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Searching for relative values among Chinese lo-
cal SOE bonds
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+ (852) 3988-6925 B 2 AR KAE 69342, / In contrast to the spotlight that

steve.wang@bocigroup.com Chinese central SOEs have historically garnered in the off-
shore USD bond market, their local SOE peers seem to have
largely fallen understated and sometimes undervalued.
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experience a wide range of credit qualities for various reasons,
such as very different local economic and fiscal states, less
X & (Lucy Liu) clarity on their strategic roles that local authorities mandate

them to play, and more variance of their industry sectors.
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Z Al MRS 4%, / We think a controlling share by local
governments in a SOE could be regarded as a high-vested
governmental interest in the enterprise. Many local SOEs are
indeed of both economic and social importance to their mu-
nicipalities, reflected by their significant business scales that
contribute sizable tax revenues and employment to local
economies. In addition, some of these local SOEs are engaged
directly in the business of public utilities and services.
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#2161 X %, / On the relative value front, it appears to us, in
general, that local SOE bonds trade at yields higher than those
of central SOE bonds on the basis of similar ratings, such as
Yuexiu 2023 and Yanzhou Coal 2022 trade about 123bps and
161bps higher in yield than China Railway 2023, respectively.
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local governments’ domestic debt burden and the potential
increasing offshore supply, may also come to play, offshore
local SOE bonds so far have all come from those financially
strong municipalities.
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If Chinese central SOEs (State-owned Enter-
prises) have historically garnered lots of spot-
light in the offshore USD bond market, their
peers with local government background,
namely local SOEs, seem to have largely fallen
understated and sometimes undervalued. Cen-
tral SOEs are corporations with direct owner-
ships from the central government (mainly
through the ministry-level state asset admin-
istrative agency SASAC), while local SOEs are
owned directly by local authorities such as
provincial and municipal governments. For
central SOEs, given their direct links to the
central government, their credit worthiness is
often in some ways referenced to the sovereign
credit for its anchor role. However, local SOEs
experience a wide-spread range of credit qual-
ities for various reasons, such as the very dif-
ferent local economic and fiscal states, the
often less clarity on their strategic roles that
local authorities have mandated them to play,
and the more variance of their industry sec-
tors. Making things worse is that none of the
Chinese local governments have been officially
or publically rated by major rating agencies.

Obviously, the credit significance of local
state-ownership for a Chinese enterprise is
subject to more debate and analysis, and a
better understanding of their strength from
implied local government support, in our opi-
nion, could help investors to better identify
their credit worthiness and investment value.

Local SOE bonds

Although Chinese central SOEs have been a
major issuing group in the Asia credit market
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Security Issuer Ratings Bid price Bid yield Bid spread
BEIENT 5 05/12/21 MEGA ADVANCE INVESTMENTS Baal/A- 113.1 3.14 141.4
BEIENT 4 1/2 04/25/22 TALENT YIELD INVESTMENTS Baal/A- 108.9 3.35 161.6
BEIENT 6 3/8 05/12/41 MEGA ADVANCE INVESTMENTS Baal/A- 129.4 4.52 156.7
YUEXIU 3 1/4 01/24/18 YUEXIU PROPERTY CO LTD Baa3/-- 99.9 3.27 257.9
YUEXIU 4 1/2 01/24/23 YUEXIU PROPERTY CO LTD Baa3/-- 97.0 4.89 315.5
SZIHL 4 3/8 04/20/17 SHENZHEN INTL HLDG Baa3/BBB- 105.8 2.84 214.5
YZCOAL 4.461 05/16/17 YANCOAL INTL RES DEV Baa3/BBB- 104.1 3.37 267.5
YZCOAL 5.73 05/16/22 YANCOAL INTL RES DEV Baa3/BBB- 103.3 5.27 353.8
ZOOMLI 6 7/8 04/05/17 ZOOMLION HK SPV CO LTD --/BB+ 107.5 a4.77 408.3
ZOOMLI 6 1/8 12/20/22 ZOOMLION HK SPV CO LTD --/BB+ 99.4 6.21 448.1
GEMDAL 7 1/8 11/16/17 GEMDALE INT INVESTMENT Ba3/BB- 104.3 6.03 533.7
BJCAPT 8 3/8 04/29/49 CENTRAL PLAZA DEVT LTD NA 103.8 7.44 675.3
NECHIN 9 3/4 07/23/14 SHANGHAI INDL URBAN DEVP B2/B- 107.3 3.73 350.6
kB : . P4 EFR/Sources: Bloomberg, BOCI
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for a long time, Chinese local SOEs have also
become increasingly active in this market in
recent years, boosting a more diversified bond
universe for international investors.

