
Asia high yield strategy: Resilience amidst 

volatility

One-on-one interview

February 2020

Key takeaways: 

 The HSBC Asia High Yield Bond strategy has had positive performance year-to-date 

despite volatility in the markets. With our high yield strategy having undergone various 

risk-off and risk-on scenarios over the years, we continue to showcase our ability to 

successfully navigate market cycles

 The Chinese government has reiterated its preference for stability in 2020; this stance 

combined with monetary policy support measures should allow for only a gradual rise 

in defaults and repayment stress amongst Chinese SOEs and the industrial sector. 

Overall, we can expect defaults in 2020 to pick up to about 2.0% of the Asia USD high 

yield market (versus 1.6% in 2019)

 Most of the China developers we own in the HSBC Asia High Yield strategy are 

national-level, large players with diversified land banks (with limited city concentration 

risk) and solid sales execution, and we believe that they are equipped to weather the 

volatility. Given the regulatory restrictions around offshore issuance for Chinese 

property developers, the sector should see strong technicals by way of limited supply 

and strong demand for the bonds 

 Valuations for the Asia high yield bond market continues to be attractive, with yields 

trading at a premium over most other high yield markets. The asset class continues to 

offer a buffer against any downside given its yield cushion

Alfred Mui

Head of Asian Credit

Source: Bloomberg, JP Morgan, HSBC Global Asset Management  as of 25 February 2020
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Performance of Asian credit markets has been positive in 

the wake of the coronavirus outbreak. Year-to-date, 

performance of Asia investment grade credit has risen by 

2.86% while Asia high yield is up by 1.70% (as of 25 

February); meanwhile China credit has gained 2.27%. 

Spreads for the JP Morgan Asia Credit Index initially 

widened from the lows of 178bp (17 January) to 197bp (3 

February), and is now trading at 190 levels (as of 25 

February). Expectations for further supportive policies and 

stimulus measures out of China have helped Asian credit 

markets remain resilient. Lower US Treasury yields have 

also benefited the Asia credit market. 

It is difficult to predict how the coronavirus situation will 

evolve and its potential market impact. While comparisons 

are often made to the SARS outbreak in 2003, we do not 

think the data from 17 years ago is a reliable indicator of 

the market impact of COVID-19 in the present day. There 

are significant differences in the circumstances – including 

the large scale lockdown/partial shutdown policy across 

China, that has brought about a slowdown in activity, and 

the subsequent supply side shock. There are reasons to 

believe that the economic recovery in the aftermath of 

COVID-19 could be quite muted compared with what we 

saw after SARS, which was well supported by a period of 

rising global trade.

However, we believe the economic fundamentals in Asia 

as a whole are sound, as we see more solid external 

profiles and increasing capital flows to the region. There 

still remains room for Asian central banks to provide 

monetary policy support, especially as headline and core 

inflation in most parts of the region are still benign. We are 

also seeing strong growth drivers, fiscal flexibility, and 

economic reforms, which should help strengthen Asian 

issuers’ debt repayment capabilities and provide support to 

the Asia credit market. 

How have the developments around the 

coronavirus (COVID-19) outbreak impacted Asian 

credit markets? 

Source: Bloomberg, as of 25 February 2020.

Fig. 1: Asia credit and China credit have been resilient
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Broadly speaking, the longer it takes to contain the virus, 

the more vulnerable issuers with weak debt-servicing 

capabilities will become. China is already highly leveraged 

and facing a growth slowdown, thus policymakers today 

have less ammunition to bail out everyone, particularly 

smaller issuers that do not present a contagion risk to the 

overall market. However, the Chinese government has 

reiterated its preference for stability in 2020, therefore 

more leeway is expected from China in the form of tax 

cuts, fee waivers, social contribution reductions, 

employment reforms, special funding programs and bank 

loan extensions; together with other monetary policy 

support measures, we can expect to see only a gradual 

rise in smaller defaults and repayment stress in the China 

SOE space and the China industrial sector, while the 

China high yield property sector should remain largely 

stable. Overall, we can expect defaults in 2020 to pick up 

to about 2.0% of the Asia USD high yield market (versus  

1.6% in 2019). 

In 2019, the majority of credit events that took place in the 

China onshore bond market had occurred in the private 

sector, which was a result of years of deleveraging that 

curbed shadow banking activities and made refinancing for 

smaller companies more challenging. On the other hand, 

defaults from SOEs were at ultra-low levels in 2019. 

However, we believe the inherent credit risks of SOEs 

have not been fully priced in and we could see greater 

credit differentiation in 2020. This is particularly relevant as 

China shifts gear to sustain its long term growth, by 

pushing banks to lend more to private firms, rolling out 

targeted RRR cuts and relaxing rules on shadow-banking 

products, in effect reallocating resources to profitable 

private businesses rather than underperforming SOEs.

