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QCA captures fundamentals that are important to country credit risk and
can highlight mis-appreciated risks that provide market opportunities;
2010 QCA Sov Risk Index scores predicted the market’s relative country ranking in 2011
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Key Themes
Country Insights avoids countries scoring less than 5.0 on the Sovereign Risk Index
due to significant default risk =~~~ Investment opportunity threshold
The fit line showed that QCA agreed with the CDS market in most emerging “-----' Risk over-appreciated by market
countries, except Malaysia and Uruguay *___ > Risk under-appreciated by market
Mal aysi a’ s r ragpleciatedbypCOSanarket relative te Brazil and
Col ombi a; Ur u g u a-appreiatad relstike toPhplippenesr s over

The CDS devel opment over the past 12 months has confirmed QCA
Malaysia rose from 80bps to 186bps, now in line with the levels of Brazil and Colombia;
Uruguay’'s 5Y price rose froml50bps to 231bps, now | ower than
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QCA’s most recent scores reveal the following new opportunities in emerging markets

Oct 2011 CDS
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Key Themes
Based on October 2011 QCA Sovereign Risk Index
scores, risks of Brazil, Colombia and South Africa
appear under-appreciated by the CDS market; risks
of Indonesia and Vietnam appear over-appreciated
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Oct 2009 CDS

QCA exhibited strong predicting power in the Eurozone ahead of the crisis;
Countries below the QCA investable threshold experienced much larger increases in
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Key Themes

=  QCA set a clear divide between Eurozone countries two years ago; most Eurozone peripheries fell below the

investable threshold, signifying high levels of sovereign credit risk

= CDS prices increased across the board between October 2009 and October 2011
=  Most countries deemed high credit risk by QCA two years ago have seen massive increase in their CDS prices
= QCA continues to display signs of strong predictive power despite volatile Eurozone markets

Note: Greece is omitted in the charts as its current CDS level (>5000 bps) is
YdzOK KAIKSNI GKFy GKFG 2F 20KSNJ Ozdzy[']§3\ Sad DNBSOSQa
Oct 2009 was 4.0 and 5Y CDS price was 124bps.
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Today, QCA shows meaningful improvement in select Eurozone countries:
Spain, Ireland, Portugal and France are improving (as shown by green lines), but...
Italy, the Netherlands (and Greece, not on chart) stagnate
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Key Themes

A clear divide in CDS remains between Eurozone peripheries and stronger counterparts
Countries below the QCA sovereign index threshold exhibit higher levels of volatility in CDS
markets

Despite a challenging environment, QCA sees improvement in the fundamentals of several
Eurozone peripheries (incl. Ireland, Portugal and Spain) ahead of most market participants
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QCAOGs predictive po
rating changes
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We have analysed 35 countries with rating changes and found that over 80%

of rating changes are tracked and/or predicted by QCA.
Here are some examples:
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Note: QCA Sovereign Risk Index scores (de-mean) are shown on the left axis while the 5-year CDS prices are shown on the right. Fitch ratings (shown on the left
axis) have been linearly transformed into numeric values and de-mean, with rising value indicating higher rating and/or more improved outlook, and vice versa.
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Case Study 1: Spain

QCA anticipated problems in Spain (and the wider Eurozone periphery) long before
ratings agencies and the market

May 2008: Economy Minister cuts .
2005: Median ratio of y y ° May 2010-. Delayetd response
‘ ; 2008 growth forecast to 2.3% from credit agencies (S&P
indebtedness to income grows to £ % citi bles i ) o
125% rom 3.1%; citing troubles in RE downgrades in Jan 2009, Fitch in
S sectors; Spain officially enters May 2010
Tl recession in Q3 2008
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Fitch QCA Sov Index 5YR CDS

QCA Index begins downward trend in 2005 as expensive boom time mortgages exceed property
values; credit ratings do not react until May 2010 (AAA to AA+)

Swings in 5YR CDS highly sensitive to market sentiment in the short term; tendency to overreact
relative to country fundamentals

QCA Index stabilizes and begins trending upward in late 2010, after Spain officially emerges from its 18
month recession in Q1 2010 on the back of rising exports
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Case Study 2: South Korea

QCA is more responsive than credit ratings to the impact of the Global Financial

Crisis on South Korea and captures CDS price moves

Oct 1997: Depreciation Jan 1998: 1/3 of June 2007: Onset of

Jan - June 2008: Nov 2008: 5YR CDS
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ratings on sovereign debt

10

QCA Index begins trending downward in mid 2007; predicts onset of 2008 global credit crisis
5YR CDS rates spike as QCA Index continues downward trend in 2009; Fitch maintains steady credit
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