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Bond Yields Dive Before Rebound and Trading Volume Saw

Continuous Growth
-- Analysis Report on the Bond Market for the first half of 2020

Highlights

 Bond yields rose after fell and trading volume kept rising

 Bond issuance increased remarkably and outstanding amount continued

growing

In the first half of 2020, economic data of western countries fell sharply due to the

impact of the COVID-19 pandemic. US GDP declined by 5.0% for the first quarter,

the non-agriculture employment decreased by about 130 million people, the

unemployment rate spiked, and the Federal Reserve launched 'QE Infinity'. GDP in

the euro zone dropped by 3.0% in the first quarter 2020, CPI growth went down, and

the European Central Bank maintained the zero-interest-rate policy and engaged

expanded asset purchase program. In respect of the Chinese macro economy, GDP fell

in the first quarter but picked up in the second. CPI growth went down, while PPI

rebounded slightly. The PMI stabilized after a deep fall, and foreign trade fell. The

PBOC announced three cuts of RRR, liquidity remained sufficient in the inter-bank

market, funding rate went down largely, bond yields dropped for all maturities, and

the ChinaBond New Composite Index rose slightly compared with the beginning of

the year. Trading volume in the bond market kept rising, issuance grew remarkably,

and the total outstanding amount steadily increased.
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I. Macro Economy

i. COVID-19 pandemic caused substantial economic shock in the US and euro

zone

In the first half of 2020, US GDP decreased by 5.0% quarter on quarter in the first

quarter, and market anticipated it will drop by another 5.0% in the second quarter. The

non-agriculture employment in the US has dived significantly, a reduction of 0.70

million and 20.5 million in March and in April recorded respectively, while a total

increase of 7.3 million was shown in May and June. The unemployment rate rose

largely, peaking at 14.7% in April, and went down to 11.1% in June. The CPI

year-on-year growth kept falling, it sunk from 2.5% in January to 0.1% in May. The

Fed announced two “emergency” cuts in March, reducing Fed funds target rate by

150BP to 0%-0.25%, and started asset purchasing program with no limit. In respect of

fiscal policy, US has introduced an economic stimulus bill with a total amount of 2

trillion USD, aimed to stabilize economy.

In the euro zone, GDP decreased by 3.0% year on year in the first quarter, and market

anticipated there will be a recession in the second quarter too. The harmonized CPI

kept sinking, dropping from 1.4% in January to 0.1% in May, and went up slightly to

0.3% in June. The manufacturing PMI and services PMI fell and rose, both reaching

the bottom of 33.4% and 12.0% in April. By the end of June, the manufacturing PMI

finalized at 47.4% and services PMI 48.3%. The ECB kept the three policy rates

unchanged and began to engage more LTROs.
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ii. Chinese economy reached the bottom and stabilized

1. CPI year-on-year growth slowed down.

The CPI rose by 2.5% year on year in June 2020. Specifically, the food price and the

non-food price rose by 11.1% and 0.3% respectively; the consumer goods price and

the service price increased by 3.5% and 0.7% respectively. From January to June, CPI

went up 3.8% compared to the same period last year, the year-on-year growth slowed

down, from 5.4% in January to 2.5% in June.

The CPI decreased by 0.1% month on month in June. Specifically, the food price rose

by 0.2%, and the non-food price dropped by 0.1%; the consumer goods price

remained unchanged, and the service price decreased by 0.1%.

Figure 1 CPI Changes (%)

Source: National Bureau of Statistics

2. PPI year-on-year growth reached bottom and rose again.

China’s PPI in June 2020 dropped by 3.0% year on year, and rose by 0.4% month on

month. In the first half of 2020, PPI decreased by 1.9% compared to the same period

last year, and PPI year-on-year growth reached bottom -3.7% in May and rose again

in June.
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Figure 2 PPI Changes (%)

Source: National Bureau of Statistics

3. China’s Manufacturing PMI stabilized after a deep fall

In June 2020, the PMI for China’s manufacturing sector was 50.9%, up 0.3 percentage

points from the previous month. In the first half of 2020, PMI fell deeply to 35.7% in

February due to the COVID-19 but rose back quickly and stabilized at above 50%

afterwards.

Figure 3 Manufacturing PMI (seasonally adjusted, %)

Source: National Bureau of Statistics
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4. Total amount of foreign trade declined year on year

China’s imports and exports totaled RMB 2,697.33 billion in June 2020, up 5.1% year

on year. Exports amounted to RMB 1,513.14 billion, up 4.3% year on year; and

imports amounted to RMB 1,184.19 billion, up 6.2% year on year. Trade surplus was

RMB 328.94 billion. In the first half of 2020, China’s imports and exports totaled

RMB 14.24 trillion, down 3.2% year on year. Exports amounted to RMB 7.71 trillion,

down 3% year on year; imports amounted to RMB 6.53 trillion, down 3.3% year on

year. Trade surplus was RMB 1.19 trillion.

