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Summary   

• US Treasury (UST) yields traded in a narrow range during the month. 
Factors such as the second wave of COVID-19 infections in Europe, 
lingering volatility in US equities and continued lack of consensus on 
further fiscal support weighed on market sentiment. Overall, the 2-year 
yield ended 0.3 basis points (bps) lower, while the 10-year yield was down 
2.1 bps from end-August levels. 
 

• Asian credits returned -0.47% in September, as spreads widened by 17.5 
bps in the month. Losses were tempered by carry and gains from USTs. 
The month saw a deluge of new issuances, with a whopping 80 new issues 
amounting to US dollar (USD) 41.5 billion being raised in the primary 
market. 

 
• Within the region, monetary authorities left their respective policy rates 

unchanged, while inflation readings were mixed in August. South Korea 
and Malaysia announced further fiscal stimulus. Separately, index provider 
FTSE Russell announced that it will add Chinese government bonds (CGBs) 
to its flagship World Government Bond Index. 

 
• The coming months may see a rise in volatility, as some of the downside 

risks that we have been monitoring have ticked up somewhat. We deem it 
prudent to keep a neutral duration for now. On currencies, we are 
cautious on the South Korean won (KRW) and Chinese yuan (CNY). 
 

• We expect Asian credit spreads to continue tightening slowly, though 
downside risks remain. These include the rising geopolitical tensions 
between the US and China, uncertainties relating to the looming US 
election, a more severe resurgence of COVID-19 and the economic 
recovery potentially stalling after the strong initial bounce.  

 

Asian Fixed Income 
Monthly 
September 2020 



Asian Fixed Income Monthly 

For sophisticated investors only  •  en.nikkoam.com 2 

Asian rates and FX  

Market review 

UST yields trade in a narrow range in September  

The month started with overall risk sentiment weakened by the sharp technology stocks-led fall in US equities and 
the inability by the US Congress to reach a consensus on an additional fiscal stimulus package. Furthermore, the 
rebound in economic indicators decelerated and labour market recovery slowed. This was followed by generally 
positive macro news, such as the Federal Open Market Committee's suggestion that rates would be left low for 
longer and better-than-expected Chinese economic data. Towards the month-end, sentiment over the Emerging 
Market (EM) space soured. A confluence of factors including concerns about a second wave of COVID-19 infections 
in Europe, continued volatility in the US equities markets and a continued lack of consensus on further fiscal 
support for the economic recovery weighed on market sentiment. Overall, US government debt trading took 
place within a narrow range throughout the month, with yields ending marginally lower. The benchmark 2-year 
yield ended 0.3 bps lower, while the 10-year yield was down 2.1 bps from end-August levels. 
 
Chart 1: Markit iBoxx Asian Local Bond Index (ALBI) 

For the month ending 30 September 2020 

 

 

For the year ending 30 September 2020 

 
Source: Markit iBoxx Asian Local Currency Bond Indices, Bloomberg, 30 September 2020 
 
Note: Bond returns refer to ALBI indices quoted in local currencies while FX refers to local currency movement against USD. ALBI 
regional index is in USD unhedged terms. Returns are based on historical prices. Past performance is not necessarily indicative of 
future performance. 
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Region’s inflation readings mixed in August  

Headline consumer price index (CPI) readings rose in South Korea and Thailand, were unchanged in Singapore and 
moderated in China, Indonesia and the Philippines. Thailand's deflation eased further in August, with headline CPI 
inflation improving to -0.50% year-on-year (YoY) from -0.98% in July, driven mainly by a lower decline in energy 
price inflation on the back of the continued uptick in oil prices. In Singapore, overall inflation was unchanged at -
0.4% as a steeper fall in private transport costs offset a more moderate decline in core inflation. Elsewhere, 
Indonesia's headline inflation moderated further to a record 20-year low, and inflation in China eased due to a 
slump in pork prices. Similarly, August headline CPI dipped to 2.4% YoY in the Philippines, as demand-side pressures 
faded. The country’s capital region was placed under a more stringent quarantine level in the first two weeks of the 
period on account of the acceleration in the number of COVID-19 infections. 

