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EXECUTIVE SUMMARY

As an alpha manager with a global
opportunity set, GMO is well equipped

to create variations across the spectrum
from single-benchmark, through blended-
benchmark, and right across to total return
solutions. Our skills are deep in sovereign
and quasi-sovereign credit (in hard and

local currency); as well as in managing

local currency and interest rate exposures.
With U.S. interest rates rising and the U.S.
dollar (USD) continuing to pose challenges
to holding long-only emerging markets
currency (EMFX) exposure, now could be the
appropriate time to consider a new approach
to emerging debt investment. A total return
solution can eliminate systemic exposure

to U.S. duration and EMFX, while a blended
solution can be tailored to capture only the
amount of those beta exposures that is
considered desirable. In terms of expected
return, a typical target would be 150-200 bps

of net alpha relative to standard benchmarks,

including blended ones, or cash + 7-9% for
total return solutions.
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The authors hereby give up their Sisyphean quest to get
the market to refer to "hard" currency debt as "external”
(preferred by IMF) or “foreign” (preferred by rating
agencies) currency debt, notwithstanding the fact that
the U.S. dollar is hardly a "hard" currency especially with
today's deeply negative real interest rates
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JPM Emerging Market Bond Index Global - Diversified
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JPM Government Bond Index — EM Global Diversified
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JPM Corporate EM Bond Index Broad - Diversified

5

In practice, in cases like ours where we address blended
opportunity sets regardless of benchmark, our portfolios
only differ by top-line characteristics (duration, USD vs.
EMFX exposure, and quality). Therefore some of GMO's
clients have over time built “blended” exposures simply by
investing in each of our hard and local currency strategies
and shifting occasionally based on relative valuations, which
we track in our Quarterly Emerging Market Debt Update.
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Introduction

We strongly believe that the traditional benchmark-led approach to investing in
emerging market debt can be far from optimal. There are two major flaws in being
overly wedded to an off-the-shelf benchmark:

1. There are embedded characteristics, or betas, that may not necessarily be
desirable. In particular, there is significant USD duration exposure associated
with a hard currency’ strategy, typically managed relative to the EMBIG-D,?
while EMFX exposure is a major component of a local currency strategy, typically
managed relative to the GBI-EMGD.? It is often the case that an investor already
has plenty of USD duration from other bond portfolios and EMFX exposure from
emerging market equities, yet simply accepts these characteristics as part of an
emerging debt investment because they are embedded in the benchmark. (A
blended benchmark is somewhere “in between” from a beta standpoint, with lower
durations than EMBIG-D, and EMFX exposure determined by the extent of GBI-
EMGD’s presence in the blended benchmark.)

2.If a manager’s opportunity set is constrained by their benchmark, potential
alpha opportunities may be de-emphasized, or even ignored completely. For
example, there can be limits on the amount of “off benchmark” holdings and
exposures that a manager may take relative to their EMBIG-D, GBI-EMGD, or
CEMBIB-D* benchmark, regardless of how similar such exposures may be in
practice relative to his stated benchmark. In theory, blended benchmarks relax this
constraint, expanding alpha opportunities.®

We are increasingly having conversations with clients that are seeking to unlock the
exciting return opportunities in emerging debt while being much more discerning
about embedded betas. A single benchmark, or indeed a blend of benchmarks, can

be determined to allow for whatever USD duration and EMFX exposure best suits

the investor’s overall objective. Lately, with more emerging countries entering debt
distress and/or default, the “quality” axis is also a topic of interest, with some clients
preferring the stability of higher-quality credits, and others interested in leveraging our
considerable skill in sovereign debt workouts among distressed/defaulted issuers (some
of which are “frontier” markets). To us, these are the “big” asset allocation levers,
although blended benchmarks are not the only way to achieve them given how trivial

it is to target duration, USD/EMFX exposure, and/or quality in any setting. An obvious
extension is to remove the beta associated with emerging debt benchmarks completely,
and freely use the full combination of alpha sources to target a total return over cash.
Indeed, whatever overarching objective is set, the ability to use all alpha sources
coupled with a liberal approach to tracking error should ensure the best outcome. We
already use this approach in the management of our existing long-only strategies.


https://www.gmo.com/americas/research-library/valuation-metrics-in-emerging-debt-1q-2022/
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In general, local currency net-of-tax credit spreads (fully
hedged to a spread to SOFR) are lower than their hard-
currency equivalents. We suspect this has to do with the
status of such assets as "risk-free assets" locally for banks
and pension funds. We foreigners, however, don't enjoy
such status, and selective default can be unpredictable.
According to Moody's, around 1/3 of the sovereign defaults
since Russia’s 1998 default have involved both hard
(foreign) and local currency issues.

