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HOW HAS THE ASIAN HIGH YIELD BOND 
MARKET PERFORMED SO FAR?

We entered 2016 with a view that there were pockets 

of value in the Asian high yield bond market. This view 

has been proven largely correct as Asian high yield 

bonds (represented by the JP Morgan Asia Credit – 

Non Investment Grade Index) reported a strong gain of 

7.80% in 1H 2016. Our fund, Eastspring Investments 

– Asian High Yield Bond Fund (the “Fund”), delivered a 

signifi cant outperformance of 124 basis points against 

the benchmark, rising by 9.04% (gross of fees) over 

the same period.

The strong performance of Asian high yield 
bonds was driven by a combination of lower 
US interest rates and a tightening of credit 
spreads. 

US Treasury yields have fallen as global growth 

concerns and volatile commodity prices drove fl ight to 

quality fl ows into US Treasuries. The mixed economic 

data in the US, as well as concerns over the impact of 

UK’s decision to leave the European Union (EU), also 

pushed back expectations of US rate hikes.   

Despite the jittery global backdrop, demand for Asian 

high yield credits remained resilient amid limited new 

supply. While there were initial worries over sustained 

commodity price weakness and a rapid slowdown 

in China, the fears receded in mid-February of 2016 

following a strong rebound in oil prices and supportive 

policy moves in the region. Some signs of stabilisation 

in China’s March-April 2016 economic data also led  

to the market’s cautious optimism.    

Across markets/sectors, Indonesian high yield 

corporates stood out as a clear outperformer. The 

Indonesian bond market turned in an impressive year-

to-date performance, helped by an improving macro 

picture. Higher public sector spending and stabilising 

domestic demand were all positive contributors to 

Indonesia’s macro environment. Gaming, energy 

and commodity-related credits also made a strong 

comeback following their underperformance last year.

Against this backdrop, the Fund benefi tted signifi cantly 

from its overweight in both Indonesian USD and 

local currency (off benchmark) bonds. The Fund’s 

overweight position in Sri Lanka, as well as positive 

credit selection in India and Mongolia, were also 

contributors to the Fund‘s outperformance.
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WHAT IS YOUR OUTLOOK FOR THE 
ASIAN HIGH YIELD BOND MARKET AND 
HOW IS THE FUND POSITIONED GIVEN 
THIS OUTLOOK?

Undoubtedly, the intense quest for yield, as well 

as limited new supply has played a big part in the 

market’s strong performance in 1H 2016.  

This strong demand for yield looks likely 
to be sustained as liquidity continues to be 
pumped in by central banks, while interest 
rate expectations are being lowered (to 
negative level for some!). 

Rising participation from local investors also underpins 

the resilient demand for Asian bonds. Notably, we have 

seen strong interests from China onshore institutional 

investors, seeking to enhance yield through USD 

bonds given their yield advantage over onshore bonds. 

While all-in yields of Asian high yield bonds have fallen 

significantly to near 6% currently, the asset class still 

offers a relatively attractive yield pick-up compared to 

the investment grade sector, as well as other high yield 

bond markets (see Fig 3). High yield credit spreads 

Fig.1. Year-to-date returns of Asian high yield 
corporates (%)

Fig.2. Credits spreads of Asian high yield  
corporate bonds

Source: Bloomberg, Bank of America Merrill Lynch Asian 
dollar high yield corporate index, as at 30 June 2016.

 Asian high yield corporates credit spread   
 5-year average 

Source: Eastspring Investments, Bloomberg, as at          
1 July 2016. Asian high yield corporates credit spread 
represented by JP Morgan Asia Credit – Non Investment 
Grade Index.

 

are also trading off their record lows, currently at levels 

near the 5-year historical average.
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That said, it is important to proceed with caution 

through credit differentiation. Growth in Asia remains 

weak due to the soft external demand and domestic 

constraints. This will continue to put pressure 

on corporate earnings and amplify idiosyncratic 

weaknesses, as seen from the negative credit 

migration trend over the past 12 months. Potential 

headwinds could also arise from Brexit’s fallout, 

sharper-than-expected slowdown in China and 

renewed volatility in currencies/commodity prices. 

These uncertainties could still trigger bouts of risk 

aversion, which may not be fully priced in by the 

market at current valuations. We are thus adopting 

a more cautious stance in our Fund for now, in view 

of the less compelling valuations. We have been 

taking profit in higher-beta credits, while switching to 

lower-beta securities, or to new issues that are more 

attractively priced. We are also paring our investment 

bets in smaller single B-rated names, which are more 
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likely to tap the USD bond market for funding although 

the overall supply for the high yield bond market 

remains limited.

