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C
hina’s transition to a market-based, globally integrated economy has spanned nearly 
four decades, marching progressively forward but at a tortoise-like pace that even 
Beijing policymakers readily admit has been slow.

“China has gone through a long period of transition,” the nation’s central bank 
chief, Zhou Xiaochuan, acknowledged in June at an International Monetary Fund 
event in Washington.

Yet China’s lumbering tortoise also has a reputation for breaking into sprints 
whenever prodded by market-jolting reforms. One such jolt came last February, 

when Zhou’s People’s Bank of China (PBOC) lifted all restrictions on foreign institutional investor par-
ticipation in what’s now a nearly US$ 9 trillion bond market – the world’s third-largest debt securities 
deck, behind only the United States and Japan.

Global investors took note immediately. Analysts started hammering out reports. Asset managers 
rethought their China portfolios. And potential bond issuers from state-owned enterprises (SOEs) to 
local governments in China’s fast-growing cities saw in the PBOC decision fresh incentive to streamline 
debt management according to international norms.

Weighing in with a China bond market endorsement was the World Bank, which August 12 said 
PBOC had approved its request to issue about US$ 2.8 billion worth of bonds denominated in its 
Special Drawing Rights (SDR) “currency” and payable in yuan. “We are very pleased to support China’s 
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I
t’s a mantra often heard in developing 
China: Learn from the West. But for China 
International Capital Corp. (CICC), the 
nation’s leading financial services provider 
and most experienced investment bank, 
that mantra is clearly outdated.

Founded in 1995, when China’s market 
economy was relatively young, CICC has been 
learning longer than any domestic rival. The 
firm still welcomes lessons from advanced 
countries. But as a pioneer in economic reform 
with thorough understanding of China’s unique 
financial landscape, CICC is now a professor 
emeritus of the world’s second-largest economy.

CICC opens doors to China for global inves-
tors, and helps investors plot strategies, execute 
deals and navigate the nation’s regulatory envi-
ronment. Now that China’s bond market has 
fully opened to foreign investors, following a 
February 2016 reform by the People’s Bank 
of China, CICC is helping overseas investors 
access the country’s huge, fast-growing fixed-
income market.

One-Stop Shop
“We have a reputation as ‘the China expert’ 

among overseas clients based on our unique 
understanding of China’s macro-economic and 
industry trends,” said Mr. Bi Mingjian, CEO of 
CICC. “If you want a professional opinion about 
a transaction, you want to do business in China, 
you want to know about the Chinese capital 
market, or you want to raise funds in China, 
you can always turn to CICC.”

The evidence is overwhelming. Years ago, 
CICC was tasked by the government to play a 

key role in bringing capital into China, introduc-
ing new techniques and ways of banking, and 
deepening China’s capital market. Its work was 
crucial to developing capital markets and state-
owned enterprise reform. CICC helped shape the 
financial industry’s regulatory framework. Today, 
it functions as a valued adviser to authorities 
facilitating the nation’s market policies and works 
closely with most regulatory agencies.

CICC is a world-class investment bank with 
international reach and Chinese roots. Its largest 
shareholder, Central Huijing, and other overseas 
and domestic investors – including GIC, TPG and 
KKR – helped the firm write the strategic blueprint 
it now follows. The strategy led to a successful 
listing on the Hong Kong Stock Exchange in 
November 2015. Last April, the firm earned the 

highest international credit ratings issued to any 
Chinese securities firm: Baa1 from Moody’s; BBB+ 
from S&P; and BBB+ from Fitch.

CICC has well-rooted client relationships, 
an in-depth understanding of China’s capital 
markets, decades of industry know-how, and a 
strong cross-border platform. It also has a full-
service investment bank framework based on a 
research foundation for developing investment 
banking, equities, FICC, wealth management and 
investment management. With offices in major 
financial hubs worldwide, CICC’s one-stop service 
can help clients succeed globally.

