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HONG KONG, March 16 (IFR) - Investors

are cutting back on their purchases of

Asian credit, after a flood of deals and

worries over interest-rate hikes left a

majority of new issues under water.

Of the 10 high-yield bonds priced in March,

six were trading below reoffer last week,

according to research from Deutsche Bank.

The Republic of Indonesia, which was one of the top

performers in Asian credit last year, has seen its first

Green sukuk slump three-quarters of a point to yield

3.9%, according to Tradeweb. The five-year notes

priced at par in February to yield 3.75%.

A deluge of US dollar notes from Chinese issuers,

with regulatory approvals expiring at the end of

March, has also weighed on secondary

performances.

JP Morgan's Asia Credit Index is down 1.3% so far

this year, versus a 5.65% return last year, when Asian credit delivered some of the best returns in

global bond markets.

"We acknowledge that the poor performances of recent new issues is a bit concerning," said Harsh

Agarwal, head of Asian credit research at Deutsche Bank. "Our bigger concern is fund outflows, though

(and less so supply)."

The underwhelming performance coincides with volatile market conditions that have driven investors

out of junk bonds and US equity funds as risk appetite weakens.

With accelerating US inflation and more aggressive interest-rate increases on the horizon, investors

are worried that the bull run in Asian credit markets is drawing to a close.

Some fund managers have decided to wait until markets stabilise, with a possible entry point after the

Federal Reserve monetary policy meeting ends on Wednesday.

"We believe investors are either investing only a little or holding off until a clearer picture emerges post

the Fed meeting," said Arthur Lau, co-head of emerging markets and head of Asia ex-Japan fixed

income at PineBridge Investments.

"At the earliest, investors may wait until the end of March when the near-term supply risk from Chinese

issuers eases somewhat."

SIGNS OF STRAIN

While investors say they are still optimistic about Asian credit in the long run, the immediate signs are

not positive.

In Asia, three US dollar bond offerings were pulled just this month, and four so far this year.

Order books in Asian primary debt deals have been sluggish, underscoring the lack of excitement,
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despite rising new-issue concessions.

"I believe it is prudent to be patient and more selective about the new issues to participate in," said

Suanjin Tan, senior portfolio manager at Thirdrock Group.

"While it is tempting to participate in deals with sizable new-issue premiums, there is always the risk

that this seemingly attractive premium will be eclipsed by another also keen to issue."

On Tuesday, Toba Bara Sejahtra, rated B3/B- (Moody's/Fitch), postponed a US dollar five-year non-call

three bond due to unfavourable market conditions, even though it announced initial guidance at a hefty

9.75% area with an expected issue size of only US$150m-$200m. On Thursday, China'sGangtai Group

priced a 1.5-year bond to yield 10.75%, the highest yield of the year for any Asian issue in dollars.

In investment grade, Commonwealth Bank Australia and NTPC tightened guidance by only 10bp on

their new issues - a far cry from 20bp-plus revisions that were the norm last year. CBA paid higher

concessions of 13bp and 9bp for tenors of five and 10 years, respectively, than a Westpac deal less

than two months ago.

Indian utility operator NTPC issued a US$400m 10-year bond that widened 2bp a day after pricing. It

offered a new-issue premium of about 5bp-10bp, which was seen as slim, and the issue garnered

modest orders of US$750m.

"Some deals do not offer enough premium to compensate for the near-term supply risk and demand for

a higher cushion for liquidity and volatility premiums," said Lau. "Investors need to do their homework

to identify deals that are less attractive and simply to pass on deals that are just fair."

LOOKING ELSEWHERE

Instead of playing aggressively in primary, Tan at Thirdrock is looking for value in secondary markets.

He has kept duration short across the board, now that that part of the curve has become more

attractive.

Tan is also increasing exposure to Dim Sum bonds, since they are generally short-dated, come from

high-quality borrowers and pay relatively higher yields.

Desmond How, head of fixed income at GaoTeng Global Asset Management, said it was arguably more

attractive to buy Chinese renminbi-denominated bonds from some issuers rather than buy their US

dollar paper, given the retracement in onshore spreads and rates.

Still, How is hopeful that the region's steady fundamentals will help Asian credit bounce back.

"The outlook remains favourable for longer-term investing in Asia US dollar bonds," he said. "Asia

fundamentals are a direct beneficiary of synchronised global growth and technicals have improved on

continuing inflow into the region and rising cash balance among investors.

"It is a buyers' market now, and investors holding that power should take advantage of it."

This article appears in: Fundamental Analysis , Stocks , World Markets , Banking and Loans , Bonds

China official factory PMI eases slightly in April,
export orders slow

Singapore's bank lending rises 1.6 pct on-month in
March

Oil slips after U.S. rig count rises; Iran concerns cap
downside

http://articlefeeds.nasdaq.com/nasdaq/authors?author=reuters
https://www.nasdaq.com/topic/fundamental-analysis
https://www.nasdaq.com/investing/stocks.aspx
https://www.nasdaq.com/topic/world-markets
https://www.nasdaq.com/personal-finance/banking-loans.aspx
https://www.nasdaq.com/investing/bonds.aspx
https://www.nasdaq.com/article/china-official-factory-pmi-eases-slightly-in-april-export-orders-slow-20180429-00079
https://www.nasdaq.com/article/singapores-bank-lending-rises-16-pct-onmonth-in-march-20180429-00078
https://www.nasdaq.com/article/oil-slips-after-us-rig-count-rises-iran-concerns-cap-downside-20180429-00074

