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Another DM Cirisis, With EM The Safe Haven?

By Eric Fine, Portfolio Manager

VanEck Emerging Markets Bond Fund
USD R1 Inc: IEOOBYXQSJ74
USD I1 Inc: IEOOBYXQSF37
USD 12 Inc: IEOOBYXQSGA44

EUR Hedged I1 Inc: IEOOBYXQSD13
EUR Hedged 12 Inc: IEOOBYX22V58

Fund Review

The VanEck Emerging Markets Bond UCITS (Class USD I1)
returned 1.9% in June compared to a return of 2.07% for the
50/50 JPMorgan Government Bond Index-Emerging Markets
Global Diversified (GBI-EM) local currency and the JPMorgan
Emerging Markets Bond Index (EMBI) hard-currency index.

Average Annual Total Returns (%) as of 30 July 2024
TMo 3Mo 1Yr 3Yrt Life!

USD R1 Inc (Inception 12/06/14) 1.86 4.00 502 0.37 0.52
USD I1 Inc (Inception 20/08/13) 190 4.13 554 090 247
USD 12 Inc (Inception 20/08/13) 1.91 415 565 100 2.59

EUR Hedged I1 Inc (Inception 06/10/15)  1.70  3.64 3.61 -1.23 1.77
EUR Hedged 12 Inc (Inception 22/08/17) 1.72 3.62 3.7 -1.09 0.51

50% GBIEM/50% EMBI - USD! 2.07 3.58 4.58 222 187

Past performance is no guarantee for future performance. Investing is subject
to risk, including the possible loss of principal. The performance is based on
complete 12-month periods. The return may increase or decrease as a result
of currency fluctuations. You cannot directly invest in an index.

Periods greater than one year are annualized.

ILife performance for the 50% GBI-EM/50% EMBI - USD benchmark is
presented in U.S. Dollars (USD) as of Class I1 inception date of 20/8/2013

Another developed market, Japan, has spurred global market

jitters, reinforcing our mantra that DM is the new EM.

The decades-old story of emerging market (EM) bonds
outperforming developed markets (DM) continues. During July,
the fund increased local currency exposure in Mexico, covering
a big underweight in Mexico local after it sold off. The fund was
also underweight Brazil local, which also got sold off in July,
and the fund is looking to establish a tactical long position there
as well, likely during August. We continue to like duration as
well as selected EMFX, now including the high beta currencies
following their weakness (Mexico, Brazil). Carry is 7.5%, yield
to worst (YTW) is 8.8%, duration is 7.0, and local makes up

around 55% of exposure.

The “Net Asset Value” (NAV) of a Fund is determined at the
close of each business day, and represents the dollar value of
one share of the fund; it is calculated by taking the total assets
of the fund, subtracting total liabilities, and dividing by the total
number of shares outstanding. The NAV is not necessarily the
same as the ETF's intraday trading value. Investors should not

expect to buy or sell shares at NAV.

Yet again, a DM (this time, Japan) is blowing up global
markets. An overindebted DM that led the world in money
experimentation ended up with...hiking rates info an economic
downturn! This follows market-unsettling elections in France, riots
in the UK under a new PM, and extreme political uncertainty in
the U.S. And of course, geopolitics. Our mantra remains that
DM is the new EM. More on Japan below. We update our
stylized “history of the world” chart below. What is noteworthy
is the number of accumulating DM crises, consistent with our

longstanding “fiscal dominance” thesis for some DMs.

