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China Fixed Income 
Five Things to Know About China’s Onshore Bond Market  

Summary 
China’s domestic bond market1 has grown rapidly over the past decade to become the second 
largest in the world, yet foreign investor holdings remain low. This looks set to change. We 
expect foreign investor allocations to China fixed income to become more aligned with China’s 
share of global growth given financial market liberalization and global bond index inclusion. We 
also see scope for raised official reserve allocations to the renminbi and in turn to Chinese 
bonds.  

From a diversification perspective, we think there is a compelling case for foreign investors to 
increase their allocation to China’s onshore bond market due to the low correlation between 
China government bonds and other sovereign bond markets. Chinese fixed income also 
exhibits low correlations with other Chinese assets such as equities. In addition, China 
government bonds provide attractive yields relative to macro fundamentals. 

China claims a major share of global growth and has… 

 
…the world’s second largest bond market and third largest government bond market 

 
Top Chart Source: IMF World Economic Outlook. Based on purchasing power parity. As of 2018. Bottom Chart Source: BIS Debt 
Securities Statistics. As of Q1 2019. 

 
1 Also referred to as the onshore renminbi (CNY)-denominated bond market.  

18.7%

16.3%

15.2%
7.7%4.1%

38.0%

Share of Global GDP

China

European Union

United States

India

Japan

Other

0
5

10
15
20
25
30
35
40
45

United States China Japan

USD trillion Total Debt Government Debt

We expect financial 
market liberalization 
and index inclusion to 
result in higher 
foreign investor 
ownership of China’s 
domestic bond 
market, the second 
largest in the world. 
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Speed Read 

1. China’s Onshore Bond Market is Too Big To Ignore 
China has a large and growing domestic bond market. The size of China’s domestic bond 
market has grown from $2 trillion in 2009 to over $13 trillion today2. Foreign ownership is 
mainly in government bonds which are the most liquid, considered to be “risk-free” and either 
included or being considered for global bond index inclusion.  

Foreign investor participation is low. China’s share of global growth amounts to over 18% 
and it has the world’s third largest government bond market, yet foreign investor ownership 
amounts to just 8%. This is low relative to foreign investor ownership of other sovereign bond 
markets. 

2. Policymakers are Committed to Financial Market Liberalization 
Policy measures have improved market access. Underinvestment in China is in part due to 
difficultly in gaining market access. However, in recent years, policy measures such as the 
launch of Bond Connect have helped foreign investors access China’s onshore bond market. 

Continued reforms will raise bond market depth and liquidity. Rising foreign investor 
registrations on Bond Connect is resulting in higher trading volumes in Chinese government 
bonds. Ongoing policymaker commitment to opening up the domestic bond market will 
encourage greater market depth and liquidity.   

3. Bond Index Inclusion is in Motion 
Financial market liberalization has led to global bond index inclusion. Chinese 
government bonds are currently included in the Bloomberg Barclays Global Aggregate Index 
and are on track to be included in the J.P. Morgan GBI-EM Global Diversified Index from 
February 2020. FTSE Russell is also considering the inclusion of China into its World 
Government Bond Index. 

Index inclusion will prompt foreign investor inflows. Inclusion in all three major global bond 
indexes could result in $250-300bn of inflows into Chinese government bonds. These 
estimates may be tempered by some investors opting for bond indices that exclude China; 
however, flows could also be significantly higher if we consider the potential for inflows from 
unconstrained and other funds. 

4. Official Reserve Holdings Have Ample Room to Rise 
Global currency reserves held in CNY have increased. A rise in global currency reserve 
allocations in renminbi since 2017 has coincided with a rise in foreign ownership of Chinese 
local government bonds. This suggests that a large proportion of renminbi currency reserves 
are held in these bonds. 

The renminbi share of total allocated reserves is still modest. China is the world’s largest 
trading nation, however, the renminbi’s share of total allocated currency reserves amounts to 
just 1.9%. This suggests that there is ample room for reserve allocations to the renminbi and in 
turn allocations to Chinese bonds to rise further.   

5. China Fixed Income Has Attractive Investment Characteristics 
China government bonds can provide diversification benefits. China government bonds 
have low correlations with other sovereign bond yields and with other Chinese assets such as 
equities; they can therefore serve as a diversifier in both global fixed income and multi-asset 
allocations. 

