
UniInstitutional Asian Bond and Currency Fund 
Asian bonds – an opportunity for European  
fixed-income investors 



Attractiveness of Asian bonds to European investors 
 
In July’s FOMC meeting, it came as no surprise that the US Federal Reserve (Fed) cut interest rates for the first time 
since the 2008 Great Recession to fend off the possibility of a recession. At the same time, the European Central 
Bank (ECB) signalled it may launch a fresh stimulus package soon. In September, both central banks took action.  
The Fed lowered key interest rates by a further 25 basis points, while the ECB decided on an extensive package of  
expansionary measures. Bond yields across major markets have tumbled this year. Germany sold 30-year bonds with 
a negative yield for the first time at an auction in August. In view of the global low-rate environment, investors have 
turned to hard-currency (US dollar denominated) Asian bonds to escape slumping yields, as the asset class is still  
offering attractive returns. 
 
 
UniInstitutional Asian Bond and Currency Fund  
 
The UniInstitutional Asian Bond and Currency Fund follows a core-satellite strategy in Asian fixed-income markets 
with a focus on Asian high-yield companies. In terms of investment strategy, the fund is currently favouring better  
quality companies within the high-yield rating segment, as we find that corporates with high-quality assets are more 
defensive within the high-yield segment. We prefer BB- and solid B-rated issues for high-yield bonds, such as short-
dated Chinese property bonds. We also like the risk-reward balance of the lower volatility investment-grade corpo-
rate bonds and quasi-sovereign bonds in Asia. We prefer single A or high-quality BBB-rated Chinese corporates, 
Chinese and Korean financials, Indian corporates and Indonesian quasi-sovereigns. Besides embracing a high-quality 
credit strategy, the fund continues to enhance its coverage by seeking out attractive valuations across the high-yield 
and investment-grade segments. 

A high-quality credit strategy
Union Investment celebrates the fifth anniversary of the UniInstitutional 
Asian Bond and Currency Fund. 

• Asian high-yield bonds have become an attractive alternative to European fixed Income 

• Valuations remain attractive for Asian high-yield bonds  

• Diversification of Asian high-yield bonds through low correlations 

• Low default rates with improving leverage 

• Central banks´ dovish stance still favourable for Asian bonds

Performance since inception on 15 September 2014

Source: Union Investment; as at 30 September 2019. Period covered: 14/09/2014 to 30/09/2019 on the left and 30/09/2014 to 30/09/2019 on the right. Performance is gross and 
does not include costs on fund level (such as management fee or general administration fee) and front-end fees or product-specific costs. The chart illustrates past performance. Past 
performance cannot be taken as a reliable guide for future. 
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Valuations remain attractive 
 
The current low-interest-rate environment supports a yield-enhancing investment strategy. As they are one of the  
highest yielding asset classes in the world, we believe that Asian high-yield bonds will continue to attract inflows. 
From a valuation point of view, many Asian high-yield bonds with better credit quality offer average effective yields  
of 7 to 8 per cent, meaning that they are now available at attractive prices compared to their US and EMEA counter-
parts.  
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
Diversification through low correlations 
 
Asian high-yield bonds, an emerging market asset class, have historically exhibited low correlations to European  
assets. The reason for this is that the market has different and more diverse drivers of return. The return of an Asian 
high-yield bond portfolio can be driven by credit spread, currency and interest rates. The diversity of these risk and  
return drivers results in low correlations with European assets. Therefore, Asian high-yield bonds can help to diversify 
a global asset portfolio. They have the potential not only to help enhance returns, but also to reduce portfolio risks.  
 
 
Low default rates with improving leverage 
 
Historically, the default rates for Asian high-yield corporate bonds have been relatively low compared to high-yield 
bonds in other emerging markets. Currently, the default rate of US dollar-denominated Asian high-yield bonds is  
below 2 per cent. In fact, the leverage of many Asian high-yield corporate borrowers is declining; credit rating  
agencies are responding with a growing number of rating upgrades. 
 

Asian high-yield bonds offer attractive returns
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Source: Datastream, as at 30 September 2019. *Before hedging costs. Asian corporates HY = 
BofAML Asian Dollar High Yield Corporate Index, Europe HY = Merrill Lynch Euro High Yield 
Index, US HY = BofAML US High Yield Index.  

