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Are markets ‘selling Asia,’ rather than selling Japan? 

 There’s increasing evidence that focus of selling is shifting to Asia 

 
 

Are markets ‘selling Asia,’ rather than selling Japan? 

 Extraordinary deterioration of Asian CDS 

Yesterday, the iTraxx Asia ex-Japan CDS Index, which covers Asian entities excluding 
Japan, rapidly widened to 231bp against the tightening of European and US indices. The 
index reached a new high, exceeding the levels reached during the European debt crisis in 
2012, the China shock in 2015-16, and the COVID-19 pandemic in 2020 (left-hand chart 
below). The sovereign bond market is also facing an extraordinary situation. In several 
Daiwa’s View reports in the past, we have reported about signs of moves to sell assets in 
Asia and emerging nations. As of the writing of those reports, the dollar-denominated 
Chinese sovereign 5-year CDS Index had stood at 86bp on 4 July and 112bp on 12 October, 
but the index widened to 135bp yesterday. The level of the Chinese index has now 
exceeded that of the Malaysian Index (120bp, right-hand chart below). 
 
Needless to say, China is the world’s second largest economic power, and, therefore, the 
possibility of it actually going into default is naturally low. Currently, the Chinese sovereign 
CDS Index is widening, underperforming indices of other Asian nations. The iTraxx Asia ex-
Japan CDS Index is also widening rapidly, diverging from indices in Europe and the US. 
These conditions suggest the possibility that hedging allowances (credit valuation 
adjustments: CVAs) against Asian risk assets are increasing, including in the context of 
counterparty exposure management. While moves to sell European assets have let up amid 
the appearance of favorable factors for the UK financial market, the target of selling may be 
shifting to the Asian region. 
 

CDS Index in US, Europe, Asia (5-year)   Dollar-denominated Sovereign 5-year CDS Index 

 

 

 

Source: Bloomberg; compiled by Daiwa Securities.  Source: Bloomberg; compiled by Daiwa Securities. 

 
 

 

117.1

231.6

91.7 

0bp

50bp

100bp

150bp

200bp

250bp

Mar-12 Mar-14 Mar-16 Mar-18 Mar-20 Mar-22

iTraxx Eur (IG 5y)iTrax x   Eur (IG  5y)

iTrax x Ex JP  (IG 5y)

CDX  NA (IG  5y)

Indonesia: INDON CDS 
USD SR 5Y D14 Index , 

157

China: CHINAGOV CDS 
USD SR 5Y D14 Index , 

135 

Malaysia: Malay CDS 
USD SR 5Y D14 Index , 

120

Korea: KOREA CDS 
USD SR 5Y D14 Index , 

66 

0bp

50bp

100bp

150bp

200bp

Apr-21 Jun-21 Aug-21 Oct-21 Dec-21 Feb-22 Apr-22 Jun-22 Aug-22 Oct-22

Indonesia: INDON CDS USD SR 5Y D14 Index

China: CHINAGOV CDS USD SR 5Y D14 Index

Malaysia: Malay CDS USD SR 5Y D14 Index

Korea:  KOREA CDS US D SR 5Y D14 Index

Australia: AUSTRALIA  CDS US D SR 5Y D14 Index

Japan: JGB CDS USD SR 5Y D14 Index

Australia:,37
Japan: 30

Japan Fixed Income 
26 October 2022 

Japanese report: 26 October 2022 

 

Fixed Income Research Section 

FICC Research Dept.  

Chief Strategist 

Eiichiro Tani, CFA 
(81) 3 5555-8780 

eiichiro.tani@daiwa.co.jp 
 
 

 
Daiwa Securities Co. Ltd. 

There’s increasing 
evidence that focus of 

selling is shifting to Asia 

mailto:eiichiro.tani@daiwa.co.jp


 

- 2 - 

 
 

 
 Daiwa’s View: 26 October 2022 

 
 Is currency market also ‘selling Asia?’ 

The situation for currencies appears to be similar. Until a short time ago, the topic of the 
day was the singular strength of the US dollar. However, with the yen recently weakening 
against the euro, as well, some think that it will only be the yen that weakens in the end, 
and that yen depreciation will not stop unless there are policy revisions by the BOJ. I don’t 
deny that that is a possibility. However, a comparison of the Dollar Index and the 
Bloomberg JP Morgan Asia Currency Index (ADXY) indicates a shift from the singular 
strength of the dollar thus far towards ‘selling Asian currencies’ (left-hand chart below). The 
yuan is also continuing to weaken, even after the USD/CNY rate exceeded $7, apparently 
indicating a similar trend to that of the yen (right-hand chart below). Given this and the 
above-mentioned CDS developments, interpreting this in the context of ‘selling Asia’ feels 
like a better fit. 
 