Exhibit 1 - Dissaving DM Vulnerable to Crises, High-Saving
EM Not Vulnerable
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Source: Bloomberg, LP as of December 2023

This uncertain environment is a recipe for an ongoing U.S.
rates rally. As we've been noting, the U.S." surprising demand
strength up until now has been supported by asset prices,
which are now faltering. We can’t see how consumption and

investment decisions by individuals and corporations won't be
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dampened profoundly, due to the uncertainties we note above.
Oh, and remember how the market just positioned as if U.S.
politics were supposed to get U.S. rates higher? We remain
attracted to duration as we highlighted in our last several
monthly commentaries. Initially, the argument was that the
market had dramatically reduced its implied cuts from 6 to 2,
and we thought that was a “clearing” moment, plus some other
reasons. What about now?2 We have a pretty simple view.
First, the clearest implication of the Japanese yen (JPY) kerfuffle
is that pressure on the Fed to cut has increased (more on this
argument when we discuss Japan later). Second, the 5-year
yield is now below the 10-year’s yield! Rolldown could become
a big theme next year, as longer-dated bonds get anchored
by this fact, maybe eventually anchored by 2s, who knows.
It's a more serious version, institutional version of the “those
T-bill rates won't exist to get you through the next few years”
argument. Third, we think the market is digesting “Trump trades”
too fully, with a unanimous assumption of higher long-term rates
and detailed, confident analyses of uncertain election outcomes
and vague policy prescriptions. Maybe, but maybe it's way too
early and policy way too uncertain as well as contradictory
to be betting on politics right now. We continue to choose to
focus on the data and markets’ reactions to the July 12 U.S.
CPI report re-affirms this focus, we think. That report opened
the door to the subsequent rally in duration and even the now-
famous “rotation” into small caps! Our view is that that theme
of data-driven support for stable or lower rates is intact until
we see or that it isn't or gets priced. Also remember that the
surprising attenuation of demand in the U.S. appears to have
been driven by the portfolio balance channel (the so-called
“wealth effect”), injecting a potentially self-reinforcing dynamic
to selloffs in stocks. Our only new concern is that the above
could be written, and thus our view liking duration might not
be as unusual as it was last quarter. However, we think the
“Trump trade” distractions interrupted a still-ongoing data-

driven process, basically.

Before we move away from rates, we should highlight a key
question surrounding declining rates — will they be driven by
a soft landing or something harder? We don’t know. We do
have a strong view that the profound political and geopolitical
uncertainty confronting many developed markets has to have
an adverse impact on individual and corporate consumption
and investment behavior. It simply must. There is no way that
the German Finance Ministry is adjusting its budget to new
political rallies (cutting defense allocations to Ukraine by half)

and the global auto industry is absorbing the impact of possible
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changes to the green agenda on EV plans, and that's all there
will be. After decades in EM observing the implications of
collapsed trust in institutions as well as political uncertainty, we
feel strongly that this is “a thing”, as the kids say, and it's DM’s
turn. Acknowledging it is not celebrating it, by the way. We
say that because we also observe an unnerving projection of

politics onto asset-price predictions.

EM real rates are very high, going into a U.S. rate-cutting cycle.
We won't elaborate on this because it's been the theme of so
many of our pieces. But it remains glaring, and virtually every
EM central bank in the world is awaiting the starting gun from
the Fed (as are investors). So instead, we'll focus on our worries
here. Other than obvious U.S. growth metrics (to show whether
rates are going down, but growth is or isn't suffering along the
way), we are sensitive to ROW growth given that we are an
emerging markets fund — EM growth out- or under-performance
will be a key determinant of asset prices, especially in local
currency. Anyway, our point is that that is the more formal
way in which we'll look at risks to “growth”, but U.S. data will
obviously be viewed as an underlying driver. (The key counter
to all of this self-doubt and worry about relative growth rates
and our risk positions is China, in particular its cheap and
strong currency which is the primary transmission mechanism
between China and the EMs, which we discuss later.) These are
worries over our core view that too many EMs have maintained
real rates that are too high, for too long, and that the Fed cutting

opens the doors to rallies in EM local currency bond markets.

