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In brief
= There is no strong conviction to be long duration, rightly so
= The stars are aligned again for EM local debt

= Analyzing fixed income volatility

Staying close to home. In their recent fixed income strategy meeting, the MFS investment team underscored
the need for caution regarding US duration, reflecting ongoing uncertainty and rate volatility. With recession
risks declining and the Fed sitting on the sidelines, there are no strong drivers for rates to move substantially
lower. In addition, the recent US sovereign rating downgrade will likely reinforce the upside risks to US

rates and warrant a higher risk premium. With that in mind, the case for long US duration is not particularly
compelling. Away from the US, long duration in the eurozone still makes sense from a strategic perspective.

In the near term, however, our head of DM sovereign research, Peter Goves, suggests that some tactical
prudence is needed given the recent downward move in Bund yields. Looking ahead, duration is unlikely to
be a major driver of fixed income total returns. That role belongs to carry, which remains attractive, as well as
potential alpha.

Going global by going local. There are times when it is appropriate to be prudent towards EM local currency
debt. Thisis not one of them. The stars appear aligned for this exciting asset class, compliments of the new
dollar cycle. EM local debt has returned almost 8.7% year to date, well above any other asset class in global
fixed income, helped by the weakening USD.' Global drivers have turned supportive of EM local debt. To start,
we have been reminded over the past few months of the merit of global diversification. By construct, EM local
debt offers substantial country diversification. Indeed, the main point of reference, the |P Morgan GBI EM
Diversified Index, includes 19 countries covering Asia, EMEA and Latam. More importantly, while the global
macro environment remains critical for the asset class, local macro drivers, especially central bank policy and
domestic inflation, tend to also have a major influence on local market performance. Meanwhile, the IMF
forecasts that a global recession is unlikely, which is a positive development for global EM. In addition, China
remains fully committed to pursuing a growth-supporting policy strategy, as exemplified by recent monetary
policy action. The stabilization of China’s growth outlook should also be viewed as a positive. Finally, EM
inflation has now corrected to just 3.3%, which has helped boost the attractiveness of EM local yields on a real
—i.e., inflation-adjusted — basis.” The index yield currently stands at 6.2% for an implied real yield of just short
of 3%.> By comparison, the US investor will collect a real yield below 2% in US Treasuries while the Bund’s real
yield is virtually zero at this juncture.* One of the major critiques we often hear about EM local debt is thatitis a
volatile asset class. It is by fixed income standards, due to the FX risk component. But with a volatility of about
10%, it remains well below that of equities. Overall, exposure to EM local debt makes sense these days for the
fixed income investor whose profile can accommodate some EM currency risk.
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A close look at fixed income volatility. Elevated macro volatility has been a major theme since the beginning
of the year, so it is worth looking at what that means for fixed income. In the |G space, the main source of return
volatility has been rate return volatility. Year to date, the annualized volatility of US |G rate return has been 5.7%,
which is considerably more than the excess return volatility of 2.2% coming from credit exposure.® This is also
true for EUR IG. The rate return volatility at 3.1% is virtually twice as high as the excess return volatility. Generally
speaking, the longer the duration, the higher the rate volatility has been. Not really a surprise. In particular, the
rate volatility for US taxable muni bonds, a long duration asset class, has reached 7.7% year to date. In HY, itis
understandably the opposite. Excess return volatility is still higher than rate volatility. In particular, US HY excess
return volatility now stands at 4.8% annualized versus 2.7% for the rate return component. The same story is
true in EUR HY with the two volatilities being at 3.2% and 1.9% respectively. Of note, excess return volatility has
remained contained, despite global market turbulence. Now looking at the US versus Europe, it is also worth
pointing out that volatility in Europe has been considerably lower than across the pond. For instance, total
return volatility of EUR IG has been only 2.5% versus 4.6% for US |G. Looking ahead, while the market backdrop
may change quickly, for now de-risking in fixed income predominantly means reducing exposure to asset
classes with higher rate volatility. In other words, the preferable volatility management combination has been
exposure to asset classes with lower rate volatility and higher excess return volatility. 4

Endnotes
' Sources: Bloomberg, JP Morgan. EM local debt = GBI-EM Global Div index. Returns are gross and in USD. Data as of 16 May 2025.
?Source: EM inflation calculated using the GBI-EM div country weights. Monthly data as of March 2025.
*Source: Bloomberg, JP Morgan. GBI-EM global div yields. Data as of 16 May 2025.
*Sources: Bloomberg. Real yield for the US estimated as the UST 5y yield minus latest headline CPI. Data as of 16 May 2025.

> Sources: Bloomberg. In this section, the volatility is annualized, calculated based on monthly data from 31 Dec 2024 to 16 May 2025. US IG =
Bloomberg US IG Corporate index. EUR G = Bloomberg pan-European IG corp index. US HY = Bloomberg US HY index. EUR HY = Bloomberg pan-
European HY index. US taxable munis = Bloomberg Bloomberg Taxable Muni US AGG Eligible. Rate return is estimated as the difference between
Total return and Excess Return. Returns are gross and in USD (or EUR for Eur indices).
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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.

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.
No forecasts can be guaranteed.

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.a r.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 rl. 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. For readers in Saudi Arabia, Kuwait, Oman, and UAE (excluding the DIFC and ADGM). In Qatar strictly for sophisticated investors and high net worth
individuals only. In Bahrain, for sophisticated institutions only: The information contained in this document is intended strictly for professional investors. The information contained

in this document, does not constitute and should not be construed as an offer of, invitation or proposal to make an offer for, recommendation to apply for or an opinion or guidance on a
financial product, service and/or strategy. Whilst great care has been taken to ensure that the information contained in this document is accurate, no responsibility can be accepted for any
errors, mistakes or omissions or for any action taken in reliance thereon. You may only reproduce, circulate and use this document (or any part of it) with the consent of MFS international
UK. Ltd (“MIL UK”). The information contained in this document is for information purposes only. It is not intended for and should not be distributed to, or relied upon by, members of the
public. The information contained in this document, may contain statements that are not purely historical in nature but are “forward-looking statements”. These include, amongst other
things, projections, forecasts or estimates of income. These forward-looking statements are based upon certain assumptions, some of which are described in other relevant documents

or materials. If you do not understand the contents of this document, you should consult an authorised financial adviser. Please note that any materials sent by the issuer (MIL UK) have
been sent electronically from offshore. 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.
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