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The Big Mispricing in Private Credit — And Why Emerging Markets May Actually
Be Safer

Institutional investors have long treated developed market (“DM”) private credit (specifically, senior direct lending) as a
relatively safe, stable corner of their portfolios. That assumption once held true. DM deals were conservative: conventional
leverage, protective covenants, and genuine lender controls. But the private credit landscape of 2026 bears little
resemblance to that earlier era — and the old “DM = safe” heuristic is now dangerously out of date.

The irony is that emerging markets (“EM”) private credit, commonly dismissed as risky or exotic, currently exhibits the core
characteristics that originally made private credit attractive: enforceable covenants, real collateral, and borrower stability
shaped by decades of operating in volatile environments. In fact, EM private credit is similar to where DM private credit
was 15 years ago, characterized by high natural yields, low LTVs, and stable coverage within senior secured collateralized
USD loans. As a result, EM private credit today may offer stronger structural protections than many DM deals.

Although not within the scope of this paper, it is also important to distinguish senior secured, first lien EM private credit
from public-market EM risk. While public bonds can be influenced by sovereign volatility and governance concerns, private
credit structures emphasize asset-level collateral, enforceable covenants, and early intervention rights that materially
mitigate risk outcomes. Importantly, this is not a geographic argument alone. Outcomes in private credit depend on
manger discipline, underwriting standards, and structural controls.

When comparing private credit options in DM vs EM, today, investors should consider the following:

1) Less Competition in EM —> Better Terms, Better Entry Points

DM private credit has become intensely competitive. Banks and direct lenders are now dueling for the same larger deals,
compressing spreads and loosening terms. That competition has eroded lender protections as sponsors arbitrage public
vs. private markets. In 2025, multiple sources documented tightening spreads and convergence of private credit and
broadly syndicated loan (“BSL”) terms, reducing lender bargaining power. By contrast, EM private credit remains
underpenetrated, with far fewer managers and far more bespoke situations. That scarcity of capital allows lenders to
negotiate lender-friendly documentation, governance rights, and amortization structures—rather than accept
borrower-friendly DM “market” terms.

2) Lower Borrower Leverage in EM = Lower Credit Risk

DM leverage metrics have drifted higher in recent years, DM Private Credit (BDCs) Net Leverage Ratio (x)

with first-lien dwgct lending rout!n.ely underwnhng 5.0x+ 6666666666666666
EBITDA and unitranche maturities stretching to 6-7 5 5 5 5555555 6

years—increasing duration and refinancing risk. EM 5505 555555 55

corporate borrowers in sponsor-less transactions are

frequently less levered (2-3 turns lower) and structured EM Direct Lending Sample Set Average = ~3-4x
with “old-style” covenants that sustain interest coverage, (2-3 turns lower)

do not rely upon payment-in-kind (“PIK”) and enable
early intervention. Practitioners consistently note lower
leverage and better coverage ratios in EM private credit
relative to DM peers.
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Source for BDC data: Bloomberg Intelligence. Includes data averaged from a selection of BDCs (Business
Development Companies. a proxy vehicle for DM Private Credit) as available. EM Direct Lending Sample Set
is comprised of deals screened by Gramercy's Capital Solutions team.
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3) EM is Resilient to High Rates (Because They’ve Lived with Them)

EM borrowers and local markets are accustomed to mid-teens borrowing costs—they build resilience into business models
and balance sheets. In Brazil, for example, the policy rate re-tightened in late 2024 and corporate/local lending costs
commonly ran in the mid- to high-teens (or higher in retail), yet credit growth and corporate issuance continued, reflecting
structural adaptation to high-rate environments. In DM, “higher-for-longer” has pressured coverage ratios and raised
refinancing risk—especially as spreads tightened and covenants loosened in 2024-2025. While returns have been buoyed
by floating base rates, default pressure in BSLs rose to 5.3% in 2024, and survey data shows covenants loosening under
competitive pressure. These operating realities directly influence how loans are structured and, critically, what lenders can
rely on if performance deteriorates.