Sovereign yields in China are attractive relative to macro fundamentals. China 
government bond yields appear attractive relative to macro fundamentals such as a balanced 
current account and a relatively low government debt load.  

 

 

 
2 Source: BIS Debt Securities Statistics. As of Q1 2019. 
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1. China’s Onshore Bond Market is Too Big To Ignore 

A large and growing domestic bond market… 
China’s domestic debt market amounts to over $13 trillion, making it the second largest after 
the US, and greater than Japan which it surpassed in 2018. Government debt accounts for 
almost 40% of the market, with the remainder being bonds issued by financial and non-
financial corporates (Exhibit 1). 

Exhibit 1: The rise of China’s domestic bond market 

 
Source: BIS Debt Securities Statistics. As of Q1 2019. 

…but low foreign investor ownership 
Despite China’s share of global growth amounting to over 18% in 2018, foreign investor 
ownership of China government bonds amounts to just 8% (Exhibit 2). This is lower than 
foreign ownership of other sovereign bond markets. For example, in the US, foreign investor 
holdings of US Treasuries are more than two times its share of global growth.  

Foreign investor ownership is mainly in two types of government bonds: China government 
bonds (CGBs) and policy bank bonds (PFBs). These two types of government bonds are the 
most liquid and considered to be “risk-free”. In addition, these are the only types of bonds 
included or being considered for inclusion in global bond indices (see section 3.).  

Exhibit 2: China’s bond market appears under-owned relative to its economic standing 

  
Source: Left - IMF World Economic Outlook, based on purchasing power parity. As of 2018. Right – China data is as of 2018 
(ChinaBond), US data is as of June 2019 (Bloomberg) and Japan data is as of Q2 2019 (Bank of Japan). 
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Foreign ownership 
is centred on two 
main types of 
government 
bonds; China 
government bonds 
(CGBs) and Policy 
bonds (PFBs).  

China overtook 
Japan in 2018 to 
have the second 
largest domestic debt 
market after the US; 
yet foreign investor 
participation remains 
low. 
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2. Policymakers are Committed to Financial Market Liberalization 

Policy measures undertaken in recent years have improved market access… 
Underinvestment in China is in part due to difficulty gaining market access. However, China 
has been gradually liberalizing access to its financial markets. This includes progression from a 
quota-based system in 2013 to a registration-based system without quota limits in 2016 and 
the introduction of Bond Connect in July 2017.  

Bond Connect allows foreign investors to access China’s onshore bond market via an offshore 
trading platform. The number of foreign investors registered on Bond Connect surpassed 1000 
in June and trading volumes have registered a sharp rise this year (Exhibit 3). 

Exhibit 3: Bond Connect has improved foreign investor access to China’s bond market  

 
Source: Macrobond, Hong Kong Bond Connect Co. Ltd. As of September 2019. 

…and policymakers appear committed to further progress 
The pace of bond market liberalization in recent years has led to improved trading liquidity for 
Chinese bonds. Trading volumes for government bonds almost doubled during the first nine 
months of 2019 relative to the same time period in 2018 (Exhibit 4).  

Encouragingly, reform momentum is being maintained despite slowing economic growth and 
trade headwinds. In September, the State Administration of Foreign Exchange (SAFE) 
announced that it will lift the limit that applies to investment quotas for foreign investors. The 
impact on bond flows will likely be limited as many investors access the China bond market via 
channels such as Bond Connect that are not subject to quotas. Nonetheless, the policy action 
affirms China’s commitment to opening up its domestic financial market. 

Exhibit 4: Market access reforms have resulted in greater bond market liquidity   

 
Source: Macrobond, China Central Depository & Clearing Co., Ltd. (CCDC). As of September 2019. 
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China is liberalizing 
access to its financial 
markets which will 
encourage greater 
bond market depth 
and liquidity. 
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3. Bond Index Inclusion is in Motion 

Financial market liberalization has led to global bond index inclusion… 
Efforts to improve foreign investor access to the Chinese fixed income market have served as 
a positive development in China’s progress towards global bond index inclusion (Exhibit 5). 
Since April 2019, CGBs and PFBs have been included in the Bloomberg Barclays Global 
Aggregate Index. By November 2020, local currency bonds will represent around 6% of the 
index’s market value (based on data from January 31, 2018), making CNY-denominated bonds 
the fourth largest weight following the US dollar, euro and Japanese yen securities.  

