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e Sitting among M&G’s flagship emerging market debt strategies (combined assets under management of $5 billion),
the M&G (Lux) Emerging Markets Corporate ESG Bond Fund gives investors access to the fast-growing emerging

markets corporate bond space.

e  Utilising a bottom-up approach to capture our best investment ideas, the fund also applies a responsible investment
screen and a special focus on environmental, social and governance (ESG) factors.

e With only a limited number of funds operating in the emerging markets corporate bond space with a robust ESG
framework in place, we think the fund offers ESG-conscious investors a distinctive investment proposition in a fast-

moving asset class.

The value and income from the fund's assets will go down as well as up. This will cause the value of your investment to fall as
well as rise. There is no guarantee that the fund will achieve its objective and you may get back less than you originally
invested. Where any performance is mentioned, please note that past performance is not a guide to future performance.

Opportunities in the EM corporate
debt space

Having been a fledgling area of the market for so long, the
EM corporate bond space has grown to become a
standalone asset class in its own right, and one that can
demonstrate superior risk adjusted returns over time.!
The EM hard-currency corporate bond market (including
quasi-sovereign bonds) is now worth USS$2.6 trillion?,
having been worth just USS600 billion a decade ago. This
expansion has been driven by a period of strong economic
growth among many developing economies in the years
prior to the COVID-19 crisis, combined with record low
interest rates over the past decade.

Besides offering a comparatively higher yield than many
mainstream fixed income assets classes, EM corporate
bonds denominated in hard currencies (mainly US dollars)
also offer a breadth of diversification opportunities. The
investment universe now stretches to more than 800
issuers and 2,000 bond instruments, across 52 countries
(30 July 2021), with new issuance continuing to grow
rapidly.

Despite the shock to the global economy in the past 18
months, EM companies currently offer relatively healthy
credit metrics, in our view. We think this is something
that should appeal to investors worried about the
potential for EM bond market volatility and interest rate

Lip Morgan’s EM Corporate 2021 Midyear Outlook, p40.

2 Market sizes correct as at 31 December 2020. Source: JP Morgan.
3 JP Morgan Emerging Market Bond Index (EMBI), Corporate Emerging
Markets Bond Index (CEMBI), as at 30 July 2021.

sensitivity. Recent analysis has shown that net leverage
among EM companies deteriorated only slightly during
2020* (Figure 1) and is still significantly lower than that of
developed market companies.

Furthermore, among higher-yielding EM corporate bonds,
the coverage ratio (a measure of how easily a company can
pay interest on its outstanding debt) is now higher than
that of their high yield peers in the US for the first time
since 2013.° Against this backdrop, we expect relatively low
default rates (approximately 2% to 3%) in the high yield
segment of the EM corporate bond market in 2021.

Recently, a backdrop of higher US yields and growing
inflationary pressure has acted as a drag on most fixed
income instruments on a year-to-date basis. While the hard
currency nature of much of the EM corporate debt
universe has exposed the asset class to some sensitivity
towards interest rate changes, its shorter duration profile
has meant that investment returns have been more
resilient compared to EM sovereign debt and other areas of
fixed income (JPM CEMBI Index vs JPM EMBI Index).

Please remember that investments in bonds are affected
by interest rates, inflation and credit ratings. It is possible
that bond issuers will not pay interest or return the
capital. All of these events can reduce the value of bonds
held by the fund. Investing in emerging markets involves a
greater risk of loss due to greater political, tax, economic,
foreign exchange, liquidity and regulatory risks, among

4 According to JP Morgan’s EM Corporate 2021 Midyear Outlook.
> Ibid, p95.

UCITS HAVE NO GUARANTEED RETURN, AND PAST PERFORMANCE IS NOT A GUIDE TO FUTURE PERFORMANCE


https://www.investopedia.com/terms/i/interest.asp

Figure 1. EM indebtedness still lower than DM
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other factors. There may be difficulties in buying, selling,
safekeeping or valuing investments in such countries.

Why M&G’s approach now?

