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Week of 8th June 2020 

What’s on our mind this week? 

Asian Emerging Market USD credit: Liquidity vs Fundamentals 

In the second week of March this year, global credit markets went into a tailspin. As the 

reality of the COVID pandemic began to dawn on global investors culminating in the 

ominous headline that even actor Tom Hanks had contracted the virus, bond markets 

panicked sending the US investment grade bond market into a 6.3% drop in 10 days (as 

per the Bloomberg Barclays Indices), the sharpest price drop since the 2008 financial crisis. 

After tinkering with monetary and fiscal policy in the preceding weeks, the US acted finally 

decisively on March 15th with Fed chairman Powell announcing a 100bps cut in interest 

rates to zero and the launch of a new aggressive QE program with reportedly ‘no limit’ on 

its scale. With subsequent announcements of further large scale fiscal and monetary 

programs across the developed world, the global bond market effectively set its floor,  

For Asia credit investors the critical question was to what extent such stimulus might 

translate into demand for Emerging Markets (EM) bonds? Although the Fed’s aggressive 

bond buying program would not be extended for foreign issuers, previous rounds of QE 

had clearly shown such liquidity injections often translate into a melt up scenario for EM 

credit. Complicating the matter in 2020, however, was that the cause of the market crisis, 

i.e. the COVID outbreak was still highly unpredictable. As the disease ravaged developed 

market economies in March and April there remained much uncertainty to what extent 

the outbreak would affect poorer countries with weaker healthcare systems and more 

fragile external liability positions. Indeed these fears were realized in April and May as, 

despite a stabilization of the virus in many developed countries, the outbreak significantly 

accelerated in EM with Brazil, Russia and India, in particular, showing an alarming growth 

in infections. Leading data indicators also pointed to a severe impact on EM domestic 

economies with India for example posting an astonishing service PMI number of just 2 for 

April.  

In such an environment, one could naturally expect a bifurcation of the market with 

wealthy developed countries, bolstered by huge monetary stimulus significantly 

outperforming their poorer EM cousins with further saber rattling from the US over 

China’s alleged blame for the virus further dampening EM sentiment. In reality however, 

EM markets did the opposite with the Bloomberg Barclays dollar EM bond index gaining 
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7.3% over April-May compared to a 6.9% gain in US corporate bonds. Within Asia, EM 

sensitive countries like Indonesia and India outperformed to an even greater extent with 

bonds issued by the ravaged Indian economy, gaining as much as 10.9% over the same 

two month period. Of course not all EM performance can be celebrated with Argentina 

defaulting in May while closer to Asia, low rated Sri Lankan bonds massively 

underperformed the rebound. However a key lesson remains the continued trumping of 

liquidity over fundamentals and just as US stock markets have rallied to record highs 

during a period of economic and civil unrest so Asian bond investors should be careful 

not to ignore the stimulus train which has once again superseded economic reality. 

—————————————————————————————————— 

Reliance Jio expands its high profile investor base 

A few weeks ago, we wrote about Facebook’s investment in India’s telecom giant Jio 

Platforms Limited (Reliance Jio or RJio) which is part of Reliance Industries (RIL), the largest 

listed company of India (market capitalisation US$131bn). Since then, RIL has been on a 

deal making spree for its telecom subsidiary, concluding seven deals over the past seven 

weeks in which it sold down its shareholding in RJio.  

Facebook first bought a 9.99% stake in the company for US$5.7bn followed by Silver Lake 

which bought a 2.1% stake via two separate deals valued at US$1.35bn. Other private 

equity investors who bought stakes in RJio from RIL are Vista Partners (2.32% valued at 

US$1.5bn), General Atlantic (1.34% valued at US$873mn) and KKR (2.32% valued at 

US$1.5bn). Abu Dhabi’s Mubadala bought a 1.85% stake valued at US$1.2bn. The last 

stake sale was to Abu Dhabi’s other sovereign fund, Abu Dhabi Investment Authority 

(ADIA) to which RJio sold a 1.16% stake for US$752mn valuing RJio at US$65bn which is 

~12% higher than the Facebook’s valuation of US$58bn. So far, Reliance Industries has 

sold approximately 20.1% of RJio for US$13bn implying a total valuation of US$65bn. 

RJio’s journey has been incredible to say the least as it managed to gather in a matter of 

weeks a shareholders list that looks like the Who’s Who of Private Equity and an eye-

watering valuation. 

Reliance Industries (RIL) started to invest in the 4G telecom space by buying the necessary 

spectrum from the government and investing close to US$30bn in the necessary network 

infrastructure between 2010 and 2015. Investors were skeptical at first about these 

investments as reflected from the company’s share price performance of Reliance 

Industries during that time. The company announced the official launch of its telecom 
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services on 5th September 2016. RJio created a market buzz by announcing that as part 

of RJio’s welcome offer, it would provide unlimited 4G data roaming and voice calls, SMS 

and a full bouquet of services for free until 31 December 2016. When the existing players 

Bharti and Vodafone Idea were charging exorbitant prices for data services, Reliance made 

a huge bet on data growth and shifted the market focus towards data through its welcome 

offer. Within a month of its launch, RJio added 16 million subscribers and became the 

world’s first and only exabyte telecom network, surpassing 1trillion GB of data transmitted 

through its network in a single month. It added seven million subscribers per second to 

reach 100 million subscribers within 170 days of its launch. Despite the unprecedented 

pace at which it was adding subscribers, the service quality remained steady to the 

surprise of all as it had made all the necessary infrastructure investments. The Telecom 

regulatory authority of India’s (TRAI) Speed Test portal consistently ranked RJio as the 

clear 4G network leader in coverage, usage and data speed month after month. Following 

the launch of RJio, key social media platforms such as Facebook, YouTube and others 

witnessed a rapid user base growth given the speed and quality of data that was made 

available to RJio’s telecom subscribers. RJio became India’s 2nd largest network operator 

measured by subscribers in May 2019, surpassing Bharti Airtel, and ascended to the first 

place by dethroning Vodafone Idea in October 2019. RJio currently remains the 

undisputed market leader with a subscriber base of 388mn and a share of ~32% of the 

Indian telecom market. During fiscal year 2019/20, RJio’s net revenues grew by 40% yoy 

to INR684bn (US$9.1bn) and its EBIT grew by 63% yoy to INR144bn (US$1.9bn). RJio’s 

current implied market capitalisation of US$65bn is 1.5x the market capitalisation of Bharti 

Airtel and 15x that of Vodafone Idea.   

By looking at the composition of RJio’s stake buyers that include Facebook and other 

technology driven private equity investors, RJio certainly has big plans in the technology 

space and is awaiting to make huge technology related investments as it did with telecom 

a few years ago. We believe Reliance Industries would eventually spin off RJio and drive 

these investments through RJio as a separated listed vehicle. With the help of its strategic 

partnerships RJio appears well positioned to become India’s indispensable technology 

giant. It may even have the potential to become the Indian version of Alibaba or Tencent. 
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