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Chinese property bonds: latest policy and market
updates
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2013 looks like a banner year for Chinese de-
velopers despite no loosening of policy curbs
from the government. Volume-wise and
price-wise, the market has achieved significant
growth over previous years. The fast-paced
price pick-up in some of the 1°' tier cities in
recent months, however, have led to some new
but mild tightening measures that were intro-
duced by both central and local governments.
Interestingly, the general approach towards the
real estate market by the newly inaugurated
government has been focusing on boosting
supply and limiting bank risks, instead of cap-
ping home prices. On such market and policy
backdrops, offshore Chinese property bonds
have seen strong growth and performance in
both primary and secondary markets, while the
domestic capital markets appear to be on the
verge of reopening-up to property developers, a
potential positive move for the offshore bonds
as supply pressure could be eased.

New government, new policies and new ap-
proaches

Since the inauguration of the new Chinese lea-
dership in March this year, the new government
seems to have taken a more market oriented
approach towards the real estate market. There
have been no new releases of severe tightening
policies from the new government this year
despite a strong rebound of home prices. The
only major statement on the real estate market
from the new government was by President Xi
Jinping in an official speech on October 29,
amid that home prices have heated up again in
some major cities. He stated that the govern-
ment needs to increase social housing supply
for the low-income population, including
meeting the target of building a total of 36
million social housing units and assuring 20% of
the overall housing supply is in social housing
by 2015, while supporting the development of a
comprehensive housing supply system in the
market to fulfill demands at various levels, from
social, self-use to high-end.

Besides President Xi’s speech, a number of 1%
tier cities, including Beijing, Shenzhen, and
Shanghai, have rolled out detailed measures.
Beijing has announced its target to develop 20K
self-use housing units in 2013 and additional
50K units in 2014 at 30% below-market prices.
However, these self-use homes are restricted
from selling in 5 years and will be charged at a
30% capital gain tax if sold 5 years later.
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Moreover, Beijing has also tightened up control
on issuing pre-sale permits before the year-end
and prohibits any disguised price inflations.

Shenzhen published eight new measures on
November 1. They include raising down pay-
ment requirement for second home purchases
from 60% to 70% and suspending offering
mortgage to purchase third or more homes.

Shanghai released seven new measures on No-
vember 8. Shanghai’s new measures focused on
increasing supply and slowing down demand.
Similar to Shenzhen, down payment for second
homes was raised to at least 70%. In addition,
Shanghai has put further purchase restriction
on non-local residents, while increasing resi-
dential land supply.

Most recently, the very important policy doc-
ument released by the just concluded Third
Plenary Session of the 18th CPC Central Com-
mittee has stated the need to integrate rural
and urban construction land systems and to
extend more property rights to rural residents.
This could eventually lead to government plans
to transform rural lands into tradable assets
that can be monetized in the open market for
rural property holders, which, in turn, could
potentially increase the overall land supply.

Sales progress of property developers
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Most of the Chinese property developers we
track in the bond market have achieved good
progress on their annual sales targets. As of the
end of October, many are on track to meet or
even exceeded their full-year targets, and
nearly all of them have seen significant YoY
sales growth (on average 39% YoY) (see Fig. 1).
Both Vanke and Poly Real Estate have already
surpassed the RMB 100 billion sales mark, at
RMB 145.9 billion and RMB 100.7 billion or 86%
and 84% of their full-year targets, respectively.

A number of developers have already exceeded
their annual targets. They include China Over-
seas Land, Country Garden, Shimao, Sunac, CIFI,
Yuzhou and China SCE. Among the Top 10 de-
velopers in Fig. 1, Country Garden and Sunac
saw 121% and 70%YoY contracted sales growth
for the first 10 months, respectively.

Among the smaller-sized developers in Fig. 1,
their sales performance is a bit more divergent.
Some have registered strong vyear-on-year
growth, such as Kaisa‘s 51% (RMB 19.3 billion)
and CIFlI’s 69% (RMB 12.7 billion). Many are
close to the RMB 10 billion sales mark for the
first time, including Yuzhou, China SCE and Shui
On. They have recorded YoY growth of 67%,
104% and 170%, respectively. However, there
are a few laggards in the sales progress, in-
cluding Glorious Properties (only 42% of sales
target), Beijing Capital Land (57%), Franshion
(66%), Fantasia (67%) and Hopson (68%). Nev-
ertheless, we expect more developers to hit the
RMB 100 billion sale mark or to exceed their
annual targets at the end of the year on con-
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tinued robust demand in the market.

