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The market environment has shifted from U.S. election uncertainty to policy uncertainty.
The magnitude and sequencing of policy — U.S. growth drivers such as deregulation
versus growth negative policies around immigration and trade — will likely have varying
impacts on Emerging Markets (EM). It is too early to handicap the relative weights

of and offsets for these competing policies, but there are likely to be EM winners and
losers. Certain EM countries stand to benefit if China starts to import goods away

from the U.S. (i.e. China could shift agricultural imports from the U.S. to Brazil).
Certain others could benefit from the diversification of supply chains away from China,
although it is likely that the Trump administration will be vigilant on backdoor trade.
There are also select winners from bi-lateral relations, including Argentina, El Salvador
and Panama, although the impact of this benefit could be offset in part by slower global
growth and/or reliance on external markets.

In the near term, we anticipate that policy uncertainty will likely weigh on local currency
more so than hard currency, and thus our total return portfolios are largely focused on
dollar-denominated debt, with an emphasis on high yield idiosyncratic issuers. In our
local currency portfolios, where we are likely to see an extended period of elevated levels
of currency volatility, we see opportunities in economies with improving bottoms-up
drivers that are less impacted by changes in U.S. policy and in relative value trades.

More broadly, Emerging Markets is a well-diversified asset class with over 70 countries,
providing ample opportunity for diversification. To that end, EM sovereign credit is also
significantly less Asia-dependent than EM equities, providing a buffer. Longer-term
growth drivers include the de-risking of supply chains and the resulting regionalization
of trade, the strategic demand for base metals to fuel the climate transition and the
growth of Al, and the structural growth of the EM middle class particularly given
demographic challenges facing the developed world. Valuations appear attractive
particularly in the context of an asset class in early to mid-cycle: EM investment grade
(IG) yields in the 90* percentile relative to history and spreads around 40bps wide to
U.S. IG. Further, EM high yield sovereign spreads are around 300bps wide to U.S. high
yield, near the wide end of the historical range. Bl
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