Figure 4 Changes in Total Amount of Imports and Exports (%)

Source: General Administration of Customs

5. Overview of the loan market

(1) In the first half of 2020, RMB loans increased by RMB 12.09 trillion, and

RMB deposits rose by RMB 14.55 trillion. At the end of June, outstanding RMB

and foreign currency loans totaled RMB 171.32 trillion, up 13% year on year.

Outstanding RMB loans reached RMB 165.2 trillion, a year-on-year increase of

13.2%, same with the previous month, 0.2 percentage points higher than that a year

earlier. RMB loans increased by RMB 12.09 trillion, a growth of RMB 2.42 trillion
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compared with that of last June. RMB and foreign currency deposits amounted to

RMB 212.99 trillion, up 10.5% year on year. RMB deposits were RMB 207.48 trillion,

a year-on-year increase of 10.6%, 0.2 percentage points higher than that of the

previous month and 2.2 percentage points higher than that of last year. RMB deposits

increased by RMB 14.55 trillion, a growth of RMB 4.5 trillion more than that of last

June.

Figure 5 Differences between Deposits and Loans of Financial Institutions

Sources: PBC, Wind

(2) M2 and M1 increased by 11.1% and 6.5% respectively. At the end of June, M2

stood at RMB 213.49 trillion, up 11.1% year on year, a same growth rate as that of the

previous month but 2.6 percentage points higher than a year earlier. M1 was RMB

60.43 trillion, up 6.5% year on year, 0.3 percentage points lower than the growth rate

of the previous month and 2.1 percentage points higher than that a year earlier. M0

amounted to RMB7.95 trillion, up 9.5% year on year. A net amount of RMB 227

billion was injected into circulation in the first half of 2020.

6. Operation of monetary policy tools

In June, a net amount of RMB 560 billion was withdrawn back from the market. The
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People’s Bank of China (PBC) provided RMB 1.54 trillion through reverse repos and

another RMB 200 billion through medium-term lending facility (MLF), while reverse

repos of RMB 1.56 trillion and MLF of RMB 740 billion matured.

Table 1 Changes in Money Supply via Open Market Operations (in RMB100 million)

Date
Net

money
supply

Close
leg of
CBS

central
bank
bill
swap
(CBS)

Repo
Close
leg of
repo

Reverse
repo

Close leg
of

reverse
repo

Time
deposit

of
treasury
cash

Matured
time

deposit
of

treasury
cash

Money
input

through
MLF
and

TMLF

Matured
MLF
and

TMLF

July 2019 -4,528 0 0 0 0 5,100 10,700 1000 0 6,977 6,905

August 780 0 50 0 0 7,100 5,700 0 800 5,500 5,320

September -1,615 0 50 0 0 8,000 6,200 0 1,000 2,000 4,415

October -300 0 60 0 0 6,200 9,100 600 0 2,000 0

November 1,565 0 60 0 0 3,000 3,300 500 600 6,000 4,035

December 6,765 50 60 0 0 6,800 800 0 500 6,000 4,735

January 2020 2,630 60 60 0 0 11,800 12,000 0 0 5,405 2,575

February -3,800 75 50 0 0 28,000 33,800 0 0 2,000 0

March 1,700 60 50 0 0 700 0 0 0 1,000 0

April -3,813 60 50 0 0 0 700 0 0 1,561 4,674

May 5,700 50 50 0 0 6,700 0 0 0 1,000 2,000

June -5600 75 50 0 0 15400 15600 0 0 2000 7400

Note: Due to the adjustment of statistical criteria, net money supply has not included
the CBS since August 2019.
Sources: PBC, Wind

II. Operation of the Money Market

Money market rates went down in the first half of 2020. Specifically, overnight

(R001), 7-day (R007) and 14-day (R014) rate of inter-bank repo averaged 1.5241%,

2.0364% and 2.1785% respectively, decreased by 63BP, 61BP and 67BP compared

with the same period of last year. At the end of June, overnight, 7-day and 14 day rate

of inter-bank repo were 2.2994%, 3.0519% and 2.9490%，went down by 1BP, 2BP

and 14BP compared with the end of year 2019 respectively.
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Figure 6 Major Fund Market Rates from Jan. 2019 to Jun. 2020

Source: Wind

III. Price Trend and Characteristics of the Bond Market

i. ChinaBond New Composite Index rose and fell

In the first half of 2020, three cuts of RRR with other monetary policies by the central

bank led market interest rates to fall. These factors drove ChinaBond New Composite

Index (Net Price) to rise, reaching a peak of 103.3877 on April 29. Then with the

recovery of economy, ChinaBond New Composite Index quickly went down back to

101.0958 on June 30, down 0.50% from the beginning of the year.

