
Bonds

A game of carry 

Credit markets demonstrated resilience in the first half of 2026
despite geopolitical tensions in the Middle East, interest-rate
volatility and strong primary market activity . Spread compression
and carry supported returns, with all major credit segments
delivering positive performance . High Yield (HY) and Emerging
Markets (EM) credits generally outperformed Investment Grade
(IG) and Developed Markets (DM) credits .

Looking ahead, market volatility is likely to remain elevated as
investors navigate the Federal Reserve's policy path, inflation
trends and the US midterm elections . While the economic
backdrop remains broadly supportive, uncertainty surrounding
growth, labour markets and interest rates could lead to periods of
spread widening and market dispersion .

In this environment, carry should remain an important driver of
returns, reinforcing the need for disciplined credit selection . We
continue to favour high -quality issuers and maintain a neutral
duration stance . Within DM, we prefer IG over HY, given the late-
stage credit cycle and relatively less attractive valuations in the HY
segment .
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Across  EM, we  remain  neutral on  both  Asia  and  Latin America,  

where  valuations  appear  broadly  reasonable . Within EM 

sovereigns,  we  see  selective  opportunities  in Africa  and  

continue  to favour  Latin America  relative  to other  regions . By 

contrast,  we  remain  Underweight  Central  and  Eastern Europe,  

the Middle  East and  Africa  (CEEMEA)  credits,  where  valuations  

do  not adequately  compensate  for emerging  risks and  

deteriorating  fundamentals  in certain  markets .

Overall,  a focus  on  quality,  carry  and  selective  opportunities  

remains  key  for navigating  credit  markets  in the second  half of  

2026. 

Rates  and  US Treasuries  

The  US Treasury  yield  curve  flattened  during  the first half of 2026  

as markets  reassessed  the Federal  Reserve's  policy  outlook . A 

more  hawkish  tone  from the Fed,  including  higher  projections  

for future rates, has reduced  expectations  for near-term rate cuts  

and  increased  uncertainty  around  the path of monetary  policy .

While  the Fed's  stance  raises  the possibility  of further rate 

increases,  we  expect  policymakers  to remain  data  dependent,  

particularly  as they  balance  inflation risks against  economic  

growth  considerations . At the same  time, limited  forward  

guidance  under  the new  Fed  leadership  could  contribute  to 

greater  interest rate volatility  in the months  ahead .

Against  this backdrop,  we  maintain  a neutral duration  stance . A 

portfolio  duration  of approximately  three to seven  years  

provides  flexibility  to navigate  changing  market conditions  

while  balancing  potential  risks and  opportunities  arising  from 

shifts in interest rates and  bond  yields . As volatility  persists,  

diversification  and  active  duration  management  will remain  

important  components  of portfolio  positioning .



Developed  Markets

DM corporate  credit  has remained  resilient, although  

performance  has lagged  EM peers . Within the US, IG  

fundamentals  remain  broadly  stable,  while  HY  credit  metrics  

have  weakened,  with leverage  rising  and  interest coverage  

declining . Despite  some  widening,  US HY  valuations  remain  

relatively  rich compared  with historical  averages .

In the Asia-Pacific,  Japan  has overtaken  China  as the largest  

offshore  bond  issuer  in 2026, supported  by  BOJ  policy  

normalisation  and  rising  corporate  capital  expenditure . While  

increased  issuance  may  create  occasional  spread  pressure,  the 

market continues  to benefit  from a steady  pipeline  of high -

quality  issuers  and  attractive  yields . Australia has also  seen  

record  bond  issuance,  although  strong  investor  demand  has 

helped  keep  spread  widening  contained .

Looking  ahead,  we  expect  higher  issuance  levels,  ongoing  AI-

related  capital  expenditure,  M&A activity  and  interest-rate 

volatility  to drive  greater  performance  dispersion  across  credit  

markets . While  DM HY  spreads  have  widened  modestly  relative  

to IG, valuations  remain  less  compelling  than historical  norms .

As such,  we  maintain  a neutral stance  on  DM IG credit,  

supported  by  relatively  stable  fundamentals  and  attractive  carry,  

while  remaining  underweight  on  DM HY  due  to richer  valuations  

and  late-cycle  credit  risks.

Emerging  Market  Corporates   

Robust  global  growth,  elevated  commodity  prices,  and  

attractive  carry  have  supported  the outperformance  of EM 

corporates  relative  to their DM peers . Although  spread  buffers  

have  narrowed,  EM US Dollar  corporate  bonds  remain  

comparatively  less sensitive  to rising  interest rates, albeit  with 

notable  differences  across  sectors  and  regions . 



Selective  exposure  to high -quality  EM bonds  can  enhance  long -

term portfolio  diversification ; however,  near-term US Dollar  

strength  may  present  a headwind  to EM fund  flows,  given  the 

historically  negative  correlation  between  the US dollar  and  EM 

asset  performance .

Asia

Asian  credit  markets  lagged  most  EM peers  in the first half of  

2026, reflecting  their lower -yielding  and  more  defensive  

characteristics . Performance  was  mixed  across  the region,  with 

Hong  Kong,  India  and  Malaysia  among  the stronger  performers,  

while  Indonesia  and  the Philippines  underperformed .

