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1 - Fed cuts amid economic resilience extends positive backdrop for EMD assets

Emerging market GDP growth is healthy and far above developed markets In defiance of a slowdown in developed markets, emerging markets are expected to grow at a
stable rate of around 4%. As a result, emerging markets are continuing to gain on developed
95 markets, with emerging markets growing over two percentage points faster for the next
two years.
7.5 Inflation remains contained within emerging markets with disinflation continuing in Emerging
55 Europe and Latin America while Asian inflation remains subdued due to China. Inflation in the
’ rest of emerging markets is now back to target levels with some idiosyncratic exceptions.
3.5 Overall, we are optimistic about the fundamentals in emerging markets and believe others
are starting to take notice of the asset class. Credit rating agencies are expected to announce
1.5 more upgrades than downgrades for emerging market countries. Since “Liberation Day”,
emerging markets have gone from strength to strength, weathering volatility with increased
0.5 investor allocations and becoming the best performing asset class within public fixed
25 income markets.
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Source: Bloomberg, J.P. Morgan Asset Management; data as of September 2025. EM = emerging market. DM = developed market. Opinions, estimates, forecasts, projections and statements of financial market trends are based on
market conditions at the date of the publication, constitute our judgment and are subject to change without notice. There can be no guarantee they will be met.

2 - Weaker US dollar on structural and cyclical drivers, though momentum may be slower

US dollar is expensive vs developed and emerging markets Emerging market foreign exchange (EMFX) is the way to diversify from the US dollar. Further
(Real effective exchange rates, 2006 = 100) weakness of the US dollar is predicated on a combination of factors, including a slowdown
150 of US growth, which should lead to lower trade flows, and rate cuts from the Federal reserve,
140 A which will lead to a decreasing yield differential and make the dollar less attractive from a
130 i carry perspective compared to other currencies.

120 /'/\\ We also expect investors to continue to either hedge more of their US dollar currency risk or
1o A N M diversify their portfolios away from US dollar assets given their already significant allocations.

! W v And finally, even with the depreciation of the dollar so far this year, the US currency is still

100 w significantly overvalued on long-term valuation metrics.

90 With this said, we do not expect a disorderly or one-way decline in the dollar. Instead, we

80 expect a slow, gradual decline over the medium term, which should provide investors with

70 opportunities to scale into positions over time.
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Source: J.P. Morgan, J.P. Morgan Asset Management, Bureau of Economic Analysis. Data as of 29 August 2025.




3 - Long rates bias with differentiation on fiscal and political risks
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Emerging market (EM) local currency debt is our preferred sector within EMD for the next
three to six months. On the surface, EM local yields are high at close to 6.5%. With inflation
subdued while rates are still high, EM central banks are in a position to cut rates, helping
investors to benefit from both current income and potential future capital appreciation.

Strong domestic ownership of EM local debt provides foundational support. Around 90%
of EM local bonds are owned by domestic investors (pension funds, insurance companies,
wealth managers), which will lower the volatility of the asset class.

Putting this together, EM local currency debt provides enticing real rates and a better carry-
to-volatility profile than developed market government securities. Within the sector, we prefer
quality EM local countries, such as Mexico, the Czech Republic and Thailand. We also find
idiosyncratic opportunities in developing frontier markets in countries such as Egypt, Uganda
and Uzbekistan.

Source: Bloomberg, J.P. Morgan Asset Management; data as of September 2025.

4 - Supportive technicals to drive credit valuations tighter
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Supply and demand dynamics are expected to be supportive for EM credit markets for the
remainer of 2025 and into 2026.

On the supply front, we expect more repayments of debt, through coupon and capital
repayments of bonds, than issuance of new supply across both sovereign and corporate
markets. The majority of the issuance we have seen so far this year has been investment grade
and we expect this trend to continue as high yield issuers hold off refinancing until rates come
down or look to other sources for refinancing.

Yields have been the main draw to fixed income markets over recent years. This insatiable
demand has led to spreads compressing across many fixed income sectors. With central
banks globally starting to cut rates and little spread premium on offer, yields will decline, and
investors will be searching for new opportunities for the yields they were once used to. With DM
markets looking tight while there is still a premium in emerging markets, we believe investors
will look to rotate allocations.

Within EM credit we find value in a barbell of longer duration high quality and high yield (BB-
rated) bonds along with shorter duration high carry (B-rated) opportunities.

Source: Bloomberg, J.P. Morgan Asset Management; data as of September 2025. IG = investment grade.




5 - Risks

US Inflation is expected to pick up over the next six months before declining through 2026 The main risk that we previously highlighted was the impact of tariffs on EM economies, which
have the potential to slow growth or lead to an escalation in trade tensions. So far, emerging
10.0 markets have seen limited impact from US tariffs. The pass through of tariffs to increasing
9.0 prices is also yet to be seen in the US, with many market commentators alluding to a sharing of
8.0 these costs between EM exporters, US importers and US consumers. Nevertheless, we expect
70 inflation to rise over the next six months, before declining for the rest of next year.
- 6.0 Current market expectations are for further Fed rate cuts in 2026, which will be beneficial for
O\% 5.0 EM assets. If these rate cuts do not come to fruition because of rising inflation, there is a risk
4.0 that EM assets will not perform as expected. Conversely, if US rate cuts are not delivered and
3.0 rates are kept too high for too long, there is the probability of a recession occurring, which
20 could lead to EM assets underperforming through wider credit spreads.
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Source: Bloomberg, J.P. Morgan Asset Management (JPMAM); data as of September 2025. Base= JPMAM base case. BBG Med = Bloomberg middle forecast. BBG Lo = Bloomberg lowest forecast. BBG Hi = Bloomberg highest forecast.
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