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US imposed tariffs to all Mexican imports and withdrew
GSP on Indian goods, 3-month Treasury yield exceeded
10-year yield by the largest margin since 2007

Headline: US imposed tariffs to all Mexican imports and withdrew GSP

on Indian goods

On May 30, US President Donald Trump planned to impose a 5% tariff on all Mexican imports
from June 10, until the illegal immigration problem is remedied. T The relationship between
the US and Mexico starting recovering after the US agreed on lifting the steel and aluminum
tariffs on Mexico. But the treat could be a turning point of this relationship. On May 31, the
first day of Indian Prime Minister Narendra Modi’s second term, President Trump announced
to withdraw GSP for India on June 5. The tough economic condition, coupled with the trade
disputes, will challenge Modi’s new government as well as the relationship between India and
the US.

Exchange Rate: RMB rate showed signs of stabilizing

The RMB exchange rate continued its trend of stabilization. On May 31, the intermediate price
of the RMB exchange rate remained basically the same as last Friday, closing at 6.8992. From
the beginning of May, RMB has depreciated by 1706bp, marking a ten-month high. While the
move of the intermediate RMB exchange rate was within 4bp during the past two weeks,
revealing obvious signs of stabilization. The rapid depreciation of RMB may come to an end
after the adjustment.

Interest Rate: China Government Bond yields declined slightly, 3-
month Treasury yield exceeded 10-year yield by the largest margin
since 2007

Amid rising uncertainty of economic environment and elevated tensions between China and
the US, the global capital market continued the trend of fluctuations. A surge in market
hedging sentiment and risk aversion led to the decline of China Government Bond yields as
well as US Treasury yields. With that, the 10-year Treasury yield hit a 20-month low of 2.13%,
and the yield curve inversion between 3-month and 10-year Treasury increased to 22bp, the
largest inversion since 2007. As of May 31, the interest rate spread between China and US 10-
year notes was 115.1bp, increasing by 15.8bp and 59.8bp as compared with that of last Friday
and the beginning of 2019, respectively.

Chinese Offshore Bond Market

Primary Market: Newly issued volume reduced and Chengtou enterprises were
the largest issuers

The newly issued volume declined. From May 27 to May 31, there are 6 new issues with a total
issued volume of USD 2.4 billion, of which Chengtou enterprises, the key issuers, issued USD
1 billion in aggregate, accounting for 41.2% of the total volume.

Secondary market: Returns on Chinese dollar bonds rose, while the investment
grade bonds outperformed the high-yield bonds

As of May 31, the YTD return on Chinese USD corporate bond index increased by 39bp over
last week to 5.83%, of which investment grade bond index was 4.83% and high-yield bond
index was 8.28%, increasing by 54bp and 7bp respectively over last week.

Panda Bond Market: No new issuance this week

As of May 31, 11 issuers issued 15 Panda Bonds in 2019, with a total issued volume of RMB
20.04 billion, and an average coupon of 3.77%. These bonds were mostly issued in the
Interbank Market, with the tenor of 3 years.
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Headline: US imposed tariffs to all Mexican imports and withdrew GSP on Indian goods

On May 30, US President Donald Trump planned to impose a 5% tariff on all Mexican imports
from June 10, until the illegal immigration problem is remedied. The White House further
explained that the US will increase the tariffs by 5% each month and tariffs of up to 25% will
be added to the imports if Mexico does not take action to address the border crisis. The
relationship between the US and Mexico starting recovering after the US agreed on lifting the
steel and aluminum tariffs on Mexico. But the treat could be a turning point of this relationship.

On May 31, the first day of Indian Prime Minister Narendra Modi’s second term, President
Trump announced to withdraw Generalized System of Preferences (“GSP”) for India on June 5,
because India did not provide the US equitable and reasonable access to its markets. Indeed,
President Trump had signaled the intention to withdraw the GSP on Indian goods in March,
but not yet finalized the withdrawal date. GSP, which has to be generalized, non-discriminatory
and non-reciprocal, is a preferential tariff system extended by 32 developed countries to
developing countries, as such the beneficiaries can enjoy low/zero concessional tariffs. The
objective of GSP is to support the industrialization and economic development of the
developing counties by promoting exports from them into the developed countries. India was
the largest beneficiary of the US’s GSP in 2017 as it exported duty-free goods worth USD 5.4
billion to the US. During the fiscal year between 2017 and 2018, the US recorded a trade deficit
of USD 26.7 billion with India. The growth of Indian economy hit the 5-year low and the
unemployment rate climbed to the highest level for 45 years. The tough economic condition,
coupled with the trade disputes, will challenge Modi’'s new government as well as the
relationship between India and the US.