Dollar Index, Asia Currency Index   USD/JPY, Chinese Yuan 

 

 

 
Source: Bloomberg; compiled by Daiwa Securities.  Source: Bloomberg; compiled by Daiwa Securities. 

 
Excessive focus on Japan-specific factors could cause us to trip up 

This ‘selling Asia’ may be related to recent weak demand in the JGB market. Recently, the 
liquidity index of JGBs has been approaching that of European bonds, exceeding that of 
US bonds. Many people feel that stronger selling pressure and lower liquidity are caused 
by concerns about ‘the singular weakness of the yen’ and ‘policy revisions by the BOJ.’ 
While we can’t deny that this could be the case, a global comparison and product 
comparison imply that something is happening on a much bigger scale. As our Chief 
Market Economist Mari Iwashita pointed out in yesterday’s report, the BOJ is now more 
wary of the downside risks of overseas economies than higher-than-expected prices. If the 
risk of a ‘storm’ is increasing not only in US/Europe but also in the Asian region, we might 
trip up if we were to be overly focused on Japan-specific factors and/or make the mistake 
of thinking that global factors only consist of US/Europe factors. 
 
A panicked mindset appears to be spreading due to an excessive decline in sentiment in 
the JPY bond market. Therefore, I have listed items on the next page that are a summary 
by Mr. Howard Marks of market cycle trends. The course of action that should be 
considered by investors (not speculators) in the current cycle (or phase) should be self-
evident after confirming whether the current JPY bond market more closely resembles a 
situation in which “Investors should forget about the risk of losing money and worry only 
about missing opportunity” or a situation in which “Investors should forget about missing 
opportunity and worry only about losing money.” 
 

 
 

 
 
 
 
 
 
 
 
 

100

102

104

106

108

110

112

114

116

118

120 93

95

97

99

101

103

105

Apr-22 May-22 Jun-22 Jul-22 Aug-22 Sep-22 Oct-22

B
lo

o
m

b
e

rg
 J

P
 M

o
rg

a
n

 A
s

ia
 C

u
rr

e
n

c
y 

In
d

e
x 

(A
D

X
Y

)

D
o

lla
r 

 In
d

ex
  (

D
X

Y
) Asia  Cur r ency  Index  

(ADXY,  right,  inverse  scale)

Dollar  Index   (DXY)

↑Stronger  dollar

↓Weaker  dollar

6

6.2

6.4

6.6

6.8

7

7.2

7.4

7.6

7.8

8

100

110

120

130

140

150

160

170

Apr-21 Jul-21 Oct-21 Jan-22 Apr-22 Jul-22 Oct-22

U
S

D
/J

P
Y

  
(Y

)

Y
u

an
/D

o
lla

r USD/JPY  (right)

Yuan

↑Stronger  
dollar

↓Weaker  dollar

 
Gov’t Bond Liquidity Index 

 
Source: Bloomberg; compiled by Daiwa 

Securities. 

0

1

2

3

4

5

6

7

8

Oct-21 Jan-22 Apr-22 Jul-22 Oct-22

UK  Gilt  Liquidity  Index

German  Bund  Liquidity  Index

US  Treasury  Liquidity  Index

JGB  Liquidity  Index

 
 

https://lzone.daiwa.co.jp/lzone/cv?LANG=J&id=DWVE1148


 

- 3 - 

 
 

 
 Daiwa’s View: 26 October 2022 

 
Items in Market Cycle Trends 

Investors should forget about the risk of losing money and worry only 
about missing opportunity. This is the time to be aggressive! 

Investors should forget about missing opportunity and worry only about losing 
money. This is the time for caution! 

Media report only bad news. Media carry only good news. 

Securities markets weaken. Securities markets strengthen. 

Investors become worried and depressed. Investors grow increasingly confident and optimistic. 

Risk is seen as being everywhere. Risk is perceived as being scarce and benign. 

Investors see risk-bearing as nothing but a way to lose money. Investors think of risk-bearing as a sure route to profit. 

Fear dominates investor psychology. Greed motives behaviors. 

Demand for securities falls short of supply.  Demand for investment opportunities exceeds supply. 

Asset prices fall below intrinsic value.  Asset prices rise beyond intrinsic value. 

No one considers improvement possible. No outcome seems too negative to 
happen. 

No one can imagine things going wrong. No favorable development seems 
improbable.  

Everyone assumes things will get worse forever.  Everyone assumes things will get better forever.  

Investors ignore the possibility of missing opportunity and worry only about losing 
money. 

Investors ignore the possibility of loss and worry only about missing opportunities. 

No one can think of a reason to buy. No one can think of a reason to sell, and no one is forced to sell 

“Don’t try to catch a falling knife” takes the place of “buy the dips.” Investors would be happy to buy if the market dips. 

