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Emerging market debt (EMD) has garnered increasing attention from investors for many years. While the asset class has
historically delivered attractive, diversified returns driven by high income generation, many investors still need help
understanding how to approach it effectively. However, for those considering EMD investments today, despite potential
short-term volatility stemming from geopolitical events, we believe the current environment presents one of the most

favorable opportunities in the past decade.

The short-term EMD macro landscape has rarely been this favorable

The recent U.S. election has been a key factor of near-term
volatility in EMD. However, like Trump’s first presidency,
there may be asilver lining for a large part of the EMD
universe. President-elect Trump’s likely weaponizing of
tariff and trade actions will prioritize China, followed by
Mexico, the EU, and potentially Southeast Asia—a region
through which many Chinese exports to the U.S. have
been rerouted since 2018. While China is expected to face
significant tariffs first, Trump’s recent discussions with
Mexico’s new president suggests that there are
opportunities for other nations to negotiate deals in
exchange for tariff clemency. Global investors also should
note that debt issuers from regions like Latin America, the
Middle East, Africa, Eastern Europe, Turkey, and the Indian
subcontinent either largely remain outside of the scope of
currently proposed U.S. trade actions or maintain
favorable relations with the U.S.

While there were some initial concerns over widening U.S.
deficits from proposed unfunded tax cuts, which could
pressure the Federal Reserve to keep monetary policy
tight, the nomination of Scott Bessent for Treasury
Secretary (and the fact that there is ample market liquidity,
eager to purchase U.S. T-bills) has eased some market
angst. We expect that EMD flows will rebound in the new
year, especially post-inauguration, once there is further
clarity on policy and election-related EM volatility subsides.

The prospect of Trump’s presidency is also accelerating
efforts to resolve ongoing global conflicts. In the Middle
East, Israel's recent and decisive actions have pushed Iran
into a defensive position, a shift that many Arab states
quietly agree with.

While risks of disrupted oil production in Iran and the Gulf
remain, any disturbances are expected to be short-lived.
Notably, Iran's weakened stance may lead investors to
price in extended stability in the region, once the period of
acute fighting in Lebanon and Gaza subsides. Similarly, in
Ukraine, positions on both sides have started to shift
towards the need for some form of cease-fire, though
skepticism about the durability of any agreement remains
high.

Finally let’s not forget that three of the world's major
central banks remain in easing mode—the Fed, the
European Central Bank and the People's Bank of China—
providing liquidity support to risk assets and the aggregate
global economy. Easier monetary policies and a possible
soft landing of the U.S. economy (consensus forecasts
point to 2% growth for 2025 vs. 3% for 2024) should
revive appetite for emerging markets debt through
improving global financial conditions, and stabilization in
the very strong recent USD move. That, coupled with
ultra-low global positioning, the perception of EMD
offering widespread risk diversification, an attractive
income stream, and more “value for money” versus the
actual risks, in a world of richly valued developed market
(DM) equities and credit assets, should support interest for
EMD. This should continue to create conditions for a “grind
tighter” in credit spreads and a progressive top in USD
strength, allowing for a combination of a 7-9% income
stream and some capital gains into 2025. Market
participants may be wise to reallocate to EMD strategically
through any dips ahead of and immediately after the
passing of the New year.
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Complexity can be a challenge

Most international fixed income segments are in some way a blend of sovereign USD credit, corporate USD credit, and local
currency sovereign bonds. But EMD adds additional layers of complexity, making it one of the most tangled global asset
classes available to retail and institutional investors. It is influenced by global macro developments (including U.S., European,
and Chinese economic activity, commodity markets, and global liquidity conditions) as well as the bottom-up idiosyncrasies of
individual developing countries and corporates that offer a variety of macro situations, political wrinkles and business models.

Complexity plays out technically, too. There are many types of global investors interacting in EMD, ranging from domestic to
international investors, mutual funds, pension funds, sovereign wealth funds, insurers, hedge funds, etc., each with their
unique risk and return considerations, investment biases, and time horizons.

Emerging markets often grab attention with dramatic headlines, which can paint a picture of instability. From sudden defaults
and financial crises to political unrest and ESG mishaps, these issues can make it challenging to reassure investment board
members or clients about the merits of investing in these regions. Adding to the difficulties, the last five years have been tough
for all fixed income asset classes. EMD has been especially volatile, impacted by various challenges, including the COVID-19
pandemic, rising inflation, aggressive central bank tightening, and ongoing geopolitical tensions and conflicts.

