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Increasing concerns about the deterioration in a number — but not all — developed world government balance sheets, together
with increasing concerns about so called "fiscal dominance" over monetary policy has encouraged investors to reconsider the
composition of their fixed income portfolios and look at emerging markets (EM) in a new light. We at Colchester have argued
for some time that relative balance sheet strength, sustained adherence to policy orthodoxy, the shift to predominately
domestic funding and the potential return on offer in a number of emerging markets has increasingly made them attractive
relative to their developed world counterparts and other sectors of the fixed income market. However not all "emerging
markets" are alike. Today, many investors and commentators still apply the blanket term "emerging markets" to loosely
define all those countries not in the "developed world". In our opinion this is a misnomer. It is no longer appropriate to throw
solidly investment grade countries like the Czech Republic, Poland or Chile into the same bucket as below investment grade
countries like Pakistan, Venezuela or Uganda. Today the former, and others, are more like a number of traditional developed
markets, while the latter are Frontier Markets possessing characteristics similar to the "emerging markets" of the 1980's and
1990's that spawned the "Tequilla Crisis", "Asian Crisis", and other shocks that investors associate with emerging markets. In
many respects, today's Frontier markets are the emerging markets of yesteryear.

It should be apparent that much like the difference between investment grade corporates and high yield in credit space,
there is similar differentiation within emerging markets. Broadly speaking the emerging market fixed income universe can be

divided into exposure to debt issued in local currency and that issued in hard currency, predominately US dollars.
Investors may access either:

(i) the higher quality investment grade end of the local market spectrum, and/or

(ii) local currency bonds in the frontier space, via separate dedicated local currency benchmarks.

On the other hand, the hard currency benchmarks tend to group all emerging markets into one encompassing AA countries
at one end, to single C rated ones at the other end of the credit rating spectrum. Unsurprisingly the structural characteristics
of the countries comprising each benchmark, their credit quality, and potential risk and return all differ across the three
alternatives — EM local, Frontier local, and Hard Currency EM. Focusing on EM local and EM hard currency government debt
we explore these differences, consider their potential role within a diversified policy mix, and assess current valuations in
this paper.

The Role of Emerging Market Debt in a Diversified Portfolio

All investors, to varying degrees, need to balance and trade off three objectives, namely safety, liquidity, and return. Their
particular circumstances, objectives and risk tolerance will each play a key role in the asset allocation decision of where
to invest. For example, in the case of a central bank or reserve manager, liquidity and safety are likely to be paramount so
domestic and global developed market debt are likely to form the core of their portfolio. However, other asset classes have
historically offered higher return potential and thus may also find a place in the asset allocation, taking account of their
safety and liquidity characteristics. Other investors such as endowments, foundations or superannuation funds may place
a higher weight on expected long term returns, but likewise some allocation to relatively safe and liquid assets is likely to
improve the overall risk-return characteristics of their portfolios. Whilst the most basic asset allocation decision between
equities and bonds remains core to portfolio construction today, investors also consider a wide variety of other asset classes

from property, to emerging market debt, to private equity and private credit.
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Each asset class increasingly needs to compete with others to fulfil a certain role within the overall aggregate portfolio. Asset
allocators are increasingly becoming aware that the diversification and potential risk and return characteristics of EM debt
makes it a potentially interesting addition to their aggregate portfolio mix. Local currency EM debt may not only compete
against investment grade corporates and high yield for space in that portfolio but also is increasingly being considered as
a dedicated allocation in place of some traditional developed market (DM) fixed income exposure given its credit rating,
relative balance sheet strength and return potential. In contrast, given its predominately US dollar orientation and lower
credit quality, hard currency EM debt typically competes with High Yield and other higher risk or total return orientated
sectors for space in an aggregate portfolio. Whilst some still fall into the trap of deeming local and hard currency EM as the

same, the underlying characteristics, credit quality and currency exposure suggest that they are not.

Whilst a clear case can be made to treat both local and hard currency EM debt differently, many still compare the two
as alternatives. Accordingly, any discussion needs to assess the respective merits of both. With that in mind, Colchester
believes that local currency EM government debt is particularly attractive today for both strategic asset allocation (in terms
of capital preservation, liquidity and return), and tactical (it offers attractive valuations at this juncture) reasons. In contrast,
while hard currency EM sovereign debt has historically generated attractive returns, its characteristics are less conducive to
the objectives of safety (i.e. capital preservation) and liquidity, given its lower credit ratings and poorer liquidity. Furthermore,
in our opinion, current valuations of the hard currency EM debt asset class are less attractive than those prevailing in
local currency space. This is in part due to the current overvaluation of the US dollar that those hard currency bonds are

denominated in.

Table 1. Long-term asset class returns (31 Dec 2002 - 31 Dec 2024)'

Annualised Return Annualised Volatility

Global Equities 9.30% 15.14%
US High Yield debt 7.37% 8.81%
Hard Currency EM debt 6.49% 8.74%
Local Currency EM debt 4.89% 11.60%
US Corporate debt 4.26% 6.28%
Local Currency EM debt (USD hedged) 3.72% 4.40%
Global Investment Grade (IG) Government debt

(USD hedged) 3.08% 3.59%
US Treasuries 2.60% 4.66%
Global Investment Grade (IG) Government debt 2.23% 6.87%

Source: Bloomberg. Returns in USD unhedged terms unless stated otherwise.

Note: the start date of 31 Dec 2002 is chosen as this is the inception date of the local currency EM index.

