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Summary W

— Revived trade war jitters drove US Treasury (UST) yields higher in early February.
However, a series of weaker-than-expected US economic data prompted
economists to downgrade their first-quarter growth forecasts, leading markets to
price in additional US Federal Reserve (Fed) easing for the year. As a result, yields
reversed course and moved lower. At the end of February, the benchmark 2-year and
10-year UST yields had settled at 3.99% and 4.21%, respectively, 20.8 basis points
(bps) and 33.2 bps lower compared to end-January.

— Within Asia, central banks in India, Thailand and South Korea all cut their benchmark
interest rates by 25 bps. Headline inflation prints for January were mixed across the
region. Inflationary pressures increased in China, South Korea and Thailand while
subsiding in India, Singapore and Indonesia.

— We continue to believe that Asia’s local government bonds are positioned to
perform well in 2025, supported by accommodative central banks amid an
environment of benign inflation and moderating growth. Within the region, we
expect investor appetite to remain strong for higher carry bonds such as those of
Malaysia, India, Indonesia and the Philippines relative to their regional peers.

— Asian credits gained 1.73% in February, supported by declining UST yields and a 1.79
bps tightening in credit spreads. Asian investment grade (IG) credits
underperformed Asian high-yield (HY) credits, with |G credits returning +1.60%
despite spreads widening by 2.36 bps. Asian HY credits returned +2.53% as spreads
narrowed by 14.91 bps.

— Against a benign macro backdrop, we expect Asian corporate and bank credit
fundamentals to stay resilient, aside from a few sectors and specific credits that may
be impacted by tariff threats or US policy changes. Overall revenue growth may see
some moderation, but it should still remain at healthy levels, with profit margins
holding steady due to lower input costs. With the removal of the weakest credits
from the Asia HY space, we expect the Asia credit default rate to continue declining.
We also expect a smaller percentage of fallen angel credits in the Asia IG space.
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Asian rates and FX

Market review

UST yields fall amid tariff turmoil

Renewed tariff threats drove UST yields higher at the start of February. US President Donald Trump imposed an
additional 10% tariff on all imports from China, prompting retaliatory tariffs from Beijing on select US goods. Trump
also announced plans to introduce reciprocal tariffs on countries that impose duties on US imports. Yields rose further
after a higher-than-expected January consumer price index (CPI) print led investors to scale back their expectations
for Fed rate cuts. However, a series of weaker-than-expected US economic data prompted economists to trim their
first-quarter growth forecasts. This led markets to anticipate additional easing from the Fed during the year. As a
result, yields reversed course and declined. By the end of the month, concerns about an economic slowdown
deepened after Trump further escalated trade tensions with an additional 10% tariff on Chinese imports and
reiterated that tariffs on Canada and Mexico would take effect in early March. At the end of February, the benchmark
2-year and 10-year UST yields settled at 3.99% and 4.21%, respectively, 20.8 bps and 33.2 bps lower compared to end-
January.

Chart 1: Markit iBoxx Asian Local Bond Index (ALBI)
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Source: Markit iBoxx Asian Local Currency Bond Indices, Bloomberg, 28 February 2025.

Central banks in India, Thailand and South Korea lower policy rates

In February, Thailand’s central bank unexpectedly cut its policy rate by 25 bps. The Bank of Thailand (BOT) cited
“structural impediments in manufacturing production” as a key factor behind its weaker-than-expected growth
outlook and also flagged “heightened risks from trade policies of major economies”.

The Bank of Korea (BOK) also cut its policy rate by 25 bps, while lowering its 2025 GDP growth and core inflation
forecasts. BOK Governor Rhee Chang-yong emphasised the need for fiscal measures and an additional budget
alongside rate cuts, while suggesting that the pace of future reductions could slow as the full effects of previous cuts
are yet to materialise.

In India, the Reserve Bank of India (RBI) also took action, kicking off its easing cycle with a 25-bps rate cut while
maintaining a neutral policy stance. Recently-appointed RBI Governor Sanjay Malhotra emphasised that the central
bank remains “unambiguously focused” on aligning inflation with its target while supporting economic growth. He
also addressed concerns over the rupee’s depreciation, reaffirming the RBI's commitment to intervening as needed
to smooth excessive volatility.
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Headline CPI prints mixed in January; region sees mostly solid economic expansion

Headline CPI data for January were mixed across the region. Inflation rose in China, South Korea and Thailand, held
steady in the Philippines and Malaysia, and eased in India, Singapore and Indonesia.

In China, consumer inflation accelerated to 0.5% year-on-year (YoY) in January, though numbers were boosted by
seasonal effects arising from Lunar New Year holidays falling in January this year. Indonesia saw its annual inflation
rate drop sharply to 0.76% in January, the lowest since 2000.

On the GDP front, Thailand’s GDP growth for the fourth quarter of 2024 fell short of the BOT’s expectations, rising
modestly to 3.2% YoY from 3.0% in the previous quarter, bringing full-year 2024 GDP growth to a lacklustre 2.5%.

