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Overview

+  We highlight six conditions that we
believe create an attractive entry point
for EM local debt investments, and
believe those conditions are intact.

«  Current high local interest rates,
the prospect of a softer US dollar,
and widespread falling inflation
and monetary easing are among
the factors that create an attractive
backdrop for EM local debt, in our
view.

« Idiosyncratic differences in growth
and macroeconomic performance
should create a diverse and lucrative
opportunity set for EM local debt in the
second half of 2024.
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Six reasons why EM local debt could now provide an
attractive entry point

Market pulse

Monetary easing around the world continues to boost prospects for emerging market
(EM) local debt, in our view, as it unlocks idiosyncratic investment opportunities. With
further monetary easing likely, we believe differences in growth and macroeconomic
performance should create a diverse and lucrative opportunity set for EM local debt
in the second half of 2024. We believe attractive income generation opportunities
and stronger growth dynamics relative to developed markets should provide multiple
tailwinds for the EM asset class.

As we approach the beginning of the US Federal Reserve (Fed) easing cycle, we
believe EM central banks will be able to focus more on the domestic dynamics driving
their monetary policies than the external shocks that occurred in the first half of

the year. As we transition to this phase of the cycle, we expect interest rates to vary
more due to domestic policies than foreign exchange rates, which will likely be more
influenced by the performance of the US dollar.

Overall, we expect a favorable environment for EM local debt in the second half of
2024, as the Fed easing cycle begins and a soft landing takes hold in the US and
globally. In this scenario, we would expect the US dollar to weaken as the Fed cuts
rates, allowing EM currencies to offer an additional potential source of return.

Spotlight: Charting the case for EM local debt

Below, we highlight six market conditions that we believe create an attractive entry
point for EM local debt investments. We believe these conditions currently hold and
should lead to a positive backdrop for EM local debt in the coming months.

1. High EM rates and disinflation

Current or future high nominal EM interest rates, with potentially high real interest
rates, present a unique opportunity for investors, in our view. High real yields can
indicate a positive economic outlook and monetary tightening.

Figure 1: The strength of the US economy, the Fed's policy stance and global capital
flows have kept real EM yields high
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Source: Bloomberg L.P. Data from Jan. 31, 2012 to May 31, 2024.



EM central banks have followed orthodox policies by hiking rates early to control
inflation. They have already started cutting rates and the European Central Bank cut
rates for the first time in June.

Figure 2: EM disinflation has continued in 2024 but at a slower pace
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Source: National statistical agencies, J.P. Morgan. Excludes China and Turkey. Data from Dec. 31, 2019 to June
30, 2014. Forecasts thereafter.

2. Weak US dollar

We expect the US dollar to begin to weaken this year as the Fed begins cutting interest
rates. During periods of US dollar weakness, we expect EM currencies to outperform
developed market currencies.

Figure 3: The US dollar is close to its 50-year high on a real effective exchange rate
basis
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Source: Bank of America. Data from Jan. 31,1970 to April 30, 2024.

3. Stable to higher commodity prices

Commodities are essential to the economic growth of EM countries. Exporting
commodities are a major source of income and have the potential to bring in
substantial foreign investment. Commodity prices are still higher than pre-pandemic
levels and seem to be stabilizing at elevated levels.



Figure 4: The price of copper has increased significantly over the past year and the
push for renewable energy and technology should further boost demand
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Source: Bloomberg L.P. Data from July 3, 2023 to July 5, 2024. LME is London Metal Exchange.

4. Attractive valuations

Increased EM yields have made EM duration more attractive, in our view, especially
outside of Asia. Current differentials between developed and EM interest rates also
present a potential opportunity for investors.

Figure 5: 10-year EM yields have sold off this year, causing large deviations from
estimated fair value yields
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5. Extreme bearishness toward emerging market assets

We believe current bearish sentiment toward EM local bonds has created an attractive
entry point for investors, in terms of valuation.



Figure 6: Amid macroeconomic uncertainty and high US yields, EM outflows as
a whole have been modestly negative year-to-date, but we may be entering an
inflection point
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6. More predictable path for US financial conditions, especially interest rates

We believe the Fed will cut rates twice this year, which should provide room for EM
central banks to cut, as most of their economies are experiencing robust growth and
disinflation.

Figure 7: As US inflation slows and the labor market shows signs of weakening, the
bond market is pricing Fed rate cuts starting in September
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Conclusion

We expect EM local debt to enjoy a favorable environment in the second half of 2024.
The strength and resilience of the US economy has kept many investors away from the
EM asset class, resulting in outflows but leading to attractive valuations, in our view.
With US inflation moderating and the labor market softening, market expectations are
building that the Fed will begin cutting rates in September. We expect two Fed rate cuts
this year, which should provide a tailwind for EM central banks whose economies are
enjoying solid growth and falling inflation. In addition, we expect the US dollar to begin
to weaken as the Fed begins reducing rates, which should benefit EM debt investors.



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.

Fixed-income investments are subject to credit risk of the issuer and the effects of changing interest rates. Interest
rate risk refers to the risk that bond prices generally fall as interest rates rise and vice versa. An issuer may be unable
to meet interest and/or principal payments, thereby causing its instruments to decrease in value and lowering the
issuer’s credit rating.

Non-investment grade bonds, also called high yield bonds or junk bonds, pay higher yields but also carry more risk
and a lower credit rating than an investment grade bond.

The risks of investing in securities of foreign issuers, including emerging market issuers, can include fluctuations in
foreign currencies, political and economic instability, and foreign taxation issues.

The performance of an investment concentrated in issuers of a certain region or country is expected to be closely
tied to conditions within that region and to be more volatile than more geographically diversified investments.

Important information

This document is intended only for professional investors in Hong Kong, for Institutional Investors and/or Accredited
Investors in Singapore, 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 specific Qualified Institutions and/or
Sophisticated Investors only in Taiwan, for Qualified Professional Investors in Korea, for certain specific institutional
investors in Brunei, for Qualified Institutional Investors and/or certain specific institutional investors in Thailand, for
certain specific institutional investors in Malaysia upon request, for certain specific institutional investors in Indonesia
and for qualified buyers in Philippines 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 "forwardlooking 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 the following countries:

e inHong Kong by Invesco Hong Kong Limited SN 5 B R4 1], 45/F, Jardine House, 1 Connaught Place,
Central, Hong Kong.

o in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic Plaza, Singapore
048619.

o in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066). Invesco
Taiwan Limited is operated and managed independently.
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