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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 
return to late March levels, which were close to the tightest seen over the past five years 
(Figure 1). 

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

However, we believe that recent geopolitical developments have led to a rise 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)

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 Q1 2021 (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. 
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Figure 2: J.P.Morgan GBI-EM Broad Diversified Asia Yield to Maturity (% p.a.)
(May 2020 – May 2025)

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, both in 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 inflation is 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. 
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Figure 3: HSBC Pan-Asia Inflation Surprise Index (May 2020 – May 2025)

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 coming in, 
on average, higher than expected. A negative trend in the index indicates that inflation 
data has been coming in lower than expected. Data is included from the following 
countries/regions: Hong Kong, China, Taiwan, South Korea, Malaysia, Singapore, 
Philippines, Thailand, India, Indonesia.
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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. 

On the currency front, we have seen US dollar strength fading in Q1 2025 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 
Asia local currency bond markets as well.



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 2025,1 we continue to be bullish on the asset class 
and expect positive performance going forward.
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Figure 4: Net liquidity surplus or deficit (INR bn) (January 2022- May 2025)

Source: JPM, Bloomberg. Data as of 20 May 2025.
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1. Source: Bloomberg, data as of May 2025. For illustrative purposes only. An investment cannot be
 made directly into an index.



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.

Important  information

This document is intended only for professional 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.
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