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The recent slowdown of dim sum bond market a
temporary low tide
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- global bond market after the summer correction apparently
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+(852) 39886926 issuance in this space has remained low since June and the

YTD volume has seen a 16% YoY decline, while the USD market
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offshore RMB bonds was the sharp decline of direct issuance
from mainland Chinese corporates, despite some continued
activities from other HK/China and non-HK/China issuers
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History shows that the USD bond market tends to lead the
offshore RMB bond market in reacting to global risk sentiment
shifts, and we expect RMB issuance to pick up pace after the
recent resurgence of USD issuance. The recent strong bond
performance, continued RMB strength and some resurfaced
funding cost advantages may all help to boost the offshore
RMB bond issuance
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advantage seems apparent and significant in the HY space and
versus the domestic RMB bond market
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mainland and HK authorities, and the recent policy moves
from the governments are new efforts to promote the off-
shore RMB market’s long-term growth
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The recent slowdown of offshore RMB bond
issuance is in a sharp contrast to the recent
resurgence of USD bond issuance. The overall
improved sentiment in the global bond market
after the summer correction apparently has not
extended to the offshore RMB bond market. For
market participants, this unanticipated under-
performance raises concerns on the growth
momentum of the offshore RMB bond market.
Encouragingly, our analysis here, amid such
concerns, tells us the conditions for a continued
growth of this market remain solid and the re-
cent slowdown is likely just another low tide
period before the next rising tide.

Latest market review

Year-to-date, a total of RMB 93.2bn offshore
RMB bonds have been priced (excluding CDs),
representing a 16% decline from the same pe-
riod a year earlier. The new issuance market
this year has shown a tale of two halves so far,
as the first half of the year saw a fairly busy
calendar printing a total of RMB 76.1bn bonds
and the total volume fell dramatically to less
than RMB 15bn over the July-October period
(see Fig.1).

In contrast, offshore RMB CD issuance has re-
mained strong throughout the year. The total
volume has reached RMB 211.7bn YTD, as
compared to the total of RMB 154bn for the
entire 2012. The monthly average volume dur-
ing the last 4 months was over RMB 17bn. The
strong offshore RMB CD market marks the con-
tinued RMB liquidity growth offshore.

After a quiet summer, the USD bond market has
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also seen a strong comeback since September.
For the past two months, a total of $27.4bn USD
bonds were issued in Asia ex-Japan space, as
compared to the $6bn total for the June-August
period. The USD new issuance resurgence be-
nefited from the UST rally on eased concerns
over Fed QE tapering, as pent-up demands
during the dry summer returned to the market.

Some issuance details

There are some interesting details on the latest
issuance data. One of the main reasons for the
issuance slowdown of the offshore RMB bonds
was the sharp decline of direct issuance from
mainland Chinese corporates (see Fig. 1). These
include both Chinese banks and government
approved SOEs. The reality is that regulators
have not released any new approved quota of
direct issuance for mainland companies this
year. As a result, only a total of RMB 7.5bn di-
rect issuance was done in the first 10 months,
down substantially from the approximately RMB
29.9bn total in 2012. Issuance from HK,
non-HK/China and other Chinese issuers have
dominated the new issuance (excluding China
sovereign).

However, we have seen some latest indications
of a market warming-up. The recent priced or
announced deals are on the rise. Ping An In-
surance, one of the largest Chinese insurers,
has priced a sizable RMB 1.8bn 5-year at 4.75%.
Province of British Columbia of Canada sold
RMB 2.5bn of 1-year notes at 2.25%. Ananda, a
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Thailand home builder, is even planning a
first-ever perpetual RMB bond.

Past experience also suggests to us that the
offshore RMB bond issuance is coming back.
Historical data show that the USD bond market
tends to lead the offshore RMB bond market in
reacting to global risk sentiment shifts. Take
this year as an example, USD bond issuance
started to slow down drastically in June during
the summer correction. Yet at the same time,
many issuers including China sovereign, took
the advantage of a relatively resilient offshore
RMB bond market to raise funds. On the flip
side, USD new issuance started to recover
strongly in September from the summer lull,
while the offshore RMB bond market just
started to show signs of life in October, lagging
behind by one month. Similar situation also
occurred in January when the USD market re-
covered ahead of the offshore RMB bond mar-
ket from the Q4 market slowdown of 2012.

We think the strong performance of offshore
RMB bonds recently should also support the
issuance expansion. As the FTSE-BOCHK off-
shore RMB bond index shows, the market has
rebounded from the May lows and is now back
to the historical high (see Fig. 2). The market
has registered a YTD total return of 3.29%,
which has outperformed JPM Asia USD IG and
non |G bond indices (with -1.57% and 1.12%
realized returns, respectively). In a more spe-
cific comparison, China Resources Power’s off-
shore RMB bond due 2015 posted a YTD return
of 3.01%, which is about 129bps higher than its
2015 USD bond’s return of 1.73%. This has not
even included the 2.2% FX gain of RMB YTD.

