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Navigating geopolitical shifts,
fiscal pressures and USD dynamics
in a new investment landscape

Global powerhouses shape emerging
market realities

A fundamental shift is underway in the global
macroeconomic and geopolitical environment.
Heightened geopolitical tensions, a growing push for
economic self-sufficiency and expanding government
interventions are reshaping the world in ways that
investors can no longer ignore. While developed
economies such as the US, the UK and the Eurozone,
along with China in the emerging markets space, often
dominate headlines, the ripple effects of their policies
and strategic realignments present challenges for
other countries as they work to define their place in the
evolving global order. At the same time, these shifts
open up attractive investment opportunities for those
able to navigate the changing landscape.

Geopolitics and the push for self-
sufficiency

Geopolitical rivalry and the pursuit of economic self-
sufficiency are increasingly shaping government

policy, particularly in the US and China. Both countries
are actively realigning their industrial strategies to
reduce strategic dependencies, strengthen domestic
capabilities and secure control over critical technologies
and supply chains. In the US, this has driven a renewed
focus on reshoring and reindustrialization. China, in
turn, is accelerating its push for technological autonomy
and economic resilience. In Europe, the Ukraine crisis
served as a wake-up call, prompting policymakers to
reassess dependencies in energy, defense and other
strategic sectors amid growing concerns over external
vulnerabilities.

The expanding role of the state and its
fiscal consequences

As governments pivot toward economic self-reliance,
they are taking a more active role in shaping investment
flows and national industrial strategies, which are
broadly defined as industrial policy. This includes both
direct government investment and policy measures
designed to steer private sector capital toward
strategic priorities. Recent examples of this trend
include Germany, the US and China, which have
significantly expanded direct government investment
to bolster national resilience and strategic capabilities,

with targeted support for sectors such as infrastructure,
energy, manufacturing, technology or advanced
industries.

However, this expansion of government involvement is
unfolding against a backdrop of already strained public
finances. Elevated spending commitments, structural
deficits, aging populations and rising debt servicing
costs are all contributing to growing concerns about
fiscal sustainability. As pressure mounts, the risk of debt
monetization, historically associated with emerging

and frontier markets, is now becoming a more relevant
concern in developed economies.

Toolkit for industrial policy expands
beyond typical fiscal stimulus

Recent US policy developments involving increased
government intervention in markets and heightened
political pressure on independent institutions, such

as the Federal Reserve, have captured investor
attention. Proposals to influence capital allocation
and financial regulation have raised concerns about
policy predictability and institutional autonomy. Such
uncertainty may lead investors to reduce their exposure
to US assets, potentially weakening the US dollar and
raising questions about inflation risks and long-term
currency stability.

Diversification and yield: the emerging and
frontier market debt advantage

In today's challenging environment, where developed
market sovereign bonds face mounting headwinds and
uncertain prospects, investors would be well advised
to reconsider emerging and frontier market debt as

a compelling alternative. For years, global portfolios
have been heavily tilted toward US assets, supported
by foreign investors recycling dollars from trade back
into US equities and bonds, a dynamic that kept the
greenback strong despite a persistent current account
deficit. That cycle is, however, beginning to shift.

Even without broad selling, a slowdown in foreign
purchases could weigh on US assets. The previous
environment, characterized by US dollar strength
and consistent US outperformance, reduced the
perceived need for currency hedging or geographic
diversification. That safety net no longer exists to



the same extent. Amid heightened market volatility,
intensifying geopolitical rivalries and an increasingly
fragmented global landscape, diversification has
become more important than ever. Investors may
benefit from rebalancing their currency and country
exposures to avoid overreliance on any single market or
region. This shift is creating opportunities for emerging
and frontier markets, which may benefit as investors
seek diversification and asset classes that are not yet
crowded, while at the same time offering value.

Despite their diversity and heterogeneity, many
emerging and frontier markets have demonstrated
notable macroeconomic and institutional progress.
Improved fiscal discipline, stronger central bank
independence and healthier external balances in key
economies have contributed to more stable sovereign
risk profiles. For example, during the global inflation
shock of 2022, many emerging and frontier market
central banks raised interest rates earlier than their
developed market counterparts, pursuing a more
conventional and countercyclical monetary policy,
contrary to previous patterns. Additionally, real yields in
many emerging and frontier markets remain attractive
relative to those in developed markets, offering
investors better income potential and a cushion against
inflation.

