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EUR-denominated bonds have been a win-win for issuers and investors alike
in recent months, as they have represented a way for the former to diversify
their currency exposure and for the latter to capture a stable source of carry.
Although spreads are significantly tighter than they were a year ago, we
continue to see this asset class enhancing portfolio returns.

1. Growing appetite for EUR issuance

In 2025, lower EUR funding costs and USD volatility pushed debt agencies outside the eurozone to raise
their EUR-denominated supply. This is set to continue this year. Countries such as Romania and Poland are
frequent issuers, while other debt agencies have recently become more active.

2. A heterogeneous market with a wide range of risk-return profiles

Issuers of EUR-denominated bonds differ markedly in terms of economic, fiscal and political characteristics.
With respect to the safest countries, we prefer Chilean bonds. Mexican and Romanian bonds offer a more
aggressive risk-return profile, while Colombian bonds are appealing among speculative-grade issuers.

3. Benefits of adding EM bonds to a fixed-income portfolio

Including these bonds in a fixed-income portfolio can boost its performance and reduce overall volatility
thanks to their lower correlation with more traditional assets. This latter feature is highly desirable given EGBs
have become closely correlated with one other, reducing the benefits they provide in terms of diversification.
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Supply of EUR-denominated dgovies has increased outside the eurozone

While the US dollar remains the predominant currency for emerding market (EM) debt issuance, in 2025 the volume
of EUR-denominated government bonds issued outside the eurozone was EUR 60bn, almost double the amount
issued in 2024. The ascent of EUR-denominated issuance, which represented 20-25% of hard-currency government
bond supply in 2025, has been driven by several factors. Among the considerations that have pushed issuers to
increase the supply of EUR-denominated bonds are a desire for diversification, less dependence on the US, especially
due to the Trump administration’s agenda, and the need to better match EUR liabilities. Opportunistic factors, such
as increasing USD volatility and lower EUR funding costs, together with a genuinely positive reaction from investors,
have also encouraged debt agencies to issue EUR-denominated bonds.

This positive trend seems to be continuing in 2026, with the supply of EUR-denominated govies already having
reached EUR 20bn this year.

CHART 1: EUR- AND USD-DENOMINATED GOVERNMENT BOND SUPPLY FROM EM COUNTRIES
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From an investor perspective, EUR-denominated govies represent an easy way to gain exposure to a foreign country
without bearing any currency risk. Yields of these bonds are affected by what happens on EGB/swap curves and by
idiosyncratic factors associated with the issuer — namely, macroeconomic, political and fiscal developments.
Emerging market government bonds came under pressure roughly a year ago following the Liberation Day tariff
announcement but have since recovered. Given the increased attention on these bonds, especially with respect to
the attractive carry they offer, it is worth exploring this niche market.

A heterogeneous universe

The universe of EUR-denominated EM bonds is extremely heterogeneous, with the only common factor being their
lower liquidity (in terms of market/security size and trade volumes) compared to EGBs. Indeed, these issuers differ in
terms of geographic and/or political proximity to the eurozone, economic development and level of indebtedness,
among other things.

Unsurprisingly, EUR-denominated govies are particularly popular among CEE countries that have not adopted the
euro, such as Romania and Poland, which are two of the bigdest markets. Latin American countries such as Mexico
also have an active programme of EUR-denominated bond issuance. Asian debt agencies are less active, as are African
countries. The latter tend to opt for the US dollar as the USD-denominated HY market is more active.
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CHARTS 2A AND 2B: EUR-DENOMINATED GOVIES BY CONTINENT AND COUNTRY (EUR BN)
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Source: Bloomberg, The Investment Institute by UniCredit
Note: Some Argentinian bonds have defaulted.

Issuers of EUR-denominated bonds are associated with various levels of risk and credit ratings, ranging from
investment grade countries such as Hong Kong to developing markets like Senedal. Given the different risk-return
profiles, we have grouped issuers into three clusters, based on their average ratings. A fourth group also exists, which
includes the riskiest countries, such as Argentina, Cameroon, Egypt, Senedal and Ukraine, all of which have distressed
political, macroeconomic or fiscal conditions that are reflected in credit ratings below B.

CHART 3: AVERAGE RATING AND ASW SPREAD OF 5Y EUR-DENOMINATED GOVIES
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Notes: Grey dots indicate EGBs, red dots government bonds issued outside the eurozone. Averagde rating is computed using credit ratings and
outlooks from S&P, Moody’s and Fitch. AL: Albania; HU: Hundary; MK: North Macedonia; ME: Montenedro; PL: Poland; RO: Romania; RS: Serbia;
TR: Turkey; CN: China; HK: Hong Kong; ID: Indonesia; IL: Israel; KZ: Kazakhstan; KR: South Korea; SA: Saudi Arabia; PH: Philippines; AE: United
Arab Emirates; UZ: Uzbekistan; CL: Chile; CO: Colombia; CR: Costa Rica; MX: Mexico; PE: Peru; BJ: Benin; EG: Egypt; Cl: lvory Coast; MA: Morocco.