Exchange Rate: RMB rate showed signs of stabilizing

The RMB exchange rate continued its trend of stabilization this week. On May 31, the
intermediate price of the RMB exchange rate remained basically the same as last Friday,
closing at 6.8992. Both the onshore and offshore RMB exchange rates declined slightly, closing
at 6.9020 and 6.9366, respectively. From the beginning of May, RMB has depreciated by
1706bp, marking a ten-month high. While the move of the intermediate RMB exchange rate
was within 4bp during the past two weeks, revealing obvious signs of stabilization. The policy
tools of the central bank coupled with the support from economic fundamentals have relieved
the pressure for further substantial depreciation. The rapid depreciation of RMB may come to
an end after the adjustment.
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Figure 1 : RMB Exchange Rate
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Interest Rate: China Government Bond yields declined slightly, 3-month Treasury yield exceeded
10-year yield by the largest margin since 2007

Recently, amid rising uncertainty of economic environment and elevated tensions between
China and the US, the global capital market continued the trend of fluctuations. A surge in
market hedging sentiment and risk aversion led to the rise of the spot price of China
Government Bonds, and the yield of China Government Bonds generally declined. As of May
31, the maturity yields of 1-year, 3-year, 5-year, 7-year and 10-year Government Bonds were
2.6790%, 2.9418%, 3.0731%, 3.3081% and 3.2751%, respectively, down slightly by 1.22bp,
2.32bp, 3.81bp, 2.81bp and 3.74bp from last Friday.

Figure 2 : China Government Bond Yields
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As the US threated to impose tariffs to all Mexican imports, together with the uncertainties
over US-Sino trade war, investors became more risk-averse which dragged down the Treasury
yields. With that, the 10-year Treasury yield hit a 20-month low of 2.13%, and the yield curve
inversion between 3-month and 10-year Treasury increased to 22bp, the largest inversion
since 2007. As of May 31, the yields on 2-year, 5-year, 10-year and 30-year Treasury note
traded at 1.95%, 1.93%, 2.14% and 2.58%, dropping by 21bp, 19bp, 18bp and 17bp over last
Friday, respectively. The yield spread between 2-year and 10-year bond increased by 3bp to
19bp, and the yield spread between 5-year and 30-year bond increased by 2bp to 65bp. As of
May 31, the yield spread between China and US 10-year notes was 115.1bp, increasing by
14.8bp and 59.8bp as compared with that of last Friday and the beginning of 2019, respectively.

Figure 3 : US Treasury Yields and Yields Spread
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Figure 4 : Spread between China and US 10-year bond
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The credit spread of Barclays Asia USD high-yield bond widened. As of May 31, the credit
spread of investment grade index increased by 5.4bp to 141bp and the credit spread of high-
yield index increased by 19.9bp to 513bp.

Figure 5 : Credit spread of investment grade bond and high-yield bond index
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Sources: Bloomberg, CCX research

Chinese Offshore Bond Market
Primary Market: Newly issued volume reduced and Chengtou enterprises were the largest

issuers

The newly issued volume declined. From May 27 to May 31, there are 6 new issues with a total
issued volume of USD 2.4 billion, of which Chengtou enterprises, the key issuers, issued USD 1
billion in aggregate, accounting for 41.2% of the total volume.

Table 1 : New issuance of Chinese offshore bonds (20190527-20190531)

Pricin : Amount  Coupon : ) )
g Obligor Currency op Maturity Tenor Industry Issuer Rating Issue Rating
date (million) (%)
2019/5/27 Agile Group Holdings Ltd usD 600 8.375 - Perpetual Real Estate Ba2/BB/- Ba3/-/-
Chongging Nan'an Urban Construction & .
2019/5/28 UsD 500 4.66 2024/6/4 5 Industrials -/BBB/BBB+  -/BBB/BBB+
Development Group Co Ltd
2019/5/29 Bank of China Ltd/Macau usb 200 2.5 2021/6/7 2 Banks A1/A/A -/-/-
Nanjing Yangzi State-owned Assets .
2019/5/29 UsD 500 4.3 2024/6/5 5 Industrials  -/BBB+/A- -/-/A-e
Investment Group Co Ltd
2019/5/30 CC Land Holdings Ltd UsD 250 6.35 2022/6/6 3 Real Estate -/-/- -/-/-
2019/5/30 Xinjiang Zhongtai Group Co Ltd usD 380 7 2022/6/6 3 Materials -/BB+/BB+ -/BB+/BB+e

