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CNY BONDS IN PERSPECTIVE

Outstanding:

Maturity profile:
Foreign holding:

Major investors:

Access:

Main rating agencies:

>USD10.7trn

(3" largest after the US and
Japan)

~70% by 2022 and ~37% by 2018
~ 2%

Chinese commercial banks, Chinese
iInsurers , Chinese funds

China Interbank Bond Market (CIBM),
Exchanges, Bond Connect

Top 4: China Chengxin, Lianhe, Dagong,
Shanghai Brilliance




ONSHORE CREDIT RATING MARKET
SHARE (AS OF AUG 2017)
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WHO ISSUED CNY BONDS?

Machinery ~ Food & Constructionﬁ Others
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CNY BOND MATURITY
PROFILE

CNY bond maturity profile (USDbn)

o O
f::",lgﬂ‘*c:qfc; o

2,000
1,800
1,600
1,400
1,200
1,000
800
600
400
200

N o A
q’c:. cﬂf@/a“*

.,O'Eu

&

v
®
0
S

Source: Bloomberg, Bondcritic




MATURITY BY YEAR (% OF
OUTSTANDING)

2028 and Maturit by vear
beyond, 6.8% Y OyY

2027, 3. 4%
2026, 5.2%

2025, 3.9%
2024, 5. 1%

2017, 9.9%

"‘ 2018, 16.3%
‘ - 2019, 10.8%
2020, 11.8%

2021, 11.1% -

2023, 5.8%

2022, 10.0%

Source: Bloomberg, Bondcritic




NEW ISSUES

CNY and USD bond issuance (USDbn) by
Chinese issuers
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BOND CONNECT
» TRADING PROCESS

NEGOTIATES
OFFSHORE NEGOTATES o ki
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BOND CONNECT OFFSHORE

RESPONDS
TO REQUEST
FOR QUOTATION
(RFQ) VIA

CFETS ~ China Foreign Exchange Trade Systems

Source: HSBC, CFETS




REWARDS

+* Diversification
+»» Credit risk
** Investor’s base

< Currency
*» Higher yield over USD bonds

*» Less volatility

** RMB'’s short-term stability and long-term
appreciation

*» Relationship with Chinese issuers

s Alternative way to lend onshore




CHEAPER TO HEDGE AGAINST
CNY AND BUY ONSHORE BONDS

Getting Cheaper
Hedged yuan funding cost drops below policy bank notes
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RISKS

+» Different credit culture

“* Research quality
 Different analysis methodology
“* Questionable onshore rating practice
** High regulatory risk
*» Lack of transparency
* Poor information quality
** High operational risk
¢ Cultural differences
*» Small compensation for credit risk




CREDIT RISK COMPENSATION

Credit spread (over risk-free benchmarks) comparison between USD and CNY
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MATURING DEBT RATED AA (BY
ONSHORE AGENCIES) OR LOWER

Record Maturing Debt
Yearly amount due on notes rated AA or lower
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DEFAULT HISTORY (TILL
30-JULY)

Rising Defaults

Number of nonpayments in China's onshore bond market
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YIELD CURVES

China local bond yields (22-Sep-17)
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YIELD PERFORMANCE

YTD Spread performance until 22-Sep-17 (bps)
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SPREAD PERFORMANCE

YTD spread performance (bps) over Chinese
government bonds (until 22-Sep-17)
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FLATTENING YIELD CURVE

10Y-3Y vield spread (bps) of Chinese onshore bonds (22-Sep-17 vs.
31-Dec-16)
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