From February 2020, CGBs will be included in the J.P. Morgan GBI-EM Global Diversified 
Index. FTSE Russell is also considering inclusion of China into its World Government Bond 
Index. Following its annual review process in September, FTSE noted that there have been 
“positive enhancements to the investment conditions for foreign investors in China” but added 
that index users would like to see further improvements including greater secondary market 
bond liquidity. Given China’s continued efforts to liberalize and develop its bond market, we 
think it is a matter of time before China is included in the FTSE Russell World Government 
Bond Index. 

…and in turn prompted inflows from benchmarked investors  
China’s inclusion in major global bond indices is an important milestone in the opening of the 
country’s capital markets and a pivotal step toward China becoming an important component of 
global fixed income portfolios. We anticipate significant inflows from both active and passive 
investors benchmarked to these indices, with estimates ranging from $250-300bn if China is 
included in all three major indices listed in Exhibit 5.  

These estimates may be tempered by some investors opting for bond indices that exclude 
China. However, they could also be significantly higher if we consider the potential inflows from 
unconstrained funds, foreign banks’ trading desks and other index flows etc.  

Over time, we expect bond index inclusion to result in higher foreign investor penetration in 
China’s fixed income market. This will promote market depth and enhance liquidity in 
secondary market bond trading, creating a virtuous cycle as this spurs greater foreign investor 
participation.  

Exhibit 5: Index inclusion will lead to significant inflows from benchmarked investors 

 Bond Index 

 Bloomberg Barclays 
Global Aggregate 

JPMorgan GBI-EM 
Global Diversified  

FTSE Russell World 
Government Bond  

Index inclusion date 01-Apr-19 28-Feb-20 To be confirmed  

Estimated AUM tracking Index (USD) 2 trillion 300 billion 2-2.5 trillion 

China index weigh on inclusion  6% 10% To be confirmed 
(estimated to be 5-6%) 

Implementation period (months) 20 10   12-24 

Total potential flows (USD bn) 100-120 30 120-150 

Eligible bonds CGBs and PFBs CGBs only CGBs only 

Source: Goldman Sachs Global Investment Research. 

 

 

 

 

 

Inclusion in major 
global bond indices is 
a pivotal step toward 
China becoming an 
important component 
of global portfolios. 
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4. Official Reserve Holdings Have Ample Room to Rise 

The share of global currency reserves held in CNY has increased…  
Global currency reserve manager3 allocations in renminbi as reported in IMF data have 
increased over the past couple of years (Exhibit 6, dark blue line). This has coincided with a 
rise in foreign ownership of Chinese local government bonds, suggesting a large proportion of 
renminbi currency reserves are held in these types of bonds.  

Exhibit 6: Global currency reserve allocation to CNY has increased since 2017 

 
Source: Macrobond, IMF Currency Composition of Official Foreign Exchange Reserves (COFER). As of Q2 2019. 

…but remains modest relative to China’s economic influences  
China is the world’s largest trading nation, accounting for almost 13% of total exports traded in 
2018 (Exhibit 7, left). However, the renminbi’s share of total allocated currency reserves 
remains modest, amounting to just 1.9% relative to 62% held in US dollars and 20% in the euro 
(Exhibit 7, right). This suggests that there is ample room for reserve allocations to renminbi to 
rise, particularly as central banks seek to diversify their currency holdings, which in turn creates 
room for foreign investor allocations to Chinese bonds to increase.  

Exhibit 7: China is the world’s largest trading nation but CNY reserve allocations remain 
modest 

  

Source: Left - World Bank Global Economic Monitor (based on goods exports, constant prices, USD, seasonally 
adjusted). As of 2018. Right - IMF Currency Composition of Official Foreign Exchange Reserves (COFER). As of Q2 
2019. 