Sources: Bloomberg, CCX research

RiseSun Real Estate Development Co Ltd and Sichuan Languang Development Co Ltd
announced tap bond offering, details are as follow:
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Table 2 : Tap bond offering (20190527-20190531)

Pricing Amount Coupon Issuer Issue
Obligor Currency Maturity Tenor Industry : :
date (million) (%) Rating Rating

RiseSun Real Estate Development 500

2019/5/27 UsD 8 2022/4/24 3 Real Estate Ba3/BB-/- B1/B+/-
Co Ltd (reoffered 175)
Sichuan Languang Development Co 550

2019/5/30 USD 12 2021/4/25 2 Real Estate  -/B+/- -/B/-
Ltd (reoffered 220)

Sources: Bloomberg, CCX research

Recently, a couple of Chinese entities, such as Shaanxi Xixian New Area Qinhan New City
Development and Construction Group Co Ltd, Ping An Real Estate Co Ltd and Guangdong
Energy Group Co Ltd, planned to issue offshore bonds.

Secondary market: Returns on Chinese dollar bonds rose, while the investment grade bonds

outperformed the high-yield bonds

As of May 31, the YTD return on Chinese USD corporate bond index increased by 39bp over
last week to 5.83%, of which investment grade bond index was 4.83% and high-yield bond
index was 8.28%, increasing by 54bp and 7bp respectively over last week.

Figure 6 : YTD return on Chinese USD bond index
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During May 27 and May 31, Moody’s upgraded the rating of Maoye International Holdings Ltd
to B2, outlook stable; upgraded the rating of Shanghai Huayi Group Co to Baa3, outlook stable;
placed Tianqi Lithium Corp’s Baa3 rating on the review for downgrade; upgraded the outlook
of Yango Group Co Ltd’s B2 rating to positive; and downgraded the rating of Dr Peng Telecom
& Media Group Co Ltd to Caal, outlook negative. On May 29, S&P upgraded the outlook of
Fosun International Ltd’s BB rating to positive. The details are as follows:
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Table 3 : Credit rating changes in Chinese offshore bond market (20190527-20190531)

Sector

Entity
Rating

Reason of Change

Consumer
Discretionary

Maoye International
Holdings Ltd

Shanghai Huayi

oo Materials

Tiangi Lithium Corp Materials

Fosun International Financials

Ltd

Yango Group Co Ltd Real Estate

Dr Peng Telecom & -
Communications

Media Group Co Ltd

B2

Baa3

Baa3

BB

B2

Caal

Latest
Rating
QOutlook
STABLE 2019/5/27 B3
STABLE 2019/5/27 Bal
Rating for
Downgrade 2019/5/29 Baa3
POS 2019/5/29 BB
POS 2019/5/31 B2
NEG 2019/5/31 B3

POS 2018/9/10
POS 2018/12/21
NEG 2018/12/14
STABLE 2018/5/28
STABLE 2018/10/5
Rating for
[ 2019/5/10

Moody's

Moody's

Moody's

S&P

Moody's

Moody's

Improving financial
metrics, liquidity
problem alleviated
Improving credit
profile,
strengthened
market position,
improved cost
structure, and solid
credit metrics
Weakening capital
structure and
declining financial
flexibility
Improving liquidity
and diversity of
assets
Strengthening
credit metrics,
improving debt
maturity profile
Decreasing ability
to service its debt
obligations with
weakening in cash
flow and liquidity

Sources: Bloomberg, CCX research

Panda Bond Market: No new issuance this week

As of May 31, 11 issuers issued 15 Panda Bonds in 2019, with a total issued volume of RMB
20.04 billion, and an average coupon of 3.77%. These bonds were mostly issued in the

Interbank Market, with the tenor of 3 years.

Table 4 ;: New issuance of Panda Bond in 2019 (20190101-20190531)

Coupon

(%)

Issue date

Maturity

Tenor

Bond Type

Issue Market

Local Rating
Agency

Amount
(RMB
billion)
Republic of the Philippines 2.5
Trafigura Private Trading 0.54
Enterprise Limited '
CITIC Pacific Limited 1
Semiconductor
Manufacturing International 1
Corp.
Semiconductor
Manufacturing International 0.5
Corp.
China Mengniu Dairy Co. Ltd 1
GLP China Holdings Limited 3.3
United Overseas Bank Ltd 2
Bayerische Motoren Werke 3
(BMW) Finance NV
Semiconductor
Manufacturing International 1.5
Corp.

