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While the market volatility in Asian hard currency and local currency sovereign bonds in
April 2025 was significant, the selloff didn’t last long, and recovery was swift and strong.
By mid-May 2025, Asia hard currency sovereign and quasi-sovereigns saw their spreads

il ®) return to late March levels, which were close to the tightest seen over the past five years

. (Figure1).
‘ There are some merits in the current market pricing of Asia emerging market (EM) credit
fundamentals, as the Chinese government among other Asian governments has already

rolled out more domestic stimulus policies to pre-empt potential downside shocks from

YifeiDing the trade fallout. Local Asian central banks have also not shied away from enacting easing
Senior Portfolio Manager monetary policies. These policy tailwinds along with still robust economic fundamentals
Invesco Fixed Income inthe region provide good justification for the relatively tight credit spreads.

However, we believe that recent geopolitical developments have led to arise in market risk
levels. Although the tariff rates announced on “Liberation Day” have largely been pushed
back by another three months, global investment spending has already and will continue
to be impacted negatively. We are seeing signs of slower growth in the US and expect the
Federal Reserve (Fed) to be stuck between managing lower growth and higher inflation in
the coming quarters. We will only get more clarity on how each local Asian economy has
been doing after the initial tariff shock wears off and backward-looking data gets released
in the coming months. We have a high conviction that the data will be softer.

Figure 1: Asia credit spreads and US economic policy uncertainty index
(May 2018 - May 2025)
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Source: Bloomberg, Invesco. Data as of 19 May 2025.
Note: EMBIG refers to Emerging Markets Bond Index Global.
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We remain cautious given the current divergence between Asia credit spreads and US
policy uncertainty (Figure 1) and are therefore more risk averse when considering Asia
hard currency sovereign and quasi-sovereign bonds.

Valuations in Asia local currency government bonds have been tight, and we have
observed lower nominal yield levels in recent years. The J.P. Morgan GBI-EM Broad
Diversified Asia Yield to Maturity has reached the tightest levels since Q12021 (Figure 2).
Considering the index included Indian government bonds that are in general yielding
higher than most other constituent countries in 2024, the like for like comparison may
show even tighter valuations.

Figure 2: J.P.Morgan GBI-EM Broad Diversified Asia Yield to Maturity (% p.a.)
(May 2020 - May 2025)
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Source: Bloomberg. Data as of 19 May 2025. Note: GBI-EM refers to Government Bond
Index - Emerging Markets.
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We are positive on Asia local currency bonds despite the lower yield levels as we believe
other fundamental and technical factors continue to support the performance of these
bonds, bothin terms of bond prices as well as foreign exchange rates.

We have observed lower inflation in several major Asia EM countries (Figure 3). While the
higher tariff rates impose inflationary pressures on the US, they will work to push down
inflation numbers in export-oriented countries.

As inflationis anticipated to be less of a risk for Asian markets, we expect that local central
banks will not have significant concerns with keeping monetary policy loose so long as
the country’s economic growth faces headwinds.

Figure 3: HSBC Pan-Asia Inflation Surprise Index (May 2020 - May 2025)
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Source: Bloomberg, HSBC research. Data as of 19 May 2025. Note: This index tracks
the degree to which inflation data in Asia has been coming in higher or lower than
expectations. The indices cumulate standardized surprises in scheduled inflation data
releases. A positive trend to the index indicates that inflation data has been comingiin,
on average, higher than expected. A negative trend in the index indicates that inflation
data has been comingin lower than expected. Data is included from the following
countries/regions: Hong Kong, China, Taiwan, South Korea, Malaysia, Singapore,
Philippines, Thailand, India, Indonesia.

Apart from fundamental factors such as lower rates and lower inflation supporting

Asian local government bonds, technical factors may benefit this asset class as well. We
continue to see local buyers looking to add exposure since government bonds are seen
as risk-free securities in the local markets. The growth of middle-class households in Asia
markets also continues to foster investment demand.

Onthe currency front, we have seen US dollar strength fading in Q12025 and we believe
the dollar index will continue to come under pressure. With policy uncertainty and
potential recession risks in the US, we expect the de-dollarization trend to benefit some
Asialocal currency bond markets as well.
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Combining our optimistic outlook on both bond prices and exchange rates, we are more
positive on Asia EM local currency bonds over hard currency. One example is the Indian
rupee denominated bond market. The Reserve Bank of India (RBI) has started cutting

its policy rate since February 2025 and will likely continue in 2H 2025 as low inflation is
expected to keep real interest rates at high levels.

