markit

4th floor tel +44 20 7260 2000
Ropemaker Place fax +44 20 7260 2001
25 Ropemaker Street www.markit.com
London

EC2Y OLY

United Kingdom

Markit Research
March11th 2015

Chinese property developers’ bonds widen

China’s property sales volumes have fallen sharply in the opening months of the year, which has
seen the credit market treat bonds issued by property developers with increasing bearishness.

— Evergrande, Time Property and China SCE have all seen their bonds widen relative to the

wider offshore RMB market

— Yields in the Hang Seng Markit iBoxx Offshore RMB China Bond Index have widened by

60bps over this period

— But Kaisa bonds have rebounded since it announced a restructuring

China property transactions for the opening
two months of the year fell by over 15% from
the same period ago in 2014. This marks the
largest fall in three years and will be adding to
speculation of a deflating Chinese property
market.

Despite efforts by the Chinese government to
stabilise the market, the current top three
associated searches for Chinese property
according to Google trends all have “bubble”
in their title. In addition, the top related
searches under the “property bubble”
headline are those with China in the title.

The Chinese property market is still expected
to contract in the first half of this year which
could put the country’s already lowered
growth target at risk, as property is
responsible for 15% of Chinese economic
activity.

In the face of these recent developments,
bonds issued by Chinese property firms have
widened significantly.

Bond yields jump

Offshore bonds issued by Chinese property
developers in local currency have widened by
a wider margin than the rest of the offshore
RMB market in the last six months. The extra
yield required by investors to hold bonds
issued by Time Property, China SCE and
Evergrande Real Estate Group have reached

Markit Group Limited | Registered in England and Wales | Company no. 4185146

new recent highs since the start of October.
Bonds investors are now requiring 6.5% or
more extra yield over the rest of the RMB
universe, which reflects concern about
China’s property market.

Chinese property developers yield spread over Hang
Seng Markit iBoxx Offshore RMB China Bond Index

Spread (%)

—— Times Ppty Hidgs Ltd 10.375 07/16/17
—— Chins SCE Ppty Hidgs Ltd 10.501/14/16
—— Evergrande Resl Estste Group Ltd9.2501/1916

Source: Markit

The rest of the RMB offshore market, as
measured by the Hang Seng Markit iBoxx
Offshore RMB China Bond Index, has also
widened, but the index still yields less than
5% compared to over 11.5% for the

previously mentioned property developers.

iBoxxt Hang Seng Markit iBoxx Offshore RMB China
Bond Index
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http://in.reuters.com/article/2015/03/11/us-china-economy-property-idINKBN0M70CQ20150311
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Kaisa rebounds

Bonds in property developer Kaisa Group,
which was on the cusp of defaulting on its
debts a few weeks ago, have risen since the
company announced a bond restructuring.
Kaisa’'s dollar denominated bonds due
October 2015 fell below 40 cents on the dollar
as the company failed to make a $26m
interest payment. The firm has since caught
up on its late payment within the 30 day grace
period, and the company has kicked off

restructuring talks.
Kaisa Group Hldgs 8% Dec 2015
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Kaisa bonds have since rebounded sharply
and the 2015 issue is now trading at 69 cents
on the dollar.
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