As credit spreads have tightened globally, we think the
need for an actively managed approach towards the asset
class is more important than ever. Investing in EM
corporate debt, in our view, can offer investors attractive
yields, a further layer of portfolio diversity and the
opportunity to receive returns (yield and capital gain)
potentially less correlated to the drivers of performance for
sovereign bonds. These, we believe, are increasingly
attractive features in a world with stubbornly low yields,
provided default risk and credit risk are managed correctly.

The fund currently favours exposure to higher-yielding
issuers, as we believe credit spreads in that segment of
the market should continue to be supported by the global
economic recovery and compensate well for the relatively
benign default risk environment (see Figure 2). The high
yield segment also offers lower US dollar interest rate
sensitivity than the investment grade cohort where credit
spreads look fairly priced.

The fund can be exposed to different currencies.
Movements in currency exchange rates may adversely
affect the value of your investment.

The fund takes an active, high-conviction approach that
combines our long-running experience of investing in
emerging market bonds with sufficient levels of portfolio
diversification and thorough risk management:

1. Active Management: The team uses a
combination of bottom-up issuer selection based
on company fundamentals combined with top-
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down analysis of macroeconomic factors. This
investment approach leads to a portfolio of ‘best
ideas’ that we believe should help the fund to
navigate different market conditions.

2. Diversification: The team takes a flexible
approach to the asset class, meaning we are not
constrained by our benchmark and can invest
anywhere in emerging market corporate debt,
provided issuers meet our ESG investment
criteria. We aim to build diversified portfolios.

3. Risk Management: the Emerging Markets Debt
(EMD) team together with the risk team perform
continuous risk management throughout the
investment process, using quantitative modelling
and analysis to identify and monitor key risk factor

Figure 2. More room to tighten in high yield
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Past performance is not a guide to future performance



positioning and risk sensitivities including value at
risk (VaR), stress tests and scenario analysis.

ESG integration in emerging market
credit

Opaque ownership structures, poor governance standards
and a lack of environmental consideration can make
emerging markets uneasy hunting grounds for many
investors. Furthermore, levels of transparency can vary
significantly, making accurate and reliable information
harder to source. However, these obstacles throw up
opportunities for ESG-orientated active managers, making
the work of credit research analysts and dedicated ESG
teams much more valuable.

Our ESG philosophy is three-fold:

ESG matters for returns: We believe ESG integration
supports both better risk management and alpha
generation. We regard ESG-related factors as a critical
consideration when assessing the creditworthiness of a
corporate issuer in emerging markets. A thorough ESG
analysis can help flag companies whose ESG shortcomings
may ultimately lead to a deterioration in their credit
profile. Conversely, ESG analysis can help us to identify
potential outperformers in a way that traditional credit
analysis may fail to capture. We assess corporate issuers
using traditional credit analysis and according to their ESG
merits, drawing on both internal and external ESG
research. We are aided in this process by several ESG
tools, including M&G’s proprietary ‘ESG Scorecard’ —a

Figure 3. Three-stage screening process

system that quantifies a variety of ESG factors and
indicates whether they are materially contributing or
detracting from an analyst’s credit rating. As opposed to
many third-party ESG data providers who base their
methodology on data processing and algorithms, we
choose a more nuanced approach because we think that
ESG is a largely qualitative domain. Hence, the M&G ESG
Scorecard emphasises the qualitative aspects of ESG risks
while producing a forward-looking and timely output.

Responsible investment: We are Responsible Investors
and we care about both returns and outcomes of our
investments. We use norms-based screening (UNGC)®as
well as sector screening to ensure investment holdings
are aligned with our philosophy of the fund at all times. In
order to identify securities that meet the fund’s ESG
criteria, potential investments undergo a three-stage
screening process (see Figure 3) to exclude certain types
of organisations.

Participate in change: We aim to be market leaders in
EMD corporate ESG investments through active ESG
engagement and innovation. The fund was one of the first
EM corporate ESG bond funds to be launched in the
European market and we are continuously looking to
improve our ESG credentials, improving our sustainable
investment process and engaging with EM corporate
bond issuers. Engagement is at the heart of the process,
from credit research to investment decisions. We do not
limit engagement to issuers with good ESG credentials,
and have a strong and demonstrable track record in
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Figure 4. Universe after screening
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engaging with EM bond issuers in various sectors and
across the credit quality spectrum.

