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Rising Japan-South Korea trade tension; lowering market
expectation on Fed'’s interest rate cut in July

Headline: Rising Japan-South Korea trade tension

On July 1, Japan announced new restrictions on its exports to South Korea, which could strike
a blow for the key Korean high-tech corporates such as Samsung and LG. South Korea
requested Japan to withdraw its export restrictions. South Korea also stated that it will accuse
Japan of violating WTO regulations and would adopt retaliatory actions in accordance with
international and domestic laws, further tightening the relationships of both countries. In
addition, some public opinion was worried that the trade restrictions of Japan may indicate
its temptation of an alternation from “free trade” to protectionism, that could give more
uncertainties to East Asia’s trading and commercial activities.

Exchange Rate: RMB exchange rate remained stable

During the week, the RMB exchange rate decreased slightly, but was still considered as stable
in general. As of July 5, the intermediate price of the RMB exchange rate closed at 6.8697,
down 50bp from last Friday. With weak economic data of the US and surging expectations for
policy easing, the pressure for substantial RMB depreciation is further released. Additionally,
the increase of foreign investment in China's bond market will enhance the stability of the
RMB exchange rate.

Interest Rate: China Government Bonds yields declined, lowering

market expectation on Fed’s interest rate cut in July

The yields of China Government Bonds generally declined as the trend for policy easing and
surge in market hedging sentiment continued. The market expecting the probability of Fed’s
interest rate cut in July declined as the US disclosed strong non-farm job data, resulting in a
sharp increase in the Treasury yields last Friday, lifting 10-year Treasury yield to above 2%
level. As of July 5, the yield spread between China and US 10-year note was 113.7bp,
narrowing by 8.4bp from last Friday and expanding by 58.4bp from the beginning of the year.

Chinese Offshore Bond Market

Primary Market: New issue volume cooled down, real estate companies were the
largest issuers

From July 1 to July 5, there are 7 new issues with a total issued volume of USD 2.1 billion. Real
estate companies were the key issuers, with 4 issues and a total issued volume of USD 855
million, which accounted for 40.5% of the newly issued volume.

Secondary Market: Returns on investment grade bonds and high-yield bonds rose
As of July 5, the YTD return on Chinese USD corporate bond index increased by 10bp over last
week to 7.06%, of which investment grade bond index was 6.07% and high-yield bond index
was 9.51%, increasing by 1 bp and by 29 bp respectively over last week.

Credit Event: Tewoo Group’s asset management plan defaulted; controlling

shareholder of Seazen has been detained

According to China Business Network, an asset management plan under a subsidiary of
Tewoo Group Co., Ltd has been defaulted.

On July 3, Mr. Wang Zhenhua, the controlling shareholder and former chairman of board of
director of Seazen, held in criminal custody for “personal reasons”. Such incident caused a
significant drop in the company’s bond and stock prices.

Rating Action: CCXAP assigned first-time BBBg+ to Deta’s long-term credit rating
and the proposed US dollar-denominated unsecured notes, with stable outlook

Panda Bond Market: No new issuance this week

As of July 5, 13 issuers issued 18 Panda Bonds in 2019, with a total issuance amount of RMB
26.04 billion, and an average coupon of 3.75%. These bonds were mostly issued in the
Interbank Market, with the tenor of 3 years.
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Headline: Rising Japan-South Korea trade tension

On July 1, Japan announced new restrictions on its exports to South Korea. The restrictions
were divided into two phases. In phase one, effective July 4, Japan required exporters to obtain
approval for exporting fluorinated polyimide, resist, or hydrogen fluoride, materials used to
produce electronic products, including television and smartphone display. In phase two,
effective late August, Japan will remove South Korea from its list of “white countries”. That
means, any exports to South Korea that could be transferred to military use will be needed to
obtain approvals from the Japanese government, which may include electronic components,
sophisticated equipment and machineries. The restriction on exports from Japan has a huge
impact on Korean electronic devices producers as Japan produces 90% of those materials. The
approval may take about three months to obtain, if approved, however, the application is not
guaranteed for a positive result. The new move could strike a blow against the key Korean
high-tech corporates such as Samsung and LG and their production activities.

The dispute originally stemmed from argument over compensations for South Koreans forced
to work for Japanese corporates during the Second World War. On October 30, 2018, South
Korea’s top court ordered Japan’s Nippon Steel Corp (“Nippon Steel”) to compensate 4 former
forced laborers. Nippon Steel was against to provide a compensation plan for the laborers
before the deadline, such that the lawyers for the victims applied asset restrictions on Nippon
Steel. On March 25, South Korea Daejeon’s court approved a seizure of Mitsubishi Heavy
Industries Ltd.’s assets, further tightening the relationship of both countries. Such head-on
dispute was the first time since the normalization of their relations in 1965.

