
 

 

 

Speakers Q&A 
 

Q1: What lessons learned from financial crash in 2008 can be applied during the 
current crisis?  
 

 
 This time is different, but we still see some commonalities between the two is 

mainly the threat of global capital market collapse. Thus the central banks around 
the globe acted quite responsively this time. Interest rate cut and asset purchase 
plan are ubiquitous. The coordinated and prompt reaction from the central 
banks helped to stabilize the capital market effectively, illustrated by the 
rebound of major equity market and high quality bond prices.  
Despite the commonalities, there are many fundamental differences regarding 
the causes of the crisis, and the impact of the crisis especially psychologically. It’s 
categorically important to remember that this crisis is not a financial crisis at all, 
but a healthcare crisis that already impacted over 3 months and caused over 250k 
deaths. Despite all financial counter measures, the absence of prevention and 
curing medication would keep all human activity level below normal rate for a 
sustained period before herd immunity really kicks in. 
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The 2008 recession was caused by financial crisis from failed international 
financial institutions, while the global recession now is caused by a public health 
crisis with much broader impact on most economic sectors. Key lesson is for 
government to act fast to come up with a mixture of monetary and fiscal policies 
with effective force, aiming more at sustaining the economy than stimulating it. 
Measures being considered by governments include supplying greater liquidity to 
the market with lowered interest rates, fiscal expansion that involves larger fiscal 
deficit and government borrowing limit to combat fiscal revenue shortfall from 
economic recession, and economic relief package to households and small 
businesses to prevent high unemployment and permanent business disruption. 
What we learnt from past crisis is that they take time to stabilize and will recover. 
Fitch is of the view that the Chinese’s economy should see a ‘V-shape’ recovery, 
in particular a sharp slowdown in economic growth in 2020, followed by a 
stronger recovery in 2021. 
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The 2008 crisis originated in the financial sector, while the crisis we are going 
through now is rooted in the real economy (and quickly spread to the financial 
sector). Although noticeably different at the origin, both crises are quite deep, 
affecting the global economy as a whole and causing dysfunctionality in many 
markets (including in the most liquid assets). Investors should keep in mind that 
deep crises, like GFC in 2008 and the COVID19 now, tend to sustain market 
volatility at very high levels for an extended period of time and the recovery may 
take more time than initially envisioned, which suggests adoption of a cautious 
attitude until there is enough clarity on the policy reaction and on signs of 
normalization. 
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Q2: Is now the time for investors to be proactive in the market or is a more 
conservative approach required?  If proactive, in which sectors should investors 
focus on and which sectors should they avoided? 
 

 
 It’s very difficult to give a universal answer given how different asset classes 

diverge after the crisis. However, from a very high level of thought, I am cautiously 
optimistic regarding the path of virus development. Seeing how daily incremental 
cases fall in countries like China, Korea and Italy while the daily number in US is 
also stabilising. The government is also learning and being more effective in 
controlling the spread. The recovery of economic activity should naturally follow, 
and China is an early example. 
For the China onshore bond market that I am focusing, the resilience year-to-date 
is quite significant as PBOC ensured ample liquidity in the market and the small 
outflow from global investors is more than balanced by local buyers. We stay 
relatively positive over local rates in China given we would anticipate liquidity 
remain sufficient in the market and accommodative monetary policy is 
necessary to sustain a safe level of employment in China. 
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Within the IPF sector, we have observed a polarization of credits. At the LRG level, 
higher tier governments and more wealthy regions tend to have more financial 
flexibility and hence less impacted by COVID19. For example, provincial level 
governments are able to issue muni-bonds to cope with COVID19 and may receive 
upper government support in the form of transfers. At the LGFV level, flagship 
entities that play an important policy role are likely to enjoy a higher level of 
support. For example, within the onshore market, IG rated entities have seen 
near record-low yields, while weaker HY rated entities have not enjoyed the 
same. Terry Gao 
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Investors should keep a balanced portfolio. Certainly many assets are cheaper 
compared to pre-crisis level and valuation may be compelling enough to justify 
additional risk in some cases. However, uncertainty is high and volatility should 
remain elevated for quite some time. At the same time, a deep recession with 
poor visibility on the recovery path suggests that fundamentals justify the 
discount in many risk assets. Therefore, while looking for opportunities created by 
the crisis, investors should keep a diversified portfolio including more defensive 
and liquid assets that can cope with periods of stress that will re-emerge from 
time to time. Julio Callegari 
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Q3: As in 2008, QE has again been used to stimulate international markets but 
what other measures are being used to reignite the markets? Do you anticipate 
them to be effective? Would the Chinese debt capital market and the Asian 
market as a whole benefit from this stimulated capital flow? 
 

