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With volcanic activity heating up, there were a few possible outcomes 

Last November, I was all packed and ready to set off for my eagerly anticipated holiday to the Land of Fire and Ice
Iceland. A much-needed break from the challenging markets was welcomed. Just a few days before my outbound 
flight, the news 
town of Grindavík (a tourist destination located on the south coast of the peninsula) has been evacuated. Blue Lagoon 
geothermal baths (one of Iceland's main tourist attractions) closed as the country is on high alert and experiencing 

A large volcano was threatening to erupt with a massive underground river of 
magma rapidly rising close to surface of the Reykjanes Peninsula. The thought of cancelling the trip did cross my mind, 
but with  assurance from local experts that aviation is unlikely to be affected and the country's main tourist sites 
should be safe to visit, I went ahead with the break as planned. 

There were a few possible outcomes, listed below: 

1) Base case: The volcano erupts, and Grindavík is devastated. But the damage is confined to the area with no loss 
of human lives. 

2) Worst case: The volcano erupts, destroying Grindavík. Iceland closes its airports due to the volcanic ash cloud 
created by the eruption (this happened back in 2010), causing a standstill in international travel.  

3) Best case: The lava flow remains  

Timing was of essence and the Icelandic authorities acted decisively. They declared a state of emergency and ordered 
the evacuation of Grindavík. 

My two weeks of adventure passed amidst the embrace of waterfalls, lava fields and fresh air. The volcano finally 
erupted on 18 December 2023, and there have been  three more eruptions as of this writing. Thankfully, it is believed 
that no lives have been lost. 

 

Of volcanic activity and Asian fixed income 
markets 
The Land of Fire and Ice provides examples in decision making, risk assessment 
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How does Iceland’s situation relate to fixed income markets? 

Without downplaying the critical nature of the situation in Iceland, the following parallels can be drawn in making 
investment choices: 

1) Decisions are often made without perfect information. They are based on probability and executed based on the 
best expected outcomes. A strong fundamental understanding of the subject matter is key.  

2) The markets are live and changing constantly. It is important to assess which information matters to the portfolios 
and which may just be noise or a distraction. 

3) The markets trade ahead based on the likelihood of actual events and recalibrates along the way. One needs to 
act ahead. By the time the actual event takes place, it might be too late. 

Throughout 2023, the 
consequent monetary policy decisions by central banks. US Treasury (UST) yields trended up for most of 2023 as the 
Federal Reserve (Fed) raised rates four times. In October, the 10-year UST yield touched a 16-year high of 5.02%1 as 
data pointed to continued resiliency in the US economy. However, the US central bank signalled a change in its stance 
at its final policy meeting of 2023, acknowledging that growth and inflation were slowing.  This dovish pivot, together 
with increased expectations of a US economic slowdown, caused UST yields to plunge towards the year  end. As 
yields fell, the Asia credit market staged a strong recovery to end the year with a gain of +7.02%2. 

The Asia investment grade index spread touched 129 basis points (bps) in February 20243, reaching its lowest level 
since the 2008 Global Financial Crisis. The situation has not been helped by the fact that a lack of primary market 
supply and reach for yield have resulted in investors chasing even tighter spreads. In a way, the credit market seems 
ripe for a correction.  

Chart 1: Asian investment grade historical yield 

 
Source: Bloomberg as at March 2024 
SD  refers to Standard Deviation 

 

 

 

 

1 Source: Bloomberg, March 2024 
2 Source: Bloomberg, March 2024. JP Morgan JACI Composite Index was used to derive at this figure. 
3 Source: Bloomberg, March 2024. JP Morgan JACI Investment Grade Blended Spread was used to derive at this 
figure. 
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Still, we can take some comfort in the fact that all-in yields are still attractive on an absolute basis. Asian credits also 
provide a 40-70 bps spread pick-up versus developed markets4. Yields are high on a historical basis, which helps make 
Asian credits attractive. The Fed is expected to eventually cut rates, which would likely lead to lower yields. 

Key investment themes for 2024 

Duration6 amid a looming rate cut 

Since the start of 2024, strong labour markets, sticky inflation and the hawkish Fed rhetoric have prompted UST yields 
to bounce back almost 40 bps across the curve5. Nevertheless, we believe that the peak in yields is past us and that 
the next Fed policy move will be a rate cut. In previous rate cut cycles, bonds tended to rally before the start of actual 
rate cuts, followed by a strong rally thereafter. In our opinion, we are positive on duration6 over the medium term and 
believe that now is the ideal time to consider the possibility of bonds rallying over the longer term. 

Asian local currency bonds  

We expect a supportive global environment in which the Fed shifts towards lowering rates to support Asian local 
currency bonds over the medium term, especially those from Indonesia and India. Indonesia bonds offer attractive 
real yields, and the country is backed by strong fundamentals (low inflation and stable fiscal outlook). We also like 
India bonds due to their attractive carry7 
external balances have been improving on healthy services exports. The currencies of Indonesia and India are 
expected to perform well over time with the dollar seen weakening on the Fed  rate cuts. 

