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Our outlook favours carry as the primary source of returns

We identify four type of strategies that help us to realize carry and minimise volatility

Amidst a high degree of uncertainty, we are focussing on what we consider to be the steadier and safer
sources of returns at this point in the cycle.

Indeed, of the four drivers behind EM fixed income returns - spread, duration, carry and FX - we are now leaning
the strategy further towards carry (more below).

Asymmetric Risk-Reward on Spreads

On spreads, we think the risk-reward is poor as EM spreads are now trading at the 20th percentile of their 10yr
historical range.

Same applies to global credit in developed markets where spreads are even tighter than EMs, and more so
when adjusted by quality or volatility, which speaks highly of EMD on a relative value basis.

Spread-to-Vol Ratio

Spread / Spread Return Volatility
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Source: Bloomberg, as of March 2024
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We do not anticipate a significant widening of spreads from here as the state of EM fundamentals is good,
the rating cycle is on an upswing, and technicals are relatively healthy.

We are, however, concerned about global risk headwinds, and the general level of uncertainty, struggling to
see much more spread tightening henceforth given initial levels.

There are some exceptions to this rule, particularly in the EM high-yield credit bucket, where some idiosyncratic
stories are still to fully play out.

For example, we see Argentina’s final rating destination as a single-B credit (vs. triple-C today, where the bonds
are currently priced at), leaving some room for spread compression.

Best Duration is in Local Markets

On duration, we are somewhat neutral on US dollar rates. What's priced in the front end of the OIS curve strikes
us as fair, if not marginally excessive, with almost three cuts already priced in for this year.

Likewise, the long-end of the US dollar curve is within the range of fair value in the context of expected nominal
trend growth in the US, and a neutral rate more likely above 3 than below.

DOGE notwithstanding, we still see Trump's policy mix as more inflationary than not given his stance on
migration and tariffs.

We see value in some pockets of EM local duration where real rates are high, curves are steep, and disinflation
is accelerating.

South Africa is a case in point, where local bonds are yielding 11 percent and FX hedging costs are running in
the mid 3% area, allowing us to capture duration returns in a supportive macro backdrop for rates.

EMFX is Attractive but Will Remain Volatile

We think EM currencies will be caught up between tariff risk and sticky US inflation, and the Trump
administration’s desire, if only covertly, of a weaker US dollar.

The reflationary winds coming from Germany, China and Japan should also support EMFX.

As a result, we are counting on EM currencies to give us returns but without betting the house on it as
uncertainty and risk will weigh on the asset class.

Relying on Carry we can Realise

All in, with markets buffeted by multiple cross currents, we think the most reliable source of return in the
coming months will be carry.

The challenge within EM is being able to realise the carry, given the volatility associated with the uncertainty.
We see four strategies where the carry can be realised.

Firstly, local frontier, where the carry is exceedingly high, and the volatility is low.
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Monthly % Carry realisation in FX Forwards in last 12 months
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The latter, however, is artificially suppressed by central banks, and therefore it is paramount to understand
where the frontier countries are in the cycle, and whether conditions are in place for central banks to be able
to maintain the suppression of volatility.

Cheap currencies, high real rates, access to external financing, and IMF support are some of the factors
present now in many of the local frontier markets which permit a high degree of FX stability and, therefore,
carry realisation.

The Egyptian pound meets many of these criteria.
Secondly, “safe carry” in credits where spreads are supported by lack of supply.

Many of the middle-income countries in EM rely almost exclusively on local currency debt as a source of
financing.

For those countries, external debt has now become almost an extinct or residual source of funding, providing
a very favourable technical backdrop to own those Eurobonds.

In Brazil, the stock of sovereign Eurobonds has barely changed over the last 10 years as the stock of public
external debt has shrunk dramatically relative to GDP and relative to foreign assets.

Thirdly, front-end Eurobonds in high-yielding credits where external financing is secured and there’s an explicit
(or implicit) umbrella of IFI or bilateral support.
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The lack of volatility in those front-end positions is anchored by the pull-to-par of the bonds, and the safety of
knowing that the funding needs are covered and that there are enough external assets at hand to cover
potential funding gaps.

Front-end Eurobonds in Pakistan, accounting only for a small share of the total stock of public sector external
debt, carry very high whilst falling due within the timeframe of the existing IMF program.

Finally, countries that are using the FX as a nominal anchor in the context of a disinflationary policy stance.

Like frontier carry strategies, in those instances we need to make sure the conditions are in place for central
banks to be able to generate (and accept) sustained real currency appreciation without incurring excessive
imbalances in the process.

