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In brief

= The comeback of higher for longer
= The eurozone sovereign risk: not what it used to be

= Exposure to EM local debt makes total sense. At least in some parts of the world

Higher for longer, for longer. We were tempted to think a few months ago that the days of “higher for longer”
as a major market theme were over. Not so fast. Market rates are back up and are not far from their recent
highs. US 10-year rates are above 4.3%, something that has only happened 24% of the time since early 2000."
So, what has changed? For a start, expectations for the US Federal Reserve’s monetary policy easing look very
different from just a few weeks ago. Specifically, there are only 60 basis points of rate cuts priced over the next
year.” That seems too conservative, but let’s ignore that for now. Besides monetary policy, the risk of recession
has been virtually priced out, with the US economy displaying resilience, as again illustrated by the latest round
of strong PMI numbers. Not only that but there seems to be some sort of animal spirit effect (decisions made
through optimism rather than math) playing out in anticipation of Trump 2.0, which has contributed to pushing
market rates higher. Finally, nobody can claim victory over inflation just yet, and that includes the Fed. To be fair,
the inflation outlook is much better than it was but the core PCE inflation measure — which the Fed pays close
attention to — has been stuck above 2.5% for a while.* The question ahead is whether this is just a mini-plateau
on adisinflation trajectory or whether we’re now facing an inflection point, with inflation risks back to being
skewed to the upside. So, what does higher for longer, for longer mean? On the macro side, we get a second
chance answering the question of whether higher market rates are ever going to bite the consumer and the
corporate sector. As for fixed income, the restoration of higher for longer suggests that there is no yield erosion,
which is great news as an attractive de-risking asset class. In principle, higher rates should also play an adverse
role in equity market valuations, but nobody seems to care about that these days.

The eurozone turned on its head. Back in the day, a two-tier hierarchy within the eurozone was well
established. We had the core countries, characterized by economic strength, credible macro policies and
political stability. And then we had the periphery countries, which on occasion were marred by fears of financial
instability, macro risks or political disruption. Somehow, pecking order no longer seems to apply. It is the core
that is feeling the heat these days, while the countries on the periphery are thriving for the most part. This was
painfully evident when looking at the latest round of PMI numbers across the region, with manufacturing prints
for Austria, France or Germany all standing in the low 40s against about 55 for Spain.* But it’s not just about
growth performance. The credibility of macro policies as well as the political environment also support the
view that the eurozone core is not what it used to be. Looking into European sovereign exposure, European
sovereign portfolio manager Annalisa Piazza has turned a lot more constructive on periphery countries,
including Italy. The problems facing the core countries are probably not great news for the euro, with the
European Central Bank incentivized to go ahead with its policy easing plans. Away from sovereign risks, the
good news is that corporate credit investors should not be too nervous overall. Euro corporate fundamentals
continue to show strength despite the challenging macro environment in the region and ongoing ECB easing
should help maintain a fixed income—friendly market backdrop.
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Trump didn’t trump EM debt. Not necessarily, especially if you are based in Europe. The main headwind to
emerging market local debt has been the strength of the US dollar, but of course that risk factor is avoided when
one looks at the asset class from the perspective of a non-US investor. In fact, since November 1, the euro has
weakened by some 3.2% against the dollar, which means that it has underperformed most EM currencies.® For
instance, the well-followed JP Morgan EM Currency index has lost only 1.7% of its value and some specific EM
currencies, such as the Brazilian real or the Colombian peso, have appreciated against the dollar during the same
period.® EM local debt offers attractive yields, especially by standards of European markets. The yield for the

EM local debt index currently stands at 6.3%, or higher than what you get if you invested in EUR HY.” With EM
inflation having declined to about 3.7%, the real yield story is also quite compelling, especially compared with
eurozone real yields, which are barely positive.* Of course, there is significant currency risk involved, but with

the EUR as the starting denomination, we would argue that the currency risk profile of EM local debt looks quite
different from its USD-based counterpart. There are a lot of headwinds for the EUR in the period ahead, according
to our DM sovereign research team. Meanwhile, EM local debt fundamentals are moving in the right direction,
with most central banks still in easing mode and disinflation well entrenched. To be clear, as a higher-volatility
asset class, EM local debt is probably best suited for the investor with a high appetite for risk, but we don't think
there is anything wrong with a 3% return registered since the beginning of the month in EUR terms.® 4

Endnotes
' Sources: Bloomberg. 10-year generic UST yields. Data as of 22 November 2024.

