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Inthe first half of 2025, Asia’s stock markets were volatile due to external trade dynamics
and global economic fluctuations. As global uncertainty continues into the second half,
trade policies and currency movements remain key influences on market sentiment.
Despite these challenges, Asia’s stable inflation, favorable liquidity, and proactive
government policies help mitigate growth threats. We believe that having along-term
perspective and engaging in active bottom-up stock selection can help investors navigate
the volatile market environment effectively.

Macroeconomic headwinds dominate

Inthe second half of 2025, we anticipate that macroeconomic factors may continue to
dominate the Asia market, potentially outweighing domestic driversin the near term. Any
shiftsin global trade policy and tariff framework may lead to unforeseen market reactions.
We believe the outcome of the Liberation Day announcement in early April should not

be viewed as a final decision on tariffs. Rather, the tariff framework is being used as a
negotiation tool between the US and other countries.

US-China trade relations have eased since early May as the tariffs both countries have
imposed on each other have been lowered. The rest of Asia have seen a 90-day pause
onreciprocal tariffs, whilst retaining a 10% tariff during this period. We believe these
developments suggest a window of opportunity for constructive dialogue which we will be
monitoring closely. For Asia we remain cautious and anticipate that further developments
are unlikely to bring negative surprises, though uncertainties remain. We expect key
trading partners such as Korea, India, and Japan to secure more favorable tariff terms
through ongoing negotiations.

Figure1: US Dollar Index (December 2020 - May 2025)
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Source: Bloomberg, data as of 27 May 2025.
Past performance does not predict future returns.
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Another key macro trend supporting the region is the sustained weakness in the US
dollar. This has positive implications for Asia. The weakened dollar trend from earlier this
year has already led to appreciation in regional currencies such as the Korean won and
the New Taiwan dollar. We believe the appreciation in regional currencies can attract
capital inflows and support domestic consumption. Although there may be short-term
challenges for exports because of currency appreciation in these markets, in the longer
term we think Korea and Taiwan'’s strong technology and semiconductor capabilities can
provide a solid foundation for continued growth.

Asia’s domestic stability and policy readiness

Despite the global macro noise, Asia’s domestic economic conditions remain stable.
Inflation across the regionis largely under control and the fiscal positions of Asian
countries are generally sound. This provides governments with the flexibility to respond
proactively to any potential slowdown in growth. Nearly 90% of Asian countries have
maintained headline inflation rates within their central banks’ target ranges over the past
five months.' In March 2025, the region’s overall headline inflation approached its lowest
level since March 2021.2

Policymakers across Asia have demonstrated a readiness to act, with arange of monetary
and fiscal tools available to support domestic demand and cushion against external
shocks. This policy agility, combined with a relatively benign inflation environment,
enhances the region’s resilience and reinforces our constructive outlook for the
remainder of the year.

Navigating market volatility

Amid the current market environment, we believe it is crucial to closely monitor business
sentiment and consumer confidence across Asia. These indicators offer an indication

of the pace of corporate investment and the willingness of consumers to spend as the
region adjusts to evolving trade dynamics. A sustained recovery in business investment
and resilient consumer spending would reinforce Asia’s growth outlook, while any
deterioration could signal the need for additional policy support. Tracking these trends
can enable investors to assess near-term economic momentum and the effectiveness of
policy responses across the region.

Given the heightened influence of macro drivers this year, we are positive on sectors with
strong structural tailwinds and long-term visibility. We believe areas such as artificial
intelligence, innovation, digital infrastructure, and domestic consumption remain key
pillars of Asia’s growth story.

We expect Taiwan, Korea, and China’s growing technical capabilities to gain from the
expanding Al landscape, enhancing innovation and technological efficiency to deliver
cost-effectiveness and reduced expenses for corporations. Meanwhile, we think India
and ASEAN, along with China’s substantial domestic market, will continue to leverage
their rising middle-income populations to drive growth in domestic consumption.

We prefer a bottom-up, active investment approach that embraces volatility and focuses
on quality. In an environment where short-term market movements can be unpredictable,
maintaining a long-term horizon and adopting a disciplined buy-sell strategy is essential.
Investors that are willing to ride through short-term uncertainty are likely to be rewarded
by the region’s long-term growth trajectory. For example, the MSCI Asia ex-Japan
corrected to bottom in early April and then rebounded strongly to over 15% as of May
2025, already recovering the loss. 3

1. Morgan Stanley, data as of May 2025.
2. Ibid.
3. Bloomberg, data as of 16 May 2025.
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Earnings and valuation

Interms of Asian corporates’ earnings, we believe corporatesin the region are better
prepared today than they were during prior periods of trade tension. Compared to

the initial tariff shocks of five years ago, companies have adapted their supply chains,
diversified markets, and strengthened balance sheets. This resilience was evidentin Q1
2025 earnings, which were broadly stable despite the uncertain macro backdrop. So
far, earnings reports for Asian companies have generally been positive year-to-date with
both revenue and profits up year-on-year.

While Q2 results are still being released, we expect the impact of recent tariff
announcements to be manageable. We continue to monitor earnings closely, but early
indications suggest that Asia’s corporate sector remains fundamentally sound.

Valuations across Asia equities remain compelling. Compared to developed markets,
Asia trades at a meaningful discount, both on a relative basis and against its own
historical averages. This valuation gap, combined with strong liquidity, especially in a
weaker US dollar environment, offers an attractive entry point for long-term investors.
With earnings growth expected to stabilize and macro risks gradually being priced in, we
believe the current environment presents a favorable setup for selective exposure to Asia
equities.

Figure 2: Forward P/E of MSCI Asia ex-Japan versus US
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Source: FactSet, Invesco, data as of April 2025. Past performance does not predict future returns.



4 Invesco 2025 Midyear Investment Outlook -
Asia Equities

May 2025

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 document isintended only forinvestors in Hong Kong for informational purposes only. This
documentis not an offering of a financial product and should not be distributed to retail clients who are
resident injurisdiction whereiits 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 oninformation 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. Investmentinvolvesrisk. 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 documentin 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
jurisdictionin which suchan offer is not authorised or to any person to whomitis unlawful to make such an
offer or solicitation.

This document isissued:

o in Hong Kong by Invesco Hong Kong Limited SIE 3 & BEA BR 2N 7, 45/F, Jardine
House, 1 Connaught Place, Central, Hong Kong.
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