In Indonesia, fourth-quarter GDP growth picked up to 5.02% from 4.95% in the previous quarter, resulting in a full-
year growth of 5.03% in 2024, supported mainly by resilient domestic demand.

India’s economy expanded 6.2% in the October-December quarter, rebounding from the near two-year low of the
previous quarter, on increased government spending that helped offset a stubborn weakness in consumption.

Singapore’s economy grew faster than initially estimated, expanding 5.0% YoY in the fourth quarter and surpassing
the earlier projection of 4.3%. Similarly, Malaysia’s fourth-quarter GDP growth was revised higher to 5.0% YoY,
exceeding the initial estimate of 4.8%.

Market outlook

Remain constructive on higher carry bonds

We continue to believe that Asia’s local government bonds are positioned to perform well, supported by
accommodative central banks amid an environment of benign inflation and moderating growth. Concerns over
potential growth shocks from US tariffs are likely to provide additional support for regional bond markets.

Within the region, demand for higher-yielding bonds in Malaysia, India, Indonesia and the Philippines is expected to
remain firm relative to regional peers. Government bond yields in India, Indonesia and the Philippines could decline
further, as we expect their central banks to further ease monetary policy in 2025.

Amid the uncertainties associated with the Trump administration, we remain broadly cautious on Asian currencies in
the near term. However, we see the region’s strong economic fundamentals cushioning the impact, with the
Malaysian ringgit remaining our preferred currency.

Asian credits

Market review

Asian IG credits register gains in February

Asian credits gained 1.73% in February, supported by a continued decline in UST yields and a 1.79-bps tightening in
credit spreads. Asian |G credits underperformed Asian HY credits, with IG credits returning +1.60%, despite a 2.36-bps
widening in spreads, while HY credits returned +2.53% as spreads narrowed by 14.91 bps.

Overall, Asian credit markets remained resilient in February despite escalating US tariff risks and bouts of volatility in
USTs, underpinned by strong technical support. Spreads initially widened but quickly retraced after Chinese markets
reopened following the Lunar New Year holidays.

Early in the month, South Korean financials faced some weakness after regulators revealed nearly Korean won (KRW)
400 billion in “improper” loans at major banks. Meanwhile, Chinese HY credits had a strong start to the month, buoyed
by risk-on sentiment in Hong Kong and mainland equity markets. Chinese Technology, Media and
Telecommunications (TMT) credits rallied on optimism surrounding artificial intelligence (Al) developments and
ongoing strength in Chinese equities.

Sentiment in the Chinese property sector also improved following news of additional government support for a major
developer, easing near-term default risks. Further momentum came from data suggesting signs of stabilisation in the
property market. Confidence in Chinese credits was bolstered further after President Xi Jinping met with a select
group of prominent private entrepreneurs from key industries—including internet, Al, new energy, robotics,
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semiconductor, agriculture and home appliance— to address growing concerns over “the advancement of the state
sector and the retreat of the private sector".

Towards the end of the month, spreads drifted wider as investors stayed cautious ahead of China’s annual National
People’s Congress meeting in early March, which was expected to provide clearer guidance on the country’s growth
trajectory. Fourth-quarter GDP data across the region signalled continued economic resilience, adding to the
supportive backdrop.

Asian corporates generally reported robust results in the second half of 2024 apart from commodity producers and
certain real estate names in China and Hong Kong. The robust results reflected resilient corporate credit fundamentals
across the region. Asian banks showed strong profitability, benefiting from high net interest margins amidst mild
asset quality concerns. The sector’s strong fundamentals were further strengthened by a solid capital base.

By the end of February, credit spreads tightened in China, Hong Kong, India, South Korea and Thailand, while
widening in Indonesia, Macau, Malaysia, Philippines, Singapore and Taiwan. Indian credits outperformed, driven by
Adani group’s sustained strong gains.

Primary market activity moderates in February

Following the initial surge of supply in January, primary market activity slowed significantly in February. During the
month, the |G space saw just seven new issues totalling USD 2.64 billion. The HY space saw three new issues totalling
USD 1.0 billion.

Chart 2: JP Morgan Asia Credit Index (JACI)
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Market outlook

Asia credit yields remain attractive; spreads likely to be bound in range, returns to be driven by carry

We expect Asia credit fundamentals to stay resilient in 2025. China is expected to maintain efforts to rebalance its
economy, adopting more accommodative policies to mitigate the effects of a challenging external environment, due
primarily to US tariff risks, and to stabilise overall growth. The macroeconomic fundamentals of Asia ex-China may
moderate slightly from the robust levels seen in 2024 as export growth comes under pressure. However, they are
expected to remain resilient overall. We believe that Asian central banks have ample room to manoeuvre on interest
rate cuts to support domestic demand recovery.

