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There is life in Asian
high-yield bonds yet
Investors should
keep favouring them
over investmentgrade bonds
By DILIP PARAMESWARAN
ASIAN high-yield bonds
have had a tremendous run
since the global financial
crisis. In the four years
from 2009 to 2012, they
have produced annual returns of 43 per cent, 16 per
cent, 3 per cent and 21 per
cent, respectively (see
chart).
This is by any means a
handsome return for those
who dared to take the
plunge after the 2008 crisis.
During this period, the
yields on the high-yield
bonds have also fallen significantly. As a result, the
better-quality high-yield
bonds yield barely 5-6 per
cent for a five-year maturity. This raises the question
whether there is any attraction left in the high-yield
bonds.
We believe that, when it
comes to choosing their
fixed-income investments,
investors should continue
to favour high-yield bonds
over investment-grade.
To understand why, we
must first discuss the inter-

Barclays warns of risk
to leveraged investors
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est rate environment. After
reaching
multi-decade
lows, it is difficult for dollar
interest rates to decline any
further.
On the contrary, they
may well start rising once
the market starts pricing in
expectations of revival in
the economic growth, even
ahead of the official
increase by the US Federal
Reserve.
Accordingly, many market participants are expecting an increase in 10-year
US yields of 25-50 basis
points by the end of this
year. If that happens,

high-yield bonds, with their
higher yields, will have
more room to tighten in
terms of yields and counter
the impact of rising US
Treasury rates.
The financial markets
have been awash with liquidity for the last three
years, thanks to central
bank actions in the United
States and Europe.
We expect the comfortable liquidity situation to
last well into 2014, which
means that high-yield issuers will be able to refinance
their maturing debt without much problem.

Low interest rates and
the ease of refinancing are
expected to keep the highyield default rates low.
Moody’s predicts that
the Asia-Pacific (excluding
Japan) high-yield default
rates would be only 2 per
cent in 2013, a very low
level even if higher than the
0.7 per cent achieved in
2012.
While we have been arguing in favour of investing
in Asian high-yield, a few
words of caution are also in
order. With this supportive
outlook for high-yield
bonds, the flow of new is-

sues is likely to be strong
through the year.
But not every bond issue
might be worth buying. For
example, investors have
burnt their hands already
by subscribing to some perpetual bonds recently.
Investors would also do
well to be careful in their
selection of bonds. Earlier
this year, due to the flood of
liquidity, even highly risky
bonds with very low credit
ratings (such as the
“CCC”-rated issues from
Glorious Property, Powerlong, Hopson Development
and Greentown, all of them
Chinese property developers) have found buyers.
But their ability to withstand unexpected market
downturns or tighter financial market conditions is
weaker than that of other
issuers. It is important not
to invest just based on
yields, but to look closely at
the fundamental credit quality of the issuer.
High-yield bonds are also likely to face greater volatility
than
investmentgrade bonds. But those
with the patience to ride
through the volatility will
ultimately do well this year.
Dilip Parameswaran is the
founder and head of Asia
Credit Advisors, Hong
Kong, an investment
advisory firm

Bond holders may
be forced to sell if
interest rates rise
[SINGAPORE]
Wealthy
Asian investors who have
borrowed against their
houses to buy bonds may
find themselves among
forced sellers if interest
rates rise, spurring a price
slump in vulnerable securities, according to Barclays
plc.
US dollar-denominated
notes sold by more than 20
companies including Olam
International and Henderson Land Development are
some of those most exposed if private bank clients move money out of the
fixed-income market, Barclays said in a research
note dated March 14.
Private banks hold
15-20 per cent of total corporate bonds in Asia and as
much as 30 per cent of
high-yield, or junk, notes.
Low borrowing costs
have been one of the main
factors driving the strong
demand for Asia credit,
and many high-net-worth
investors went further into
debt to buy the securities,
according to the report.
In the past six months,
equities have generated solid returns while credit has
lagged, creating a risk that

fund flows will rotate out of
bonds in a quest for higher
returns and compound the
price slump.
“US rates are already beginning to rise, albeit gradually, and leveraged lending
could be scaled back if risk
committees begin to focus
on the quality of such lending,” wrote the Barclay analysts, who were led by
Krishna Hegde, Singaporebased head of Asia credit research.
Furthermore, any sharp
or sustained sell-off in
Treasuries would impact
bond prices and raise borrowing costs. Considering
that most private bank investors do not hedge rates,
“this is an important risk
factor”, they wrote.
Ten-year
Treasury
yields have risen 20 basis
points this year to 1.95 per
cent as at March 19. Asian
stocks have returned
4.04 per cent since Dec 31
versus 0.83 per cent for US
dollar bonds in the region,
Bank of America Merrill
Lynch indexes show.
“Based on our discussions
with various private banks,
we think some private accounts could face margin
calls if US Treasuries sold
off by 1.5 per cent to 2 per
cent,” Mr Hegde wrote.
In such an event, credit
committees may turn con-