One measure of rate resiliency (or lack thereof in DM DM Private Credit (BDCs): Interest Coverage Ratio
private credit) uses Interest Coverage Ratios to gauge 2.8x

EM Durect Lending
Sample Set Average
=2.6x

how comfortably borrowers can meet their debt
servicing costs over time. The situation became

significantly less comfortable in DM as interest rates
soared amid the 2022 inflation spike. The average
Interest Coverage Ratio in DM private credit plunged
from levels well above 2x to as low as 1.6x in 2023,
recovering modestly to 1.9x in 2025. This sensitivity to
interest rate levels clearly presents debt service
coverage risks in a “higher-for-longer” interest rate
environment. Contrary to DM, our EM Direct Lending
sample set includes borrowers who are accustomed to
paying higher rates and have fortified their balance o ’19\00
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COVerage ratio in our EM Direct Lending Sample set is Source for BDC data: Bloomberg Intelligence. Includes data averaged from a selection of BDCs (Business
Development Companies, a proxy vehicle for DM Private Credit) as available. EM Direct Lending Sample Set
2 .6X. is comprised of deals screened by Gramercy's Capital Solutions team.
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4) Conservative LTVs & Uncorrelated Real-Asset Collateral in EM — Often Family-Owned

EM deal flow is predominantly sponsor-less and family-owned, where lenders secure real-asset collateral (real estate,
receivables, inventory) and conservative LTV buffers providing true downside protection that is harder to obtain in DM
sponsor-driven deals. Across private credit, the case for asset-based lending (ABL) is clear: collateral-driven structures,
borrowing bases, and performance triggers materially reduce loss severity. Despite its scale, ABF/ABL remains
under-represented in investor portfolios relative to corporate direct lending, representing room for diversification and
credit remote income streams.

5) Asset-Backed Collateral as a Default in EM, Not a Niche

EM loans frequently tie repayment/collateral to assets—inventory, receivables, hard assets—rather than enterprise value
alone. That collateral orientation aligns with conservative LTVs and faster amortization. Global analyses show rapid growth
of private asset-based finance and lenders’ use of tight borrowing bases and early triggers to protect capital—approaches
that are standard practice in EM deal structuring.
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6) Highly Covenanted (vs. DM’s Cov-Lite Drift)

EM private loans often retain full financial maintenance tests, asset-movement restrictions, dividend blockers, and tight
reporting. Practitioners highlight “old-style” documents in EM that preserve creditor rights. By contrast, in DM the majority
of BSLs are covenant-lite (over 90% cov-lite) and surveys show ongoing erosion of protections in private credit under deal
competition, weakening lenders’ ability to reprice risk or intervene early.

7) Fund-Level Leverage: Discipline Instead of Turbocharging

EM managers commonly target modest back-leverage (e.g., =1.0-1.5x NAV) to deliver returns primarily from underwriting
and structuring, not from leverage. Market research across 50 managers confirms leverage usage remains modest and
targeted. In DM, widespread back-leverage facilities (SPV “warehouse,” ABL, note-on-note) have become commonplace—
amplifying returns but adding structural fragility in downturns.

8) Shorter Duration & Amortization (vs. DM’s 5—-7-Year Bullets)

Duration risk is one of the most underappreciated DM Private Credit: Weighted Average Life
differences between DM and EM private credit today. In
DM, extended maturities, bullet structures, and
refinancing optionality have become normalized,
increasing exposure to capital market-cycles. EM private
loans are frequently 2-4 vyears with sculpted
amortization and prepayment incentives—reducing
mark-to-market and refi risk. Practitioners point to
principal repayment within five years as a common
target, backed by cash coverage and covenant
discipline. DM unitranche deals have extended
maturities to 6-7 vyears. These longer durations
introduce refinancing risk, which lenders attempt to
manage not through discipline but through extensions,
PIK toggles and other mid-loan amendments as credit

quality deteriorates — a cycle that defers rather than ~ 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

red es riSk Source for DM Private Credit data: Federal Reserve, Pitchbook. EM Direct Lending Sample Set is comprised of
uc . deals screened by Gramercy's Capital Solutions team. Given miminal amortization features in the data set,
Average Maturity is utilized as a proxy for Weighted Average Life
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9) The Rise of (Bad) PIK in DM —> A Stark Sign Credit Deterioration, Not Present in EM