Source: Merrill Lynch, J.P. Morgan, Bloomberg, as at 30 September 2019. *Before hedging costs. 
Asian corporates HY = BofAML Asian Dollar High Yield Corporate Index, Asian HY = BofAML 
Asian Dollar High Yield Index, Europe HY = Merrill Lynch Euro High Yield Index, US HY = BofAML 
US High Yield Index, EM corporates = J.P. Morgan Corporate Emerging Markets Bond Index 
Broad Diversified.
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Market outlook for Asian high-yield bonds 
 
Central banks’ dovish stance 
 
The rate cuts and a dovish Fed are indeed in line with President Trump’s desire to weaken the US dollar. It is ex -
pected that the dollar will depreciate as a result of the Fed opting for dovish moves instead of currency intervention. 
A weaker US dollar is indeed favourable for emerging markets and Asian currencies, especially for high-yielding  
currencies such as the Indonesian rupiah and the Philippine peso.  
 
Monetary policies in many Asian countries are expected to remain accommodative through interest-rate cuts or  
various money-market operations. In July, both the Bank of Korea and the Bank of Indonesia reduced interest rates. 
Thailand, the Philippines and India joined the easing camp and cut their policy rates in August. The increasing willing-
ness to implement easing policies across major and Asian central banks will continue to provide support for Asian 
bond markets. As liquidity is still abundant, we expect the credit spread to remain stable and foresee good demand  
in the bond market.  
 
The economic outlook for Asia remains positive; growth momentum in the region will likely be underpinned by  
supportive policy measures of local governments. In China, the government has implemented fiscal and monetary  
policy measures such as fast-tracking infrastructure projects, cutting taxes and lowering the reserve requirements  
for banks.  
 
 
 
 
 
 
 
 
 
 
 
 
 

"Asian high-yield bonds have  
become an attractive alternative 
to European fixed income."

4



A clear investment process and an experienced team  
 
To access the most promising investment ideas in Asia, Union Investment established a joint venture with the  
Bank of East Asia in 2007. BEA Union Investment’s fixed-income team consists of seven experienced experts with  
an average of 10 years of industry experience. The team currently manages and advises on assets totalling more  
than €4.8 billion. Based in Hong Kong, the company has deep knowledge of research and portfolio management  
for bonds issued by financial institutions, corporates and governments in Asia. BEA Union Investment works closely 
with Union Investment’s global fixed-income research team. Both teams benefit from each other‘s know-how and  
research.  
 
The research process is systematic and focuses on two aspects: Asia macroeconomic research aims to generate  
proprietary forecasts for key interest rates, government bond yields, exchange rates and credit spreads, while Asia  
credit research aims to generate buy and sell recommendations for individual securities. This process has proven  
successful. No bond within BEA Union Investment’s portfolios has ever defaulted since the inception of the company. 
BEA Union Investment has had an outstanding performance track record with Asian bonds since 2008. It is highly  
regarded, having won 60 industry awards over the past years. 
 
 
 
 

Portfolio manager    Pheona Tsang    has been 
Chief Investment Officer for fixed-income research and 
portfolio management at BEA Union Investment since 
2012. Her long-standing experience in asset manage-
ment and banking spans more than two decades at  
leading asset managers such as HSBC Global Asset  
Management. She has received numerous accolades  
for her successful track record as a portfolio manager. 
Pheona Tsang is a CFA charterholder. 
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Opportunities 
 
• The fund participates in the growth of Asian  

emerging and developed markets. Performance  
derives from higher returns than in industrialised  
nations. 

• The fund benefits from the attractive yield spreads  
offered by Asian bonds. 

• The low correlation between Asian and US or Euro-
pean high-yield corporate bond markets proves the 
fund is a good way to improve the risk-return profile 
of an investor’s portfolio. 

• The fund participates on a case by case basis with 
active positions from the appreciation of Asian  
emerging market currencies against the US dollar  
as well as the euro.  

• Active management: Local experts have been  
pursuing a similar strategy since 2008. 

• Asian investment manager that has local expertise in 
the asset class and makes use of a European UCITS 
framework, including risk control.

Risks 
 
• Exchange-rate risk. 

• Risk of market-induced price volatility and  
income risk. 