Iceland’s lost
billionaires
unmourned
[REYKJAVIK] Iceland, a country with
a US$13 billion economy, had six dollar billionaires before the financial crisis struck in 2008. Now it has none.
Five of the men – including former
West Ham soccer team owner Bjorgolfur Gudmundsson and Baugur Group
hf founder Jon Asgeir Johannesson –
have lost all, or most of, their fortunes
after building empires on loans from
banks that used the island’s investment bubble to stretch their assets to
10 times the size of gross domestic
product.
At least three of Iceland’s ex-billionaires are, or have been, the subject of financial misconduct probes.
Mr Johannesson, who once flew
around in a pin-striped private jet
and owned luxury apartments in New
York and London, received a suspended one-year jail sentence in February
for violations including accounting
fraud.
He and Mr Gudmundsson, who
filed for bankruptcy in 2009, personified the boom-to-bust cycle that
dragged Iceland away from fishing
and tourism and turned it into a centre for high finance.
“Greed can’t again lead the way,”
said Prime Minister Johanna Sigurdardottir, 70, whose Social Democrat-led government took over from
the coalition that led Iceland into the
crisis just over four years ago. “We’ve
taken that route before with terrible
consequences for this nation and its
people.”
After gaining fame for its debt bubble and the havoc that ensued when it
burst, Iceland now is purging itself of
the values that brought it to the brink
of ruin.
The only country to take a former
prime minister to court for failing to
prevent the crisis has since forced
banks to forgive foreign-currency
mortgage debt. And in a move to prevent speculation, the Interior Ministry
this year proposed limiting land ownership by offshore investors after repeatedly rejecting approaches by Chinese billionaire Huang Nubo.
Iceland’s collapse – which sent average disposable incomes plunging
20 per cent between 2008 and 2010
after the banks defaulted on US$85
billion – even prompted the pro-deregulation Independence Party to pledge
its commitment to welfare over investor rights.
Ms Sigurdardottir, whose coalition
faces elections in April, says the result is greater economic stability.
Her party’s goal is to continue
“shielding those groups in society
that need it most”, she said in an interview.
The island, which exited an International Monetary Fund-led bailout
in August 2011, now is growing faster
than most of Europe. Gross domestic
product will expand 2.3 per cent this

year, while the 17-nation euro area
will contract 0.2 per cent, the Washington-based fund estimates.
As for the former billionaires,
their pre-crisis rise and post-crisis
fall is an apt analogy for Iceland’s
coming of age, according to Stefan
Olafsson, a professor of sociology at
the University of Iceland.
He has studied the effect that Iceland’s economic boom had on the nation’s attitudes toward wealth.
One year before everything collapsed, Icelanders bought more
Range Rovers than the citizens of Denmark and Sweden combined. Now,
Prof Olafsson says his countrymen
are wary of extravagance.
Before the crisis, billionaires
“were the personification of what people believed in: materialism”, he said
in an interview. “Since the collapse,
their image has been tarnished, and
what they were considered to be a
symbol of – successful business and financial genius – is no longer valued.”
That means the risks the former
billionaires took to achieve their status probably won’t be repeated, Prof
Olafsson said.
Seventy-two-year-old Mr Gudmundsson, who was sentenced to 12
months in jail in 1991 for accounting
fraud at failed shipping company Hafskip, bounced back from that setback
to make millions producing soda pop
in Russia. He and his son, Bjorgolfur
Thor Bjorgolfsson, moved to St Petersburg in 1993, securing a production
deal with PepsiCo Inc a few years later.
The soda company he started was
bought by Pepsi, giving Mr Gudmundsson the funds to start producing beer in Russia. That business was
bought by Heineken NV in 2002 for
US$400 million. Mr Gudmundsson
then returned to Iceland and partnered with Magnus Thorsteinsson to
buy a 45.8 per cent stake in Landsbanki Islands hf, the island’s largest lender at the time.
In 2003, Mr Gudmundsson was
ranked Iceland’s fifth most-trusted
business person by newspaper Frettabladid. The most trusted was Johannes Jonsson, the father of Baugur
co-founder Johannesson, who ranked
second.
These were the golden years, culminating in 2005, when Mr Gudmundsson received Iceland’s
Knight’s Cross Order of the Falcon
from President Olafur R Grimsson for
his contribution to society.
The next year, Mr Gudmundsson
spent £85 million (S$160.5 million)
on an 83 per cent stake in West Ham,
and in March 2008, newspaper
Morgunbladid estimated his personal
fortune at US$1.1 billion.
Seven months later, his investment in Landsbanki soured as the
lender collapsed. The credit event triggered a claims dispute from deposi-

servative and scale back on
loan-to-value ratios, which
could result in margin calls
for highly leveraged portfolios, according to the report.
Bonnie Ngan, a Hong
Kong-based spokeswoman
at Henderson Land, declined to comment on the report when contacted yesterday. Chow Hung Hoeng, a
Singapore-based spokeswoman at Olam, also declined to comment.
Other bonds flagged in
the report as being potentially vulnerable include Cosco
Pacific
Ltd’s
US$300 million
of
4.375 per cent notes due in
January
2023;
the
US$350 million
of
6.375 per cent September
2017 bonds sold by Sun
Hung Kai & Co; and Soho
China Ltd’s securities in US
currency. “A potential slowdown could affect segments
such as Reg S only issues
from Hong Kong companies that are unrated or
BBB-,” the analysts wrote.
High-yield bonds currently priced below issuance levels with a concentrated buyer base and corporate hybrids that have
weak structures could also
be hurt, he said. Bonds sold
under Regulation S may not
be offered or sold to investors in the US. – Bloomberg

