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Executive Summary

Income is back... for the first time in a decade investors can generate better
bond returns without relying heavily on spread or duration gains. The investment
grade sector of Emerging Market Debt offers a compelling opportunity to
construct a portfolio of higher-quality bonds with attractive all-in yields, creating
a buffer against potential headwinds.

5.5% Investment Grade Yield! Looking forward, the attractive yield alone may
be the primary driver of returns with additional upside potential for longer-
duration assets like EM |G with the Federal Reserve maintaining a bias toward
further policy easing.

Paid premium for the same credit rating. Despite sharing the same average
credit rating as US IG, EM 1G currently offers nearly 100 basis points of additional
spread compensation (Figure 2). This EM IG spread premium stands in the 70"
percentile of cheapness, with spreads more than 40bps wider than historical
averages.

Source: HSBC Asset Management as of March 2025. This document provides a high-level overview of the recent economic environment. It is for
marketing purposes and does not constitute investment research, investment advice nor a recommendation to any reader of this content to buy or
sell investments. It has not been prepared in accordance with legal requirements designed to promote the independence of investment research and
is not subject to any prohibition on dealing ahead of its dissemination. Any forecast, projection or target where provided is indicative only and is not
guaranteed in any way. The level of yield is not guaranteed and may rise or fall in the future. Any yields shown do not account for fees and expenses
which will decrease yields received. The views expressed above were held at the time of preparation and are subject to change without notice.



High level of all-in yields, resilience to U.S. Treasury volatility,
and strong credit fundamentals make a persuasive investment
case for Emerging Market Investment Grade (EM IG) credit.

Investors Get Paid for Quality

Today, the high level of yield offered by EM IG allows investors to remain conservative from
a credit perspective while being able to generate better bond returns solely from income.
For much of the decade prior to the 2022 Federal Reserve hiking cycle, a low-rate
environment forced investors to pursue higher yields by moving further down the credit
spectrum. That dynamic has changed.

This shift has restored a key feature of fixed income: earning attractive income without
relying heavily on spread or duration gains. This creates a valuable margin of safety against
potential negative returns. This becomes especially important in today's environment of
unpredictable United States policies towards emerging markets, including a focus on anti-
globalization and protectionism, and a transactional approach favoring those countries
willing to ‘make a deal’. In this environment, we like quality. Countries with strong external
accounts and fiscal discipline should have a stronger negotiating position vis-a-vis the
United States.

Despite these risks, the higher quality and attractive yield offered by EM |G builds an
asymmetric return profile as seen in the table below — if Treasury yields and credit spreads
remain unchanged, investors still can achieve a 5.5% return over the next 12 months.
Additional upside return potential comes if the Fed maintains a bias toward further easing,
where longer-duration assets like EM 1G would benefit from price appreciation.

Figure 1.
Investment Grade Credit Spread and UST Yield Change
IG Credit Spread Chg
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Source: JP Morgan, as of 10 March 2025.

Source: HSBC Asset Management. Any forecast, projection or target where provided is indicative only and is not guaranteed in any way.
The level of yield is not guaranteed and may rise or fall in the future. Any yields shown do not account for fees and expenses which will
decrease yields received. The views expressed above were held at the time of preparation and are subject to change without notice.



Premium for EM

Despite sharing the same average credit rating as US IG, EM IG currently offers nearly 100 basis points
of additional spread compensation {Figure 2). This EM |G spread premium stands in the 70th percentile
of cheapness, with spreads more than 40bps wider than historical averages.

Figure 2.
EM IG Credit Spreads Cheap to DM IG

100.0%

135 90.0%

115 l i 80.0%

95 70.0%

75 60.0%

56 50.0%

40.0%

% 30.0%

15 20.0%

5 10.0%
-25 0.0%

Mar-18  Mar-19  Mar-20  Mar-21 Mar-22 Mar-23  Mar-24

e -\ Sovereign Spread |G over US Credit |G === Average Retracement (rhs)
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Structural inefficiencies driven by a bias towards U.S. credit and an under-allocation to emerging
markets are the root cause for the persistent spread differential. Since 2012, US Investment Grade debt
funds have experienced large massive inflows while Emerging Market hard currency debt flows remain
barely in positive territory (Figure 3). As a result, EM has a much cleaner technical position whereas the
crowded positioning in US |G markets makes it more vulnerable to indiscriminate sell-offs.