Exhibit 2 - EM Real Rates Were Kept Too High, Now the
Fed is Opening Door to Cuts

Real Policy Rate (%)

Malaysia
Thailand
Colombia

i
s
s
]
3
<

As of August 2024

South Korea
Philippines
Czech Rep
South Africa

Source: VanEck Research, Bloomberg LP

Does Japan have a plan, other than kicking the can? Yes - hike
interest rates into a declining economy and evermore-indebted
government! Japan mattered this quarter. And not just because
it remains a shining model for the badstate of over-indebted
DM governments that co-opted their central banks, which

are now paying the price. The one thingthat always struck us
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about Japanese central bankers is that despite all the money
experimentation, they do rememberthe textbooks and seem
(or claim) to worry about “trust in bank notes” (a quote from
one of my meetings years ago). So, they are hiking rates to
compensate for the feared nominal interest-rate differential
with the U.S. Too bad about thedeclining economy and over-
indebted government! This is not sustainable and should be
noted as other DMs will face the same eventual hard trade-
offs (with the U.S. by far the least-dirty shirt of the DM bunch,
despite its dirtying efforts with the extremely stimulative fiscal
policy during low unemployment, underlining the risks of dollar
rallies to which we are alert). For what it's worth, risks right this
moment still seem to be to the downside in USD/JPY, the points
above are to paint a picture of the basic context which is not

good.

Here’s the deal - get real. Our view is that the nominal rate-
differential is too narrow a lens, and that the fiscal and central
bank balance sheet adjustments are the bigger driver, long
term. After all, if you want to find an unattractive interest-rate
differential with the U.S. which did not result in currency and
bond weakness, just look at Chinal So, what's our bottom
line on this2 Japan remains a good example of what's coming
for many DMs. But, the concrete impact on EMs was largely
temporary — JPY weakness encouraged carry trades in EMs,
which get and got wash-outs when JPY rallies. The end. The
bigger story of a challenged Japan hasn't gone away - did we
tell you they're hiking info economic weakness and a heavily-
indebted government? It really says it all. But the short-term hit
to carry trades has likely disappeared for now. And China has
been the key to insulating EMs, which we discuss next. We can
pan Japan's plan, as it's in a jam, but try as we might, there’s
no impact from it's plight. For now. Even Korea (whose export
mix overlaps with Japan's) has performed strongly, in no small

part to...China.

China and CNY matter more than Japan and JPY, and thank
goodness because CNY was a flight-to-safety currency during
the yen carry trade wash-out. CNY stability anchors all Asian
EMFX (witness the Malaysian ringgit's 5% rally during the JPY
kerfuffle), if not more. But, China isn't rescuing global demand as
it did following previous DM crises such as the global financial
crisis (GFC) and the Covid lockdowns; like most EMs, ginning up
markets or even GDP isn't the first reaction function that it often
appears to be in DMs. CNY and Chinese government bonds
(CGBs) were remarkably strong throughout all the risk events this
year, despite an incredibly tight rate differential with the U.S.

Vaniek’

We have to emphasize a key observation — a simple nominal
rate comparison isn't that usefull The real rate differential with
the U.S. looks a lot different, in China’s favor. Our point is so
simple and so unstated, we'll state it — persistently low inflation
in China relative to its trading partners has meant that its real
effective exchange rate has cheapened incredibly. We show
the REER calculation using manufacturing inflation below. CNY
is stable as well as cheap (so, literally, “risk/return”), in a sea
of turmoil including “neighboring” Japan. This has insulated
especially Asian local markets dramatically, a phenomenon
we've now observed with you for over three years. A major
portion of the EM debt market (EM Asia) continues to be a flight-
to-safety “graduate”. That's our story until there’s evidence it's

changing.

Exhibit 3 — China’s Low Inflation Has Led to Cheaper Real
Effective Exchange Rates (REER) vs. USD
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Source: BofA Global Research, Bloomberg, Japan Research Institute

Exposure Types and Significant Changes

The changes to our top positions are summarized below. Our
largest positions in July were South Africa, Brazil, Thailand,

Indonesia, and Mexico:

® We increased our local currency exposure in Brazil.
Brazilian bonds sold off a lot after a series of unorthodox
comments by President Lula about the fiscal policy stance
and the central bank’s independence, but there are signs
that the central bank’s new governor will be a credible
official rather than a political appointee. The market might
also be pricing in too many rate hikes in Brazil despite a
fairly benign inflation outlook. In terms of our investment
process, this improved the policy and technical test scores

for the country.