The increasing prominence of PIK in DM private credit DM Private Credit (BDCs): PIK % of Investment Income
whereby borrowers defer cash interest payments in favor

of accruing additional principal is frequently featured in  25%
recent financial headlines. As of September 2025, PIK PIK % of Total Investment Income
accounted for 19% of Net Investment Income and 9% of

Total Investment Income of Business Development
Companies (“BDCs”), nearly double what it was five years

ago. While PIK is a legitimate flexibility tool in the debt ~ 15%
structuring toolkit, the magnitude and timing of its
implementation are important factors to observe. g,
Excessive PIK that enables cashflow challenged
borrowers to “kick-the-can down the road” is an obvious
cause for concern upon maturity/refinancing. However, a
more sinister utilization of PIK for default suppression has
risen in recent years. So-called “bad PIK” is amended into 0%
the loans not at origination, but amid the life of the loan 2018 2019 2020 2021 2022 2023 2024 2025
when borrowers’ cash flow situations become distressed. S o 3¢ e Bloanibs nelisenc e e rned fom 3 sktion of 8D Busss
This masks of credit deterioration and some have called is comprised of deals screened by Gramercy's Capital Solufions team.

it a “shadow default rate” accounting for as much as 6% of deals in recent periods, an interesting concept amidst the
curiously low default rates on the surface of the opaque DM private credit market. Contradicting this trend, within our
sample set of EM Private Credits, we see PIK used sparingly at <2% of income on average, implemented intentionally at
the point of origination.

=—PIK % of Net Investment Income

20%
19%

9%

5%

EM Direct Lending Sample Set Average <2%

10) The “Elephant in the Room”: Rule of Law

The elephant in the room, when investors discuss emerging-market private credit, is rule of law. While the United States
and the United Kingdom benefit from mature legal systems and standardized credit documentation, it is incorrect to
assume that EM lending relies primarily on weak or unpredictable courts. In practice, most institutional EM private credit
transactions are governed by New York or English law and structured through bankruptcy-remote offshore vehicles that
hold direct claims on assets or cash flows, providing enforceability that is largely independent of local court systems.

Where local proceedings are required, outcomes vary by jurisdiction, but in many cases, they have proven workable and
effective when supported by strong documentation, security packages and top-tier local counsel. The key point is that EM
private credit is not a one-size-fits-all legal environment. It is a structurally engineered one built upon thorough due
diligence, expertise, and collaboration with leading local law firms, culminating in robust and effective credit protections.
Ironically, while developed-market lenders rely on predictable courts, they increasingly operate with weaker covenants
and fewer protections, whereas EM lenders often compensate for legal complexity with much stronger contractual control,
collateral and early-intervention rights.
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The “DM = Safe” Fallacy

DM'’s deep markets can breed complacency: longer duration, higher sponsor leverage, cov-lite, and fund back-leverage
collectively raise systemic and cycle risk. Multiple 2024-2025 studies reveal competition that has steadily reduced lender
protections. In EM, discipline is the feature—strong covenants, hard collateral, shorter tenors, lower leverage—and active
governance that allows lenders to enhance structures quickly if cash flow deteriorates. Despite EM comprising ~90% of
population and ~50% of global GDP, EM private credit is <10% of AUM—a scarcity that preserves terms and structural
discipline for lenders.

For investors seeking true resilience and superior risk-adjusted returns, EM private credit isn’t a niche; it’s a structurally
advantaged allocation.

-Robert Koenigsberer, Managing Partner and CIO, Gramercy Funds Management

About Gramercy

Gramercy is a global emerging markets alternatives investment manager with offices in West Palm Beach, Greenwich,
London, Buenos Aires, Miami, and Mexico City and dedicated lending platforms in Mexico, Turkiye, Peru, Pan-Africa, and
Brazil. The $7.3 billion firm, founded in 1998, seeks to provide investors with a better approach to emerging markets,
delivering attractive risk-adjusted returns supported by a transparent and robust institutional platform. Gramercy offers
alternative and long-only strategies across emerging markets asset classes, including multi-asset, direct lending, EM debt
and special situations. Gramercy’s mission is to positively impact the well-being of our clients, portfolio investments, and
team members. Gramercy is a Registered Investment Adviser with the US Securities and Exchange Commission (SEC) and
a Signatory of the Principles for Responsible Investment (PRI). Gramercy Ltd, an affiliate, is registered with the UK Financial
Conduct Authority (FCA).
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Important Disclosures

The statements above represent the opinion of Gramercy and do not constitute an offer to buy or sell a security or any investment
interest in any fund or investment vehicle.

