FISCH»Asset Management

»Emerging Market
Corporate Bonds:
Outlook for 2022

Emerging Markets Portfolio Management Team
10 December 2021




Fisch Asset Management Page2| 8

EM outlook 2022: Grounds for optimism

Executive summary

— Valuations: Attractive overall, especially in the high yield segmentand relative to developed markets
but with regional variations

— Macroeconomics: Emerging markets growth has proven resilient, but differentiation among
individual countries and segments will be key to capturing returns and mitigating risks. The growth
gap relative to developed markets should widen in favour of EM

— Fundamentals: Excluding the Chinese property sector, creditfundamentals remain strong

— Conclusion: For 2022, we see total returns on the broad index level achieving mid to high single digits

Review of 2021

In our emerging markets (EM) outlook for 2021, we saw the potential for substantial spread tightening
driven by a global post-pandemic economic recovery, combined with highly supportive market
technicals. In particular, we felt that compelling valuations would support increased allocation to the
asset class, while primary-market supply would again prove to be modest. While we expected a
challenging interestrate environmentfor 2021 as both the Fed and the ECB would eventually slow and
ultimately reverse their respective highly accommodative monetary policies, we did not expectthe high
degree of volatility that accompanied us throughout the year in terms of outright interest rate levels,
but also in respect of interest curve shapes that witnessed a seesaw battle between curve flattening and
steepening throughout 2021. Despite these challenges, the asset class still managed to generate a
modestly positive return for the year. The following is a review of our calls for 2021:

— View: We expected emerging market economic growth rates to again outpace those seen in the
developed economies.
Result: Emerging market economies generated GDP growth in 2021 of 6.4%, modestly higher than
expected by the International Monetary Fund, while developed economies grew by 5.2%.

— View: We felt corporate bond valuations were attractive on an outright basis, as well as in
comparison to developed markets.
Result: Credit spreads did tighten. However, there was a more meaningful tightening generated, in
relative terms, within the investment grade segment. While non-investment grade credits also
benefitted from a general tightening trend, the fall-out in the Chinese property market had a
significant negative impact on this segment in aggregate.

— View: We were constructive on the prospects of EM corporate fundamentals and expected a
meaningful recovery fromthe early challenges of the pandemic.
Result: Credit metrics recovered faster and more broadly than we had anticipated. In fact, some key
credit metrics, such as EBITDA, came in higher than pre-pandemic levels.

— View: We highlighted the increase in Chinese onshore defaults in 2020 and acknowledged the risk
that this trend could ultimately pose to the overall investment sentiment to the broader Chinese
market in 2021. We held the view that the Chinese property market offered compelling
opportunities, but creditdifferentiation was going to be key to achieving successin this segment.
Result: Developments in the Chinese property market proved to be much more challenging than
most — including us — had expected. While credit differentiation and strong security selection were
paramount to avoiding capital losses, the aggregated challengesfaced by this segment proved to be
too significant to generate positive returns.
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Looking towards 2022: A more challenging year, but we remain optimistic

— Global economy: The global expansion is set to continue after the strong recoveryin 2021, albeitat
a slower pace. While Covid-19 outbreaks will remain an ongoing risk, we believe that many EM
countriesare better positioned than the consensus view, with EM vaccination rates in line with those
seen in DM countries. Supporting this thesis, the International Monetary Fund expects EM
economiesto expand by 5.1% in 2022, compared to 4.3% in the EU and 5.2% in the US.

Chart 1: GDP growth (p.a. in %)

o= e= |US eee fyro Area e Emerging Markets

8.0%

6.0%

4.0%

2.0%

0.0%

-2.0%

-4.0%

-6.0%
-8.0%
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2026

Source IMF, November 2021

— Fundamentals: Throughout 2021, earnings have been recovering substantially, with all regions
posting double-digitrevenue growth. Leverage ratios improved significantly on the back of increasing
EBITDA as well as flat debt levels. For 2022, we remain constructive on EM corporate credit metrics.
Fundamentals should remain solid and driven by modest growth in EBITDA as well as continued flat
debt levels. We do not foresee a substantial re-leveraging taking place as most corporates are not
engaging in aggressive capex plans or M&A. Correspondingly, net leverage among EM corporates
should remain at 1.5x, and thus significantly below DM peers (see Chart 2). EM high yield default
rates for 2022 are expected at 3.9%, whereby most of the defaults are anticipated from the Chinese
property sector as well as Argentina. Outside of these regions, however, defaults should be limited
at 1.1%.