Fixed-Income Skill
China’s onshore bond market has grown rapidly 

since 2015,with China DCM volume reaching 
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International Reach 

  CiCC and award-Winning Service

CICC’s professional trophy case is filled with awards that reflect the firm’s history of sustainable develop-
ment, professional competency, appreciative clients and consistent, quality service. Key honors include:

• Finance Asia: Best Investment Bank in China – 2016, 2013, 2011-2004

• Global Finance: Best Investment Bank in China – 2015, 2013-2007

• The Asset: Best Domestic Investment Bank in China – 2015, 2013-2009, 2007-2003

• Asiamoney: Best Investment Bank in China – 2016

• Institutional Investor: All-China Research Team, Leaders Board (1st Rank) – 2015-2013

• Asiamoney: Fixed Income Poll 2015, “Best for Interest Rate Product and Sales”

• Capital Week: Crystal Ball Analyst Awards, first place overall in Bond Research – 2015, 2012-2009

• IFR Asia 2015 Regional Awards, Structured Equity Issue: Baosteel Group’s RMB 4 Billion Exchangeable Bond

• IFR Structured Finance Awards 2014, Asia Pacific Structured Finance Issue of the Year: Volkswagen 

Finance’s Driver China One RMB 796 Million ABS (Lead underwriter)

• Asiamoney 2016 China Deals and Investment Bank of the Year, “Best Securitization” category for a 3.015 

billion yuan ABS issued by China Construction Third Engineering Bureau Co. and due in 2018
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record highs. Dealogic said, as of July 19, China’s 
year-to-date onshore-offshore DCM volume 
was US$ 497.4 billion, up 44 percent from the 
same period 2015 and the highest YTD volume 
on record. Activity totaled 1,858 deals – also a 
record high. Leading the increase was China’s 
onshore DCM, which reached a record US$ 436 
billion YTD as of July 19, up 59 percent from the 
same period 2015. The domestic bond market 
boom was due to China’s diminishing interest 
rate trend, more flexible fiscal policies and rela-
tively relaxed regulations for domestic issuers.

For the offshore market, China international 
DCM volume has grown rapidly over the past 
five years. It was US$ 60.3 billion in 2012, US$ 
136.7 billion in 2015 and US$ 79.6 billion through 
August 5 this year, Dealogic said. Chinese issu-
ers accounted for 49 percent of Asia (ex-Japan) 
bond issuance volume in the offshore market 
YTD. Undeniably, Chinese issuers have a strong 
presence and now play a key role in the offshore 
DCM market. 

CICC’s offshore platform is CICC HK in Hong 
Kong. It was launched in 1997, before any other 
mainland securities firm had a presence in Hong 
Kong. It’s an experienced firm providing cross-
border services and products to international 
investors. Other offices are in Singapore, London 
and New York.

Global reach affords seamless, cross-border 
services to CICC’s domestic clients. CICC thus 
enjoys a special advantage as a guide to China’s 
US$ 9 trillion market for government, financial 
institution and corporate bonds.

Bonds are often a focus when the firm’s 
multilingual ratings and credit analysts regularly 
visit overseas central banks, asset managers and 
other institutional investors. These “road shows” 
come around as often as quarterly to update 
foreign firms as well as overseas units of Chinese 
investors. CICC’s fixed-income research reports 
are considered the best in China. As China’s 
most innovative investment bank, analysts are 
keen to provide investment banking, brokerage, 
and bond sales and trading research services.

Based on the leading fixed-income research, 
CICC is also a pioneer in onshore and offshore 
bond origination and secondary market trading. 
CICC’s fixed-income origination team has more 

than 50 professionals originating and executing 
onshore-offshore bond transactions for products 
including USD, EUR and CNH bonds, Panda 
Bonds, Private Placements, Structured Notes, 
CBs, and a full spectrum of domestic bond 
products on the stock and interbank markets.  

Telecom operator China Mobile was CICC’s 
first corporate bond client. That was in 2001, 
and the issue raised only 8 million yuan. But it 
broke new ground at a time when banks were 
still handling almost all debt financing in China. 
Another milestone came in 2004 when CICC, on 
behalf of petrochemicals giant Sinopec, for the 
first time sold bonds to a foreign client through the 
Qualified Foreign Institutional Investor program.

Looking forward, CICC will continue reacting 
to the market’s pulse while providing clients with 
innovative products and services. China’s latest 
financial reforms include interest rate liberalization, 
internationalization of the renminbi and financial 
product innovations. CICC’s professionals have 
the high-caliber vision and experience to antici-
pate such trends, keep pace with the market, 
and meet client needs.

Global Coverage
Today, CICC is poised to serve global clients 

seeking access to debt securities in China, includ-
ing the full gamut of bond issues. “We have full 
coverage of every single credit bond” in China, 
said Mr. Liu Qingchuan, head of bond origina-
tion at CICC IB. “Even if it’s not underwritten by 
us, we have full coverage. Every single name.”