THIS PRESENTATION, WHICH IS BEING PROVIDED ON A CONFIDENTIAL BASIS DOES NOT CONSTITUTE AN OFFER TO BUY OR SELL A SECURITY OR ANY INVESTMENT
INTEREST IN ANY FUND OR INVESTMENT VEHICLE AND DOES NOT CONTAIN ALL OF THE INFORMATION THAT WOULD BE MATERIAL TO A PROSPECTIVE INVESTMENT
IN'A FUND OR INVESTMENT VEHICLE. IN ADDITION, THE INFORMATION CONTAINED HEREIN IS SUBJECT TO CHANGE AT THE SOLE AND ABSOLUTE DISCRETION OF THE
INVESTMENT MANAGER. IF THE INVESTMENT MANAGER CHOOSES TO MAKE AN OFFER TO SELL YOU AN INVESTMENT INTEREST IN A FUND OR INVESTMENT VEHICLE,
THE INVESTMENT MANAGER WILL PROVIDE YOU WITH A COPY OF THE OFFERING MATERIALS OF SUCH ENTITY PRIOR TO MAKING SUCH OFFER. EACH PROSPECTIVE
INVESTOR CONSIDERING AN INVESTMENT IN ANY SUCH ENTITY SHOULD CAREFULLY REVIEW THE OFFERING MATERIALS PRIOR TO MAKING ANY SUCH INVESTMENT.
THE PARTICIPATION IN INVESTMENTS MANAGED BY THE INVESTMENT MANAGER IS SUITABLE ONLY FOR SOPHISTICATED INVESTORS FOR WHOM SUCH AN
INVESTMENT DOES NOT CONSTITUTE A COMPLETE INVESTMENT PROGRAM AND WHO FULLY UNDERSTAND AND ARE WILLING TO ASSUME THE RISKS INVOLVED WITH
SUCH AN INVESTMENT. THE INVESTMENT PERFORMANCE DISCUSSED IN THIS SUMMARY, IF ANY, SHOULD NOT BE USED TO PREDICT THE FUTURE RETURNS OF ANY
INVESTMENT. THE INVESTMENT’S PERFORMANCE MAY BE VOLATILE AND INVESTORS MAY LOSE ALL OR A SUBSTANTIAL PORTION OF THEIR INVESTMENT.
INVESTORS IN ANY FUND OR INVESTMENT VEHICLE MAY BEAR ASSET-BASED FEES, EXPENSES AND A PERFORMANCE-BASED ALLOCATION AT THE INVESTMENT LEVEL
AND MAY BEAR, INDIRECTLY, FEES, EXPENSES AND IN CERTAIN CASES, PERFORMANCE-BASED COMPENSATION OF THE UNDERLYING INVESTMENTS; PERFORMANCE-
BASED FEES MAY CREATE AN INCENTIVE FOR SPECULATIVE INVESTMENT BY AN INVESTMENT ADVISER.

IF INCLUDED, INDEX INFORMATION IS INTENDED MERELY TO SHOW THE GENERAL TREND IN THE MARKETS FOR THE PERIODS INDICATED AND IS NOT INTENDED TO
IMPLY THAT THE INVESTMENTS ARE SIMILAR TO THE INDICES EITHER IN COMPOSITION OR RISK. REFERENCES TO ANY INDICES ARE FOR INFORMATIONAL AND GENERAL
COMPARATIVE PURPOSES ONLY. THE PERFORMANCE DATA OF VARIOUS INDICES MENTIONED IN THIS UPDATE ARE UPDATED AND RELEASED ON A PERIODIC BASIS
BEFORE FINALIZATION. THE PERFORMANCE DATA OF VARIOUS INDICES PRESENTED HEREIN WAS CURRENT AS OF THE DATE OF THE PRESENTATION. PLEASE REFER TO
DATA RETURNS OF THE SEPARATE INDICES IF YOU DESIRE ADDITIONAL OR UPDATED INFORMATION. INDICES ARE UNMANAGED, AND THEIR PERFORMANCE RESULTS
DO NOT REFLECT THE IMPACT OF FEES, EXPENSES, OR TAXES THAT MAY BE INCURRED THROUGH AN INVESTMENT WITH GRAMERCY. RETURNS FOR INDICES ASSUME
DIVIDEND REINVESTMENT. AN INVESTMENT CANNOT BE MADE DIRECTLY IN AN INDEX. ACCORDINGLY, COMPARING RESULTS SHOWN TO THOSE OF SUCH INDICES MAY
BE OF LIMITED USE.

