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We have had major shifts in the US recently as the US Federal Reserve started cutting rates
in September 2024 and the presidential election was held in early November. We are

set to have the second Trump administration with an easing bias in terms of monetary
policy going into 2025. Some of the policies Trump proposed during his campaign

look negative for emerging markets, particularly export-oriented emerging market
countries. While we wait for the details to pan out in the coming months, we take comfort
in the fact that Asia emerging market (EM) countries continue to have robust economic
fundamentals compared to the rest of the world.

As growth slows down globally, healthy growth and robust government balance sheets
among Asian emerging market economies may provide better downside protection for
asset performance in the coming quarters. We are also encouraged by recent policy shifts in
China as the government has started to emphasize the growth target more frequently. At
the same time, the market is still waiting for more details and the impact of China’s recent
stimulus package as well as clarity on potential headwinds coming from US policies. We
believe that if US policies against China and other emerging markets became more
aggressive, the Chinese government may potentially push through more measures to
supportdomestic growth. If this occurs, our base case is that these two sets of policies
are likely going to offset each other in terms of the overall impact on Asian EM countries’
fundamentals.
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Source: Bloomberg, Invesco. Data as of 8 Nov 2024.

Note: Quartiles generated based on data from November 2020 to September 2024.
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Although we think robust fundamentals could provide better protection for Asian EM
sovereign and quasi-sovereign bonds in a sell-off environment, we still feel the valuations
of these bonds are currently trading at very expensive levels, particularly investment
grade (IG) bonds. In earlier years we observed Asian |G bonds trading at much higher yield
levels compared to similarly rated US investment grade bonds (Figure 2). However, the
yield pickup has since shrunk from approximately 80 to around 30 basis points.

Figure 2 - Asiasovereign spreads over US investmentgrade bonds
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Source: Bloomberg, Invesco. Data as of 8 November 2024. Past performance does not
guarantee futureresults. An investment cannot be made in anindex.

Given these unfavourable valuations it is difficult to be bullish towards hard currency Asia
EM sovereign bonds. The overall US treasury yield curve is likely to move tighter as the US
Federal Reserve begins its easing cycle. The potential spread widening may put tight Asia
sovereign bonds at risk. Our base case is that Asia hard currency sovereign and quasi-
sovereign bond spreads may widen in the coming quarters and likely underperform other
emerging market regions due to lower carry and expensive valuations. We are however
still positive on Asia EM local currency bonds accounting for our outlook for bond prices
and exchange rates in these markets.

With the US Federal Reserve entering a rate cutting cycle in September 2024, Asian
central banks now have more room to ease as capital outflow pressures subside.
Current real rates in Asia have been hovering above historical average levels. As
global economic growth momentum slows, we expect local central banks to become
more accommodative by cutting domestic policy rates. This s likely to lead to upside
opportunitiesin bond prices for investing into local currency government bonds.
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Figure 3 - Emerging market Asia10-year real rates

600
400
200
3
g 0]
-200
-400
-600
China Korea India Thailand Malaysia Singapore
== Range (max-min) Current 2025 Avg

Source: Citi Research, Bloomberg, Citi Research Forecasts. Date range spans from
1January 2016 to 7 November 2024. 2025 average real rates are calculated by taking
asimple 12-month average, where inflation forecasts are taken from Citi’'s economic
forecasts.

We expect Asian EM local exchange rates against the US dollar to generally have
balancedrisk profiles in 2025. On the one hand, as the US Federal Reserve cuts interest
rates more aggressively than Asian central banks, interest rate differentials will work

in favour of local currencies. At the same time, the US president-elect Donald Trump’s
planned trade policies would hamper local currency performance for economies that are
more export driven. We believe Trump'’s election is likely to cause more volatility in Asian
exchange rates. However, we do not think this cause a persistent depreciation trend of
Asian currencies against the US dollar, as the market will mainly focus on fundamental
factors such as rate differentials and economic performance.
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Investmentrisks
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 fullamountinvested.

Wheninvestingin less developed countries, you should be prepared to accept significantly large
fluctuationsinvalue.

Investmentin certain securities listed in China caninvolve significant regulatory constraints that may
affect liquidity and/orinvestment performance.

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. 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 the following country:

¢ in Hong Kong by Invesco Hong Kong Limited s IEf & & FEA TR 23 &), 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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