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Market Overview (2021-Present)
International investors have long viewed the Asian USD high yield
credit bond market as an alternative investment universe to the
traditional U.S. high yield market. As a result, the junk bond market
has undergone considerable growth, with the total issuance
increasing almost sixfold between 2012 and 2020.1
However, the market has seen some turbulence in the past 12 to 18
months, largely due to its high exposure to the Chinese real estate
market. In the past decade, Chinese real estate companies have
issued large amounts of debt at a low borrowing cost to fund their
operations. This changed when Chinese regulators imposed new
rules to deleverage the financial system. Meanwhile, companies
were unable to turn over their inventory effectively for cash, and a
liquidity crisis in the sector began to emerge.
In September 2021, China Evergrande Group, the second-largest
property developer in China by sales, missed coupon payments on
its U.S. debt obligation. Since then, there has been a growing list of
prominent names involved in the Chinese real estate sector crisis.
The top five issuers by market value as of April 2021 in the iBoxx
USD Asia ex-Japan China High Yield Real Estate2 have defaulted on
their USD debt obligations in the past 12 months.

1

Using the iBoxx USD Asia ex-Japan Corporates High Yield as a proxy for the high yield market, the aggregated notional size of the index
grew from USD 47 billion at the end of 2012 to USD 281 by the end of 2020.

2

The top 5 issuers were China Evergrande Group, Kaisa Group Holdings Ltd, Sunac China Holdings Ltd, Scenery Journey Ltd and Yuzhou
Properties Co., Ltd.
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As of May 31, 2022, more than 12 distinct Chinese property issuers in the iBoxx USD Asia exJapan Corporates High Yield had missed payments on their U.S. debt, and the total amount of
issuance removed from the index exceeded USD 35 billion.
Exhibit 1: Index Performance
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Source: IHS Markit, part of S&P Global. Data from Dec. 31, 2020, to May 31, 2022. Indices rebased to 100 on Dec. 31, 2020. Index
performance based on daily total return in USD. Past performance is no guarantee of future results. Chart is provided for illustrative
purposes.

Once dominating the Asian USD high yield credit bond market, the Chinese property sector
has shrunk significantly after the spate of defaults and sell-offs. On Dec. 31, 2020, China’s
real estate issuance accounted for 47.0% of the iBoxx USD Asia ex-Japan Corporates High
Yield. By the end of May 2022, its share had dwindled to 18.6%. As expected, the index
characteristics between the two dates are also significantly different, as illustrated in Exhibit 2.
Exhibit 2: Characteristics of iBoxx USD Asia ex-Japan Corporates High Yield
Characteristic

Dec. 31, 2020

May 31, 2022

Number of Bonds

548

419

Number of Issuers

254

221

Total Market Value (USD Billions)

284.0

180.4

China Real Estate Exposure (%)

47.0

18.6

Yield (%)

6.8

11.4

Spread (bps)

656

866

Duration (Years)

1.9

2.1

Source: IHS Markit, part of S&P Global. Data from Dec. 31, 2020, and May 31, 2022. Past performance is no guarantee of future results.
Table is provided for illustrative purposes.

The widespread media coverage of the China real estate crisis likely brought the Asian USD
high yield credit asset class to the attention of many investors, including value investors who
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may perceive price level (and yield) to be attractive at this juncture. However, many might be
sitting on the fence due to the ongoing volatility in the market.
In the following sections, we discuss two indexing strategies that seek to retain the benefits of
Asian USD high yield corporate bonds, while offering potential protection against defaults and
high volatility in the associated underlying market.

A Defensive Indexing Approach to the Asian USD
High Yield Market
Before we proceed, let us first define the base index and strategies in the comparison analysis.

Reference Index
The reference index is a hypothetical liquid version of the iBoxx USD Asia ex-Japan
Corporates High Yield with a minimum combined issuer (ticker) size of USD 500 million and a
minimum remaining time to maturity of six months.3 This index is market value weighted and
rebalanced monthly.