CICC calls itself the most innovative investment 
bank in China. It’s a firm that’s still learning from 
the West. But these lessons don’t go far enough.  
China’s financial market is vast and maturing, 
and its market and regulatory conditions are like 
nothing abroad. CICC’s deep understanding of 
the domestic market and international vision are 
highly valued by domestic and overseas clients.

“You cannot just take everything that’s done in 
the United States and plant it in China,” said Mr. 
Wang Sheng, executive head of CICC IB. “That’s 
why we tell clients we are the most innovative 
bank. We can work with regulators and clients, 
telling them how we analyze behavior, new 
transactions, and new products. We really are 
‘rooted in China’ but with international reach.” n  
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China International Capital Corporation Limited
28th Floor, China World Office 2,  
Jianguomenwai Avenue Beijing 100004, P.R. China
Tel: +86 (10) 6505 1166 
Fax: +86 (10) 6505 1156 
www.cicc.com

  CICC Competitive Strengths for Fixed-Income 

• Strategic position backed by solid government support, outstanding shareholder background

• Strong credit profile

•Recognized as China’s investment banking pioneer 

• Global network with distinctive international DNA 

• High-quality, loyal, cross-industry client base 

• Rapid, sustainable growth underpinned by strong capacity to innovate

• Leading and influential research

• Prudent, comprehensive and effective risk management

• Inspiring management team with deep investment banking experience

Professional Depth, 
Inspiring Leadership

Bi Mingjian, CICC CEO
Mr. Bi is a veteran invest-
ment banker with more than 
30 years of financial industry 
experience. He is one of 
CICC’s pioneer executives 
who joined the firm at its 
inception in 1995 and spent 
subsequent decades con-

tributing to its development. Mr. Bi previously held 
positions at the World Bank and HOPU Investment 
Management Co. Ltd. Under his direction, CICC 
has reached numerous milestones, including 
a successful listing on the Hong Kong Stock 
Exchange in November 2015.

Wang Sheng, CICC Managing Director, 
Executive Head of Investment Banking 
Department

Mr. Wang joined CICC in 
2002. He successively par-
ticipated in the reform and 
restructuring of a number of 
industries in China, includ-
ing telecommunications, 
finance, manufacturing 
and healthcare. He also led 

numerous, large, capital market transactions of 
landmark significance. Mr. Wang has served a 
number of leading Chinese and overseas enter-
prises, and holds a key management position at 
the Investment Banking Department of CICC.

Liu Qingchuan, CICC Managing Director,
Head of Bond Origination, Investment 
Banking Department

Mr. Liu has extensive experi-
ence with China’s capital 
markets. He covers a variety 
of fixed-income products 
and has been working to 
cultivate good relations 
with government bodies. 
Mr. Liu manages CICC’s 

fixed-income platform with a focus on bond 
origination, and he takes the lead in managing 
the integration and resource optimization of the 
expanding onshore-offshore fixed-income teams.
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growing role in global financial markets,” said 
World Bank Group President Jim Yong Kim.

Meanwhile, among institutional investors 
familiar with the China playing field and its 
lengthy transition, the usual questions resur-
faced. They asked: What’s the risk? Has China 
SOE corporate governance improved enough that 
fixed-income investors can safely supplement 
the easy credit extended by government-owned 
banks? Are indebted city governments shift-
ing to more transparent budgeting practices in 
ways that can accommodate conservative bond 
holders? How might opening the debt securities 
market affect China’s strict controls on capital 
movement and currency exchange? And what 
about China’s domestic bond ratings system... is it 
really reliable?

Of course, straightforward answers seldom 
come easily in China. Like the nation’s still-evolv-
ing financial markets, and like the entire business 
environment, the market transition process has 
never been formulaic. The regulator rulebook, for 
example, is dynamic, subject to rapid adjustments 
and regional variations. City hall budgeting in a 
northeastern steel town, for example, may differ 
significantly from how things work in the south-
ern metropolis of Shenzhen. Bond-issuing SOEs 
controlled by provinces and central-government 
SOEs are not necessarily alike. Cultural factors 

influence corporate governance.
Indeed, bond market operations have been 

shadowed by the same questions confounding 
foreign companies vying for consumer market 
share in the world’s second-largest economy. 
Questions resurface whenever government 
regulators target a foreign company for alleged 
missteps, or a multinational throws in the towel. 
Uber sold out this year, Google left in 2010, and 
Danone exited in 2009.

That authorities are now keen on attracting for-
eign investors into Chinese bonds reflects a deep 
interest in letting market forces decide the fate of 
indebted companies and state-owned enterprises 
in the context of the nation’s economic slowdown, 
now in its sixth year. Bank non-performing loan 
ratios early in the second half 2016 were creeping 
toward 2 percent.

