
Market Review
Sentiment towards Asian credit continued to improve in May, 
supported by news that most major economies are starting 
to reopen after coronavirus-related shutdowns. This news was 
well received by credit investors, as it suggested company 
profitability could start to improve. At the same time, there 
was further optimism around the development of a vaccine for 
COVID-19, which also supported risk appetite. 

The JACI returned 2.07% over the month, benefiting from a 
narrowing in credit spreads across Asia. Pleasingly, gains in May 
mean returns from the JACI have returned to positive territory 
in the calendar year-to-date – a reasonable outcome given the 
extent of the sell-off earlier in the year. 

Treasury yields hardly moved at all during May and did not 
therefore influence performance one way or the other. The 
Fund’s short duration position in the US Treasury market was 
maintained. Again, this strategy did not affect performance 
in May, but remains in place in anticipation of slightly higher 
Treasury yields in the months ahead. 

China’s plan to impose new national security laws in Hong Kong 
was among the most significant news in Asia over the month. 
Some commentators suggested this was a further indication 
that China is seeking to increase its control over Hong Kong, 
which was supposed to maintain autonomy from Chinese rule 
until 2047 at the earliest. This development threatened to 
reignite tensions between the US and China, only a few months 
after the two superpowers agreed a truce on their trade 
dispute. Indeed, US officials suggested trade agreements with 
Hong Kong could be reviewed following the news. Concern 
around this issue dampened sentiment in the final few days of 
what was otherwise a strong month for Asian credits.

Companies took advantage of strong demand by issuing large 
quantities of new bonds. Several high profile issues came to 
the market, including a jumbo multi-tranche deal from Chinese 
conglomerate Tencent. On the whole, these new tenders 
were well supported by investors. This underlined the appetite 
for yielding investments against a background of very low 
government bond yields and cash rates. That said, activity in 
the secondary market remained slightly lower than before the 
COVID-19 crisis. Bids from market dealers remained sporadic 
in some names, underlining the importance of careful issuer 
selection and ongoing monitoring of portfolio holdings.

Performance Review
The First State Asian Quality Bond returned 2% for the month of 
May on a net of fees SGD term. 

The positive return was largely attributed to the rally in credit 
which saw the JACI IG spread narrowed by 24bps for the month. 

On a relative basis, the fund outperformed the JACI IG. Our 
overweight in Indonesia quasi and banks’ sub debt contributed 
positively to excess return as these names recovered strongly in 
May. 

On a year-to-date basis, return for the fund has turned positive 
following the strong performance in May. On a relative basis 
though, the fund continues to lag the index even though the 
gap has now narrowed. We believe a continuation of credit 
spreads tightening amid an improvement in sentiments will 
allow us to make up more lost ground in the coming weeks. Our 
tactical trades in US duration has also added value throughout 
this year.

Annualised Performance in SGD (%) 1

1 yr 3 yrs 5 yrs
Since 

inception
Class A (SGD - Q Dist) 
(Ex initial charges)

4.0 2.7 N/A 2.4

Class A (SGD - Q Dist)  
(Inc initial charges)

-0.2 1.4 N/A 1.2

Benchmark* 6.5 4.3 N/A 3.7

Cumulative Performance in SGD (%) 1
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1 Source: Lipper, First State Investments. Single pricing basis with net income reinvested. Data as at 31 May 2020. The First State Asian 
Quality Bond inception date: 1 November 2016. * The benchmark displayed is the JP Morgan Asia Credit Investment Grade Index (SGD 
Index) (Hedged to SGD).
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Asset Allocation (%) 1

Country

Sector

Credit rating

China 40.9
Hong Kong 11.6
Indonesia 10.3
Singapore 7.3
India 6.3
South Korea 5.8
Malaysia 4.3
Thailand 2.8
Australia 1.6
New Zealand 0.2
Liquidity 9.0

Corporates 46.4

Govt Related 44.2

Treasury 0.4

Liquidity 9.0

BBB 65.6
A 23.8
AA 1.0
BB 0.5
AAA 0.0
Liquidity 9.0

Top 10 Issuers (%) 1

Issuer Name %
Pertamina Persero PT	 6.2
China Overseas Land & Investment Ltd	 4.5
China Huarong	 4.2
Bank of Communications Co Ltd	 3.6
Sinochem Hong Kong (Group) Co Ltd	 3.4
United Overseas Bank Ltd	 3.2
Nan Fung International Holdings Ltd	 3.1
DBS Group Holdings Ltd	 2.7
India (Republic of)	 2.6
Ping An Insurance Group Co of China Ltd	 2.4