® We also increased our hard currency sovereign exposure
in Chile. The country should be expected to benefit from
the additional stimulus signals in China after the 3rd

Plenum and July’s Politburo meeting, which hinted at using
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“new policy instruments” to prop up growth — in addition  Maijor Risks of Investing in the VanEck Emerging Markets

to the recent changes in the monetary policy framework ~ Bond Fund

(using the 7-day reverse repo rate as the key policy rate)
and surprising rate cuts. In terms of our investment process,

this translates into the improved technical test score.

Finally, we increased our local currency exposure in
Colombia, where bonds got sold off on the back of
another fiscal scare (and some unfortunate headlines by
President Petro). However, there was no negative follow-
through, and the 2025 budget still aims to respect the fiscal
rule, which improved the policy test score for the country.
We are mindful of risks though, including a lack of details
about deficit financing, which might keep the market's

attention firmly on the spending side.

We reduced our local currency exposure in Poland and
Hungary. Geopolitical risks in the region can increase
in the run up to the presidential elections in the U.S., as
the market might price in alternative scenarios regarding
President Trump 2.0 and the situation in Ukraine. In
Hungary, there are additional complications associated
with the country’s EU presidency. These factors worsened

the policy test scores for both countries.

We also reduced our hard currency sovereign exposure
in the United Arab Emirates and Kuwait. These were
lower-yielding funders for other opportunities. In addition,
growth concerns in China and the U.S. might weigh on
commodity prices, including oil, worsening technical test

scores for both countries.

Finally, we reduced our local currency exposure in Taiwan,
hard currency sovereign exposure in El Salvador, and
hard currency corporate and quasi-sovereign exposure
in China. In China, authorities are aware of growth
problems but sticking to the “drip” stimulus for now. There
are indicators that the central government might allow
using its balance sheet to address real estate turmoil, but
until that happens, China’s policy test score will not be
improving. The Taiwanese dollar is highly correlated with
the Chinese renminbi, which might be affected by growth
and geopolitical concerns. As regards El Salvador, we

chose to take profits on our position, seeing limited upside.

e Emerging Market Risk: In emerging markets, the legal,
judicial and regulatory infrastructure is still developing
and there is much legal uncertainty both for local market
participants and their counterparties. Investments in these
countries may involve specific political, economic and
financial risks that have a significant impact on valuations
and liquidity of those investments. They are also exposed
to additional risks that are difficult to calculate and would
not arise with investments made in OECD countries or

other emerging markets.

e Currency Risk: Some of the Fund'’s assets can be invested
in currencies, other than the Fund’s currency. The
performance of the Sub-Fund can be subject to elevated
volatility on the downside as well as on the upside due to
currency fluctuations. Northbound investments by the Fund
in the Bond Connect Securities will be traded and settled in
Renminbi / RMB, the official currency of China. The RMB is

currently not a freely convertible currency.

e Credit Risk: The Fund will invest in bonds that are subject
to varying degrees of risk that the issuers of the securities
will have their credit ratings downgraded or will default,

potentially reducing the value of the securities.

For the other risk factors and information, please refer to the KID

and the Prospectus, available at www.vaneck.com
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IMPORTANT INFORMATION

This is a marketing communication. Please refer to the prospectus of the UCITS and to the KID before making any final investment decisions.
This is a marketing communication. Please refer to the prospectus of the UCITS and to the KID before making any final investment decisions.