Beijing also sees a foreigner-friendly bond 
market as a preferred alternative to the so-called 
“local government financing vehicles,” shadow 
banking and dicey credit schemes that govern-
ments and many companies traditionally have 
relied upon whenever state banks, often under 
government orders, tighten lending.

Moreover, the bond market has obviously 
matured to the point where authorities feel com-
fortable about inviting overseas institutional 
investors. The market’s strengths and weaknesses 
are now more apparent than ever, and mainland 
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Jacqueline Zhang
Ping An Asset 
Management 

“China’s bond 
market on the 
whole offers 
opportunities that 
more than offset 
the risks. It remains 
a blue ocean 
worthy of offshore 
investor interest.”

(continued from page 1)

China’s economy is cooling and 
debt levels are rising. Should 
these conditions scare off 
potential bond investors?

Not at all, argue Jacqueline 
Zhang, assistant general manager 
at Ping An Asset Management Ltd., 
and Liu Qingchuan, a managing 
director and bond section chief at 
China International Capital Corp. Ltd.

China’s senior government 
leaders refer to the current 
economic development phase 
as “a superimposition of three 
periods,” Zhang explained. 

It’s a time for policymakers to 
“concurrently handle slower 
economic growth, implement 
difficult structural adjustments, and 
manage the outcomes of previous 
economic stimulus policies.”

China’s gross domestic product 
growth rate stabilized in the 
first half 2016, clocking at 6.7 
percent, the government said. But 
that was far below the double-
digit rates recorded year after 
year before the current slowdown 
began in 2010 and companies 
stepped up borrowing.

But the slowdown headlines 
scream for context. Liu noted 
that China’s economy, the world’s 
second-largest, has “a much 
higher growth rate than the 
other economies of our size or 
equivalent.”

“Even if GDP growth slowed a 
little bit from 9 or 10 percent to 6 
or 7 percent, it’s still the highest 
considering its scale,” Liu said. “Net 
GDP growth is the total size of the 
GDP of Switzerland. Which means 
we create a Switzerland every year.”

Against this backdrop, Zhang 

Why Trust China’s ‘One Switzerland Every Year’ Economy? 
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asset managers and bankers are confident they 
can offer foreign clients a well-lit road that’s wide 
enough for reasonably low-risk navigation.

Directing traffic are three clearinghouses: the 
China Central Depository Clearing (CCDC), 
Shanghai Clearing House (SCH), and China 
Securities Depository and Clearing (CSDC). The 
first two handle interbank bond trades, while the 
third generally focuses on bonds traded on the 
Shanghai and Shenzhen stock exchanges.

CCDC, which focuses on government bonds, 
reported 40.08 trillion yuan (about US$ 6.12 
trillion) worth of bonds under custody as of June. 
CSDC said bonds in its custody had a combined 
market capitalization of 5.53 trillion yuan (US$ 
834 billion). Some 90 percent of CSDC’s paper 
trades on the Shanghai Stock Exchange, the 
rest on the Shenzhen Stock Exchange. SCH, 
which handles a variety of corporate bonds 
and interbank certificates of deposit, pegged its 
custody total at 13.61 trillion yuan (US$ 2.05 
trillion) in August.

These figures are so big that hard-to-answer 
questions – including questions that have been 
around for decades – obviously won’t stop global 
investors from knocking on China’s door.

“Foreign investors can’t afford not to have a 
stake in what may eventually be the biggest bond 
market in the world,” explained Edmund Goh, the 
Asia fixed-income team investment manager at 

Aberdeen Asset Management, which has US$ 96 
billion in fixed-income assets under management.

It’s also been argued that the latest bond 
reform should be viewed as part of a financial 
infrastructure-building process that, although 
incomplete, deserves both trust and institutional 
investor support.

“China’s bond market on the whole offers 
opportunities that more than offset the risks,” 
said Jacqueline Zhang, assistant general manager 
of Ping An Asset Management, which as of 
December 2015 reported 1.6 trillion yuan worth 
of fixed-income assets under management. “It 
remains a blue ocean worthy of offshore investor 
interest.”

After noting that corporate bond defaults had 
jumped in the first half of 2016, a recent Bank 
of China analysis frankly predicted a further 
increase in defaults in the second half. But rather 
than fueling fear, the report said, these defaults 
actually prove that the market transition is having 
a desired impact on the corporate landscape.