USD weakness as a tailwind for emerging
and frontier market debt

Another factor reinforcing the improving case for
emerging and frontier market debt is the recent
weakening of the US dollar. A combination of threats
to institutional independence (as described above),
expectations of lower US interest rates and increased
hedging activity by foreign investors has led to sustained
downward pressure on the US dollar. In the first nine
months of 2025, the DXY index lost nearly 10%.
Historically, a weaker US dollar has provided a strong
tailwind for emerging and frontier market debt. As

the dollar weakens, funding costs for emerging and
frontier market issuers fall, while yields typically remain
relatively high. As the outstanding USD debt for issuers
falls in value in relation to their local currency, the debt
profile often improves (e.g. debt/GDP) and this can be
followed by a positive cycle of credit rating upgrades,
which strongly supports hard currency bonds in US
dollar. Local currency emerging and frontier market
bonds also benefit. A weaker US dollar improves
external balances as described above and eases debt
servicing burdens for emerging and frontier market
economies. At the same time, local currencies may
remain stable or even appreciate, which, in turn, often
softens inflation pressure and may lead to central banks
being able to cut interest rates.

Upcoming
benchmark for
frontier market local

currency sovereign
bonds

Several benchmarks for emerging and frontier
market debt have existed for the last two
decades. However, a meaningful benchmark for
frontier market local currency sovereign bonds

has so far been missing. For end investors, this
has created the difficulty of modeling the asset
class within multi-asset portfolios and, as such,

it has often been the main reason why it could

not be included in strategic asset allocation
considerations. However, on the back of recent
information from JP Morgan, which we regard

as the main provider for benchmarks in this

field, it can be expected that an index will be
launched in 2026. LGT Capital Partners, based on
current information, expects that this benchmark
will be meaningful and will reflect the market
characteristics and composition in a way that will
enable end investors to use the data for various
analyses. LGT Capital Partners' investment team
has already built a very successful live track record
for this asset class since 2015 and has supported
clients with specific data as some international
institutional investors have already implemented
the asset class in their diversified portfolios. The
existence of an official benchmark will, in our view,
further increase the interest among long-term
investors for an investment universe that has
provided superior risk-adjusted returns in the past.

In the past, US dollar weakness was largely interpreted
as a sign of a global "risk-on" environment - one in
which investors were more comfortable chasing higher-
yielding emerging and frontier market assets. This time,
however, the dynamics are not as straightforward.
Today's US dollar weakness is partially driven by
domestic US political decisions and institutional
challenges. Investors are not necessarily becoming more
risk-seeking but are increasingly focused on diversifying
away from USD-centric exposure, which still has a
similar effect: providing momentum to emerging and
frontier market assets.



Frontier markets: off the radar but
attractive

Frontier markets are often outside the global political
spotlight and are largely untouched by the escalating
economic tensions between major powers. Many of
these smaller economies are not in the direct focus

of US trade policies or sanctions, which reduces their
exposure to global political shocks and allows for

more idiosyncratic macro dynamics. As a result, their
currencies and bond markets tend to experience less
volatility due to global headlines, offering a more stable
environment for investors seeking diversification. This
stability is further supported by the fact that over 90%
of frontier market local currency debt is held by local
rather than foreign investors, which has helped these
markets to perform well even during stress periods, as
seen in 2020 and 2022. While currency volatility can be
a concern for idiosyncratic reasons at a single-country
level, these risks are lowly correlated within a well-
diversified portfolio and the potential for double-digit
yields in frontier markets proved to compensate for
these risks.

In addition, frontier market debt exhibits a lower
correlation with developed market assets, including
both equities and bonds. This makes frontier market
local currency bonds a valuable allocation in multi-
asset portfolios, especially in an environment where
traditional diversification benefits are breaking down
due to synchronized monetary and fiscal policies in
developed markets. When added to a global portfolio,
it can enhance risk-adjusted returns through both

diversification and exposure to local growth stories that

are often underappreciated by the broader market.

Structural growth engines powering
emerging and frontier market debt
potential

Emerging and frontier market debt is underpinned

by compelling structural drivers. These include

favorable demographics with expanding labor forces,
rising productivity through urbanization and digital
leapfrogging, which are likely to be accelerated further
by rapid advances in artificial intelligence (Al), as well as
improving access to education and financial services.