A 2: 2012 4% B W3 F GDP H4 AT 10 £ /Fig. 2:
2012 top 10 China mainland cities by GDP

#H2 WA GDP
Rank  City (127L)/(RMB 100mm)
1 _E % /Shanghai 20,101
2 AL /Beijing 17,801
3 T~ /Guangzhou 13,501
4 &3] /Shenzhen 12,950
5 X Z [Tianjin 12,885
6 71 /Suzhou 12,011
7 % /& /Chonggqing 11,459
8 FRAT/Chengdu 8,138
9 #F.X /Wuhan 8,004
10 A /Hangzhou 7,804

IR B HAF. P4REFR/Sources: Wind, BOCI

Fig. 1 lists some of the offshore USD bonds is-
sued by Chinese local SOEs. Most of them are
investment-grade, and majority of the issuers
are from China’s affluent municipalities and
provinces, such as the cities of Beijing,
Shanghai, Shenzhen and Guangzhou, as well as
Shandong Province. Fig. 2 illustrates their
economic positions by GDP ranks among Chi-
nese cities. By this economic chart, the muni-
cipalities under discussion in Fig. 1 are all
ranked in the top 5. The economic strengthes
of these local governments, particularly their
important positions for the overall Chinese
economy, underline their strategic significance
to the sovereign. Such sovereign significance,
in our view, should transmit some of the im-
plied benefits to the SOEs of these local gov-
ernments. Very much like central SOEs, local
SOEs in many cases also enjoy advantages over
private enterprises in securing low cost bank
financing and better state resource allocation
due to their governmental links and supports.

Local government ownership and other credit
implications

We examine the governmental ownerships of
these local SOEs, as well as their strategical
importance to the local economy and social
stability, to gauge governmental boost to their
credit profiles. Fig. 3 shows that their state
ownerships range from as low as 7.85% to as
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B 4: Aas-M-{areis: 3oy B A5 Ak [Fig. 4: Relative value comparison: local SOEs vs. central SOEs
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high as 59.3%. We think a controlling share by
local governments in a SOE could be regarded
as a high-vested governmental interest in the
enterprise. Such cases in Fig. 3 include Shang-
hai Industrial Urban Development, Yanzhou
Coal, Shenzhen Int’l, Yuexiu Property, Beijing
Enterprises and Beijing Capital Land. On the
other hand, Zoomlion and Gemdale only boast
minority stakes from their local governments,
respectively.

Many of the local SOEs are of both economic
and social importance to their municipalities.
Their economic importance rests on their sig-
nificant business scales that contribute sizable
tax revenues and employment to local econo-
my. In particular, their contribution in the em-
ployment front is not only of economic signi-
ficance but also of strategic importance for
local social stability. In addition, some of these
local SOEs are engaged in the business of public
utilities and services that are of direct public
interests and significance. For example, Beijing
Enterprises Holdings engages in water supply,
waste treatment, gas distribution, toll roads,
etc.

Valuation comparisons between local SOE and
central SOE bonds

Given that many of the Chinese central SOE
bonds now trade tight in both spreads and
yields, we look into the local SOE space for
values. In Fig. 4, we compare the yield levels
between local SOE and central SOE bonds
across the rating scale. It appears to us, in
general, that local SOE bonds trade at yields
higher than those of central SOE bonds on the
basis of similar ratings. For example, Yuexiu
23s and Yanzhou Coal 22s trade about 123bps
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and 161bps higher than China Railway 23s, re-
spectively, and Beijing Enterprises 21s
(Baal/A-), which has a higher composite rating,
trades about 10bps higher than Sinochem 20s
(Baal/BBB).

There are a few other things to consider when
selecting local SOE bonds for investments. The
massive build-up in recent years of local gov-
ernment debts (mainly through borrowings by
financing vehicles or platforms backed by local
governments) has been a major negative head-
line. These debts are mostly incurred domes-
tically, with very few issued in the overseas
market. Considering the fact that offshore
debts in general are structurally subordinated
to onshore debts, any credit stress subjected
by local governments on their domestic debts
would at the same time severely impair their
capacity to offer support to their local SOEs in
regard to their offshore debts. For this con-
cern, we again prefer local SOE bonds from
municipalities with strong economic standings
and fiscal orders. Fortunately, so far offshore
local SOE bonds have all come from those fi-
nancially strong municipalities (see Fig.3).

As more local SOEs are turning to the offshore
capital markets for financing, we might see
increasing supply from this sector going for-
ward. Such increased supply would offer in-
vestor more investment choices, but at the
same time it might also put pressure on the
price of existing issues. Nevertheless, at this
point we don’t expect to see a large jump of
new issuance in the space in the near future.
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