Chart 2: Net leverage
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— Valuations: We believe EM corporate valuations remain attractive on an outright basis as well as in
relative terms when compared to DM corporates as demonstrated in Chart 3. However, while
valuations screen cheap, they also differ meaningfully across the different regions. Stabilization in
Asian high yield, a steady improvement in India and Indonesia, a partial recoveryin Middle Eastern
real estate companies, and a greater exposure to frontier markets appear to constitute clear
opportunitiesto us. In contrast, Latin America will be more challenging, given the upcoming elections
and the related political uncertainties and policy execution risks.

Chart 3: Five-year credit spread differential of EM HY vs US HY
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— Developed market interest rates: We expect 2022 to be another year where post-pandemic
monetary policy normalization will translate into performance headwinds for fixed income products.
US Treasury yields have nearly doubled year-to-date, but remain below pre-pandemic levels. The Fed
will likely begin its long-awaited tightening cycle over the course of the coming year, though one
could argue that much of that is already reflected in the current shape of the US Treasury curve.
While not immune to further rising rates, a key characteristic of EM corporates is their shorter
duration as well as a lower correlation to movements in US Treasury yields. As such, EM corporates
will not completely escape the impact of rising yields, but can weather them better than longer
durations and more highly correlated fixed income instruments.

— Growth: Growth will be driven by continued economic reopening on the back of expanding
vaccination campaigns as well as continued strong commaodities prices and solid credit fundamentals.
Further stimulus should come from inventory build-up as well as further drawdown of private
savings. In general, we believe the growth differential between emerging and developed markets
will increase again from 2022 onwards. In Latin America, we expect growth to diverge among the
various economies, depending on the different exposures to commodities, progress on the
reopening, fiscal constraints, inflation and varying stances in the monetary cycle. In this setup,
Colombia and Mexico should outperform. Given the severe water shortages, weather conditions will
continue to play a key role for inflation and growth dynamics in Brazil.

China's economic growth will, as always, be of high consequence to not only EM, but also to global
economic activity. We expectastable Chinese economy and a modest uptick due to policy loosening,
but we believe that part of the tightening in credit conditionsis here to stay. India and Indonesia are
set to be the outperformersin the region, delivering strong growth on the back of a recovering
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service sector and, in the case of Indonesia, strong commodity prices. In EEMEA, Russia will continue
to benefit from high energy prices, further improving the country's fiscal and current account
position; however, geopolitical risks will remain a swing factor. For Turkey, we are less optimistic,
expectinga continuation of unorthodox monetary policies for the moment.

— Inflation: A lot of emerging market countries, especially in Latin America, are already facing very high
inflation rates. In Brazil, inflation is expected to end 2021 at above 10%. Nevertheless, we believe
that inflation will peak at the end 0f 2021 in most economies, and gradually decline throughout 2022.
Contrary to their counterpartsin developed markets, many central banks in emerging markets have
already reacted and tightened monetary policies very sharply — a path we expect to continue for
2022.

— Elections: Elections will once again play a meaningful role in the coming year. US Congressional
elections will be a focal point for broader risk markets. Within EM, Latin America will see several
important elections in 2022, including presidential elections in Colombia and Brazil, the latter one
being expected to create headlines throughout the year. In addition, the process of drafting a new
constitution creates uncertainties around the future investment environmentin Chile.

Country Election type Date
Costa Rica Presidential & legislative February
South Korea Presidential March
Colombia Legislative March
Hong Kong Executive March
Philippines Presidential & legislative May
Colombia Presidential May
Lebanon Legislative May
India Presidential July
Kenya Presidential & legislative August
Brazil Presidential & legislative October

Source JP Morgan, National Democratic Institute, IFES

— China domestic policies: The Chinese economy isin a transitional period, with policymakers focusing

more on the quality of growth rather than the quantity. The ‘Common Prosperity’ policy is part of
this transition and aims to reverse the structural inefficiencies created in the previousyears of fast-
paced growth.
In that context, the education and property sector policies aim to reduce the cost of supporting a
family, and reduce systemic risk by controlling the leverage and overall exposure in the real estate
sector. While we expect marginal policy easing, we also expectthat the structural credittightening
introduced this year is here to stay, especially in the property sector. We expectto see further
Common Prosperity measures to evolve over the intermediate term, some of which may prove to be
negative for the asset class in certain sectors.

— China property/high yield segments: We do not see a risk for systemic contagion in the Chinese
property sector as policymakers have the tools to avoid such an event. We think that the sector's
fundamentals will remain challenging while controlling home prices, and leverage within the sector
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will continue to be a top priority. Higher quality developersare setto survive and potentially pick up
market share, but lower-rated developers will face financial stress from a combination of lower sales
and tougher financing conditions. We expect the market to remain volatile, but dislocations can
create opportunitiesin the higher-quality segment of Chinese developers. More importantly, we see
opportunitiesin the non-property partof Chinese high yield bonds. We envisage a slower but stable
Chinese economy, which means that other segments of the economy are set to perform well. We
believe the recentspillover of property volatility offers attractive opportunities in credits that have
cleaner balance sheets and trade at attractive valuations.

