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Low Yield in a High Volatility World… 

 

At the end of October 2016 the gross yield of the S.E.A. Asian High Yield Bond Fund stood 

at stunning 7.7% while the average duration of the fund portfolio was only 1.35 years. 

 

In a world where historically low interest rates continue to flush the market with liquidity, low 

yields are still challenging investors in search of returns on their cash and even capital 

protection where rates have turned negative. Record amounts of liquidity injected into 

markets by central banks have led to unprecedented spikes in volatility and artificially long 

periods of ultralow volatility making risk adjusted returns more unpredictable for most asset 

classes. One corner of the market that massive amounts of liquidity have so far shunned and 

bypassed are unrated bonds issued by small and medium size companies that have low 

trading volumes - Asian short duration high yield bonds. 

 

…and the High Yield Low Volatility Opportunity 

 

A fund holding a diversified portfolio of Asian short duration high yield bonds that offers daily 

liquidity is the right vehicle for investors to gain exposure to high yields with low volatility in 

particular if most of the bonds are unrated and less liquid than larger higher rated issuers. 

The combination of higher yield and lower volatility delivers a superior risk/reward ratio 

versus peer bond funds that follow mainstream Asian high yield bond index benchmarks like 

everyone else. 

 

Value in Unrated Bond 

 

Unrated bonds denominated in Singapore dollars are typically issued by small or medium 

sized companies that operate regionally. The issuers target only local investors who are 

usually familiar with their business. Due to a lack of international investors for Singapore 

dollar denominated issues, let alone small issues of sometimes only 50 mln Singapore 

dollars these issuers do not bother to obtain a credit rating by the major rating agencies like 



Moody's or Standard & Poor's or Fitch. Unrated hence doesn't automatically imply a bond is 

untrustworthy. Quite a number of the issuers have solid cash flows and balance sheets 

making their often very short tenors very attractive. Some unrated bonds are from 

established businesses with stable credit metrics. Key is to identify these bonds that have 

the ability to repay at maturity or even better call or tender early. Due to the low interest rate 

environment in Singapore the currency risk can easily be hedged away versus the fund 

reference currency at almost no extra hedging cost. The most interesting yields are 

sometimes found in bonds with a maturity profile of 1-3 years. It is in this tenor where the 

quarterly financial results published by the issuers enable fundamental analysts to have 

maximum visibility on order books, cash flows, receivables and ultimately the ability of the 

bond issuer to repay their debt upon maturity. Public listings of issuers or credit rating based 

research obsolete in this niche. In the past 2 years large fund houses have seeded Asian 

short duration bond funds and Asian high yield bond funds, both segments for which 

benchmark indices exist. The segment of Asian bonds that are both high yield as well as 

short duration will be off limits to them for the foreseeable future. 

 

Singapore Dollar Bonds 

 

Although there have been a number of defaults in Singapore in particular from shipping and 

oil & gas related companies totalling 785 mln Singapore Dollars there have also been early 

redemptions amounting to 4.8 bln Singapore Dollars showing strong credit profiles. As of the 

middle of October a total of 17.4 bln Singapore Dollars have been redeemed by their 

issuers. Defaults from the oil & gas related sector although they should have not been 

entirely unexpected led to a sell-off across the board in Singapore Dollar denominated debt. 

This has led to buying opportunities in selected quality issuers who sold down in sympathy 

but whose low bond prices and high yield are largely unwarranted. 

 

The Flawed Industry Opportunity for Investors 

 

Typically large fund houses initially seed a new fund with sums of not more than 10 mln 

USD. Not ever is a fund launched without a benchmark index usually required by the end 

customer of the fund manager. In order to later ramp up distribution the index the fund 

invests in must be liquid and large enough for the fund manager to scale up. Otherwise the 

benefits of economies of scale of large fund houses' sales force is rendered inefficient; and 

in the volume game the large fund houses play in products must enable exactly this 

distribution power. Otherwise fund growth stalls and high cost structures of distribution 

structures ultimately force fund houses to merge and combine, as we have seen in recent 

months with the likes of Janus/Henderson for example. Only boutique fund managers that 

invest benchmark free and have a lean cost structure are able to operate profitably in Asian 

short duration bonds. High and inflexible cost bases of large fund houses act as barrier of 

entry to such market niches. After a newly launched fund completed its initial 3 year track 

record the fund manager begins active marketing and ramps up the fund size. Usually this is 

achieved by injecting assets its other funds under management into the soon to be marketed 

fund to bring the new fund's size from its seed money up to a size of at least 100 mln USD. 

A track record of 3 years and a certain minimum AUM size are usually hard criteria before 

institutional investors even consider looking at a fund. All large fund houses and asset 

managers almost exclusively chase large institutional investors, such as insurers, pension 

funds for example, who all use the same metrics and benchmarks to identify the best in 

class managers; and since the large index providers can only survive if their index is 

purchased by those fund houses, their index products must be liquid, investable and most 

importantly scalable. Due to these industry dynamics both index providers and the large 



investment houses avoid Asian short duration bonds. This is where investors can find under-

owned value with the best risk/reward. Unfortunately, investment vehicles offering exposure 

in these niches are not on offer by the large fund houses and will probably never be part of 

their product offerings. 

