
In focus

At a glance
We review the performance of the Chinese fixed income 
market during the pandemic and argue that Chinese 
government and corporate bonds could play a more 
important role in investors’ portfolios by providing a 
potential source of returns while offering diversification 
benefits.

 Ȃ China fixed income performed well during COVID-19: 
China’s onshore government bond market delivered 
positive returns, in both the renminbi and in unhedged 
USD, during the pandemic period, providing investors 
with the risk hedging benefits of a defensive asset. 

In credit, both onshore and offshore China corporate 
bonds delivered stronger performance than global credit 
markets.

 Ȃ Return opportunities: Chinese government bond 
currently offer wide spreads versus US Treasuries on an 
historic basis. They have delivered a strong performance 
track record in absolute and risk-adjusted terms. Chinese 
corporate bonds are also attractively priced versus global 
corporates. 

 Ȃ Diversification potential: Chinese bonds have delivered 
favourable risk-return characteristics and low correlations 
to other bond markets while the renminbi (RMB) has 
been relatively stable. Diversification benefits for global 
investors could be significant.

 Ȃ Schroders experience: A dedicated team with significant 
experience in investing in Chinese bonds, offers a suite of 
investment solutions to take advantage of both onshore 
and offshore China fixed income opportunities.
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“We believe China’s bonds could serve an important role 
for global investors due to their attractive valuation, positive 
fundamentals, supportive technicals, and favourable risk 
reward characteristics.” – David Cheng, Investment Director, 
Asia Fixed Income David Cheng

Investment Director, 
Asia Fixed Income
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Strong performance of onshore Chinese bonds 
during Covid-19
As global economies recover from the pandemic, we review the 
performance of both the Chinese onshore bond market and the 
Chinese offshore USD credit market during the peak of the crisis 
seeking to gain insight from this episode and to help investors 
think about the role of Chinese bonds in their multi-asset 
portfolios. Our findings appear encouraging.

First, let us look at how the global sovereign bond markets 
performed in February and March 2020 during the peak of 
market stress in both local currencies and unhedged in USD:

Chart 1: Global sovereign bond index total returns in February 
and March 2020

Source: As at 30 September 2020. Bloomberg Barclays treasury indices, JP Morgan 
GBI-EM. Refer to the Bloomberg disclaimer’ For illustrative purposes only and does not 
constitute to any recommendations to invest in the above-mentioned.



 Ȃ The lower-rated and more economically sensitive segments 
of the market, such as high yield and EM corporates, were 
most vulnerable during the downturns, delivering double digit 
negative returns.

As we can see in both the sovereign and corporate bond markets, 
China has delivered stronger performance than most global bond 
market sectors. 

So where is China’s fixed income valuation now and can we 
expect China bonds to provide diversification benefits and deliver 
outperformance over the next market cycle?

China’s bond valuations remain attractive
In terms of China’s onshore bond valuations, yields are now 
trading at their most compelling levels relative to global developed 
market sovereigns. The following charts show that China 
government bonds at around 3% yields are at their widest spread 
levels versus global treasuries in 10 years:

A few observations emerge from the returns experienced during 
this risk-off period:

 Ȃ The US Treasury market was the best performing sovereign 
bond market, as the initial rates were higher than other 
developed bond markets and the USD benefited from the 
flight to safety and the aggressive US Federal Reserve (Fed) 
easing policy.

 Ȃ China was the only other major country that delivered positive 
returns in both local currency and unhedged USD, as yields fell 
and the RMB only modestly depreciated.

 Ȃ Other developed market countries failed to provide risk-
mitigating benefits. While UK gilts rallied, gains were more 
than offset by the sharp depreciation in sterling. German and 
Japanese rates were already negative before the crisis and their 
government bonds delivered losses during this period.

 Ȃ Emerging markets outside China struggled, with negative 
performance resulting from both rising rates and the 
depreciation of EM currencies.

