
Q3 2022 Asian Fixed 
Income Outlook

Building portfolio resilience to market volatility

As central banks look to strike a balance between excessive inflation and maintaining economic growth, 
having a quality bias without excessive duration risk are important features for income investors. Asian 
USD investment grade (IG) credit offers higher risk-adjusted returns given its wider spreads and shorter 
duration relative to US/EU investment grade credit.

We have a strong conviction on the influence of environmental, social and governance (“ESG”) factors in 
Asian Credit. We believe that investing through an ESG lens can offer resilience during market volatility 
and add a positive layer to the investment process.

Chinese inflation is expected to remain muted relative to developed markets. With the recent ambitious 
growth targets and supportive statements made by multiple top authorities, we expect more fiscal 
spending that should support China CNY and USD credit. Dynamic asset allocation across both markets 
can help to generate attractive risk-adjusted income.

July 2022

The views expressed are as at 1 July 2022 and are subject to change with market conditions. 
There is no guarantee that any forecasts made will come to pass

Overall, we maintain a positive view on Asian 
credit in the medium to long term even as we 
remain deliberate in near-term risk positioning 
amid geopolitical uncertainty and inflationary 
pressures.

We believe that while duration risk continues to be top 
of mind for fixed income investors, the US Treasury 
yield crossing the 3% level suggests we are close to 
where we believe terminal rates are likely to stabilize. 
At these yield levels, IG credit is finally beginning to 
act as a shock absorber for portfolio. Year to date, 
Asia IG credit has outperformed US IG both from a 
spread and total return perspective. We believe that a 
few factors will continue to keep Asia IG resilient – 
(1) the strong presence of sovereign and quasi-

sovereign issuers with resilient fundamentals 
against potential economic slowdown,

(2) shorter duration compared to US IG and
(3) our expectations for a net negative supply for the 

asset class for 2022, the first time since the 
2008/9 Global Financial Crisis.

ESG strategies here have also shown an ability to be 
more defensive amid recent market volatility and we 
have seen outperformance in ESG strategies over 
non-ESG strategies.

In particular, we favor China credit, especially 
onshore CNY credit, which serves as an effective 
diversifier to global credit, and has benefited 
from the country’s stable inflation levels and 
supportive policies.

Given policymakers’ announcements of an 
ambitious 5.5% growth target and a wave of 
supportive statements from multiple top 
authorities, we expect to see the implementation of 
a more pro-growth model that includes 
accommodative monetary policy, amplified credit 
impulse, and fiscal spending. These are conducive 
conditions for China fixed income, especially CNY 
credit. The narrative of low correlation across CNY 
credit and global credit has held true over the past 
few years and is even more apparent this year.
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You don’t have to look far to find the income you need. 
Discover our Asian fixed income solutions.”

blackrock.com/hk/afi-en
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https://www.blackrock.com/hk/en/investment-ideas/asian-fixed-income


Why now?

Attractive relative yields:  
Asian credit continue to provide 
significantly higher yields than 
global counterparts2

Stable macro backdrop:  
Default rates continue to be low 
outside of the offshore China 
space3; macroeconomic 
fundamentals remain 
encouragingly resilient

A united focus on growth in 
China: Ambitious targets and 
unanimously supportive 
statements from top authorities 
suggest support for China fixed 
income in both monetary and 
fiscal terms

Most  
overweight in

China credit: To capture opportunities in a market supported by accommodative monetary 
policy and amplified credit impulse. In the onshore market, we like
•  Strategically important local government financing vehicles (LGFVs) and state-

owned enterprises (SOEs) which stand to benefit from infrastructure investment,
•  Bank credit with good liquidity and solid fundamentals, and
•  Short-dated high yield (HY) credit for carry.
•  In the offshore market, we like short-end IG credit for attractive valuations.
Diversifying defensively within and beyond China:
•  China HY ex-property including energy, retail, and healthcare.
•  Opportunities in countries with low or recovering external vulnerabilities and good yield 

pickup, such as Thailand, Malaysia and Indonesia IG.
•  Financials as they are mostly well capitalized with good buffers to withstand potential 

macro risk.
•  Various sectors in non-China HY continue to provide opportunities such as India 

(renewables, metals & mining, airports) and Indonesia (real estate and utilities).

Cautious on

USD IG duration: Hedge through low exposure to USD IG duration.
Geopolitical changes: Actively manage credit beta through credit default swaps and 
higher cash levels to maintain nimbleness amid volatility.
Weaker China property credits: Maintain differentiated and deliberate positioning 
in China property and identify likely long term survivors.

There has been a strong wave of easing measures 
announced around China property, including 
drastic mortgage rate cuts, bond issuance support 
from top private-owned enterprise developers and 
encouragement for city-specific policy adjustment to 
protect economic growth. Together with local easing, 
which has spread to key higher-tiered cities, this 
should support stabilization in sales performance in 
2H, despite continued concerns about more credit 
events for highly leveraged developers in the face of 
heavy maturity in Q3 2022. In the meantime, we 
choose to remain cautious by tilting towards high 
quality developers that can meet their near-term 
obligations, have multiple refinancing channels, have 
diversified land banks, and operate transparently.