 
 There is certainly a limit of how QE can be effective, especially when expectation 

of investment return are gloomy. As such, we are expecting more fiscal policy for 
China and also many other countries.  
Depending how sustained the virus impact will be, personal consumption is likely 
to be subdued given the uncertainties in the macro economy and job market. 
Government need to spend and this pump the profit and liquidity into real 
economy to close to the loop. However, specifically for China, the balance 
between government leverage and the strength of stimulus need to be carefully 
balanced. 
The onshore debt market in China has already benefitted from the sufficient 
liquidity. In the rates market, 10-year government bond yield lowered by 50bps 
yesterday. In the corporate bond market, we are likely to see continuing by-
fication. The leading players in its respective sector would benefit from both the 
flooded capital market liquidity, and also increasing market share after weaker 
competitor are being squeezed by the epidemic. For the weak and smaller ones, 
we are likely to see continuous liquidity pressure as the risk appetite remain at 
the safer side, and they are likely to have much less cash reserve to weather 
through this crisis. 
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The US Federal Reserve announced massive monetary policy response including 
large-scale asset purchases, zero rates, liquidity provisions and funding facilities. 
The introduction of primary and secondary market corporate credit facilities, 
which cover not only Investment Grade bonds but also fallen angels, are not 
even seen during the 2008 Global Financial Crisis. Other key global central banks 
and governments announced huge monetary and fiscal stimulus to the market 
as well. We expect these measures to ease the tight liquidity condition in the 
market and assure the normal functioning of financial market. The easier financial 
conditions could provide additional support for Asia/China credit market, but the 
negative impact brought by the health crisis will likely continue to put pressure on 
the company fundamentals in the near term. 
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QE is indeed back as a key part of monetary stimulus response. Not only QE is back 
but also it is also more intense (with Central Banks in Developed Markets acting 
more quickly than in 2008 crisis) and broader (with Central Banks from Emerging 
Markets also joining the effort from DM counterparties). In additional to QE, the 
stimulus on the fiscal side is in general larger when compared to the 2008 initial 
response, both in Developed and Emerging markets. These policy responses are 
already helping to mitigate the risks and support asset prices across the board and 
taking into account the deep recession in which the global economy is entering 
we reckon that policy makers will continue to add stimulus. 
By avoiding an even deeper recession and increasing the odds of a recovery in 
second quarter of 2020, these policies should benefit risk assets in general, 
including the capital market in Asia. Within fixed income, High Yield credit in 
particular should benefit the most from this continued support from policy 
makers. 
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Q4: As the strictures placed on the markets due to Covid-19 are lifted, how 
quickly can we expect foreign capital flows into the China debt capital market to 
return to their pre-crisis levels?  
 

 
 Foreign capital flows will depend on various global factors including asset prices, 

return expectations, and exchange rates. Market stability will also be a key factor 
towards foreign capital flows, although timing may be less certain, in particular 
the pace of the recovery. 
By March 2019, China’s onshore bond market reached CNY103 trillion bond 
outstanding, second-largest in the world, behind US. Yet foreigners’ holdings are 
still small – around 2% – when compared with developed markets such as Japan 
(12.1%) and the US (28%), as well as emerging markets like Indonesia (39%) and 
Malaysia (24%). By March 2020, overseas investors held CNY2.26 trillion in 
Chinese onshore debt, according to Bond Connect. The Chinese onshore market 
currently remains a relative closed market and dominated by domestic investors. 
We believe foreign investments will ultimately be decided by the level or risk and 
return opportunities. 
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In the short-term, the foreign capital inflows into China debt capital market 
would be more event driven, as there are still uncertainty around the COVID19 
development and a potential escalation on China US conflict. However, in the 
medium to longer term, we expect the foreign capital inflows to pick up 
significantly. Global index providers have increasingly included Chinese 
onshore bonds in their flagship indices, we expect more foreign investors to 
position into the China debt capital market for diversification and yield hunting 
purpose. 
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We are seeing a typical response to economic crisis, with risk aversion sentiment 
leading to less appetitive for investments in Emerging Market assets, including in 
the local debt space. Since China is still opening its onshore debt market and the 
index inclusions are still ongoing, there should be no meaningful outflows 
(compared to typical EM countries) from China’s market. Moreover, the relative 
attractiveness of China government bonds (which are already a good source of 
diversification due to low correlation with global bond markets) increased, on 
the back of a sharp drop in US Treasuries yield which led to widened rates 
differential in favor of China and the Renminbi’s adjustment. 
Going forward, the pace of recovery of the global economy (which will also impact 
the medium-term view on global rates) and stance of US-China relationship will 
likely have huge influence on the normalization of capital inflows in the China debt 
market. 
Further advances to facilitate the access and improve risk management would also 
help to attract more foreign investors. This includes, for example, easier access to 
local derivatives to hedge duration, more liquidity in secondary market, ratings by 
international agencies, to mention a few. 
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