Turning our attention to the credit sector, we are again seeing the 
resilience of Chinese corporate bonds versus global bonds. We 
analysed both the onshore corporate bond sector, as represented 
by the Bloomberg Barclays China Corporate Bond Index, and the 
offshore Chinese credit market, as represented by the JP Morgan 
Asia Credit China Index:
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Chart 2: Global corporate bond index total returns in February 
and March 2020

Chart 3: Nominal yields of global sovereign 10-year bonds

Chart 4: Spread between China and global 10-year  
treasury yields

Source: As at 30 September 2020. Bloomberg Barclays indices, JP Morgan JACI and 
CEMBI. Refer to the Bloomberg disclaimer. For illustrative purposes only and does not 
constitute to any recommendations to invest in the above-mentioned.

Source: Bloomberg, as at 30 September 2020. Refer to the Bloomberg disclaimer. For 
illustrative purposes only and does not constitute to any recommendations to invest in 
the above-mentioned.

Similar to the analysis of China government bonds, we see a 
favourable return profile for Chinese credit:

 Ȃ Since the start of 2020, China’s corporate bond market has 
delivered stronger relative returns than global markets. In fact, 
onshore corporates generated positive returns as spreads did 
not experience the widening pressure and the volatility in the 
overseas markets

 Ȃ Offshore USD China credit also performed better than global 
credit since the start of the year. Higher carry, lower spread 
duration and limited exposures to the oil and gas and the 
pandemic sensitive sectors (hospitality, airlines, consumer 
cyclicals, etc.) helped cushion drawdowns.
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For asset allocators, real yields are the key factor in consideration 
to assess real returns after inflation. As shown below, China is 
currently the only major market that offers positive real yields.
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Chart 5: Real yields of global sovereign 10-year bonds

Chart 7: Yields of global high yield corporate bonds

Source: Bloomberg, JP Morgan Dataquery, as at 30 September 2020. Refer to the 
Bloomberg disclaimer. For illustrative purposes only and does not constitute to any 
recommendations to invest in the above-mentioned.

Source: Bloomberg, JP Morgan Dataquery, as at 30 September 2020. Refer to the 
Bloomberg disclaimer. For illustrative purposes only and does not constitute to any 
recommendations to invest in the above-mentioned.

The Chinese corporate bond market is less sensitive to 
the pandemic shock
Not only do China corporate bonds offer higher yields than US 
credits, but they have also delivered relatively steady performance 
over the past five years, as seen in the stability of returns for both 
the onshore and offshore China IG bonds in the first quarter of 
2020 in Chart 6. 

One reason was the PBOC’s swift actions to provide liquidity to 
companies in alleviating funding stress onshore. Another reason 
was that Chinese corporate bonds are held by many ‘hold-to-
maturity investors’ (banks for onshore bonds, private banking 
clients and fixed-maturity funds for offshore bonds) that resulted 
in lower levels of panic selling during the crisis.

Furthermore, the composition of the Chinese corporate bond 
market is also less sensitive to the pandemic shock – it has more 
domestic-driven sector exposures, a larger concentration of state-
owned enterprises backed by the support of the government and 
a property sector that has seen favourable fundamental demand. 
While China’s bond default rates have risen last year, along with 
those of global credit markets, they have been more concentrated 
in select industrial issuers and overall defaults remain lower than 
those in the US and Europe. Additionally, the “fallen angel” risks in 
China corporates are relatively small. JP Morgan research estimated 
that only 0.3% of investment grade China corporate bonds have a 
medium to high risk of being downgraded to high yield.

The role of Chinese bonds in investors’ portfolios
As seen in the above, Chinese bonds have delivered superior 
returns relative to global bonds during the recent market turmoil 
and we believe that they continue to offer attractive valuations. 

When we extend our analysis to a longer time horizon, we 
also see that Chinese onshore bonds have historically offered 
attractive return and risk characteristics. Charts 8, 9, and 10 
below demonstrate the historical returns, volatility, and returns to 
volatility ratios. 