In this environment, a strong credit selection process for 

Asian high yield bonds is critical. Our process enables 

us to focus on credit fundamentals in order to see 

through market noise, identify mispricing opportunities 

and, most importantly, avoid investments with potential 

default situations.

Fig. 2: Defaults in the Asia high yield market are not 

expected to pick up materially in 2020

Source: HSBC Global Asset Management, Bloomberg, JP Morgan, as of 25 February 2020

Are you concerned that we would see rising 

defaults under the current scenario? 
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Asia credit (JACI) China credit (JACI China)

2019 Actual 2020 Forecast

Asia 1.6% 2.0%

EM Europe 0.0% 2.4%

Latin America 2.2% 3.8%

MENA 1.6% 0.6%

EM (total) 1.5% 2.4%

US 2.9% 3.0%

Source: JP Morgan, as of January 2020.
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After the recent market volatility, the expectation for the 

low-for-longer scenario has only become stronger. Asia 

credit has a yield advantage in the current environment 

where negative yielding debt makes up a quarter of global 

investment grade debt. In 2019, bond yields had tumbled 

across the globe, prompting a global hunt for yield, which 

in turn helped drive the increase of flows into emerging 

market bonds; we see this trend continuing in 2020 with 

flows into emerging market bonds having already surged to 

USD 10.8 billion year-to-date (as of 20 February) as 

investors continue to demand higher yielding assets. Asia 

credit should stand out from a risk-reward perspective in a 

global emerging market context.  

While yields have come down in 2019 for bonds globally 

and many markets are trading at yields below their 5-year 

averages, Asia high yield bonds still trade at attractive 

valuations compared to other high yield markets, offering a 

yield premium over US high yield, Euro high yield 

(including on a USD hedged basis) and emerging market 

high yield. 

Additionally, the excess spread of Asia high yield over Asia 

investment grade also points to the attractiveness of the 

high yield space. The spread differential is now at 470bp 

(between BBB rated bonds and B rated bonds), which is 

very steep, especially when compared to the US credit 

market, where the equivalent differential is only at 220bp. 

Technicals are also solid for Asia high yield and Asia credit 

in general. Net issuance supply is expected to drop 

significantly this year on the back of lower funding needs in 

a slower growth environment, cheaper funding costs 

domestically in China as well as tighter scrutiny by 

Chinese regulators in regards to offshore bond issuance. 

The expected drop in overall supply coupled with the 

global search-for-yield should continue to provide a strong 

technical backdrop for Asia credit.

What is the case for investing in Asia high yield 

bonds, particularly in light of the new risk of the 

coronavirus? 

The coronavirus outbreak had led to volatility in China 

property high yield bonds in the second half of January, but 

we saw meaningful spread retracement since 3 February 

to date (as of 20 February) helped by supportive policies 

as well as solid technicals. As the coronavirus situation 

has brought about extended holidays, city lockdowns and 

roadblocks across China, there has been a slowdown in 

construction and property sales activities, which would 

negatively affect 1Q2020 national property sales, and the 

impact could potentially carry forward into 2Q2020. 

However, the impact to full year sales is manageable given 

that first quarter sales are traditionally slow and usually 

account for just 10-15% of full year sales. 

All this, however, does not paint a pessimistic picture for 

China high yield property bonds. Year-to-date, in the midst 

of the coronavirus outbreak, a number of Chinese 

developers have tapped the USD bond market for funding 

by way of 364-day note issuance – given that these are not 

subject to regulatory approval – and were well received by 

the market. Through the course of this year, there should 

be limited supply pressure on the offshore property bond 

market as Chinese developers are still restricted to only 

issuing offshore bonds for the purpose of refinancing 

medium/long-term bonds maturing over the next 12 

months. Demand for high yield property bonds is expected 

to stay strong given their solid repayment track record and 

attractive yield carry.

Fig. 3: Asian high yield corporate bonds: Yield advantage

Source: JP Morgan, BAML, as of 19 February 2020.

Given the sizable exposure of China high yield 

property in HSBC Asia High Yield Bond strategy, 

how have your investment views in China property 

changed, if at all? 
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Across Asia, there has been an increase in cumulative net 

capital outflows into offshore bond markets, with the trend 

fueled by factors such as aging populations and current 

account surpluses. We expect a large portion of the rise in 

outbound flows to go into Asia dollar bonds given Asian 

investors’ high participation and preference for the asset 

class, keeping technicals for Asia credit well supported. At 

the same time, there has been increasing interest in Asia 

credit from investors outside the region including long-term 

institutional investors in the US and Europe, who tend to 

hold positions for longer periods and can contribute to the 

stability of market performance. 

