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Asian local currency bonds are expected to thrive as the region’s central banks end their rate hike 
cycle on the back of easing inflation. We believe that strong fundamentals, high-quality yields and 
limited foreign ownership are other factors that are supportive of this fixed income asset class. 
By Edward Ng, Senior Portfolio Manager 
3 April, 2023 

Asian local bonds have outshone global peers over the past five years 
From 2018 through 2022, financial markets around the world had to endure a prolonged trade war between the US 
and China, a global COVID-19 pandemic, rising inflation, elevated oil prices and widespread geopolitical upheavals—
namely the Russian invasion of Ukraine.  

Another key stress factor global markets had to withstand since early 2022 was the aggressive monetary tightening 
by the US Federal Reserve (Fed) and other major central banks, many of which have implemented a series of interest 
rate hikes to quell decades-high inflation.  

Still, Asian local bonds (also known as Asian local currency bonds, as they are denominated in the currencies of their 
home countries) have shown great resilience under such trying times. As a group, these regional bonds have 
outperformed their global peers by a big margin over the past five years (see Chart 1). 

Local government bonds of India and Indonesia, for instance, turned in impressive gains of more than 43% and 40%, 
respectively, in local currency terms through 2018-2022, whereas those of Malaysia, the Philippines, China and 
Thailand all marked decent returns ranging from 9% to 21%. Conversely, most government bonds of the US, Europe 
and Latin America generated losses in local currency terms over the corresponding five-year period.  

Backed by strong fundamentals and high-quality yields (as most Asian local currency government bonds have 
investment grade credit ratings) coupled with lower foreign ownership (compared to five years ago) and the potential 
appreciation of local currencies versus the greenback, Asian local bonds currently look attractive as a fixed income 
asset class.  

In our view, regional local bonds will continue to perform well for the rest of 2023 and beyond as inflation rates in the 
region trend lower and Asian central banks refrain from further interest rate hikes. Moreover, we believe that the Fed, 
which recently hiked rates by 25 basis points (bps) at its Federal Open Market Committee (FOMC) meeting on 22 
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March, is near the end of its rate hike cycle. At the moment, given the ongoing global banking crisis, the market is 
pricing in less than a 50% chance of the Fed hiking rates at its next FOMC meeting in May. 

In addition, there are other supportive factors that are expected to increase the appeal of Asian local bonds, namely 
the post-pandemic narrowing of Asia’s budget deficits, which will lead to lower issuance of local currency bonds, and 
the possible inclusion of these regional bonds in established global fixed income indices.  

Chart 1: Asian local bonds outshine global peers 

  
Source: Markit iBoxx, JP Morgan, Bloomberg 
For individual countries, we use Markit iBoxxGlobal Government Bond Indices as proxies except India, which uses iBoxxAsia India Government 
Index. For emerging markets composite indices, we use JPM GBI-EM Index and its sub-indices. For Global developed markets, we use JPM Global 
Bond Index (GBI) as proxy. *China bond index’s inception was February 2019 and it has less than five years of track record.  

Budget deficits of Asian countries set to narrow 
As Asian fixed income investors, we are especially watchful of the fiscal stance of countries within in the region. During 
the COVID-19 pandemic, notably in 2020 and 2021, almost all Asian countries experienced increases in their fiscal 
deficits as they were implementing expansionary fiscal stimulus to support their respective economies during periods 
of lockdowns and social restrictions, which had a negative effect on business and economic activities.  

With the region’s economies reopening amid a return to normalcy following the pandemic, various countries in Asia 
are now adhering to stricter fiscal discipline and have started to trim their fiscal deficits, which are forecasted to 
narrow this year (see Chart 2).  

Chart 2: Asia‘s budget deficits are likely to narrow going forward 

 
Source: MOF India, Moody’s, official sources, Bloomberg, January 2023 

Note: India’s data comes from MOF India and Philippine’s budget deficit forecast is from Fitch. 
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A case in point is Indonesia, which has managed to narrow its fiscal deficit substantially, from -4.6% of GDP in 2021 to 
-2.4% in 2022. Moreover, for 2023 the Indonesian government has set a budget deficit target of 2.85% of GDP, below 
its statutory limit of 3%.  