3.58

5.49

3.90

3.10

3.05

3.35

4.35

3.49

4.00

3.57

2019/5/20
2019/5/20

2019/5/20

2019/4/29

2019/4/29

2019/4/19
2019/3/18
2019/3/14

2019/3/8

2019/3/4

2022/5/20
2022/5/20

2022/5/20

2019/10/26

2019/10/26

2019/12/30
2028/3/18
2022/3/14

2022/3/8

2022/3/4

w

w

0.5

0.5

0.7

International
Institutional Bond

PPN

Corporate Bond

SCP

SCP

SCP

Corporate Bond

Commercial Bank
Bond

PPN

MTN

China Interbank
Market
China Interbank
Market
Shanghai Stock
Exchange

China Interbank
Market

China Interbank
Market

China Interbank
Market
Shenzhen Stock
Exchange
China Interbank
Market
China Interbank
Market

China Interbank
Market

Lianhe

Lianhe

China
Chengxin

China
Chengxin

China
Chengxin

China
Chengxin
Shanghai
Brilliance

China
Chengxin

China
Chengxin

China

Chengxin/
China Bond
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Rating
. . China
International China Interbank .
New Development Bank 2 3.00 2019/2/26 2022/2/26 3 Institutional Bond Market Che.ngxm/
Lianhe
International China Interbank e
New Development Bank 1 3.32 2019/2/26 2024/2/26 5 Institutional Bond Market C}Leigﬁ)}?:/
China Everbright Water Ltd 0.7 3.89 2019/1/21  2024/1/21 5 Corporate Bond Shanghai Stock Shanghai
Exchange Brilliance
. . Shanghai
Beijing Enterprises Water China Interbank o
o L 1 3.95 2019/1/11 2026/1/11 7 MTN Market Brilliance /
Dagong
- . Shanghai
Beijing Enterprises Water China Interbank I
Group Ltd 1 4.49 2019/1/11 2029/1/11 10 MTN Market Br];l:ga:;g /

Sources: Bloomberg, CCX research

n 2019 Issue 20



ASSCRRAA P 5 B 5 PP ZAT PR AR AP A (KD 45 VA BR 2 7R/ BV AT AT« AU S T R B %2
AR, RS E PR B VE, ARG RS UL, EA. Feik, 5. sl DY, B0y Rk H G AL
EEIE .

ASCAF AL HAE 2 i S E PR AN RTSE . WERIIRIE SRS, BN AT BEAF AR N N SR iR S oA R 2 s, b B
PASR AL DUR e e, whiifs E B TIHAERPE . Sk se k. S xHERTR L B AR AT & A & VAR T IR s R
FIFRR SRR MO T, S EBRAHE ASAE TSR ) il s EpreiE g, 28, @i, AEAREG Wk, 9
ey odbr. BHEE. AT RR. PR LIAME B T s H s BRI AT R RO B R SRR . B Rk R B4
FAF B A A B AR Bt B b) B A [ PR S BOE A2 A B BRI RERE, AT Hh i AN RE A b A5
S5 R 1A L B ) A R AR AR T 54T

AT TR (5 B RGBS A5 G0 W 5545 A g (o) REm HUR BEARRE S — R L, TIAS REAPRE 9 o S i 2l
Fou L FEAEMIESRA R (s EExt B E R0 SIS R e, SRR SRR TR H R AT
Lo B EEAEARAT IR sl R AR OR35S APPSR R M5 B B SR R IR SR B B i — AR 3. AR, Bt
WOSES FRA S HAEESRI ROZO R — RAESR . B NRATAL BRIEN. FEHSCREANER, B it .

@ MkSENR
CCXI

TS EFME AR RA RIVEAF

Hihlk - AR AR K TN g China Chengxin International Credit Rating Co., Ltd
Address: Building 6, Galaxy SOHO,
PATTAEIIR 2 55897 SOHO6 754k No.2 Nanzhugan hutong, Chaoyangmennei Avenue,
4w : 100020 Dongcheng district, Beijing, 100020

Tel: (8610) 66428877
Fax: (8610) 66426100
Website: http://www.ccxi.com.cn

Hif :  (8610) 66428877
5 (8610) 66426100

Wk : http://www.ccxi.com.cn

MENSX
CCXAP
B EWAE (ER)E PR A RRATR China Chengxin (Asia Pacific) Credit Ratings Company Limited
Hi k- FPRh R ER g 1 2 Address: Suites 805-808, Jardine House, 1 Connaught Place,

HFIKJE 8 H5 805-808 Central, Hong Kong

‘ Tel: (852) 2860 7111
ik (852) 28607111 Fax:  (852)2868 0656
fRE: (852) 2868 0656 Website: http://www.ccxap.com

WtE:  http://www.ccxap.com




