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Indonesia leads Asean domestic bond outperformance

China’s latest economic interventions and the Fed'’s retreat from interest rate hikes have
encouraged investors to return to emerging market debt, particularly in the Asean region.

— Asean-5 local currency bonds have returned 5.5%, outperforming Chinese counterparts
— Led by the Markit iBoxx ALBI Indonesia index, which has returned 10.5% so far this year

— Asian local currency bonds still yield 156bps above US treasuries

The Markit ALBI index, which represents 11
Asian local bond markets accessible to
international investors, has seen its average
yield fall to the lowest level since the index’s
inception in 2013.

The recent rally in local currencies coupled
with diminishing fears of an imminent Chinese
‘hard landing’ has meant sovereign bond
returns in the Asian region have flourished so
far this year. This has been primarily led by
the Asean-5 group of countries (Philippines,

Singapore, Indonesia, Malaysia and Thailand).

Asean leads emerging market rebound
Investors in Asian local currency bonds this
year have been richly rewarded. According to
Markit's iBoxx indices, local currency Asian
bonds have returned just over 3% on a total
return basis. While this figure falls short of the
returns seen in some of the more developed
markets (US treasuries have returned 3.7%),
there are significant discrepancies between
the Asian nations’ individual return profiles.
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The rally has been primarily led by the Asean-
5 nations, which have outperformed (for
example) the larger markets of onshore and
offshore Chinese local currency bonds so far
this year. The average total return for the
Asean-5 has been 5.5%, around 2.2% more
than average Chinese local currency bonds.

The Asian region has certainly reaped the
rewards of the recently improved sentiment
towards emerging markets. China reacted to
fears of an economic slowdown by boosting
credit creation and tightening capital outflows,
boosting commodity prices in the process.
Singapore exports much to China, and its
local currency bonds have returned 3.5% so
far this year. Two of the region’s larger public
debtors, Malaysia and Thailand, are likewise
big Chinese trade partners, but have also
benefited by the slowdown in the US dollar.

The Fed’s retreat from hiking interest rates
has seen currencies in the region rise versus
the US dollar, including the Indonesian rupiah.
Indonesia is the riskiest of the five nations; its
CDS spread the widest and its credit rating
sitting just above junk status. But investor
appetite for risky assets has seen the Markit
iBoxx ALBI Indonesia index return 10.5% so
far this year. With yields above 8%, a smaller
credit overhang and relatively smaller trade
deficit, investors have been keen to snap up
Indonesian local currency bonds.
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Hunt for yield

Investors in the hunt for yield are likely to
consider the Asian local currency market as it
may represent an attractive proposition
compared to developed nation alternatives.
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Yields in Europe remain suppressed with €3tn
of notional outstanding in the Markit € Overall
index exhibiting a negative yield. The Markit
iBoxx € Eurozone index currently yields
0.87%, while US treasuries, as represented
by the Markit iBoxx $ Treasuries index,
currently yields 1.87%. In comparison, Markit
iIBoxx ALBI index yields 156bps more, while
certain areas such as Indonesia and Malaysia
offer even more attractive returns.
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