
VIEWPOINT

At PIMCO, we think it’s only a matter of time before global fixed 
income investors own more Chinese assets, particularly given the 
prospect of benchmark inclusion into several major global indexes 
and greater accessibility for the onshore Chinese bond market. In 
the following interview, Kimberley Stafford, Tomoya Masanao, 
Robert Mead and Stephen Chang discuss why we see Chinese 
bonds as an increasingly important element in global investment 
portfolios and how we are assisting our clients globally to access 
this opportunity.

Q: Why are investors showing increasing interest in China’s onshore bond markets?
Kimberley Stafford: Valued at roughly $12 trillion (U.S.), China’s bond market is the 
world’s third-largest after the U.S. and Japan, representing over 10% of the global bond 
market. While offshore Chinese markets and onshore equity markets have long been 
accessible to global investors, lack of access has limited foreign investor ownership of the 
onshore bond market to a relatively low 3%-4%. But this is changing.
The onshore China bond markets, particularly the China interbank bond market (CIBM), 
are becoming increasingly accessible to global investors. We believe that the inclusion of 
onshore China bonds into emerging market (EM) and global bond indexes will increase 
strategic allocations. 

Last year, Bloomberg Barclays and Citigroup added China into a few bespoke indexes and 
new subindexes, acknowledging the progress that China has made toward making its bond 
market more accessible. However, most investors have been focusing on inclusion into 
three flagship indexes: JPMorgan Government Bond Index-Emerging Markets (GBI-EM) 
Global Diversified; Citi World Government Bond Index (WGBI); and Bloomberg Barclays 
Global Aggregate Index. We expect the inclusion of China in these major indexes over the 
next one to four years, driving around $250-$300 billion in passive flows alone into the 
onshore markets. 

China has long been an important element in PIMCO’s global macro analysis and long-
term opportunity set. As momentum has grown around index inclusion, we have been 
carefully assessing the risks and implications as we look to facilitate a broader range of our 
EM and global client portfolios to access this opportunity set.

Q: What avenues are available to global investors seeking access to China’s markets?

Stafford: CIBM Direct (launched in 2016) and Bond Connect (launched in 2017) are 
relatively new programs where foreign investors can purchase onshore China bonds 
without quota restrictions and repatriation limits. We continue to assess their relative 
efficiencies and risks (see table below), and anticipate that further refinements will be 
made by Bond Connect.
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As one of the earliest entrants among global asset managers, 
PIMCO has been investing in the onshore China bond market 
via the Qualified Foreign Institutional Investor (QFII) 
program since 2014 and CIBM Direct since 2017. From our 
experience, setting up a local account and appointing an 
onshore bond settlement agent can be an onerous process for 
many global investors. As a result, PIMCO is proactively 
working with clients and custodians to prepare as early as 
possible, before index inclusion. 

concentrated investment in research and development (R&D) 
and mass deployment of technology in the industrial, services 
and household sectors could also raise productivity. In this 
optimistic scenario, a strong revival in productivity and 
animal spirits could support real GDP growth of 6.5%−7.0%.

As the surprising events surrounding North Korea this year 
illustrate, a grand strategic bargain between China and the 
U.S. is possible on trade and geopolitics. With its long-term 
orientation, China’s leadership can make tactical 
accommodations, while the transaction-oriented Trump 
administration is focused on short-term election cycles.

In this bullish scenario, surging foreign portfolio investment 
and an increase in central bank allocations could strengthen 
the yuan and boost its role as a reserve currency.

Q: What key risks should investors be aware of? 

Mead: The bullish scenario notwithstanding, China faces 
several risks over the next few years.