Despite  the relative  underperformance,  we  maintain  a neutral 

stance  on Asian  corporate  credit . The  asset  class  continues  to 

benefit  from shorter  duration  profiles,  strong  domestic  funding  

support  and  favourable  market technicals . With corporate  

fundamentals  remaining  broadly  stable,  carry  is expected  to be  

the primary  driver  of returns in the second  half of the year. We 

see  attractive  opportunities  in higher -quality  BB-rated  credits  

and  selected  subordinated  bonds  of stable  IG issuers, which  

offer additional  yield  without  materially  increasing  credit  risk.

Looking  ahead,  bond  issuance  is expected  to increase  in 

markets  such  as South  Korea,  Indonesia  and  India . India’s  

primary  market could  become  more  active  as a key  Reserve  

Bank of India  USD-INR swap  facility  expires  at year -end . Given  

relatively  low  issuance  levels  over  the past  year  and  supportive  

underlying  market conditions,  new  issues  coming  to market at 

wider  spreads  may  present  attractive  entry  points  for investors .

Overall,  Asian  corporate  bonds  continue  to offer  a compelling  

combination  of quality,  income  and  diversification,  with carry  

remaining  a key  source  of returns amid  a more  volatile  global  

interest-rate environment .



Emerging  Market  Sovereigns

Looking  ahead,  we  maintain  an Underweight  stance  on  EM 

sovereigns  while  continuing  to favour  a broadly  defensive  

positioning . Encouragingly,  carry  remains  attractive, and  overall  

EM fundamentals  are stronger  than during  previous  periods  of 

global  market stress. 

We remain  neutral on  duration,  with a preference  for reform -

oriented  sovereigns  and  higher -quality  high -yield  credits  rated  

BB- and  above,  particularly  where  external  financing  

requirements  remain  manageable .



Important Information
Any  opinions  or views  expressed  in this material  are those  of the author  and  third parties  identified,  and  not 
those  of OCBC  Bank (Malaysia)  Berhad  (“OCBC  Bank”, which  expression  shall include  OCBC  Bank’s related  
companies  or affiliates).

The  information  provided  herein  is intended  for general  circulation  and/or  discussion  purposes  only  and  does  
not contain  a complete  analysis  of every  material  fact. It does  not take into account  the specific  investment  
objectives,  financial  situation or particular  needs  of any  particular  person . Without  prejudice  to the generality  
of the foregoing,  please  seek  advice  from  a financial  adviser  regarding  the suitability  of any  investment  
product  taking  into account  your  specific  investment  objectives,  financial  situation or particular  needs  before  
you  make  a commitment  to purchase  the investment  product . 

In the event  that you  choose  not to seek  advice  from  a financial  adviser,  you  should  consider  whether  the 
product  in question  is suitable  for you . This does  not constitute  an offer  or solicitation  to buy  or sell or 
subscribe  for any  security  or financial  instrument  or to enter  into a transaction  or to participate  in any  particular  
trading  or investment  strategy .

OCBC  Bank, its related  companies,  their respective  directors  and/or  employees  (collectively  ‘Related  Persons’)  
may  have  positions  in, and  may  effect  transaction  in the products  mentioned  herein . OCBC  Bank may  have  
alliances  with the product  providers,  for which  OCBC  Bank may  receive  a fee . Product  providers  may  also  be  
Related  Persons,  who  may  be  receiving  fees  from  investors . OCBC  Bank and  the Related  Person  may  also  
perform  or seek  to perform  broking  and  other  financial  services  for the product  providers . 

All information  presented  is subject  to change  without  notice . OCBC  Bank shall not be  responsible  or liable  
for any  loss  or damage  whatsoever  arising  directly  or indirectly  howsoever  in connection  with or as a result of 
any  person  acting  on  any  information  provided  herein . The  information  provided  herein  may  contain  
projections  or other  forward -looking  statements  regarding  future events  or future performance  of countries,  
assets,  markets  or companies . Actual  events  or results may  differ  materially . Past performance  figures  are not 
necessarily  indicative  of future or likely  performance . Any  reference  to any  specific  company,  financial  
product  or asset  class  in whatever  way  is used  for illustrative purposes  only  and  does  not constitute  a 
recommendation  on the same . 

The  contents  hereof  may  not be  reproduced  or disseminated  in whole  or in part without  OCBC  Bank’s written 
consent .

Unit Trust  Disclaimer

This is for information  only  and  does  not constitute  any  offer, solicitation  or advice  to buy  or sell unit trust 
funds . Please  make  your  own  independent  evaluation  of the suitability of the product  and  obtain  advice  from  
professional  advisers  including  on tax, accounting  and  legal  matters. 

We  will not be  responsible  for the consequences  of your  reliance  upon  any  opinion  or statement  contained  
herein  or for any  omission . These  unit trusts are not bank  deposits  and  are not obligations  of or guaranteed  or 
insured  by  OCBC  Bank and  are subject  to investment  risk unless  otherwise  specified . 

The  investment  risk includes  general  risks and  specific  risks as described  in the Prospectus  for the unit trust. 
Past performance  is not indicative  of future performance ; the net asset  value  can  go  up  or down . Investors  
should  also  note  that the net asset  value  per  unit and  distributions  payable,  if any,  may  go  down  as well  as up. 
The  Prospectus  has been  registered  with the Securities  Commission,  which  takes  no responsibility  for its 
content . 

A copy  of the Prospectus  can  be  obtained  at OCBC  Bank’s branches . Units will only  be  issued  upon  the receipt  
of application  form  referred  to and  accompanying  the Prospectus . Investors  are advised  to read  and  
understand  the contents  of the Prospectus,  and  if necessary  consult  their adviser(s),  as well  as consider  the 
fees  and  charges  involved  before  investing  in the unit trusts.
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