Prices reach new lows.  Prices reach new highs. 

The media fixate on this depressing trend.  Media celebrate this exciting event.  

Investors become depressed and panicked. Investors become euphoric and carefree. 

Security holders feel dumb and disillusioned. They realize they didn’t really 
understand the reasons behind the investments they made. 

Security holders marvel at their own intelligence; perhaps they buy more. 

Those who abstained from buying (or who sold) feel validated and are celebrated 
for their brilliance. Those who held give up and sell at depressed prices, adding 
further to the downward spiral. 

Those who’ve remained on the sidelines feel remorse; thus they capitulate and buy 

Implied prospective returns are sky-high. Prospective returns are low (or negative). 
Source: Excerpted from Mastering the Market Cycle by Howard Marks. 
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MPORTANT 
 
This report is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment decisions should be 
made at your own discretion and risk. Content herein is based on information available at the time the report was prepared and may be amended or otherwise 
changed in the future without notice. We make no representations as to the accuracy or completeness. Daiwa Securities Co. Ltd. retains all rights related to the 
content of this report, which may not be redistributed or otherwise transmitted without prior consent.  
 

Ratings 
Issues are rated 1, 2, 3, 4, or 5 as follows: 
1: Outperform TOPIX/benchmark index by more than 15% over the next 12 months. 
2: Outperform TOPIX/benchmark index by 5-15% over the next 12 months. 
3: Out/underperform TOPIX/benchmark index by less than 5% over the next 12 months. 
4: Underperform TOPIX/benchmark index by 5-15% over the next 12 months. 
5: Underperform TOPIX/benchmark index by more than 15% over the next 12 months. 
 
Benchmark index: TOPIX for Japan, S&P 500 for US, STOXX Europe 600 for Europe, HSI for Hong Kong, STI for Singapore, KOSPI for Korea, TWII for 
Taiwan, and S&P/ASX 200 for Australia. 
 

Target Prices 
Daiwa Securities Co. Ltd. sets target prices based on its analysts’ earnings estimates for subject companies. Risks to target prices include, but are not limited 
to, unexpected significant changes in subject companies’ earnings trends and the macroeconomic environment. 
 

Disclosures related to Daiwa Securities 
Please refer to https://lzone.daiwa.co.jp/l-zone/disclaimer/e_disclaimer.pdf for information on conflicts of interest for Daiwa Securities, securities held by 
Daiwa Securities, companies for which Daiwa Securities or foreign affiliates of Daiwa Securities Group have acted as a lead underwriter, and other disclosures 
concerning individual companies. If you need more information on this matter, please contact the Research Production Department of Daiwa Securities. 
 

Explanatory Document of Unregistered Credit Ratings 
This report may use credit ratings assigned by rating agencies that are not registered with Japan’s Financial Services Agency pursuant to Article 66, Paragraph 
27 of the Financial Instruments and Exchange Act. Please review the relevant disclaimer regarding credit ratings issued by such agencies at:  
https://lzone.daiwa.co.jp/l-zone/disclaimer/creditratings.pdf 
 
 
Notification items pursuant to Article 37 of the Financial Instruments and Exchange Law 

(This Notification is only applicable to where report is distributed by Daiwa Securities Co. Ltd.)    
If you decide to enter into a business arrangement with our company based on the information described in this report, we ask you to pay close attention to the 
following items.  
 
 In addition to the purchase price of a financial instrument, our company will collect a trading commission* for each transaction as agreed beforehand with 

you. Since commissions may be included in the purchase price or may not be charged for certain transactions, we recommend that you confirm the 
commission for each transaction. In some cases, our company also may charge a maximum of ¥2 million per year as a standing proxy fee for our deposit of 
your securities, if you are a non-resident.  

 For derivative and margin transactions etc., our company may require collateral or margin requirements in accordance with an agreement made beforehand 
with you. Ordinarily in such cases, the amount of the transaction will be in excess of the required collateral or margin requirements**.  

 There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest 
rates, exchange rates, stock prices, real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss could 
exceed the amount of the collateral or margin requirements.  

 There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by our company.  
 Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as 

certified public accountants.  
 
* The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current 
market conditions and the content of each transaction etc. 
** The ratio of margin requirements etc. to the amount of the transaction cannot be stated here in advance because it will be determined between our company 
and you based on current market conditions and the content of each transaction etc.  
 
When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take 
responsibility for your own decisions regarding the signing of the agreement with our company. 
 
Corporate Name: Daiwa Securities Co. Ltd.  
Registered: Financial Instruments Business Operator, Chief of Kanto Local Finance Bureau (Kin-sho) No.108  
Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type II Financial 

Instruments Firms Association, Japan Security Token Offering Association  
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