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Summary 
• US Treasury (UST) yields remained largely unchanged in 

May. The impact of a disappointing US payroll figure was 
offset by the release of the US Federal Reserve (Fed)’s April 
meeting minutes, which revealed that most policymakers 
favoured a rate hike in June should the US economy 
continue to improve. 
 

• According to the People’s Daily, an official media outlet of 
the Chinese Communist Party, a “person of authority” 
stated that China’s economic growth would follow an “L-
shaped” trajectory in the coming years, as the nation 
addresses the issues of excess industrial capacity and high 
leverage.  

 
• The Philippine central bank will introduce a narrower 

interest rate corridor effective June 2016, in the hope that 
this will enhance the efficiency and effectiveness of 
monetary policy transmission.  

 
• Asian credits registered gains in May, despite higher risk-

free rates. For high-grade, spreads continued to tighten 
into a month of heavy new issuance. Asia high-grade 
returned 0.17%. Asia high-yield outperformed high-grade, 
gaining 1.03% for the month. 

 
• In China, data released in May revealed strong sales 

momentum in the property sector. In the first four months 
of 2016, volume growth was 46%, while prices rose 12%. 
These figures bolstered positive sentiment towards real 
estate bonds. 

 
• Rodrigo Duterte, mayor of the southern city of Davao, 

emerged as the clear winner of the Philippine presidential 
elections. Markets await details of the president-elect’s 
economic platform and economic advisers. Mr. Duterte will 
be inaugurated as the Philippines’ President on 30 June, for 
a six-year term.   

 

• Despite a slow start to the month, activity in the primary 
market picked up after the release of US April employment 
data. There were 28 new high-grade issues totaling around 
USD 17bn, with issuance from China dominating new 
supply. New issuance in the high-yield space remained 
muted, with 3 new issues amounting to around USD 1bn.  
 

• We maintain our constructive view on Indonesian bonds, 
and see a fair chance of a rating upgrade by S&P in the next 
12 months. Meanwhile, we have a more bearish view on 
Thai and Korean bonds. We expect the Indonesian Rupiah 
to outperform its regional peers on the back of increased 
inflows.  

 
• Recent data suggesting a moderation in the pace of growth 

in China and the recent depreciation trend of the CNY 
bears monitoring, as this could rekindle concerns over 
capital outflows from China. 
 

• While the technical backdrop remains broadly supportive, 
this could be dampened if the pace of new issuance 
remains brisk.  
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Asian Rates and FX 
 
Market Review 
• Yields of US Treasuries largely unchanged  
Yields of US Treasuries (USTs) initially declined, prompted by a 
disappointing US April payrolls report. However, risk-free rates 
subsequently jumped following the release of the US Federal 
Reserve’s April meeting minutes. Markets quickly repriced a 
higher possibility of a June rate hike, as it became apparent 
that most policy makers favoured a rate hike in the coming 
months, should the US economy continue to improve. Overall, 
the 10-year point on the UST curve ended the month about 
1bp higher compared to end-April levels.  
 
Markit iBoxx Asian Local Bond Index (ALBI) 
 
For the month ending 31 May 2016 

 
For the period from 29 May 2015 to 31 May 2016

 
Note: Bond returns are in local currencies while FX and ALBI returns 
are in USD. Past performance is not necessarily indicative of future 
performance. Source: Markit iBoxx Asian Local Currency Bond Indices, 
Bloomberg, 31 May 2016 
 
 
 

• Chinese economic growth expected to be “L-shaped” 
The People’s Daily, an official media outlet of the Chinese 
Communist Party, published an economic commentary that 
quoted a “person of authority”. According to “the person of 
authority” – believed to be a senior government official – 
economic growth in China will follow an “L-shaped” trajectory 
in the coming years, as the country seeks to address issues of 
excess industrial capacity and high leverage. The article also 
highlighted that high leverage could lead to a systemic 
financial crisis, and advocated urbanisation as a means to 
reduce housing inventories.   

 
• Philippine central bank introduced a narrower interest rate 

corridor  
The Bangko Sentral ng Pilipinas (BSP) announced that it will 
narrow the interest rate corridor (IRC). Effective 3 June 2016, 
the central bank will use the overnight reverse repo rate as its 
benchmark rate. The standing overnight lending facility will 
serve as the ceiling for the IRC, with the standing overnight 
deposit facility as its floor. The BSP hopes that the narrower 
spreads between ceiling and floor rates – at 100 bps compared 
to the previous 350bps – will enhance the efficiency and 
effectiveness of monetary policy transmission.    

 
Market Outlook 
• Overweight Indian and Indonesian bonds; underweight 

Thai and Korean bonds 
We maintain our constructive view on Indonesian bonds and 
see a fair chance of a rating upgrade by S&P within the next 12 
months. The move by Bank Indonesia to shift to a new policy 
benchmark will facilitate better price discovery, whereas the 
removal of withholding tax on bond interest payments, if 
implemented, should bolster demand for Indonesian bonds. 
Meanwhile, we hold a bearish view on Thai bonds. Benefits of 
further rate cuts in Thailand are becoming limited as the 
transmission of lower interest rates into the real economy has 
been subdued. This has led to increased focus on fiscal 
stimulus, in contrast to monetary easing. With four new 
monetary policy committee members within the Bank of 
Korea, we do not foresee further interest rate cuts in Korea in 
the near-term. 