Against a benign macroeconomic backdrop, we expect Asian corporate and bank credit fundamentals to also stay
resilient, aside from a few sectors and specific credits which may be affected by tariff threats or US policy changes.
While overall revenue growth could moderate, it is expected to stay at healthy levels, with profit margins holding
steady due to lower input costs. We believe most Asian corporates and banks started 2025 with strong balance sheets
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and adequate rating buffers. As the weakest credits in the Asia HY space have been removed, we expect a much lower
default rate in 2025, along with a smaller percentage of fallen angel credits in the Asia |G space.

We anticipate an increase in gross supply in the Asia credit space in 2025 compared to the past two years, as the
decline in US yields reduces the funding cost gap between offshore and onshore debt. Many regular issuers may also
wish to refinance in the USD-denominated market to maintain a longer-term presence. However, net supply will likely
be subdued given still elevated redemptions. At the same time, we expect demand from regional investors to stay
firm given the still high all-in yield.

While credit spreads are historically tight, the combination of supportive macroeconomic and corporate credit
fundamentals, along with robust technicals, is expected to keep spreads mostly bound in range in 2025. We remain
cautiously optimistic and prefer the cross-over BBB- and BB-rated credit space trading in the low-to-mid 200 bps
spread. We anticipate carry to be the main driver of Asia credit returns in 2025.

Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for
distribution only under such circumstances as may be permitted by applicable laws. This document does not constitute personal
investment advice or a personal recommendation and it does not consider in any way the objectives, financial situation or needs of any
recipients. All recipients are recommended to consult with their independent tax, financial and legal advisers prior to any investment.

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments
or participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM’s investment strategy in any way.
The information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but
have not been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no
responsibility or liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts,
projections, estimates or prospects contained within this document. This document should not be regarded by recipients as a substitute
for the exercise of their own judgment. Opinions stated in this document may change without notice.

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates
of future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal
investment. The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to
buy or sell.

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document,
provided that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by
Nikko AM is strictly prohibited.

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan
nor is it intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial
Instruments firms) No. 368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association.

United Kingdom: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the
United Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the
purposes of the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is
directed at professional clients as defined in the FCA Handbook of Rules and Guidance.

Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and
regulated in the Grand Duchy of Luxembourg by the Commission de Surveillance du Secteur Financier (the CSSF) as a management
company authorised under Chapter 15 of the Law of 17 December 2010 (No S00000717) and as an alternative investment fund manager
according to the Law of 12 July 2013 (No. A00002630).

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. An offering of any
investments, securities or investment advisory services with respect to securities may only be made by receipt of relevant and complete
offering documentation and agreements, as applicable. Any offering or distribution of a Fund in the United States may only be conducted
via a licensed and registered broker-dealer or a duly qualified entity. Nikko Asset Management Americas, Inc. is a United States Registered
Investment Adviser.

Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and
intermediaries only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of
Singapore.

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and
intermediaries only. The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory
authority in Hong Kong. Nikko Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.
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New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057,
FSP22562). It is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents.
No offer to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the
addressee only and must not be passed to, issued to, or shown to the public generally.

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by
the Kuwaiti Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis
a private placement or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as
amended). No private or public offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will
be concluded in Kuwait. No marketing or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised
and regulated by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority
(the FCA) in the United Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to
any other party or published in full or in part for any purpose whatsoever without a prior written permission from Nikko AME.

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko
AME is not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that
person will not therefore benefit from any protections that would be available to such clients.

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests,
may at any time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers
or may provide or have provided significant advice or investment services in any investments referred to in this document or in related
investments. Relevant confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings
group and not available to Nikko AME because of regulations or internal procedure is not reflected in this document. The investments
mentioned in this document may not be eligible for sale in some states or countries, and they may not be suitable for all types of investors.

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated
by the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it
constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article
139 of the Executive Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the
conclusion of any contract of whatsoever nature within the territory of the Sultanate of Oman.

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an
independent investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public
and should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose
whatsoever without a prior written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded
in your jurisdiction and any inquiries regarding the Strategies should be made to Nikko AME.

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to
constitute, a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only
being offered to a limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks
involved in an investment in such Strategy, and (b) upon their specific request.

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority
or any other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee
only and should not be given or shown to any other person (other than employees, agents or consultants in connection with the
addressee's consideration thereof).

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe
Ltd.

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances
is, to be construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to
the eligibility of any person to acquire any financial investment product or service. The offering and sale of any financial investment product
is subject to the applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after
such fund is registered under the private placement registration regime in accordance with the applicable regulations of the Republic of
Korea, and the offering of such registered fund shall be conducted only through a locally licensed distributor.

Canada: The information provide herein does not constitute any form of financial opinion or investment advice on the part of Nikko AM
and it should not be relied on as such. It does not constitute a prospectus, offering memorandum or private placement memorandum in
Canada, and may not be used in making any investment decision. It should not be considered a solicitation to buy or an offer to sell a
security in Canada. This information is provided for informational and educational use only.
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