7

Please see The Mystery of SOE Debt (September 2020) for
our view of quasi sovereigns. Note nearly 25% of CEMBIB-D's
market cap is represented by majority-owned government
entities, and a further 40% derives a substantial portion of
their revenues from government-related activities.
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Defaulted corporate bonds are dropped from CEMBIB-D per
convention, although they remain a part of our investment
universe. GMO has a dedicated distressed debt team who
can be called upon to help with any issuers in this scenario.
It is worth noting that among the three benchmarks, only
EMBIG-D keeps defaulted issuers in the benchmark given
the active community of foreign bondholders. When local
currency bond defaults happen, often it is in conjunction
with restrictions on trading the local markets themselves,
and the ensuing degradation to liquidity causes them to be
dropped from the benchmark

GMO FIXED INCOME INSIGHTS
No Stone Unturned | p2

As a manager with nearly 30 years managing a global emerging debt opportunity

set, GMO is very well equipped to create variations across the spectrum from single-
benchmark, through blended-benchmark, and right across to total return solutions. Our
skills are deep in sovereign and quasi-sovereign credit (in hard and local currency); as
well as in managing local currency and interest rate exposures. In terms of expected
return, a typical target would be 150-200 bps of net alpha relative to standard
benchmarks, including blended ones, or cash + 7-9% for total return solutions.

Total Return — Arriving at Cash + 7-9%

GMO has a long and successful track record in alpha generation, ranking top eVestment
quartile in each of its hard and local currency strategies over all relevant time periods
as of 12/31/2021. A distinguishing feature of GMO’s approach is our alpha emphasis on
bottom-up (“in country”) instrument selection over top-down exposures to countries,
currencies, or duration, as well as a strong preference for relative value over timing
(although one exception to this is our view of the credit spreads versus expected
defaults). This alpha approach makes us well suited for total return applications.

In order to target a return of cash + 7-9%, we use a mix of credit (typically partially
hedged), EMFX, and rates.

POTENTIAL EXCESS RETURN OF AROUND 4-6% FROM
SOVEREIGN AND QUASI-SOVEREIGN CREDIT (TYPICALLY
PARTIALLY HEDGED)

GMO is known for its extensive experience managing all aspects of sovereign credit,
including performing, stressed, distressed, and defaulted issues. We are pioneers in
this space, and regularly recognized as such. Within sovereign credit, the universe is
broad both by country and by currency, including hard and the local currency of each
country.® More importantly, though, the universe is also broad by instrument type,
including bonds, loans, credit derivatives, and project finance, among others.

Similarly, for quasi-sovereign investments, a dedicated team scours the entire
investment universe for opportunities to add alpha relative to sovereign-only
exposures. Under our broadest definition of quasi sovereigns, our universe covers
more than half of the market cap of the CEMBIB-D, as state-owned entities feature
prominently in emerging markets.” Of the remaining “pure corporates” in the
CEMBIB-D index, few have offered alpha potential for our portfolios, and some have
proved interesting only after they have defaulted out of CEMBIB-D.® In all cases, we
carefully examine the documentation to understand our rights in adverse outcomes.

Of course, this return generated from credit spreads is a combination of alpha and beta
— the credit spreads are, after all, embedded in benchmarks. It is worth noting that this
EM credit spread beta is unique to — and possibly even the core essence of — the asset
class, unlike the beta exposure to USD duration or EMFX that are also captured by
benchmark. Given the nature of the issuers, hedging the credit risk can be non-trivial
and mostly unadvisable. In most time periods credit spreads exceed expected losses,
and our Quarterly Emerging Market Debt Update keeps track of this time-varying
“credit cushion.” Thus, any hedging of credit risk focuses on limiting permanent losses
from defaults rather than limiting mark-to-market volatility.

The shift from long-only benchmark-relative investing to total return, then, is two-
fold: 1) reducing the USD duration toward zero and 2) translating over/underweight
benchmark-relative positions to leveraged long/short ones.
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Because we do partially hedge credit risk, and also because the long/short nature offers
some protection against systemic credit risk, one could typically expect a residual
credit beta to EMBIG-D in the region 0.2-0.8 depending on the view of the risk and
reward trade-off.

POTENTIAL EXCESS RETURN OF AROUND 2% FROM CROSS-
SECTIONAL DURATION POSITIONING

Our current local rates process boasts a forecasted information ratio (IR) above 1.0,
using a wide universe of interest rate markets encompassing two sub universes of
high-quality markets and more idiosyncratic (typically higher-yielding) markets. The
bulk of process alpha comes from cross-market positioning rather than overall duration
timing. It is currently applied as an overlay to our GBI-EMGD-relative local debt
strategy as well as providing select receiver and payer positions for our hard currency
strategy. In a total return solution, we would expect to run this at roughly two times
the exposures of the overlay in our local debt strategy. Although the IR of the strategy
is high, rather than levering to a tracking error, we believe individual country duration
contribution limits are a more prudent portfolio construction technique. After all, we
still get occasional bolts-from-the-blue in emerging markets, most recently in Russia.
Notably, the program is flexible, allowing a country to shift from the quality universe to
the idiosyncratic one as events unfold.

POTENTIAL EXCESS RETURN OF AROUND 1% FROM CROSS-
SECTIONAL EM CURRENCY POSITIONING

Our EMFX alpha strategy has a forecasted IR of close to 1.0, also using a wide universe
of currency markets. Analogous to rates, these exposures are applied as an overlay to
our local currency GBI-EMGD relative strategy, and select exposures are applied to our
hard currency strategy. It is mostly U.S. dollar neutral, with small dollar timing. It is
fully portable to total return solutions. In addition, we monitor a universe of 22 pegged,
mostly frontier currencies for additional opportunities, some of which are unfunded
(via non-deliverable FX forwards). Others require capital (FX-denominated, AAA-rated
multilateral issues, for example). In these cases, the cost of capital is examined relative
to alternatives coming from other holdings, such as sovereign credit.