South Korea requested Japan to withdraw its export restrictions. South Korea also stated that
it will accuse Japan of violating World Trade Organization (“WTOQ”) regulations and would
adopt retaliatory actions in accordance with international and domestic laws. Though, up to
now, the dispute between Japan and South Korea is not seen to be intensified, the potential
cross-fire of the two countries may exist if South Korea cannot find a resolution through the
WTO. The prosecution may take at least eighteen months or longer for South Korea to obtain
a conclusion, and this long period of time may lead to the country losing its patients and
executing retaliatory actions sooner than expected. In addition, some public opinion was
worried that the trade restrictions of Japan may indicate its temptation of an alternation from
“free trade” to protectionism, that could give more uncertainties to East Asia’s trading and
commercial activities.

Exchange Rate: RMB exchange rate remained stable

During the week, the RMB exchange rate decreased slightly, but was still considered as stable
in general. As of July 5, the intermediate price of the RMB exchange rate closed at 6.8697, down
50bp from last Friday. Both onshore and offshore RMB exchange rate increased slightly, closing
at 6.8781 and 6.8957, respectively. With weak economic data of the US and surging
expectations for policy easing, the pressure for substantial RMB depreciation is further
released. Additionally, the widening spread between China and foreign bond yields will
support the RMB exchange rate, making RMB denominated assets more attractive for foreign
investors. The increase of foreign investment in China's bond market will enhance the stability
of the RMB exchange rate.
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Figure 1 : RMB Exchange Rate
7.0 4
6.9
6.9
6.9 4
6.9 4
6.9 4
6.8 4
6.8
6.8 4
6.8
6.8 4
6.7
6.7
6.7
6.7 7

..... I B e e e e e e e e e LA S s e e e e B B e s e e e e | B e e e m e e

20190405 2019-04-15 2019-04-23 2019-05-01 2019-05-09 2019-05-17 2019-05-27 2019-06-04 2019-06-12 2019-06-20 2019-06-28 2019-07-08

“~ Offshore RMB Exchange Rate ~ -~ Onshore RMB Exchange Rate — USD to RME Middle Rate
Sources: Eastmoney, CCX research

Interest Rate: China Government Bonds yields declined, lowering market expectation on Fed'’s

interest rate cut in July

This week, the yields of China Government Bonds generally declined. The trend for global
monetary easing and surge in market hedging sentiment are beneficial to the bond market. As
of July 5, the maturity yields of 1-year, 3-year, 5-year, 7-year and 10-year Government Bonds
declined slightly from last Friday, closing at 2.5957%, 2.9012%, 3.0182%, 3.1951% and
3.1705%, respectively. According to the latest data released by China Central Government
Bond Registration and Settlement Corporation, the depository balance of bond by foreign
institutions reached 1,645 billion Yuan at the end of June, marking a record high. With the
widening spread between China and foreign bond yields, more foreign investors are expected
to enter China's bond market.

Figure 2 : China Government Bond Yields
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The market expecting the probability of the Fed’s interest rate cut in July declined as the US
disclosed strong non-farm job data, resulting in a sharp increase in the Treasury yields last
Friday, and lifting 10-year Treasury yield to above 2% level. As of July 5, the yields on 2-year,
5-year, 10-year and 30-year Treasury note traded at 1.87%, 1.84%, 2.04% and 2.54%,
decreasing by 12bp, 8bp, 4bp and 2bp over last week, respectively. In terms of Treasury
spreads, the spread between the 2-year and 10-year Treasury bonds decreased by 8bp to 17bp
from last Friday, and the spread between the 5-year and 30-year Treasury bonds decreased by
6bp to 70bp from last Friday. As of July 5, the yield spread between China and US 10-year note
was 113.7bp, narrowing by 8.4bp from last Friday and expanding by 58.4bp from the

beginning of the year.
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 investment bond slightly narrowed, while the credit
spread of the high-yield bond widened. As of July 5, investment-grade spreads slightly
narrowed by 5.1bp to 130bp from last week, while high-yield spreads widened by 4.6bp to
460bp from last week.
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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: New issue volume cooled down, real estate companies were the largest

issuers

From July 1 to July 5, there are 7 new issues with a total issued volume of USD 2.1 billion. Real
estate companies were the key issuers, with 4 issues and a total issued volume of USD 855
million, which accounted for 40.5% of the newly issued volume. The details are as follows:

Table 1 : New issuance of Chinese offshore bonds (20190701-20190705)

