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The onshore RMB bond market has become
more accessible for foreign investors as the
Chinese regulators took large steps recently to
expand the QFIlI (Qualified Foreign Institutional
Investors) and RMB QFIl (RQFIlI) programs.
These policy expansions aimed to further relax
the market entry barrier and to broaden the
scope of permitted investment, while continu-
ing to raise the QFIl quota ceilings further. At
the same time, these latest developments have
also further fueled the interests from foreign
investors in the Chinese domestic bond market.

The recent development of QFIl and RQFII
programs

First launched in 2002, QFIl program allows
licensed foreign investors to invest in China’s
domestic (onshore) equities and exchange
traded bonds. By the end of 2012, there are
207 QFlls that have received approvals from
the Chinese regulators, while the total quota
ceiling of the QFIl program has been increased
to $80 billion. As of Dec. 31, 2012, 169 QFlls
had secured a total investment quota of $37.4
billion. On Mar. 20th, the PBoC issued a new
rule that opens China’s inter-bank bond market
to QFlls, further broadening the investment
scope of the QFIl program.

In Dec. 2011, the Chinese government estab-
lished the RQFII pilot scheme as an extension
of the exiting QFIl program. The RQFIl program
allows qualified foreign investors to invest
their offshore RMB funds in China’s domestic

A 1. AK T QFll #% & /Fig. 1: The development of RQFII
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capital market. The initial program quota was
set at RMB20 billion, and has since been ex-
panded to a total quota of RMB270 billion.

On Mar. 6th, CSRC unveiled two significant ex-
pansions of the RQFII pilot scheme (see Fig. 1):

1. The program now opens to HK subsidiaries of
Chinese banks and insurers, as well as Hong
Kong-based financial institutions, as compared
to only the HK subsidiaries of PRC securities or
fund management firms previously.

2. The investment restriction on equities (i.e.,
at least 80% in debts and no more than 20% in
equities) has been removed and the range of
allowed investment products has been widened
to include many more securities categories,
including stock index futures.

The expanded QFII/RQFIl programs have at-
tracted increasing interests from international
investors. Money managers, pension funds,
insurance companies, sovereign wealth funds
and central bank reserves have all shown more
interests and activities in this investment
space. Given the currently higher yields of the
onshore RMB bond market and its much de-
veloped breath, an increased investment ex-
posure in that market should help to boost
returns of offshore RMB funds and their in-
vestment diversity.

Valuation comparisons between onshore and
offshore RMB bonds

For RQFII/QFIl investors, they have an invest-
ment choice between the onshore and offshore
RMB bond markets, and a valuation comparison
between these two markets may provide some
investment insights. We look into such com-
parisons in various bond sectors. However, our
comparison analysis does not include consid-
eration of any tax consequences to investors in
these two markets.

Government and policy bank bonds

China sovereign and policy banks are one of the
largest issuing groups in both onshore and
offshore RMB bond markets. Since they issue
offshore bonds directly from the same onshore
issuing entities, this makes the on-
shore-offshore comparison straightforward and
clear. As shown in Fig. 2, the onshore RMB
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/Fig. 2: Yield comparisons on government and policy
bank RMB bonds: offshore vs. onshore

FENH FENH
BSMi A KHE | FBAGS &S
Offshore bond Bid YTW | Onshore bond Bid YTW
China 2.48 20 2.78 | China 3.42 20 3.50
ADB 3.2 15 2.80 | ADB 3.62 15 3.61
CDB 2.95 15 2.86 | CDB5.14 15 3.72
Exp-Imp Bank Exp-Imp Bank Chi-
China 3.3517 2.99 na 3.85 18 3.97
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bonds from China government and policy banks
trade relatively cheaper than their offshore
peers. For example, China’s offshore 7-year
bond is yielding 2.78%, while its onshore 7-year
bond at around 3.5% for 72bps in yield pick-up.
And ADB’s offshore bond due 2015 is yielding
2.8%, while its onshore peer is yielding 3.61%,
offering 81bps in yield pick-up.

