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Sovereign debt defaults:
Risk or opportunity?




Owing to challenging market conditions there has been anincrease in
EM sovereign defaults in recent years
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2024 has seen the completion of several landmark debt restructurings

State-Contingent Debt Instruments have become a key tool to smooth over differences between
debtors and creditors
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Historical recovery rates have settled at 30-40s or 60-70s range

Restructured situations in 2024 have seen price recovery levels of more than 50% from the date of default/moratorium

LHS: Annual average recovery rates (%); RHS: Number of EM sovereign defaultsin a year
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Source: Bloomberg. For illustrative purposes only. No assumptions regarding future performance should be made.
Zambia: Pricing date: 11 June 2024 and default date: 14 October 2020
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Defaulted bonds in Zambia have significantly outperformed the
mainstream EM index

Total return over the defaulted period on bonds in Zambia was on average 78% more than on the mainstream EM index

Zambia old bonds price return based on estimated recovery levels from the date of default
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How do we approach
sovereign debt
restructurings at abrdn?




Key steps in assessing sovereign defaults

Having legal and restructuring expertise on the team is an essential part of the toolkit

Example: Ghana

Ghana announced it would stop servicing its external debt in December 2022

Debt servicing on $13bn Eurobonds was halted but the partially guaranteed World Bank bond remained current
Eurobonds had been trading at distressed prices for over a year prior to default

Fundamental analysis complemented by our recovery model with input from our quantitative analyst

Recover modelincluded arange of scenarios on the size of the principal haircut and exit yields in order to assess the risk-return on the
defaulted bonds

We also used the metrics from the IMF LIC DSA to assess the recovery value

We started to build a position on the bonds in the mid-30s in early 2023 as we thought prices had overshot on the downside

Abrdn played alead role in selecting the financial and legal advisors for the Steering Committee formed in late 2022

We held regular meetings with our advisors in 2023, restructuring terms proposed in Oct but Ghana did not respond until January 2024
The delay was unfortunate, but we reached AIP with Ghana in April 2024 although it had one breach on the DSA parameters

Terms were revised to comply with the DSA, and we reached an agreement in June 2024 with new bonds issued in October

Source: abrdn, November 2024

8| abrdn.com



We have a strong track record of avoiding credit events...

We bought Zambia, Ghana and Ecuador at distressed levels as we expected restructurings to

resultin higher recovery values
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—Fund Exposure (%)

Country E]g(c’cl;:;tp?qte Default Date
abrdn FBF
Venezuela - Jan. 2018
Belize Aug. 2012 -
Argentina Jul. 2014 )
Mozambique Jan.2017 -
Ecuador - Apr. 2020
Zambia Nov. 2020 Nov. 2020
Suriname Nov. 2020 )
SriLanka Apr. 2022 -
Ghana Dec. 2022 Dec. 2022
Ethiopia Dec. 2023 Dec. 2023

Source: JP Morgan, abrdn, November 2024



..and often initiate positions in distressed credits post the default

Our positioning in Ghana has been a strong contributor to relative performance following defaultin Dec 22

Public Debt (in % of GDP)
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Where next for frontier
bond markets?




Frontier maturity schedule remains manageable over next few years
A lighter maturity schedule reduces the probability of credit events

Frontier Sovereign Maturities ($bn) Upcoming maturitiesin 2025

30 Year Amount ($bn)

Egypt 3.08

25
Nigeria 112
20 Tunisia 1.05
Angola 0.86
1o Gabon 0.61
CostaRica 0.50

10
Pakistan 0.50
5 Dominican Republic 0.36
I Iraqg 0.34

Armenia 0.31
2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034

Source: IMF, Word Bank, October 2024 Kenyo 0.30
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Whilst debt balances are undergoing their most meaningful decline in

two decades
Coupled with a lighter maturity schedule, this reduces the probability of credit events

Gross debt/GDP ratio (%)
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Source: IMF, October 2024. Forecasts are not a reliable indicator of future results and there can be no guarantee that these will be achieved
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A frontier growth premia continues to exist vs developed markets

Despite the headwinds faced, frontier economies have continued to show resilient growth

Real GDP growth premia vs. United States (%)
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Disclaimers

BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively "Bloomberg"). BARCLAYS® is a trademark and service mark of
Barclays Bank Plc (collectively with its affiliates, "Barclays”), used under license. Bloomberg or Bloomberg's licensors, including Barclays, own all proprietary rights in the
BloombergBarclays Indices.

J.P. Morgan. 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 2023, J.P. Morgan Chase & Co. All rights reserved.
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For professional clients only - Not for public distribution

Past performance does not predict future returns. The value of investments, and the income from them, can go down as well as up and clients may get back less than
the amount invested.

The information contained herein including any expressions of opinion or forecast have been obtained from or is based upon sources believed by us to be reliable but is not guaranteed as to
the accuracy or completeness.

Any data contained herein which is attributed to a third party ("Third Party Data") is the property of (a) third party supplier(s) (the "Owner”) and is licensed for use abrdn*. Third Party Data
may not be copied or distributed. Third Party Data is provided "as is” and is not warranted to be accurate, complete or timely. To the extent permitted by applicable law, none of the Owner,
abrdn* or any other third party (including any third party involved in providing and/or compiling Third Party Data) shall have any liability for Third Party Data or for any use made of Third Party
Data. Neither the Owner nor any other third party sponsors, endorses or promotes the fund or product to which Third Party Data relates.

* abrdn means the relevant member of abrdn group, being abrdn plc together with its subsidiaries, subsidiary undertakings and associated companies (whether direct or indirect) from time
to time.

The information contained in the document is only intended for qualified investors pursuant to Art. 10(3) and (3ter) of the Swiss Federal Law of Collective Investment Schemes ("CISA"). The
information is being given only to those persons who have received this document directly from abrdn Investments Switzerland AG ("AlS") and must not be acted or relied upon by persons
receiving a copy of this document other than directly from AIS. No part of this document may be copied or duplicated in any form or by any means or redistributed without the written
consent of ASIS. The information contained herein including any expressions of opinion or forecast have been obtained from or is based upon sources believed by us to be reliable but is not
guaranteed as to the accuracy or completeness.

Tax treatment depends on the individual circumstances of each investor and may be subject to change in the future. You should obtain specific professional advice before making any
investment decision.

Austria: Issued by abrdn Investment Management Limited which is registered in Scotland (SC123321) at 1 George Street, Edinburgh EH2 2LL and authorised and regulated by the Financial
Conduct Authority in the UK.
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