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RMB internationalisation
At a glance

 The internationalisation of the RMB is probably 

this generation’s most important development in 

the International Monetary System.

 Continuing reform in China’s monetary, foreign 

exchange and financial systems will pave the way 

for the currency to take a more substantial share 

of global foreign exchange reserves – and indeed 

for Chinese assets to form a larger part of the 

portfolios of global investors more generally.

 In the 2017 Reserves Management Trends survey 

respondents expected that RMB would account for 

7.4% of global reserves by 2020, for 9% by 2025 

and that it would continue to increase beyond that.

 Central banks around the world are supporting the 

internationalisation of the RMB: to date, the PBoC 

has set up bilateral swap agreements with 33 

central banks, and RMB clearing arrangements in 

22 jurisdictions.

 At USD7.1 trillion as of end of 2016, China’s bond 

market is the third largest bond market in the 

world. Although foreign participation remains small 

to date, mainly because of access restrictions, it is 

one of the highest among emerging Asian 

markets. The sheer scale of the market is likely to 

mean that it will be an important part of the global 

investment landscape in the future.

 Given China’s growing ties with the rest of the 

world, we believe the question is not if, but when 

the authorities will usher in the next phase of 

liberalisation. For investors, the intervening period 

could be used constructively in developing their 

understanding of the onshore RMB bond market.

 In fact, ongoing efforts have induced global index 

providers such as Bloomberg-Barclays and Citi to 

include onshore RMB bonds into some of their 

new indices, and JPMorgan may include them in 

its GBI-EM diversified index in 2017.

 Whilst liquidity will play an essential role given the 

crucial need of most sovereign institutions to be 

able to move money in and out of an asset class 

with ease, adding exposure to RMB onshore 

government bonds would bring diversification and 

a potential boost in yields, as well as capturing the 

investment theme.

 Taking two examples, simulations show a 

significant improvement in risk-adjusted returns 

when adding Chinese government bonds to either 

a Citi WGBI portfolio or a Barclays Global 

Aggregate Index portfolio.
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Introduction
The rise of the renminbi

The RMB was introduced into the IMF’s Special 

Drawing Right (SDR) valuation basket on 1 October 

2016 as a fifth currency, along with the US dollar, the 

euro, Japanese yen and British pound. At the time 

Christine Lagarde, Managing Director of the IMF, 

commented that “The RMB’s inclusion reflects the 

progress made in reforming China’s monetary, foreign 

exchange, and financial systems, and acknowledges 

the advances made in liberalising and improving the 

infrastructure of its financial markets. The 

continuation and deepening of these efforts, with 

appropriate safeguards, will bring about a more 

robust international monetary and financial system, 

which in turn will support the growth and stability of 

China and the global economy”. 

Inclusion in the SDR basket reflects the IMF Board’s 

satisfaction that the RMB meets the criterion of being 

‘freely usable’. That is, it is widely used to make 

payments for international transactions, and is widely 

traded in the principal foreign exchange markets. The 

Managing Director’s comments are a testimony to the 

Chinese authorities’ success in promoting the 

international use of the RMB in a number of ways, 

including: promoting trade settlement in RMB; easing 

restrictions on cross-border remittances of RMB for 

settlement; permitting selected banks to offer offshore 

RMB deposit accounts; allowing the issuance of 

RMB-denominated bonds in Hong Kong and by 

foreign entities in the Mainland; actively setting up 

bilateral currency swap lines with many other central 

banks.

The internationalisation of the RMB is probably this 

generation’s most important development in the 

International Monetary System. As befits its global 

significance, it has been supported by the authorities, 

including the central banks, of a large number of 

countries bilaterally as well as via their membership of 

the IMF. To take just the example of the United 

Kingdom, London is a major off-shore RMB deposit 

centre, its foreign exchange market – the world’s 

largest – hosts a growing volume of RMB trading, the 

Bank of England has a currency swap agreement with 

the People’s Bank of China (PBoC), on behalf of the 

UK government the Bank of England issued the first 

RMB-denominated sovereign bond by a country other 

than China in 2014, and the UK holds RMB as part of 

its foreign currency reserves.  

The UK is just one of a rapidly-growing number of 

countries that hold RMB in their foreign currency 

reserves. Currently, the share of RMB in global 

reserves is around 1%. In the April 2017 survey of 

Reserves Management Trends – conducted by 

Central Banking and sponsored by HSBC – 40% of 

respondents said they invested in RMB and a further 

15% were actively considering it. The US dollar 

remains the preeminent reserve currency, with a 

share of 64%, followed by the euro at 20%, and the 

Pound sterling and Japanese yen, each at 4%.  