Applying our process does not mean portfolio attributes
are significantly impacted. EM corporates are one of the
highest yielding asset classes and applying an ESG lens
does not mean greatly sacrificing yield or universe size
(see Figure 4).

Investment outlook

Overall, we believe the outlook for EM corporate debt
remains positive against a backdrop of global economic
recovery, strong and resilient corporate fundamentals
and a diverse opportunity set offered by the asset class.
We believe the risks of a potential ‘taper tantrum’ are
lower than in 2013, which was when emerging market
debt and currencies sold off sharply in response to US
monetary policy tightening. This is because, in our view,
many EM countries have fewer external vulnerabilities
than eight years ago, particularly with regards to current
account deficits. Should US rates rise faster than
expected, we believe the shorter duration profile of
corporate EM bonds is likely to make this one of the most
resilient asset classes within emerging markets.

Furthermore, we think the health of many emerging
market countries and companies should receive a

significant boost in the second half of the year and into
2022 as COVID-19 vaccines become more readily available
and demand for international tourism and commodities
continues to rebound. Of course, investors should bear in
mind the risk of further mutations of the coronavirus,
more infections but also potentially able to evade existing
vaccines, about which some scientists have warned.
Uncertainty is still very high.

While we expect a modest amount of spread tightening
from here, we must acknowledge that as the recovery has
taken hold, EM corporate credit valuations have risen
significantly from their lows of last year. For this reason
we have been selectively de-risking parts of the fund,
favouring BB rated high yield issuers and taking profits
from positions in lower-rated single B issuers.

From a broader perspective, we believe EMs will continue
to play a crucial role in driving the global economic
recovery, which should enable corporate fundamentals to
continue to improve. By carefully assessing the macro
environment in combination with a detailed bottom-up
approach to credit analysis, we believe we will be well-
placed to navigate the potential opportunities and risks
for EM debt issuers in the period ahead.