Credit Rating Strategy (CRS)
This strategy screens out risky bonds based on credit ratings and bond prices. It applies the
following rules in sequential order.
1. Bonds must share the same liquidity constraints and rebalance schedule as the
reference index.
2. Only bonds with iBoxx ratings of BB and B qualify.
3. The strategy adopts a bond price floor of USD 60 (per USD 100 par value) to exclude
distressed issuances.4

Defensive Yield Select (DYS)
This strategy builds on the assumption that the credit quality of a bond is fully reflected by its
credit spread. It excludes bonds with the highest credit spreads in an attempt to reduce risk
and applies the following rules in sequential order:
1. Rank all bonds by credit spreads in descending order;

3

The iBoxx USD Asia ex-Japan Corporates High Yield has a minimum requirement of USD 250 million bond notional and no minimum time
to maturity.

4

Historically, Asian USD credit high yield bonds that dropped below USD 60 often deteriorated further in price and seldom recovered.
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2. Filter out bonds with spreads greater than the 66th percentile every quarter;5
3. Apply the same liquidity constraints as the reference index every month.
Exhibit 3 shows the characteristics of the three hypothetical strategies as of May 31, 2022.
Exhibit 3: Strategy Profiles
Strategy

Number of
Bonds

Number of
Issuers

Market Value
(USD Billions)

Yield
(%)

Duration
(Years)

China
Weight (%)

China Real Estate
Weight (%)

Reference
Index

278

115

125.6

10.2

2.7

45.5

19.3

CRS

200

98

115.7

8.0

2.8

40.9

13.0

DYS

180

91

109.8

7.6

2.9

38.6

9.1

All portfolios are hypothetical.
Source: IHS Markit, part of S&P Global. Data as of May 31, 2022. Past performance is no guarantee of future results. Table is provided for
illustrative purposes and reflects hypothetical historical performance. Please see the Performance Disclosure at the end of the document for
more information regarding the inherent limitations associated with back-tested data.

As discussed previously, the China real estate sector has been the primary driver of losses for
corporate Asian USD high yield bonds in recent months. As of May 31, 2022, CRS and DYS
had lower weights in this sector than the reference index by 6.3% and 10.2%, respectively.
Unsurprisingly, the lower credit risk exposure was accompanied by a lower yield.

Hypothetical Historical Performance
Exhibit 4 shows the hypothetical historical results from Dec. 31, 2016, to May 31, 2022.
Exhibit 4: Hypothetical Historical Gross Returns
Strategy

Annualized
Return (%)

Annualized
Volatility (%)

Risk-Adjusted
Return

Tracking Error
(%)

Beta

Reference Index

-2.2

9.2

-0.2

-

1

CRC

-1.1

8.7

-0.1

1.5

0.9

DYS

2.4

6.1

0.4

4.0

0.6

All portfolios are hypothetical.
Source: IHS Markit, part of S&P Global. Data from Dec. 31, 2016, to May. 31, 2022. Past performance is no guarantee of future results.
Index performance based on monthly gross return in USD. Table is provided for illustrative purposes and reflects hypothetical historical
performance. Please see the Performance Disclosure at the end of the document for more information regarding the inherent limitations
associated with back-tested data.

The results suggested that both defensive strategies outperformed the reference index. While
both CRS and DYS offered higher annualized returns and lower annualized volatility than the
reference index, only DYS delivered a positive return (in annualized and risk-adjusted terms)
over the period studied. However, it exhibited higher tracking error and lower beta (as
compared with CRS) against the reference index over this period.

5

Index is rebalanced monthly to include bonds that fulfill the criteria as per reference index, but the spread-based exclusion is only applied
quarterly.

Index Education

4
For use with institutions only, not for use with retail investors.

Defensive Yield Select Strategies for the Asian USD Credit High Yield Market

June 2022

Exhibit 5: Hypothetical Historical Net Returns
Strategy

Annualized
Return (%)

Annualized
Volatility (%)

Risk-Adjusted
Return

Average
Monthly
Turnover (%)

Average
Bid-Ask
Spread (bps)

Reference Index

-2.6

9.2

-0.3

5.0

57

CRS

-1.5

8.7

-0.2

5.6

52

DYS

1.8

6.1

0.3

7.3

48

All portfolios are hypothetical.
Source: IHS Markit, part of S&P Global. Data from Dec. 31, 2016, to May. 31, 2022. Past performance is no guarantee of future results.
Index performance based on monthly net return in USD. Turnover is estimated as the market value weight changes of constituents in the
index portfolio, from either buying or selling, at month-end rebalance. Bid-ask spread is estimated as the market value-weighted bid-ask
spreads of constituents in the index portfolio at month-end rebalance. Table is provided for illustrative purposes and reflects hypothetical
historical performance. Please see the Performance Disclosure at the end of the document for more information regarding the inherent
limitations associated with back-tested data.