Negative sentiment has left EMD under-owned

As a result of the challenging and volatile conditions of the past few years, investors redeemed their emerging market debt
holdings throughout 2022 and 2023, in the largest outflow since 2008. Furthermore, despite the recent global surge in
demand for fixed income, global investors have remained spooked by EMD and have stayed on the sidelines since late 2023,
resulting in the asset class being deeply under-owned. Once investors recognize the more constructive fundamental backdrop
for EMD assets, however, the under-owned nature of the asset class could be a favorable technical factor for the sector.

In fact, the fundamental picture of EMs ex-China has been remarkably resilient, with growth trending around 3.0-3.5%
annualized, YoY, for 2024, up from 2.5% in early 2023. Inflation challenges in many EMs were also contained earlier than in
most DMs, thanks to a much more decisive tightening by EM Central Banks starting in early 2021. Additionally, commodity
prices have remained in a “Goldilocks” trading range for EM countries, and fiscal balances remain broadly sound, supporting
many EM economies. Despite prospects of lower oil prices into 2025, oil between $70-$80/bl is not too expensive to cause a
balance of payments challenge for importers, while not being so cheap for exporters so that it causes major fiscal pressures.
With Federal Reserve rate-cutting cycle coinciding with a measured slowdown in U.S. activity and a much brighter
environment for EMD may be on the horizon.

Income should remain the driver of EMD returns

For many investors, the conventional path into EMD, through benchmarked funds or ETFs, has not recently yielded significant
rewards. In fact, over the past two decades, while investors have earned an attractive and diversified income stream, this has
been accompanied by substantial volatility, including numerous instances of capital loss.

Consider that since 2003, the income generated by the JP Morgan EMBIG Div Sovereign USD index and the JP Morgan GBI-EM
Local Currency Bond index has, on average, accounted for nearly all of their annualized returns, while the price components of
those indices have been relatively trendless. As the income stream has remained relatively stable despite declining global bond
yields and given that EMD indices have shown significant volatility and little to no capital gains over the past 20 years, looking
ahead, delivering that income should remain the anchor of returns in both hard and local currency assets.

Annual capital returns from EM sovereign external and domestic debt indexes
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Index Global Diversified, local sovereign currency bonds is represented by the JP Morgan Government Bond Index - Emerging Markets.

Rethinking EMD exposure

The recent surge in demand for global credit funds, primarily driven by U.S. investors, and which typically includes an
allocation to EM Debt of 15% to 30%, has been one indirect way for investors to gain exposure to EMD. However, it's
important to exercise caution as this approach is highly restrictive. It typically focuses on a small and richly valued sub-
segment of EMD, essentially BBB/BB USD sovereigns and quasi-sovereign credits, and/or a small sample of large but what we
see as less attractive local markets from Asia or Central Europe. Moreover, the typical managers of such funds often lack deep
specialization in EMD and tend to adopt a classic benchmarked or semi-passive approach, which does not address the
investment challenges facing EMD investors today.

Investors deserve a different approach—one that emphasizes the underlying strengths of the asset class: delivering diversified
income and providing a significant source of uncorrelated alpha from diverse economic scenarios across countries, (including
frontier markets, restructuring opportunities, relative value plays in FX or rates) and EM corporate issuers.

Effective beta management, or the strategy of “buying low and selling high” with minimal transaction costs, should also be
integral. This enables EMD managers to capture market upside without being fully exposed during downturns. When
managers prioritize investing on genuine convictions rather than being constrained by index weights, it can enable them to
provide an attractive income stream with an asymmetric upside/downside capture ratio and a lower volatility profile
compared to most EMD indices, ETFs, or single asset class benchmarked funds.

Principal Finisterre

A manager’s freedom to act on their true convictions, rather than being biased by index weights, is the essence of the “Total
Return” approach that Principal Finisterre has been developing over the market cycles of the past 11 years. In doing so, we
are trying to provide an attractive income stream, with an asymmetric upside/downside capture ratio and an overall lower
volatility profile than most EMD indices, ETFs or single asset class benchmarked funds.

We believe this approach has been, and will continue to be, an optimal way to reap the real benefits of exposure to emerging
market debt. It enables income enhancement combined with an EMD manager’s ability to express strong convictions
independently of index weights and generate alpha from specific EM situations or market timing. The ultimate objective of
which is to capture the broad index upsides for a fraction of the downsides with moderate volatility.

Find out more: https://www.principalam.com/eu/principal-finisterre-emerging-markets-debt-total-return-strategy
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Risk considerations

Investing involves risk, including possible loss of principal. Past performance is no guarantee of future results. International investing involves greater
risks such as currency fluctuations, political/social instability, and differing accounting standards. Emerging market debt may be subject to heightened
default and liquidity risk. Risk is magnified in emerging markets, which may lack established legal, political, business, or social structures to support
securities markets. Fixed Income investments are subject to interest rate risk; when interest rates rise, the price of debt typically declines. International
investing involves greater risks such as currency fluctuations, political/social instability, and differing accounting standards.