Portfolio Positioning
During the month of May, we added exposure in Indonesian 
quasi namely PT Pertamina and PT Perusahaan Listrik Negara. 
We also bought Power Finance as we believe valuation looks 
attractive despite downgrade concerns. We participated in 
the Tencent new issue which was met with strong demand 
from investors and subsequently performed very well. We 
maintained our short duration position in US treasury as we 
believe yields could head higher as we move closer to an 
eventual containment of the COVID-19 which also means further 
re-opening of the economy. The increase in treasury bonds 
supply could further exert upward pressure on yields and weigh 
on valuations. 

1 Source: Lipper, First State Investments. Single pricing basis with net income reinvested. Data as at 31 May 2020. The First State Asian 
Quality Bond inception date: 1 November 2016.

Q2 2020 Investment Outlook
We started the year with a fairly sanguine outlook and 
sentiment, but this did not last for long as the widespread 
coronavirus outbreak caused havoc in economies and financial 
markets. Initially the disease was expected to be contained 
within China, but it has evolved into a global pandemic. 
Despite the inevitable economic downturn due to closures 
and disruptions, the coordinated response by central banks 
and governments around the world is encouraging. Travel 
restrictions and shutdowns implemented worldwide are 
providing some comfort that governments are aware of the 
severity of the pandemic and the scale of the task they have in 
controlling it.

Investors have effectively written off any chance of meaningful 
economic growth in the 2nd quarter of this year and conditions 
could remain subdued in the 3rd quarter. Singapore’s GDP 
contracted at an annual pace of -2.2% in Q1, prompting the 
government to revise down its full year forecast to between 
-1% and -4%, from the previous -0.5% to 1.5% range. This 
contraction is likely to be typical among other economies in 
the coming months. The US Federal Reserve has acted swiftly 
and aggressively to cut policy rates to close to zero, although 
this move is only likely to boost confidence rather than improve 
conditions in the real economy. We expect more interest rate 
cuts and quantitative easing from central banks around the 
world in the months ahead. 

In terms of the global credit market, for a couple of years now 
we have been concerned about limited liquidity in secondary 
trading. Conditions worsened during March, when the credit 
market was effectively frozen as it was during the 2008-9 Global 
Financial Crisis. This was partly due to intense regulations on 
banks’ ability to take on risk post the Global Financial Crisis, which 
has led to poor secondary market liquidity. Banks no longer 
have the balance sheet capacity to take on risk. Consequently 
when investors look to sell bonds as they did in March, pricing 
becomes perilous as there are no bids from banks. 

The Federal Reserve is unlikely to concede that it may have 
contributed to the latest sell-off by over-regulating banks, 
but it was quick to announce primary and secondary market 
facilities in March. This allows them to buy up to US$200 billion 
of shorter-dated investment grade corporate bonds, providing 
some much-needed support to the global credit market. The 
scope may seem small relative to the US$8 trillion market 
capitalization of the US investment grade credit market, but 
the program could nonetheless pave the way for larger-scale 
purchases in future. We see this as an important development 
in helping to support credit markets, particularly given the 
prospect of widespread downgrades to credit ratings. In some 
cases, these downgrades are likely to result in more forced 
selling among ‘fallen angels’ from the investment grade 
universe.

Governments around the world have started rolling out fiscal 
stimulus packages, which we believe will be more effective than 
monetary policy in propping up economies and supporting 
sectors in distress. The US$2.2 trillion fiscal stimulus package 
in the US dwarfs the US$800 billion package that was rolled 
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out during the Global Financial Crisis. Following news that the 
June 2020 Olympic Games will be postponed until next year, 
Japan has also vowed to roll out massive stimulus. Other Asian 
central banks are pursuing similar policies – the two stimulus 
packages recently announced in Singapore, for example, 
amount to a combined 11% of GDP and Malaysia has announced 
a MYR250 billion (US$57 billion) package. The big question is 
whether these unprecedented stimuli will be sufficient to offset 
the coming downturn, particularly if the pandemic persists 
for longer than anticipated. We remain particularly concerned 
about developing economies with large populations and 
rudimentary medical facilities. As well as the potential human 
cost, the prospect of a prolonged growth slowdown could also 
worsen poverty issues in these countries.