RETURN SOURCES IN COMBINATION

In addition to our high confidence in each of the individual sources of return (gained
through the team’s nearly 30 years of experience achieving market-leading results), we
believe the real strength is to be found in their combination. The correlation profile is
quite desirable among the strategies:

GMO’S ALPHA STRATEGY CORRELATIONS

Credit Rates Currencies

Credit and FX data for January 2004-March 2022. Rates data for April 2011-March 2022 | Source: GMO
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This isn't strictly true of course, because EMBIG/CEMBIB-D
blends are all USD duration (although within that, a mix

of investment grade and high yield USD durations), while
GBI-EMGD is a blend of 20 country durations.
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A quick thought on the current currency timing of choosing
your blend. Appendix C shows the historical returns,
Sharpe ratios, and correlations of the various options.

We observe that GBI-EMGD (unhedged) has the lowest
Sharpe ratio due to the volatility of the FX. On the other
hand, this has made it the most diversifying asset. You can
also split the performance history into two broad periods:
1) the early years from roughly 2004 to 2011, when the

U.S. dollar's decline boosted the return to GBI-EMGD, and
2) at the onset of developed market QE programs and

EM "currency wars," when the U.S. dollar's subsequent

rise served as a formidable headwind. Looking at the
differential experience of these periods, if one believes

the U.S. dollar has peaked, then initiating a medium-term
allocation to EMFX may make sense.

1

Note also that our portfolio asset exposures don't sum to
100% as we hold issuers that are off benchmark from the
perspective of all three benchmarks (multi-laterals, smaller
EM countries, issuers dropped from CEMBIB-D due to
default, etc.) given our "go anywhere" investment universe.
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GMO’s Approach to Blended (Long Only) — Alpha and
Asset Allocation Implications

GMO'S ALPHAS ARE RELEVANT IN ANY BLENDED LONG-ONLY
SETTING, LEAVING ASSET ALLOCATION CONSIDERATIONS
TO DRIVE BLEND CHOICE

We’ve long said that we pursue a blended opportunity set regardless of the benchmark,
concerned only with adding alpha relative to a benchmark with known asset allocation
properties (i.e., duration, FX, quality). Our hard currency and local currency strategies
routinely buy bonds from the “other” benchmark, hedging FX and/or rates exposures
as appropriate. Both strategies buy quasi-sovereign and corporate bonds from EMBIG-D
and CEMBIB-D. Therefore we’re benchmark agnostic from an alpha perspective,
encouraging our investors to consider the big asset allocation questions when choosing
their benchmark.

Combining in equal measure the exposures of our existing hard and local currency
strategies, the table below shows that this blend looks similar to all the blends by
duration,’® and the same as the “Sovereign Blend 50/50” and “HC/LC Blend 25/25/50”
by USD vs. EMFX exposure (e.g. 50% USD, 50% EMFX). To us, these are the big asset
allocation levers, although blending benchmarks is not the only way to achieve them
given how trivial it is to target duration and USD/EMFX exposure in any setting.'

GMO’S STRATEGIES 50/50 RELATIVE TO J.P. MORGAN'S
PUBLISHED BLENDED BENCHMARKS

Sovereign Equal Weight HC/LC Blend Hard Currency
GMO Blend 50/50 1/3 Each 25/25/50 Credit 50/50
50/50 Hard/ EMBIG-D/ EMBIG-D/ EMBIG-D/ EMBIG-D/
Local Strategy* GBI-EMGD GBI-EMGD/CEMBIB-D CEMBIB-D/GBI-EMGD CEMBIB-D
Yield 7.6% 6.9% 6.6% 6.6% 6.6%
Duration 5.7 6.1 5.6 5.4 5.9
% USD I 50% I 50% [ 67% | | 50% 100% |

As of 4/18/2022 | Source: GMO, J.P. Morgan
*To illustrate, we've used a hypothetical, simple 50/50 blend of GMO's hard and local currency strategies.

As for credit quality, note that the top countries have large weights in each benchmark,
where the rank correlation of country weights is 95%+ across the individual and
blended benchmarks. Therefore, all the blends end up fairly similar by country — and
by credit rating distribution. The top 30 countries comprise 85-90% leaving the “tails”
(discussed in the appendices) to drive much of the differences.

As for corporates, looking further under the hood of this 50/50 blend of GMO’s existing
strategies, you will note that by sector we are currently overweight both EMBIG-D and
CEMBIB-D quasi sovereigns which, in total, is closer to the “Equal Weight 1/3 Each”
blend given a total non-sovereign weight of nearly 30%." If it adds alpha and comes
from CEMBIB-D, we will buy it. This shows how liberally we use the opportunity set
given within our existing strategies, allocating to CEMBIB-D issues when, and only
when, they are attractive. Thus, although we haven’t offered a stand-alone CEMBIB-D
product, we are well equipped to select individual securities from CEMBIB-D and
therefore to be measured against blends that include CEMBIB-D.