The fund allows for the extensive use of derivatives
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For Investment Professionals, Institutional Investors, Accredited Investors and Professional Investors only. Not for onward distribution. No other persons should
rely on any information contained within. Distribution of this document in or from Switzerland is not permissible with the exception of the distribution to
Qualified Investors according to the Swiss Collective Investment Schemes Act, the Swiss Collective Investment Schemes Ordinance and the respective Circular
issued by the Swiss supervisory authority ("Qualified Investors"). Supplied for the use by the initial recipient (provided it is a Qualified Investor) only. In Spain the
M&G Investment Funds are registered for public distribution under Art. 15 of Act 35/2003 on Collective Investment Schemes as follows: M&G (Lux) Investment
Funds 1 reg. no 1551. The collective investment schemes referred to in this document (the "Schemes") are open-ended investment companies with variable
capital, incorporated in England and Wales in respect of M&G Investment Funds and in Luxembourg in respect of M&G (Lux) Investment Funds. In the
Netherlands, all funds referred to are UCITS and registered with the Dutch regulator, the AFM. For Hong Kong only: The contents of this document have not
been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution in relation to the offer of any funds mentioned in it. If you are in
any doubt about any of the contents of this document, you should obtain independent professional advice. Shares, units or other interests in the funds mentioned
in this document may only be offered or sold in Hong Kong to persons who are “professional investors” as defined in the Securities and Futures Ordinance
(“Ordinance”) and any rules made under the Ordinance — or in circumstances which are permitted under the Companies (Winding Up and Miscellaneous
Provisions) Ordinance. In addition, distribution of this document in Hong Kong is restricted. It may not be issued or possessed for the purposes of issue, whether
in Hong Kong or elsewhere, and shares, units or other interests in the funds mentioned may not be disposed of to any person unless such person is a “professional
investor” as defined in the Ordinance and any rules made under the Ordinance or as otherwise may be permitted under Hong Kong law. For Singapore only: For
“accredited investors” and “institutional investors” as defined under the Securities and Futures Act (Cap. 289) of Singapore (“SFA”) only. This document forms
part of, and should be read in conjunction with, the Information Memorandum of the Fund and other communications permitted for offers made in reliance of
prospectus exemptions under the SFA. All forms of investments carry risks. Such investments may not be suitable for everyone. M&G Investments (Hong Kong)
Limited, M&G Investments (Singapore) Pte. Ltd. (Co. Reg. No. 201131425R), and M&G International Investments S.A. and the funds referred to in this document
may not be authorised, recognised or regulated by the local regulator in your jurisdiction. This information is not an offer or solicitation of an offer for the
purchase or sale of investment shares in one of the funds referred to herein. Purchases of a fund should be based on the current Prospectus. The Instrument of
Incorporation Prospectus, Key Investor Information Document, the, annual or interim Investment Report and Financial Statements, are available free of charge,
in paper form, from one of the following: M&G International Investments S.A., German branch, mainBuilding, Taunusanlage 19, 60325 Frankfurt am Main, the
Austrian paying agent Société Générale Vienna Branch, Zweigniederlassung Wien Prinz Eugen-Strasse, 8-10/5/Top 11 A-1040 Wien, Austria; the Luxembourg
paying agent: Société Générale Bank & Trust SA, Centre operational 28-32, place de la Gare L-1616 Luxembourg; the Danish paying agent: Nordea Danmark,
Filial af Nordea Bank Abp, Finland, Issuer Services, Postbox 850, Reg.no. 5528, DK-0900 Copenhagen C; Allfunds Bank, Calle Estafeta, No 6 Complejo Plaza de la
Fuente, La Moraleja, 28109, Alcobendas, Madrid, Spain; M&G International Investments S.A. or its French branch; from the French centralising agent of the fund:
RBC Investors Services Bank France; or from the Swedish paying agent: Nordea Bank AB (publ), Smalandsgatan 17, 105 71 Stockholm, Sweden. For Switzerland,
please refer to M&G International Investments Switzerland AG, Talstrasse 66, 8001 Zurich. For lItaly, they can also be obtained on the website:
www.mandgitalia.it. For Ireland, they are available in English language and can also be obtained from the Irish facilities agent, Société Générale SA, Dublin Branch,
3rd Floor IFSC House — The IFSC Dublin 1, Ireland. For Germany and Austria, copies of the Instrument of incorporation, annual or interim Investment Report,
Financial Statements and Prospectus are available in English and the Prospectus and Key Investor Information Document/s are available in German. For Greece,
they are available in English, except the Key Investor Information Document/s which is available in Greek, from the Greek Representative: Eurobank Ergasias S.A.
8, Othonos Street, 10557 Athens. For Taiwan only: The financial product(s) offered herein has not been reviewed or approved by the competent authorities and
is not subject to any filing or reporting requirement. The financial product(s) offered herein is only permitted to be recommended or introduced to or purchased
by customers of an offshore banking unit of a bank (“OBU”)/offshore securities unit of a securities firm (“OSU”) which customers reside outside the R.O.C.
Customers of an OBU/OSU are not eligible to use the financial consumer dispute resolution mechanism under the Financial Consumer Protection Law. This
product(s) may be made available for purchase by Taiwan OBUs/OSUs acting on behalf of non-Taiwan customers of such units but may not otherwise be offered
or sold in Taiwan. Before subscribing investors should read the Prospectus, which includes a description of the investment risks relating to these funds. The
information contained herein is not a substitute for independent investment advice. In Hong Kong, this financial promotion is issued by M&G Investments (Hong
Kong) Limited, Office: Unit 1002, LHT Tower, 31 Queen’s Road Central, Hong Kong; In Singapore, this document is issued by M&G Investments (Singapore) Pte.
Ltd. (Co. Reg. No. 201131425R), regulated by the Monetary Authority of Singapore; and, elsewhere, by M&G International Investments S.A. Registered Office:
16, boulevard Royal, L-2449, Luxembourg. The Portuguese Securities Market Commission (Comissdo do Mercado de Valores Mobilidrios, the “CMVM”) has
received a passporting notification under Directive 2009/65/EC of the European Parliament and of the Council and the Commission Regulation (EU) 584/2010
enabling the fund to be distributed to the public in Portugal.
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