala, Panama, 
Dominican Republic and Colombia, with 10% share each.  

In terms of relative importance, the portfolio's composition 
changed slightly from the prior year; it transferred some of 
the resources it had invested in countries like Costa Rica and 
El Salvador to countries like Dominican Republic, Mexico and 
Colombia, which have a higher sovereign rating than the 
previous ones. In this six month period resources were also 
geared toward investments in Peru (3% on average) and Chile 
(1% on average), where no investments were held previously. 
 
The variations in the portfolio's composition are related to a 
strategy to reduce the relative weight of the securities in 
countries with a more pessimistic economic dynamic, toward 
those that are benefited by this context. Changes to the 
portfolio occurred after the portfolio managers' opinion on 
the assessment of assets and risk involved in investing in 
certain markets.  The foregoing changes were performed as 
part of the investing framework set by the Fund, therefore 
they will continue having a regional approach and 
concentrating to a great extent on the founding members of 
CABEI.  
 
As far as El Salvador, considering the country's situation 
regarding sovereign risk ratings, the Fund's management 
indicates that although investments have dropped in 
comparison to prior years, their position in the country is not 
expected to drop radically.  El Salvador's position would 
continue along these lines, given that it is a founding member 
of CABEI, and continues to be an important bond market in 
the region.  In spite of this, the Fund's management 
recognizes that the country's situation continues to represent 
a challenge. However, they also indicate that the investment 
manager will continue to follow-up on events to ensure the 
Fund's assets are not affected.  

 
 
4.3.1. Sovereign ratings of the main countries in the 

portfolio 
 
As seen in the previous section, the main Central American 
countries where the Fund invests are Costa Rica, El Salvador 
and Guatemala, respectively. The risk rating of each of those 
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countries reflects to a certain extent the susceptibility to which 
the Fund is subject. While it is true that the countries with the 
lowest ratings should offer higher returns (risk-yield ratio), 
one cannot ignore the fact that the likelihood of going into 
default rises, which in turn increases the Fund and its 
investors' exposure.   
 
For Costa Rica, in the last three years the three risk rating 
agencies that analyze the country's credit quality have issued 
alerts on the Central Government's rising tax deficit and its 
potential impact on the revision of these ratings. 
 
The country’s risk ratings were upgraded in January and 
February 2017; Standard & Poor's confirmed last year's rating 
of BB- and a negative perspective.  This was based on the 
grounds that the country's tax deficits are expected to 
continue rising given the absence of a tax reform, and the 
outlook reflects a possibility of downgrading the rating in the 
next 12 months if the country's external position worsens 
beyond what the agency foresees.   
 
Fitch Ratings and Moody's both downgraded the sovereign 
risk rating, based on the continued weakening of Costa Rica's 
tax profile, which is evident in the recent burden of the public 
debt, and in the persistent tax deficit, which was 5.2% of the 
GDP in 2016.   
 
As far as strengths, the rating agencies mentioned that the 
Costa Rican Government boasts a stable political system, 
accompanied by a relatively high social development, and 
long term economic growth outlooks are favorable.  The 
country's economic diversification renders it more resistant 
than its peers in the region.  The gradual change in its 
economic profile has sustained its growth and contributed 
toward the country's macroeconomic stability.   
 

 

 
For El Salvador, at the beginning of the year the rating 
agencies performed a series of downgrades to the country's 
rating, since Congress lacked consensus to assign the 
resources required to cover its commitments, specifically in 
the case of pension-related debt.  
 
Therefore, in the revision to El Salvador's ratings conducted 
in April and May 2017, Standard & Poor's downgraded the 

rating to "SD" which indicates selective noncompliance due to 
the nonpayment of the pension debt. Moody's downgraded 
the rating from B3 to Caa1, on the grounds that the 
nonpayment of the pension debt indicates a higher risk that 
the political impasse in Congress could lead to a nonpayment 
of the public debt obligations.  
 
Fitch also downgrades the rating from B/Negative to RD 
(Restricted Default) for the same reasons as the other rating 
agencies. Fitch argues that El Salvador is in breach of its 
sovereign obligations. This credit event precedes a period of 
political polarization in El Salvador that has resulted in a 
prolonged standstill at Congress, inhibiting significant tax 
measures to halt the deterioration of public finances, and 
severely limiting the government's financing options. 
 
As of the April 2017 close, the government paid interest on 
the debt of certificates called CIPs (Certificados de Inversión 
Previsional) to the local private pension funds issued per local 
laws after obtaining authorization from Congress.  
 
The last revisions to the country ratings were conducted in 
October 2017. This time Standard & Poor's and Fitch Ratings 
raised El Salvador's sovereign rating. Standard & Poor's 
adjusted the rating to CCC+ from SD after the completion of 
the CIP restructuring process approved by Congress.  In 
addition to this CIP modifications, Congress also approved a 
pension reform which constitutes a step forward in terms of 
negotiations.  Despite the agreements made by Congress, the 
Government and the opposition parties' capacity to reach 
agreements on tax policy continues to be a challenge.   
 
Fitch modified the long term foreign currency rating from 
CCC to B- due to the agreements on CIPs and the pension 
reform.  
 
Whether the risk ratings continue to experience adjustments 
will depend on events regarding new payments of sovereign 
obligations and agreements reached in the Salvadorian 
Congress.  
 