But what implications will a reduction in the fiscal deficits of Asian economies have on regional local bonds? To start 
with, we expect lower fiscal deficits to ease the financing pressure faced by Asian governments and, as such, lead to 
a lower issuance of local currency bonds. A cutback in net issuance or supply of Asian local bonds is generally 
supportive of bond prices. We expect the net local currency government bond supply of most Asian countries to be 
lower in 2023, as compared to 2022 (see Chart 3), creating less downside price pressure for regional local bonds over 
the next few quarters.  

Chart 3: Net issuance of Asia local currency bonds projected to be lower in 2023 

 

Source: ANZ, January2023 

Ample room for inflows into regional bonds 
Since March 2022, when the Fed started to embark on an aggressive tightening of monetary policy with a series of 
outsized rate hikes to tame rising inflation, we have seen an outflow of funds from Asia, with the move exacerbated 
by the strengthening of the US dollar.  

However, in our view the aggressive rate hike cycle by the US central bank may not persist, given the ongoing banking 
crisis in the US and Europe. In addition, we believe that the Fed is now nearing the end of its tightening cycle as red-
hot inflation in the US cools. Indeed, US annual inflation, as measured by the headline consumer price index (CPI), has 
been coming down since June 2022. For instance, the latest US annual inflation rate slowed for an eighth consecutive 
month to 6% in February 2023, the lowest since September 2021.  

Likewise, the magnitude of the Fed’s interest rate increases has gradually shrunk since mid-2022, from a series of 75 
bps hikes in June, July, September and November to 25-bps hikes in February and March 2023. At the moment, the 
Fed has to intricately balance the taming of inflation with its effort to avert a full-scale turmoil in the banking system.  

In the coming months, a possible pause in the Fed’s tightening cycle amid a slowdown by the world’s largest economy 
may help to stabilise the global rates market, resulting in an improvement in risk appetite. This could potentially 
prompt foreign funds to return to Asia as the greenback weakens. We believe that such developments will support 
Asian currencies and regional bonds. As at the end of 2022, foreign investors’ positioning in Asian local bonds (see 
Chart 4) was light relative to previous years. But once the environment turns more conducive for regional bonds, we 
expect inflows to Asia to resume.  

Another factor that could spur more inflows of foreign funds into regional bonds in the near future is the possible 
inclusion of some Asian government bonds in established global fixed income indices. South Korea is seeking the 
inclusion of its government bonds to the FTSE World Government Bond Index (WGBI); similarly, India is pursuing the 
inclusion of its government bonds in the Bloomberg Barclays Global Aggregate Index and the JPMorgan Government 
Bond Index-Emerging Markets Global Diversified Index.  
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Chart 4: Foreign holdings in Asian local currency government bonds remain low 

 

Source: ANZ, January2023 

Regional central banks seen halting rate hikes as inflation in Asia eases 
Russia’s invasion of Ukraine in February 2022 and the subsequent sanctions against Moscow by many developed 
countries have led to a diminished supply of major food staples, such as wheat and vegetable oils. As a result, Asia’s 
inflation, which is largely driven by the volatile food component, rose steeply in the first three quarters of 2022. 
Although global food prices remain elevated amid the ongoing war in Ukraine, price pressure has eased of late, 
especially in the fourth quarter of 2022, as new supply chains were established. 

All in all, the pressure in the global supply chain is easing (see Chart 5). We see easing pressure leading to a decline in 
global inflation, especially in US CPI, as suggested by a recent research paper by economists from the Federal Reserve 
Bank of New York (New York Fed), which projects annual US CPI normalising to 3.8% within 12 months. Global supply 
factors are measured by the New York Fed’s Global Supply Chain Pressure Index (GSCPI), which uses various global 
price indicators, including the producer price index and the CPI of the US and the EU. The New York Fed’s academic 
projection of a substantial easing of US CPI in 2023 to below 4%, which is a level consistent with a soft-landing scenario, 
is based on the assumption that the GSCPI normalises to its historical average over 12 months.  

Chart 5: Global supply chain pressure is easing 

 
 

Source: Bloomberg, January 2023 
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At the same time, the cost-push pressure (namely the food price component) that drove Asian inflation is coming 
down and softening Asia’s inflation outlook (see Chart 6). As inflation in the region ebbs (as evidenced in the February 
CPI of countries such as South Korea, Thailand, China, India, Singapore and the Philippines), Asian central banks are 
likely to slow the pace of monetary policy tightening. As of March 2023, several regional central banks, such as those 
of South Korea, Indonesia and Malaysia, have already suspended rate hikes as inflation in their countries has eased. 