Taking into account transaction costs, DYS still outperformed both CRS and the reference index.
CRS had a much lower average monthly turnover compared to DYS. This was expected since
credit ratings tend to be much more stable than credit spreads. Interestingly, even though DYS
had the highest turnover rate, it had a lower estimated average bid-ask spread compared with
the reference index and CRS.
On an annual basis, the return and volatility profile of CRS tracked the reference index closer
than DYS. In regular market conditions (2017, 2019, 2020), the performance of DYS was either
consistent or slightly muted compared to the reference index (see Exhibit 6). In contrast, the
strength of the DYS approach was shown in volatile market conditions (2018, 2021-present), as
it significantly outperformed CRS and the reference index (see Exhibit 7). Volatility in DYS was
also distinctly lower compared with the other approaches in the period studied.
Exhibit 6: Annual Return and Volatility
Annual Return
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Source: IHS Markit, part of S&P Global. Data from Dec. 31, 2016, to May 31, 2022. Past performance is no guarantee of future results. Index
performance based on monthly total return in USD. Year 2022 includes data through May 31, 2022. Charts are provided for illustrative
purposes and reflect hypothetical historical performance. Please see the Performance Disclosure at the end of the document for more
information regarding the inherent limitations associated with back-tested data.
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Exhibit 7: DYS versus Reference Index – Excess Return
2022

7.3%

2021

14.3%

2020
2019

-0.1%
-1.2%

2018
2017

2.1%
-0.2%
Excess Return

All portfolios are hypothetical.
Source: IHS Markit, part of S&P Global. Data from Dec. 31, 2016, to May. 31, 2022. Past performance is no guarantee of future results. Index
performance based on monthly total return in USD. Year 2022 includes data through May 31, 2022. Charts are provided for illustrative purposes
and reflect hypothetical historical performance. Please see the Performance Disclosure at the end of the document for more information regarding
the inherent limitations associated with back-tested data.

A Closer Look at Distressed Issuers
In general, to have effective downside risk control, it would be advantageous to remove potential
troubled issuers from the index as early as possible before their drop in price brings about a
material negative impact on performance. Exhibit 8 shows that defaulted Chinese property
issuers were removed from the defensive strategies much earlier than the reference index.
Notably, the issuers were typically removed from the DYS earlier than the CRS as well, which
brought about lower volatility, drawdown and enhanced risk-adjusted returns in the period
studied.
Exhibit 8: Downside Risk Metrics
Reference Index

Downside Risk
Volatility (%)
2.3

Maximum Drawdown
(%)
30.1

CRS

2.1

DYS

1.4

Strategy

Bond Downgrades

Bond Defaults

291

101

24.1

184

9

11.9

46

0

All portfolios are hypothetical.
Source: IHS Markit, part of S&P Global. Data from Dec. 31, 2016, to May 31, 2022. Past performance is no guarantee of future results. Index
performance based on monthly total return in USD. Table is provided for illustrative purposes and reflects hypothetical historical performance.
Please see the Performance Disclosure at the end of the document for more information regarding the inherent limitations associated with
back-tested data.
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Exhibit 9: Removal Dates of Prominent Chinese Real Estate Issuers in the Strategies
Issuer

Reference Index

CRS

DYS

China Evergrande Group

September 2021

July 2021

September 2019

Scenery Journey Ltd

September 2021

July 2021

Never included

Kaisa Group Holdings Ltd

November 2021

October 2021

August 2021

Yuzhou Properties Co Ltd

March 2022

October 2021

July 2021

Sunac China Holdings Ltd

May 2022

February 2022

November 2021

Source: IHS Markit, part of S&P Global. Data from Dec. 31, 2016, to May 31, 2022. Table is provided for illustrative purposes.