Figure 7 China Bond New Composite Index

Source: CCDC
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ii. Bond yield curves declined

In the first half of 2020, the yields of government bonds fell. With a sufficient

liquidity at the beginning of the year, the ytm of 10-year Treasury bonds declined

steadily, touching the lowest point 2.4824% on April 8. Afterwards, due to the

recovery of economy, the ytm rebounded to 2.8230% at the end of June, down 31.35

BP from January. The ytm of the 3-month Treasury bonds has been oscillating

downward since the beginning of the year, and fell to the bottom of 0.8352% on April

29 then rose rapidly. The ytm at the end of June was 1.3855%, 44.85 BP lower than

the same period last year.

Figure 8 ChinaBond CGB YTM Curves

Source: CCDC
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Figure 9 Daily Treasury Yield Curve Rates

Source: CCDC

IV .The size of the bond market kept expanding

i. Transaction and Settlement in the Bond Market

China’s bond market recorded total cash bond, repo and bond lending transactions of

RMB 743.58 trillion in the first half of 2020, up 19.07% year on year. Specifically,

CCDC settled RMB 459.79 trillion, up 20.95% year on year, with RMB 79.69 trillion

in cash bond, RMB 377.12 trillion in repo and RMB 2.98 trillion in bond lending;

Shanghai Clearing House (SHCH) settled RMB 152.54 trillion, up 18.50% year on

year, with RMB 36.62 trillion in cash bond, RMB 115.92 trillion in repo and RMB

4.76 billion in bond lending; Shanghai and Shenzhen stock exchanges recorded total

transactions of RMB 131.25 trillion, a year-on-year up of 13.52%, with RMB 4.47

trillion in cash bond and RMB126.77 trillion in repo.

In the first half of 2020, the most active trading parties were city commercial banks,

securities firms, national commercial banks, rural commercial banks and

unincorporated products, contributing more than 90% of the total cash bond trading

3 Month 10 Year
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value. In terms of net trading amount, city commercial banks, national commercial

banks and securities firms were net sellers, while unincorporated products, overseas

institutions and rural commercial banks were the net buyers.

Table 2 Transaction and Settlement in the first half of 2020

Settlement value

(RMB100 million)
Number of settlements

Market total 7,435,791.34 3,812,996

Subtotal of CCDC 4,597,942.72 2,864,682

Cash Bond 796,917.17 1,844,374

Repo 3,771,236.89 1,009,882

Bond Lending 29,788.66 10,426

Subtotal of SHCH 1,525,395.12 948,314

Cash bond 366,154.91 396,860

Repo 1,159,192.61 551,425

Bond Lending 47.60 29

Subtotal of exchanges 1,312,453.50 --

Cash bond 44,721.32 --

Repo 1,267,732.18 --

Sources: CCDC, SHCH, Wind

ii. Bond Issuance

In the first half of 2020, more than 10,000 bonds valued at RMB 17,699.868 billion

were issued, up 33.55% year on year. Specifically, CCDC registered 1917 new issues,

with a total amount of RMB 10,040.368 billion, accounting for 56.72% of the total in

the market. SHCH registered 4975 new issues, with a total amount of RMB 5,291.403

billion, accounting for 29.90% of the market. Stock exchanges registered 3237 new

issues, with a total amount of RMB 2,368.097 billion, accounting for 13.38% of the

market.
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Table 3 Bond Issuance in the first half of 2020 (by custodian)

Issuance value

(RMB100 million)
Number of issues

Market total 176,998.68 10,129

Registered at CCDC 100,403.68 1,917

Registered at SHCH 52,914.03 4,975

Registered at CSDC 23,680.97 3,237

Sources: CCDC, SHCH, Wind

iii. structure of unmatured bonds

At the end of June, the outstanding bonds totaled RMB 96.25 trillion, up 17.41% year

on year. Bonds deposited at CCDC amounted to RMB 70.23 trillion, accounting for

72.97% of the whole market; those at SHCH reached RMB 13.77 trillion, accounting

for 14.30% of the market; those at CSDC stood at RMB 12.25 trillion, accounting for

12.73% of the market.

Table 4 Outstanding Bonds in June 2020 (by custodian)

Outstanding

(RMB100 million) Number of bonds

Market total 962,493.13 38,929

Registered at CCDC 702,325.44 11,169

Registered at SHCH 137,659.52 13,138

Registered at CSDC 122,508.18 14,622

Sources: CCDC, SHCH, Wind
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