" MSCI World Net Total Return USD Index, Intercontinental Exchange (ICE) Bank of America (BofA) US Cash Pay High Yield Index, JP Morgan Emerging Market Bond Index
(EMBI) Global Diversified, JP Morgan Global Bond Index — Emerging Market Global Diversified (GBI-EM), ICE BofA Corporate Index, FTSE World Government Bond Index
(WGBI), FTSE US Global Bond Index (GBI).
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Historical Returns and Correlations

Historically both EM hard and local currency debt (unhedged in USD) have generated meaningfully higher returns than
traditional defensive fixed income assets such as US Treasuries, albeit with higher volatility (see Table 1). The local currency
asset class has comfortably outperformed US Treasuries, global developed market government debt, and US corporate debt
since the inception of the standard index for local currency EM debt at the end of 2002. Hard currency debt has performed
even better over this time period, albeit generating smaller returns than that of high yield corporate debt. Unsurprisingly,
unhedged local currency EM debt returns with a historical volatility of 11.6% has been more volatile than hard currency EM
debt (8.7%). This is primarily a function of its non-Dollar currency exposure and exchange rate movements. The volatility of
local currency debt in USD-hedged terms at 4.4% has been meaningfully below that of hard currency debt. The volatility
of local currency EM debt when hedged into US dollars had the second lowest volatility over the period amongst the asset
classes we examined in Table 1, furthermore in US dollar hedged terms the asset class has the best risk adjusted returns.

The relevance of volatility per se depends on the objective and risk tolerance of the individual investor. For most investors the
risk of permanent loss is probably more important than simply price volatility. As noted above, hard currency debt contains
more outright credit risk than local currency debt and therefore exposes investors to a higher probability of default. That

credit risk needs to be traded off against the potential return.

As well as the return profile, the relationship or correlation between different fixed income sectors - and therefore potential
diversification benefits - should also be considered at the aggregate portfolio level. Table 2 suggests the diversification
benefits of local currency EM debt are superior to that of hard currency EM debt, given its historically lower correlation to
US Treasuries, investment grade corporate, and high yield corporate debt. Given the intrinsic characteristics of the two EM
debt asset classes, this result is to be expected. Hard currency bonds are typically held by global investors and are valued
and priced by the market as a credit spread relative to/over the US Treasury curve (as USD-denominated debt comprises the
majority of this asset class). Local currency EM bond markets on the other hand, are typically bought by domestic investors

and are therefore less sensitive to changes in global financial conditions and more sensitive to domestic economic conditions.

Table 2. Historical return correlations of fixed income sectors (31/12/2014 - 31/12/2024)?

Local Hard USIG

SIS IFEaSUrIEs Currency EM  Currency EM Corporate BTl
US Treasuries 1.00
Local Currency EM 0.31 1.00
Hard Currency EM 0.44 0.82 1.00
US IG Corporate 0.73 0.66 0.86 1.00
US High Yield 0.21 0.67 0.84 0.73 1.00

Source: Bloomberg. Returns in USD terms (unhedged for local currency EM debt).

Whilst it is important to understand historical returns and correlation behaviour, historical performance is not necessarily

indicative of future performance. The returns generated from investment in any asset can be heavily dependent on the valuation
of the asset class in question at the outset. The starting point matters. The back up in yields in response to the post-COVID
inflation shock has seen interest rates in all fixed income sectors broadly reset at higher levels, more in line with historical

norms. While investors are once again being "paid" to own bonds, the relative attractiveness of different sectors varies.

2 FTSE US GBI, JP Morgan GBI-EM Global Diversified Index, JP Morgan EMBI Global Diversified Index, ICE BofA Corporate Index, ICE BofA US Cash Pay High Yield Index.
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Most notably credit spreads have fallen to multi-year lows in the likes of the US, UK and Europe in the third quarter of 2025.
This suggests that some caution may be warranted in those sectors that are priced as a spread relative to the underlying
sovereign. That includes corporate debt, high yield and EM hard currency debt. Some of those sectors historical absolute and
relative performance reflects the spread compression that has occurred, and the relative strength of the US dollar compared
to the non-US assets that comprise a larger proportion of the global indices and local currency EM debt indices presented in

Table 1. A reversal of either of these drivers is likely to have a significant impact on relative returns going forward.

As noted above asset allocators not only need to consider potential returns. They also need to consider capital preservation,
credit ratings and liquidity.

1) Capital Preservation and Liquidity

Starting with the safety, or capital preservation, characteristics of local and hard currency EM debt:

Default Probability

Table 3 shows the historical default rates over the last 50 years of EM sovereign debt in both local and foreign currency, and
by credit rating.

Table 3. Sovereign Cumulative 5yr Average Default Rates (1975-2024)

Rating Foreign Currency Local Currency

AAA 0.00 0.00
AA 0.00 0.00

A 1.09 1.04
BBB 2.44 1.28
BB 3.74 2.04

B 17.36 8.35
ccc/cc 49.23 33.08

Source: Default, Transition and Recovery: 2024 Annual Sovereign Default and Rating Transition Study, Standard and Poor's, 2025.

Local currency debt has had a lower default rate across the board. Intuitively we would have expected this. Sovereign issuers
typically have the unique ability to create ("print") the currency of denomination of the bond, as well as an ability to raise
taxes from their domestic economies to meet financing and servicing needs. Governments also face pressure from their local
population, who vote, or implicitly have the power to remove those in government. It is therefore not surprising that, as most local
currency EM debt is held domestically, there is a greater willingness to default on foreign rather than domestic creditors at a point
of stress. These factors make hard currency EM debt more vulnerable to default, and the historical experience bears this out.

When examining defaults and exploring why foreign currency defaults are so much higher, it is probably worth considering
why governments issue debt in a foreign currency. As an individual if you were to borrow money, say to purchase a house,
you would earn money in your local currency, buy the house in your local currency, and you would almost undoubtedly borrow
the money in your local currency. Borrowing money in a foreign currency might enable you to obtain a lower interest rate, but
you would also take on the risk that the exchange rate could move, and this risk will nearly always be much higher than any
saving on the interest rate could justify. The same is true for governments; by borrowing in a foreign currency, they are taking
on substantial currency risk, so why would they do this?
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The emerging markets universe is made up of two types of countries, those that have a "natural" hedge against foreign
currency risk, and those that do not. For example, Saudi Arabia and Qatar are in the EM hard currency index and borrow in
US dollars. Both countries have pegged their currencies to the US dollar as their main exports, oil and gas, are priced in US
dollars. They may have borrowed in Dollars, but they also have a "natural hedge" as the majority of their revenue is directly
linked to the US dollar. On the other hand, there are countries like Argentina and Egypt that borrow in US dollars. They fall
into the second category as these countries have little in the way of a natural hedge. So why do they do it?