The first is elevated debt levels. President Xi promoted 
“controlling debt risks” to the number-one priority this year. 
Since the global financial crisis in 2008, China’s non-financial 
debt has jumped 120 percentage points to 250% of GDP. 
Corporate debt increased to 130% of GDP, while various direct 
and contingent local government liabilities amounted to more 
than 50% of GDP. Shadow-banking excesses further 
compound China’s systemic vulnerability.  We are encouraged 
by the appointment of credible technocrats such as Vice 
Premier Liu He and the new People’s Bank of China (PBOC) 
Governor Yi Gang. However, the moral hazard of assuming 
no defaults in opaque and legally ambiguous local government 
financing vehicle (LGFV) bonds and the likely rise of 
corporate defaults into the next cyclical slowdown raise 
concerns.

Another risk is the potential for a downturn in property. 
Household debt at 53% of GDP in 2017 is not high in absolute 
terms, but its rise in combination with property reflation 
raises some red flags. In the past 10 years, household debt has 
jumped 700% from US$830 billion to $6.3 trillion as property 
prices increased by 300% in major cities. Measured against 
urban disposable income, household debt rose to 1.4x from 
0.6x. If this pace is sustained over the secular horizon, 
property reflation and household debt may reach alarming 
levels. We note, though, that current housing inventory is low 
and tight government policy has plenty of room for relaxation.

The third risk we identify is the intensifying China-U.S. 
rivalry. The potential for a major trade conflict between China 
and the U.S. has been a rude awakening for the market in 
2018. China and the U.S. represent competing economic 
models, conflicting geopolitical interests, and contrasting 
ideologies and political systems. The deepening of China-U.S. 
interdependence seen over the past 20 years may no longer be 

Current comparison of CIBM Direct and Bond Connect

Key features for 
global investors CIBM Direct Bond Connect

Account set up

Onshore set up required: 
Investors must open a local 
account and appoint an 
onshore bond settlement 
agent to carry out CIBM 
trading and settlement, 
and to file their registration 
with PBOC on behalf of the 
investor

Onshore set up not 
required:  Foreign 
investors can trade CIBM 
bonds on an offshore 
basis without needing to 
appoint an onshore bond 
settlement agent or open 
an onshore account

Trading platform
Over-the-counter trading 
with agent bank that 
trades on investors’ behalf

International trading 
platform (currently 
Tradeweb)

Settlement 
structure

Supports simultaneous 
DVP (deliver vs. payment) 
for government bond 
settlement

Supports simultaneous 
DVP for government bond 
settlement*

Beneficiary 
ownership

Investors are direct holders 
of the bonds

Hong Kong Exchanges and 
Clearing Limited and 
Central Moneymarkets 
Unit (CMU) act as 
nominee holder of the 
bonds

Procedures to 
support CNH (China 
offshore currency)-
focused 
infrastructure

Standardized procedures Bespoke procedures 

Source: PIMCO as of 24 August 2018. 

*As per China Central Depository & Clearing Co. circular 104 of 22 August 2018.

Q: What is PIMCO’s assessment of the macroeconomic 
climate in China?

Robert Mead: Having the most powerful leadership in 
decades creates the potential for many positive developments 
in China. Overall, strong leadership could further reinvigorate 
structural reforms in a decisive, top-down fashion. Coherent 
macro policies are already strengthening control of the 
financial system and helping to revitalize state-owned 
enterprises. The rapid rebalancing toward a consumer- and 
services-oriented economy over the past five years could 
accelerate further. Despite opposition from the U.S., 

https://blog.pimco.com/en/2018/06/chinas-property-market-bubble-or-balloon
https://blog.pimco.com/en/2018/07/us-trade-tariffs-impact-on-asian-technology-and-consumer-credit
https://blog.pimco.com/en/2018/07/us-trade-tariffs-impact-on-asian-technology-and-consumer-credit
https://global.pimco.com/en-gbl/insights/viewpoints/chinas-balancing-act-controlled-deleveraging-and-steady-growth-ahead
https://global.pimco.com/en-gbl/insights/viewpoints/chinas-balancing-act-controlled-deleveraging-and-steady-growth-ahead
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viable, but a stable strategic equilibrium has not yet emerged, 
and the risk of a strategic miscalculation is significant 
considering the volatile policies of the Trump administration. 

Q: How does PIMCO view valuations in the onshore 
Chinese bond market compared to developed markets?

