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Chinese property bonds hold up despite default

Despite Kaisa Group’s recent default on its dollar denominated bonds, the rest of the offshore
listed Chinese bond market has shown little sign of stress.

— Extra yield required by investors to hold dollar denominated Chinese real estate bonds over
US Treasuries is now 4.8%; down from 6.2% in January

— Spreads in the Markit iBoxx USD Asia ex-Japan China Real Estate High Yield are down

— Glorious Property bucks the trend as its bonds are trading at distressed levels

The long running saga which has seen bond
investors incur a paper loss of $1.2bn from
their loans to Chinese property developer
Kaisa Group looks to be nearing its
conclusion after the firm defaulted on its
dollar denominated bonds last week. While
this marks the first dollar denominated
property developer bond default, the rest of
the dollar denominated Chinese bond market
market has shown little sign of panic in the
wake of Kaisa’s default.

Bonds hold flat

Dollar denominated Chinese real estate
bonds did widen slightly from their close at
the end of last week, gauged by the Markit
iBoxx USD Asia ex-Japan China Real Estate
index. But the extra yield required by
investors to hold these bonds over US
treasuries is still some way off the highs seen
in the opening weeks of the year. While latest
index spread is just under 6bps than last
Friday’s close, its current level of 476bps is
still just a third lower than the highs seen in
January.
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The riskier end of the Chinese real estate
debt market has also shown the same trend,
with the spread of the Markit iBoxx USD Asia
ex-Japan China Real Estate High Yield index
now 224bps lower than the highs seen earlier
in the year.

No signs of contagion

The impact of Kaisa’s default on the wider
dollar denominated Chinese corporate bond
market has also been relatively low as
gauged by the Markit iBoxx USD Asia ex-
Japan China Corporates index, whose spread
now stands at 247bps; just 1.5bps more than
at the end of last week.

This relatively calm reception to the default
shows that the market is taking the Kaisa
default in its stride in an area that has grown
to be a key source of funding for Chinese
companies.

Less than Glorious

While the overall dollar denominated real
estate bond market has been relatively stable
over the last four weeks, several constituent
bonds of the iBoxx USD Asia ex-Japan China
Real Estate Chines Real Estate index still
trade at distressed level. On such example is
the bond issued by Glorious Property,
maturing in March 2018. The bond has seen
its price dive to less than 60 cents on the
dollar taking it near its January lows of 52
cents.
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The bond’s current yield is now 40%; four
times that of high yield Chines real estate
bonds.
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