In the longer-term, however, the opportunity 
cost of not staying invested in the market 
remains high. The coupon income offered  
by Asian high yield bonds is still substantial 
on absolute terms, especially in this low 
interest rate environment. 

The favourable supply-demand dynamics and our 

expectation of a muddle-through scenario for Asian 

economies (helped by the policy and fiscal room of 

Asian governments to stimulate growth) should also 

limit downside risks. 

Furthermore, there are pockets of improving macro 

and micro stories, which are sometimes overlooked 

by investors. In India and Indonesia, growth potential 

remains strong on the back of structural reform 

progress, relatively low level of private sector debt 

and robust domestic demand. The recent monetary 

policy easing in Indonesia, which saw policy rates and 

loan-to-value ratio being cut, is also viewed to be a 

positive for property demand. In China, its property 

sector continues to be a stabilising force, with rising 

residential property prices and strong sales volume 

across the country (and not just in the Tier 1 cities).  

Housing inventories have also been reduced amid 

the strong sales momentum. Considering these 

factors, we are maintaining an overweight position in 

Indonesian corporates and Chinese property credits 

in our Fund. In India, our positions are more selective, 

with our overweights driven by bottom-up views. We 

also have a small non-benchmark exposure to Indian 

Rupee currency bonds. 

THOUGHTS ON BREXIT IMPACT ON THE 
ASIAN HIGH YIELD BOND MARKET

Asian high yield credit spreads initially widened in 

reaction to the unexpected Brexit outcome. However, 

by the end of June 2016, Asian high yield credit 

spreads recovered and closed the month only 2 basis 

points higher than the previous month.  

While Brexit could weigh on growth in the UK and 

Eurozone, which in turn has a knock-on impact on 

Asia’s growth, the direct fallout is expected to be 

manageable. 

Asia’s trade and financial linkages with 
the UK and EU have weakened over the 
past decade. This is also in line with our 
observation that most Asian corporates have 
limited direct exposure to UK and Europe.  

For those that have significant exposures, they are 

generally large companies with stronger balance 

sheets.  

Nevertheless, there remain formidable political 

uncertainties ahead and bouts of risk aversion could 

be triggered by negative developments arising from 

Brexit. Contagion risks and potential second-order 

impact due to a slowdown in global growth would 

also still need to be closely watched. However, our 

baseline scenario remains that contagion risks would 

be contained and the probability of a global recession 

is low. This is in line with our view that the event is 

primarily a politically-induced one, rather than a credit 

crisis that has more immediate financial and liquidity 

ramifications. Major central banks are also better 

prepared to act and mitigate excessive volatility in 

financial markets.

HOW DOES PRICING OF THE ASIAN 
HIGH YIELD BOND MARKET COMPARE 
TO THAT OF OTHER HIGH YIELD BOND 
MARKETS?

The yield differential between Asian and US high yield 

corporate bonds appears to have narrowed over the 

past year if we compare only the top-line yield of the 

respective market indices. However, if we adjust for 

the duration differences in the two markets (as seen 

from the yield per unit of duration chart), it can be seen 
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Fig.3. Yield per unit of duration

Fig.4. High yield corporate default rates for  
2010-2016F

   Effective yield          Yield per unit of duration

Source: Bloomberg, Eastspring Investments, Bank of 
America (BofA) Merrill Lynch, as at 30 June 2016. Asian 
high yield corporate as represented by BofA Merrill Lynch 
Asian dollar high yield corporates index; US high yield 
corporates as represented by BofA Merrill Lynch US high 
yield index, Europe high yield corporates represented by 
BofA Merrill Lynch Europe high yield index. 

   Asia          Emerging Europe          Latin America       
   US      YTD= Year-to-date

Source: JP Morgan, as at July 2016. Note: F = Forecast. 
Default rates are par weighted and based on high yield 
debt stock at prior year-end, excluding defaulted bonds; 
inclusive of distressed exchanges. * Excludes USD5.2         
billion in BTAS recovery notes issued in 2010 restructuring. 
Any projection or forecast is not necessarily indicative of 
the future or likely performance.

 

that Asian high yield corporate bonds still offer yield 

pick-up over the US. 

In other words, for each unit of duration risk, 
we are getting a higher yield from Asian high 
yield corporate bonds. 

