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Overview

»  Most EM countries
have reached their
terminal rates and
are experiencing
disinflation.
Consequently, we
expect some rate cuts
by the end of the year.
In contrast, DM central
banks will likely keep
rates higher for longer.

+ Less volatile bond
markets should let
investors benefit from
high nominal and real
EM sovereign bond
yields and allow them
to lock in high levels of
income.

» The Global Debt Team’s
approach to sustainable
investing could offer
value to clients seeking
strategic partnerships
in EM fixed income. We
highlight the team’s
approach here.
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Resilient growth and disinflation support EM local debt

Market outlook

Emerging markets’ (EM) recent aggressive
rate hiking cycle had caused us to be
cautious about prospects for 2023
growth, especially in Latin America.
However, we've been surprised by the
generally robust economic performance
in EMs around the globe. One worry

was that some central banks would be
tempted to ease, despite sticky inflation.
With most countries now at their terminal
rates and experiencing disinflation
(though less than expected), some
central banks will probably have room to
cut rates in the second half of this year.
While positive growth has allowed central
banks to hike and keep interest rates
elevated, we do not expect them to wait
until growth falters to start cutting. The
reason markets will likely find the start of
the cutting cycle acceptable is that real
EM rates and real EM rate differentials
versus developed markets (DM) have risen
significantly. For example, Brazil’s policy
rate of 13.75% and forward looking one-
year inflation below 5% imply a real rate
differential of 9%!"

We expect Latin America to lead the

rate cutting cycle, with possible rate

cuts in Chile in July and Brazil and Peru

in August, followed by Mexico and
Colombia in the fourth quarter. We expect
Hungary’s overnight rate to fall to 13% by
September (currently at 16%) and would
not be surprised to see two 25 basis point
cuts in Poland before their mid-October
elections. We expect most other countries
to remain on hold for the rest of the year.

In contrast, DM central banks will likely
keep rates higher for longer. While DM
inflation is declining from elevated

levels, core inflation is likely to remain
high, as real wages and high savings
support services inflation. We therefore
expect disinflation over the next couple
of quarters to allow DM central banks to
pause their hiking cycles, but rates should
stay stable at elevated levels. In our view,
investors believe EMs can withstand one,
or even two, more rate hikes from the Fed.
The risk is that more hikes are needed,
which could reverse certain EM valuations.

The medium-term risk for EMs is the
potential impact of their hiking cycles
on their fiscal metrics (e.g. debt-to-GDP
ratios) and potential growth over the
next few years. The budgetary impact of
debt service burdens, for example, will
likely lead to a dispersion of economic
outcomes among various regions and
countries.

With the rate hiking cycle largely behind
us, we expect volatility in EM and DM
sovereign bond markets to slowly subside.
Greater stability should allow investors

to benefit from the high levels of nominal
and real EM sovereign bond yields and to
lock in high levels of income. In addition,
we expect the US dollar’s recent weakness
to continue as the Fed reaches its peak
rate and seeks to ease policy over time.
High interest rate differentials versus DMs
have benefited EM currencies this year,
and a weaker US dollar could enable EM
currencies to offer an additional source

of return for investors. Furthermore, given
the current under-owned nature of the
asset class, we believe EM growth and
rate differentials may be a catalyst for
renewed inflows into the asset class.



1. Source: Bloomberg L.P. Data as of
June 30, 2023.

2. ESGis environmental, social and
governance.

ESG Intelligence | Global Debt Team'’s
active approach to EM sovereign ESG
investing?

The Invesco Global Debt Team is part of
the Invesco Fixed Income (IFl) platform, a
well-resourced team that combines local
market knowledge with a strong global
perspective. IFl has managed ESG-aware
portfolios for more than two decades,
and our approach has continually evolved
over time. The evolution of our approach
reflects changing industry dynamics

and the growing appetite for more
sophisticated and targeted sustainability-
linked investment outcomes. We believe
our independent research and global
approach to sustainable investing could
offer value to clients seeking strategic
partnerships in emerging market fixed
income.

