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Looking back: Chinaand the Belt and Road Initiative has been akey driver of EM
economicgrowth

Over the past decade China has cemented its vision to better connect to different parts
of the world using its Belt and Road Initiative (BRI). Using this development strategy, China
has been a key driver of overall emerging market (EM) growth through its extensive capital
and trade flows, investments, and construction projects in these countries. Since the
official endorsement of the BRI, China has achieved several tangible accomplishments by
= promoting the Silk Road Economic Belt and 21* century Maritime Silk Road.

Anthony Xiao Massive infrastructure projects have improved land and sea connectivity along the Belt
Client Portfolio Manager, and Road. This is apparent from the exponential rise in China-Europe freight train traffic in
Invesco Fixed Income recent years (Appendix, Figure 6)." China’s BRI has meant the construction of numerous

submarine cables, digital infrastructure projects, ports, railways, highways, and bridges, all
contributing to the region’s connectivity. At the same time, trade volume, direct outward
investment and the volume of contracted projects within the Belt and Road region have
shown a consistent upward trend since 2015 (Appendix, Figure 7-9). In recent years, the
BRI has evolved to cover new dimensions where significant progress has been observed,
including the Digital Silk Road, Green Silk Road, Health Silk Road, and Polar Silk Road. By
advancing the BRI, China has also developed strong economic relationships with Middle
Eastern countries.

Belt and Road regions and countries have seen arise ininvestment opportunities on the
back of growth spurred by China’s BRI. Investors that strategically positioned themselves
Yifei Ding to take advantage of these developments would have benefitted in this phase.

Senior Portfolio Manager,
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Looking ahead: Multipolarity and the evolution of EM beyond the BRI

While the BRI has spurred growth in EM economies over the past decade, inrecent years
the global backdrop has changed. Factors such as Covid-triggered behavioral changes,
geopolitical shifts, supply chain transformation, and the rise of new regional powers (e.g.,
Middle East, India, etc.) have driven the world toward a multipolar setup.

BRI investments have helped EM countries improved their traditional and digital
infrastructure significantly. By leveraging on these accomplishments, EM countries have
been able to focus on initiatives and partnerships that drive domestic growth. While the
BRI remains strategically important in driving EM growth, we are now seeing other
long-term investment themes emerge. We believe investors should pivot towards these
new investment opportunities to capture attractive returns.

1 Source: Belt and Road Portal, Xinhua Net, The Ministry of Commerce of the People’s Republic of
China, data as of 31December2022.

Thisdocumentis for Professional Clients onlyin Dubai, Jersey, Guernsey, the Isle of Man, Continental Europe (as defined in theimportantinformationat theend) and

the UK; for Institutional Investors only in the United States; for Professional/Qualified/Sophisticated Investors in Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the
United Arab Emirates; for Sophisticated or Professional Investors in Australia; in New Zealand for wholesale investors (as defined inthe Financial Markets Conduct Act);
for Professional Investorsin Hong Kong; for Qualified Institutional Investorsin 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 wealth
funds and/or Qualified Domestic Institutional Investors approved by local regulators only in the People’s Republic of China; for certain specificinstitutional investors

in Malaysia uponrequest; for certain specific institutional investors in Brunei; for Qualified Professional Investors in Korea; for certain specificinstitutional investorsin
Indonesia; for qualified buyers in Philippines forinformational purposes only; in Canada, this documentisrestricted toi) accredited investors and i) permitted clients as
defined under National Instrument 45-106 and 31-103 respectively. Itis notintended for and should not be distributed to or relied upon by the public or retail investors.
Please donotredistribute this document.



4 Invesco

Emerging market economic growth:
Moving beyond the Belt and Road

Initiative

December 2023

Three long-terminvestment themes driving EM growth: Global connectivity, regional
partnerships and domestic focus
Under the new macroeconomic backdrop, we are seeing three key long-term themes arise
with emerging investment opportunities: global connectivity; regional partnerships and

domestic focus.

Figure1-Key long-term themes driving EM growth
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Global connectivity

Emerging market countries are launching important initiatives to both promote and
benefit from global connectivity. Like the BRI, one notable strategic initiative that

fits under this investment theme is Saudi Arabia’s Saudi Vision 2030. This program
was launched in 2016 with three main objectives - to build a vibrant society, a thriving
economy, and an ambitious nation.

Saudi Vision 2030 is a broad initiative that covers many critical areas. The three main pillars
are to make Saudi Arabia the “heart of the Arab and Islamic Worlds”, to become a global
investment powerhouse, and to transform the country’s location into a hub connecting

Afro-Eurasia.