This information originates from VanEck (Europe) GmbH, which has been appointed as distributor of VanEck products in Europe by the Management Company VanEck Asset
Management B.V., incorporated under Dutch law and registered with the Dutch Authority for the Financial Markets (AFM). VanEck (Europe) GmbH with registered address at
Kreuznacher Str. 30, 60486 Frankfurt, Germany, is a financial services provider regulated by the Federal Financial Supervisory Authority in Germany (BaFin).

For investors in Switzerland: VanEck Switzerland AG, with registered office in Genferstrasse 21, 8002 Zurich, Switzerland, has been appointed as distributor of VanEck’s
products in Switzerland by the Management Company. A copy of the latest prospectus, the Articles, the Key Information Document, the annual report and semi-annual report
can be found on our website www.vaneck.com or can be obtained free of charge from the representative in Switzerland: First Independent Fund Services Ltd, Feldeggstrasse

12, 8008 Zurich, Switzerland. Swiss paying agent: Helvetische Bank AG, Seefeldstrasse 215, CH-8008 Zirich.

For investors in the UK: This is a marketing communication for professional investors only. Retail clients should not rely on any of the information provided and should seek
assistance from an IFA for all investment guidance and advice. VanEck Securities UK Limited (FRN: 1002854) is an Appointed Representative of Sturgeon Ventures LLP (FRN:
452811), who is authorised and regulated by the Financial Conduct Authority (FCA) in the UK, to distribute VanEck'’s products to FCA regulated firms such as Independent
Financial Advisors (IFAs) and Wealth Managers.

The information is intended only to provide general and preliminary information to investors and shall not be construed as investment, legal or tax advice. VanEck (Europe)
GmbH, VanEck Switzerland AG, VanEck Securities UK Limited and their associated and affiliated companies (together “VanEck”) assume no liability with regards to any
investment, divestment or refention decision taken by the investor on the basis of this information. The views and opinions expressed are those of the author(s) but not
necessarily those of VanEck. Opinions are current as of the publication date and are subject to change with market conditions. Certain statements contained herein may
constitute projections, forecasts and other forward-looking statements, which do not reflect actual results. Information provided by third party sources is believed to be reliable
and have not been independently verified for accuracy or completeness and cannot be guaranteed. Brokerage or transaction fees may apply. VanEck Asset Management B.V.,
the management company of VanEck Emerging Markets Bond UCITS (the “Fund”), a sub-fund of VanEck ICAV, is a UCITS management company incorporated under Dutch
law and registered with the Dutch Authority for the Financial Markets (AFM). VanEck Asset Management B.V. transferred the investment management for the Fund to Van Eck
Associates Corporation, an investment company regulated by the U.S. Securities and Exchange Commission (SEC). The Fund is registered with the Central Bank of Ireland
and actively managed. Investing in the ETF should be interpreted as acquiring shares of the ETF and not the underlying assets.

Investors must read the sales prospectus and key investor information before investing in a fund. These are available in English and the KIIDs/KIDs in certain other languages
as applicable and can be obtained free of charge at www.vaneck.com, from the Management Company or from the following local information agents:

UK - Facilities Agent: Computershare Investor Services PLC

Austria - Facility Agent: Erste Bank der oesterreichischen Sparkassen AG
Germany - Facility Agent: VanEck (Europe) GmbH

Sweden - Facility Agent: VanEck (Europe) GmbH

France - Facility Agent: VanEck (Europe) GmbH

Luxembourg - Facility Agent: VanEck (Europe) GmbH

Performance quoted represents past performance. Current performance may be lower or higher than average annual returns shown. Discrete performance shows 12 month
performance to the most recent Quarter end for each of the last 10 years where available. E.g. ‘1st year’ shows the most recent of these 12-month periods and ‘2nd year’
shows the previous 12 month period and so on. Performance data for the Irish funds is displayed on a Net Asset Value basis, in Base Currency terms, with net income
reinvested, net of fees. Returns may increase or decrease as a result of currency fluctuations.

All performance information is based on historical data and does not predict future returns. Investing is subject fo risk, including the possible loss of principal.
No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission of VanEck.
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