• Risk of a reduced investment share value due to  
delayed payments or the insolvency of individual  
issuers or counterparties. 

• The fund may experience higher price volatility and 
default risk due to emerging market investments and 
due to a concentration of risk in specific countries 
and regions (political and economic influences). 

• The fund will generally experience higher price  
volatility and default risk due to high-yield invest-
ments and investments with increased credit risk.  

• The fund invests a substantial portion of its assets  
in securities that are by their nature sufficiently liquid 
but that, in certain circumstances, can reach a low 
level of liquidity. 

• Due to the use of financial instruments and/or certain 
techniques, the portfolio may move in the opposite 
direction to the market.

Investment universe:                              Mostly fixed- and floating-rate bonds (e.g. corporate bonds, financials,  
                                                                   government bonds) whose respective issuers have their country of  
                                                                   domicile in Asia, Australia or New Zealand; use of derivatives is possible 
                                                                   for investment and hedging purposes. No direct investment in equities;  
                                                                   equities resulting from conversions may temporarily be held. Currency  
                                                                   risk is hedged to a large extent, although the fund opportunistically  
                                                                   takes currency risks for investment purposes. 

Rating limits:                                            Minimum average rating at overall fund level: B –  

Inception:                                                 15 September 2014 

Management fee:                                    0.70 per cent p.a. 

General administration fee:                   0.10 per cent 

ISIN:                                                           LU1087802150 
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Disclaimer 
 
By reception of this document, you agree to be bound by the following restrictions:  
 
This document is intended exclusively for Professional Investors and you confirm that you are a Professional Investor. This document is not for distribution to 
Retail clients. The information contained in this document should not be considered as an offer, or solicitation, to deal in any of the funds mentioned herein, 
by anyone in any jurisdiction in which such offer or solicitation would be unlawful or in which the person making such offer or solicitation is not qualified to 
do so or to anyone to whom it is unlawful to make such offer or solicitation. This document does not constitute a recommendation to act and does not sub-
stitute the personal investment advice of a bank or any other suitable financial services consultant or specialist in taxation or legal advice. The descriptions 
and explanations are based on our own assessments and are limited to the facts at the time of the preparation of this document. This applies in particular 
also as regards the present legal and taxation environment, which may, at any time, change without advance notice. This document was prepared with due 
care and to the best of knowledge of Union Investment Institutional GmbH, Frankfurt/Main, Germany. Nevertheless, the information originating from third 
parties was not verified. Union Investment Institutional GmbH cannot guarantee that the document is up to date, accurate or complete. All index and pro-
duct names of companies other than those belonging to the Union Investment Group may be trademarks or copyrighted protected products and brands of 
these companies. This document is intended exclusively for information purposes for Professional Investors and is meant for personal use only and should 
not be disclosed to Retail clients. The document, in whole or in part, must not be duplicated, amended or summarised, distributed to other persons or made 
accessible to other persons in another way or published. No responsibility can be accepted for direct or indirect negative consequences that arise from the 
distribution, use or amendment and summary of this document or its contents. When referring to fund units or other securities, there may be an analysis  
within the meaning of (EU) Regulation No. 565/2017. If, contrary to the aforementioned stipulations, this document were to be made accessible to an  
unauthorised reader, or otherwise distributed, published, and where applicable, amended or summarised, the user of this document may be subject to  
the provisions of (EU) Regulation No. 565/2017 and the stipulations of the supervisory authorities set out for this purpose (in particular the applicable regu-
lations on Financial Analyses). Information on the performance of Union Investment funds is based on past performances and/or volatility. Past performance 
is no guarantee for future returns and there is no guarantee that invested capital may be returned. For detailed product-specific information and indications 
on the risks of the Funds mentioned in this document, please refer to the latest Sales Prospectus, contractual terms, Key Investor Information Document and 
the annual and semi-annual reports, which you can obtain, from www.union-investment.com. These documents form the sole binding basis for the purchase 
of Union Investment funds. READ THE PROSPECTUS BEFORE INVESTING. 
 
 
Contact:  
 
Union Investment Institutional GmbH 
Weissfrauenstrasse 7 
60311 Frankfurt/Main 
Germany 
Tel: +49 (0)69 2567-7652 
 
All information, illustrations and explanations are presented as at October 2019 unless stated otherwise.