Essentially the answer is that in a country where the financial system is not very developed, the government often struggles
to raise the necessary finance that it needs domestically. This means it is forced to borrow from international investors,
and they often want to lend in US dollars. Once a country has borrowed in a foreign currency, they are vulnerable to large
currency moves where their domestic currency falls against the US dollar. When this happens, it reduces their ability to repay
their foreign debt. Historically, when a country has defaulted on its foreign debt it has often been proceeded by a steep fall
in the value of the domestic currency. Normally there are other fundamental problems in the country that may contribute to
the weakness in the currency, but it is the currency devaluation that typically forces the default.

2) Credit rating

Given this higher default probability on hard currency EM debt, asset allocators need to be aware of the different rating
profiles of both EM fixed income sectors when comparing the two. Not only is the probability of default lower in local
currency debt, the credit rating of the standard local currency EM index (JP Morgan GBI-EM Global Diversified) has a
demonstrably higher rating profile than its hard currency counterpart (JP Morgan EMBI Global Diversified). This difference
is clear in Chart 1. The higher credit ratings enjoyed by local currency debt is not surprising as economies with more stable
currencies and inflation, as well as deeper domestic capital markets, tend to issue more debt domestically rather than in hard
currency in international markets. Many of those countries included in the local currency index issue around 90% of their debt
in local currency. By issuing in their local currency, default risk is reduced, and this is rewarded by the credit rating agencies
with higher ratings. Chart 1 clearly shows that the vast majority of the local currency index - some 85% - is currently rated
investment grade®. Whereas the hard currency index has only 49.7% at the investment grade level and a "tail" of lowly rated
countries in the index. This is where the credit rating and default probability intersects.

Chart 1. Credit Rating Profile of Local and Hard Currency Indices*
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Source: JP Morgan, Bloomberg. As of August 2025.

3 As at end August 2025.
4 The rating shown is the highest of S&P, Moody's and Fitch, where available. The local currency rating is used for the JP Morgan GBI-EM Global Diversified (GBI-EM) and the foreign
currency rating for the JP Morgan EMBI Global Diversified (EMBI).
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3) Liquidity

Liquidity is the final characteristic asset allocators need to consider. When we compare the depth and liquidity of each
market, we observe that the local currency universe is significantly larger and more liquid. Currently, the market value of EM
local currency government debt is estimated by JP Morgan to be around USD13 trillion, whereas the stock of hard currency
debt is estimated at only USD1.5 trillion®. This large and widening discrepancy is not surprising as countries have an incentive
to reduce their external vulnerability by developing local capital markets and issuing in domestic currency. This reduces their
exposure to external shocks, the risk of a capital flight and a potential shortage of foreign currency to meet funding needs.
The three largest issuers of government debt within the EM universe - China, India and Brazil - each issue more than 90% of
their government's debt in local currency.

As EM countries increase their income levels and governance standards, they issue local government debt and foreign investors
typically enter their market. This leads to an increase in the potential investable universe and improves liquidity. Once a country's
local currency yield curve is fully developed and the appropriate bond settlement practices are setup index providers would
typically then consider them for inclusion in relevant benchmarks. When this happens, demand and the liquidity profile typically
increase. The inclusion of India in the local currency JPM GBI-EM index in 2024 is a good example of this evolution (see Box).

Unsurprisingly given the larger issuance in local currency there is greater liquidity and lower bid-ask spreads in the local,
compared with hard currency EM debt markets. For example, in our experience, weighted average bid-ask spreads in the local
currency universe are around 0.30 (as a percent of price) whereas they are around twice that in the hard currency investment
universe®. Furthermore, there is a tendency for dealing costs to increase more in the hard currency universe at times of
stress. For example, spreads widened more in hard currency space at the time of the so-called "Liberation Day" shock in the
US in April 2025. Some may find this surprising, but for those countries that have developed their own capital markets and
encouraged a savings industry, the risk-free asset for domestic investors is their own government bonds. It follows that the
risk-free asset for a Thai or Mexican pension fund is not the US Treasury but rather is Thai or Mexican government bonds
issued in their local currency respectively. The consequent intrinsic demand for these securities underwrites the local market,

provides liquidity and keeps bid-ask spreads in check.

The Inclusion of India in the JPM GBI-EM Global Diversified Index

In 2024, India was included in the local currency EM government bond index, adding the fifth largest economy in the
world to the benchmark. This added further liquidity to the local currency market as foreign investors were drawn into the
market. It also enhanced the investment grade characteristics of the benchmark as India was BBB- rated at the time by
the three main rating agencies’. India's weight in the index built up from a small initial percentage at inclusion in June of
2024 and is now at its full 10% weight in the benchmark®. This now means that six out of the twenty largest economies
in the world are now in the JP Morgan GBI-EM global diversified index. Saudi Arabia is also looking to be included in the
local index. Should that occur, it would take the number to seven.

Not only does India add another large economy to the index, but it also adds to the diversification within the index. The
Indian market not only has a low correlation with developed bond markets and risk assets, but it also has a comparatively
low correlation with other countries in the EM universe. Over the last ten years to the end of 2024 the correlation of Indian
bonds hedged into US dollars with US Treasuries was only 0.34, whilst their correlation with US high yield was only 0.07.

5 JP Morgan as at end of December 2024.

¢ As at the end of December 2024.

7 India was subsequently upgraded to BBB by Standard & Poor's on 14 August 2025.
8 As at August 2025.
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The table below shows the correlation of Indian bonds with other major bond markets in the local currency index, as well
as with the aggregated index itself. It is readily apparent that historical correlations have been low across the board. This
suggests the addition of India probably increased diversification within the index and enhanced the opportunity set for
active managers like Colchester to potentially generate alpha.