From the return side, Chinese treasuries have delivered similar 
returns to US treasuries and German bunds over the past 
year as well as over the last 10 years, and have outpaced the 
returns of emerging market sovereigns. Despite its emerging 
market designation, Chinese treasuries have really behaved 
more like developed market bonds with high-quality defensive 
characteristic.

Source: Bloomberg, as at 31 August 2020. Real yield based on headline CPI figures. 
Refer to the Bloomberg disclaimer. For illustrative purposes only and does not 
constitute to any recommendations to invest in the above-mentioned.

The key reason Chinese bond valuations are more attractive is 
due to the strength of its economic recovery. After implementing 
very aggressive lockdown policies early on, China is emerging 
from the pandemic successfully. It is expected to be the only major 
economy to generate positive GDP growth in 2020. This solid 
economic rebound has led the People’s Bank of China (PBOC) 
to be more targeted in its policy response by promoting growth 
and providing stability for medium and small enterprises, while 
other global central banks continue to engage in unconventional 
monetary policies and negative interest rates. Despite China’s 
positive economic outlook, subdued inflationary pressures and 
weak global growth suggest that a change to a hawkish stance 
by the PBOC is unlikely anytime soon. We expect the PBOC to 
remain accommodative and ready to act to counter any potential 
economic shocks, leading to a stable to positive outlook for the 
fixed income market.

For corporate bonds, we also see value in Chinese credit. The 
following chart shows the onshore and offshore Chinese credit 
yields versus US corporate yields:

Chart 6: Yields of global investment grade corporate bonds
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From a risk reward perspective, this characteristic of higher 
returns and lower volatility results in China’s treasuries standing 
out as a market with attractive returns to volatility ratios both in 
the short-term (1 year) and over the long-term (10 years):

If we look at the quality of the returns, we also noticed that the 
performance delivered by Chinese bonds in unhedged USD terms 
has been less volatile over the last ten-year period, as both the 
interest rate and currency volatilities have been lower than other 
non-USD global bond markets:
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Chart 8: Global sovereign bond annualised returns unhedged 
in USD: October 2010 to September 2020

Chart 10: Global sovereign bond annualised return to volatility 
ratios: October 2010 to September 2020

Chart 11: Correlation of Chinese government bonds to global 
government bonds and equities

Chart 9: Global sovereign bond annualised volatilities 
unhedged in USD: October 2010 to September 2020 

Source: Bloomberg Barclays Global Treasury Indices, JP Morgan GBI-EM, as at 30 
September 2020. Refer to the Bloomberg disclaimer. For illustrative purposes only and 
does not constitute to any recommendations to invest in the above-mentioned.

Source: Schroders, Bloomberg Barclays Global Treasury Indices, JP Morgan GBI-EM, 
as at 30 September 2020. Refer to the Bloomberg disclaimer. For illustrative purposes 
only and does not constitute to any recommendations to invest in the above-
mentioned.

Source: Bloomberg, based on 10 year weekly index returns data unhedged in USD 
from October 2010 to September 2020. Refer to the Bloomberg disclaimer. For 
illustrative purposes only and does not constitute to any recommendations to invest in 
the above-mentioned.

Source: Bloomberg Barclays Global Treasury Indices, JP Morgan GBI-EM, as at 30 
September 2020. Refer to the Bloomberg disclaimer. For illustrative purposes only and 
does not constitute to any recommendations to invest in the above-mentioned.

Both Chinese treasuries and corporate bonds have low 
correlations to their global counterparts
From a diversification perspective, Chinese treasuries have also 
demonstrated low correlations to other global sovereign bond 
markets as well as equity markets:
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In corporate bonds, China onshore corporates also exhibit low 
correlations to global bond sectors and equities, as both onshore 
yields and the renminbi act as diversifiers. For offshore USD 
Chinese corporate bonds, the correlation benefits are mitigated 
but remain less than 50% versus equities and US corporate bond 
markets over the last ten years.