 
• Overweight IDR; underweight THB and KRW 
We maintain that the Indonesian Rupiah will outperform 
regional peers, on the back of increased inflows into 
Indonesian equity and bond markets. These inflows, together 
with better growth prospects for the country pursuant to an 
anticipated recovery in domestic demand, should provide 
support for the Indonesian Rupiah. In contrast, we expect the 
Thai Baht to underperform as the Bank of Thailand’s 
preference for a weak currency (to support the export sector) 
tips the scales towards further weakness for the currency. 
Meanwhile, plans by the Korean National Pension Fund to 
increase its overseas investments, along with a bias towards 
looser fiscal and monetary policies in Korea, are likely to place 
downward pressure on the Korean Won.   
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Asian Credits 
Market Review 
• Asian credits registered gains  
Asian credits registered gains in May, despite higher risk-free 
rates. For high-grade, spreads continued to tighten into a 
month of heavy new issuance. Asia high-grade returned 0.17%. 
Asia high-yield outperformed high-grade gaining 1.03% for 
the month as high-yield spreads tightened more. 
 
• Chinese property bonds supported by strong sales 

momentum 
Chinese data released in May revealed strong sales 
momentum in the property sector. In the first four months of 
2016, volume growth was 46%, while prices rose 12%. These 
figures bolstered positive sentiment towards real estate bonds. 
 
• Philippines held peaceful elections 
On 9 May, Filipinos headed to the polls to elect, among others, 
a new President. Rodrigo Duterte, mayor of the southern 
Philippine city of Davao, emerged as the clear winner with a 
strong mandate. Markets await details of the president-elect’s 
economic platform and economic advisers. Mr. Duterte will be 
inaugurated as the Philippines’ President on 30 June, for a six-
year term.    
 
• Financials dominated new supply within the high-grade 

space 
The primary market had a slow start to the month, but 
subsequently picked up pace after the release of US April 
employment data. In May, there were 28 new high-grade 
issues totaling around USD 17bn, with issuance from China 
dominating new supply. New issuance in the high-yield space 
remained muted, with 3 new issues amounting to around USD 
1bn.    
 
JP Morgan Asia Credit Index (JACI) 
Daily returns for the period from 29 May 2015 to 31 May 2016 
 

 
Note: Returns in USD. Past performance is not necessarily indicative of 
future performance. Source: JP Morgan, 31 May 2016 
 
 
 
 

 
Market Outlook 
• Risk events in June could result in higher volatility 
Heading into June, volatility could pick up into risk events like 
the BREXIT vote and the Federal Open Market Committee 
(FOMC) meeting, especially after recent proclamations by a 
number of FOMC members that a rate hike could be on the 
cards in the coming months. Recent data suggesting a 
moderation in the pace of growth in China and the recent 
depreciation trend of the CNY bears monitoring, as this could 
rekindle concerns over capital outflows from China. 
 
• Technicals broadly still supportive, but could be dampened 

by brisk supply 
The technical backdrop remains broadly supportive. Spreads 
have continued to tighten in the face of sizeable new 
issuances in the past 2 months, particularly for high-grade. 
However, the technical backdrop could be dampened if the 
pace of new issuance continues. Tighter valuations coupled 
with high expected supply in the near-term suggest a more 
defensive stance. 
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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 investment advice or a personal recommendation and it does not consider in 
any way the suitability or appropriateness of the subject matter for the individual circumstances of any recipient.  
 
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 material 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 stocks, 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/Japan Securities Dealers Association. 
 
United Kingdom and rest of Europe: 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 Financial Conduct Authority (the FCA) in the United Kingdom (the FCA Rules). 
 
This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United Kingdom by the FCA (122084). 
It is directed only at (a) investment professionals falling within article 19 of the Financial Services and Markets Act 2000 (Financial Promotions) Order 2005, 
(as amended) (the Order) (b) certain high net worth entities within the meaning of article 49 of the Order and (c) persons to whom this document may 
otherwise lawfully be communicated (all such persons being referred to as relevant persons) and is only available to such persons and any investment 
activity to which it relates will only be engaged in with such persons. 
 
United States:  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. This document should not be regarded as investment advice.  This document may not be duplicated, quoted, discussed or otherwise 
shared without prior consent.  
 
Singapore: This document is for information only with no consideration given to the specific investment objective, financial situation and particular 
needs of any specific person. You should seek advice from a financial adviser before making any investment. In the event that you choose not to do so, 
you should consider whether the investment selected is suitable for you 
 
Hong Kong: This document is for information only with no consideration given to the specific investment objective, financial situation and particular 
needs of any specific person. You should seek advice from a financial adviser before making any investment. In the event that you choose not to do so, 
you should consider whether the investment selected is suitable for you. The contents of this document have not been reviewed by the Securities and 
Futures Commission or any regulatory authority in Hong Kong.  
 
Australia: Nikko AM Limited ABN 99 003 376 252 (Nikko AM Australia) is responsible for the distribution of this information in Australia. Nikko AM 
Australia holds Australian Financial Services Licence No. 237563 and is part of the Nikko AM Group. This material and any offer to provide financial 
services are for information purposes only. This material does not take into account the objectives, financial situation or needs of any individual and is 
not intended to constitute personal advice, nor can it be relied upon as such. This material is intended for, and can only be provided and made available 
to, persons who are regarded as Wholesale Clients for the purposes of section 761G of the Corporations Act 2001 (Cth) and must not be made available 
or passed on to persons who are regarded as Retail Clients for the purposes of this Act. If you are in any doubt about any of the contents, you should 
obtain independent professional advice 
 
New Zealand: Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562) holds Managed Investment Scheme Manager licence 
in New Zealand and is part of the Nikko AM Group. This material is for information purposes only. It is NOT intended for or directed towards retail 
investors but is for the use of researchers, financial advisers and wholesale investors. It has been prepared without taking into account a potential 
investor’s objectives, financial situation or needs and is not intended to constitute financial advice, and must not be relied on as such. A reader must not 
rely on the information as an alternate to expert and customised advice from their trusted financial/legal adviser. 
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