Table 4. Correlation Between INR denominated Indian Government Bonds

and Other Local Currency Bond Markets

Brazil Mexico Indonesia  Thailand Poland China Tirkiye Colombia  Malaysia GBI-EM
India 1.00
Brazil 0.24 1.00
Mexico 0.25 0.36 1.00
Indonesia 0.21 0.42 0.56 1.00
Thailand 0.36 0.36 0.66 0.47 1.00
Poland 0.31 0.13 0.52 0.34 0.55 1.00
China 0.21 0.10 013 0.03 0.32 0.10 1.00
Turkiye 0.07 0.25 0.19 0.30 0.21 0.05 0.04 1.00
Colombia 0.28 0.46 0.57 0.53 0.52 0.44 0.02 0.15 1.00
Malaysia 0.20 0.32 0.59 0.51 0.73 0.54 0.27 0.02 0.40 1.00
GBI-EM 0.14 0.54 0.63 0.71 0.57 0.38 0.02 0.27 0.63 0.54 1.00

Source: JP Morgan, Colchester Global Investors. Returns are in USD-hedged terms and for the 10 years to end December 2024.

Relative Valuations: Hard versus Local Currency

The structural characteristics of an asset class need to be balanced with the valuation on offer when considering the merits,
or otherwise, of its inclusion in the overall portfolio asset allocation mix.

When valuing hard currency EM debt there are two components that make up the valuation. As most of these bonds are
issued in US dollars and priced against US Treasuries, the first component is the valuation of the underlying US Treasury bond.
Of course, an investor can gain access to the US Treasury market without buying emerging market debt, so the component
that really matters is the yield spread versus the government curve of the currency of issuance, and this is the primary
valuation metric. As noted above, as most hard currency debt is issued in US dollars, the spread is typically assessed versus
the underlying US Treasury curve. Chart 2 shows the spread of the EMBI index over US Treasuries since December 2002.° The
spread has averaged 357 basis points over this entire period and remarkedly even if one ignores the swings in the spread
associated with the mid 2000's valuation bubble that saw the spread fall to a low of around 150 basis points in mid-2007,
and the subsequent rebound as the that bubble burst, the spread averaged 356 basis points in the post Global Financial
Crisis (GFC) period from the end of 2010 to the end of August 2025. In other words, if one ignores this outsized volatility
in the spread, the average is essentially the same. In this context, it is perhaps surprising to see today's spread pushing the
lower bounds of the last 15 years or so when the global growth outlook is particularly clouded given the potential negative
impact of US tariffs, the likely resulting dislocation in supply chains and uncertain inflation and interest rate outlook. Such an
environment has not always been positive for lowly rated borrower's dependent on foreign capital. Whilst the same argument
could be made about spreads and valuations across a range of credit sectors today, this suggests to us at least, that some
caution is warranted in EM hard currency space - history suggests valuations are on the expensive side.

? This is the commencement date of the equivalent JP Morgan Global Diversified Local currency index.

Colchester Global Investors | August 2025 7



Q‘\ Colchester

Chart 2. JP Morgan EMBI Global Diversified Index Spread and Average Level, December 2002 to end August 2025
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Source: JP Morgan, Bloomberg, Colchester Global Investors. Month end data from December 2002 to August 2025. Please note the "spread" is over US Treasuries.

US Dollar

The second factor that must be taken into account by asset allocators when looking at the value of hard versus local
currency EM debt is the starting value of the US dollar. The strength or otherwise of the US dollar will impact on relative
returns. Whilst hard currency returns in US dollars are unaffected by the movement in the Dollar (as that is the currency
the underlying asset/bond is denominated in), local currency returns in US dollars will fluctuate inversely in relation to the
movement in the Dollar. US dollar strength implies local currency weakness and hence lower Dollar returns for those assets
denominated in non-US dollars, and vice a versa. Relative returns between the two EM debt classes will therefore be
significantly impacted by the movement in the US dollar. Whilst we discuss this in more depth below, the upswing in and
sustained strength of the US dollar over the past 10 years or so has certainly been a factor in the historical performance
differential between local and hard currency EM debt observed over that period (Table 1). The current valuation of the
Dollar therefore matters in any assessment of potential future returns. Should the Dollar decline, local currency EM debt
may be expected to outperform (all else being equal) and conversely underperform hard currency EM debt if the Dollar

strengthens from here. Hence the Dollar's current valuation matters.

Towards that end, the primary driver of our currency valuation framework at Colchester is the real exchange rate, along with
a view on the strength of a country's balance sheet, its' institutions, governance and other ESG factors, and the differential
in short term real interest rates. Notwithstanding its fall from its recent highs at the turn of the year, our valuation
framework suggests the US dollar remains meaningfully overvalued as at the end of August 2025. If the Dollar continues to
fall from here, it is reasonable to expect the currencies comprising the EM universe will (on average) appreciate versus the
Dollar, boosting relative returns of assets denominated in those currencies. It follows that the "relative" tailwind that has

favoured hard currency EM debt over the last decade would turn into a headwind as assets in non-US dollars outperform.
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While the fall in the US dollar would not affect the value of hard currency EM investments in US dollar terms for a Dollar
based investor, they would not be able to take advantage of the fall in the US dollar. In other words, there is a potential
opportunity cost in investing in hard currency EM when the Dollar is at over-valued levels. Not all is lost however, as a fall
in the value of the US dollar is likely to also benefit the hard currency index as a weakening Dollar would, all things being
equal, make it easier to repay Dollar debt, relieving some pressure on those lower rated credits. However, with spreads

already "tight" relative to history, the improvement in spread is likely to be only marginal.

Local Currency Valuations

Turning to local currency EM debt. Colchester's investment framework breaks down the inherent value in local bond markets
into two parts. For the bonds the primary driver of our valuation is the prospective real (i.e. inflation adjusted) yield. Then as

we are buying those bonds in their local currencies, we also value the currency.

Starting with the bond valuations, historically, bond markets in those countries with higher relative real yields have generated
better returns than those with lower real yields. Accordingly, after adjusting for the robustness, or otherwise, of a country's
balance sheet, and the strength and quality of governance and other ESG factors, we are drawn to countries with higher
(adjusted) real yields. As the future ex-post real yield is unknown, we focus on the outlook for inflation to determine our

estimates of ex-ante or prospective real yields on offer.