*Source: Bloomberg. Based on the federal funds futures curve. Data as of 22 November 2024.

* Sources: Bloomberg, the Bureau of Economic Analysis. Most recent data point was for September 2024: 2.65%.

*Sources: Bloomberg, S&P. Global manufacturing PMIs for October 2024.

* Sources: Bloomberg. EUR-USD as of 25 November 2024.

¢ Sources: Bloomberg, JP Morgan. EM currency index = JP Morgan Emerging Market Currency Index (EMCI). Data as of 22 November 2024.
”Sources: Bloomberg, JP Morgan. EM local debt = JP Morgan GBI-EM diversified. data as of 22 November 2024.

*Sources: Bloomberg. EM inflation is estimated using a country basket based on GBI-EM weights. Data as of October 2024.

? Sources: Bloomberg, JP Morgan. EM local debt = JP Morgan GBI-EM diversified, unhedged in EUR. Data as of 22 November 2024.
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Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P and its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg’s
licensors own all proprietary rights in the Bloomberg Indices. Bloomberg neither approves or endorses this material or guarantees the accuracy or completeness of any information herein, or
makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages
arising in connection therewith.

Information has been obtained from sources believed to be reliable, but J.P Morgan does not warrant its completeness or accuracy. The Index is used with permission. The Index may not be
copied, used, or distributed without J.P Morgan’s prior written approval. Copyright 2024, .P Morgan Chase & Co. All rights reserved.

The views expressed herein are those of the MFS Strategy and Insights Group within the MFS distribution unit and may differ from those of MFS portfolio managers and research analysts. These
views are subject to change at any time and should not be construed as the Advisor’s investment advice, as securities recommendations, or as an indication of trading intent on behalf of MFS.

"Standard & Poor's®" and S&P "S&P®" are registered trademarks of Standard & Poor's Financial Services LLC ("S&P") and Dow Jones is a registered trademark of Dow Jones Trademark Holdings
LLC ("Dow Jones") and have been licensed for use by S&P Dow Jones Indices LLC and sublicensed for certain purposes by MFS. The S&P 500 is a product of S&P Dow Jones Indices LLC and has
been licensed for use by MFS. MFS's Products are not sponsored, endorsed, sold or promoted by S&P Dow Jones Indices LLC, Dow Jones, S&P, or their respective affiliates, and neither S&P Dow
Jones Indices LLC, Dow Jones, S&P, their respective affiliates make any representation regarding the advisability of investing in such products.

Diversification does not guarantee a profit or protect against a loss. Past performance is no guarantee of future results.
GLOBAL DISCLOSURE
Unless otherwise indicated, logos and product and service names are trademarks of MFS” and its affiliates and may be registered in certain countries.