Monetary authorities leave their respective policy rates unchanged  

In a unanimous vote, the Bank of Thailand (BOT) left its policy rate unchanged for the third consecutive meeting. 
Accompanying the decision, the central bank raised its gross domestic product (GDP) growth forecast for this year 
to -7.8% from -8.1%, but lowered its 2021 forecast to 3.6% from 5.0%. Notably, this was the last meeting for 
outgoing BOT Governor Veerathai Santiprabhob. Similarly, Bank Negara Malaysia maintained its policy rate, with the 
policy statement having a slightly more upbeat assessment of the global recovery compared to its previous 
meeting. Elsewhere, Bank Indonesia (BI) left its policy rate unchanged for a second consecutive month, restating the 
need to support rupiah stability. The central bank also reiterated that swifter budget implementation would be 
more effective in supporting growth this time. BI said it sees signs of a gradual recovery in both the global and 
domestic economies, and expects GDP growth to improve to 4.8-5.8% in 2021. 

South Korea and Malaysia announce further fiscal stimulus efforts  

In a bid to fight the continued economic pressure arising from COVID-19, the South Korean parliament approved a 
fourth extra budget. The new package, which amounts to around KRW 7.8 trillion, would be used primarily to aid 
households and struggling small businesses. In Malaysia, the government unveiled another fiscal package to 
prevent a deeper downturn in the economy. The additional stimulus is worth Malaysian ringgit (MYR) 10 billion and 
is targeted to support the low-middle income class and small businesses. 

China relaxes QFII and RQFII rules; CGBs to be included in FTSE Russell's Global Bond Index  

The China Security Regulatory Commission issued a major revamp of regulations for both the Qualified Foreign 
Institutional Investors (QFII) and RMB QFII (RQFII) programmes. The new regulations will combine both programmes 
and ease entry requirements for foreign investors. The scope of investments will also be significantly expanded. The 
new rules will take effect on 1 November and details of its implementation are expected to be announced shortly. 
Separately, index provider FTSE Russell announced that it will add CGBs to its flagship World Government Bond 
Index, with the inclusion to take effect from October 2021. 

Market outlook 

Staying at a neutral duration for now 

The coming months may see a rise in volatility, as some of the downside risks that we have been monitoring have 
ticked up somewhat. These include rising geopolitical tensions between the US and China and the uncertainties 
relating to the looming US presidential election. Consequently, we deem it prudent to keep a neutral duration for 
now. 

Cautious on KRW and CNY  

Given the uncertainty ahead related to the US elections and the ongoing de-risking by markets, we expect the won 
and yuan—being relatively more trade sensitive—to underperform their regional peers. The risk of the economic 
recovery potentially stalling after the strong initial bounce may also weigh on regional currencies. 
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Asian credits  

Market review 

Asian credits end lower in September as credit spreads widen 

Asian credits returned -0.47% in September, as spreads widened by 17.5 bps during the month. Losses were 
tempered by carry and gains from USTs. Consequently, high-grade (HG) credits outperformed, returning -0.06% as 
spreads widened 10.5 bps, with total returns partly cushioned by lower UST yields. High-yield (HY) credits ended the 
month significantly weaker, registering a total return of -1.86%, as spreads rose 56.6 bps. 

The month started with overall risk sentiment weakened by the sharp technology stocks-led fall in US equities and 
the inability by the US Congress to reach a consensus on an additional fiscal stimulus package. That said, these 
headlines initially had minimal spillover effect on the Asian credit market. Primary market activity picked up 
meaningfully at the onset of the month, as issuers tried to front-load issuance to lock in low rates and on concerns 
of potential market volatility ahead of the US election early in November. The relentless increase in supply was the 
primary driver that pushed spreads wider. Subsequently, the release of generally positive macro news, such as the 
Federal Open Market Committee’s (FOMC) suggestion that rates would be left low for longer and stronger-than-
expected Chinese economic data, provided some short-lived relief to the ascent in spreads. Near the month’s end, 
credit spreads jumped meaningfully as sentiment towards the EM space soured. A confluence of factors including 
concerns about a second wave of COVID-19 infections in Europe, continued volatility in US equities markets and 
new-issue fatigue among Asian investors triggered the correction in Asian credit markets.   