Indeed, at earlier stages of the transition, 
defaults were often prevented by governments 
keen to bail out taxpaying SOEs with big payrolls 
and official influence. Implicit bailout guarantees 
emboldened SOEs to build beyond customer 
demand, distorted retail investing and saddled 
banks with toxic and near-toxic debt. Accenting 
this no-fail attitude was a network of unregulated 

Edmund Goh
Aberdeen Asset 
Management

“Foreign 
investors can’t 
afford not to have 
a stake in what 
may eventually be 
the biggest bond 
market in the 
world.” 
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said, China has indeed seen debt 
levels grow relatively rapidly. “One 
reason is that at this stage of devel-
opment, China is taking on greater 
leverage,” she said. “Another reason 
is that China’s financial system is 
associated with higher savings rates 
and driven by indirect financing.”

In fact, Liu noted, it all adds up 
to “a very promising debt market” 
for investors. The opening of the 
bond market is thus coming at a 
good time.

Besides, Zhang said, China’s 
debt levels are not high in absolute 

terms. Meanwhile, the government 
is working to lower liability risks.

“Supply-side structural reforms 
and ‘mass entrepreneurship 
and innovation’  measures that 
the Chinese government has 
actively promoted in recent years 
have proven effective,” she said. 
“Among the industries contribut-
ing to GDP growth, secondary 
industries in the old growth-driving 
manufacturing sector have seen 
their share reduced, while the 
reverse has been true for tertiary 
industries representing new growth 

drivers such as the services and 
high technology.”

“On the expenditures front, 
capital formation now plays a 
smaller role in GDP, while con-
sumer spending has risen in step 
with China’s transformation from 
an investment- to a consumption-
driven economy,” Zhang said.

“Cultivating new growth driv-
ers is a cornerstone of today’s 
economy in China,” she said. “We 
believe China’s slowing economy 
and liability risks merit some atten-
tion, but not excessive concern.”
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credit systems.
Efforts to end bailout guarantees, consolidate 

SOE operations and rein in shadow banking 
through stricter regulations were reform steps 
built into the market transition process in recent 
years. Now, bond defaults are being allowed.

“A default is an inevitable phenomenon in a 
market-oriented bond market,” said the Bank 
of China report. “A rising probability of default 
properly reflects economic cycle developments.”

Moreover, the report said, the bond market 
that’s now been opened to foreign investors is 
“equipped to manage and absorb default risk” 
through “risk control within the scope of what the 
market can bear.”

Sharing that assessment is Liu Qingchuan, a 
managing director and IB bond section chief at 
China International Capital Corp. Ltd. (CICC), 
one of China’s leading investment banks.

“If no one defaults, then all credit risk is equal... 
and there’s no risk premium. Everyone looks the 
same,” said Liu. “It’s healthy for the bond market 
to see some defaults.”

JP Morgan Chase analyst Xie Tong recently told 
the Chinese magazine Caixin that bond market 
reforms are simply part of a system building proj-
ect. It only makes sense to “have the roads laid out 
and financial infrastructure and institutions built 
first,” Xie said.

And Ping An’s Zhang isn’t worried. She said the 

current hazard level associated with the nation’s 
economic slowdown is “not severe enough to 
result in large-scale defaults or systemic risk.”

Holding Back
Before the February reform, a limited number 

of yuan-denominated bonds issued by China’s 
central and local governments, SOEs and other 
entities were available to foreign firms and sov-
ereign wealth funds, mainly through the nation’s 
quota-based Qualified Foreign Institutional 
Investor (QFII) and Renminbi Qualified 
Institutional Investor (RQFII) schemes. The 
number of overseas participants had gradually 
increased after a small batch of foreigners became 
the first invited to buy bonds in 2010, reaching 
328 institutional investors on June 30, according 
to CCDC.

QFII-RQFII players were on board in 2014 
when Beijing introduced a reform program that, 
in a key market jolt, for the first time gave local 
governments permission to issue municipal 
bonds. Previously, only the central government’s 
Ministry of Finance and so-called financing 
vehicles could issue bonds on behalf of local  gov-
ernments to raise money for public works and 
other civic projects.

The muni market move gave local governments 
a green light to convert their financing vehicle 
debt, considered dangerously opaque, into bonds. 
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A recent Credit Suisse report co-authored by Hong 
Kong-based analysts Vincent Chan and Shen Hu 
offered the following run-down of the three types of 
bond issuers now open to foreign investors through 
the onshore, interbank market in China:
• Governments and government institutions. The 

central government issues treasury bonds, while 
provincial, city and other local governments issue 
municipal bonds. The People’s Bank of China 
offers bonds mainly for monetary policy purposes. 
Certain government-supported and international 
organizations may also issue bonds.