 Ȃ In credit, the various government policies have mitigated the 
impact of the pandemic, providing more sources of funding 
for private companies. The sector composition of the Chinese 
corporate market is also more resilient with limited exposures 
to oil and gas and hospitality sectors, and larger weights 
to state-owned, financials, and real estate. We expect the 
combination of policy support, steady economic growth, and 
more favourable market structure to lead to lower corporate 
default rates than those of other global companies.

 Ȃ Technically, the mainly domestically held bond market also 
differentiates China’s market structure from most other 
emerging markets that are more vulnerable to the volatility 
of global capital flows and external funding pressure. The 
continued bond index inclusion (FTSE just announced its 
decision to include China in its World Government Bond Index, 
starting in October 2021) and the further internationalisation 
of the renminbi (the weight of RMB is expected to increase in 
the SDR review this year) would be another positive tailwind 
for currency inflows in the coming years. In fact, YTD flows into 
China’s onshore fixed income market have already exceeded 
the total annual flows seen in any previous year in its history, 
highlighting the strength of global investor demand. In the 
offshore credit space, demand from European investors 
and Asian fixed-maturity products has also been steady, as the 
higher yield and lower duration profile of the asset class 
remains attractive.

 Ȃ In terms of diversification benefits, we expect onshore Chinese 
bonds to remain a unique asset class exhibiting low correlation 
to global markets. We believe there is a fundamental reason 
for this. The Chinese economy is transitioning from an export-
led model to a more domestic consumer driven market. Both 
the trade tensions with the US and the increasing wealth of the 
Chinese middle class have accelerated this transformation. The 
new policy focus of “dual circulation” by President Xi is another 
catalyst for this dynamic. This domestic focus and “decoupling” 
from the US would suggest that China’s economic and 
monetary policy cycles may not necessarily be synchronized 
with other parts of the world, leading to lower correlations 
of Chinese asset valuation with other markets. The fact that 
we are seeing PBOC take a more measured approach in its 
monetary policy than most developed markets is an example of 
this. Another potential source of diversification benefits could 
come from the renminbi. Over time, as the RMB gets accepted 
more widely in international trades and settlement, its role as 
a reserve currency will grow, potentially serving as a defensive 
asset in times of financial stress.

Investing with Schroders in China fixed income

1. Our history and capabilities
Schroders was one of the earliest investors in China fixed income 
with more than 20 years of investment experience. In 1998 we 
began investing in the offshore USD China credit market in 
our Pan-Asian Bond Strategy. As China gradually opened up its 
capital markets, we launched the CNH-denominated offshore 
RMB Bond Strategy in 2010 followed by the CNY-denominated 
Schroders Onshore China Fixed Income Strategy in 2014. More 
recently, in 2019, we launched our All China Credit Income 
Strategy with the flexibility to invest across both onshore and 
offshore Chinese credits.
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Chart 12: Correlations of Chinese onshore and offshore 
corporate bonds to global bonds and equities

Source: Bloomberg, based on 10 year weekly index returns data unhedged in USD from 
Oct 2010 to Sep 2020. Refer to the Bloomberg disclaimer. For illustrative purposes only 
and does not constitute to any recommendations to invest in the above-mentioned.

Investment outlook 
On a forward looking basis, our China Fixed Income team remain 
positive on the China fixed income market, for a number of 
reasons:

 Ȃ First from a valuation perspective, China is now the only 
major sovereign bond market with relatively high yields and 
still appears to have the potential for price appreciation. The 
fact that the Japanese and the German bond markets failed 
to provide downside protection in the first quarter of 2020 
suggests that, as rates approach zero in the US and the UK, 
the role of these bond markets as defensive assets in the next 
downturn may be limited. This makes China’s government 
bonds a compelling alternative as a high-quality defensive asset 
for many investors. 

 Ȃ On the credit side, Chinese corporates also provide wider 
spreads and yields and lower duration risks than other 
global credit markets. In today’s historic low interest rate 
environment, this additional income and carry benefit could 
prove to be even more valuable for investors.