For institutional and accredited investors and qualified purchasers only.
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QUASI-SOVEREIGNS AND CORPORATE EXPOSURES: GMO'S
STRATEGIES 50/50 RELATIVE TO J.P. MORGAN'S PUBLISHED
BLENDED BENCHMARKS

Sovereign Equal Weight HC/LC Blend Hard Currency
GMO Blend 50/50 1/3 Each 25/25/50 Credit 50/50

50/50 Hard/ EMBIG-D/ EMBIG-D/ EMBIG-D/ EMBIG-D/

Local Strategy* GBI-EMGD GBI-EMGD/CEMBIB-D CEMBIB-D/GBI-EMGD CEMBIB-D
% HC sov 30% 40% 27% 20% 40%
% LC sov 31% 50% 33% 50% 10%
% EMBIG quasi 15% 10% 7% 5% 0%
% CEMBI quasi 9% 0% 8% 6% 12%
% CEMBI corp 0% 0% 25% 19% 38%

As of 4/18/2022 | Source: GMO, J.P. Morgan
*To illustrate, we've used a hypothetical, simple 50/50 blend of GMO's hard and local currency strategies.

Importantly, when thinking about total return, consider the implications of hiring
GMO as a blended alpha manager by looking at the correlation of our alpha streams
with the various long-only options. While generally sub-0.5, it is not surprising that

the most positive correlation is the credit alpha given our statement that credit spread
might be considered to be a mixture of alpha and beta, whereas rates and FX alphas are
more diversifying.

CORRELATION OF GMO'S ALPHA STREAMS AND J.P.
MORGAN'S PUBLISHED BLENDED BENCHMARKS

Hard GBI-EM

Sovereign Equal HC/LC Currency GBI-EM Global GMo s“atEgy Alphas
Blend Weight1/3 Blend Credit Global Div. EMBIG CEMBI
Correlations 50/50 Each 25/25/50 50/50 Div. Hedged Div. Broad Div.| Credit Rates Currencies

Sovereign Blend 50/50
Equal Weight 1/3 Each

HC/LC Blend 25/25/50 |00 0.99 INTI00NN

Hard Currency Credit 50/50 0.91 0.96 0.91
GBI-EM Global Div. . 0.96 0.92 096 077 100 |
GBI-EM Global Div. Hedged | 0.80 078 080 | 070 o7 | 100 |
EMBIGDIv.  0.93 096 092 0.98 079 073 100 |
CEMBIBroad Div. 085 0.92 087 | 098 0.93
Credit 046 048 048 047 0.43 012 043 051
Rates 032 032 032 032 0.29 017 033 03 | o000 o™
Currencies | 013 0.14 0.13 0.13 012 007 013 013 | o010 oo w00

Data is for January 2004-March 2022 | Source: GMO, J.P. Morgan

Conclusion

As an alpha manager with a global opportunity set, GMO is well equipped to create
variations across the spectrum from single-benchmark, through blended-benchmark,
and right across to total return solutions. Our skills are deep in sovereign and quasi-
sovereign credit (in hard and local currency); as well as in managing local currency
and interest rate exposures. With U.S. interest rates rising and the USD continuing to
pose challenges to holding long-only EMFX exposure, now could be the appropriate
time to consider a new approach to emerging debt investment. A total return solution
can eliminate systemic exposure to U.S. duration and EMFX, while a blended solution
can be tailored to capture only the amount of those beta exposures that is considered
desirable. In terms of potential return, a typical target would be 150-200 bps of net
alpha relative to standard benchmarks, including blended ones, or cash + 7-9% for
total return solutions.
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A Note on Appendices A and B

The Appendices A and B show the investment universe in more detail. Appendix A shows the underlying benchmarks and is
organized in descending order of country weight using the Equal Weight blend. Within each index (EMBIG-D, GBI-EMGD, and
CEMBIB-D), we show the contribution to weight coming from the major credit types: hard currency and local currency sovereigns,
quasi-sovereigns, and corporates. Each of these is then broken into investment grade and sub investment grade (i.e., high yield) to
give a sense of what’s contributing to the yields and durations.

In the main text we referenced the fact that the top countries overlap across the three major benchmarks and that EMBIG-D and
CEMBIB-D each has a “tail” of non-overlapping exposures.

In credit: for EMBIG-D, the tail is mostly smaller, sub investment grade countries. For CEMBIB-D, the tail is mostly Taiwan (too
high income for EMBIG-D/GBI-EMGD) plus a variety of high yield corporates. GBI-EMGD essentially has no credit tail given that it
has no unique countries.

In rates & FX: While GBI-EMGD doesn’t contribute to country diversity, it does contribute to rates and duration diversity. That
said, GMO’s rates and investment universe extends well beyond these 20 markets to include high-quality markets as well as an
extensive list of frontier markets.