Importantly, many of these economies are rich in
natural resources that are essential not only to the
global energy transition but also to the broader Al value
chain, including data centers. Large deposits of key
minerals such as lithium, cobalt and nickel position them
to benefit from rising demand for green technologies
like batteries, renewable energy infrastructure and

the expanding data center buildout. Capital inflows
could accelerate as investors seek exposure to these
growth themes, especially amid the realignment of
global supply chains driven by geopolitical tensions.
While climate risks remain a significant challenge,
targeted adaptation efforts, increased climate finance
from developed markets and strategic investments in
sustainable infrastructure can enhance resilience and
support long-term debt sustainability.
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Overweight in emerging and frontier
markets local currency bonds: attractive
fundamentals and policy credibility

In our multi-asset portfolios, such as the LGT
Endowment, we currently maintain an overweight
position in emerging and frontier market debt, driven by
a higher allocation to local currency bonds, supported
by a combination of strong real yields, improving
fundamentals and credible monetary policy frameworks
in many emerging and frontier market countries. Real
yield differentials between emerging and frontier
markets and developed markets remain historically
wide, offering compelling income potential even after
accounting for forex and inflation risks.

Unlike previous cycles, many emerging and frontier
market central banks took early and decisive action
in tightening policy, giving them room to ease ahead
of developed market counterparts, a dynamic that
supports both local bond prices and forex stability. At
the same time, as fiscal and external positions have
improved in several emerging and frontier markets,
rating momentum in certain countries is turning
positive. These factors collectively provide a solid

Higher real yields for emerging and frontier markets

macro foundation for the asset class and reinforce our
preference for emerging and frontier market local debt
in the current environment.

Conclusion: structural shift in favor of
emerging and frontier market debt

The global investment landscape is undergoing a
profound transformation. Heightened geopolitical
tensions, growing state intervention, fiscal fragility

in developed markets and a structurally weaker US
dollar are all contributing to a shift in the balance

of risks and opportunities. At the same time, many
emerging and frontier markets have achieved significant
improvements in macroeconomic terms, with credible
central banks, healthier fiscal positions and compelling
real yields. In this evolving environment, emerging

and frontier market sovereign bonds not only offer
attractive income but also diversification benefits and
exposure to underappreciated growth dynamics. These
factors support an overweight and suggest a broader
and longer-term case for allocating more capital to
emerging and frontier market fixed income.

y-axis: Real policy yield

@ Frontier markets
@ Emerging markets

Egypt x-axis: General government
Turkiye ‘ gross debt in percent of GDP @ Developed markets
Brazil
10 ‘ '
8
Nigeria
6
Uzbekistan
. Costa Rica
Uruguay
4 South Africa
Peru ~|nd'°
2 USA
France .
Italy
Germany ‘
0 50 —‘ 100 150 200 250
Japan

-2

Source: IMF, LGT Capital Partners



LGT Capital Partners takes an
active and skill-based approach to

this asset class

LGT Capital Partners is an active emerging and
frontier market sovereign debt portfolio manager. Our
approach is grounded in thorough fundamental and
macroeconomic analysis. Through a quantitative and
qualitative process and a combination of backward-
and forward-looking indicators, we carefully analyze
our universe, which consists of more than 160
countries. At the core of our investment strategy is
country classification. We classify countries into a
number of investment sub-categories based on their
economic, environmental, social and governance
status, as well as the direction and pace of their
development. In doing so, we allocate more weight

to the direction and magnitude of the development
and less weight to the current level (i.e. ranking).
Comparisons of countries are made based on several
different indicators and on peer groups rather than on
the entire universe of emerging and frontier markets.
While our investment horizon is typically long, we add
shorter-term assessments (engagement with local
and global institutions, cooperation with independent
parties, internal research and high-frequency data)
to enrich our country classification process and apply
several other tools (e.g. clustering) and indicators to
validate the results.

After the country classification, which is the first

of four steps in the investment process, the focus
shifts to market pricing (valuation) and instrument
selection. Investments are made in sovereign bonds,
AAA development banks and derivatives. We do

not invest in corporate risks (even quasi-sovereign
and government guaranteed) or any structured
credit (e.g. credit-linked notes). The aim is to first
identify attractive investment cases from a valuation
perspective (absolute attractiveness) and to then
make relative value comparisons between different
investment opportunities (relative attractiveness)
based on available instruments. Before making the
final decision about the appropriate instrument, the
team considers the characteristics of the various
instruments in relation to the prevailing market
situation and outlook. Such factors may include, but
are not limited to, interest rate views, curve shapes,
durations, spreads, tax and currency regimes.

In the third step, portfolio construction focuses on
optimizing investment diversification between the
different building blocks, countries and instruments.
We also pay great attention to the sensitivity of the

portfolios to factors such as commodity prices to have
a full understanding of the different drivers (beyond
the individual country opportunities and risks). In

this regard, portfolio monitoring - the final step in

the investment process - plays an important role.