We prefer Chile among the safest issuers

Group 1 includes Chile, China, Hong Kong, Israel, Poland, Saudi Arabia and South Korea, all of which have a rating of
A- or above. These economies are resilient and their fiscal indicators are solid. This is reflected in the valuation of
their EUR-denominated bonds, which trade not far from EGBs. Chile, China and Poland are the biggest markets in this
category. Chinese bonds are quite expensive as they are close to swaps or Bunds.
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This arises from the strong creditworthiness of the issuer, low domestic yields (the PBoC is dovish due to ongoing
deflation) and a willingness of investors to diversify their portfolios. Investor appetite for EUR-denominated Chinese
paper was visible in November, when books for a dual-tranche deal worth EUR 4bn exceeded EUR 100bn. The Polish
curve is more populated than that of China and also offers opportunities at longer tenors. Polish paper has performed
well in the past few months (the 10Y spread to swap has tightened by 30bp to 60bp since October) although the
country faces political uncertainty due to the cohabitation of a pro-EU government and an opposition-aligned
president. This has led to a worsening fiscal buddet and an increase in the debt/GDP ratio. While the environment
will remain uncertain until parliamentary elections are held in 2027, macroeconomic fundamentals remain strong,
which keeps appetite for Polish assets high. A positive factor for Polish govies is that the government is expected to
lower hard currency debt issuance this year, in light of the increase in EU fund inflows. Most Chilean bonds issued in
EUR are green, social or sustainability linked, making them appropriate for ESG portfolios. Moreover, almost all of
them are callable. Chilean bonds have also tightened relative to Bunds and swaps but remain more appealing. At the
10V area of the curve, the pickup to swaps is almost 100bp. Chile plays a key role on the global chessboard due to
its mineral reserves and its trade ties with both the US and China. The country has recently faced a political transition
as last year’s election saw conservative leader José Antonio Kast elected president. The incumbent government,
which includes more technocrats than politicians, aims to strengthen public security, reduce public spending, lower
corporate tax and foster the mining sector. The reaction of Chilean assets to the electoral outcome was positive,
indicating that markets expect the new government to implement a modernisation and reform agenda. Hence, at
current levels, Chilean EUR-denominated government bonds offer the best risk-return profile within Group 1.

CHART 4: CHINESE GOVIES OFFER NO PICKUP TO THE SWAP CURVE (YTM)
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Romanian paper remains appealing despite its recent outperformance

Group 2 includes EUR-denominated securities issued by the governments of Hundary, Indonesia, Kazakhstan, Mexico,
Morocco, Peru, the Philippines, Romania, Serbia and the Emirate of Sharjah (UAE). Romanian, Hundarian and Mexican
govies are the biggest markets within Group 2. As depicted in Chart 5, ASW spreads are the lowest they have been in
the past two years. This is especially the case for Romanian and Serbian dovies. The former came under pressure in
the first half of 2025, due to the political uncertainty caused by the presidential election and the resignation of Prime
Minister Marcel Ciolacu and worsening fiscal measures. This represents a significant concern for investors as
Romania's country rating is close to the investment-grade threshold (Chart 3). The election of Nicusor Dan as
president, the appointment of a new pro-European government and, more importantly, the announcement of fiscal
consolidation measures prevented rating agencies from downgdrading the country’s credit rating below the
investment threshold and manaded to reassure markets. Romanian paper has performed very well, with the 5Y ASW
dropping by 100bp to 165bp since July. At this level, the pickup remains appealing, although a further significant
tightening would require material improvements on the fiscal front.
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In line with Poland, the supply of EUR-denominated bonds is likely to decline in Romania this year, due to more
abundant EU fund inflows. Hungarian paper, which has also tightened recently, will likely be exposed to political
developments given the upcoming general election (12 April). Mexican dovies are close to their tightest level in the
past two years. This move has been driven by improving macroeconomic fundamentals and a stable political picture.
They still offer an attractive pickup given the elevated rating (average is BBB). This partly reflects their callability. In
this group, we prefer Mexican paper from a long-term perspective and Romanian bonds from more of a buy-and-hold angle.

CHART 5: CURRENT ASW SPREADS AND THEIR RANGE OVER THE PAST TWO YEARS (BP)
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Note: “Indon” stands for international bonds issued by Indonesia, “Philip” for international bonds issued by the Philippines and “Rephun” for
international bonds offered by Jundary.