Against this backdrop, all major country segments, save for South Korea which is a relatively defensive space, saw 
spreads widen in September. Indian credits underperformed. Moody’s downgraded four Indian public sector banks, 
which was relatively well-flagged; hence, the rating changes had minimal impact on overall Indian credits. However, 
the meaningful shift in EM sentiment at the month-end affected the Indian credit space, sending overall spreads to 
widen by nearly 29 bps at the end of September. Meanwhile, weakness in Indonesian credits was partly attributed 
to news that the government decided to re-impose lockdown measures in Jakarta due to the recent surge in COVID-
19 infection rates. In China, Moody’s upgraded the issuer rating of Country Garden by one notch to Baa3 and 
upgraded the bond rating by two notches to Baa3, on the back of its strengthened credit profile. Separately, 
Chinese credits in HY names were further weighed down by idiosyncratic risks facing Chinese conglomerate 
Evergrande Group. Notably, index provider FTSE Russell announced in the month that it will add CGBs to its flagship 
World Government Bond Index from October 2021. Moody’s downgraded the sovereign ratings of Sri Lanka by two 
notches to Caa1 from B3 and changed the outlook to “Stable”. While the economic pressure of late has been 
flagged well in the market and the government has been taking steps to mitigate those issues, the severity of the 
two-notch downgrade still came as a surprise. Over in Thailand, continued protests demanding reforms to the Thai 
monarchy undermined investor confidence. 

Primary market activity surges in September 

Following heavy supply in August, a fresh deluge of new issuances, mostly within the HG space, was seen in 
September, during which a whopping 80 new issues amounting to USD 41.5 billion were issued. Within the HG 
space alone, 57 new issues amounting to USD 36.2 billion were raised, including the USD 3 billion three-tranche 
issue from TSMC Global and the USD 2.4 billion four-tranche issue from CNAC HK Finbridge Co. Meanwhile, the HY 
space saw 23 new issues totaling USD 5.3 billion.     

 

 

 

 

 

 



Asian Fixed Income Monthly 

For sophisticated investors only  •  en.nikkoam.com 5 

Chart 2: JP Morgan Asia Credit Index (JACI) 

Index rebased to 100 at 30 September 2019 

 
Note: Returns in USD. Past performance is not necessarily indicative of future performance. Source: JP Morgan, 30 September 
2020 

Market outlook 

Asian credit spreads to continue tightening slowly despite lingering downside risks 

Asian credit spreads are expected to continue tightening slowly over the medium-term. Most Asian economies have 
likely seen the worst of the economic downturn in 2Q 2020, and high-frequency indicators suggest a recovery is 
underway, lending support to overall corporate credit fundamentals. Credit-supportive fiscal and monetary policies 
are also expected to remain in place in most developed and EM countries, even if incremental easing measures are 
likely to moderate from here. Progress on vaccines development and better treatment for COVID-19 cases further 
reinforce the positive backdrop.  

Nevertheless, given the sharp rally in credit spreads over recent months, the pace of tightening should slow with 
more regular episodes of market pull-backs. The next few months could be particularly volatile, as some of the 
downside risks that we have been monitoring have ticked up somewhat. These include rising geopolitical tensions 
between the US and China and the uncertainties relating to the looming US election. Meanwhile, there remains the 
risk of a more severe COVID-19 resurgence globally, as well as the economic recovery potentially stalling after the 
strong initial bounce. 
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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 
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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.  
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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. 
United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. 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 
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only. The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong 
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Australia: This document is issued in Australia by Nikko AM Limited (ABN 99 003 376 252, AFSL 237563). It is for the use of wholesale clients, 
researchers, licensed financial advisers and their authorised representatives only. 
New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It is 
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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 
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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 
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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 
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