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A market update on Chinese property bonds

¥R G AT TR, ARATALTREAG K
1@ A G| LT AR IRE T H#., HRRAH, ¥X 51
FE W F i R AT E A E4% 4. / Chinese property bonds might
be again at a crossroad. The significant summer-time correc-
tion of global bond markets has caused a deep sell-off in this
Chinese credit space. At the same time, new issuance from
Chinese property developers has essentially shut.

BERAZHIPAEREALENTFHEATHHOETHN
L7, BN PFEAFTEIETHRRKE LR E. A THFL,
BMBLEREIRAEGETSE, BFETABFART A
T EegsaEA . HIKE MR A ./ Although the summer market
decline surely served as a warning to investors who expe-
rienced a sizzling market, we nevertheless look for improved
tone post the summer. For the rest of the year, we remain
biased towards a more defensive stand and prefer high
yielding bonds at the short end of the duration curve in both
USD and offshore RMB markets.

AAVT I F A3 = B 09 Fae it H R 2014 55 —F 25
¥ B, XTHACAE 2013 $F = RFWEE FTEMEA
. skob, EHEF B ARATIE B I G A B KR AL T AR AR AL
GFREFHEMAELBFTYRBTNIEL. /| We see rising
refinance needs from Chinese property developers starting
from 1Q2014, which could lead their return to the bond
market beginning in 3Q/4Q 2013. In addition, a tighter li-
quidity developed recently in China’s banking system may also
encourage developers to more actively look for offshore fi-
nancing opportunities.

ERREE, HIUA R AN F L 69 E3RT 662 5 B3 6
BUR T L A2 KAV KA T HOIKRK T BEANEKRKLE./On
the policy front, the re-pickup of home and land price ap-
preciation in recent months could invite new policy interven-
tions, but we do not see major alterations of the status quo.

ENEER, 385 TARTT EFHRNE 66, X
RIEF S TFRE LXF 0948 L or AR08 4 48, xR 264K
ERXAREOFLE, EMAF = RATRGEAH T 4o
K. | At corporate level, majority of Chinese property de-
velopers have demonstrated their capacity in coping with the
policy risks, illustrated by the respectable half-year sales
performance from many of them. For those significantly un-
derperformed, they may see increased pressures on their
balance sheets.
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Chinese property bonds might be again at a
crossroad. The significant summer-time cor-
rection of global bond markets has caused a
deep sell-off in this Chinese credit space. At
the same time, new issuance from Chinese
property developers has essentially shut.
Ironically, it was just two months ago when
both the secondary and primary trading activi-
ties were sizzling in this sector. The abrupt
change of fortune calls for investor prudence,
but may also present opportunities. Given that
this re-emerged market volatility appears to be
more technically driven than fundamentally
rooted and has a lot to blame on both the rising
duration risk from the USD market and the as-
set rotation out of fixed income market, we
nevertheless look for the market to stabilize
over the summer and to regain investor atten-
tions for the rest of the year.

Bond market performance

The heavy price decline started in May and has
been across the board, largely acting in corre-
lation with the global bond market moves. As
Fig. 1 shows, bond yields of Chinese property
bonds are now at the upper end of their yield
ranges of the year. The yield moves are as large
as 670bps for some of the single-B rated bonds,
which translated into price drop as much as
21pts. The worst performers include Glorious,
Hopson, China SCE, Powerlong, Fantasia and
Future Land. Even some of the better quality
names in the HY space, such as Agile, Country
Garden and Yanlord, also saw large price ac-
tions. In the investment grade area, the BBB
rated 5-year Vanke saw yield move by as much
as 233bps, and the BBB+ rated China Overseas
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Land due 2017 moved by as much as 128bps.