APPENDIX A: UNDERLYING BENCHMARKS AND GMO FX/RATES INVESTMENT UNIVERSE

EMBIG-D GBI-EMGD GMO CEMBIB-D

Sov-1G Sov-HY Quasi-IG Quasi-HY Sov-1G Sov-HY fx/rates Quasi-IG Quasi-HY Corp-1G Corp-HY
CHINA 1093 - 384 | 002 10.19 - fx/rates [B2.068 [ 0.20 3.88 0.82
MEXICO 244 - [l oss 212 9.97 - fx/rates | 005 | 0.3 3.20 1.22
INDONESIA 337 | - is3 - 10.16 - fx/rates [E£]0.74 | 007 1.13 171
BRAZIL - 3071 - I o020 - 10.15 fx/rates - Fin 1.25 2.30
SOUTH AFRICA - is - [ os3 - 9.71 fx/rates - - 0.35 2.25
MALAYSIA [ 059 - FEiso [ o041 9.82 - fx/rates | 0.06 - 1.60 0.09
THAILAND - - - - 9.89 - fx/rates |[I] 0.78 - 1.60 0.83
COLOMBIA - 274 - - - 4,65 fx/rates || 010 B 1laa 0.26 2.03
CHILE I ie6 - T iso - 2.11 - fx/rates || 009 | 0.10 3.03 0.60
TURKEY - e ] - I o1s - 1.06 fx - s 0.07 1.5
UNITED ARAB EMIRATES 255 | o011 Ediso | o014 - - 214 [ o33 1.06 0.66
PERU 250 - I o012 [ o027 2.28 - fx/rates |l 0.39 - 1.38 1.41
SAUDI ARABIA | T - - - - =0z | - 0.64 0.32
POLAND 1 0.87 - - - 6.66 - fx/rates - - - 0.28
QATAR 321 - [l o7 - - - 2.00 - 1.61 0.22
PHILIPPINES N - | o013 - 0.13 - fx - - 1.10 2.56
INDIA - - [l 073 - - - fx/rates [ 115 [ 013 1.38 1.59
EGYPT - 266 - - - 1.58 fx - - 0.57 0.08
HUNGARY 158 - - - 3.17 - fx/rates - - - -
ROMANIA I h.a3 - - - 3.28 - fx/rates - - - -
CZECH REPUBLIC - - - - 458 - fx/rates |  0.06 - - 0.08
HONG KONG - - - - - - fx/rates - - 3.22 1.30
KOREA REPUBLIC OF - - - - - - fx/rates |1 0.58 - 3.40 0.16
PANAMA 262 - I o032 - - - - - 0.33 0.68
SINGAPORE - - - - - - fx/rates [B_1.14 - 2.38 0.32
ISRAEL - - - - - - fx/rates |E] 052 [ 031 0.40 2.54
OMAN - 301l - | o014 - - - [ 029 - 0.32
NIGERIA - o - - - - fx - | 0.6 0.54 0.81
ARGENTINA - 132 - - - - fx - I loss - 1.22
MACAU - - - - - - - - 1.15 2.22
BAHRAIN - 248 - [ o5 - - - - - 0.36
DOMINICAN REPUBLIC - a7 - - - 0.16 fx/rates - | o011 - 0.05
KAZAKHSTAN 102 - I haa - - - x |0 036 - - -
KUWAIT | 068 - - - - - Floes [ o025 0.91 0.14
URUGUAY 234 - - - 0.15 - - - - -
TAIWAN PROVINCE OF CHINA - - - - - - fx - - 2.45 -
GHANA - 3o - - - - fx - - - 0.73
ECUADOR - e - - - - - | o008 - -
ZAMBIA - [l o032 - - - - fx - - - 1.29

For institutional and accredited investors and qualified purchasers only.
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EMBIG-D GBI-EMGD GMO CEMBIB-D
Sov-1G Sov-HY Quasi-IG Quasi-HY Sov-1G Sov-HY fx/rates Quasi-IG Quasi-HY Corp-1G Corp-HY
UKRAINE - Il o093 - | o014 - - fx - - - 0.47
JAMAICA - ] os2 - - - - - - - 0.70
GUATEMALA - Il o077 - - - - - - - 0.69
MOROCCO - [l o069 - - - - fx - ] oss - 0.06
ANGOLA - 122 - - - - - - - -
PARAGUAY - ] osa - - - - - I o014 - 0.20
AZERBAIJAN - 0 o033 - [ o059 - - - I o017 - -
PAKISTAN - 103 - | o005 - - fx - - - -
KENYA - Iloogs - - - - fx - - - -
COSTA RICA - ] 080 - | o0.06 - - fx - - - -
JORDAN - Il o067 - - - - - - 0.09 -
SRI LANKA - [l o072 - - - - fx - - - -
EL SALVADOR - [l os3 - - - - - - - 0.11
TRINIDAD AND TOBAGO - I o030 - I o018 - - - | 005 - -
MONGOLIA - [l o040 - | 0.08 - - - - - 0.06
CROATIA [l o050 - - - - - - - - -
IRAQ - [ o045 - - - - - - - 0.05
UZBEKISTAN - I o030 - | 0.09 - - fx - | o010 - -
SERBIA - | o014 - - - 0.28 fx/rates - - - -
COTE D'IVOIRE - [ o038 - - - - - - - -
GEORGIA - [ 007 - | 0.06 - - fx - - - 0.24
GABON - [l o036 - - - - - - - -
LEBANON - I o028 - - - - - - - -
SENEGAL - [ o028 - - - - - - - -
ARMENIA - I o022 - - - - - | 005 - -
VIETNAM - | o016 - - - - - - - 0.11
BOLIVIA - I o025 - - - - - - - -
HONDURAS - | o017 - - - - - | 0.05 - -
TANZANIA UNITED REPUBLIC OF - - - - - - - - - 0.18
BARBADOS - | o0.08 - - - - - - - 0.10
BURKINA FASO - - - - - - - - - 0.15
TOGO - - - - - - - - - 0.15
MOZAMBIQUE - | o012 - - - - - - - -
NAMIBIA - | o011 - - - - - - - -
ETHIOPIA - | omn - - - - - - - -
TUNISIA - | 010 - - - - - - - -
CAMBODIA - - - - - - - - - 0.09
RWANDA - | o008 - - - - - - - -
MOLDOVA - - - - - - - - - 0.08
MADAGASCAR - - - - - - - - - 0.07
MALDIVES - | 0.07 - - - - - - - -
PAPUA NEW GUINEA - | 0.6 - - - - - - - -
SURINAME - | 0.6 - - - - - - - -
TAJIKISTAN - | 005 - - - - - - - -
LITHUANIA - - - - - - - - - 0.05
VENEZUELA - - - - - - - - - -
Sov-1G Sov-HY Quasi-1G__ Quasi-HY Sov-1G Sov-HY Quasi-IG__ Quasi-HY _ Corp-1G Corp-HY