 Ȃ From a fundamental perspective, China is likely to be the only 
major economy to generate positive GDP growth in 2020 as 
it successfully rebounds from the pandemic slump. Inflation 
remains subdued as global demand has stayed weak. This 
favourable dynamic of positive growth with low inflation has 
provided the PBOC with more flexibility in its monetary policy, 
allowing it to more effectively support smaller businesses while 
cautiously managing the risk of leverage and speculation in the 
broader macro economy. 
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Summary
In this paper we illustrate how Chinese bonds, both onshore 
and offshore, could add value to an investor’s portfolio 
by improving returns and increasing diversification. We 
believe China’s bonds could serve an important role for 
global investors due to their attractive valuation, positive 
fundamentals, supportive technicals, and favourable risk 
reward characteristics.

For investors considering Chinese fixed income in their 
asset allocation, we would advocate a dedicated, standalone 
allocation to China bonds as a key component in their fixed 
income portfolio. We also believe an investment strategy 
that encompasses both the onshore renminbi bonds and 
the offshore USD Chinese credits could offer benefits. Well-
resourced managers with strong macro and credit capabilities 

should be able to uncover market inefficiencies and take 
advantage of relative value opportunities in this large and 
growing market. With global developed sovereign yields near 
zero, China’s bond market could be the defensive asset class 
that provides both the return potential and the downside 
protection that investors are searching for.

As China is a key strategic initiative at Schroders, we have 
committed significant investments and resources to China’s fixed 
income market. We have built a deep bench of portfolio managers 
and research analysts with experts across rates, currencies, and 
credits. Our established investment presence in Shanghai provides 
on-the-ground insight on both China macro and corporate credits, 
while our international footprint offers an integrated view of the 
global macro factors that could affect the Chinese economy and 
capital markets. Our long and successful track record throughout 
various credit cycles and crisis markets also demonstrate our 
strong capabilities in China.

2. Our product offerings
We offer two key Luxemburg-based products for clients who wish 
to access the Chinese fixed income market: 

The China Local Currency Bond Strategy offers investors exposure 
to high-quality onshore China duration (mainly sovereign & quasi-
sovereigns) with an emphasis of downside protection. 

The All China Credit Income Strategy is an unconstrained credit-
oriented strategy that aims to capture attractive yields from both 
the China offshore and onshore bond markets while focusing on 
downside risk management. 

The following table provides some key statistics of the  
two strategies:

China Local 
Currency Bond 
Strategy

All China Credit 
Income Strategy

Primary 
investments

Onshore CNY 
treasury and 
quasi- sovereigns

Onshore CNY 
and offshore USD 
corporate credits

Benchmark Markit iBoxx ALBI 
China Onshore 
Index

None

Yield 3.5% 4.4%

Duration 6.4 years 3.8 years

Avg Rating A+ BBB-

Source: Schroders, as at 30 September 2020. For illustrative purposes only and does 
not constitute to any recommendations to invest in the above-mentioned. Past 
performance is not a guide to future performance and may not be repeated.



Important Information
This is prepared by Schroders for information and general 
circulation only and the opinions expressed are subject to change 
without notice. It does not constitute an offer or solicitation to 
deal in units of any Schroders fund (the “Fund”) and does not have 
regard to the specific investment objectives, financial situation or 
the particular needs of any specific person who may receive this. 
Investors may wish to seek advice from a financial adviser before 
purchasing units of any Fund. In the event that the investor chooses 
not to seek advice from a financial adviser, he/she should consider 
whether the Fund in question is suitable for him. Past performance 
of the Fund or the manager, and any economic and market trends 
or forecast, are not necessarily indicative of the future or likely 
performance of the Fund or the manager. The value of units in 
the Fund, and the income accruing to the units, if any, from the 
Fund, may fall as well as rise. Investors should read the prospectus, 
available from Schroder Investment Management (Singapore) Ltd 
or its distributors, before deciding to subscribe for or purchase 
units in any Fund. Funds may carry a sales charge of up to 5%. Past 
performance is not a reliable indicator of future results, prices 
of shares and the income from them may fall as well as rise and 
investors may not get the amount originally invested. 