China Bond remains our top pick in Q3 2022 for 
three reasons:

Policy divergence between China and the 
US to continue and perhaps be even more 
pronounced after increasing Fed 

hawkishness due to the ongoing inflationary 
pressures, room for accommodative monetary policy 
in China due to lower inflation, and the supportive 
statements by top Chinese authorities.

Chinese bonds are an effective diversifier, 
given the low correlation1 between China 
bonds vs global strategies as well as the low 

correlation between onshore vs offshore China 
bonds allowing investors to generate alpha through 
asset allocation.

China continues to offer attractive yields at 
low duration and volatility, especially with a 
strategy that can invest dynamically between 

onshore and offshore markets.
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Note: The number of ticks marks in the table above refer to the suitability of a strategy for each theme. The higher the number of ticks, the more suitable the strategy is.
1  Source: Bloomberg, as of end June 2022. Based on 5-year correlation of onshore credit to global risk assets.  China Onshore Credit: Bloomberg Barclays China Agg total return index 

(USD-H); Asian High Yield Credit: JP Morgan Asian non-Investment Grade Index; Asian USD Credit: JP Morgan Asian Credit Index; Global IG Corp (USD Hedged): Bloomberg Barclays Global 
Corporate Index; Global HY Corp (USD Hedged): Bloomberg Barclays Global HY Corporate Index; EM USD Sov/Quasi Credit: JP Morgan Emerging Markets Bond Index; Global Equities: 
MSCI World Index; China Equities: MSCI China A Shares Index.

2  Source: BlackRock, as at 30 June 2022. Indexes are unmanaged and one cannot invest directly in an index. For illustrative purpose only. Based on the Bloomberg Barclays Multiverse Index. 
3  Year-to-date onshore HY default as of end June 2022 is less than 0.3%. Source: Wind, as of end June 2022
Any opinions, forecasts represent an assessment of the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future results. This 
information should not be relied upon by the reader as research, investment advice or a recommendation.
In Singapore, this material is issued by BlackRock (Singapore) Limited (company registration number: 200010143N). This advertisement or publication has not been reviewed by the 
Monetary Authority of Singapore. 
In Hong Kong, this material is issued by BlackRock Asset Management North Asia Limited and has not been reviewed by the Securities and Futures Commission of Hong Kong.
This material is prepared by BlackRock and is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any 
securities or to adopt any investment strategy. The opinions expressed are as of July 2022 and may change as subsequent conditions vary. The information and opinions contained in this 
material are derived from proprietary and non-proprietary sources deemed by BlackRock to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. As such, no 
warranty of accuracy or reliability is given and no responsibility arising in any other way for errors and omissions (including responsibility to any person by reason of negligence) is accepted 

by BlackRock, its officers, employees or agents. This material may contain ’forward looking’ information that is not purely historical in nature. 
Such information may include, among other things, projections and forecasts. There is no guarantee that any forecasts made will come to pass. 
Reliance upon information in this material is at the sole discretion of the reader. This material is intended for information purposes only and does 
not constitute investment advice or an offer or solicitation to purchase or sell in any securities, BlackRock funds or any investment strategy nor 
shall any securities be offered or sold to any person in any jurisdiction in which an offer, solicitation, purchase or sale would be unlawful under 
the securities laws of such jurisdiction. Investment involves risks. Past performance is not an indication for the future performance.
©2022 BlackRock, Inc. All Rights Reserved

Thematic trades in Asia for Q3 2022

Theme Explanation

China 
Onshore/ 
Offshore 

Credit 
Strategy

China 
Onshore 
Strategy

Asian HY 
Strategy

Asian USD 
Credit 

Strategy

ESG Asian 
USD Credit 

Strategy

Core IG Strategy
Defensively positioned to deliver the resilient 
source of yield with quality bias without 
excessive duration risks. 

Turn in China 
policy cycle

China is now on a path of evolving its policy 
objectives away from pure economic growth, 
at times prioritizing social objectives over 
economic objectives. The headwinds to 
growth that started in 2021 points toward a 
path of incremental policy loosening in China.

Scalable income 
in Chinese/RMB 
Credit

China bonds, especially in the onshore space, 
continue to offer investors with attractive 
income at low duration.

Cross border 
dislocation in 
China Credit

Investors can access dual diversification 
opportunities by investing in a China 
strategy. This diversification potential is due 
to the low correlations between China and 
other developed markets and between the 
onshore RMB and offshore Chinese USD 
credit markets. While both the onshore RMB 
and offshore Chinese USD credit markets 
are sensitive to Chinese credit risk, these two 
markets are driven by different fundamental 
factors.

ESG investment 
opportunities

Asian fixed income strategies with an ESG 
overlay have shown an ability to be more 
defensive in recent market volatility through 
the effects of diversifying sector and issuer-
specific risk.
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