Figure 3.
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Source: BAML, as of 31 December 2024.

Source: HSBC Asset Management. The views expressed above were held at the time of preparation and are subject to change without notice.
Any forecast, projection or target where provided is indicative only and is not guaranteed in any way.



USD Trillions

A Shifting Landscape Creates Opportunity in Fixed Income

Demand for EM IG may experience a pickup in flows as yields in the front-end of the US Treasury yield
curve decline and steepens overall (Figure 4). With the Fed having already cut rates by 100 basis points
and signaling further easing, investors will likely seek higher-yielding alternatives without venturing too far
down the credit spectrum. EM |G credit stands as a compelling solution, now offering attractive all-in
yields compared to historical premiums over Money Market Funds (MMFs) (Figure 5).

Figure 4. .
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One potential risk to the earned income potential for EM |G is a spike in market volatility. However, in the
recent pickup in U.S. rate volatility, EM |G spreads have remained resilient. Today's EM |G spread
volatility is lower than that of the underlying reference duration of the U.S. Treasury benchmark (Figure 6).
This provides an extra layer of protection to EM IG investors.

Figure 6.
Treasury Volatility has Surpassed EM IG Credit Spreads Volatility
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Source: HSBC Asset Management. The views expressed above were held at the time of preparation and are subject to change without notice.
Any forecast, projection or target where provided is indicative only and is not guaranteed in any way.



Investment Grade Shining Bright

The Emerging Market dollar debt universe has nearly quadrupled in market capitalization since
2008. Today, the Investment Grade portion of the universe represents nearly half of the total index
constituents and 70% of the market capitalization (Figure 7).

Figure 7.
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Source: BAML, as of 31 December 2024.

Within the Emerging Market sovereign debt universe, the composition of the higher quality
segment of the universe has grown in the number of country constituents (Figure 8) and has
improved in credit rating representation (Figure 9 ).

Figure 8.
EM IG Universe has Grown in Opportunity Set
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Source: HSBC Asset Management. The views expressed above were held at the time of preparation and are subject to change without notice.
Any forecast, projection or target where provided is indicative only and is not guaranteed in any way. The information provided is for illustrative
purpose only.



Investment Grade Shining Bright

Figure 9.
Improving Credit Rating Trends for EM IG
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The improvement in credit quality has been a result of EM governments committing to strong fiscal
discipline, implementing reforms to restore economic stability and stabilizing debt burdens.

As the trend of strong fundamentals with improving current account balances continues (Figure 10),
additional rising star candidates should gain Investment Grade status (Figure 11). In addition to the
positive trait of stronger underlying fundamentals in the asset class, EM |G investors can also benefit
from this wider opportunity set in terms of diversification and liquidity.

Figure 10. Figure 11.
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* Suriname, Belize, Ecuador and Argentina were upgraded after restructurings of debt.

Source: HSBC Asset Management. Diversification does not ensure a profit or protect against loss. The views expressed above were held at the time of
preparation and are subject to change without notice. Any forecast, projection or target where provided is indicative only and is not guaranteed in any way.



Investment Grade Shining Bright

Table 1.
Countries Yield to Maturity (%) Examples
Saudi Arabia 5.40 Indonesia
Indonesia 5.38 ¢ Trackrecord of fiscal discipline and strong
: growth
China °.08 ¢ Ongoing commitment to business-friendly
United Arab Emirates 5.39 reforms and deepening integration of trade
Qatar 516 supply chains with global economy
Chile 5.70 Bulgaria
Mexico /.55 ¢ Strong external position with stable levels
g of import coverage and current account
Philippines °.28 deficits covered by FDI
Poland 5.45 ¢ Potential euro adoption to drive further
Hungary 573 integration with European Economy
Romania 6.77 Chile
Panama 7.26 ¢ Robust fiscal prudence, maintaining debt
Peru 6.01 levels that are solidly aligned with |G-rated
country averages
Uruguay 5.42 ¢ Upcoming elections likely to lead to a
Malaysia 5.20 return to business-friendly policies
India 5.04
UAE
Kazakhstan 5.40 ¢ Strong and improving external position
Kuwait 4.39 driven by low breakeven oil price
Bulgaria 531 ¢ Low debt levels against sizeable FX
reserves
Latvia 5.23

Source: JP Morgan, HSBC Asset Management, as of 28 February 2025.
The level of yield is not guaranteed and may rise or fall in the future.
The views expressed above were held at the time of preparation and are subject to change without notice.