In Turkey, the central bank is carrying out such a policy, allowing us to capture and realise carry, understanding,
however, the finite nature of the trade.

In conclusion, we think it is now the best time to lean on carry as an alpha engine for the strategy.

Carry returns are also typical of the phase of the cycle we are in: what begins as a spread trade at the start of
the cycle, evolves into carry trades, and ends up with duration and FX being the main sources of returns. We
are now in the middle of this process.
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Disclaimer

This Article is issued by FIM Partners UK Ltd. and jointly with Frontier Investment Management Partners Ltd. (collectively, FIM Partners)
is made available only to, and/or is directed only at, persons who are Professional Clients or Eligible Counterparties for the purposes of
the rules of the UK Financial Conduct Authority, or Professional Clients or Qualified Investors for purposes of the rules of the Dubai
Financial Services Authority and UAE Securities and Commodities Authority, respectively. The products and services offered by FIM
Partners are available only to such persons. Other persons should not act or rely on this Article. This Article is not intended for retail clients.

This Article contains information about FIM Partners, its employees and affiliates, and the historical performance of certain investments,
or on asset management activities in general, in which they are or were involved. Such information has been included only to provide
recipients of this Article with information as to such person’s area of expertise or for discussion purposes. Material aspects of the opinions
and descriptions in this Article may change at any time without notice. Any projections, market outlooks or estimates in this Article are
forward-looking statements and are based upon certain assumptions. Other events which were not taken into account may occur and
may significantly affect investment returns. Any projections, outlooks or assumptions should not be construed to be indicative of the
actual events which will occur. Past performance is not necessarily indicative of future results.

Any investment in securities or in the strategies described in this Article carries a significant degree of risk, including the risk of losing the
entire amount invested. Any investor must be able to bear the risks involved and must meet the suitability requirements relating to such
an investment. Some or all alternative investment programmes may not be suitable for certain investors. FIM Partners has not taken any
steps to ensure that the investments referred to in this Article are suitable for any particular investor and no assurance can be given that
the desired investment objectives would be achieved.

This Article is for informational and background purposes only, does not purport to be full or complete and is not intended to constitute,
and should not be construed as, investment advice or deal arrangement activities with a view to transactions in investments. This Article
does not constitute or form part of any offer to issue or sell, or any solicitation of any offer to subscribe or purchase, any product or
service, nor shall it or the fact of its distribution or communication form the basis of, or be relied on in connection with, any contract
therefor.

Certain information included in this Article is based on information obtained from sources considered to be reliable. However, any
projections or analyses provided to assist the recipient of this Article in evaluating the matters described herein may be based on
subjective assessments and assumptions and may use one among alternative methodologies that produce different results. Accordingly,
any projections or analyses should not be viewed as factual and should not be relied upon as an accurate prediction of future results. No
representation is being made that any investment will or is likely to achieve profits or losses similar to those shown.

No reliance may be placed for any purpose on the information and opinions contained in this Article or their accuracy or completeness.
No representation, warranty or undertaking, express or implied, is given as to the accuracy or completeness of the information or opinions
contained in this Article by FIM Partners or any of its directors, members, officers, employees or secondees and no liability is accepted
by such persons for the accuracy or completeness of any such information or opinions. This paragraph does not purport to exclude or
restrict any duty or liability that FIM Partners may have to its clients under any applicable regulatory system.

The material contained in this Article is intended for private use only. The text and statistical data or any portion thereof contained in this
Article may not be stored in a computer, published, rewritten for broadcast or publication or redistributed in any medium, except with the
express written permission of FIM Partners. FIM Partners will not be liable for any inaccuracies, errors or omissions in the material or in
the transmission or delivery of all or any part thereof or for any damage arising from any of the foregoing.

FIM Partners UK Ltd is a private limited company, incorporated in England & Wales, under company number 12108672, with registered
office at Suite 1, 7th Floor, 50 Broadway, London, United Kingdom, SW1H 0BL, United Kingdom, and authorised and regulated by the UK
Financial Conduct Authority. Frontier Investment Management Partners Ltd. is a private company incorporated in the Dubai International
Financial Centre, under company number 0742, with registered office at Al Fattan Currency House, Office 903, Building 1, DIFC, PO Box
482011, Dubai, United Arab Emirates, and is authorised and regulated by the Dubai Financial Services Authority, and registered as an
investment adviser with the US Securities and Exchange Commission.



