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Not for Retail distribution: this document is intended exclusively for Professional, Institutional, Qualified or Wholesale Investors / Clients, as defined by  
applicable local laws and regulation. Circulation must be restricted accordingly 

China Bonds Strategy                
Nascent recovery amidst uncertainty

• Slow restart in China facing significant headwinds as the rest of the world locks down 

• Monetary policy response anchors onshore short-end, while fiscal support elevates concern for 
supply surge necessary to fund the programmes 

• Opening of onshore funding channels stabilizes liquidity for Chinese credits, but RV remains very 
unattractive; offshore Chinese credits remain more compelling despite recent recovery 

 
Honyu Fung and Jim Veneau 
Portfolio Managers, China Bonds 
 
 
What’s happening? 

• China was in the process of restarting its economy in March as the rest of the world was being overwhelmed 
by the global pandemic.  On the back of the ensuing global rates rally, onshore rates rallied heavily with 
government bond yields falling between 10 bps and 37 bps, the curve steepening considerably.  Onshore 
rates significantly underperformed their U.S. counterparts, which saw the curve bull steepen slightly as 
yields fell 85 bps in the short-end and 48 bps in the 10-year part of the curve. 

• US dollar liquidity crunch reached levels last seen during the Global Financial Crisis as the US Fed was forced 
to decisively inject liquidity into the financial system.  While this stabilized domestic conditions, the offshore 
US liquidity was slower to respond. The US dollar appreciated significantly against many EM currencies, 
while the Euro was modestly weaker (-0.50%) and the Japanese yen was most unchanged (+0.10%).  Both 
the onshore renminbi (CNY) and offshore renminbi (CNH) fell in March against the US dollar at -1.28% and -
1.63%, respectively. 

• Onshore rates rallied throughout March as market steadily priced-in the economic impact of the coronavirus 
outbreak.  CGBs led PBBs having generated +1.17% to the latter sector’s return of +1.09% returns.  Concerns 
over corporate stress were a drag on the Onshore corporates at 0.68%, reflecting some impact from credit 
spread widening.  Meanwhile, offshore China was more vulnerable to the global wave of selling as it endured 
a significant decline of -3.56% in March.  As the offshore market froze, hard currency HY China was 
particularly hard hit at -9.19%.  Although hard currency IG China fared much better, it still succumbed to risk 
aversion with -1.65%.  

 Monthly Returns:  

Onshore China JACI China  
+1.02% -3.56% 

Central Government Policy Bank Corporate  Investment Grade HY 
+1.17% +1.09% +0.68% -1.65% -9.19% 

 Source: Bloomberg, BofAML, JP Morgan as of 31st March 2020.  CGBs are Chinese government bonds and PBBs are policy bank bonds  
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Portfolio positioning and performance 

 
Onshore Offshore  

(CNH and USD) 
Performance 

Asset Allocation 

 Underweight weight 45% Overweight weight 55% 

- 

More stable onshore markets contrasted sharply with the extreme 
volatility (negative) endured in the offshore markets.  Re-allocation back 
to onshore proved difficult as overweight exposure was a key factor in 
negative monthly returns.  As offshore markets stabilize, especially in 
hard currency Chinese credits, the recovery is expected to be relatively 
sharper.  Rich onshore valuations limit returns, while offshore exposure 
was exposed to significant market volatility. 

Rates 

• Duration:  neutral rates view 
CGBs/PBBs 

• Duration: neutral to negative 
USD duration view – stay short 

- Short duration strategy benefitted less from the rates rally but will 
benefit from an eventual steepening of the yield curve. 

Credit 

• Credit: Long Panda bonds • IG/HY: Selective increase in HY 
exposure closer to max 
overweight exposure. 

• Sector: more cautious on USD 
LGFV and more constructive in 
China Properties, though this is a 
crowded trade - 

Onshore credit spreads widened modestly yet remain extremely rich, 
while offshore credits, especially HY, saw spreads widen tremendously as 
the offshore markets froze.  As markets recover from historically wide 
spread levels, look to add opportunistically to offshore IG and HY. 

 

Outlook 

The resumption of China’s economy has been gradual as its lockdown was broad and deep, the rest of the world   
also severely impacted with recovery still distant.  As considerable fiscal and monetary support works its way into 
the Chinese economy, the onshore rates markets will be well supported.  We see the short-end being well-anchored 
whilst the longer-end of the curve faces more pressure from the expected upswing in bond supply to fund spending.  
On the back of relaxed bond issuance procedures onshore, credit issuances are increasing while at the same time 
keeping onshore rates depressed.  Meanwhile, the offshore market has quickly reacted to the improved funding 
conditions with Chinese property credits being among the favored.  As tempting as the current valuation levels are, 
significant caution is warranted. The course of the virus remains unpredictable and the impact of government 
stimulus will take time to fully assess.  While offshore Chinese credits may offer compelling yield levels and potential 
for sizeable capital gains as well as a great opportunity to generate performance against peers and benchmark, 
building conviction will require higher than typical diligence and patience.    
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No assurance can be given that the China Bonds Strategy will be successful. Investors can lose some or all of 
their capital invested. The China Bonds Strategy is subject to risks including Credit risk, Liquidity risk, 
Derivatives and leverage, Investments in specific countries or geographical zones, Sovereign debt, Emerging 
markets, High yield debt securities, Contingent convertible bonds. 
 