Several iconic giga-projects are being constructed as part of this program, funded by the
government’s Public Investment Fund. These infrastructure projects are set to further
boost the fast-growing tourism market in the country, drive demand in new sectors, and
diversify the country’s economic reliance away from oil.

Figure 2 - Saudi Arabia’s giga projects
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Source: The ‘Giga-Projects’ of Saudi Arabia, https://www.driver-group.com/en/europe/news/the-giga-projects-of-
saudi-arabia, data as of October2019.
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Under the initiative, multiple new shipping lines serving the Middle East and North Africa,
West Africa, the Eastern Mediterranean, Northern Europe, and the Indian subcontinent
have also been launched to increase the connectivity of the Kingdom’s ports to global
markets. The Arar Port between Saudi Arabia and Iraq has been reopened to increase the
capacity for goods and passengers and to improve the local, regional, and international
connectivity of trade and transport networks. It’s clear that achieving better global and
regional connectivity and riding on that to bring benefits to the Kingdom is key for the
initiative to succeed. We believe the recent admission of Saudi Arabia into the BRICS bloc
(Brazil, Russia, India, China, and South Africa) will further support this ambitious program.

In our view, Saudi Vision 2030 will be a critical driver of Saudi Arabia’s economic growth as
well as that of other Middle Eastern economies and their allies. We believe Middle Eastern
sovereign and consumer issuers in the region will be direct beneficiaries of this initiative.

Regional partnerships

Developing regional partnerships is also instrumental for emerging markets to drive
economic growth and development. The RCEP (Regional Comprehensive Economic
Partnership) is agood example of this investment theme. The free trade agreement was
signed by 15 Asia Pacific nations in 2020. Itis the largest trade bloc in the world, given
member countries account for around 30% of the world’s population and 30% of global
GDP.2The RCEP includes chapters covering trade in goods, services, investment, and
economic and technical cooperation. It establishes lower tariffs on products that are
sourced and traded in member markets and focuses on the reduction of non-tariff barriers.

Figure 3 -Key facts about RCEP free trade deal
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Source: Bloomberg, The Guardian, Statista, data as of November 2020,
https://www.statista.com/chart/23497/key-facts-about-the-regional-comprehensive-economic-partnership/

This trade deal is a powerful tool that has boosted business connectivity in the region.
Better integration and stronger networks have fostered more business transactions
between members. Bond issuers in the participating countries in various areas such as
e-commerce or telecommunications stand to benefit. We believe that using these regional
partnerships as a starting point to identify investment opportunities can lead to better
long-term outcomes.

Another example of such a regional partnership at a wider scale is the BRICS bloc of
developing nations. In late August, member states agreed to add Saudi Arabia, Iran, Ethiopia,
Egypt, Argentina, and the United Arab Emirates (UAE) as new member countries. We believe
the latest BRICS expansion will further strengthen the ongoing collaboration of BRICS
countries on the BRI and other projects and serve as a bridge for better future cooperation.

For example, we are now seeing more public and private sector collaboration between
South Africa and the newly added countries. We expect these efforts to positively impact
the sovereign credit fundamentals of the countries in question as well as their corporates
operating in South Africa.

2 The Regional Comprehensive Economic Partnership: anew megatrade bloc for Asia, July 2022,
https://www.swissre.com/institute/research/topics-and-risk-dialogues/economy-and-insurance-
outlook/mega-trade-bloc-asia-rcep.html#:~:text=Signed%20in%20November%202020%20
among,both%20global%20GDP%20and%20population.
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Domesticfocus

This investment theme identifies important strategic initiatives by EM countries that are
targeted primarily at boosting domestic economic growth. One example is the Make in
India initiative which was launched in September 2014 as part of a wider set of nation-
building priorities. The program was launched to transform India into a global design

and manufacturing hub; however it also covers other sectors aiming to boost overall
entrepreneurship and employment opportunities in the country. India’s government is
highly motivated to advance this initiative given India’s growth story has largely been led by
the services sector in the past. In the nineties, India was often referred as the “back office
of the world” givenits huge leap in IT and its business process outsourcing (BPO) sector.
However, the manufacturing sector in India was seen as relatively less advanced, partially
dueto lack of infrastructure, while at the same time stillimportant for job creation.

The initiative places emphasis on promoting the ease of doing business in the country and
aims to do this by modernizing existing infrastructure. It has four pillars: new processes,
new infrastructure, new sectors, new mindset. The program has identified 25 focus sectors
and hasimplemented government schemes for each sector in areas such as foreign direct
investment, intellectual property rights, financial support, and sector-specific policies.

