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By Katie Hunt

HONG KONG (MNI) - Asia has seen a dramatic increase in hard currency bond issuance this year
as the region's companies tap debt markets in the absence of traditional sources of bank lending
and as asset managers shift capital away from Europe's sluggish economies.

Recent credit rating upgrades for several Asian economies have also enticed investors and stronger
demand is leading to rising prices and lower yields, which in turn makes the market more
attractive for issuers.

According to data from Dealogic, corporate USD bond issuance in Asia ex-Japan totalled $49.1
billion at the end of August, already eclipsing the $35.8 billion raised in 2011.

The increase has mainly come at the expense of bank and syndicated loans, says John Wade,
Singapore-based head of DCM Markets & Syndicate, Asia Pacific for Royal Bank of Scotland.
Local currency corporate bond issuance has experienced modest growth in 2012.

Wade says European banks, traditionally big lenders in the region, have become more prudent in
how much they lend to protect against shocks in their home market.

"There's a lot less balance sheet around than there used to be," he says.

"Companies want to diversify their funding sources -- they don't want to be held hostage by the
banks."

He adds that bond markets also allow companies to borrow for longer periods. Few banks are
currently willing to extend loans for much longer than five years, whereas real money investors are
keen to buy 10-year tenors.

The biggest increase in corporate bond issuance has come from Hong Kong, where 33 deals worth
$14.7 billion have been completed this year, compared to just 5 worth $1.4 billion in 2011,
according to Dealogic.

The largest issuer in Hong Kong was conglomerate Hutchison Whampoa, which has issued more
than $5 billion in USD bonds in the first seven months of the year, according to the Asian
Development Bank.
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"From an issuer perspective, it was probably a concern that banks may turn off the tap and, given
that interest rates are very low, I think everyone is being opportunistic when they do financing or
refinancing," said Frankie Tai, a fixed income fund manager with Invesco.

Chinese corporates have also been active with companies like CNOOC and Sinopec raising dollars
to finance overseas acquisitions and property companies, subject to lending limits from local
banks, have headed offshore, said Wade.

CNOOC raised $2 billion in a May issue and has said it will fund its $15 billion proposed takeover
of Canadian oil and gas company Nexen primarily via bonds and bank loans.

Elsewhere, other big issuers this year include Indonesian oil company Pertamina, Singapore's DBS
Bank and OCBC Bank and Thailand's Siam Commercial Bank.

From an investor perspective, Asia is no longer regarded as an exotic investment destination and
the region's better yielding assets increasingly form part of mainstream portfolios.

This has been fuelled by ratings upgrades for several Asian countries. Indonesia is now investment
grade and the Philippines is just one step away. Last Friday, Standard & Poor's raised South Korea
to A-plus from A, its first upgrade in seven years.

"After (the) Europe (crisis), a lot of people, who before thought Asia was this mystery black box,
now realise 'wow - every country I look at out here keeps getting upgraded and every country in
Europe is getting downgraded, I better take a look'," said RBS's Wade.

And the hard currency debt of Asian corporates is often more popular than its local currency
equivalent among fund managers because it is perceived as less likely to suffer during "risk off"
periods of market volatility.

"We would prefer to invest into dollar bloc, we prefer something more liquid," says Sean Chang,
head of Asian Debt at Baring Asset Management.

Still, the Asian Development Bank says local currency bond markets are expanding fast in what it
terms "emerging East Asia," which is China, Hong Kong, Singapore, Indonesia, South Korea,
Malaysia, the Philippines, Thailand and Vietnam.

According to the ADB's Asian Bond Monitor, released Sep.10, the size of local currency bond
markets in emerging East Asia rose 8.6% in the second quarter from a year ago to almost $6
trillion.

"Our local currency bond markets are emerging as a safe haven in the midst of the crisis, but we
should not be complacent," said Iwan J. Azis, head of the ADB's Office of Regional Economic
Integration, which produced the report.

"Volatile markets can deter long-term investment and hurt the economy by making it costlier for
governments and companies to raise funds. Moreover, uncertain market reaction to policy action is
undermining the predictability and thus the effectiveness of conventional policymaking," he said.

For Wade at RBS, the structural shift of assets to Asia from Europe will support the Asian bond
market and this year's dramatic increase will be sustained as first-time issuers come back to
refinance.
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"There will be fits and starts like every market," he said. "I think the underpinning of the credit
culture out here in Asia has set wheels in motion that are not going to be stopped.
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