Towards this end, inflation in the emerging world was buffeted over the last 3 to 4 years by the same supply and demand
shocks that the developed world was exposed to. Like elsewhere, there was a surge in inflation in response to the post-
pandemic supply chain disruption, the subsequent demand shock driven by aggressive stimulus, and elevated food and
energy prices. Latin America and Central Europe were particularly hard hit, while the experience in Asia was more mixed™. As
global inflation pressures have receded, inflation has declined in a number of emerging markets at a similar, if not faster pace,
than that seen in the developed markets. Most notably the likes of Mexico, Indonesia and South Africa have all experienced

significant declines to comparatively low levels as inflation was brought under control.

Although the future inflation picture has been complicated by the US tariff situation, real interest rates remain high in
a number of EM countries compared to those in the developed world. This makes those markets more attractive in both
absolute terms and relative to their developed world counterparties, including the US bond market. This can be seen in
Chart 3 showing Colchester's prospective real yield estimates as at the end of August 2025. It is evident that a diversified
basket of EM bonds could be constructed comfortably offering a 4% prospective real yield, in contrast to the 1% to 1.5%
on offer in the developed world. All else being the same this suggests EM bonds have greater potential to generate higher

returns going forward than those in the DM universe.

0 Inflation topped 25% in Hungary and rose to around 18% in Poland and the Czech Republic. The likes of Colombia, Brazil and Chile faired a little better, peaking somewhere
between 12% and 14%, while Mexican inflation peaked in line with the US at around 9%. In contrast, Indian inflation hardly deviated from its norms, Chinese inflation peaked at 3%
and Indonesian and South Korean inflation peaked around 6%. In comparison, Australian and Canadian inflation peaked around 8%, Swedish around 12%, the UK 11%, the Eurozone

10%, Norway and New Zealand 7%, and Japan 4%. Source: Bloomberg, inflation data measured between April 2022 and August 2025.
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Chart 3. Prospective Real Yields on Offer in the Emerging and Developed World as of August 2025
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Notes: 1. The prospective real yield for the 10 year sector is shown here for representational purposes. Colchester values up the 2, 5, 10 and 20 year sectors of the yield curve
when valuing a country. The final portfolio reflects the value on offer in these individual yield curve points. 2. The expected real yield for Euroland is calculated based on the 10

year German Bund yield and the Colchester forecast for inflation in the Eurozone. 3.Source: Colchester Global Investors, individual Central Bank CPI and PPI data, and Bloomberg.

The second potential driver of returns is the currency element. As discussed above, if the basket of currencies associated
with the foreign assets held (in this case EM bonds and currencies) is expected to appreciate against the US dollar then this
provides a further structural tailwind for returns in the emerging market bond asset class". The converse also holds true.
When assessing EM currency valuations against the US dollar, it is therefore useful to consider where the Dollar currently is
in the valuation cycle. If the Dollar is overvalued and expected to decline over the medium term, then this will, all other things

being equal, improve the return potential of local currency emerging bonds/currencies.
Since the inception of the EM local currency debt index, there have been three distinct episodes in the US dollar:

1) the depreciation in the first seven to eight years of this century,

2) the major appreciation that took place from 2011 to 2022 (even though this extended upward trend in the Dollar did see
periods of weakness in 2017 and 2020) followed by a further post covid lift, and

3) a period of consolidation over 2008-2011 (See Chart 4)

To determine the current valuation of the US dollar, as noted above, we turn to an assessment of the real exchange rate.
Historically this has proved to be a useful metric with which to assess the relative value of currencies over the medium term
and underpins our currency valuation framework at Colchester. Our current assessment of the real value of the US dollar

suggests that it may have peaked in the second half of 2022 and may now be at the beginning of another cycle of US dollar

" If all foreign assets are hedged back into the domestic currency, then the potential for positive or negative currency returns is negated.
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depreciation, similar to that seen in the early 2000's. Colchester estimates that the US dollar reached an overvaluation
in real terms of close to 30% against an equally weighted basket of five major developed world currencies® in late 2022.
Whilst the US dollar has weakened a bit since then, it has remained at extremely overvalued levels throughout 2024 and into
2025 according to our real exchange rate analysis. Assuming, as the weight of historical evidence suggests, this super-cycle
in the US dollar is likely drawing to a close, and the probability of a retracement back towards fair value is increasing, then

this is likely to impact favourably on EM local currency returns going forward.

Chart 4: Cycles in US Dollar Exchange Rate
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Source: Dollar Index from Bloomberg, Colchester Global Investors. Data from December 2002 to end August 2025.

Chart 5 shows real exchange rate estimates for both developed and emerging world currencies as at the end of August 2025.
An equally weighted basket of EM currencies is undervalued relative to the US dollar by almost 12% in real terms. This suggests
EM currencies are more likely than not to appreciate against the US dollar over the medium term, providing a potential return
tailwind for unhedged US dollar EM denominated assets. At the very least it suggests that any positive bond returns, being
delivered by the higher real and nominal yields on offer on the bond side of the EM local currency debt asset class, are unlikely
to be eroded by EM currency weakness over the medium term. Of course, a US dollar-based investor would be able to gain
from a fall in the US dollar by holding non-Dollar assets, but what is especially attractive about local EM bonds is that the

underlying asset - the bonds - in our opinion are also attractively valued.

"2 The Euro, British pound, Japanese yen, Canadian dollar, and Norwegian krone.
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Chart 5: Real Exchange Estimates Versus US Dollar as at end August 2025
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Chart 6 shows a combined valuation metric for the local currency EM bond index (the JP Morgan GBI-EM Global Diversified)
and for Colchester's portfolio over time. The bond element is simply the weighted average prospective real yield. In other
words, the nominal yields in each market adjusted for Colchester's forecast of future inflation. The currency element is the
weighted percentage over or under-valuation in real terms relative to the US dollar, divided by -5. The over- or under-
valuation is estimated by calculating the real exchange rate for the currency and comparing that to a measure of long-term

equilibrium or "fair value".

Combining today's bond and currency valuations in Chart 6 suggests that local currency EM debt is attractively valued
compared to history. Whilst not at its highest observed valuation point, it is close to the best value we have seen since
Colchester launched our EM local currency debt program in 2008, and the intrinsic real value on offer today compares

favourably to history. We estimate the value on offer is almost an equal split between EM bonds and currencies.