It will be interesting to see how credit markets react with central 
banks slashing policy rates towards zero and governments 
rolling out aggressive stimulus packages. Markets rebounded 
quite sharply following the Global Financial Crisis following 
coordinated central bank and government actions that helped 
restore confidence and trust in the financial system. This may 
not necessarily be the case this time around, particularly as 
it remains unclear how long it will take to bring the spread of 
coronavirus under control. For markets to stabilize, we will likely 
need to see a slowdown in the rate of new reported cases and 

a full containment of the virus globally for markets to fully turn 
the corner. During 2003, China, Hong Kong and Singapore 
were affected by SARS for around five months. In comparison 
with coronavirus, SARS spread more slowly but had a higher 
mortality rate. Adding another three months to the coronavirus 
pandemic for its possible containment would bring us to the 
end of October, assuming a March start date when the virus 
spread globally. Against this background, it is plausible that 
markets could gyrate primarily based on sentiment rather than 
fundamentals for the next few months. More positively, we could 
see a strong ‘V-shaped’ recovery in both markets and economies 
if the virus is contained more quickly.

In our previous outlook three months ago, we advocated 
waiting for a pullback in credit spreads before adding risk. JACI 
Investment Grade spreads have since widened by more than 
100 bps, with many A-rated names trading at more than double 
their 5-year average spread. While the call proved prescient, 
there was a feeling of “be careful what you wish for” during 
March’s market dislocation. Nevertheless, our investment 
philosophy and process are expected to add value over the full 
credit cycle. Holding names with strong credit fundamentals 
should help us ride out this period of volatility and generate 
favorable performance when the coronavirus pandemic is 
defeated and as markets eventually recover.

Important Information
This document is prepared by First State Investments (Singapore) (“FSI”) (Co. Reg No. 196900420D.) whose views and opinions 
expressed or implied in the document are subject to change without notice. FSI accepts no liability whatsoever for any loss, 
whether direct or indirect, arising from any use of or reliance on this document. This document is published for general 
information and general circulation only and does not have any regard to the specific investment objectives, financial situation 
and particular needs of any specific person who may receive this document. Investors may wish to seek advice from a financial 
adviser and should read the Prospectus, available from First State Investments (Singapore) or any of our Distributors before 
deciding to subscribe for the Fund. In the event that the investor chooses not to seek advice from a financial adviser, he should 
consider carefully whether the Fund in question is suitable for him. Past performance of the Fund or the Manager, and any 
economic and market trends or forecast, are not indicative of the future or likely performance of the Fund or the Manager. The 
value of units in the Fund, and any income accruing to the units from the Fund, may fall as well as rise. Investors should note that 
their investment is exposed to fluctuations in exchange rates if the base currency of the Fund and/or underlying investment is 
different from the currency of your investment. Units are not available to US persons.
Applications for units of the Fund must be made on the application forms accompanying the prospectus. Investments in unit 
trusts are not obligations of, deposits in, or guaranteed or insured by First State Investments (Singapore), and are subject to risks, 
including the possible loss of the principal amount invested. 
Reference to specific securities (if any) is included for the purpose of illustration only and should not be construed as a 
recommendation to buy or sell the same. All securities mentioned herein may or may not form part of the holdings of FSI’s 
portfolios at a certain point in time, and the holdings may change over time. 
In the event of discrepancies between the marketing materials and the Prospectus, the Prospectus shall prevail. 
In Singapore, this document is issued by First State Investments (Singapore) whose company registration number is 196900420D. 
This advertisement or publication has not been reviewed by the Monetary Authority of Singapore. First State Investments 
(registration number 53236800B) is a business division of First State Investments (Singapore). The First State Investments logo is a 
trademark of the Commonwealth Bank of Australia or an affiliate thereof and is used by FSI under licence. 
First State Investments (Singapore) is part of the investment management business of First Sentier Investors, which is ultimately 
owned by Mitsubishi UFJ Financial Group, Inc. (“MUFG”), a global financial group. First Sentier Investors includes a number of 
entities in different jurisdictions, operating in Australia as First Sentier Investors and as FSI elsewhere.
MUFG and its subsidiaries are not responsible for any statement or information contained in this document. Neither MUFG nor 
any of its subsidiaries guarantee the performance of any investment or entity referred to in this document or the repayment of 
capital. Any investments referred to are not deposits or other liabilities of MUFG or its subsidiaries, and are subject to investment 
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