This yield pick-up also remains attractive relative to 

the default rate expectation for the Asian region this 

year. Despite the challenging operating environment, 

high yield default in the region is expected to 

remain low, helped by low refinancing needs and 

availability of alternative funding avenues for high 

yield corporates. For example, Chinese property 

developers have turned increasingly to onshore debt 

market for funding to mitigate currency risks and lower 

funding costs. This has also resulted in a number of 

offshore USD bonds being called or redeemed this 

year. Furthermore, unlike in the US, where the energy 

sector has contributed to an increase in high yield 

default rate to 2.4% year-to-date, the sector represents 

a much smaller part of the Asian high yield universe. 

This has kept the overall high yield default rate in Asia 

at around 0.9% in 1H 2016, with moderate increases 

expected for the rest of the year. 

CHINA, ESPECIALLY THE CHINESE 
PROPERTY SECTOR, REPRESENTS 
A LARGE PART OF THE ASIAN HIGH 
YIELD BOND MARKET. WHAT IS YOUR 
OUTLOOK FOR CHINA AND THE 
CHINESE PROPERTY SECTOR?

Growth outlook in China remains soft as a combination 

of factors such as, elevated leverage, challenging 

external growth condition and ongoing structural 

reforms, could continue to weigh on growth. For 2016, 

the government growth’s forecast was also lowered 

to a range of 6.5 % - 7%, down from the above 7% 

growth pace in the recent years.   
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We view that the government remains 
focused on supporting growth and 
preventing it from falling off the cliff. 

This is reflected by the easing measures implemented 

by the People’s Bank of China and the policies 

announced over the past year. Reserve requirement 

ratios and policy rates have been lowered, while 

liquidity continues to be injected through various 

monetary policy tools. At the same time, infrastructure 

projects have been sped up and public spending  

has risen.  

Nevertheless, with the government’s continued 

ongoing structural reforms, including efforts to reduce 

overcapacity in the manufacturing sector and tighter 

controls over non-traditional financing channels, the 

outlook for different sectors is likely to be uneven. 

Material/industrial companies are likely to be under 

continued pressure as private investments slow and 

global demand remains soft.

The broad outlook for the property sector, on the other 

hand, is expected to remain stable. Although property 

sales and prices could moderate in 2H 2016 after 

the strong performance over the past year, we note 

that the contracted sales targets of major property 

developers are not overly aggressive to begin with. 

Many of them have also outperformed their sales 

targets in 1H 2016. This is likely to provide a buffer 

against earnings disappointment. The overall policy 

bias will also remain supportive even as selective 

tightening is seen in Tier 1 cities to prevent a build-up 

of asset bubbles.

Given this stable outlook, we continue to hold an 

overweight in the Chinese high yield property sector. 

While valuations have become more expensive after 

their performance last year, the sector still provides a 

stable source of carry, with yield currently at around 

5 – 6%.

Fig.5. House price inflation in China

   Tier-1 cities        National (100 cities)       
   Tier-2 cities       Tier-3 cities

Source: CRIES, CEIC, J.P. Morgan Economic Research, 
as at June 2016.

Broad trends apart, the importance of credit 

differentiation cannot be emphasised enough in this 

environment. Within the property sector, despite 

our broad overweight in the sector, we are mindful 

of potential deterioration in the credit fundamentals 

of selected developers, which have been more 

aggressive in land acquisition. Outside of the property 

sector, on the other hand, we may hold credits which 

could potentially benefit from a bottoming out of 

negative sectoral trend, or where the companies 

are making positive steps to weather through the 

challenging operating environment, such as through  

a reduction of capital expenditure or sales of assets.
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Disclaimer

This document is issued in:

Singapore by Eastspring Investments (Singapore) Limited (UEN: 199407631H). Eastspring Investments (Singapore) Limited 
is the appointed Singapore Representative and agent for service of process in Singapore.

Hong Kong by Eastspring Investments (Hong Kong) Limited

Luxembourg by Eastspring Investments (Luxembourg) S.A., Grand-Duchy of Luxembourg

United Kingdom by Eastspring Investments (Luxembourg) S.A. – UK Branch, 125 Old Broad Street, London EC2N 1AR

This document has not been reviewed by the regulators of the above entities such as Securities and Futures Commission, 
Hong Kong, Monetary Authority of Singapore etc.

The Fund is a sub-fund of Eastspring Investments (“the SICAV”), an open-ended investment company with variable capital 
(Société d’Investissement à Capital Variable) registered in the Grand Duchy of Luxembourg, which qualifies as Undertaking 
for Collective in Transferable Securities (“UCITS”) under relevant EU legislation. 