3 The historical evidence suggests on average there is a 5 year mean reversion process. Accordingly, by dividing by -5 we translate the over or under valuation into an average
expected change in the exchange rate. For example, if a currency is 10% undervalued relative to the USD, we translate that into a positive exchange rate change expectation of
2% (i.e. -10%/-5).
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Chart 6. Combined Bond and Currency PRY Valuations
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Source: JP Morgan, Bloomberg, Colchester Global Investors. Data from December 2008 to August 2025. Black and red lines show the respective averages over the period.

Balance Sheet Considerations

Finally, investors need to consider whether their investments are money good, or will they get repaid. Towards that end, we
at Colchester evaluate the strength of a country's fiscal balance sheet and related factors to assess both the value on offer in
their bond market and to determine the sustainability of their debt and deficit profile. An assessment of the external balance

sheet also highlights any vulnerabilities that may pressure the currency.

Overall, the local currency bond universe has stronger fundamentals than many developed world counterparties. A simple
aggregated measure combining both a country's government debt level and current account provides a useful insight into its
overall balance sheet strength. The level of government debt provides an insight into a country's historical fiscal profligacy
or prudence, its capacity to cushion shocks and its ability to repay its debt. Similarly, the current account provides insight
into a country's ability to fund itself, the need for foreign capital and the accumulation of foreign liabilities. While there are
many dimensions and layers to assessing the strength or otherwise of a country's balance sheet, Chart 7 provides a useful
snapshot. It shows these two measures plotted on a scatter graph for a selection of major countries in the local currency

emerging market index, some in the hard currency index, and the G7 countries.
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Chart 7: Gross Government Debt Against Current Account Position
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The local emerging market countries are shown in red, and they tend to be towards the top of the chart, which means that
they are relatively less indebted. The grey countries are some of those that are in the hard currency EM index and have
broadly a similar picture. Only Germany of the developed countries has comparable government debt levels to many in the
EM world, with the other developed world countries having significantly higher debt levels. The current account position is
slightly more nuanced with most EM countries generally within a +/-2% band, Frontier countries tending to run larger deficits
(given their need for capital at this stage of their development) and G7 countries showing considerable dispersion with the

US and the UK in particular consuming notably more than they make relative to the rest of the world.

These conclusions are consistent with the patterns we have seen emerge since the GFC. Namely less fiscal prudence and
policy orthodoxy in the developed world relative to the EM world, leading to a faster build-up of debt in those countries.
This has translated into structurally better balance sheets in the EM relative to those in the DM world. Within our investment
framework this improves the relative value of EM versus DM markets as relative balance sheet strength provides them with
greater capacity to withstand and cushion shocks like the 2025 tariff shock currently rolling across the globe. This enhances
the real yield (or PRY) advantage discussed above and reduces the likelihood of balance sheet issues undermining any
potential currency appreciation gains should the US dollar continue its descent.lass correlations. Euro high yield returns
are heavily influenced by Eurozone interest rate movements, resulting in higher cross-correlations among its constituents.
Conversely, EM local currency debt benefits from greater diversification, driven by low cross-country correlations. These arise
from varying inflation dynamics, monetary policy responses, and economic cycles across emerging markets, further enhanced

by the distinct drivers of returns between a country's bond and currency markets.
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Conclusion

To conclude, we believe that asset allocators need to weigh up the return, liquidity and safety characteristics of different
asset classes. Local and hard currency EM government debt both offer attractive historical returns, and diversification
benefits relative to core fixed income but should also be considered distinct asset classes. Local currency EM debt in our
opinion offers structurally higher liquidity and lower credit risk for the reasons outlined in this paper. The diversification
benefits are also somewhat better, and the investment grade nature of the asset class is increasingly seeing it compete with
investment grade corporates, and at the margin DM debt, for space in diversified aggregate portfolios. Global factors tend
to have more of an influence on hard currency debt markets while domestic drivers tend to impact more on local currency
debt markets.

In our opinion, the cyclical outlook currently favours local currency EM debt. Hard currency debt and other credit sectors
currently have low yield spreads relative to history, while valuations in local bond markets look attractive, especially when
combined with the US dollar's current fundamental overvaluation against most global currencies. Should the US dollar
continue to adjust back towards fair value this should provide a significant return tailwind for local currency EM debt going
forward. Similarly, the structural improvements in a number of emerging market countries balance sheets over the last couple
of decades has been reflected in notable improvements in credit ratings in the sector. This has significantly improved their
attractiveness relative to a number of developed world economies where government balance sheets are increasingly looking
stretched, and policy constrained. These EM markets no longer exhibit the historical characteristics of emerging markets,
Frontier Markets are better thought of as those markets today.

In summary, we believe the attractive real yields on offer, meaningful currency undervaluation against the US dollar and relative

balance sheet strength all make local currency emerging market debt an attractive proposition in the current environment.
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COLCHESTER GLOBAL INVESTORS - IMPORTANT INFORMATION

Risk Disclosures

Colchester Global Investors ("Colchester") deems this to be a marketing communication and, for prospective fund
investors, is qualified in its entirety by reference to the more complete information contained in the relevant fund's
offering documents. This material has been prepared exclusively for use with professional or institutional investors
and is not suitable for retail investors. This material may contain illustrative information for products which may not
be available in your jurisdiction. For further information, please contact your nearest MCS representative. Investors
should seek professional advice before making an investment. Past performance is no guarantee of future performance
and the value of any investment may fall as well as rise. Investment in the products mentioned in this document puts
your capital at risk, and you may lose some or all of your investment. No part of this document may be reproduced or
published in any form or by any means without Colchester's prior written permission.

Unless otherwise stated, this document reflects Colchester's views and opinions as of 31 August 2025. In respect of
the products and strategies mentioned in this document, the information is provided for illustrative purposes only
and is intended only for professional clients and third-party intermediaries. Opinions expressed in this document may
be changed without notice at any time after publication. Notwithstanding our fiduciary duties to existing clients,
Colchester makes no representation or warranty as to the accuracy or completeness of the information in this document
and disclaims all liability for any direct, indirect, consequential or other losses or damages including loss of profits
incurred by you or any third party that may arise from reliance on this document.