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

2019/7/2 Shandong Guohui Investment Co Ltd usb 800 4.37 2022/7/9 3 Financials Baa2/-/BBB+  -/-/BBB+e
2019/7/2 Tsinghua Tongfang Co Ltd UsD 300 6.8 2022/1/10 2.5 Technology -/-/- -/-/-
2019/7/3 Pingdingshan Tianan Coal Mining Co Ltd usD 100 6.25 2020/7/9 364D Energy -/BB-/- -/-/-
2019/7/4 Guangzhou R&F Properties Co Ltd UsD 450 8.125  2024/7/11 5 Real Estate Ba3/B+/BB- -/-/BB-
2019/7/4 DaFa Properties Group Ltd usD 180 12.875 2021/7/11 2 Real Estate B2/B/- B3/B-/-
2019/7 /4 Taiyuan State-Owned Investment Group Co Ltd usD 55 6.2 2022/7/9 3 Chengtou -/-/- -/-/-
2019/7/5 Jiayuan International Group Ltd usb 225 13.75 2022/3/11 2.67 RealEstate Caal*+/-/- -/-/-

Sources: Bloomberg, CCX research

On July 2, Yuzhou Properties Co Ltd announced tap bond offering, details are as follow:

Table 2 : Tap bond offering (20190701-20190705)

Pricing Amount Issuer Issue
Obligor Currency Coupon (%) Maturity Tenor Industry
date (million) Rating Rating
650
2019/7/2 Yuzhou Properties Co Ltd USD 6 2023/10/25 7 Real Estate Ba3/BB-/BB- BI1/-/BB-
(reoffered 400)

Sources: Bloomberg, CCX research
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Cross-horder Bonds Weekly Report

Recently, Tianjin Binhai New Area Construction & Investment Group Co Ltd, China National
Bluestar Group Co Ltd and Guangzhou Development Zone Financial Holding Group Co Ltd
planned to issue offshore bonds.

Secondary Market: Returns on investment grade bonds and high-yield bonds rose

As of July 5, the YTD return on Chinese USD corporate bond index increased by 10bp over last
week to 7.06%, of which investment grade bond index was 6.07% and high-yield bond index
was 9.51%, increasing by 1 bp and by 29 bp respectively over last week.
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Figure 6 : YTD return on Chinese USD bond index
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High-yield

For the credit rating changes of cross-border bond market, Moody’s revised Shanghai Electric
Group Corp’s outlook to negative from stable; Fitch and S&P add Seazen Holdings Co Ltd or
Future Land Development Holdings Ltd into rating watch list negative. The details are as

follows:

Table 3 : Credit rating changes of cross-border bond market (20190701-20190705)

Entity

Latest Rating

Sector Entity Outlook Date

Entity

Last Rating Rating

Outlook Date Agency

Rating Rating

Reason of Change

International Rating:

Shanghai Electric Group
Corp

Seazen Holdings Co Ltd
& Future Land
Development Holdings
Ltd

Future Land
Development Holdings
Ltd

Industrials A2 NEG 2019/7/3 A2

Rating
Real Estate BB Watch 2019/7/4 BB
Negative

Rating
Real Estate BB Watch 2019/7/4 BB
Negative

STABLE 2018/8/21  Moody's

STABLE 2019/4/15 Fitch

STABLE 2019/3/20 S&P

Facing challenges in
business transformation;
high debt leverage that need
time to reduce
Possibility of a deterioration
of both companies' business
and financial risk after their
chairman and founder, Mr.
Wang Zhenhua, was held in
criminal custody by Chinese
police
Potential reputational
damage and ensuing
operational and financing
impact on the company from
the detention of the
company's former chairman
by Chinese police.

Sources: Bloomberg, CCX research
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Credit Event: Tewoo Group’s asset management plan defaulted; controlling shareholder of

Seazen has been detained

According to China Business Network, an asset management plan under a subsidiary of Tewoo
Group Co., Ltd. (“Tewoo Group”) has been defaulted. The interest payment of the plan was due
on June 21 but the company missed the payment schedule. After the news published, the USD
bond prices of Tewoo Group dropped significantly. One of the company’s perpetual bond price
reached USD 39.15 as of July 5, down 25.4% WoW, which was its lowest level since it was listed.
As of July 5, the Company had a total outstanding USD bond of 2.05 billon, of which USD 600
million was being due in the next 9 months. It is learned that Tewoo Group has established a
committee to cope with its debt payment, which was leaded by ICBC, though the bank did not
disclose any details.

On July 3, Mr. Wang Zhenhua, the controlling shareholder and former chairman of board of
director of Seazen, held in criminal custody for “personal reasons”. For this reason, the
Company appointed Mr. Wang Xiaosong as the new chairman after an emergent board meeting.
Such incident caused a significant drop in the company’s bond and stock prices. CCXAP opines
that the detention of Seazen’s former chairman and change in leadership could adversely affect
its reputation, and may create uncertainties to its business profile (including contracted sales
and investment strategies) as well as the financial capability, which could weaken the
company’s credit profile.