BBB-rated Asia credits  

Stronger BBB-rated Asia credits provide a decent spread buffer and are less vulnerable to interest rate movements. 
Weak issuers face a greater prospect of spread widening, especially during economic slowdowns. On the other hand, 
very high-quality bonds may trade at very low spreads, resulting in a lower all-in yield. We believe the sweet spot lies 
somewhere in between, in the BBB space, which offers a decent spread buffer and better overall yield. 

SGD-denominated corporate bonds  

Closer to home, we hold a favourable view of Singapore dollar (SGD) bonds as issuers generally have good access to 
funding. Additionally, fundamentals are expected to remain robust enough to prevent any significant widening of 
credit spreads. The Monetary Authority of Singapore has tightened the FX policy to let the Singapore dollar appreciate, 
supporting demand for assets denominated in the currency. Finally, the yield of short term SITB (Singapore T-bills) 
has fallen considerably. In our view, it is worth looking further down the yield curve in search of attractive yields for 
the next three to five years. 

The all-weather nature of an unconstrained fund 

An unconstrained fixed income strategy, with its key focus on capital preservation and delivering stable income, gives 
portfolio managers the ability to express their views and position themselves in line with where they identify the best 

 

 

 

 

4 Source: Bloomberg, March 2024. JP Morgan JACI Investment Grade Blended Spread versus JP Morgan JULI Ex 
EM Spread was used to derive this figure. 
5 Source: Bloomberg, March 2024. The Yield Curve is a graphical representation of the interest rates of bonds 
that have equal credit quality across a range of maturities. 
6 Duration measures the bond's or bond fund's price sensitivity to interest rate changes. Duration is measured in 
years. Generally, the higher the duration of a bond or a bond fund (meaning the longer one needs to wait for the 
payment of coupons and return of principal), the more its price will be affected by interest rate changes. 
7 The carry of an asset is the return obtained from holding it, or the cost of holding it.  
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opportunities across market cycles. We believe that our example represents some of the best ideas in Asian credit, 
currencies and rates. 

seems advantageous; short-dated BBB and SGD bonds 
can serve as an anchor, while long-dated bonds have the potential for capital appreciation. Furthermore, we think 
that local currency bonds offer high-quality yields, with the potential added benefit of foreign exchange 
appreciation.* 

It will not be an easy road ahead, but I am cautiously optimistic. Taking a leaf from the book of the Icelandic authorities, 
our aim is to protect downside risks while capturing opportunities, navigate the markets as best as possible and 
constantly stay one step ahead. 

* Forecasts are not necessarily indicative of future performance. References to particular sectors or countries are for 
illustrative purposes only and are not recommendations. 

Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution 

only under such circumstances as may be permitted by applicable laws. This document does not constitute personal investment advice or a 

personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. Al l recipients are 

recommended to consult with their independent tax, financial and legal advisers prior to any investment. 

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or 

participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM’s investment strategy in any way. The 

information and opinions in this document have been derived from or reached from sources believed in good faith to be reliabl e but have not 

been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or 

liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates or 

prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own 

judgment. Opinions stated in this document may change without notice. 

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may oc cur. Estimates of 

future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment. 

The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or sell. 

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided 

that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.  

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko 

AM is strictly prohibited. 

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in J apan nor is it 

intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Fin ancial Instruments firms) No. 

368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association. 

United Kingdom: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United 

Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the pu rposes of the 

Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed a t professional 

clients as defined in the FCA Handbook of Rules and Guidance.  

Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and regulated in 

the Grand Duchy of Luxembourg by the Commission de Surveillance du Secteur Financier (the CSSF) as a management company autho rised 

under Chapter 15 of the Law of 17 December 2010 (No S00000717) and as an alternative investment fund manager according to the Law of 12 July 

2013 (No. A00002630). 

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or distribution of 

a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. Nikko Asset Management 

Americas, Inc. is a United States Registered Investment Adviser. 

Singapore: Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore. 

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only. 

The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authori ty in Hong Kong. Nikko 

Asset Management Hong Kong Limited is a licensed corporation in Hong Kong. 

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It 

is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only.  

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer 

to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the  addressee only 

and must not be passed to, issued to, or shown to the public generally. 

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti 

Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwai t on the basis a private placement 

or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public 
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offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing 

or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.  

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and regulated 

by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA)  in the United 

Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in 

full or in part for any purpose whatsoever without a prior written permission from Nikko AME. 

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitabi lity or 

appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this do cument, Nikko AME is 

not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and t hat person will not 

therefore benefit from any protections that would be available to such clients. 

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any 

time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or 

have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant 

confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to 

Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not 

be eligible for sale in some states or countries, and they may not be suitable for all types of investors. 

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by 

the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an 

offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive 

Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of 

whatsoever nature within the territory of the Sultanate of Oman. 

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent 

investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the pub lic and should not be 

reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior 

written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will  be concluded in your jurisdiction and any inquiries 

regarding the Strategies should be made to Nikko AME. 

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to constitute, 

a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is onl y being offered to a 

limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment 

in such Strategy, and (b) upon their specific request. 

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Aut hority or any 

other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should 

not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration thereof). 

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management  Europe Ltd. 

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be 

construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respec t to the eligibility of 

any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the 

applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered 

under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such 

registered fund shall be conducted only through a locally licensed distributor. 

 

 