Chart 6: Price pressure that drove inflation in Asia is easing 

Source: Morgan Stanley, January 2023 
Note: Asia includes China, Hong Kong, India, Indonesia, South Korea, Malaysia, Philippines, Taiwan, Australia and Japan. Singapore and Thailand 
are excluded due to a lack of data. 

Moreover, the purchasing managers’ indexes of many Asian countries are falling in line with the global trend, whereas 
Asia’s exports, which are still largely dependent on demand from the US and the EU, have also started to come off as 
growth in developed countries slows. That said, a potential recovery of exports to China may offset the slowdown. 
But given the overall weaker growth outlook, we expect most of Asia’s central banks to pause hiking rates. In our view, 
Asian central banks—cognisant of the slower economic growth outlook—are likely to be less hawkish in their 
monetary policy stance and will be more inclined to keep interest rates accommodative, all of which should bode 
well for regional bonds.  

Asia’s FX reserves remain adequate; regional currencies look cheap  
Asian foreign currency (FX) reserves have decreased over the past few months. They remain adequate, however, and 
are in accordance with the International Monetary Fund (IMF) rule of thumb from of having at least three months of 
imports being covered by FX reserves (see Chart 7). This underscores the sound fundamentals of Asian economies.  

 
Chart 7: Asia’s FX reserves remain adequate 

 
Source: Bloomberg, IMF, January 2023 
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In addition, Asian currencies, as measured by the real effective exchange rate (REER), currently look cheap relative to 
their historical long-term averages. As regional currencies weakened against the US dollar (USD) in 2021 and 2022, 
the USD-Asia REER had recently exceeded two standard deviations from its long-term averages, making Asian 
currencies cheap from a long-term perspective (see Chart 8). In our view, the environment surrounding regional 
currencies is improving. As mentioned, we think that dollar strength will start to fade as the Fed may be nearing the 
end its tightening cycle, and Asian currencies will have ample room to appreciate versus the greenback. In terms of 
regional currencies, we favour the Thai baht, which is seen benefiting from increased tourism inflows and current 
account improvement. We also like the renminbi. China’s reopening and the imminent recovery in the world’s second 
largest economy are likely to spur the renminbi to appreciate against the greenback, in our view.  

 
Chart 8: Asian currencies look cheap versus their long-term averages 

 

Source: Citibank, Bloomberg, January 2023  

Positive on the local bonds of Indonesia, India and South Korea  
Within the region, we are most positive on the local currency bonds of Indonesia, India and South Korea. We expect 
Indonesian bonds to perform well on the back of strong foreign inflows—both portfolio fund flows and foreign direct 
investments (FDIs)—into the country. Indonesia is attracting considerable foreign investments on the back of its 
thriving electric vehicle supply chain ecosystem, which entails mining and the processing of metals all the way to the 
manufacturing of cathodes and battery cells. Strong FDIs into Indonesia are expected to support its economy and 
currency, as well as boost the appeal of its local currency government bonds, which also look attractive on a real yield 
(nominal yields minus core CPI) basis (see Chart 9). 

Chart 9: Asian local currency bonds offer attractive real yields 

 
Source: Bloomberg, January 2023 
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Local currency Indian bonds also look attractive from a real yield perspective and offer a good carry. Furthermore, we 
expect Indian bonds to receive a fillip when the Reserve Bank of India (RBI) ends its rate hike cycle in the near future. 
The RBI raised its benchmark repo rate by 25 bps to 6.5% in February. Like many other Asian central banks, the RBI is 
waiting for inflation to make a sustained decline before it stops hiking rates and revert to a more accommodative 
stance as the Indian economy slows.  

Likewise, we expect South Korea’s local currency bonds to perform well. The Bank of Korea (BOK) was one of the first 
central banks in the world to hike interest rates to address soaring inflation; it embarked on its tightening cycle back 
in August 2021 and raised benchmark interest rates seven consecutive times. In February 2023, however, the BOK 
paused its rate hike cycle by keeping benchmark rate steady at 3.5%. We think that South Korea could be the first 
country in Asia to cut interest rates. The possibility of steady or declining rates coupled with the potential inclusion 
in the FTSE WGBI in the future will be supportive of South Korean local currency government bonds, in our view. 

Summary on why Asian local bonds may outperform 
On the whole, we expect Asian local bonds, which have outperformed their global peers over the past several years, 
to thrive in the remaining quarters of 2023 and beyond, supported by a conducive global environment of lower 
inflation, lower growth and steady interest rates.  