Totals 356 haas Bhia2 L 53 724 27.6 [iss F sk 39.0 36.7

As of 4/18/2022 | Source: GMO, J.P. Morgan

For institutional and accredited investors and qualified purchasers only.
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CHINA

MEXICO
INDONESIA
BRAZIL

SOUTH AFRICA
MALAYSIA
THAILAND
COLOMBIA
CHILE

TURKEY
UNITED ARAB EMIRATES
PERU

SAUDI ARABIA
POLAND
QATAR
PHILIPPINES
INDIA

EGYPT
HUNGARY
ROMANIA
CZECH REPUBLIC
HONG KONG
KOREA REPUBLIC OF
PANAMA
SINGAPORE
ISRAEL

OMAN

NIGERIA
ARGENTINA
MACAU
BAHRAIN
DOMINICAN REPUBLIC
KAZAKHSTAN
KUWAIT
URUGUAY
TAIWAN PROVINCE OF CHINA
GHANA
ECUADOR
ZAMBIA
UKRAINE
JAMAICA
GUATEMALA
MOROCCO
ANGOLA
PARAGUAY
AZERBAIJAN
PAKISTAN
KENYA

COSTA RICA
JORDAN

SRI LANKA

EL SALVADOR
TRINIDAD AND TOBAGO
MONGOLIA
CROATIA

IRAQ
UZBEKISTAN
SERBIA

COTE D'IVOIRE
GEORGIA
GABON
LEBANON
SENEGAL
ARMENIA
VIETNAM
BOLIVIA
HONDURAS
TANZANIA UNITED REPUBLIC OF
BARBADOS
BURKINA FASO
T0GO
MOZAMBIQUE
NAMIBIA
ETHIOPIA
TUNISIA
CAMBODIA
RWANDA
MOLDOVA
MADAGASCAR
MALDIVES
PAPUA NEW GUINEA
SURINAME
TAJIKISTAN
LITHUANIA
VENEZUELA

TOTAL

| p8
Sovereign only (50/50 EMBIG-D/GBI-EMGD) Equal weight, 1/3 each EMBIG-D, GBI-EMGD, CEMBIB-D

Sov-1G Sov-HY Quasi-IG Quasi-HY Sov-1G Sov-HY Sov-1G Sov-HY Quasi-IG Quasi-HY Sov-1G Sov-HY Quasi-IG Quasi-HY Corp-1G Corp-HY
] 047 - 001 [ 510 | - 1031 - 0.01 e I o007 1.29 0.27
i - [l 028 W10 g9 | - 081 - [l o018 WMo WFFs3a | - | 002 | o001 1.07 0.41
169 | - T o7e - S0 | - L Eval - o5 - EEE | - Flo2s | o002 0.38 0.57

- s3] - I o010 - ElE0E | - 102 - I o007 - EEEE | - 040 0.42 0.77

- L HE] - [l o027 - [ a8 - s - [l o018 - =2 - - 0.12 0.75
[ 029 - oo [ o020 [Frael | - [ 020 - oe0 [ o014 327 | - | 002 - 0.53 0.03

- - - - | | - - - - - 330 | - o6 - 0.53 0.28

- a7 - - - 233 - o1 - - - ass | o003 [Eols 0.09 0.68
I 0.83 - s - ] 1.06 . 055 - o050 - ] 070 - | 003 | o003 1.01 0.20