Figure 4 -25focussectors of the Make in India initiative
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Source: Make in India, https://www.makeinindia.com/sectors

Figure 5 - Exports of Indian manufactured goods (US$ Bn)
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China and India have cooperated significantly in the infrastructure upgrading process.
Historically, India’s renewable sector relied heavily on China with nearly 90% of solar
energy equipment being imported from China. 2 However under the new program, India
has been focusing on building domestic capacity. In the first half of 2023, India’s solar
module imports from China reduced nearly 80% by US $2 billion.*

In our view, investors could take advantage of the opportunities emerging from sectors
under the Make in India program. Given the strong government support, we are positive
on the growth outlook of these sectors and believe investments in these sectors can
resultin attractive long-term returns. For example, there are several supportive policies
being enacted for India’s renewable energy sector such as 100% FDI permission without
the need for government approval, numerous renewable energy schemes and programs,
and a significant financial budget allocation to this sector. Major bond issuers from
India’s renewable sector are set to benefit from this policy support and the overall sector
growth potential.

Other EM countries have implemented similar domestic initiatives. We believe that by using
domestic policy direction as a guide for potential investment opportunities, investors can
generate better returnsin the long-term.

Conclusion

While the BRI remains a key factor impacting EM growth, the global backdrop has evolved
dramatically giving rise to new themes that are driving long-term investment opportunities
inthis space. We believe that by taking advantage of the three long-term investment trends
propelling EM growth (global connectivity, regional partnerships, and domestic focus)
investors can better generate positive long-term investment outcomes.

3 Hasthesunfinally started shining on India’s solar industry?, September 2023,
https://economictimes.indiatimes.com/industry/renewables/has-the-sun-finally-started-shining-
on-indias-solar-industry/articleshow/103686223.cms

4 |bid.
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Appendix

Figure 6 - Number of China-Europe freight train trips
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Source: Beltand Road Portal, Xinhua Net, The Ministry of Commerce of the People’s Republic of China,
dataas of 31December2022.

Figure 7 - Total trade volume of goods between Chinaand B&R countries (USD Trillion)
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Figure 8 - China's non-financial outward directinvestmentin B&R countries (USD Million)

22,000

20,970
21,000

20,3V
20,000

19,000

18,000 17,79q/

17,000 /

16,000 15,640 /

15,000 14820 /\/

14530 ., ocn

14,000

13,000

2015 2016 2017 2018 2019 2020 2021 2022

Source: Beltand Road Portal, The Ministry of Commerce of the People’s Republic of China, data as of 31 December 2022.

Figure 9 - Chinaoutward completed contracted projectsin B&R countries
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Investmentrisks

The value of investments and any income will fluctuate (this may partly be theresult of exchangerate
fluctuations) and investors may not get back the fullamountinvested.

Wheninvestinginless developed countries, youshould be prepared to acceptsignificantly large
fluctuationsinvalue.

Investmentin certain securities listed in China caninvolve significantregulatory constraints that may
affect liquidity and/or investment performance.
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Sophisticated Investors; in Singapore for Institutional/Accredited Investors; for Qualified Institutional
Investors and/or certain specificinstitutional investors in Thailand; for certain specific sovereign
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the People’s Republic of China; for certain specific institutional investors in Malaysia uponrequest;

for certain specific institutional investors in Brunei; for Qualified Professional Investors in Korea; for
certain specificinstitutional investorsinIndonesia; for qualified buyers in Philippines forinformational
purposes only; in Canada, thisdocumentisrestricted toi) accredited investors and i) permitted clients
as defined under National Instrument 45-106 and 31-103 respectively. Itis notintended for and should
notbedistributedto orrelied upon by the public or retailinvestors. Please do notredistribute this
document.

The publication is marketing material and is not intended as arecommendation toinvest in 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 to trade
before publication. The information provided is forillustrative purposes only, it should not be relied upon
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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.

This publicationis written, unless otherwise stated, by Invesco professionals. The opinions expressed are
those of the author or Invesco, are based upon current market conditions and are subject to change
without notice. This publication does not form part of any prospectus. This publication contains general
information only and does not take into accountindividual objectives, taxation position or financial needs.
Nor does this constitute arecommendation of the suitability of any investment strategy fora particular
investor.

Neither Invesco Ltd. nor any of its member companies guarantee the return of capital, distribution of
income or the performance of any fund or strategy. Past performance is not a guide to future returns.

This publicationis notaninvitation to subscribe for sharesinafund norisitto be construed as an offer
tobuy or sellany financial instruments. As with all investments, there are associated inherent risks.

This publicationis by way of information only. This document has been prepared only for those persons
towhom 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.

Certain products mentioned are available via other affiliated entities. Not all products are availablein all
jurisdictions.

This publicationisissued:
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