• Financial institutions. Commercial banks, securities 
firms, insurance companies and the government’s 
policy banks, such as the China Development 
Bank, are bond issuers. Most of these products are 

interbank, negotiable certificates of deposit.
• “Non-financial” institutions, including state-owned 

enterprises. Corporate bonds are the most 
common, although corporate paper is subdivided 
into “enterprise bonds,” “medium-term notes” 
and other categories according to how each type 
is supervised by the government. Non-financial 
institutions may also issue private placement 
instruments, asset-backed securities and 
convertible bonds.
In addition to onshore interbank bonds, foreigners 

can invest in “panda bonds” issued on the mainland 
by non-Chinese banks and institutions, as well as 
offshore “dim sum bonds” issued in Hong Kong by 
Chinese banks, companies and institutions. Each 
bond type is denominated in yuan.

What’s Available to Foreign Investors?

“We are very 
pleased to 
support China’s 
growing role in 
global financial 
markets.”
 
Jim Yong Kim 
World Bank Group

China Bonds (INTERNATIONAL)-03r.indd   7 9/2/16   2:28 PM



Untitled-1   2 8/15/16   10:34 AM



At that time, local governments including prov-
inces and big cities owed more than 10 trillion 
yuan combined.

Nevertheless, neither the 2014 decision nor any 
other reform measure apparently went far enough 
to attract more than a smattering of overseas 
investment. According to the State Administration 
of Foreign Exchange (SAFE), foreign investors 
held less than 2 percent of all outstanding bonds 
by value last January.

The foreign share of the market climbed mod-
estly after the bond reform announcement. As of 
June, some 2.6 percent of the interbank market’s 
investors were foreign, while offshore institutions 
held 1.3 percent of the total available through 
China’s bond market.

The reform has added to the foreign inflows 
that had been steadily rising in recent years 
through QFII and other schemes. Between 2013 
and June, Zhang said, offshore institution bond 
holdings doubled to US$ 105 billion. CCDC said 
48 percent of that amount was in government 
bonds, 43 percent in paper for banks and other 
financial institutions, and the rest in corporate 
bonds.

So far, foreign investors have been playing it 
safe. Most of Aberdeen’s holdings, for example, are 
in China’s central government bonds “since they 
are the most liquid,” Goh said. “We may consider 
municipal bonds in the future. But currently, the 
yield spreads against CGBs are pretty tight, and 
liquidity is a problem. Some SOEs offer attractive 
spreads against CGBs, especially relative to similar 
credits in local currency markets elsewhere in the 
region. However, there are coupon taxes to con-
sider with non-government bonds.”

In Goh’s opinion, foreign participation “will 
continue to rise, assuming China continues to 

open up the bond market to foreign investment. 
However, we doubt foreign ownership will jump 
dramatically in the short term.”

What’s holding back foreign players? It’s not a 
lack of opportunity, as underscored by a boom 
in bond demand in the first half of this year that 
CICC expects will continue in the second half. A 
CICC report said “ample liquidity and a scarcity 
of quality bonds” offer “the strongest logic” for the 
boom, which has been led by domestic investors, 
who vastly outnumber their foreign counterparts.

“As a shortage in quality assets would force 
financial institutions to increase their exposure to 
bonds, we have also suggested that the supply of 
bonds may start to fall from the second half 2016 
onward,” the report said. “Rising demand and fall-
ing supply may help sustain the boom in the bond 
market.”

Still, the negatives are nagging for many foreign 
investors.

One factor to consider is China’s unique, foreign 
currency exchange system. A sharp devaluation of 
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The new bond market playbook calls on foreign institutional investors to hire an interbank bond market agent 
to handle trading and settlement, according to the market consultancy Z-Ben Advisors. A trading license is not 
required, although firms must register with agents at the Shanghai office of the People’s Bank of China. Foreigners 
can access the interbank bond market through any of 18 settlement agency banks. Permitted investor types include 
offshore banks, insurance companies, securities firms, FMC managers and products, and other asset managers 
including pension funds, endowments, foundations and special investors recognized by the central bank.

Who Can Trade China Bonds?

“If no one 
defaults, then 
all credit risk 
is equal... and 
there’s no 
risk premium. 
Everyone looks 
the same. It’s 
healthy for the 
bond market 
to see some 
defaults.”
 