Supply/demand dynamics

For bond investors, the supply/demand dynam-
ics is an important consideration besides credit
risks. In fact, when credit risks are presumed
similar, the supply/demand consideration might
become a key factor in an investor’s decision-
making.

There are cases of illustration from both the
USD and the offshore RMB bond markets. In the
early days of the offshore RMB market, the ini-
tial high enthusiasm on RMB and on the new
type of asset class created a very strong de-
mand, thus causing a large supply/demand im-
balance. The result was an excessively de-
pressed yield level of offshore RMB bonds as
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compared to similar USD bonds. The diverging
index performance in the early part of Fig. 2 and
the much lower offshore RMB bond yield as
compared to the onshore yield in the early days
were all indications of this phenomenon. The
gradual return of the supply/demand balance is
accompanied by the gradual rise of the RMB
bond yield.

The more recent example occurred during the
second quarter this year. The surging supply of
USD bond issuance in the HK/China space, par-
ticularly from HY issuers, created some indi-
gestion among bond investors. A waning appe-
tite in the USD space forced some bond issuers
to look into the offshore RMB bond market for
alternative. Offshore RMB bond issuance then
increased, including many first-time HY issuers
in this market, which relieved some supply
pressure in the USD bond market and at the
same time offered some new high-yielding
choices for bond investors in the RMB space.

Funding cost factor

Ultimately for bond issuers, funding cost is the
paramount factor in choosing between USD and
offshore RMB market for fund raising. The re-
ality is that the cost advantage between the two
markets shifts with time. If during the early
days RMB’s cost advantage was large and ob-
vious across the board, things have changed
since then.

In today’s market, the cost advantage is dif-
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ferent between IG and HY markets (see Fig. 3).
In the IG space, it seems that the cost advan-
tage is a mixed bag, depending on individual
cases. For example, the offshore RMB bonds of
CNPC, ICBC Asia, CDB, and China Resources
Power all seems to trade at higher yields than
their USD counterparties, while Hong Kong and
China Gas’ offshore RMB bonds show an oppo-
site situation.

However, we continue to see a significant cost
advantage of offshore RMB bonds in the HY
space. As Fig. 3 shows, the HY examples all have
much lower yields in the RMB space as com-
pared to USD, with cost savings ranging from
2.10% to 2.86%.

Even the improved cost advantage of offshore
RMB bond market versus the onshore RMB bond
market is a reason to expect improved issuance
condition offshore. As shown in Fig. 4, the yield
difference between onshore and offshore
5-year China sovereign RMB bonds is on the rise
and has widened out again to about 100bps
recently after seeing nearly no difference in
June.

Global backdrop

RMB’s internationalization has remained a pol-
icy focus of the Chinese government and on
track of continued progress. The offshore RMB
market has seen boosts periodically from the
roll-out of supporting policies by both mainland
and HK authorities. To further enhance the
cross-border RMB flows, the mainland authority
has greatly expanded the QFII/RQFIlI program
and accelerated the approval pace.
Year-to-date, a total of $11.27bn new QFII qu-
ota and a total of RMB 69.6bn RQFIlI have been
approved. Moreover, the RQFIlI program has
expanded to U.K. and Singapore (see Fig. 5 for
RQFIlI quotas). Also, the Chinese central bank
PBoC has signed wup cross-currency swap
agreements with several new foreign central
banks, including the important BOE, ECB and
Brazil’s central bank. The launch of RMB clear-
ing services in Taiwan and Singapore markets
boosted offshore RMB business in these mar-
kets.

From HK, regulators have launched RMB HIBOR
fixing for offshore RMB, based on submissions
from 16 contributing banks, to facilitate market
benchmarking and transparency. The HK gov-
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ernment has also proposed to mainland au-
thority to uncap the daily RMB exchange limit
for HK residents to further expand the offshore
RMB pool and activities. All these latest policy
moves, in our view, would extend more sup-
ports to the growth of the offshore RMB bond
market going forward.

From the currency perspective, RMB has re-
mained stable and strong versus other major
currencies. The reacceleration of China’s eco-
nomic growth, as shown by the 7.8% GDP
growth in Q3 (7.5% in Q2), and a renewed
weakness of USD from delayed QE tapering
would continue to provide fundamental support
to the RMB’s strength. Latest foreign exchange
reserves data (rose $163.3bn in 3Q as the larg-
est increase since 2011) and a trade surplus of
$169.4bn from the first three quarters all indi-
cate strong USD inflows that also underpins the
continuing appreciation pressure of RMB.
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