Tomoya Masanao: The neutral policy rate – the rate needed 
to ensure trend growth and at-target inflation – is often used 
as a valuation anchor for global bonds. In 2014, PIMCO 
developed the concept of The New Neutral as a secular 
framework for interest rates. It foresees that post-crisis neutral 
policy rates will be much lower than their historical levels. In 
the case of the U.S., we estimated 0%-1% for real neutral rates, 
equivalent to 2%-3% nominal bond rates.

We continue to expect that low equilibrium policy rates will 
anchor global fixed income markets. Our forecast is for fairly 
range-bound global fixed income markets and what we see as 
generally balanced upside and downside risks to the forward 
yield curves.

This New Neutral framework can be relevant for China as a 
starting point for fundamental analysis. However, when we 
look at China’s bond markets, neutral rates may not be as 
applicable as they are to the U.S. and other developed markets. 
In general, neutral rates can be a powerful valuation anchor 
for bonds where a central bank is operating as an independent 
agent in a conventional policy regime with a policy rate as a 
key control variable. This may not be the case in China, given 
the PBOC’s institutional set-up and policy regime, an 
economic model based on financial repression and the secular 
unwinding of that model.

Investors, therefore, need to establish an alternative valuation 
framework for the Chinese markets, one which should be a 
hybrid approach with quantitative and qualitative assessment 
of China’s policy set.

Q: Where do the best opportunities for our investors lie?

Stephen Chang: As coherent reforms progress under new 
policymakers in China, one of the most interesting 
developments for global investors is the accelerated financial 
integration of the onshore yuan-denominated bond market. 

Issuance in both the onshore yuan and offshore dollar credit 
markets has been brisk. The investment universe has 
continued to expand, with new sectors, debut issuers and 
instruments across the capital structure. We expect debt 
issuance by Chinese entities both onshore and abroad to 
remain robust over the next few years.

We remain constructive on China’s consumer, technology, and 
services sectors in the new economy and plan to spend more 
time on the ground in China looking for credit investment 
opportunities over the next several years. 

However, we expect credit performance to diverge markedly 
among sectors due to varying industry dynamics and the 
policy mix. Liquidity may ebb and flow as China aims to 
deleverage the financial system while maintaining broad 
stability. Corporate fundamentals will likely degrade, defaults 
will likely increase, and implicit guarantees for local 
government financing vehicles and state-owned enterprises 
are likely to fade gradually. For these reasons, careful security 
selection is vital.

As a result, we believe it is essential to pair China macro 
analysis with rigorous bottom-up credit research. We 
continue to grow our Asia-Pacific investment team and are 
committed to investing further resources into this growing 
market with the aim of extracting more value for our clients 
around the world.

Current composition of the onshore China bond market

The market composition is approximately as follows: 20% government bonds, 
20% policy bank securities, 20% local government bonds and 40% credit 
securities (including corporate bonds).

The onshore China bond market comprises two markets: the China interbank 
bond market (CIBM) and the exchange bond market. CIBM represents over 95% 
of the market size and trading volume and hence is generally referred to as the 
de facto China bond market.

Unlike the China equity market, which is dominated by individual investors, the 
China bond market is primarily owned by domestic institutions, such as Chinese 
commercial banks, local fund managers and brokers, and insurance companies.

Previously, there were two channels for global investors to access the onshore 
China bond market: the Qualified Foreign Institutional Investor (QFII) and RMB 
Qualified Foreign Institutional Investor (RQFII). These long-standing capital 
control programs were subject to a fixed quota approved by PBOC, initially 
limited to the subscale exchange bond market, and only allowed to enter CIBM 
after 2013. CIBM Direct (launched in 2016) and Bond Connect (launched in 
2017) are newer programs where foreign investors are able to purchase 
onshore China bonds without quota restrictions and repatriation limits.

Two primary Chinese bond investment programs

CIBM Direct

CIBM Direct allows foreign institutional investors to access the CIBM through a 
direct registration process. 