Primary and secondary bond market update

With risk appetite returning in the fall, Chinese
property bonds have made good gains recently,
led by single-B rated names. From the low point
at the end of June, bond yields have been
compressed by as much as 65bps for 5Y IG
names (about 95bps in spread when considering
a near 30bps rise in 5Y Treasury), and over
300bps for 5Y single-B names. As Fig. 2 shows,
most of the 5Y Chinese property bonds are now
near the lower end of their yield ranges for the
year. Best HY performers include Country Gar-
den, Shimao, Kaisa, Yuzhou, China SCE, Power-
long, and Hopson. On the other hand, a few
have lagged during the recent rally, such as
Yuexiu REIT, Yuexiu, and Glorious Property.

With a strong secondary market, primary is-
suance from the Chinese property sector has
also rebounded from the summer lull (see Fig.
3). A total of $6.1 billion via 15 issues has been
sold over a two-month period since mid-Sept.
That accounts for 28.4% of the YTD total of USD
issuance volume from the sector, despite of a
still largely muted offshore RMB bond issuance
by Chinese developers. The recent new issues
span over a wide range of credit ratings, from
BBB+ to B-, illustrating a significant improve-
ment in market access for Chinese developers.

Potential impact on the offshore property
bonds from a reopening domestic capital
market

The domestic capital markets were essentially
shut for Chinese property developers in recent
years. The last IPO and bond issuance from a
commercial entity in this sector were both in
November 2009. This market shutdown was part
of the policy tightening by the Chinese gov-
ernment on the overheated real estate market,
and government agencies have stopped issuing
approvals to this sector for domestic capital
market fund-raising. Chinese developers thus
have mainly relied on bank loans, trust loans,
private-equities, inter-company loans and in-
ternational capital markets to raise funds. As
the liquidity is recently becoming tighter on-
shore, Chinese developers have increasingly
resorted to overseas markets and other alter-
natives for capitals.
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However, there are some subtle changes un-
dergoing. The government has opened the do-
mestic market, mainly the domestic bond mar-
ket, for entities that specifically develop social
housing projects on the term of preferred policy
treatment. Chongqing Land Properties is one of
them and has done 3 issues since 2009. Its lat-
est one was a RMB 1.8 billion, 6.3% 7-year issue
done on August 22, 2013. Shanghai Zhongxing
also sold RMB 1.3 billion of a 3-year bond at a
6.0% coupon on August 8 through private
placement.

In addition, Chinese securities regulators have
started to accept applications for IPOs, share
placements and bond issuance from the sector.
We have seen a number of developers reporting
plan to issue bonds in the domestic market this
year (see Fig. 4). However, none of them have
officially launched the issuance yet, implying a
hesitance from the regulators to stamp their
final approval.

We think the opening up of domestic capital
markets to the developers could change the
dynamics of their corporate financing, particu-
larly for their overseas bond issuance activities.
Some might choose to direct their overseas
fund-raising activities to the domestic market,
if terms, costs, regulatory burdens and fund
access are considered more favorable. Those
domestically listed, dual-listed or unlisted de-
velopers might have more incentives to look
into the option of domestic market. Overseas
listed Chinese developers could also utilize
their domestic subsidiaries or entities to access
that market. Yet one of the biggest hurdles for a
company to access the domestic capital market
continues to be its capacity to secure approvals
from government agencies.

Nevertheless, cost should remain to be the top
consideration for bond issuers. In general, we
find that, currently, issuers with SOE back-
ground or with international credit ratings of
double-B and above tend to enjoy lower funding
costs in the offshore RMB bond market, while
those non-SOEs at the very low end of the credit
scale tend to have to pay a much higher funding
costs offshore. On the other hand, we also find
both the credit curve and yield curve of onshore
property bonds seem to be much flatter than
those in the offshore market, which again re-
flects the long-observed reality in China’s do-
mestic bond market that credit differentials
have remained insufficiently distinguished
among various credits.
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