☛ Not quite out of the
woods yet, Page 32

Mr Gudmundsson:
His US$759 million
personal bankruptcy
plea in 2009 was the
biggest in the
nation’s history.
Together with the
other ex-billionaires,
he personified the
boom-to-bust cycle
that dragged Iceland
away from fishing
and tourism and
turned it into a
centre for high
finance.
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Mr Johannesson: Once flew around
in a pin-striped private jet and
owned luxury apartments in New
York and London. He received a
suspended one-year jail sentence in
February for violations including
accounting fraud.
PHOTO: BLOOMBERG

tors based in the UK and Netherlands
with savings in the bank’s high-yielding Internet accounts.
When global financial markets
froze at the end of that year and Iceland’s banks were shut out of funding
markets, everything came tumbling
down. Mr Gudmundsson, then chairman at Landsbanki, told a Reykjavik
court his assets had plunged the
equivalent of US$1.1 billion in value.
His US$759 million personal bank-

ruptcy plea in 2009 was the biggest in
the nation’s history, according to Iceland’s Legal Gazette.
In an interview outside his house
in Reykjavik, Mr Gudmundsson ascribed his sudden accumulation of
wealth before the crisis to “a certain
situation in the economy” at the time.
He declined to elaborate.
Mr Johannesson, who in a March
2012 interview revealed plans to
build what he described as a new re-

tail “kingdom” in the UK, was sued by
the caretakers of failed Glitnir Bank
hf, the lender that financed most of
his ventures. His personal fortune –
which peaked at US$1.6 billion in
2007, according to Frettabladid,
which he owned at the time – had
dwindled to about US$2 million, he
said last year.
Mr Johannesson, now 45, started
his career more than two decades
ago, opening a chain of Bonus supermarkets in Iceland in 1989 with his father.
By borrowing against equity in his
existing business, Mr Johannesson financed purchases of UK brands, including toy store Hamleys Plc and department store House of Fraser Ltd.
Both have since been sold off to cover
debts.
Mr Johannesson, in the March
2012 interview, said his biggest mistake was to continue expanding after
buying Big Food Group Ltd in December 2004 for £326 million.
Last month, Iceland’s Supreme
Court found Mr Johannesson guilty of
nine violations, including tax fraud.
On top of a prison term, he was fined
62 million kronur (S$616,500). The
12-month sentence was suspended
for two years, meaning he can avoid
going to jail if he doesn’t break the
law during that period.
Mr Johannesson, who didn’t return repeated calls seeking comment,
said in the March 2012 interview that
dwelling on “past mistakes forever”
means “you’ll lose your creativity”.
According to another former billionaire, foreign investors will return
to Iceland only if the nation can show
it has learned from its past mistakes.
“There are a lot of diligent people in
Iceland that are making good mon-

ey,” said Karl Emil Wernersson in a
phone interview.
His fortune peaked at US$1 billion
in 2007, using the exchange rate at
the time and based on figures provided by Frettabladid.
“But if companies in the domestic-goods and services industries are
to prosper, we need to increase investments in Iceland. That won’t happen
until international investors stop being afraid to put their money in the
country.”
Mr Wernersson lost much of his
fortune when his investment company, Milestone ehf, failed in 2009.
Since its bankruptcy, lawyers working to claw back nine billion kronur in
assets needed to repay creditors have
filed eight lawsuits.
Six of those affect Mr Wernersson,
according to Grimur Sigurdsson, a
lawyer representing Milestone’s estate.
Two other former billionaires –
brothers Lydur and Agust Gudmundsson – lost much of their wealth when
their investment company Exista hf
failed in 2008.
Lydur Gudmundsson was indicted
in September last year for fraudulently registering a capital injection into
Exista in an effort to inflate his stake
and retain control. Both brothers are
now residents of the UK.
The only Icelandic billionaire to
keep the title through the crisis has
left the island. Bjorgolfur Gudmundsson’s son and partner in Russia, Bjorgolfsson, who also resides in the UK,
was worth US$5.1 billion as at May
2007, according to broadcaster Stod
2. Two years later, his wealth had
slipped to US$1 billion.
Mr Bjorgolfsson, who is rarely
seen in Iceland these days, declined
to be interviewed. Mr Wernersson
predicts Iceland will never again become a breeding ground for billionaires – and that’s not bad thing, he
said.
“Although this era won’t return,
there will still be growth in the Icelandic economy,” he said. “This time
around, it’s more likely that it will be
reasonable and moderate, which
should be a positive thing for everybody.” – Bloomberg