Eligible participants currently include foreign central banks, sovereign wealth 
funds, commercial banks, insurance companies, securities companies, fund 
managers and other asset management companies as well as their investment 
products, pension funds or other institutional investors with a medium- and 
long-term investment horizon (including charity funds and endowment funds).

Bond Connect

Introduced in 2017, Bond Connect is a new bond market access program that 
enables foreign investors to access the interbank bond market through Hong 
Kong’s financial infrastructure institutions: the Hong Kong Exchanges and 
Clearing Limited and Central Moneymarkets Unit (CMU) of the Hong Kong 
Monetary Authority.

The key difference between Bond Connect and CIBM Direct is that the former 
allows foreign investors to trade CIBM bonds on an offshore basis (i.e., via an 
offshore trading platform – currently Tradeweb) without needing to appoint an 
onshore bond settlement agent or open an onshore account. As a result, CMU 
as nominee holder will open omnibus accounts with onshore bond depositaries, 
including China Central Depository & Clearing Co. (CCDC)  and Shanghai 
Clearing House, respectively, for and on behalf of all the foreign investors under 
Bond Connect.

https://blog.pimco.com/en/2018/04/chinas-growth-rebalancing-provides-opportunities-for-bond-investors
https://blog.pimco.com/en/2018/04/chinas-growth-rebalancing-provides-opportunities-for-bond-investors
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All investments contain risk and may lose value. Investing in the bond market is subject to risks, including market, interest 
rate, issuer, credit, inflation risk, and liquidity risk. The value of most bonds and bond strategies are impacted by changes in 
interest rates. Bonds and bond strategies with longer durations tend to be more sensitive and volatile than those with shorter 
durations; bond prices generally fall as interest rates rise, and the current low interest rate environment increases this risk. 
Current reductions in bond counterparty capacity may contribute to decreased market liquidity and increased price volatility. 
Bond investments may be worth more or less than the original cost when redeemed. Investing in foreign-denominated and/
or -domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks, which 
may be enhanced in emerging markets. It is not possible to invest directly in an unmanaged index.

There is no guarantee that these investment strategies will work under all market conditions or are suitable for all investors and 
each investor should evaluate their ability to invest long-term, especially during periods of downturn in the market. Investors 
should consult their investment professional prior to making an investment decision.

This material contains the opinions of the manager and such opinions are subject to change without notice. This material has 
been distributed for informational purposes only. Forecasts, estimates and certain information contained herein are based upon 
proprietary research and should not be considered as investment advice or a recommendation of any particular security, 
strategy or investment product. Information contained herein has been obtained from sources believed to be reliable, but  
not guaranteed. 