Rating Action: CCXAP assigned first-time BBBg+ to Deta’s long-term credit rating and the

proposed US dollar-denominated unsecured notes, with stable outlook

On July 5, CCXAP assigned BBBg+ to Dalian Deta Holding Co., Ltd.’s (“Deta” or the “Company”)
long-term credit rating and the proposed US dollar-denominated unsecured notes, with a
stable outlook.

Deta was established in 2004 with a registered capital of RMB 1 billion. The Company is wholly
owned by the Administrative Committee of Dalian Jinpu New Area. Dalian Jinpu New Area is
the 10th national-level new area in China, with a total GRP of RMB 244 billion in 2018, which
accounted for one-third of the GRP of Dalian city. The Company is the largest state-owned
entity in the Jinpu New Area that undertakes most of the infrastructure construction and
public utility services in the area including supply of gas, heat and water, which generates a
steady revenue and cash flow to the Company. However, the Company business profile is
changing. As of the end of 2018, the Company has no developing infrastructure projects. This
change gave some business uncertainties to the Company. In addition, given the Company’s
non-profit business nature, the overall profitability and cash generating capability were
relatively weak. Yet, the Company’s financial profile and liquidity would gradually improve as
the ongoing progress of its debt swap program. CCXAP considers that in addition to the
continuing governmental supports, the Company’s revenue will increase along with the
economic development of Jinpu New Area, which could strengthen its credit profile.
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Panda Bond Market: No new issuance this week

As of July 5, 13 issuers issued 18 Panda Bonds in 2019, with a total issuance amount of RMB
26.04 billion, and an average coupon of 3.75%. These bonds were mostly issued in the

Interbank Market, with the tenor of 3 years.

Cross-horder Bonds Weekly Report

Table 4 : New issuance of Panda Bond in 2019 (20190101-20190705)

Amount Coupon Local Ratin
Issuer (RMB v Issue date Tenor Bond Type Issue Market J
e (%) Agency
billion)
Malayan Banking Berhad 1 3.28 2019/6/21 2020/6/21 1 Financial Bond China Interbank China
Market Chengxin
Malayan Banking Berhad 1 358 2019/6/21 2022/6/21 3 S By ool Cittyn
Market Chengxin
. International China Interbank .
The Republic of Portugal 2 4.09 2019/6/3 2022/6/3 3 Institutional Bond Market Lianhe
. P International China Interbank .
Republic of the Philippines 2.5 3.58 2019/5/20 2022/5/20 3 Institutional Bond Market Lianhe
Trafigura Private Trading China Interbank .
Enterprise Limited 0.54 5.49 2019/5/20  2022/5/20 3 PPN Market Lianhe
CITIC Pacific Limited 1 390 2019/5/20  2022/5/20 3 ComporninBamel ol S Chitce
Exchange Chengxin
Semiconductor . .
Manufacturing International 1 3.10 2019/4/29  2019/10/26 0.5 scp China Interbank China
Corp Market Chengxin
Semiconductor . .
Semremdey memereml 00 305  2019/4/29  2019/10/26 0.5 scp Clhihoe: s el Chitce
o Market Chengxin
. . . China Interbank China
China Mengniu Dairy Co. Ltd 1 3.35 2019/4/19 2019/12/30 0.7 SCP Market Chengxin
GLP China Holdings Limited 33 435 2019/3/18  2028/3/18 9 Corporate Bond ST SUENIET
Exchange Brilliance
. Commercial Bank China Interbank China
United Overseas Bank Ltd 2 3.49 2019/3/14 2022/3/14 3 Bond Market Chengxin
Bayerische Motoren Werke China Interbank China
(BMW) Finance NV ¢ <Y AR VY . PPN Market Chengxin
. China
Semiconductor China Interbank Chengxin/
Manufacturing International 1.5 3.57 2019/3/4 2022/3/4 3 MTN Market China Bond
Corp. .
Rating
International China Interbank Clliey
New Development Bank 2 3.00 2019/2/26 2022/2/26 3 Institutional Bond Market Chgngxm/
Lianhe
International China Interbank China
New Development Bank 1 3.32 2019/2/26 2024/2/26 5 Institutional Bond Market C{?gﬁﬁlen/
China Everbright Water Ltd 0.7 3.89 2019/1/21  2024/1/21 5 Corporate Bond SN SE Ehan=ngl
Exchange Brilliance
. . Shanghai
Beijing Enterprises Water China Interbank 1
Group Ltd 1 3.95 2019/1/11 2026/1/11 7 MTN Market Brilliance /
Dagong
. . Shanghai
Beijing Enterprises Water China Interbank e
Group Ltd 1 4.49 2019/1/11  2029/1/11 10 MTN Srrien Br];l;gl:gg /

Sources: Bloomberg, CCX research
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