Conclusion
Given the impossibility of accurately predicting market events, it may be important to consider
the benefits of downside protection in times of market volatility. Defensive yield select
specifically targets the downside risk from defaulting and distressed issuers. It may not
provide superior returns during benign market environments, but our results suggest that the
strategy could be effective during market turmoil, which may, in the long run, deliver
outperformance on a risk-adjusted basis. This is largely achieved through a proactive
approach of removing troubled securities from the index before their values decline. The
resulting index will likely exhibit a significantly lower volatility profile, which can potentially
soften the impact of distressed market conditions.
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Appendix
Exhibit 10: Hypothetical Historical Performance
130
125
120

Inex Level

115
110
105
100
95
90
Reference Index
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All portfolios are hypothetical.
Source: IHS Markit, part of S&P Global. Data from Dec. 31, 2016, to May. 31, 2022. Past performance is no guarantee of future results.
Index performance based on monthly total return in USD. Chart is provided for illustrative purposes and reflects hypothetical historical
performance. Please see the Performance Disclosure at the end of the document for more information regarding the inherent limitations
associated with back-tested data.
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Performance Disclosure/Back-Tested Data
All information presented prior to an index’s Launch Date is hypothetical (back-tested), not actual performance. The back-test calculations are
based on the same methodology that was in effect on the index Launch Date. However, when creating back-tested history for periods of
market anomalies or other periods that do not reflect the general current market environment, index methodology rules may be relaxed to
capture a large enough universe of securities to simulate the target market the index is designed to measure or strategy the index is designed
to capture. For example, market capitalization and liquidity thresholds may be reduced. Complete index methodology details are available at
www.spglobal.com/spdji. Past performance of the Index is not an indication of future results. Back-tested performance reflects application of
an index methodology and selection of index constituents with the benefit of hindsight and knowledge of factors that may have positively
affected its performance, cannot account for all financial risk that may affect results and may be considered to reflect survivor/look ahead bias.
Actual returns may differ significantly from, and be lower than, back-tested returns. Past performance is not an indication or guarantee of
future results. Please refer to the methodology for the Index for more details about the index, including the manner in which it is rebalanced,
the timing of such rebalancing, criteria for additions and deletions, as well as all index calculations. Back-tested performance is for use with
institutions only; not for use with retail investors.
S&P Dow Jones Indices defines various dates to assist our clients in providing transparency. The First Value Date is the first day for which
there is a calculated value (either live or back-tested) for a given index. The Base Date is the date at which the index is set to a fixed value for
calculation purposes. The Launch Date designates the date when the values of an index are first considered live: index values provided for
any date or time period prior to the index’s Launch Date are considered back-tested. S&P Dow Jones Indices defines the Launch Date as the
date by which the values of an index are known to have been released to the public, for example via the company’s public website or its data
feed to external parties. For Dow Jones-branded indices introduced prior to May 31, 2013, the Launch Date (which prior to May 31, 2013, was
termed “Date of introduction”) is set at a date upon which no further changes were permitted to be made to the index methodology, but that
may have been prior to the Index’s public release date.
Typically, when S&P DJI creates back-tested index data, S&P DJI uses actual historical constituent-level data (e.g., historical price, market
capitalization, and corporate action data) in its calculations. As ESG investing is still in early stages of development, certain datapoints used to
calculate S&P DJI’s ESG indices may not be available for the entire desired period of back-tested history. The same data availability issue
could be true for other indices as well. In cases when actual data is not available for all relevant historical periods, S&P DJI may employ a
process of using “Backward Data Assumption” (or pulling back) of ESG data for the calculation of back-tested historical performance.
“Backward Data Assumption” is a process that applies the earliest actual live data point available for an index constituent company to all prior
historical instances in the index performance. For example, Backward Data Assumption inherently assumes that companies currently not
involved in a specific business activity (also known as “product involvement”) were never involved historically and similarly also assumes that
companies currently involved in a specific business activity were involved historically too. The Backward Data Assumption allows the
hypothetical back-test to be extended over more historical years than would be feasible using only actual data. For more information on
“Backward Data Assumption” please refer to the FAQ. The methodology and factsheets of any index that employs backward assumption in the
back-tested history will explicitly state so. The methodology will include an Appendix with a table setting forth the specific data points and
relevant time period for which backward projected data was used.
Index returns shown do not represent the results of actual trading of investable assets/securities. S&P Dow Jones Indices maintains the index