It includes risk management as well as compliance
controls and is an active component of the investment
process. It is used in an integrated and forward-
looking manner to control and quantify risks and to
optimize returns.

Our aim is to deliver attractive risk-adjusted absolute
returns rather than pure relative performance against
a chosen benchmark. This makes our approach non-
benchmark driven. Our active investment approach
integrates ESG analysis at multiple levels of the
investment process and is a central component of how
we approach investments. We have a responsibility
to influence countries and issuers of securities in

the most positive way for their investors, society

and other relevant stakeholders. This means that

we actively engage with countries and issuers with
the aim of developing a relationship that enhances
bondholder value and increases returns. ESG plays an
important role in this. We closely monitor countries
and issuers on strategy, financial and non-financial
performance and risk, social and environmental
impact and governance. We aim to only select
countries identified to be developing positively from
an economic, environmental, social and governance
perspective ("E + ESG") in the long term.

Distinctive offering with almost 20 years
of public track records

LGT Capital Partners' investment team provides
access to emerging and frontier market debt through
three different strategies with proven and tested
track records dating back to 2007. We manage USD
4.5 billion across public funds and discretionary
mandates. Each strategy has a clear investment
focus based on countries and instruments. As such,
the strategies are complementary and offer different
characteristics to investors, depending on the
prevailing market environment, which in turn provides
favorable diversification benefits.



About us

LGT Capital Partners is a global specialist in alternative
investing offering a wide range of investment programs
focusing on private markets, multi-alternatives and
diversifying strategies, as well as sustainable and
impact strategies. The core team began investing in
private markets in 1997 and in November 2000, they
founded LGT Capital Partners, based in Pfaeffikon,
Switzerland. The founding team continues to be a key
part of the firm's senior management today, ensuring
stability and consistency in our culture and approach.

The firm has a long-held commitment to incorporating
ESG considerations into its client programs and its
business overall. Since 2003, many of our programs
have had a responsible investment clause written

into their governing documents, authorizing us to
exclude investments that are substantially exposed

to arms-related activities, violations of human rights,

irresponsible treatment of the natural environment or
other non-ethical conduct of business. Consideration of
ESG issues is an integral part of our investment process,
as our investment teams are responsible for taking

into account ESG considerations when performing

due diligence on investments. Any opportunity that is
pursued will have been vetted for such issues.

LGT Capital Partners has been a signatory to the

PRI since 2008. In 2018, Tycho Sneyers, a managing
partner and chairman of the firm's ESG Committee,
joined the PRI board of directors. LGT Capital Partners
also participates in various other initiatives, for
exmaple NZAM initiative, the IIGCC, Climate Action
100+, the ESG Data Convergence Project, GIIN,

the , Nature Action 100, the Net Zero Engagement
Initiative as well as PRI Advance, the largest social
stewardship initiative.
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Legal Information

The LGT Endowment follows the same
investment approach that is used for
the Princely Family of Liechtenstein. LGT
Endowment is not available for investment by
US investors.

Disclaimer

This marketing material was produced by
LGT Capital Partners and/or its affiliates
(hereafter "LGT CP") with the greatest of care
and to the best of its knowledge and belief.
LGT CP provides no guarantee with regard
to its content and completeness and does
not accept any liability for losses which might
arise from making use of this information. The
opinions expressed in this marketing material

are those of LGT CP at the time of writing and
are subject to change at any time without
notice. If nothingisindicated to the contrary, all
figures are unaudited. This marketing material
is provided for information purposes only and
is for the exclusive use of the recipient. It does
not constitute an offer or a recommendation
to buy or sell financial instruments or
services and does not release the recipient
from exercising his/ her own judgment. The
recipient is in particular recommended to
check that the information provided is in
line with his/her own circumstances with
regard to any legal, regulatory, tax or other
consequences, if necessary with the help of a
professional advisor. This marketing material
may not be reproduced either in part or in full
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without the written permission of LGT CP. It
is not intended for persons who, due to their
nationality, place of residence, or any other
reason are not permitted access to such
information under local law. Every investment
involves risk, especially with regard to
fluctuations in value and return. Investments
in foreign currencies involve the additional
risk that the foreign currency might lose value
against the investor's reference currency. It
should be noted that historical returns and
financial market scenarios are no guarantee
of future performance.

© LGT Capital Partners 2025. All rights reserved.
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