Liu Qingchuan,
China International 
Capital Corp. Ltd. 

Vulnerable Corporate Bond Market
Comparison of China and International Rating Result

Source: S&P, WIND datatbase; Note: based on S&P analysis for 865 US Industrial companies, 
listed and private with ratings above “CCC”, which indicate at least a 50% probability of default-
ing. China data includes ratings assigned to 4611 companies listed and private, by different 
Chinese rating agencies.
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SPONSORED STATEMENT

T
he prudent fi scal policy followed by the Hungarian 
government in recent years, twinned with its new 
debt management policy, has strengthened the 
country’s borrowing position and decreased 
its exposure to external risks. This in turn has 
reinforced its position as the premier destination 

for investors in Central and Eastern Europe (CEE).
Central to this momentum has been the reduction in the defi cit 

and the positive economic trend reversal since 2013, which has 
enabled the government to implement a highly successful debt 
reduction policy. The fall in the general government debt-to-GDP 
ratio from 80.6 percent in 2010 to 75.3 percent in 2015 was 
the third-largest decline among EU countries during the period.

The composition of Hungary’s debt has also improved. 
Between 2011 and 2015, the share of foreign currency debt 
declined from 52 percent to below 35 percent of the total, while 
the proportion of debt held by overseas investors fell from 64 
percent to 48 percent. The signifi cant reduction of the country’s 
exposure to foreign currency risks and vulnerability to external 
shocks has been refl ected in fi nancial markets, where Hungary’s 
risk premium fell from above 600bp at the beginning of 2012 
to below 150bp in H1 2016.

These dynamics have been recognized by ratings agencies 
such as Fitch, which has recently upgraded Hungary to investment 
grade (BBB-), and Moody’s, which has a positive outlook on 
the country’s sovereign debt.

Positive international sentiment towards Hungary has been 
driven by credible government policies as well as by strong 
economic fundamentals. The budget defi cit has remained well 
below 3 percent since 2013, meaning that Hungary is no longer 
subject to the EU’s Excessive Defi cit Procedure, while the large 
IMF/EU loan taken out in 2008 has been fully repaid. As a result, 
the government’s fi nancing is now on a stronger footing, while 
the country’s macroeconomic management is in its own hands. 

Flexible Debt Management
The three main principles of the government’s transparent 

and fl exible debt management policy are the reduction of the 
total debt, a decrease in the share of foreign currency liabilities 
and the development of a retail government securities market. 
Greater diversifi cation, sound macroeconomic performance and 
government credibility have strengthened investor confi dence, 
which has supported reduced fi nancing costs. The average 
yield of newly issued government bonds fell from 3 percent in 
2014 to 2.5 percent in 2015 and just 2 percent in the fi rst half 
of 2016, which represents Hungary’s lowest cost of funding for 
40 years. Given the large public debt accumulated during the 
Communist era, this is a major achievement.

Hungary is committed to keeping the country on a sustainable 
growth path and ensuring there is no repeat of previous fi scal 
and balance of payments crises. One way of doing this to ensure 
domestic savings play a greater role in government fi nancing.

Hungary’s RMB Issuance
Since 2014, China’s strategy of RMB internationalization in 

both onshore and offshore markets has encouraged sovereign 
borrowers to access the market. The fi rst government to issue 
in the offshore Dim Sum market in 2016 was Hungary, which 
successfully grasped the opportunity to raise its profi le in China 
and diversify its investor base in Asia. 

Following a non-deal roadshow in January, volatile market 
conditions delayed the launch of this transaction until mid-
April. Priced at a coupon of 6.25 percent, this RMB1bn 
benchmark generated strong demand of RMB2.5bn, with 
70 percent of the issue bought by Asian investors. Bank of 
China was sole lead manager of the bond, which is listed on 
the London Stock Exchange.

The success of this transaction is representative of the broader 
strengthening of Chinese-Hungarian economic relations. Chinese 
FDI into Hungary has now reached almost $3bn, the highest 
in the CEE region. In the fi nancial sector, the Hungarian central 
bank was among the fi rst to set up a swap facility in RMB, while 
the opening of a clearing house in Budapest is further evidence 
of Hungary’s importance as a regional RMB hub.

