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Asian corporates hold up during bond selloff

The recent bond selloff in Europe and the US has led to corporate spreads widening, but Asian
bonds have bucked the trend with long maturity bonds leading the way.

— Long dated 30-yr US treasuries yields hit 3% in wake of recent selloff
— USD Asian corporate debt has seen credit spreads tighten 9bps over the last month
— High quality industrial names have led the spread tightening over the last month

With attention focused on the US Fed’s timing
around monetary tightening, investors have
kept a close eye any signals that could trigger
large moves in emerging market dollar sector.
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US treasuries have sold off sharply over the
past month. The 10-yr benchmark treasury
rate has gained 35bps to yield 2.15% since
April 20". The long dated treasuries have
been particularly volatile over the recent
selloff. The 30-yr rate has widened nearly
50bps over the past six weeks, causing the
US treasury curve to steepen to its widest
level in over seven months.

Asian spreads tighten

Unlike 2013’s ‘taper tantrum’, which was the
last time such large moves in treasuries were
observed, emerging market dollar
denominated debt has this time remained
resilient, particularly in Asia; an area where
corporates are prolific issuers in US dollars.

Markit Group Limited | Regestared In England and Wales | Company no. 4185146

The Markit iBoxx $ Corporates index has
returned (on a total return basis) -0.48% so
far in May, extending the selloff which saw
the index retreat by -0.56% in April. By
contrast the Markit iBoxx USD Asia ex-Japan
Corporates index has performed superiorly,
having remained mostly flat over the month
with a 0.03% fall in the last two weeks. The
index also managed a positive 0.42% return
last month, despite the broader selloff.
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The return differences on the long end of the
curve have been starkest. While yields have
increased across both indexes, bond spreads,
which incorporate credit risk, have diverged.
The Markit iBoxx $ Corporates 15Y+ index
has seen its spread over treasuries increase
5bps over the past month whereas the Markit
iBoxx USD Asia ex-Japan Corporates 10+
index has seen its spread over treasuries
decrease by 9bps.

The divergence could signal the robustness

of Asia’s dollar denominated corporate bond
market amid a sharp selloff underlying
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treasuries. But it may also indicate that credit
spreads were perceived by the market to be
on the high side. The last time the Markit
iBoxx USD Asia ex-Japan Corporates 10+
index had a spread to treasuries of 214bps,
last December, 30-yr treasuries were
hovering around 3%. With the 30-yr rate
returning to this key 3% mark, investors have
started buying opportunistically in quality
corporate names in that maturity band.

Buying opportunity

Spread v Benchmark (yield)

Markit iBoxx USD Asia ex-Japan Corporates 10+ 20/04/2015 18/05/2015 Spread difference (bps)
BANKOK-PubCoHK 9.025 03/15/29 3.23 2.74 49
PETROL-Cap 4.5 03/18/45 175 143 32
CHINOVAA 6.375 10/29/43 3.08 2.80 29
RELIHOL 6.25 10/19/40 2.58 2.34 24
CNOONEX 4.875 04/30/44 175 1.54 21
SILAND 5.95 02/04/27 3.78 3.58 20
ALIBGRO 4.5 11/28/34 182 163 19
SINOOVE 6.3 11/12/40 188 170 19
RELIND 4.875 02/10/45 2.51 2.33 19
PTPER 6.0 05/03/42 3.37 3.19 18

The corporate names that led the charge
were largely high quality industrial
corporations. Looking at the constituents of
the Markit iBoxx USD Asia ex-Japan
Corporates 10+ index, Petronas’ 4.5% 30
year bond’s spread tightened 32bps over the
last month. Other names such as Reliance
and energy firm Nexen also saw considerable
tightening over the last month.
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