At the same time, slower but still positive growth in Asian economies and a pause in regional central banks’ policy 
rate adjustments will benefit the Asian local bond market, in our view. We believe that Asian central banks are nearing 
the end of their rate hike cycles as inflation eases and growth prospects weaken. The prospect of stable or even falling 
interest rates in Asia bodes well for regional bonds.  

Strong fundamentals, high-quality yields and low foreign ownership (and hence more room for fund flows recovery) 
are other factors that are supportive of Asian local bonds, which are also seen doing well as regional currencies 
strengthen versus the greenback.  

Within the region, we favour Indonesian local bonds, which could benefit from strong inflows (both FDI and foreign 
portfolio fund flows) and fiscal consolidation. Indian bonds continue to offer good carry as the RBI looks to end their 
rate hike cycle, while South Korean bonds are also favoured to outperform on rate cut expectations over the longer 
term and their potential inclusion into bond indices.  

There are risks that could alter our positive views on Asian local bonds, such as a resurgence in inflation, a big flare-
up in global geopolitics and full-blown turmoil in the global banking sector, which undoubtedly will lead to 
widespread risk aversion in global financial markets. Those risks, while possible, are not likely to transpire in our base 
case scenarios, which by and large look conducive for Asian local bonds.  
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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.  

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it 
intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No. 
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association.  

United Kingdom: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United 
Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the 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.  

Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and regulated in 
the Grand Duchy of Luxembourg by the Commission de Surveillance du Secateur Financier (the CSSF) as a management company authorised 
under Chapter 15 of the Law of 17 December 2010 (No S00000717) and as an alternative investment fund manager according to the Law of 12 July 
2013 (No. A00002630).  

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 intermediaries 
only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore.  

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only. 
The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong. Nikko 
Asset Management Hong Kong Limited is a licensed corporation in Hong Kong.  

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It 
is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.  

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 Kuwait. No marketing 
or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.  

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 



 

For sophisticated investors only • en.nikkoam.com 9 

have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant 
confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to 
Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not 
be eligible for sale in some states or countries, and they may not be suitable for all types of investors.  

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by 
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an 
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive 
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of 
whatsoever nature within the territory of the Sultanate of Oman.  

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent 
investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and 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 Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries 
regarding the Strategies should be made to Nikko AME.  

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 offered to a 
limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment 
in such Strategy, and (b) upon their specific request. The Strategy has not been approved by or licensed or registered with the UAE Central Bank, 
the Securities and Commodities Authority or any other relevant licensing authorities or governmental agencies in the UAE. This document is for 
the use of the named addressee only and should not be given or shown to any other person (other than employees, agents or consultants in 
connection with the addressee's consideration thereof). No transaction will be concluded in the UAE and any inquiries regarding the Strategy 
should be made to Nikko Asset Management Europe Ltd.  

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be 
construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respect to the eligibility of 
any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the 
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered 
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such 
registered fund shall be conducted only through a locally licensed distributor. 

 


	Asian local bonds have outshone global peers over the past five years
	Chart 1: Asian local bonds outshine global peers
	Source: Markit iBoxx, JP Morgan, Bloomberg
	For individual countries, we use Markit iBoxxGlobal Government Bond Indices as proxies except India, which uses iBoxxAsia India Government Index. For emerging markets composite indices, we use JPM GBI-EM Index and its sub-indices. For Global developed...

	Budget deficits of Asian countries set to narrow
	Chart 2: Asia‘s budget deficits are likely to narrow going forward
	Chart 3: Net issuance of Asia local currency bonds projected to be lower in 2023

	Ample room for inflows into regional bonds
	Chart 4: Foreign holdings in Asian local currency government bonds remain low

	Regional central banks seen halting rate hikes as inflation in Asia eases
	Chart 5: Global supply chain pressure is easing
	Chart 6: Price pressure that drove inflation in Asia is easing
	Source: Morgan Stanley, January 2023
	Note: Asia includes China, Hong Kong, India, Indonesia, South Korea, Malaysia, Philippines, Taiwan, Australia and Japan. Singapore and Thailand are excluded due to a lack of data.

	Asia’s FX reserves remain adequate; regional currencies look cheap
	Chart 7: Asia’s FX reserves remain adequate
	Chart 8: Asian currencies look cheap versus their long-term averages

	Positive on the local bonds of Indonesia, India and South Korea
	Summary on why Asian local bonds may outperform