and calculates the index levels and performance shown or discussed but does not manage actual assets. Index returns do not reflect payment
of any sales charges or fees an investor may pay to purchase the securities underlying the Index or investment funds that are intended to track
the performance of the Index. The imposition of these fees and charges would cause actual and back-tested performance of the
securities/fund to be lower than the Index performance shown. As a simple example, if an index returned 10% on a US $100,000 investment
for a 12-month period (or US $10,000) and an actual asset-based fee of 1.5% was imposed at the end of the period on the investment plus
accrued interest (or US $1,650), the net return would be 8.35% (or US $8,350) for the year. Over a three-year period, an annual 1.5% fee
taken at year end with an assumed 10% return per year would result in a cumulative gross return of 33.10%, a total fee of US $5,375, and a
cumulative net return of 27.2% (or US $27,200).
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General Disclaimer
© 2022 S&P Dow Jones Indices. All rights reserved. S&P, S&P 500, SPX, SPY, The 500, US500 , US 30, S&P 100, S&P COMPOSITE 1500,
S&P 400, S&P MIDCAP 400, S&P 600, S&P SMALLCAP 600, S&P GIVI, GLOBAL TITANS, DIVIDEND ARISTOCRATS, Select Sector, S&P
MAESTRO, S&P PRISM, S&P STRIDE, GICS, SPIVA, SPDR, INDEXOLOGY, iTraxx, iBoxx, ABX, ADBI, CDX, CMBX, LCDX, MBX, MCDX,
PRIMEX, TABX, HHPI, IRXX, I-SYND, SOVX, CRITS, CRITR are registered trademarks of S&P Global, Inc. (“S&P Global”) or its affiliates.
DOW JONES, DJIA, THE DOW and DOW JONES INDUSTRIAL AVERAGE are trademarks of Dow Jones Trademark Holdings LLC (“Dow
Jones”). These trademarks together with others have been licensed to S&P Dow Jones Indices LLC. Redistribution or reproduction in whole or
in part are prohibited without written permission of S&P Dow Jones Indices LLC. This document does not constitute an offer of services in
jurisdictions where S&P Dow Jones Indices LLC, S&P Global, Dow Jones or their respective affiliates (collectively “S&P Dow Jones Indices”)
do not have the necessary licenses. Except for certain custom index calculation services, all information provided by S&P Dow Jones Indices
is impersonal and not tailored to the needs of any person, entity or group of persons. S&P Dow Jones Indices receives compensation in
connection with licensing its indices to third parties and providing custom calculation services. Past performance of an index is not an
indication or guarantee of future results.
It is not possible to invest directly in an index. Exposure to an asset class represented by an index may be available through investable
instruments based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other
investment vehicle that is offered by third parties and that seeks to provide an investment return based on the performance of any index. S&P
Dow Jones Indices makes no assurance that investment products based on the index will accurately track index performance or provide
positive investment returns. S&P Dow Jones Indices LLC is not an investment advisor, and S&P Dow Jones Indices makes no representation
regarding the advisability of investing in any such investment fund or other investment vehicle. A decision to invest in any such investment
fund or other investment vehicle should not be made in reliance on any of the statements set forth in this document. S&P Dow Jones Indices
is not an investment adviser, commodity trading advisor, commodity pool operator, broker dealer, fiduciary, promoter” (as defined in the
Investment Company Act of 1940, as amended), “expert” as enumerated within 15 U.S.C. § 77k(a) or tax advisor. Inclusion of a security,
commodity, crypto currency or other asset within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such
security, commodity, crypto currency or other asset, nor is it considered to be investment advice or commodity trading advice.
These materials have been prepared solely for informational purposes based upon information generally available to the public and from
sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data,
research, valuations, model, software or other application or output therefrom) or any part thereof (“Content”) may be modified, reverseengineered, reproduced or distributed in any form or by any means, or stored in a database or retrieval system, without the prior written
permission of S&P Dow Jones Indices. The Content shall not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and
its third-party data providers and licensors (collectively “S&P Dow Jones Indices Parties”) do not guarantee the accuracy, completeness,
timeliness or availability of the Content. S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless of the
cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES
INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE
ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE
WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any
direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses
(including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the
possibility of such damages.
S&P Global keeps certain activities of its various divisions and business units separate from each other in order to preserve the independence
and objectivity of their respective activities. As a result, certain divisions and business units of S&P Global may have information that is not
available to other business units. S&P Global has established policies and procedures to maintain the confidentiality of certain non-public
information received in connection with each analytical process.
In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities,
investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive
fees or other economic benefits from those organizations, including organizations whose securities or services they may recommend, rate,
include in model portfolios, evaluate or otherwise address.
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