Group 3: Colombian bonds in the spotlight

Group 3 includes emerging countries that occasionally issue EUR-denominated bonds, most of which are either
callable or sinkable. The Turkish and Colombian markets are the largest. Despite the economic uncertainty and the
weak fundamentals of these countries, bonds of Group 3 have also performed well in the past few months. Colombia
resumed EUR bond issuance at the end of 2025. Unlike other bonds in this group, Colombian bonds are little changed
compared to a few months ago and continue to offer appealing vyields (6% at the 10Y tenor). This weakness in
Colombian bonds comes from a sustained budget deficit, which is partly due to high interest expenses. The fact that
inflation remains elevated and the central bank is not able to lower interest rates is not helping in this respect.
Another point of attention for Colombian bonds is the March election, which could see a change of government.
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CHART 6: COLOMBIAN GOVIES TRADING ABOVE 6%

9.00

8.50

8.00

7.50 Colom Feb36
/.00 Benin Jan35
6.50 ’\M\/

6.00 \"\“,‘__ ====|yycst Jan32
5.50 \ ! Sy Turkey Aug31
>0 K'-M“"""'\._\ o Monten Apr32
4.50 AL

4.00 hat Albani Feb35

Jan-25 Mar-25 May-25 Jul-25 Sep-25 Nov-25 Jan-26

Source: Bloomberg, The Investment Institute by UniCredit
Note: “Ilvycst” stands for international bonds issued by Ivory Coast.

EUR-denominated govies display little correlation with Bunds

In line with other less-liquid fixed-income assets, EUR-denominated bonds issued by emerding-country debt
agencies, especially those issued by countries in Group 1, are not particularly volatile. Trade volumes and turnover
tend to be very contained, which makes their price less sensitive to data and events. This certainly does not mean
that they are risk-free; conversely, they are more exposed to credit events or swift moves related to political events.
However, under normal circumstances and in the absence of extreme events, when the liquidation of such
investments becomes more challenging, most of these bonds offer a better risk-return profile than EGBs. For
reference, the 10Y Chilean bond offers a yield of 3.6% with an annualised 12-month volatility of 35bp, while the 10Y
French benchmark stands at 3.3%, with a volatility of 60bp.

CHART 7: YTM AND VOLATILITY — 10Y EM BONDS VS. EGBS
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Source: Bloomberg, The Investment Institute by UniCredit
Note: For both EGBs and EM bonds, 10Y yields are computed as interpolated yields. Most bonds are bullet, but for some issuers, especially in
Latin America, only callable bonds are available. Annualised volatility is calculated from daily yield changes over the last twelve months.
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Another appealing feature of these bonds is that they are little correlated with Bunds. Considering that EGBs have
become very closely correlated with each other (12-month correlations are at least 90%), coming across EUR-
denominated securities that demonstrate little correlation with Bunds is positive and allows for effective portfolio
diversification. In the case of bonds issued by Ivory Coast, the corelation has even been nil recently.

After considering volatility and correlation, our preference for Chilean, Polish (Group 1) and Mexican (Group 2) bonds
is confirmed, although in terms of diversification, Polish securities are less appealing. Romanian bonds offer an
attractive return, but this comes with more elevated volatility.

How EM bonds can strengthen fixed-income portfolios

Adding EM bonds to a fixed-income portfolio 1. boosts its potential return as these securities offer a better carry and
2. reduces volatility as EM bonds are little correlated with govies issued by developed countries. To demonstrate this,
we compare a portfolio entirely invested in the Bloomberg all-maturity EGB index and a portfolio made up of 75%
EGBs and 25% of Bloomberg EM Pan Euro agdredate total return index. The outcome is quite impressive, since the
diversified portfolio had a more contained volatility and/or a higher annual return in all years from 2019 to 2025.

CHART 8: BENEFITS FROM ADDING EM BONDS IN A FIXED-INCOME PORTFOLIO
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Source: Bloomberg, The Investment Institute by UniCredit
Note: Volatility is computed with daily returns that are then annualised.

The convincing performance of EM bonds in both local and hard currency, especially since trade tensions cooled
worldwide in the second half of last year, has been underpinned by positive flows into ETFs. The chart below shows
the cumulative six-month monthly flows of the fifteen biggest ETFs investing in emerging market sovereign and
corporate bonds.
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CHART 9: CUMULATIVE SIX-MONTH MONTHLY FLOWS OF THE 15 BIGGEST ETFS INVESTING IN EM BONDS (USD BN)
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Source: Bloomberg, The Investment Institute by UniCredit
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Ledal Notices

Glossary
Terms used in the report are available on our website: Our glossary.

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with ledal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at:_Conflicts of interest.
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and
truthfulness of which the UniCredit Group makes no guarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

4. |Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

5. Ifthe investment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changdes in exchangde rates and have an undesirable effect on the profitability of the investment.

6. Investments that offer high returns can undergo significant price fluctuations following any downgrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

7. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

8. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

9. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to changde in the future.

10. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

11. Diversification does not guarantee a profit or protect against a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this

document, including, but not limited to, damades due to losses, lost earnings or unrealised savings. The contents of the publication —

including data, news, information, imagdes, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless

otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not

allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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