NO REPRESENTATION IS MADE HEREBY WITH RESPECT TO THE ACCURACY OR COMPLETENESS OF SUCH DATA. INDICES ARE UNMANAGED, AND THEIR PERFORMANCE
RESULTS DO NOT REFLECT THE IMPACT OF FEES, EXPENSES, OR TAXES THAT MAY BE INCURRED IN THE FUND. RETURNS FOR INDICES ASSUME DIVIDEND REINVESTMENT.
AN INVESTMENT IN THE FUND HAS NOT BEEN RECOMMENDED OR APPROVED BY ANY U.S. FEDERAL OR STATE SECURITIES COMMISSION OR REGULATORY AUTHORITY
OR THOSE OF THE CAYMAN ISLANDS. FURTHERMORE, THE FOREGOING AUTHORITIES HAVE NOT PASSED UPON THE ACCURACY OR DETERMINED THE ADEQUACY OF
THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

CERTAIN STATEMENTS MADE DURING THIS PRESENTATION ARE FORWARD-LOOKING AND ARE SUBJECT TO RISKS AND UNCERTAINTIES. THE FORWARD-LOOKING
STATEMENTS MADE ARE BASED ON OUR BELIEFS, ASSUMPTIONS AND EXPECTATIONS OF FUTURE PERFORMANCE, TAKING INTO ACCOUNT INFORMATION CURRENTLY
AVAILABLE TO US. ACTUAL RESULTS COULD DIFFER MATERIALLY FROM THE FORWARD-LOOKING STATEMENTS MADE IN THIS PRESENTATION. WHEN WE USE THE
WORDS “BELIEVE,” “EXPECT,” “ANTICIPATE,” “PLAN,” “WILL,” “INTEND” OR OTHER SIMILAR EXPRESSIONS, WE ARE IDENTIFYING FORWARD-LOOKING STATEMENTS.
THE FORWARD-LOOKING STATEMENTS MADE IN THIS PRESENTATION ARE SUBJECT TO THE SAFE HARBOR OF THE PRIVATE SECURITIES LITIGATION REFORM ACT OF
1995.

GRAMERCY HAS BEEN REGISTERED WITH THE U.S. SECURITIES AND EXCHANGE COMMISSION SINCE 2000. REGISTRATION AS AN INVESTMENT ADVISER DOES NOT IMPLY
ANY LEVEL OF SKILL OR TRAINING.

OPINIONS, ESTIMATES AND PROJECTIONS IN THIS REPORT CONSTITUTE THE CURRENT JUDGEMENT OF GRAMERCY AS OF THE DATE OF THIS REPORT AND ARE SUBJECT
TO CHANGE WITHOUT NOTICE. GRAMERCY HAS NO OBLIGATION TO UPDATE, MODIFY OR AMEND THIS REPORT OR OTHERWISE NOTIFY A READER HEREOF IN THE
EVENT THAT ANY MATTER STATED HEREIN, OR ANY OPINION, PROJECTION, FORECAST OR ESTIMATE SET FORTH HEREIN, CHANGES OR SUBSEQUENTLY BECOMES
INACCURATE.

THIS PRESENTATION IS NOT INTENDED FOR PUBLIC USE OR DISTRIBUTION. THIS PRESENTATION MAY NOT BE REPRODUCED OR REDISTRIBUTED, IN WHOLE OR IN PART,
IN ANY FORM OR BY ANY MEANS.
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