 
 
The sovereign ratings issued by Moody's and Fitch Ratings 
for Guatemala did not exhibit great variations in the last 
revision in April 2017, confirming the long term rating of Ba1 

Rating Agency Update

Long 

term

Short 

term Outlook

Standard & Poor's 02/23/17 BB- B Negative

Moody's 02/09/17 Ba2 n.a. Negative

Fitch Ratings 01/19/17 BB B Stable

Republic of Costa Rica - International risk rating through 

November 2017 

Rating Agency Update

Long 

term

Short 

term Outlook

Standard & Poor's 10/03/17 CCC+ C Stable

Moody's 04/13/17 Caa1 n.a. Stable

Fitch Ratings 10/11/17 B- B Stable

Republic of El Salvador - International risk rating through 

November 2017
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(Moody's) and BB (Fitch), and the outlook remains Stable.  
These ratings are backed by the country's track record of 
disciplined macroeconomic and political stability, in addition 
to a low public debt in comparison to the GDP, and a solid 
external liquidity.  These strong points are offset by a narrow 
tax base that limit policy flexibility and the debt's tolerance, 
as well as weak governance and human development 
indicators.   
 
Standard & Poor's downgraded the long term sovereign 
rating in foreign currency from BB- to BB, and set the outlook 
as Stable.  The drop in rating reflects a slowdown of 
Guatemala's economic growth, which is related to the 
recurring political instability and the nation's weak 
government institutions.  The ratings consider Guatemala's 
best external position, promoted by the strong growth in 
remittances, a stable debt to GDP level while tax deficits 
dropped, and a sound monetary policy which has been 
inflation under control.  
 

 

 
It is important to note that the Fund has increased its 
investments in countries like Mexico, Dominican Republic 
and Colombia, where its sovereign ratings in most of the cases 
exceed those stated above.   
 

4.4. Fund Performance  
 
The Fund's share value reached $2,314.35 as of the close of 
September 2017, increasing in 3% from the same period in the 
prior year. This valuation is greatly in response to the 
behavior of Costa Rica, El Salvador and Guatemala securities, 
since these are the countries where the Fund concentrates 
most of its investments.  

 
 
Despite vulnerabilities in emerging markets, CABEI Portfolio 
has proven capable of adapting its strategy to the situations 
occurring in these markets.  
 
Since the Fund is focused on investments in Central American 
securities, the valuation of its portfolio is closely related to the 
events of these markets. In light of current high tax deficits, 
the high vulnerability to external shocks and the low 
economic growth, there is a need for a careful selection of the 
countries to invest in, in order to achieve higher yields with 
an acceptable risk. 
 
The Fund does not have a minimum yield goal. However, the 
investment manager may obtain a performance fee if there is 
an out-performance by the Portfolio over the hurdle rate. 
Recently (April 2017), it was issued an updated in the 
Investment Management Agreement. The Investment 
Manager fees reduced to 50 bps on the first USD$100 million 
of assets and 40 bps on assets thereafter. 
 
During the six month period under study, year-on-year 
profits have exhibited a downward trend. However, 
performance stay within positive values.  The average yield 
was 4.09% during the six months under study, below the 
average recorded in the previous six months (6.79%).  

 

Rating Agency Update

Long 

term

Short 

term Outlook

Standard & Poor's 10/18/17 BB B Stable

Moody's 08/30/17 Ba1 n.a. Stable

Fitch Ratings 04/19/17 BB B Stable

Republic of Guatemala - International risk rating through 

November 2017
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The Management consider that the performance of the fund 
has been strong during 2017, however, compared with the 
previous year, the performance declined. The main reason 
that explains this behavior was the very strong performance 
between June and July 2016, which compared with the current 
year presented higher figures. Additionally, spread levels 
(portfolio yield) declined which results in lower interest 
income in 2017 compared to 2016. 
 
The Fund's portfolio is comprised of investments with 
investment grade issuers, as well as speculative grade issuers 
(30% and 70% on average, respectively.) This relates to a 
management that attempts to take advantage of the yields 
offered by riskier securities, but at the same time, combining 
with safer investments to mitigate the greater risk acquired. 
 
Members of the Rating Board have mentioned that despite the 
behavior in the Fund's yields, it is necessary to pay special 
attention to the risk rating downgrades of the main countries 
where it invests (Costa Rica, El Salvador and Guatemala.)  
 
The risk-yield ratio is obtained through the Fund's average 
yield in the last 12 months and its standard deviation. As 
mentioned before, the Fund's returns exhibited a downward 
trend during the study period.  As of September 2017, it 
recorded a positive 0.56 percent point variation in comparison 
to the same period in the prior year.   
 
There has also been a slight decrease in volatility in 
comparison to the figures recorded in the same period in 2016.  

 
 
The modified duration (MD) measures the impact of a 1% 
variation in the average yield over the change in the 
portfolio's value. For the six-month period under analysis, the 
portfolio's MD was at 3.75 on average, slightly dropping from 
the previous six-month average (4.07).  

 
Similar to the MD's behavior, the average spread duration 
(SD), understood as the percentage change of the portfolio's 
prices as a result of a change in the sovereign spread, dropped 
for the six-month period reaching, 3.80 (4.08 the previous six 
months.)  
 
This indicates that the portfolio has a higher exposure to 
changes in the credit risk of emerging markets, caused by a 
readjustment of the investment portfolio's structure, which 
considers investment positions with greater spreads and 
greater exposure to volatility, but that allows for a boost of the 
portfolio's yields.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

The ratings have not been appealed by the rated entity. The Investment Fund 
rating methodology used by SCRiesgo was updated at the regulatory body 
in April 2017. SCRiesgo is issuing a risk rating to this issuer for the first 
time since 2009. All of the information included in the rating basis report is 
based on data obtained from issuers and subscribers, and other sources 
deemed reliable by SCRiesgo. SCRiesgo does not audit or test the accuracy 
and truthfulness of this information, nor does it consider the liquidity that 
the different securities might have in the primary or secondary market. The 
information in this document is presented exactly as it was provided by the 
issuer or manager, without assuming any kind of representation or 
guaranty. 
 
"SCRiesgo considers that the information it has received is sufficient and 
satisfactory for the analysis." 
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