Distributed by: U.S. - MFS Institutional Advisors, Inc. (“MFSI”), MFS Investment Management and MFS Fund Distributors, Inc., Member SIPC; Latin America - MFS International Ltd ;
Canada - MFS Investment Management Canada Limited. Note to UK and Switzerland readers: Issued in the UK and Switzerland by MFS International (U.K.) Limited (“MIL UK”), a private
limited company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business by the UK Financial Conduct
Authority. MIL UK, an indirect subsidiary of MFS®, has its registered office at One Carter Lane, London, EC4V 5ER. Note to Europe (ex UK and Switzerland) readers: Issued in Europe by
MFS Investment Management (Lux) S.ar.l. (MFS Lux) - authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and which both provide products
and investment services to institutional investors and is registered office is at S.a r.l. 4 Rue Albert Borschette, Luxembourg L-1246. Tel: 352 2826 12800. This material shall not be circulated
or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such reliance or
distribution would be contrary to local regulation; Singapore - MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International Australia Pty Ltd
(“MFS Australia”) (ABN 68 607 579 537) holds an Australian financial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.;
Hong Kong - MFS International (Hong Kong) Limited (“MIL HK"), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). MIL
HK is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defined in the
Securities and Futures Ordinance (“SFO”).; For Professional Investors in China - MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue,
Shanghai World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide financial management consulting services.; Japan
- MFS Investment Management K.K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust Association,
Japan and the Japan Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and market
conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks, including market fluctuation and investors may lose the principal
amount invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before making the
investments ; Bahrain - This document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer to the public will be made in the
Kingdom of Bahrain and this document is intended to be read by the addressee only and must not be passed to, issued to, or shown to the public generally. The Central Bank of Bahrain
assumes no responsibility for the accuracy and completeness of the statements and information contained in this document and expressly disclaims any liability whatsoever for any loss
howsoever arising from reliance upon the whole or any part of the contents of this document. The Board of Directors and the management of the issuer accepts responsibility for the
information contained in this document. To the best of the knowledge and belief of the board of directors and the management, who have all taken all reasonable care to ensure that such is
the case, the information contained in this document is in accordance with the facts and does not omit anything likely to affect the reliability of such information.; Kuwait - This document is
not for general circulation to the public in Kuwait. The information has not been licensed for offering in Kuwait by the Kuwait Capital Markets Authority or any other relevant Kuwaiti
government agency. No private or public offering of the information is being made in Kuwait, and no agreement relating to the information will be concluded in Kuwait. No marketing or
solicitation or inducement activities are being used to offer or market the information in Kuwait.; Oman - For Residents of the Sultanate of Oman: The information contained in this
document does not constitute a public offer of securities in the Sultanate of Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the Capital Market
Law of Oman (Royal Decree 80/98). This information is being circulated on a limited basis only to corporate entities that fall within the description of sophisticated investors (Article 139 of
the Executive Regulations of the Capital Market Law). The recipient acknowledges that they are a sophisticated investor who has experience in business and financial matters and is capable
of evaluating the merits and risks on an investment.; South Africa - This document, and the information contained is not intended and does not constitute, a public offer of securities in
South Africa and accordingly should not be construed as such. This document is not for general circulation to the public in South Africa. This document has not been approved by the
Financial Sector Conduct Authority and neither MFS International (U.K.) Limited nor its funds are registered for public sale in South Africa.; UAE - This document, and the information
contained herein, does not constitute, and is not intended to constitute, a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The
information is only being offered to a limited number of exempt investors in the UAE who fall under one of the following categories of non-natural Qualified Investors: (1) an investor which
is able to manage its investments on its own, namely: (a) the federal government, local governments, government entities and authorities or companies wholly-owned by any such entities;
(b) international entities and organisations; or (c) a person licensed to carry out a commercial activity in the UAE, provided that investment is one of the objects of such person; or (2) an
investor who is represented by an investment manager licensed by the SCA, (each a “non-natural Qualified Investor”). The information and data have not been approved by or licensed or
registered with the UAE Central Bank, the Securities and Commodities Authority, the Dubai Financial Services Authority, the Financial Services Regulatory Authority or any other relevant
licensing authorities or governmental agencies in the UAE (the “Authorities”). The Authorities assume no liability for any investment that the named addressee makes as a non-natural
Qualified Investor diligence on the accuracy of the information relating to the securities. If you do not understand the contents of this document you should consult an authorised financial
adviser; Saudi Arabia - This document may not be distributed in the Kingdom except to such persons as are permitted under the Investment Funds Regulations issued by the Capital Market
Authority. The Capital Market Authority does not make any representation as to the accuracy or completeness of this document, and expressly disclaims any liability whatsoever for any loss
arising from, or incurred in reliance upon, any part of this document. Prospective purchasers of the securities offered hereby should conduct their own due diligence on the accuracy of the
information relating to the securities. If you do not understand the contents of this document, you should consult an authorised financial adviser.; Qatar - This material/fund is only being
offered to a limited number of investors who are willing and able to conduct an independent investigation of the risks involved in an investment in such material/fund. The material does not
constitute an offer to the public and is for the use only of the named addressee and should not be given or shown to any other person (other than employees, agents or consultants in
connection with the addressee’s consideration thereof). The fund has not been and will not be registered with the Qatar Central Bank or under any laws of the State of Qatar. No transaction
will be concluded in your jurisdiction and any inquiries regarding the material/fund should be made to your contact outside Qatar.
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