Performance for these purposes is defined as results of a portfolio (or portions of a portfolio that are included in
extracted performance, if applicable). Unless shown otherwise, all returns are illustrated as gross of fees. Gross returns
do not reflect the deduction of fees and expenses, which would inevitably reduce the client's returns. Clients may
request net performance results at fees agreed in their Investment Management Agreement or Prospectus/Offering
documents at any time. A full performance document in compliance with Global Investment Performance Standards
(GIPS ©) is available upon request. Additional information regarding policies and procedures for calculating and
reporting returns is also available on request. Nothing in this document should be construed as providing any type of
investment, tax or other advice, or be considered a solicitation, recommendation, endorsement or offer to purchase or
sell any financial instrument.

There is no guarantee that the investment approach, techniques, or strategies utilised by Colchester will be successful
or profitable. There can be no assurance that the specific trading strategies utilised will produce profitable results. Any
factor that would make it difficult to execute trades, such as reduced liquidity or extreme market developments could
have an adverse effect on performance. Investing in frontier markets involves a greater risk of loss than investing in
more developed markets due to, among other factors, greater illiquidity, regulatory, political, tax and economic risks.

Responsible investing is an integral part of the investment process, however Colchester never makes investment
decisions based solely upon Environmental Social Governance (ESG) factors. Unless specified in the client Investment
Management Agreement or offering documents, specific assets with poor ESG ratings may not be excluded from
portfolios. Client strategies which invest on the basis of sustainability/ ESG criteria involves qualitative and subjective
analysis. There is no guarantee that the determinations made by Colchester will be successful and/or align with the
principles of specific investors.

Prospective investors and clients should be aware that any investment involves a degree of risk. The return of your
investment may increase or decrease as a result of currency fluctuations if your investment is made in a currency other
than that used in the past performance calculation within this document.

Where foreign securities are included in a portfolio there may be potential constraints on liquidity and the repatriation
of funds, macroeconomic risks, political risks, foreign exchange risks, tax risks, settlement risks; and potential limitations
on the availability of market information. Clients and potential investors acknowledge the inherent risk associated with
the selected investments and that there are no guarantees.
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»  This is not a research report and is not intended as such. Certain information in this document may constitute forward-
looking statements. Due to the various uncertainties and actual events, the actual performance of the markets may
differ materially from those reflected or contemplated in such forward-looking statements. As a result, clients/investors
should not rely on such forward-looking statements in making any investment decisions.

*  The performance information presented are an estimate of future performance based on evidence from the past on
how the value of this investment varies and/or current market conditions. It is not an exact indicator. What you will
receive will vary depending on how the market performs and how long you retain the investment.

*  Any future performance is subject to tax which depends on the personal situation of the investor and which is subject
to change in the future.

*  This document may contain information obtained from third parties, including ratings from credit ratings agencies.
Reproduction and distribution of third party content in any form is prohibited, except with the prior written permission
of the related third party. Third party content providers do not endorse or recommend the securities or products
discussed herein, nor do they guarantee the accuracy, completeness, timeliness or availability of any information,
including ratings (negligent or otherwise), regardless of the cause, or for the results obtained from the use of such
content. Third party content providers give no express or implied warranties, including, but not limited to, any warranties
of merchantability or fitness for a particular purpose or use. Third party content providers shall not be liable for any
direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal
fees, or losses (including lost income or profits and opportunity costs or losses caused by negligence) in connection
with any use of their content, including ratings. Credit ratings are statements of opinions and are not statements
of fact or recommendations to purchase, hold or sell securities. They do not address the suitability of securities for
investment purposes and should not be relied on as investment advice.

»  All securities are rated by Nationally Recognized Statistical Rating Organizations (NRSRO) Moody's, Standard & Poor's
(S&P), and/or Fitch. If a security is rated by more than one of these organisations, the highest rating assigned is used
in our credit rating breakdowns. Ratings are measured on a scale that generally ranges from AAA (being the highest)
to D (being the lowest).

*  Information concerning the calculation of statistics used for portfolio characteristics is available upon request. Various
industry standards, indices and industry performance comparative data are provided in this document and are detailed
where appropriate. These include indices from FTSE, Bloomberg, MSCI, JP Morgan and ICE. Data is sourced additionally
from Bloomberg and Datastream.

*  London Stock Exchange Group plc and its group undertakings (collectively, the "LSE Group"). ©LSE Group 2025. FTSE
Russell is a trading name of certain of the LSE Group companies. FTSE® is a trade mark of the relevant LSE Group
companies and is used by any other LSE Group company under license. "TMX®" is a trade mark of TSX, Inc. and used
by the LSE Group under license. All rights in the FTSE Russell indexes or data vest in the relevant LSE Group company
which owns the index or the data. Neither LSE Group nor its licensors accept any liability for any errors or omissions
in the indexes or data and no party may rely on any indexes or data contained in this communication. No further
distribution of data from the LSE Group is permitted without the relevant LSE Group company's express written
consent. The LSE Group does not promote, sponsor or endorse the content of this communication.

*  Information has been obtained from sources believed to be reliable but J.P. Morgan does not warrant its completeness
or accuracy. The Index is used with permission. The Index may not be copied, used, or distributed without J.P. Morgan's
prior written approval. Copyright 2025, J.P. Morgan Chase & Co. All rights reserved.