The RBI conducted open market operations in recent months when interbank liquidity
was tight to ensure a liquidity surplus so that the eased monetary policies could translate
into the real economy (Figure 4). On the exchange rate, we believe the weaker US dollar
will provide room for the Indian rupee to perform well along with other Asian currencies.

Among Asia EM, we think India will be one of the least impacted countries from the
potential tariff headwinds. Although the Markit iBoxx ALBI India Index has already
returned around 6% YTD till mid-May 2025, we continue to be bullish on the asset class
and expect positive performance going forward.

Figure 4: Netliquidity surplus or deficit (INR bn) (January 2022- May 2025)
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Source: JPM, Bloomberg. Data as of 20 May 2025.

1. Source: Bloomberg, dataas of May 2025. Forillustrative purposes only. Aninvestment cannot be
madedirectlyintoanindex.
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Investmentrisks
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 fullamountinvested.

Wheninvestingin less developed countries, you should be prepared to accept significantly large
fluctuationsinvalue.

Investmentin certain securities listed in China caninvolve significant regulatory constraints that may
affectliquidity and/or investment performance.

Important information

This documentis for Professional Clients only in Dubai, Jersey, Guernsey, the Isle of Man, Continental
Europe (as defined below) and the UK; for Institutional Investors only inthe United States; for
Professional/Qualified/Sophisticated Investors in Bahrain, Kuwait, Oman, Qatar, Saudi Arabiaand the
United Arab Emirates; for AFPs and Qualified Investorsin Chile; for Qualified Clients/Sophisticated
Investorsin Israel; for Sophisticated or Professional Investorsin Australia; in New Zealand for
wholesaleinvestors (as defined in the Financial Markets Conduct Act); for Professional Investors
inHong Kong; for Qualified Institutional Investors in Japan; in Taiwan for Qualified Institutions/
Sophisticated Investors; in Singapore for Institutional/Accredited Investors; for Qualified Institutional
Investors and/or certain specificinstitutional investors in Thailand; for certain specific sovereign
wealthfunds and/or Qualified Domestic Institutional Investors approved by local regulators only in

the People’s Republic of China; for certain specific institutional investors in Malaysia uponrequest;

for certainspecificinstitutional investors in Brunei; for Qualified Professional Investorsin Korea; for
certain specific institutional investorsin Indonesia; for qualified buyersin Philippines for informational
purposes only;inCanada, thisdocumentisrestricted toi) accredited investors and i) permitted clients
asdefined under National Instrument 45-106 and 31-103 respectively. Itis notintended for and should
notbedistributedto or relied upon by the public or retailinvestors. Please do not redistribute this
document.

Forward-looking statements are not a guarantee of future results. They involve risks, uncertainties, and
assumptions. There can be no assurance that actual results will not differ materially from expectations.

This is marketing material and not financial advice. Itis not intended as arecommendation to buy or sell
any particular asset class, security, or strategy. Regulatory requirements that require impartiality of
investment/investment strategy recommendations are therefore not applicable nor are any prohibitions
totrade before publication.

By accepting this document, you consent to communicate with usin English, unless you inform us
otherwise. Data as at 27 May, 2025, unless otherwise stated.

For the distribution of this document, Continental Europe is defined as Austria, Belgium, Denmark, Finland,
France, Germany, Greece, Italy, Ireland, Luxembourg, Netherlands, Norway, Portugal, Spain, Sweden, and
Switzerland.

Allarticlesin this publication are written, unless otherwise stated, by Invesco professionals. Views and
opinions are based on current market conditions and are subject to change. This publication does not form
part of any prospectus. This publication contains general information only and does not take into account
individual objectives, taxation position or financial needs. Nor does this constitute arecommendation of
the suitability of any investment strategy for a particularinvestor.
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This publicationis notaninvitation to subscribe for sharesinafund norisit to be construed as an offer
tobuy orsellany financial instruments. As with allinvestments, there are associated inherent risks. This
publicationis by way of information only. This document has been prepared only for those persons to
whom Invesco has providedit. It should not be relied upon by anyone else and you may only reproduce,
circulate and use this document (or any part of it) with the consent of Invesco. Asset management services
are provided by Invescoinaccordance with appropriate local legislation and regulations.

This publicationisissued:

inHong Kong by Invesco Hong Kong Limited S IEI& & & B E PR A5, 45/F, Jardine House,
1Connaught Place, Central, Hong Kong.