Conclusion: Now Is the Time to Invest

Investors have an unprecedented opportunity to capitalize on the EM |G asset classes growth
potential. Since its inception in 1998, the EM IG universe has undergone a remarkable
transformation, fueled by shifting global economic power, market evolution, and structural
improvements within emerging economies.

As the EM IG universe continues to evolve and mature, it presents a unigue opportunity for
forward-thinking investors. The combination of attractive yields, resilient spreads, improving credit
fundamentals, and increasing investor recognition makes now the ideal time to gain exposure to
this dynamic asset class.

The opportunity is clear. The time to invest is now.

Source: HSBC Asset Management. The views expressed above were held at the time of preparation and are subject to change without
notice. Investments in emerging markets are by their nature higher risk and potentially more volatile than those inherent in some
established markets. Economies in Emerging Markets generally are heavily dependent upon international trade and, accordingly, have
been and may continue to be affected adversely by trade barriers, exchange controls, managed adjustments in relative currency values
and other protectionist measures imposed or negotiated by the countries and territories with which they trade. These economies also
have been and may continue to be affected adversely by economic conditions in the countries and territories in which they trade. This
information shouldn’t be considered as a recommendation to invest in a particular sector shown.



Important Information

For Professional Clients and intermediaries within countries and territories set out below; and for Institutional Investors and Financial
Advisors in the US. This document should not be distributed to or relied upon by Retail clients/investors.

The value of investments and the income from them can go down as well as up and investors may not get back the amount originally invested. The
performance figures contained in this document relate to past performance, which should not be seen as an indication of future returns. Future returns will
depend, inter alia, on market conditions, investment manager’s skill, risk level and fees. Where overseas investments are held the rate of currency
exchange may cause the value of such investments to go down as well as up. Investments in emerging markets are by their nature higher risk and
potentially more volatile than those inherent in some established markets. Economies in Emerging Markets generally are heavily dependent upon
international trade and, accordingly, have been and may continue to be affected adversely by trade barriers, exchange controls, managed adjustments in
relative currency values and other protectionist measures imposed or negotiated by the countries and territories with which they trade. These economies
also have been and may continue to be affected adversely by economic conditions in the countries and territories in which they trade.

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in part, for any purpose. All non-
authorised reproduction or use of this document will be the responsibility of the user and may lead to legal proceedings. The material contained in this
document is for general information purposes only and does not constitute advice or a recommendation to buy or sell investments. Some of the
statements contained in this document may be considered forward looking statements which provide current expectations or forecasts of future events.
Such forward looking statements are not guarantees of future performance or events and involve risks and uncertainties. Actual results may differ
materially from those described in such forward-looking statements as a result of various factors. We do not undertake any obligation to update the
forward-looking statements contained herein, or to update the reasons why actual results could differ from those projected in the forward-looking
statements. This document has no contractual value and is not by any means intended as a solicitation, nor a recommendation for the purchase or sale of
any financial instrument in any jurisdiction in which such an offer is not lawful. The views and opinions expressed herein are those of HSBC Asset
Management at the time of preparation and are subject to change at any time. These views may not necessarily indicate current portfolios' composition.
Individual portfolios managed by HSBC Asset Management primarily reflect individual clients' objectives, risk preferences, time horizon, and market
liquidity. Foreign and emerging markets. Investments in foreign markets involve risks such as currency rate fluctuations, potential differences in accounting
and taxation policies, as well as possible political, economic, and market risks. These risks are heightened for investments in emerging markets which are
also subject to greater illiquidity and volatility than developed foreign markets. This commentary is for information purposes only. It does not constitute
investment advice or a recommendation to any reader of this content to buy or sell investments nor should it be regarded as investment research. It has
not been prepared in accordance with legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of its dissemination. This document is not contractually binding nor are we required to provide this to you by any legislative
provision.