SOE/IG corporate bonds

China SOEs are also a large issuing group in the
offshore RMB bond market. Given that their
names are more familiar to investors or their
credit histories are better proven, their off-
shore RMB bonds, with or without ratings, have
enjoyed better reception by the market. At the
same time, besides direct obligation, many
offshore RMB bonds have utilized various forms
of credit structures to enhance the bond credit,
such as corporate guarantee, keepwell agree-
ment and share repurchase undertaking un-
derwritten by their onshore parents.

Fig. 3 compares some of the SOE/IG corporate
bonds between these two RMB bond markets.
In majority of the cases, onshore bonds offer
more attractive yields as compared with their
offshore peers, with yield pickups ranging from
18bps to 243bps. The differences are particu-
larly prominent in the cases in which the off-
shore RMB bonds are direct issuance from the
onshore SOE entities. For example, Baosteel’s
offshore bond due 2015 trades at a yield of
3.14%, 243bps lower than its onshore peer. The
onshore RMB bonds of China Guangdong Nu-
clear and China Minmetals also trade more
than 1% higher than their offshore peers,
respectively.

HY corporate bonds

The picture is mixed in the HY RMB bond space.
As shown in Fig. 4, some onshore industrial
names provide sizable yield pick-ups versus
their offshore peers, while others either have
shown little differences or even shown a re-
versed situation. For example, China Power
International’s offshore bond due 2015 s
yielding 3.97%, while its onshore parent’s
2-year bond is at 4.99%. In contrast, Gemdale’s
offshore bonds due in 2015 are yielding 4.87%,
higher than the 4.76% yield of its onshore 2016
bonds. In such reversed cases, the offshore
RMB bonds are more appealing than their on-
shore peers.
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/Fig. 3: Yield comparisons on SOE/IG corporate RMB
bonds: offshore vs. onshore

ENM ENM
BIMEH# KB E | FBAGHS L% 3
Offshore bond Bid YTW | Onshore bond Bid YTW
Shanghai Baosteel 3.14 | SH Meishan Iron & 5.57
Group 3.675 15 Steel 5.11 15
Huaneng Power Intl 3.39 | China Huaneng 5.15
Inc 3.85 16 Group 5.15 18
CNPC Finance HK 2.87 | Petrochina Co Ltd 4.21
Ltd 2.95 14 3.97 15
China Mimetals 3.54 | China Mimetals 4.77
Corp 3.65 16 Corp 5.3616
China Guangdong 3.25 | China Guangdong 4.35
Nuclear 3.75 15 Nuclear 3.9 15
Beijing Capital Land 4.79 | Beijing Capital 5.86
Ltd 7.6 15 Land Ltd 6.5 14
Sinotruk Hong Kong 3.46 | China Heavy Duty 4.33
Ltd 4.5 14 Truck 5.32 14
COFCO HK Ltd 1.85 3.22 | COFCO Corp 5.12 4.04
14 14
China Merchants 3.21 | China Merchants 3.85
Holdings 2 14 Group 3.85 14
Beijing Enterprises 3.69 | Beijing Enter- 4.14
Water Group 5 16 prises Group 4.69
Shougang Holding 3.95 | Shougang Corp 4.23
HK Ltd 4.875 13 3.8514
China Resources 2.96 | China Resources 3.14
Power Holdings National Corp
3.7515 5.05 15
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B 4: BAIAR T Hilk B Flk 5 & b3k [Fig. 4: Yield

comparisons on HY corporate RMB bonds: offshore vs.

onshore

EAH ENH
BIME H# E-E NI AT &8 W ih &
Offshore bond Bid YTW | Onshore bond Bid YTW
China Shanshui Shandong Shanshui
Cement 6.5 14 4.16 Cement 5.44 16 4.27
China Power Intl China Power In-
Development 3.2 3.97 4.99
15 vestment 4.98 15
Guangzhou R&F Guangzhou R&F

4.76 5.13

Properties 7 14 Properties 6.85 14
Gemdale Intl Gemdale Corp 5.5
Holdings 9.15 15 4.87 16 4.76

HIE KB . P4REFR/Sources: Bloomberg, BOCI
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