
Shifting growth drivers in Asia’s emerging markets 
One of the major factors that drove market movements year-to-date in 2025 has 
undoubtedly been geopolitics and tariff-related risks. These risks have also shaped the 
economic fundamentals and outlook for Asia emerging market economies. While we 
have observed robust economic growth in the region so far, front-loading of exports has 
contributed significantly to this performance. However, we do not expect the external 
sector to maintain its strong momentum in 2026, given both fading global demand and 
high comparison base.

Divergent policy responses across Asia
As external force weakens, Asian economies are responding in different ways: 

•	 Fiscal expansion: Countries like Indonesia and Thailand are increasing handouts to low-
	 income households to boost domestic consumption. 
•	 Tax reforms: India has implemented new Goods and Services Tax reforms to stimulate

household consumption. 
•	 China’s focus: China’s fiscal stance remains cautious; the government   continues to

prioritize industrial transformation and moving up the value chain rather than broad-		
	 based stimulus. 

Divergent policy approaches and uncertain external conditions make it difficult to establish 
a definitive outlook for Asia emerging market bonds in 2026.
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Figure 1: Exports have been slowing in Asia emerging markets, particularly exports to 
the US
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Hard currency sovereign and quasi-sovereign bonds: Limited upside, selective risks
For hard currency Asia emerging market sovereign and quasi-sovereign bonds, 
fundamentals remain strong among countries with lower fiscal impulse. The asset class has 
done well in 2025 year-to-date, so we do not expect significant further upside compared to 
other emerging market hard currency sovereign bonds. 

However, Asian countries have demonstrated greater resiliency during market selloff 
triggered by external shocks. As long as domestic fundamentals stay robust, we do not 
anticipate significant widening of sovereign and quasi-sovereign bond spreads widen in 
these Asian markets. Conversely, countries pursuing aggressive fiscal expansion plans 
may face reduced investor exposure, given the current tight spread levels. 

Opportunities and risks of local currency bond markets
For Asia’s local currency bond markets, we hold a similar view that we favor countries with 
prudent fiscal policies. As monetary policies are likely to ease, we see strong potential for 
lower government bond yields across Asia. 

However, a negative supply shock from aggressive fiscal expansion could unsettle market 
participants, prompting a shift toward other emerging markets offering more attractive 
carry and capital gain potentials. 

Another key factor influencing local currency bond performance is foreign exchange 
dynamics. The USD has weakened since March 2025, driven by tariffs and concerns over 
slower US growth. There is a real possibility that the Fed delivers more rate cuts than 
currently expected, which would further pressure the dollar. 

Inflation trends and monetary policy outlook
We continue to see inflation data across Asia surprising on the downside, giving local 
central banks greater room to further ease monetary policies. Unlike many other regions, 
Asia’s emerging markets did not experience the post-COVID inflation surge seen globally. 
With higher tariff rates imposed on these economies, domestic inflationary pressures 
are likely to remain subdued. In contrast to fiscal policy divergence, this low-inflation 
environment and the central bank easing bias apply broadly across Asia’s emerging 
markets.
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Figure 2: Inflation surprise index for Asia Pacific has remained consistently low
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Source: Bloomberg, Invesco. Data as of October 2025.
Note: Citigroup Inflation Surprise Index represents the sum of the difference between 
official inflation data and forecasts. With a sum over 0, its inflation data are higher than 
market expectations and vice versa.



Among the high-yielding Asia local currency government bonds, India stands out with 
government continuing to support economic growth without excessive public spending. 
Combined with potential rate cuts, low inflation and possibly lower tariff rates, this is likely 
to create compelling investment opportunities.

Our country-specific views will evolve as fiscal policies shift in reaction to economic 
realities. For now, current market conditions prevent us from making a generalized outlook 
for Asia’s emerging markets. 

Positioning for opportunities amid uncertainty
Asia’s emerging markets enter 2026 with a mix of opportunities and challenges. While 
geopolitical risks and fading external demand weigh on growth prospects, low inflation 
and accommodative monetary policies provide a supportive backdrop for local currency 
bonds. Hard currency sovereign and quasi-sovereign bonds remain fundamentally 
sound, though upside appears limited given tight spreads. Divergent fiscal strategies 
across countries will be a key differentiator, requiring selective positioning and active 
monitoring. In this environment, investors should focus on countries with prudent 
fiscal management and structural resilience, as these are well-positioned to navigate 
uncertainty and deliver sustainable returns.
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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.

When investing in less developed countries, you should be prepared to accept significantly large 
fluctuations in value.

Investment in certain securities listed in China can involve significant regulatory constraints that may 
affect liquidity and/or investment performance.
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Important  information

This document is intended only for investors in Hong Kong 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 Hong Kong by Invesco Hong Kong Limited景順投資管理有限公司, 45/F, Jardine House, 1 
Connaught Place, Central, Hong Kong. This document has not been reviewed by the 
Securities and Futures Commission. 
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