All transactions into the Fund should be based on the latest available prospectus, Key Investor Information Document (KIID), 
and any applicable Fund or share class offering document of the SICAV. Hong Kong investors should refer to the Hong Kong 
Summary Prospectus and Product Key Fact Statements (“KFS”). Singapore investors should refer to the Singapore Prospectus 
and Product Highlights Sheet (“PHS”). Such documents, together with the annual and semi-annual financial reports and the 
articles of incorporation of the SICAV, may be obtained free of charge from Eastspring Investments (Luxembourg) S.A. at 26, 
Boulevard Royal, L-2449 Luxembourg, Grand-Duchy of Luxembourg, or at relevant Eastspring Investments business units/
website and their distribution partners.

This document is solely for information and does not have any regard to the specific investment objectives, financial situation 
and the particular needs of any specific person who may receive this document. This document is not intended as an offer, a 
solicitation of offer or a recommendation, to deal in shares of securities or any financial instruments. 

Please refer to the offering documents for details on fees and charges, dealing & redemption, product features, risk factors 
and seek professional advice before making any investment decision. An investment in the Fund is subject to investment 
risks, including the possible loss of the principal amount invested. The value of shares in the Fund and the income accruing 
to the shares, if any, may fall or rise. Where an investment is denominated in a currency other than your base currency 
exchange rates may have an adverse effect on the value price or income of that investment. You should not make any 
investment decision solely based on this document. Investors may wish to seek advice from a financial adviser before 
purchasing units of the Fund. In the event that he chooses not to seek advice from a financial adviser, he should consider 
carefully whether the Fund in question is suitable for him.

Past performance and the predictions, projections, or forecasts on the economy, securities markets or the economic trends 
of the markets are not necessarily indicative of the future or likely performance of Eastspring Investments or any of the funds 
managed by Eastspring Investments. There are limitations to the use of indices as proxies for the past performance in the 
respective asset classes/sector.

The Fund may use derivative instruments for efficient portfolio management and hedging purposes.

Distributions are not guaranteed and may fluctuate. Past distributions are not necessarily indicative of future trends, 
which may be lower. Distribution payouts and its frequency are determined by the Board of Directors, and can be made 
out of (a) income; or (b) net capital gains; or (c) capital of the Fund or a combination of any of (a) and/or (b) and/or (c). 
The payment of distributions should not be confused with the Fund’s performance, rate of return or yield. Any payment of 
distributions by the Fund may result in an immediate decrease in the net asset value per share. 

The preceding paragraph is only applicable if the Fund intends to pay dividends/distributions. 

Eastspring Investments companies (excluding JV companies) are ultimately wholly-owned/indirect subsidiaries/associate of 
Prudential plc of the United Kingdom. Eastspring Investments companies (including JV’s) and Prudential plc are not affiliated in 
any manner with Prudential Financial, Inc., a company whose principal place of business is in the United States of America.  
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Chicago | Ho Chi Minh City | Hong Kong | Jakarta | Kuala Lumpur | London | Luxembourg | Mumbai | Seoul | Shanghai | Singapore | Taipei | Tokyo

United Kingdom

For the purpose of UK law, the SICAV fund, which information is hereby disclosed, is a recognized scheme under section 
264 of the Financial Services and Markets Act 2000. Please note that the protections provided by the UK regulatory 
system, especially for retail clients, do not apply to offshore investments. Compensation under the UK Financial Services 
Compensation Scheme will not be available and UK cancellation rights do not apply. Relevant information on the SICAV is 
also available at Eastspring Investments (Luxembourg) S.A. - UK Branch, 125 Old Broad Street, London EC2N 1AR and on 
www.eastspring.co.uk.

Norway

The fund has been notified and registered with the Norwegian Financial Supervisory Authority (Finanstilsynet) in accordance 
with UCITS Directive 2009/65/EC.

Sweden

The SICAV is a UCITS which has been passported into Sweden for marketing and sale to the public for the purpose of the 
Swedish Investment Funds Act (Sw. lag (2004:46) ominvesteringsfonder) and has therefore been registered by the Swedish 
Financial Supervisory Authority (Sw. Finansinspektionen) pursuant to the Swedish Investment Funds Act. This marketing 
material only refers to sub-fund(s) and share classes of the SICAV which have been passported for marketing and sale into 
Sweden under the Swedish Investment Funds Act.

Switzerland

In Switzerland, the documents referred to above may also be obtained free of charge from (i) First Independent Fund 
Services Ltd, having its registered office at Klausstrasse 33, CH-8008 Zurich, who is acting as Swiss Representative Agent 
of the SICAV and (ii) NPB- New Private Bank Ltd, having its registered office at Limmatquai 1/am Bellevue, CH-8022 Zurich, 
who is acting as Swiss Paying Agent of the SICAV.
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