PIMCO provides services only to qualified institutions and investors. This is not an offer to any person in any jurisdiction where 
unlawful or unauthorized. | Pacific Investment Management Company LLC, 650 Newport Center Drive, Newport Beach, 
CA 92660 is regulated by the United States Securities and Exchange Commission. | PIMCO Europe Ltd (Company No. 
2604517) and PIMCO Europe Ltd - Italy (Company No. 07533910969) are authorised and regulated by the Financial Conduct 
Authority (25 The North Colonnade, Canary Wharf, London E14 5HS) in the UK. The Italy branch is additionally regulated by the 
Commissione Nazionale per le Società e la Borsa (CONSOB) in accordance with Article 27 of the Italian Consolidated Financial 
Act. PIMCO Europe Ltd services are available only to professional clients as defined in the Financial Conduct Authority’s 
Handbook and are not available to individual investors, who should not rely on this communication. | PIMCO Deutschland 
GmbH (Company No. 192083, Seidlstr. 24-24a, 80335 Munich, Germany), PIMCO Deutschland GmbH Italian Branch 
(Company No. 10005170963) and PIMCO Deutschland GmbH Swedish Branch (SCRO Reg. No. 516410-9190) are authorised 
and regulated by the German Federal Financial Supervisory Authority (BaFin) (Marie- Curie-Str. 24-28, 60439 Frankfurt am 
Main) in Germany in accordance with Section 32 of the German Banking Act (KWG). The Italian Branch and Swedish Branch are 
additionally supervised by the Commissione Nazionale per le Società e la Borsa (CONSOB) in accordance with Article 27 of the 
Italian Consolidated Financial Act and the Swedish Financial Supervisory Authority (Finansinspektionen) in accordance with 
Chapter 25 Sections 12-14 of the Swedish Securities Markets Act, respectively. The services provided by PIMCO Deutschland 
GmbH are available only to professional clients as defined in Section 67 para. 2 German Securities Trading Act (WpHG). They 
are not available to individual investors, who should not rely on this communication. | PIMCO (Schweiz) GmbH (registered in 
Switzerland, Company No. CH-020.4.038.582-2), Brandschenkestrasse 41, 8002 Zurich, Switzerland, Tel: + 41 44 512 49 10. 
The services provided by PIMCO (Schweiz) GmbH are not available to individual investors, who should not rely on this 
communication but contact their financial adviser. | PIMCO Asia Pte Ltd (8 Marina View, #30-01, Asia Square Tower 1, 
Singapore 018960, Registration No. 199804652K) is regulated by the Monetary Authority of Singapore as a holder of a capital 
markets services licence and an exempt financial adviser. The asset management services and investment products are not 
available to persons where provision of such services and products is unauthorised. | PIMCO Asia Limited (Suite 2201, 22nd 
Floor, Two International Finance Centre, No. 8 Finance Street, Central, Hong Kong) is licensed by the Securities and Futures 
Commission for Types 1, 4 and 9 regulated activities under the Securities and Futures Ordinance. The asset management 
services and investment products are not available to persons where provision of such services and products is unauthorised. | 
PIMCO Australia Pty Ltd ABN 54 084 280 508, AFSL 246862 (PIMCO Australia). This publication has been prepared without 
taking into account the objectives, financial situation or needs of investors. Before making an investment decision, investors 
should obtain professional advice and consider whether the information contained herein is appropriate having regard to their 
objectives, financial situation and needs. | PIMCO Japan Ltd (Toranomon Towers Office 18F, 4-1-28, Toranomon, Minato-ku, 
Tokyo, Japan 105-0001) Financial Instruments Business Registration Number is Director of Kanto Local Finance Bureau 
(Financial Instruments Firm) No. 382. PIMCO Japan Ltd is a member of Japan Investment Advisers Association and The 
Investment Trusts Association, Japan. Investment management products and services offered by PIMCO Japan Ltd are offered 
only to persons within its respective jurisdiction, and are not available to persons where provision of such products or services 
is unauthorized. Valuations of assets will fluctuate based upon prices of securities and values of derivative transactions in the 
portfolio, market conditions, interest rates and credit risk, among others. Investments in foreign currency denominated assets 
will be affected by foreign exchange rates. There is no guarantee that the principal amount of the investment will be preserved, 
or that a certain return will be realized; the investment could suffer a loss. All profits and losses incur to the investor. The 
amounts, maximum amounts and calculation methodologies of each type of fee and expense and their total amounts will vary 
depending on the investment strategy, the status of investment performance, period of management and outstanding balance 
of assets and thus such fees and expenses cannot be set forth herein.| PIMCO Canada Corp. (199 Bay Street, Suite 2050, 
Commerce Court Station, P.O. Box 363, Toronto, ON, M5L 1G2) services and products may only be available in certain provinces 
or territories of Canada and only through dealers authorized for that purpose. | PIMCO Latin America Edifício Internacional 
Rio Praia do Flamengo, 154 1o andar, Rio de Janeiro – RJ Brasil 22210-906. | No part of this material may be reproduced in 
any form, or referred to in any other publication, without express written permission. PIMCO is a trademark of Allianz Asset 
Management of America L.P. in the United States and throughout the world.  THE NEW NEUTRAL is a trademark of Pacific 
Investment Management Company LLC in the United States and throughout the world. ©2018, PIMCO.