 

The Liquid Alternative 

 

The S.E.A. Asian High Yield Bond Fund is completely unconstrained and benchmark 

agnostic. This allows the fund manager to invest in lesser known bond issuers with good 

debt repayment abilities. The fund focuses on under researched and under-owned high 

yielding bonds. As these securities tend to be less liquid than the broader market so the 

portfolio tends to be more diversified than that of our competitors who must take larger bets 

to outperform their benchmark indices. The Luxembourg UCITS SIVAC structure of the and 

daily NAV provides investors assurance of liquidity and regulatory oversight. The fund is the 

only one of its kind investing in Asian short duration high yield bonds. Fund managers are 

Gallen Tay and Alexander Zeeh of S.E.A Asset Management in Singapore. Custodian and 

administrator are DZ PRIVATBANK S.A. and IPConcept (Luxemburg) S.A. The SICAV is 

audited by KPMG Luxembourg. In Q3 2016 the S.E.A. Asian High Yield Bond Fund A was 

listed on the Frankfurt and Berlin Stock Exchanges. 

 

About S.E.A. Asset Management Pte Ltd 

S.E.A. Asset Management Pte Ltd is a Singapore based boutique fund manager offering 

customised asset and fund management solutions to private accredited investors and 

institutional investors. The firm specialises in Asian midcap equities and Asian high yield 

bonds. S.E.A. AM was established in 2007. Ltd. 

 

MEDIA CONTACT: 

Alexander Zeeh 

alexander.zeeh@seagroup.com.sg 

Tel. (65) 6732 4864 

 

For more information, visit S.E.A. Asset Management on the internet 

http://www.seagroup.com.sg 

https://www.linkedin.com/company/s-e-a-asset-management-pte-ltd 

https://www.xing.com/companies/seaassetmanagementpt 

 

IMPORTANT INFORMATION 

This communication is neither a direct nor an indirect offer in Switzerland, Austria or any 

other jurisdiction in which such an offer would be prohibited by law or regulation under 

applicable law. This press release contains "forward-looking statements". Such statements 

may be preceded by the words "intends," "may," "will," "plans," "expects," "anticipates," 

"projects," "predicts," "estimates," "aims," "believes," "hopes," "potential" or similar words. 

Forward-looking statements are based on certain assumptions and are subject to various 

known and unknown risks and uncertainties, many of which are beyond the Company's 

control, and cannot be predicted or quantified and consequently, actual results may differ 

materially from those expressed or implied by such forward-looking statements. All forward-

looking statements included in this Press Release are made only as of the date of this Press 

Release. We assume no obligation to update any written or oral forward-looking statement 

unless required by law. This communication is not an invitation to subscribe and is by way of 

information only. Nothing contained herein constitutes investment, legal, tax or other advice 

nor is it to be solely relied on in making an investment or other decision. The fund is a sub-



fund of S.E.A. Funds. S.E.A. Funds is a Luxembourg umbrella fund with segregated liability 

between sub-funds. Copies of the fund's current prospectus, key investor information 

document (KIID) and financial statements (such as annual report and semi-annual report) 

can be obtained free of charge in English and German languages from S.E.A. Asset 

Management Pte Ltd, 230 Orchard Road, #10-232 Faber House, Singapore 238854 and DZ 

BANK AG, Platz der Republik, D-60265 Frankfurt am Main, Germany and IPConcept 

(Luxemburg) S.A., 4, rue Thomas Edison, Boîte postale 661, L - 1445 Luxembourg. Copies 

of the fund's current prospectus, key investor information document (KIID) , annual and 

semi-annual report can be obtained free of charge from the Swiss Representative, 

IPConcept (Schweiz) AG, In Gassen 6, CH-8022 Zürich. Paying Agent in Switzerland is DZ 

PRIVATBANK (Schweiz) AG, Münsterhof 12, CH-8022 Zürich. 

 

Concerning the distribution in Switzerland to qualified investors place of jurisdiction is Zürich. 

Any subscription of shares must be based on information given in prospectus, KIID, and 

annual report of the fund. Shares are not available for sale in any state or jurisdiction in 

which such sale would be prohibited. Investors should only rely on the fund's offering 

documents when making a decision on whether to invest in the fund. Shares may not be 

offered, sold or distributed in the United States or to US persons. The fund is not authorised 

or recognised by the Monetary Authority of Singapore and shares in the fund are not allowed 

to be offered to the retail public in Singapore; and any written material issued in connection 

with the offer is not a prospectus as defined in the Securities and Futures Act and, 

accordingly, statutory liability under the Securities and Futures Act in relation to the content 

of prospectuses would not apply. The views expressed herein are those of the manager at 

the time and are subject to changes. All information and opinions expressed in this material 

were obtained from sources believed to be reliable and in good faith, but no representation 

or warranty, express or implied, is made as to its accuracy or completeness. The price of 

shares and foreign currencies may go down as well as up and the price will depend on 

fluctuations in financial markets outside S.E.A.'s control, as a result an investor may not get 

back the amount invested. Past performance is not indicative of future performance. 

Reference to a security is not a recommendation to buy or sell that security. Holdings and 

allocations are subject to change. Historic data may be subject to restatement from time to 

time. Basis for applications for shares in the fund must always be the current Prospectus, 

Key Investor Information Document (KIID), Annual/Semi-annual Report or Articles of 

incorporation. 
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