- ise | - I o009 - [l os3 - vy - | o006 - [l o035 - 0.02 0,65
128 | oos E075 | o007 - - o085 | o004 E 050 | o005 - - o7z 0 on 0.35 0.22
12 - | oo [ 013 [1114 - o83 - | o004 [ o009 [1o076 - I 013 - 0.46 0.47
207 1 - - - - - L I B - - - . - 0.21 0.11
] 043 - - - 333 - 1 029 - - - a2 - - - - 0.09
161l - [l 036 - - - 107] - Il 024 - - - o067 - 0.54 0.07
156l - | o006 - | 007 - 104 - | o004 - | 004 - - - 037 0.85

- - Il 037 - . . - - Il 024 - . - o3 | oos 0.46 0.53

- s - - - [l 079 - o8 - - - [l os3 - - 0.19 0.03
I 0.79 - - - 159 - 053 - - - 106 - - - - -
I b71 - - - 164 - I D.4s - - - 109 - - - - -

- - - - 229 - - - - - als3 - | 002 - - 0.03

- - - - - - - - - - - - - - 1.07 0.43

- - - - - - - - - - - - I 019 - 113 0.05
s - [ o016 - - - 087 - I o1 - - - - - 0.11 0.23

- - - - - - - - - - - - 038 - 0.79 0.11

- - - - - - - - - - - - Il o1z [ o10 0.13 0.85

- s - | o007 - - - 100 - | o005 - - - [ o010 - 0.11

- T 10s - - - - - o - - - - - | 002 0.18 0.27

- I los6 - - - - - Flo4s - - - - - Floz2s - 0.41

- - - - - - - - - - - - - - 0.38 0.74

- ioa - [l o2 - - - o8 - [ o017 - - - - - 0.12

- LT - - - | 008 - o9z - - - | o005 - | o004 - 0.02
o051 - Fon - - - 034 - I bas - - - I o012 - - -
Il 034 - - - - - Il 023 - - - - - Flo22 [ oo08 0.30 0.05
%Y - - - | o007 - 078 - - - | 005 - - - - -

- - - - - - - - - - - - - - 0.82 -

- .69 - - - - - [ lo.as - - - - - - - 0.24

- I os - - - - - I os4 - - . - - | o003 - -

- [ o016 - - - - - I o1 - - - - - - - 0.43

- Il 046 - | o007 - - - o031 - | o005 - - - - - 0.16

- I 041 - - - - - I 027 - - - - - - - 0.23

- Il 039 - - - - - Il 026 - - - - - - - 0.23

- [l 034 - - - - - [l 023 - - - - - Il 019 - 0.02

- o1 - - - - - o4t - - - - - - - -

- I 042 - - - - - I 028 - - - - - I oo0s - 0.07

- [ o017 - [ 030 - - - I omu - [ 020 - - - | o006 - -

- Flos1 - | 002 - - - Flo3s - | 002 - - - - - -

- 1 049 - - - - - o033 - - - - - - - -

- I 040 - | o003 - - - Il 027 - | o002 - - - - - -

- [ 034 - - - - - [ 022 - - - - - - 0.03 -

- Il 036 - - - - - Il 024 - - - - - - - -

- [l 026 - - - - - [l o018 - - - - . - - 0.04

- I o1s - | o009 - - - I o10 - | o006 - - - | 002 - -

- [ o020 - | o004 - - - I o013 - | o003 - - - - - 0.02
[ o025 - - - - - [ o017 - - - - - - - - -

- I 02 - - - . - [ o015 - - - . . - - 0.02

- I o1s - | o004 - - - I o10 - | o003 - - - | o003 - -

- | o007 - - - | o014 - | o005 - - - | 009 - - - -

- I o019 - - - - - I o013 - - - - - - - -

- | o003 - | o003 - - - | 002 - | 002 B - - . R 0.08

- [ o018 - - - - - [ o012 - - - - - - - -

- | o014 - - - - - I o009 - - - - - - - -

- | o014 - - - - - I o009 - - - - - - - -

- | o1 - - - - - I oo07 - - - - - | 002 - -

- | o008 - - - . - | o005 - - - . . - - 0.04

- I o013 - - - - - | oo08 - - - - - - - -

- | 008 - - - - - | o006 - - - - - | 002 - -

- - - - - - - - - - - - - - - 0.06

- | o004 - - - . - | o003 - - - . - - - 0.03

- - - - - - - - - - - - - - - 0.05

- - - - - - - - - - - - - - - 0.05

- | 006 - - - - - | o004 - - - - . B - -

- | o006 - - - - - | o004 - - - - - B - -

- | o005 - - - - - | o004 - - - - - - - -

- | o005 - - - - - | o003 - - - - - - - -

- - - - - - - - - - - - - - - 0.03

- | o004 - - - - - | o003 - - - - - - - -

- - - - - - - - - - - - - - - 0.03

- - - - - - - - - - - - - - - 0.02

- | 003 - - - - - | 002 - - - - - - - -

- | o003 - - - - - | 002 - - - - - - - -

- | o003 - - - - - | 002 - - - - - - - -

- | o003 - - - - - | 002 - - - - - - - -

- - - - - - - - - - - - - - - 0.02
Sov-16 Sov-HY Quasi-IG__ Quasi-HY _ Sov-1G Sov-HY Sov-16 Sov-HY Quasi-IG__ Quasi-HY _ Sov-1G Sov-HY Quasi-IG__ Quasi-HY _ Corp-1G Corp-HY
B%; B71 | bo WES62 | 138 s a7 | 1o [ 241 [ b2 P53 13.0 2.2

