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By Katie Hunt

HONG KONG (MNI) - Chinese high-yield debt is looking increasingly attractive as the central
government shifts towards monetary loosening, says Frankie Tai, associate director of Asia fixed
income at Invesco.

Hong Kong-based Tai, who manages $692.12 million of fixed income assets in the region, said
that he was adding the US-dollar denominated debt of some higher-risk Chinese corporates to his
portfolio "on a selective basis".

He said the June 8 rate cut kickstarted the People's Bank of China's easing cycle, and that the
impact of looser policy will be felt in sectors like real estate. The central bank cut rates for a
second time in a month on Friday.

"We expect the second half will be more favourable because all these stimulus measures and the
monetary loosening will start filtering through to the economy," he said in an interview. "That's
one of the reasons why we are starting to like some of the high-yield names and we now have
more favourable views on property and basic materials."

China's easing hasn't yet taken in the controls the government began imposing on the real estate
market in 2010, though Tai said the authorities are looking for ways to help first-time buyers such
as preferential mortgage rates.

Despite adding some risk, Tai expects to maintain a broadly defensive stance given the European
debt crisis and global trends of deleveraging and austerity. He prefers hard-currency debt and
investment-grade names.

"For the second half, we will continue to see range trading conditions especially for the bond
market but they will be characterised by periods of risk on and risk off," he says.

"With this backdrop, we thought that defensive positioning should dominate but obviously there
are still opportunities - on a bottom up or credit specific level."

Tai said that he is underweight Asian currencies and 40% of his investment portfolio is in dollars
compared with zero for the fund's benchmark.
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Tai said the strategy proved "painful" in the first two months of 2012 when Asia's local currency
and debt markets rallied as investors took heart the from the European Central Bank's liquidity
injection.

However, the conservative positioning has since paid off as investors grew more cautious when
Europe's debt crisis took another turn for the worse in May and June.

The Invesco Asian Bond Fund, one of five funds managed by Tai, is up 2.5% as of May 31,
compared with 0.5% for the HSBC Asia Local Bond Index.

Tai is modestly overweight on China but said he viewed it as "high beta" and would take profit if
necessary. He also prefers more developed countries in Asia, particularly Hong Kong and
Singapore.

"The companies and issuers in those countries tend to be more transparent. Their cash flows and
their gearing are very healthy so we continue to see value in investment grade names," he said.

Top holdings as of May 31 included Hong Kong conglomerate Swire Pacific and Bank of East
Asia.

He added that dollar-based issuance by Asian corporates, particularly in Hong Kong, had
ballooned this year as companies took advantage of low interest rates and some European banks
cut corporate lending.

Tai is underweight India and Taiwan given the former's struggle with inflation and he views the
latter's export-oriented economy as too vulnerable to the unfavourable situation in developed
markets such as Europe.

Tai said that 10% of his portfolio is in CNY and said that the offshore yuan or dim sum bond
market offers good returns even though expectations for yuan appreciation are fading.

Dim sum bond yields now average 4.4% compared with just 1.5% in 2010 when the market took
off, he noted.

While underweight most Asian local currencies, Tai likes the Singapore dollar. He thinks it will
appreciate as the country tries to control its relatively high inflation rate of 5%, which is above the
country's long-term average of 2.8%.

"The economic fundamentals of Singapore are very solid. Low debt, huge foreign reserves. Some
people say the Singapore dollar is the Swiss franc of Asia and we agree."
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