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Credit Bond Market After Policy Returns to Normal: Market Expansion
Slows Down and Spread Divergence Intensifies

Hong Kong, 18 January 2021 -- China Chengxin International Credit Rating Co., Ltd. (“CCXI”)
issued a report titled “Credit Bond Market After Policy Returns to Normal: Market Expansion
Slows Down and Spread Divergence Intensifies: Review of the Operation of the Credit Bond
Market in 2020 and Outlook for 2021”, which has reviewed the operation of the credit bond
market in 2020 and forecast the trends of issuance and interest rates of credit bonds in the next
phase based on the macro economy, monetary policy and financing environment.

In the first half of 2020, to hedge against the impact of the pandemic, the macro leverage ratio
was raised temporarily. In the second half of the year, as the economy gradually recovered, the
temporary easing policy exited and the leverage ratio gradually stabilized. Against such
backdrop, the net financing amount of credit bonds increased by RMB1.1 trillion from
2019, exceeding the target proposed at the executive meeting of the State Council. The
credit bond issue market was active throughout the year, with an issue volume of
RMB15.19 trillion. Seen from the performance of the secondary market, the trading activity
of credit bonds improved, and the yield witnessed a V-shaped movement, which was
first down and then up. The yield of credit bonds generally went up from the end of 2019,
while credit spread was differentiated and deviated from the yield twice. Looking into 2021,
CCXI believes that under leverage stabilizing policies, the credit bond market is expected to
expand further, while the net financing amount is likely to fall significantly compared to that in
2020. CCXI estimates that the net financing amount of credit bonds will be around
RMB2.9 trillion in 2021. Under the great pressure presented by mature bonds, the issue
volume of credit bonds is expected to remain at a relatively high level, which may be between
RMB14.5 trillion and RMB15.4 trillion throughout 2021. In the secondary market, trend
investment opportunities in the secondary market of credit bonds are unlikely to happen.
However, the fluctuation of interest rates will present certain trading opportunities.
Regarding the investment strategy of credit bonds, as credit risk is likely to remain at a high
level throughout the year and corporate bonds with weak qualification are faced with valuation
fluctuation risk, we suggest selecting quality corporate bonds and increasing return by
extending their duration.

The report has reviewed the operation of the credit bond market in 2020. According to the report,
the primary market of credit bonds demonstrated the following characteristics in 2020. First,
both the issue volume and net financing amount of credit bonds increased substantially.
According to CCXI’s statistics, RMB15.19 trillion credit bonds were issued throughout 2020, a
significant increase form 2019. Net financing amount went from high to low, and it totaled
RMB4.35 trillion, exceeding the target of “guiding the net financing of corporate credit bonds to
increase by RMB1 ftrillion from the previous year” proposed at the executive meeting of the
State Council held in April. Second, most of the bond funds flew into state-owned
enterprises (SOEs). The volume of bonds issued by SOEs accounted for 92%, and the
proportion of the volume of bonds issued by local SOEs represented by infrastructure



investment SOEs had the most significant increase. The volume of bonds issued by private
enterprises maintained a year-on-year growth, and the contraction of net financing amount
clearly improved compared to that in 2019. Third, issue volume varied widely from region to
region. Beijing, Jiangsu, Guangdong, Zhejiang and Shanghai took up the top five positions in
terms of bond issue volume, while the issue volume of Hainan, Tibet, Ningxia, Heilongjiang and
Qinghai was less than RMB30 billion in average, among which, Heilongjiang and Qinghai
recorded a negative net financing amount. Fourth, the issue volume of most industries was
higher than expired volume. However, the net financing amounts of the coal, nonferrous
metal, building materials, pharmaceuticals and information technology industries were negative.
Fifth, most of the newly issued bonds had a medium to high grade. The proportion of bonds
with an AA or below continued to decrease. Sixth, the interest rates first fell and then rose. As
at the end of 2020, the interest rates of major credit bond varieties generally went up from the
end of 2019. However, the average of issue costs was still lower than that in 2019.

In terms of the trading of credit bonds, the trading of credit bonds heated up in 2020. The
transaction volume of credit bonds increased substantially year on year, and its
proportion in the total transaction volume of bonds also improved. The transaction
amount of cash bonds totaled RMB195.87 trillion (excluding negotiable certificates of deposit),
up 18.20% year on year, of which the transaction amount of credit bonds recorded RMB40.45
trillion, up 48.54% year on year, accounting for 21% of the total transaction amount of bonds,
an increase of nearly 5 percentage points compared to that in 2019. The yield of credit bonds
witnessed a “V-shaped” movement. The yields of credit bonds of all terms, except long-
term credit bonds, generally went up by 3bps to 35bps. In terms of credit spread, the
credit spread of AAA corporate bonds narrowed, while that of low and medium-grade corporate
bonds expanded to a varying degree, showing a differentiated development trend. In terms
of spread by grade, both the spread between AAA and AA+ bonds and that between AA and
AA- bonds expanded compared to those at the end of 2019, while the spread between AA+
and AA bonds narrowed by 3bps, falling below the spread between AAA and AA+ bonds. In
terms of spread by industry, all industries, except pharmaceuticals, electronics,
commercial and personal services and power industries, saw credit spread rise by 13bps
to 70bps from the end of 2019.

Looking into the future, CCXI believes that under leverage stabilizing policies, the credit
bond market is expected to expand in 2021, however, the net financing amount is likely to
fall substantially compared to that in 2020. CCXI estimates that the net financing amount of
credit bonds will be around RMB2.9 trillion. Under high redemption pressure, the issue
volume of credit bonds is likely to remain at a high level, between RMB14.5 trillion and
RMB15.4 trillion. As the macro policy returns to normal, the monetary policy in 2021 will be
much less easing than it was in 2020, so enterprises will still face the pressure of a rising bond
issue cost. However, it's unlikely that the financing environment will be reversed totally, and the
upward potential of issue cost is limited. The average of the interest rates of bonds is expected
to be 4.6%-5.2%, and differentiation in issue cost will intensify, as bond issuers with weak
qualification will face much higher pressure than those with quality qualification do.

In the secondary market, in 2021, the recovery of fundamentals and a normal money
supply may bring upward pressure on yields. Besides, the pressure of making payment for
bonds mature within the year is expected to remain very high, credit risk is expected to maintain



at a high level, and an outbreak of a cluster of defaults will probably cause certain impact
on market yields. The possible ebb of global liquidity will be bear news to the bond
market. However, it takes time to digest the impact of the pandemic on the economy, so the
macro policy will not be tightened drastically. In the meantime, economic operation
shows high uncertainty, so the upward potential of yields is limited. In terms of credit
spread, with the “SOE belief” further shattered, in future, credit bond investors will pay more
attention to entities’ credit fundamentals. In addition, as overall liquidity will not be as sufficient
as that in 2020, credit spread is expected to continue to expand on the whole, and the
difference in credit spread among individual bonds will increase further. The credit spread
of AAA bonds is expected to exceed the 25% quantile and approach the median. The credit
spread of AA+ and AA bonds is basically between the 25% quantile and the median and is close
to the 25% quantile. In future it is likely to move close to the median. The credit spread of AA-
bonds may exceed its record high in 2014. Overall, trend investment opportunities in the
secondary market of bonds are unlikely to happen in 2021. However, the fluctuation of
interest rates will present certain trading opportunities. Regarding the investment strategy
of credit bonds, given that credit risk will remain at a relatively high level throughout the year
and corporate bonds with weak qualification will face valuation fluctuation risk, we suggest
selecting quality corporate bonds and increasing return by extending their duration.

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