Fig. 4: Rise in outbound investments into bond markets

Cumulative net capital outflows since 1999 (USD billion)

Source: Goldman Sachs, IMF as of February 2020.
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As the current situation continues to develop, the more 

defensive and non cyclical sectors are expected to perform 

well while the cyclical sectors may underperform. 

Emerging market commodity exporters may take a bigger 

hit at the onset. Similarly, the logistical transportation and 

offline consumption sectors such as hotels, restaurants, 

entertainment and travel may also be negatively impacted 

whilst e-commerce and healthcare services could 

outperform. For our Asia credit strategy, we have turned 

more cautious on our positioning. We maintain our 

overweight in duration, expecting US treasury yields to 

remain at low levels until the coronavirus can be contained. 

For the HSBC Asia High Yield Bond strategy, we are 

seeing opportunities in various sectors across the region. 

In India, we like the utilities sector for its more defensive 

nature, and we are overweight the technology and 

consumer sectors on an individual bond selection basis. In 

Indonesia, we favour select names in the oil & gas and 

utilities sectors as their yields are attractive and 

fundamentals remain sound. In China, the property sector 

continues to offer decent yields, and while we prefer large 

players, we are selective in this space and expect greater 

credit differentiation going forward. 

What are some other investment opportunities you 

are looking at? 

The HSBC Asia High Yield strategy has had positive 

performance year-to-date despite volatility in the markets. 

With our high yield strategy having undergone various risk-

off and risk-on scenarios over the years, we continue to 

showcase our ability to successfully navigate different 

market cycles. 

For instance – during the risk-off sentiment period in 2018, 

our approach of focusing on better quality non-investment 

grade bonds benefitted us. In 2019, our exposure to 

emerging market sovereigns benefited us in a market 

where emerging market flows were constructive and 

provided us with duration exposure and an additional 

source of alpha. In the current market environment, our 

overweight duration exposure has benefited the HSBC 

Asia High Yield strategy as yields broadly moved lower. 

Strong credit selection from the China property sector has 

also benefited us, while our underweight in the Macau 

gaming sectors also added value.

Going forward, while the developments on the coronavirus 

situation and the impact on markets are uncertain, we 

continue to remain constructive on Asia high yield bonds 

as their fundamentals remain sound and as they provide a 

yield cushion against any downside. This environment may 

also provide us with opportunities where we believe that 

the sell-off in certain bonds has been irrational. With our 

clear, disciplined and repeatable investment process, as 

well as our ability to produce diversified sources of alpha, 

we continue to aim to maximise return potential in different 

market cycles. 

HSBC Asian high yield strategy

It is important to note that major developers have already 

pre-funded part of their 2020 refinancing needs back in 

2019, and funding pressure would likely be more relevant 

to smaller developers that have limited funding channels. 

There is also room for cash flows to improve in 2020 after 

a year of strong land acquisition in 2019. Industry 

consolidation is also expected to continue and this should 

ultimately benefit established players. Longer term themes 

of supportive demographics and urbanisation will continue 

to drive housing demand, and developers are expected to 

benefit from policies such as hukou relaxation, shanty town 

redevelopment and rural land reforms. For our HSBC Asia 

High Yield Bond strategy, the China property sector holds 

the largest sector allocation; most of the China developers 

we own are national-level, large players with diversified 

land banks (with limited city concentration risk) and solid 

sales execution, and we believe that they are equipped to 

weather the volatility.   

At this stage, we see scope for more policy support from 

the Chinese government. Under China’s priority for stability 

in 2020, we expect to see loosening in regards to policy 

and expect overall default risks in the property market to 

be contained.

(continued from page 3)
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This document is for information only and intended for general circulation. It is not an advertisement,

investment recommendation, research, or advice. Any views and opinions expressed are subject to

change without notice. It does not have regard to the specific investment objectives, financial

situation, or particular needs of any specific person. You should seek advice from a financial adviser

regarding the suitability of investment product(s), taking into account your specific investment

objectives, financial situation and particular needs. Investment involves risk. Past performance of the

managers and the funds, and any forecasts on the economy, stock or bond market, or economic

trends that are targeted by the funds, are not indicative of future performance. The value of the units

of the funds and income accruing to them, if any, may fall or rise and investor may not get back the

original sum invested. Changes in rates of currency exchange may affect significantly the value of the

investment. HSBC Global Asset Management (Singapore) Limited (“AMSG”) has based this

document on information obtained from sources it reasonably believes to be reliable. However,

AMSG does not warrant, guarantee or represent, expressly or by implication, the accuracy, validity or

completeness of such information.
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