Important Information

This material covers generalinformation only and does not take account of any investor’s investment objectives or financial situation and should not be
construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or prediction of future events
regarding an investment or the markets in general. The opinions and predictions expressed are subject to change without prior notice. The information
presented has been derived from sources believed to be accurate; however, we do not independently verify or guarantee its accuracy or validity. Any
reference to a specific investment or security does not constitute a recommendation to buy, sell, or hold such investment or security, nor an indication
that the investment manager or its affiliates has recommended a specific security for any client account. Subject to any contrary provisions of applicable
law, the investment manager and its affiliates, and their officers, directors, employees, agents, disclaim any express or implied warranty of reliability or
accuracy and any responsibility arising in any way (including by reason of negligence) for errors or omissions in the information or data provided.

This material may contain ‘forward-looking’ information that is not purely historicalin nature and may include, among other things, projections and
forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this materialis at the sole discretion of the
reader.

This materialis not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use would be
contrary to local law or regulation.

This document is intended for use in:

.

The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.

.

Europe by Principal Global Investors (Ireland) Limited, 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296, Ireland. Principal Global Investors (Ireland)
Limited is regulated by the Central Bank of Ireland. Clients that do not directly contract with Principal Global Investors (Europe) Limited ("PGIE") or
Principal Global Investors (Ireland) Limited (“PGII”) will not benefit from the protections offered by the rules and regulations of the Financial Conduct
Authority or the Central Bank of Ireland, including those enacted under MiFID II. Further, where clients do contract with PGIE or PGlI, PGIE or PGIl may
delegate management authority to affiliates that are not authorised and regulated within Europe and in any such case, the client may not benefit from
all protections offered by the rules and regulations of the Financial Conduct Authority, or the Central Bank of Ireland. In Europe, this document is
directed exclusively at Professional Clients and Eligible Counterparties and should not be relied upon by Retail Clients (all as defined by the MiFID).

.

United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No. 03819986,
which is authorized and regulated by the Financial Conduct Authority ("FCA").

.

United Arab Emirates by Principal Investor Management (DIFC) Limited, an entity registered in the Dubai International Financial Centre and
authorized by the Dubai Financial Services Authority as an Authorised Firm, in its capacity as distributor / promoter of the products and services of
Principal Asset Management. This document is delivered on an individual basis to the recipient and should not be passed on or otherwise distributed by
the recipient to any other person or organisation.

.

Singapore by Principal Global Investors (Singapore)Limited (ACRA Reg. No. 199603735H), which is regulated by the Monetary Authority of Singapore
and is directed exclusively at institutional investors as defined by the Securities and Futures Act 2001. This advertisement or publication has not been
reviewed by the Monetary Authority of Singapore.

Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by the Australian
Securities and Investments Commission and is only directed at wholesale clients as defined under Corporations Act 2001.

This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH.

Hong Kong SAR (China) by Principal Asset Management Company (Asia) Limited, which is regulated by the Securities and Futures Commission. This
document has not been reviewed by the Securities and Futures Commission.

Other APAC Countries/Jurisdictions, this materialis issued for institutional investors only (or professional/sophisticated/qualified investors, as such
term may apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be passed on, used by any person or entity
in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.

Nothing in this document is, and shall not be considered as, an offer of financial products or services in Brazil. This presentation has been prepared for
informational purposes only and is intended only for the designated recipients hereof. Principal Global Investors is not a Brazilian financial institution
and is not licensed to and does not operate as a financial institution in Brazil.

Insurance products and plan administrative services provided through Principal Life Insurance Co. Principal Funds, Inc. is distributed by Principal
Funds Distributor, Inc. Securities are offered through Principal Securities, Inc., 800 547-7754, Member SIPC and/or independent broker/dealers.
Principal Life, Principal Funds Distributor, Inc., and Principal Securities are members of the Principal Financial Group®, Des Moines, IA50392.

© 2024, Principal Financial Services, Inc. Principal Asset Management®™ is a trade name of Principal Global Investors, LLC. Principal®, Principal
Financial Group®, Principal Asset Management, and Principal and the logomark design are registered trademarks and service marks of Principal
Financial Services, Inc., a Principal Financial Group company, in various countries around the world and may be used only with the

permission of Principal Financial Services, Inc.

Principal Finisterre is an investment team within Principal Global Investors.
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