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

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

- inJapanby Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1 Roppongi,
Minato-ku, Tokyo 106-6114; Registration Number: The Director- General of Kanto Local Finance Bureau
(Kin-sho) 306; Member of the Investment Trusts Association, Japan and the Japan Investment Advisers
Association.

- inAustraliaby Invesco Australia Limited (ABN 48 001693 232), Level 26, 333 Collins Street, Melbourne,
Victoria, 3000, Australia which holds an Australian Financial Services Licence number 239916.

This document has been prepared only for those persons to whom Invesco has providedit. It should not
berelied upon by anyone else. Information contained in this document may not have been prepared or
tailored for an Australian audience and does not constitute an offer of a financial product in Australia. You
may only reproduce, circulate and use this document (or any part of it) with the consent of Invesco.

Theinformationinthis document has been prepared without taking into account any investor’s
investment objectives, financial situation or particular needs. Before acting on the information the
investor should consider its appropriateness having regard to their investment objectives, financial
situationand needs.

You should note that this information:

- may containreferences to dollaramounts which are not Australian dollars;

- may containfinancial information which s not prepared inaccordance with Australian law or practices;
- may notaddressrisks associated with investment in foreign currency denominated investments; and

- doesnotaddressAustraliantaxissues.

- inNewZealand by Invesco Australia Limited (ABN 48 001693 232), Level 26, 333 Collins Street,
Melbourne, Victoria, 3000, Australia which holds an Australian Financial Services Licence number
239916.

Thisdocumentisissued only to wholesale investors (as defined in the Financial Markets Conduct Act) in
New Zealand towhom disclosure is not required under Part 3 of the Financial Markets Conduct Act. This
document has been prepared only for those persons to whom it has been provided by Invesco.

Itshould not be relied upon by anyone else and must not be distributed to members of the publicin
New Zealand. Information contained in this document may not have been prepared or tailored for a
New Zealand audience. You may only reproduce, circulate and use this document (or any part of it) with
the consent of Invesco. 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, an opinion or guidance on
Interests to members of the public in New Zealand. Applications or any requests for information from
persons who are members of the publicin New Zealand will not be accepted.
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- inthe United States by Invesco Advisers, Inc., 1331Spring Street NW, Suite 2500, Atlanta, GA 30309,
USA.

- inCanadaby Invesco CanadaLtd. 120 Bloor Street East, Suite 700, Toronto, Ontario M4W 1B7.

- inAustriaand Germany by Invesco Asset Management Deutschland GmbH, Ander Welle 5, 60322
Frankfurtam Main, Germany.

- inBelgium, Denmark, Finland, France, Greece, Italy, Ireland, Luxembourg, Netherlands, Norway,
Portugal, Spainand Sweden by Invesco ManagementS.A., President Building, 37A Avenue JF Kennedy,
1-1855 Luxembourg, regulated by the Commission de Surveillance du Secteur Financier, Luxembourg.

- inDubai, Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United Arab Emirates by Invesco Asset
Management Limited, Index Tower Level 6 - Unit 616, P.O. Box 506599, Al Mustagbal Street, DIFC, Dubai,
United Arab Emirates. Regulated by the Dubai Financial Services Authority.

- inthelsleof Man, Jersey, Guernsey and the UK by Invesco Asset Management Limited, Perpetual
Park, Perpetual Park Drive, Henley-on-Thames, Oxfordshire, RG9 1HH, United Kingdom. Authorised and
regulated by the Financial Conduct Authority.

- inSwitzerland by Invesco Asset Management (Schweiz) AG, Talacker 34,8001 Zurich, Switzerland.

- inlsraelbyInvesco Asset Management Limited, Perpetual Park, Perpetual Park Drive, Henley-on-
Thames, Oxfordshire RG9 1HH, UK. Authorised and regulated by the Financial Conduct Authority.
This document may not be reproduced or used for any other purpose, nor be furnished to any other
person other than those to whom copies have been sent. Nothing in this document should be
considered investment advice orinvestment marketing as defined in the Regulation of Investment
Advice, Investment Marketing and Portfolio Management Law, 1995 (“the Investment Advice Law”).
Investors are encouraged to seek competentinvestmentadvice fromalocally licensed investment
advisor prior to making any investment. Neither Invesco Ltd. norits subsidiaries are licensed under the
Investment Advice Law, nor doesit carry the insurance as required of a licensee thereunder.
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