— Technicals: EM corporate debt issuance has again been very strong during 2021. Gross issuance is
expected to end the year at a record of USD 540 billion, while net financing should reach USD 65
billion. Inflows into EM hard currency bonds have also recovered strongly and reversed the outflows
during the pandemic, standing at USD 27 billion as of November 2021. For 2022, we expect the
technical environmentto remain supportive, driven by a combination of solid demand and low net
financing. Inflows into the asset class should remain moderate, supported by a currentlack of global
positioning in EM fixed income, continued global liquidity creation as well as positive return
expectations. Conversely, net financing should decline as many issuers had pre-financed cashflows
in anticipation of higher rates, and maturity volumesare expected toincrease.

Conclusion:

We believe EM corporate risk premiums remain attractive and, in contrast to DM corporates, still have
room to tighten in 2022. Once again, the high yield segment in particular offers the most compelling
opportunities for more meaningful creditspread tightening. Furthermore, the combination of favorable
supply technicals, along with comparatively strong and yet still improving credit metrics should drive
further allocation to the asset class. As such, we expect returns to be in the mid-single digits for the
broad EM corporate segment, while high single-digit returns in the EM high yield segment seem
achievable to us.
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Disclaimer

This documentation (“Document”) is provided solely for information purposes and is intended for
professional investors only. Non-professional investors who obtain this documentation are please asked
to discard it or return it to the sender.This presentationis not a prospectusor an offer or invitation to
buy financial products.

This Document is provided for marketing reasons and is not to be seen as investment research. This
Document is not prepared in accordance with legal requirements designed to promote the
independence of investment research, and that it is not subjectto any prohibition on dealing ahead of
the dissemination of investment research.

HISTORICAL PERFORMANCE IS NO GUARANTEE OF FUTURE PERFORMANCE.

Investments in financial products are associated with risks. It is possible to lose the entire amount of the
invested capital. In addition, financial products investing primarily in emerging markets and/or in high
yield bonds carry higher risks in general. Emerging markets bonds are bonds from issuers with a
registered office or primary activity in an emerging country (“EM”). They are exposed to higher political,
social and economic risk that can manifest itself in restrictions on capital transactions or other
constraints. This can make it impossible for the bond issuer to pay the coupon or repay the principal.
Operatingand supervision conditions may deviate fromthe standards prevailingin developed countries.
Bonds with high yields entail a greater risk of issuer default, and are a riskier investment than higher
quality investment grade bonds.

Convertible bonds, contingent convertible bonds (“CoCo bonds”), subordinated bonds, perpetual bonds
and floating rate bonds are complex financial instruments. Regarding the specific risks of an investment,
please refer to the currently valid fund documentation.

Insofar as the information contained in this Document comes from external sources, Fisch Asset
Management AG cannotguarantee that the information is accurate, complete and up to date.

Please readin connection of JPM CEMBI Broad Div IG Index and of JPM CEMBI Broad Diversified Index
the note at: http://www.fam.ch/en/terms-of-use/

Statements concerning future developments and estimates are based on assumptions that may be
inaccurate, that could change or that are based on simplified models. Fisch does not know whether its
statements concerning future developments will be correct. Fisch may also change its opinion
concerning a future development. In such case, Fisch has no obligation to inform anyone about the
change in opinion.

The purchase of a product managed by Fisch should only be based on the currently valid documents
(fund prospectus, fund agreement, KlIIDs, etc.). The currently valid documents are available at
www.fundinfo.com. Before reaching a decision to buy, each professional investor must determine
based on their specific situation whether they are even permitted to buy the product, and if yes, whe ther
they have the necessary risk tolerance for the corresponding product. Fisch expressly states that this
Document is not intended for private investors and advises professional investors to first consult
financial, legal and tax experts who are familiar with their specific situation and understand the product.

This Document is especially not intended for US persons (private or professional) as defined by the
FATCA legislation or under SEC regulations. US persons may not investin any investment funds managed
by Fisch, and Fisch is also not permitted to manage mandates from US persons.If Fisch learns that a US
person is invested in a product it manages, it will inform the fund management company and, if
necessary, other personsand demand that the US person sell the product.

Fisch has outsourced the storage and archiving of company data to a specialized third party firm. The
outsourcingis limited to the storage and archiving of data and occursabroad. The processing of data is
done within Fisch and is not outsourced. The activity of the third party firm essentially consists of setting
up and maintaining the corresponding servers. The regulatory authorities and the auditing firm have
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been informed by Fisch aboutthe outsourcing, and the data protection and regulatory requirements are
fulfilled.

Fisch accepts no liability for damages arising directly or indirectly as a result of this Document.
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