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RMB15 Trillion Credit Bonds Are Expected to be Issued throughout the
Year, and Mean Yield Is Likely to Fall Slightly in Q4

Hong Kong, 26 October 2020 -- China Chengxin International Credit Rating Co., Ltd. (“CCXI”)
has released a report titled “RMB15 Trillion Credit Bonds Are Expected to be Issued Throughout
the Year, and Mean Yield Is Likely to Fall Slightly in Q4--Q3 2020 Review and Outlook of the
Credit Bond Market”, which has reviewed the operation and performance of the credit bond
market in Q3 2020 and forecast the issuance of credit bonds and the trend of yield in the next
phase. CCXI Research Institute holds that in Q3, as fundamentals were gradually
recovering and monetary policy was tightened marginally, the secondary bond market
remained under pressure, and yield continued upward, driving issuance cost to rise
slightly. However, with debts due, bond issuance demand was high among stressed
enterprises. In the meantime, with the implementation of the registration-based issuance
system, the simpler bond issuance procedures made it more convenient for enterprises
to issue bonds, so the primary market maintained a relatively high issue volume.
Looking into Q4, CCXI Research Institute believes that refinancing demand is likely to
drive up the issue volume of credit bonds, but bond issuance cost may rise easily and
is unlikely to fall; however, guided by a prudent monetary policy, the room for rise of
bond issuance cost is limited, and the average bond issuance cost of enterprises will
not be higher than that in Q4 2019, which was about 4.5%. As tail enterprises’ credit risks
are being gradually exposed, in Q4 the credit spread of low-grade bonds will be under
expanding pressure, while that of middle- and high-grade bonds is very likely to move
in a narrow range at its current level. With the callback of the yield of T-bonds, the mean
yield of 5-year AAA enterprise bonds will fall to around 3.8%.

The report has reviewed the operation and performance of the credit bond market in Q3. In the
primary market, enterprises’ enthusiasm for issuing bonds remained high in Q3, with
RMB3.75 ftrillion being issued, a quarterly issue volume only second to that in Q2 2020.
Even though the net financing scale in Q3 shrank significantly both year on year and
quarter on quarter, the cumulative net financing amount of credit bonds in the first three
quarters already reached RMB3.83 trillion, an increase of more than RMB600 billion from
that in the whole year of 2019. The pressure of achieving the goal of “guiding net financing of
corporate credit bonds to increase by RMB1 trillion from the previous year” put forward at the
executive meeting of the State Council is expected to be small. In terms of issuance structure,
with the implementation of the registration-based issuance system, in Q3, the issue
volume of publicly offered corporate bonds increased substantially year on year and quarter on
quarter, while that of medium- and short-term notes was shrinking, indicating the substitution
effect of medium- and short-term notes with corporate bonds has started to show. In this
quarter, bond market funds still flowed mainly to state-owned enterprises. Even though the
bond issue scale by private enterprises continued to grow, with due debts rising sharply,
private enterprises’ net financing amount from issuance of bonds turned negative again.
In terms of industry, in the first three quarters, all industrial sectors, except the
information technology industry, had a positive net financing amount. By region, Beijing,



Jiangsu, Guangdong, Shanghai and Zhejiang remained the top 5 in terms of bond issue
volume. Distribution of industries and regions in bond issuance didn’t change much compared
with that in the first half of the year. In terms of grade distribution, newly issued bonds were
mostly high-grade bonds. Interest rates generally went up. As of September 2020, interest
rates of all term bond types, except 3-year AA+ corporate bonds, rose from Q2 2020.

In the secondary market, trading of credit bonds remained active in Q3. The trading volume
increased significantly year on year, and its proportion in the total trading volume of bonds also
rose. In this quarter, the yield of credit bonds continued the upward trend, while credit
spread narrowed, deviating from the yield. That may be because the important reason driving
up this round of interest rates lies in the restrained monetary easing pace in the context of the
recovery of fundamentals, while “easier credit” continued under the policy of supporting
enterprises in resuming production and work. Therefore, the yield of credit bonds didn’t increase
as much as that of interest rate bonds, thus driving credit spread to narrow. In terms of spread
by grade, in Q3, the spread of AAA and AA+ bonds fluctuated and narrowed on the whole;
the spread of AA+ and AA bonds fluctuated at a tight range; the spread of AA and AA- bonds
basically maintained stable. In terms of spread by industry, all industries’ spread narrowed
at the end of Q2, and most industries’ spread recovered to the level before the pandemic.