Schroder Investment Management (Singapore) Ltd 
138 Market Street #23-01 CapitaGreen Singapore 048946. 
Telephone: 1800 534 4288  Fax: +65 6536 6626. Registration No.: 
199201080H

Third Party Data Disclaimer: Third party data is owned or 
licensed by the data provider and may not be reproduced or 
extracted and used for any other purpose without the data 
provider’s consent. Third party data is provided without any 
warranties of any kind. The data provider and issuer of the 
document shall have no liability in connection with the third 
party data. The Prospectus and/or www.schroders.com contains 
additional disclaimers which apply to the third party data.

Any security(s) mentioned above is for illustrative purpose only, 
not a recommendation to invest or divest.

This material is intended to be for information purposes only and 
it is not intended as promotional material in any respect. The 
views and opinions contained herein are those of the author(s), 
and do not necessarily represent views expressed or reflected in 
other Schroders communications, strategies or funds. The 
material is not intended to provide, and should not be relied on 
for investment advice or recommendation.  Opinions stated are 
matters of judgment, which may change. Information herein is 
believed to be reliable, but Schroder Investment Management 
(Hong Kong) Limited does not warrant its completeness or 
accuracy.

Investment involves risks. Past performance and any forecasts are 
not necessarily a guide to future or likely performance. You should 
remember that the value of investments can go down as well as 
up and is not guaranteed. Exchange rate changes may cause the 
value of the overseas investments to rise or fall. For risks 
associated with investment in securities in emerging and less 
developed markets, please refer to the relevant offering 
document.

The information contained in this material is provided for 
information purpose only and does not constitute any solicitation 
and offering of investment products. Potential investors should be 
aware that such investments involve market risk and should be 
regarded as long-term investments.

Derivatives carry a high degree of risk and should only be 
considered by sophisticated investors.

This material, including the website, is issued by Schroder 
Investment Management (Hong Kong) Limited and has not been 
reviewed by the SFC.

Schroder Investment Management (Hong Kong) Limited 
Level 33, Two Pacific Place, 88 Queensway, Hong Kong 
www.schroders.com.hk

The information contained herein: (1) is proprietary to Bloomberg 
and/or its content providers; (2) may not be copied or distributed; 
(3) may not be accurate, complete or timely; and (4) has not been
checked or verified by Schroders in any way. None of Bloomberg,
its content providers or Schroders shall be responsible for any
damages or losses arising from any use of the information in
any way.

Risk considerations
The capital is not guaranteed.

In order to access restricted markets, the fund may invest in structured 
products. Should the counterparty default, the value of these 
structured products may be nil.

Non-investment grade securities will generally pay higher yields than 
more highly rated securities but will be subject to greater market, 
credit and default risk. 

A security issuer may not be able to meet its obligations to make 
timely payments of interest and principal. This will affect the credit 
rating of those securities. 

Investments in money market instruments and deposits with financial 
institutions may be subject to price fluctuation or default by the issuer. 
Some of the amounts deposited may not be returned to the fund.

Currency derivative instruments are subject to the default risk of the 
counterparty. The unrealised gain and some of the desired market 
exposure may be lost.

Investments denominated in a currency other than that of the share-
class may not be hedged. The market movements between those 
currencies will impact the share-class.

Investment in bonds and other debt instruments including related 
derivatives is subject to interest rate risk. The value of the fund may go 
down if interest rate rise and vice versa. 

Emerging markets will generally be subject to greater political, legal, 
counterparty and operational risk. 

Emerging equity markets may be more volatile than equity markets of 
well established economies. Investments into foreign currencies entail 
exchange risks. 

The fund may hold indirect short exposure in anticipation of a decline 
of prices of these exposures or increase of interest rate. 

The fund may be leveraged, which may increase its volatility. The fund 
enters into financial derivative transactions. If the counterparty were 
to default, the unrealised profit on the transaction and the market 
exposure may be lost.

Changes in China’s political, legal, economic or tax policies could cause 
losses or higher costs for the fund.
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