 
 
 
 
 
 
 
 
 
 
 

 
El presente documento y cualquier información y/o datos financieros reseñados en el mismo no suponen invitación o recomendación de adquisición o inversión, 
ni deben constituir la base para la toma de decisiones inversoras ni de garantía de rentabilidad futura de inversiones financieras y, en ningún caso, está dirigido 
a clientes minoristas y/o inversores finales. La información contenida en el mismo está destinada a clientes profesionales y contrapartes elegibles tal y como son 
definidos en tanto en los artículos 205 y 207 del Texto Refundido de la Ley del Mercado de Valores como en las normas MiFID (Directiva sobre Mercados de 
Instrumentos Financieros) 2004/39/CE, presumiéndose, por tanto, la experiencia, conocimientos y cualificación necesarios para tomar sus propias decisiones 
de inversión y valorar correctamente sus riesgos y el de sus clientes. Dicha información y datos tienen una finalidad meramente informativa y se recomienda 
tener un conocimiento más detallado a través de los documentos y folletos inscritos en los organismos nacionales e internacionales de regulación especialmente 
la toma en consideración y conocimiento del Documento de Datos Fundamentales para el Inversor (DFI). El receptor de esta información debe tener presente 
que la evolución de las variables económicas y los valores de los mercados financieros pueden cambiar significativamente y ser diferentes a los análisis e 
indicaciones que figuran en este documento. Los inversores deben tener en cuenta que el mercado financiero es fluctuante y que está sujeto a variaciones y 
que los tipos de cambio pueden sufrir oscilaciones que incidan directamente en la rentabilidad de las inversiones, tanto al alza como a la baja. No debe tomarse 
como referencia la rentabilidad pasada del producto pues no implica que se comporte de igual forma en el futuro. Para una mayor información y especialmente 
para el conocimiento de la disponibilidad de los productos se recomienda visitar las páginas web, www.axa-im.com y www.axa-im.es. Les invitamos a verificar 
con la sociedad de gestión o directamente en nuestra página web, www.axa-im.com, la lista de países en los que se comercializa el fondo.  

AXA INVESTMENT MANAGERS no asume responsabilidad alguna por cualquier acto u omisión derivada del uso de la información facilitada, declinando toda 
responsabilidad por el uso incorrecto o inadecuado del presente documento.  

 

AXA INVESTMENT MANAGERS GS LIMITED SUCURSAL EN ESPAÑA, tiene su domicilio social en Madrid, Paseo de la Castellana núm. 93, 6ª planta, se encuentra 
inscrita en el Registro Mercantil de Madrid, hoja M-301801, y se encuentra registrada en la CNMV bajo el número 19 como ESI del Espacio Económico Europeo 
con Sucursal.  

 

AXA FUNDS MANAGEMENT, es una sociedad anónima constituida conforme a la legislación vigente en Luxemburgo, con número de Registro en Luxemburgo 
B 32.223RC, y con domicilio social situado en el nº 49, Avenue J.F. Kennedy L-1885 Luxemburgo.  

 

AXA ROSENBERG MANAGEMENT IRELAND LIMITED es una sociedad de responsabilidad limitada constituida y regulada por las leyes de Irlanda, con domicilio 
social en 78 Sir Johnn Rogerson´s Quay Dublín 2, regulada por el Banco Central de Irlanda y registrada en dicho Estado con el número 310308.  

 

Los subfondos de AXA WORLD FUNDS, SICAV de derecho luxemburgués armonizada domiciliada en 49 Avenue J.F. Kennedy L-1855 (Luxemburgo), registrada 
en la CSSF y en el Registro Mercantil de Luxemburgo bajo el número B-63.116 están inscritos en la CNMV con el número 239 (*verificar en CNMV las clases 
registradas).  

 

Los subfondos de AXA ROSENBERG EQUITY ALPHA TRUST, fondo de derecho irlandés armonizado, domiciliado en Dublín 1 (Irlanda) Guiad House Guiad Street 
registrado en la Ireland Financial Market Authority (IFMA) bajo el número 310308 están inscritos en la CNMV con el número 294 (*verificar en CNMV las clases 
registradas).  

 

Los subfondos de AXA IM FIXED INCOME INVESTMENT STRATEGIES, Fondo de Inversión de derecho luxemburgués armonizado, domiciliado en 49 Avenue J.F. 
Kennedy L-1855 (Luxemburgo), autorizado y registrado en la Commission de Surveillance du Secteur Financier CSSF bajo el número 3692 están inscritos en la 
CNMV con el número 867 (*verificar en CNMV las clases registradas). 
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