The Invesco Global Debt Team manages
over USD6 billion in assets, including
over USD3 billion in sovereign EM debt."
Team members have diverse international
backgrounds, including fluency in 15
languages. Our sovereign investment
process combines top-down global
macroeconomic analysis with bottom-

up country analysis to identify country-
specific opportunities and determine a
portfolio’s overall risk budget. Governance
factors, along with the impact of
environmental and social policies, are key
inputs into our analysis of country-level
growth and sustainability. Our approach
to integrating ESG factors into sovereign
investment is rooted in our decades-long
experience and belief that evaluating
ESG criteria can lead to better long-term
risk-adjusted returns.

The incorporation of financially material
ESG factors is fundamental, in our view,
when investing in developing countries.
Our philosophy is based on our belief and
experience regarding its positive impact
on human welfare, long-term sustainable
growth, and sustainable value creation
and risk management. Our approach fully
integrates ESG risks and opportunities
into our investment process, specifically
as it relates to investment selection and
portfolio construction.



Investment risks
The value of investments and any income will fluctuate (this may partly be the result of exchange rate fluctuations)
and investors may not get back the full amount invested.

Fixed-income investments are subject to credit risk of the issuer and the effects of changing interest rates. Interest
rate risk refers to the risk that bond prices generally fall as interest rates rise and vice versa. An issuer may be unable
to meet interest and/or principal payments, thereby causing its instruments to decrease in value and lowering the
issuer’s credit rating.

The risks of investing in securities of foreign issuers, including emerging market issuers, can include fluctuations in
foreign currencies, political and economic instability, and foreign taxation issues.

The performance of an investment concentrated in issuers of a certain region or country is expected to be closely
tied to conditions within that region and to be more volatile than more geographically diversified investments.

Important information

By accepting this document, you consent to communicate with us in English, unless you inform us otherwise.
All information is sourced from Invesco, unless otherwise stated.

All data as of July 20, 2023, unless otherwise stated. All data is USD, unless otherwise stated.

This document is intended only for professional investors in Hong Kong, for Institutional Investors and/or Accredited
Investors in Singapore, for certain specific sovereign wealth funds and/or Qualified Domestic Institutional Investors
approved by local regulators only in the People’s Republic of China, for certain specific Qualified Institutions and/or
Sophisticated Investors only in Taiwan, for Qualified Professional Investors in Korea, for certain specific institutional
investors in Brunei, for Qualified Institutional Investors and/or certain specific institutional investors in Thailand, for
certain specific institutional investors in Malaysia upon request , for certain specific institutional investors in Indonesia
and for qualified buyers in Philippines for informational purposes only. This document is not an offering of a financial
product and should not be distributed to retail clients who are resident in jurisdiction where its distribution is not
authorized or is unlawful. Circulation, disclosure, or dissemination of all or any part of this document to any
unauthorized person is prohibited.

This document may contain statements that are not purely historical in nature but are "forward-looking statements,"
which are based on certain assumptions of future events. Forward-looking statements are based on information
available on the date hereof, and Invesco does not assume any duty to update any forward-looking statement. Actual
events may differ from those assumed. There can be no assurance that forward-looking statements, including any
projected returns, will materialize or that actual market conditions and/or performance results will not be materially
different or worse than those presented.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be
guaranteed. Investment involves risk. Please review all financial material carefully before investing. The opinions
expressed are based on current market conditions and are subject to change without notice. These opinions may differ
from those of other Invesco investment professionals.

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose
possession this marketing material may come are required to inform themselves about and to comply with any relevant
restrictions. This does not constitute an offer or solicitation by anyone in any jurisdiction in which such an offer is not
authorised or to any person to whom it is unlawful to make such an offer or solicitation.

This document is issued in the following countries:

e in Hong Kong by Invesco Hong Kong Limited Sl & & FEA7 B2 ], 45/F, Jardine House, 1 Connaught
Place, Central, Hong Kong. This document has not been reviewed by the Securities and Futures
Commission.

e in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic Plaza,
Singapore 048619.

e in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066).
Invesco Taiwan Limited is operated and managed independently.

20230807-3035792-AP



	Page 1
	Page 2
	Page 4
	Page 5