 
3 Officials such as central banks and sovereign wealth funds.  
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Central bank and 
sovereign wealth 
fund reserves held in 
CNY and in turn 
holdings of China 
local government 
bonds have 
increased but remain 
modest. 
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5. Chinese Bonds Have Attractive Investment Characteristics  

Chinese bonds have low correlations with global yields and Chinese assets… 
The strategic case for global investors to raise their allocation to China bonds is centred on 
alignment with China’s growing share of global growth and trade, and its rising presence in 
global bond indices. The investment case is two-fold.  

First, Chinese bonds provide diversification benefits due to low correlations with both global 
yields (Exhibit 8) and other Chinese assets such as equities. Given these low correlations, 
adding China bonds to a portfolio of emerging market fixed income and US Treasuries could 
improve risk-adjusted return potential.  

Exhibit 8: Low correlation with other bonds can provide diversification benefits 

 
Source: Macrobond, GSAM. Based on one week yield changes over a 10-year rolling period. As of October 22, 2019. 

…and offer attractive yields relative to macro fundamentals  
Second, China government bond yields appear attractive relative to macro fundamentals such 
as a balanced current account and a relatively low government debt load. In fact, several 
economies of comparable credit quality, with higher government debt-to-GDP ratios, provide 
lower yields than China (Exhibit 9, shaded area).  

Exhibit 9: China yields appear attractive relative to macro fundamentals  

 
Source: Macrobond, GSAM. 10-Year Government Bond Yields as of October 23, 2019. Government Debt (% of GDP) is based on 
IMF Global Debt Database data as of 2018. 
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China government 
bonds can provide 
diversification 
benefits due to low 
correlations with 
global yields and 
other Chinese 
assets. 
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General Disclosures 
Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, 
or hold any security. Views and opinions are current as of the date of this presentation and may be subject to change, they should 
not be construed as investment advice. 
This material is provided at your request solely for your use.  
This material is provided at your request for informational purposes only. It is not an offer or solicitation to buy or sell any 
securities.  
This material contains information that discusses general market activity, industry or sector trends, or other broad-based 
economic, market or political conditions. It also pertains to past performance or is the basis for previously-made discretionary 
investment decisions. This information should not be construed as a current recommendation, research or investment advice. It 
should not be assumed that any investment decisions shown will prove to be profitable, or that any investment decisions made in 
the future will be profitable or will equal the performance of investments discussed herein. Any mention of an investment decision 
is intended only to illustrate our investment approach and/or strategy, and is not indicative of the performance of our strategy as a 
whole. Any such illustration is not necessarily representative of other investment decisions. 
This material has been prepared by GSAM and is not financial research nor a product of Goldman Sachs Global Investment 
Research. It was not prepared in compliance with applicable provisions of law designed to promote the independence of financial 
analysis and is not subject to a prohibition on trading following the distribution of financial research. The views and opinions 
expressed may differ from the views and opinions expressed by Goldman Sachs Global Investment Research or other 
departments or divisions of Goldman Sachs and its affiliates. Investors are urged to consult with their financial advisors before 
buying or selling any securities. This information should not be relied upon in making an investment decision. GSAM has no 
obligation to provide any updates or changes. 
Portfolio holdings and/or allocations shown above are as of the date indicated and may not be representative of future 
investments.  The holdings and/or allocations shown may not represent all of the portfolio's investments. Future investments may 
or may not be profitable. 
THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY 
PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR UNLAWFUL TO DO SO. 
Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control 
regulations in the countries of their citizenship, residence or domicile which might be relevant. 
This material is provided for informational purposes only and should not be construed as investment advice or an offer or 
solicitation to buy or sell securities. This material is not intended to be used as a general guide to investing, or as a source of any 
specific investment recommendations, and makes no implied or express recommendations concerning the manner in which any 
client's account should or would be handled, as appropriate investment strategies depend upon the client's investment objectives. 
Past performance does not guarantee future results, which may vary. The value of investments and the income derived 
from investments will fluctuate and can go down as well as up. A loss of principal may occur. 
Confidentiality 
No part of this material may, without GSAM’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any 
means, or (ii) distributed to any person that is not an employee, officer, director, or authorized agent of the recipient 
© 2019 Goldman Sachs. All rights reserved. Compliance Code : 183124-OTU-1071175. 
 

 