Hungary is considering the possibility of building on the 
success of its Dim Sum transaction by issuing in the onshore 
Panda bond market which the Chinese authorities have opened 
to foreign issuers. This would be consistent with the government’s 
long-term commitment to the diversifi cation of its funding sources. 
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the yuan in August 2015 that caught investors by 
surprise has not been forgotten, as it underscored 
what many say is an unpredictable system managed 
by PBOC and SAFE. Goh expressed a common 
opinion: “Most (foreign) investors will carefully con-
sider the currency risk before committing” to China 
bonds, he said.

The credit rating system, which is run by 
Chinese firms such as Dagong Global Credit 
Rating, has also been shadowed by doubts. Goh 
called ratings in China “unreliable” and one of the 
“big impediments to foreign investors pouring 
money into the China bond market.”

A recent Credit Suisse analysis called credit 
ratings “the Achilles heel” of the China corpo-
rate bond market and argued that the issue of 
implicit government support for SOEs, no matter 
how badly managed and indebted, has yet to be 
resolved.

“China’s corporate bond rating seems to not 
only reflect the financial position of the company 
but assumes that it will be somehow bailed out in 
case of any repayment problems,” the report said. 
“This is not an optimal practice. Indeed, when 
default risks started to emerge in April, corporate 
bond market activities shrank rapidly.”

Liu, however, sees the ratings environment in 
an entirely different light. Only domestic agencies 
have what it takes to examine bonds in the China 
context, he said, particularly the hard-to-recog-
nize relationships between a bond issuer and one 
or more government entities.

“Rating is an art, not a science,” Liu said. 
“Ratings agencies don’t predict the chance of 
a default. It’s all about opinions, perspectives. 
Dagong has its China-based perspective.”

Corporate bonds issued by Chinese and west-
ern auto companies, for example, are two different 
animals. “From a western perspective it’s all about 
industry. You could compare Daimler to VW,” Liu 
said. “But you can’t compare a Beijing automaker 
to a U.S. automaker. That doesn’t make sense 
because they are totally different markets, with 
different customs and totally different funding 
environments.”

Credit Suisse argued, however, that Chinese 
corporate bonds are more likely than counter-
parts in other countries to rate AAA and AA. The 

number of Chinese bond issuers with AAA and 
AA ratings as of June were 15 percent and 81 per-
cent of the total, respectively, compared with 0.5 
percent and 1.7 percent of those U.S. industrial 
companies rated by S&P in 2014, the report said.

And among those publicly listed companies 
in China that have been listed by Chinese rating 
agencies as well as S&P, the rating “gap is rather 
large,” the report said. “It could be argued that the 
difference mainly lies in the different perception 
of a ‘soft guarantee’ (of a government bailout, if 
needed) by domestic and foreign rating agencies.”

So how an international investment firm 
responds to China’s latest invitation to buy bonds 
may ultimately reflect trust in the government’s 
ability to deliver growth and steer the economy 
forward through good times and bad, even if that 
means moving as slowly as a tortoise.

Goh explained that Aberdeen’s allocation to 
China onshore debt had been “pretty stable over 
the past few years” before the bond reform took 
effect because QFII quota restrictions “made it 
difficult for us to move capital in and out of the 
country.” Moreover, he said, the yuan “is still a 
currency that operates under many restrictions.”

The environment in the months since the 
reform was introduced in February has not 
changed significantly, Goh said.

“However, with the opening up of the China 
interbank bond market to foreigners, giving us 
greater access without having to rely on the QFII 
and Renminbi Qualified Foreign Institutional 
Investor schemes, we would consider increasing 
our exposure,” Goh said.

Indeed, among institutional investors it’s now 
vitally clear that this tortoise can really sprint.

In his IMF address, the PBOC’s Zhou said the 
regulatory structure for overseeing China’s finan-
cial markets – including the bond market – has 
been specifically designed for a long-haul transi-
tion to a market economy. There are no shortcuts. 
Yet Zhou said he’s confident the nation’s goals will 
be reached.

“China has gone through a long period of tran-
sition which has been reflected in the PBOC’s 
institutional arrangement,” Zhou said. “Ultimately, 
the transition to a market economy will, by and 
large, be completed.” n
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“China has 
gone through 
a long period 
of transition 
which has 
been reflected 
in the PBOC’s 
institutional 
arrangement. 
Ultimately, the 
transition to a 
market economy 
will, by and large, 
be completed.”

Zhou Xiaochuan 
People’s Bank of China

Total Foreign 
Investment
Foreign-invested, 

yuan-denominated 

onshore bonds under the 
custody of China Central 
Depository Clearing, the 
largest of three bond 
clearinghouses in China

Source: China Central Depository Clearing
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