As of 4/18/2022 | Source: GMO, J.P. Morgan

For institutional and accredited investors and qualified purchasers only.
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APPENDIX C: BENCHMARK AND ALPHA RETURNS AND CORRELATIONS

GMO Strategy Alphas
Hard EM
Sovereign  Equal HC/LC Currency GBI-EM Credit EM Rates Currencies
Blend Weight1/3 Blend Credit GBI-EM Global Div. EMBIG CEMBI | Alpha Simulated Simulated
50/50 Each 25/25/50 50/50 Global Div. Hedged Div. Broad Div.| (net)* Alpha Alpha**
2004 17% 15% 17% 1% 23% 8% 12% 10% 6.6% 1.5%
2005 8% 8% 7% 8% 6% 7% 10% 6% 4.6% 2.0%
2006 13% 11% 12% 8% 15% 7% 10% 7% 4.6% 1.0%
2007 12% 9% 1% 5% 18% 5% 6% 4% 2.8% 1.3%
2008 9%  M%  10%  -14% -5% 5% | 12% [ 6% | 24.0% | 1.5%
2009 26% 2%  27% | 32% 22% 5% | 30% [ 35% | 17.6% | 0.6%
2010 14% 14% 14% 12% 16% 8% 12% 13% | 125% 0.4%
2011 3% 3% 2% 5% 2% 4% 7% 2% -0.7% 0.8% 0.8%
2012 17% 17% 17% 16% 17% 9% 17% 15% 7.1% 2.5% 0.2%
2013 7% -5% -6% -3% 9% -4% -5% 1% 5.7% 1.0% 1.1%
2014 1% 2% 0% 6% -6% 3% 7% 5% 0.5% 0.8% 0.7%
2015 7% 4% 7% 1% [0 15% 2% 1% 1% | -1.1% 0.3% 1.4%
2016 10% 10% 10% 10% 10% 5% 10% 10% 3.5% 1.6% 1.6%
2017 13% 11% 12% 9% 15% 5% 10% 8% 2.9% 1.1% 0.3%
2018 -5% -4% -4% -3% 6% 1% -4% 2% -1.4% 0.9% 0.4%
2019 14% 14% 14% 14% 13% 9% 15% 13% -0.1% 1.8% 1.3%
2020 4% 5% 4% 6% 3% 6% 5% 7% 1.9% 1.7% -0.2%
2021 -5% -3% -5% 0% 9% -6% -2% 1% 0.6% 1.0% 0.2%
2022 8% -8% 8% 9% 6% 8% -10% 9% 1.3% 1.1% 0.1%
Cum Total Return ~ 167.9% 169.6% 161.8% 180.0% 134.7% 90.7% 197.1% 168.3% 46.7% 15.5% 17.2%
Annualized Return 5.5% 5.6% 5.4% 5.8% 4.8% 3.6% 6.1% 5.6% 2.1% 1.3% 0.9%
Annualized Vol 9.7% 8.7% 9.3% 8.0% 11.9% 4.5% 8.6% 7.6% 4.3% 0.8% 0.8%
Sharpe Ratio (Return/Vol) 0.57 0.64 0.58 0.73 0.40 0.80 0.71 0.73 0.49 1.69 1.11
Cum Excess Return ~ 143.7% 145.4% 137.7% 155.9% 110.5% 66.5% 173.0% 144.1%
Annualized Excess Return 4.4% 4.4% 4.2% 4.6% 3.6% 2.4% 5.0% 4.4%
Hard
Sovereign  Equal HC/LC  Currency GBI-EM GMO Strategy Alphas
Blend Weighti1/3 Blend Credit GBI-EM Global Div. EMBIG CEMBI
Correlations 50/50 Each 25/25/50 50/50 Global Div. Hedged Div. Broad Div.| Credit Rates Currencies
Sovereign Blend 50/50_
Equal Weight 1/3 Each| 0.99  "q100°
HC/LC Blend 25/25/50 1.000 " 0.99 W00
Hard Currency Credit 50/50 0.91 0.96 0.91
GBI-EM Global Div.  0.96 0.92 0.96 077 [ 100 |
GBI-EM Global Div. Hedged  0.80 0.78 08 | 070 079 | 100
EMBIG Div.  0.93 0.96 092 | 098 079 073 ooy
CEMBI Broad Div. 0.85 0.92 0.87 0.98 0.93
Credit  0.46 0.48 0.48 0.47 0.43 0.12 0.43 0.51

Rates  0.32 0.32 0.32 0.32 0.29 0.17 0.33 030 | 009 W00
Currencies.  0.13 0.14 0.13 0.13 012 007 013 013 | o019 [0 100

Data is for January 2004-March 2022 | Source: GMO, J.P. Morgan

*This information is based on a representative account within the strategy selected because it has the fewest restrictions and best represents the
implementation of the Strategy.

** Blend of simulated alpha through 12/31/2018 and actual alpha thereafter.

For institutional and accredited investors and qualified purchasers only.