Regarding the outlook for Q4, CCXI Research Institute believes that to achieve the goal of
“guiding net financing of corporate credit bonds to increase by RMB1 trillion from the
previous year” put forward at the executive meeting of the State Council, net financing
amount only needs to reach around RMB400 billion in Q4. In terms of maturity, among
bonds that continue to mature, about RMB3 trillion will mature and be redeemed before maturity
in Q4, and about RMB450 billion bonds will be put back. When it's estimated by the buy-back
proportions of 30%, 50% and 70% respectively and the volume of mature ultra-short-term types
is taken into account, the issue volume of credit bonds in Q4 may be between RMB3.7
trillion and RMB3.9 trillion, and that throughout the year RMB15 trillion. In terms of
issuance cost, the average bond issuance cost of enterprises since the beginning of
2020 was already down 80 bps from 2019. Governor Yi Gang of the People’s Bank of China
recently revealed that as at the end of September, the financial sector had “already surrendered
more than RMB1.1 trillion of profit to entities”. In Q4, with policies having less impetus to
bring down enterprises’ bond issuance cost, bond issuance cost is likely to go up easily
and is unlikely to go down. However, guided by a prudent monetary policy, the room for
rise of bond issuance cost is limited. The average bond issuance cost of enterprises in Q4
2020 is expected to be no higher than that in the same period in 2019, which was about 4.5%.

In terms of yield, in Q4, fundamentals and monetary policy are likely to have limited
disturbance to the bond market, while overseas capital inflows will probably provide
certain support to the Chinese bond market. Moreover, from April to September, yield
continued to rise from the lowest point. The yield of 10-year T-bonds went up 70 bps in about
half a year, a fast and large rise compared to that in previous rounds. Based on the trends,
there is still time and room for temporary adjustment on the whole. CCXI Research
Institute believes that there is still room for adjustment of bond market yield in Q4 and
maintains the judgment that the mean yield of 10-year T-bonds will move around 3.0%.
In terms of credit spread, at the end of Q3, the credit spread of 5-year AAA, AA+, AA and AA-
enterprise bonds already narrowed to the level before the pandemic. Given that the volume



of credit bonds that will be mature in Q4 is still huge and tail enterprises are under great
refinancing pressure, credit risk is likely to rise marginally and the credit spread of low-
grade bonds will be under expanding pressure. When economic fundamentals and the
monetary policy environment remain largely unchanged, the credit spread of medium- and
high-grade bonds will probably fluctuate in a tight range around its current level. With
the callback of the yield of T-bonds, the mean yield of 5-year AAA enterprise bonds is
expected to fall to around 3.8%.

To obtain the full report, please call our Customer Service Hotline +852-2860 7111.



ASSTREAS YA Ph sl [ B A5 VR PR =) o A (I K) 15 IR BR A R A/ BT AN . A& I P A (5 B %2
AR, RS EPRE BV, AR ARSI L Bk, AR HE st By, B0y B H AR A
GERENEDIEY S

ASCAE AL BOAE B R AE B B WA TR . HERR IO SRTE RS, DO AT REA7AE AN N BN UGS iR A HLfh R e, EIR (s R
PEOEIS DRI HE . Rt o fE E Broxd TILAERR IR Rk SEREE L BRI R H BT AT Kl AN AT AT B 2R B 7 Y
MRk st OR . EAEMIEOL T, i fE E BRAXHE A N BUE A SR &)t s E PRl i, 28, it MBI Wk, giE.
AAHT. BHVE. WL R IR BRSO R b T A BB B R AR . BN R R A T R . B Bk ARt
AR A SR8 73 B 4 PR AR R Bt T, B b) B £ [ B S e B RN S R A AT REE, A foT e o FH A REASE B3R5 2 5158
1 L B[R] e 4 R AR A AT ST

SRR S A5 B AR 2 A5 G0N W5 AR 0 gE () Rizm H R BEfRe v — M L, TS BE AR Dy S S2 bRk sl

R FRPAETIEF AR s E s BRGSO RIS B AER YR e SEEE. R L H R SR AT
LA BAEAMEARAT R B R fE AR o 15 2 b PP AR I R BEME M5 BB B ik SR B B — DM RER . MR, eIl
T T MERESRI RAZAE— FAESR . B NRAT A BREA RS AR A S pefl .

@, MRS E iR
CCXI

Hg S B brfE A PPRE R LA H] China Chengxin International Credit Rating Co., Ltd
Hodik BT ARSI AR ] KA Address: Building 6, Galaxy SOHO,
FATTAERAIR] 2 ‘549 SOHO6 ‘51 No.2 Nanzhugan hutong, Chaoyangmennei Avenue,
fi4: 100020 Dongcheng district, Beijing, 100020
SRR (8610) 6642 8877 Tel: (8610) 6642 8877
fE R (8610) 6642 6100 Fax: (8610) 6642 6100
WX Ak : http://www.ccxi.com.cn Website:  http://www.ccxi.com.cn
M S A
CCXAP
H EWAE X EAPEARAH China Chengxin (Asia Pacific) Credit Ratings Company Limited
ik FBHIHER 15 Address:  Suites 1904-1909, 19/F, Jardine House, 1 Connaught Place,
TARUKIE 19 £ 1904-1909 = Central, Hong Kong
HiF: (852) 2860 7111 Tel: (852) 2860 7111
fE ¥ (852) 2868 0656 Fax: (852) 2868 0656

Pk . http://www.ccxap.com Website:  http://www.ccxap.com




	CCXI & CCXAP – Research & Commentary