*  ICE BOFA CORPORATE INDEX AND ICE BOFA US CASH PAY HIGH YIELD INDEX (THE "INDEX") IS A PRODUCT OF ICE
DATA INDICES, LLC ("ICE DATA") AND IS USED WITH PERMISSION. ICE® IS A REGISTERED TRADEMARK OF ICE DATA
OR ITS AFFILIATES AND BOFA® IS A REGISTERED TRADEMARK OF BANK OF AMERICA CORPORATION LICENSED
BY BANK OF AMERICA CORPORATION AND ITS AFFILIATES ("BOFA") AND MAY NOT BE USED WITHOUT BOFAS
PRIOR WRITTEN APPROVAL. ICE DATA, ITS AFFILIATES AND THEIR RESPECTIVE THIRD PARTY SUPPLIERS DISCLAIM
ANY AND ALL WARRANTIES AND REPRESENTATIONS, EXPRESS AND/OR IMPLIED, INCLUDING ANY WARRANTIES

Colchester Global Investors | August 2025 17



G‘\ Colchester

GLOBAL INVESTORS

OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, INCLUDING THE INDICES, INDEX DATA
AND ANY DATA INCLUDED IN, RELATED TO, OR DERIVED THEREFROM. NEITHER ICE DATA, ITS AFFILIATES NOR
THEIR RESPECTIVE THIRD PARTY SUPPLIERS SHALL BE SUBJECT TO ANY DAMAGES OR LIABILITY WITH RESPECT
TO THE ADEQUACY, ACCURACY, TIMELINESS OR COMPLETENESS OF THE INDICES OR THE INDEX DATA OR ANY
COMPONENT THEREOF, AND THE INDICES AND INDEX DATA AND ALL COMPONENTS THEREOF ARE PROVIDED
ON AN "AS IS" BASIS AND YOUR USE IS AT YOUR OWN RISK. INCLUSION OF A SECURITY WITHIN AN INDEX IS
NOT A RECOMMENDATION BY ICE DATA TO BUY, SELL, OR HOLD SUCH SECURITY, NOR IS IT CONSIDERED TO BE
INVESTMENT ADVICE. ICE DATA, ITS AFFILIATES AND THEIR RESPECTIVE THIRD PARTY SUPPLIERS DO NOT SPONSOR,
ENDORSE, OR RECOMMEND COLCHESTER GLOBAL INVESTORS, OR ANY OF ITS PRODUCTS OR SERVICES.

There can be no assurance that professionals currently employed by Colchester will continue to be employed by the
firm or that a level of experience or past performance is indicative of future performance or success.

Information about how to make a complaint, any right to compensation and any cancellation rights will be provided to
you upon request.

Regulatory Information

Colchester is an employee-owned firm headquartered in London and has regional offices in New York, Singapore, Dublin,
Madrid, Munich, and Dubai with a representative office in Sydney, Australia.

Colchester Global Investors Limited is authorised and regulated by the Financial Conduct Authority in the United
Kingdom. Colchester is also registered with the Securities and Exchange Commission in the USA.

Colchester Global Investors Limited is registered with the Securities Commission of The Bahamas, as the investment
manager for an investment fund licensed as a Smart Fund model 003, in accordance with the provisions of the Investment
Funds Act, 2019.

Colchester Global Investors (Singapore) Pte. Ltd holds a capital markets services licence in fund management issued
by the Monetary Authority of Singapore. Colchester Global Investors (Singapore) Pte. Ltd also holds an offshore
discretionary investment management services licence issued by the Financial Services Commission of Korea.

Please note the following in respect of Colchester's regulatory status in Australia: (i) neither Colchester Global
Investors Limited nor Colchester Global Investors (Singapore) Pte. Ltd. holds an Australian financial services licence
for the provision of certain financial services, and both entities are exempt from the requirement to hold an Australian
financial services licence under the Corporations Act 2001 (Cwlth) in respect of the financial services Colchester
provides; (i) Colchester Global Investors Limited is authorised and regulated by the Financial Conduct Authority of the
United Kingdom under UK laws, which differ from Australian laws; (iii) Colchester Global Investors (Singapore) Pte. Ltd.
is regulated by the Monetary Authority of Singapore under Singapore laws, which differ from Australian laws. Therefore,
Australian wholesale clients are not necessarily subject to the same types of legal protections or remedies that they
would enjoy if Colchester was directly subject to the Corporations Act. Colchester is entitled to offer its financial
services in Australia pursuant to an exemption from the requirement to hold an Australian Financial Services Licence
under the Corporations Act, on the basis, among other things, that the clients are "wholesale clients" within the meaning
of the Corporations Act.

Colchester Global Investors (Singapore) Pte. Ltd is licensed as a financial services provider by the Financial Sector
Conduct Authority (licence number 53343) in South Africa.

Colchester Global Investors Middle East Limited is regulated by the Dubai Financial Services Authority for the provision
of Managing Assets, Advising on Financial Products and Arranging Deals in Investments. All communications and services
are directed at Professional Clients only. Persons other than Professional Clients, such as Retail Clients, are not the
intended recipients of Colchester Global Investors Middle East Limited's communications or services. Colchester Global
Investors Middle East Limited is a company established in the Dubai International Financial Centre (DIFC) pursuant to
the DIFC Companies Law with registration number CL 3239.
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*  Colchester Global Investors Inc. is a wholly owned subsidiary of Colchester Global Investors Limited. It is not permitted
to provide investment advice or otherwise engage in a regulated activity.

«  Colchester Global Investors (Dublin) Management Limited is authorised and regulated by the Central Bank of Ireland in
Ireland. Colchester Global Investors (Dublin) Management Limited, Sucursal en Espafia is a branch of Colchester Global
Investors (Dublin) Management Limited established in Spain and supervised by the CNMV. Colchester Global Investors
(Dublin) Management Limited, German Branch is a branch of CGIE established in Germany and supervised by the
Federal Financial Supervisory Authority (BaFin).

THIS DOCUMENT IS INTENDED FOR PROFESSIONAL USE ONLY AND IS NOT FOR PUBLIC DISTRIBUTION. IT MAY CONTAIN
INFORMATION THAT IS PRIVILEGED, CONFIDENTIAL OR EXEMPT FROM DISCLOSURE UNDER APPLICABLE LAW. IF YOU
HAVE RECEIVED THIS COMMUNICATION IN ERROR, PLEASE DISREGARD AND DELETE IT AND DO NOT DISSEMINATE THE
CONTENTS TO ANY OTHER PERSON.

THIS DOCUMENT DOES NOT CONSTITUTE A PROSPECTUS OR OFFERING CIRCULAR TO SUBSCRIBE FOR ANY SECURITIES.
POTENTIAL INVESTORS MUST REVIEW THE RELEVANT PRODUCT OFFERING DOCUMENTS OR INVESTMENT MANAGEMENT
AGREEMENT, AND IN PARTICULAR, THE RISK DISCLOSURES SET OUT THEREIN.
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