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We saw a V-shaped recovery in Asia high yield (HY) markets between the start of April and
May 2025, which also reflects the limited direct tariff impact for this asset class. Year-to-
date excess returns for Asia HY are positive with total return at 2.7% (Figure 1).' Asia BB
yields are currently higher than 2023 total returns. While returns were also very strong

in 2024, we still expect income to be the core driver of returns going into 2H. We also
highlight that select B-rated bonds can provide the incremental income that can possibly
be an additive boost to overall portfolio yields, without taking excess credit default risks.

Figure 1: Drivers of Asia high yield historical returns versus outrightyield levels
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1. Source:Invesco, Aladdin, dataas of 19 May 2025.
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Heading into 2H 2025, we highlight the following topics that we think would be of interest
toinvestors looking at the Asia HY asset class.

Default rate expected to remain low for Asia HY (excluding real estate)

Atthe end of April 2025, we witnessed the second default of a restructured Chinareal
estate developer and its subsequent departure from the J.P.Morgan Asia Credit Index
(JACI) benchmark once again. It is evident that the debt burden remains too high for
some of these China high yield real estate names that already undertook a first round

of offshore debt restructuring. Another key takeaway is that the recovery value in such
restructuring exercises is driven by the conversion price set within the convertible bonds
which remains a key negotiation obstacle between the controlling shareholder and
creditors. Lastly, we note that restructured bonds with an equity option embedded, be it
ina convertible or mandatory convertible bond format, are not eligible to be part of the
JAClindex.

For 2025, we expect default rates in Asia HY (ex-real estate) to remain low, as evidenced
by Figure 2 which shows a very small universe of bonds within the Asia HY index that
trade at distressed levels of yields (which we define as having spreads of over 1000

basis points). From a sectoral perspective, Asia HY has limited exposure to oil and gas
sectors and there are also several commodities issuers that are positioned at the lower
end of the cost cash curve which are more resilient in times of lower commodities prices.
In addition, we continue to see Asia HY bond issuers taking proactive early measures

to refinance upcoming debt maturities or securing bank facilities to refinance them.

As such, we remain constructive that default rates outside of the real estate sector will
remain low for the rest of 2025.

Figure 2: Proportion of bonds (excluding real estate) that trade at aspread of over 1000 in JACI Asia High Yield Index
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Asiahighyield continues to provide abundantincome opportunities for fixed income
investorsindiverse sectors

Within the Asia high yield asset class, we prefer bonds that yield between 8 to 10%

as these provide good total return opportunities without the volatility of equities in
terms of multiple risks including earnings revision risk. From a sectoral perspective, we
continue to favour subordinated financials, secured first lien bonds with renewable or
infrastructure assets, as well as the Macau gaming sector. These sectors are not directly
impacted by tariffs and are instead more domestic focused and arguably have been
battle tested during the Covid shutdown period. In addition, we believe emerging market
(EM) frontier sovereigns do offer unique alpha opportunities in various macroeconomic
scenarios, where continued progress on IMF2structural reforms on tax collection
measures can pave the way for improved credit ratings.

Please also refer to our Q2 outlook where we highlighted the importance of coupons,
which remains a core thematic.

Asia BB has limited yield pick-up versus BBByields, henceitisimportanttofocuson
name selectionratherthanbetaoverweight as astrategy

Asia BB-rated bonds continue to provide a yield pick-up versus BBB, but this differential
isaround 120 basis points only which is at the lower bound of the 5-year average, while
recovering from over 200 basis points at the peak of the April market sell-off (Figure 3).
We still see all-in yields as attractive in the BB space but would advocate for very specific
name selection inimproving credit stories that have spread tightening potential, rather
than an outright overweight on BB-rated names.

Figure 3: Yield differentials between Asia BB and BBB-rated bonds
(May 2020 - May 2025)
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Source: Invesco, Bloomberg, data as of 19 May 2025.

In this vein, we believe that an Asia bond strategy that can flexibly allocate between BBB
and BB paper according to fundamental and valuation factors is best placed to harvest
credit risk premium in Asia credit markets and generate resilientincome.

2. IMFreferstoInternational Monetary Fund
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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.

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. Investmentinvolves 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 5t IE & E AR/ ], 45/F, Jardine
House, 1 Connaught Place, Central, Hong Kong.
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