Bond supply from the Chinese property sector
has cooled down dramatically since June in the
aftermath of the late May sell-off. As Fig. 2
shows, USD issuance from this sector jumped to
a sky-reaching record in January (over $7bn)
and continued to see a high volume in March
($2.7bn) before the offshore RMB issuance
from this space took off. During April and May,
a USD 1.7bn-equivalent of offshore RMB bonds
were issued from Chinese property developers,
making the two months the most active periods
for Chinese property developers in this bond
market. Investors’ fatigue for USD bonds due to
the early heavy supply prompted issuer to
move to the offshore RMB bond market for
fund raising. As the primary market has turned
silence since June, the supply pressure has now
been largely eased.

However, we see rising refinance needs from
Chinese property developers starting from
1Q2014, which could lead their return to the
bond market starting in 3Q/4Q 2013. A total of
RMB 17.4bn in offshore RMB/synthetic RMB
bonds and $141mm in USD bonds are maturing
from late 2013 to 1H2014 (see Fig. 3). In addi-
tion, a tighter liquidity situation developed in
China’s banking system recently may also en-
courage developers to look more actively on
the offshore market for financing, whether in
the forms of syndicated loans or bonds.

Where the market will head to for the rest of
the year is on everyone’s mind. Facing the ris-
ing USD duration risk and asset allocation
pressure, bond investors will remain under
clouds of uncertainties in the second half. Al-
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though the summer market correction surely
delivered a warning to investors, we look for an
improving tone post the summer. Overall, we
remain biased towards a more defensive stand
and prefer high yielding bonds at the short end
of the duration curve in both USD and offshore
RMB markets.

Policy headlines

We have seen some newly installed government
policies on the real estate market this year. The
main policy moves were the "New Five Meas-
ures" from the central government announced in
Feb., followed by implementation details an-
nounced by various local governments. The
overall goal remained to be containing home
price increases and severely curbing investment
and speculative demands, while supporting
first-home buyers and development of
mass-market housing. The new policies have
further oriented developers’ focus on the
mass-market, while the government efforts to
accelerate the redevelopment of city villages
and provide new project opportunities for de-
velopers.
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Since the announcement of the “New Five
Measures”, the property market has seen very
limited material impacts. As Fig. 4 shows, the
average home price across the country’s 100
cities in fact has risen for the 5'" consecutive
month since then, and the accumulated price
appreciation for the year has reached 5.6%, led
by 1°" and 2"° tier cities. This restart of market’s
uptrend was partially attributed to a sustained
large base of real demand, which we think will
continue to be the main pillar for China’s real
estate market in the foreseeable future.
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policy interventions, but we do not see major Bod 4R R
alterations of the status quo. We might see
more eitdministrative tig?dtening rules coming NG BEE, %35 EILT MATE R
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frequently headlined subject, the pilot program
of property tax could be expanded to new cities
sooner or later. The practice of placing price cap
on new home sales could also be seen adopted
in more cities, while land supplies could be
beefed up to ease price pressure in the land
front.

Property developers’ sales progress

At corporate level, the majority of Chinese
property developers have demonstrated their
capacity in coping with the policy risks. As Fig. 5
shows, many developers have turned in res-
pectable sales reports for the 1H2013. Their
half-year contract sales have finished either on
schedule or above the half mark of their annual
targets, and almost all of them have achieved a
higher half-year sales this year than last year.
This strong performance is not just limited to
large developers (including China Overseas,
Country Garden, China Resources Land, Green-
town and Shimao). Many mid-sized ones have
achieved similar results (including Yuexiu, CIFI,
Yuzhou and China SCE).
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There are some underperformers. Those that
have missed their half year mark by a significant
margin include Agile, Future Land, Hopson, Glo-
rious, Fantasia and Powerlong. As the market
might cool some during the second half on the
back of tighter liquidity and possible new policy
interventions, some of these developers could
see increased pressures on their balance sheets.
We continue to prefer HY credits that have
shown consistent sales performance, such as
Country Garden, Greentown, Shimao, Kaisa and
Yuzhou.
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