All data from HSBC Asset Management unless otherwise specified. Any third party information has been obtained from sources we believe to be reliable,
but which we have not independently verified.

HSBC Asset Management is the brand name for the asset management business of HSBC Group, which includes the investment activities that may be
provided through our local regulated entities. HSBC Asset Management is a group of companies in many countries and territories throughout the world
that are engaged in investment advisory and fund management activities, which are ultimately owned by HSBC Holdings Plc. (HSBC Group). The above
communication is distributed by the following entities:

. In Australia, this document is issued by HSBC Bank Australia Limited ABN 48 006 434 162, AFSL 232595, for HSBC Global Asset Management
(Hong Kong) Limited ARBN 132 834 149 and HSBC Global Asset Management (UK) Limited ARBN 633 929 718. This document is for institutional
investors only, and is not available for distribution to retail clients (as defined under the Corporations Act). HSBC Global Asset Management {Hong
Kong) Limited and HSBC Global Asset Management (UK) Limited are exempt from the requirement to hold an Australian financial services license
under the Corporations Act in respect of the financial services they provide. HSBC Global Asset Management (Hong Kong) Limited is regulated by
the Securities and Futures Commission of Hong Kong under the Hong Kong laws, which differ from Australian laws. HSBC Global Asset
Management (UK) Limited is regulated by the Financial Conduct Authority of the United Kingdom and, for the avoidance of doubt, includes the
Financial Services Authority of the United Kingdom as it was previously known before 1 April 2013, under the laws of the United Kingdom, which
differ from Australian laws;

. in Bermuda by HSBC Global Asset Management (Bermuda) Limited, of 37 Front Street, Hamilton, Bermuda which is licensed to conduct
investment business by the Bermuda Monetary Authority;

. in Chile: Operations by HSBC's headquarters or other offices of this bank located abroad are not subject to Chilean inspections or regulations and
are not covered by warranty of the Chilean state. Further information may be obtained about the state guarantee to deposits at your bank or on
www.sbif.cl;

. in Colombia: HSBC Bank USA NA has an authorized representative by the Superintendencia Financiera de Colombia (SFC) whereby its activities

conform to the General Legal Financial System. SFC has not reviewed the information provided to the investor. This document is for the exclusive
use of institutional investors in Colombia and is not for public distribution;

. in Finland, Norway, Denmark and Sweden by HSBC Global Asset Management (France), a Portfolio Management Company authorised by the
French regulatory authority AMF {no. GP99026) and through the Stockholm branch of HSBC Global Asset Management (France), regulated by the
Swedish Financial Supervisory Authority (Finansinspektionen);

. in France, Belgium, Netherlands, Luxembourg, Portugal, Greece by HSBC Global Asset Management (France), a Portfolio Management Company
authorised by the French regulatory authority AMF (no. GP99026);

. in Germany by HSBC Global Asset Management (Deutschland) GmbH which is regulated by BaFin (German clients) respective by the Austrian
Financial Market Supervision FMA (Austrian clients);

. in Hong Kong by HSBC Global Asset Management {(Hong Kong) Limited, which is regulated by the Securities and Futures Commission. This
video/content has not be reviewed by the Securities and Futures Commission;

. in India by HSBC Asset Management (India) Pvt Ltd. which is regulated by the Securities and Exchange Board of India;

. in Italy and Spain by HSBC Global Asset Management (France), a Portfolic Management Company authorised by the French regulatory authority

AMF (no. GP99026) and through the Italian and Spanish branches of HSBC Global Asset Management (France), regulated respectively by Banca
d‘ltalia and Commissione Nazionale per le Societa e la Borsa (Consob) in Italy, and the Comisidn Nacional del Mercado de Valores (CNMV) in Spain;

. in Malta by HSBC Global Asset Management (Malta) Limited which is regulated and licensed to conduct Investment Services by the Malta Financial
Services Authority under the Investment Services Act;



. in Mexico by HSBC Global Asset Management (Mexico), SA de CV, Sociedad Operadora de Fondos de Inversion, Grupo Financiero HSBC which is
regulated by Comision Nacional Bancaria y de Valores; 10
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