The SDR is an international reserve asset created by 

the IMF in 1969 to supplement its member countries’ 

official reserves. Inclusion in the SDR is often taken 

as synonymous with status as a reserve currency. 

The Managing Director’s comments about continuing 

reform in China’s monetary, foreign exchange and 

financial systems hint at the work agenda that will 

prepare the way for the RMB to take a more 

substantial share of global foreign exchange reserves 

– and indeed for Chinese assets to form a larger part 

of the portfolios of global investors more generally. 

Among the most important criteria determining 

whether a currency has status as a significant reserve 

are: an open capital account – the currency should 

trade in global financial markets without restrictions on 

capital flows; a market-determined flexible exchange 

rate; and broad, deep and liquid financial markets –

including liquid derivatives markets for hedging 

currency and interest rate risk.1

These reforms are on the agenda of the Chinese 

authorities, and confidence in this process and in the 

continued development and growth of China’s 

economy is consistent with the belief of central banks 

that the RMB will grow in significance as a reserve 

currency over the next decade. In the 2017 Reserves 

Management Trends survey respondents expected 

that RMB would account for 7.4% of global reserves 

by 2020, for 9% by 2025 and that it would continue to 

increase beyond that.  Consistent with that, many 

central banks and others are considering the 

investment case and practical and logistical steps for 

moving beyond existing – typically modest –

allocations to RMB to a more substantial investment.

This paper seeks to outline and to illustrate most of 

the major issues on the way. It is organised as 

follows: in Part 1, it sets out the major steps in the 

development of the onshore RMB bond market and 

the implications of SDR inclusion; in part 2, it 

describes some of the practical and logistical 

considerations in accessing the market and the 

forward agenda; in Part 3, it considers the current 

investment case and looks in more detail at the 

investment consequences of adding a significant RMB 

exposure to a global fixed income portfolio.
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PART 1 – RMB internationalisation and recent 
focus to liberalise the onshore market

China’s bond market is the world’s third largest, 

though foreign participation remains small

Whilst the importance of China’s economy is 

common knowledge, less known is the fact that the 

country’s equity and bond markets also feature 

among the world’s largest. Globally, the Shanghai 

Stock Exchange ranks 4th, the Shenzhen Stock 

Exchange 6th and the Chinese bond market 3rd. 

In addition, although the proportion is low, the local 

Chinese bond market is in fact one of the most 

foreign-owned emerging Asian markets with, 

according to JP Morgan, circa 3% of local Chinese 

bonds held by foreign investors as of the end of 

2016. Over the last two years, the authorities have 

taken major steps in the liberalisation of Chinese 

markets (Exhibit 2) and the currency. 

In August 2015, the PBoC set the RMB’s fixing rate 

based on the closing spot rate of the previous day, 

and in December of the same year, the China 

Foreign Exchange Trade System (CFETS) published 

a CNY effective exchange-rate index.

However, as discussed in our introduction, the most 

significant step in recent months has been the RMB’s 

inclusion in the SDR basket. The weights of each 

currency in the SDR are 41.73% for the US dollar, 

30.93% for the euro, 10.92% for the RMB, 8.33% for 

the Japanese yen, and 8.09% for the Pound sterling.

Although it is unlikely to lead to meaningful capital 

inflows in the near term, the SDR inclusion should 

have a significant positive impact on structural capital 

inflows over the long term, serving as a catalyst for 

the acceleration of financial reform and capital 

account liberalisation.

Exhibit 1: China’s bond market is the third largest 

bond market in the world

Exhibit 2: History of RMB liberalisation and broader context of financial liberalisation

2002 QFII is introduced, allowing foreign institutional investors to trade A-shares in Shanghai and Shenzhen

2007 The first offshore RMB bond is issued in Hong Kong, by China Development Bank

2011 RQFII is introduced 

2014 Shanghai-Hong Kong Stock Connect is announced

2015

May: Mutual Recognition of Funds between Mainland and Hong Kong

Jul: Registration for access to CIBM is simplified for sovereign investors

2016

Access regulations are relaxed for foreign investors with a medium to long-term investment horizon. Most 

foreign investors are eligible

Aug: Shenzhen-Hong Kong Stock Connect is approved

Oct: RMB is added to the IMF’s SDR basket

Source: HSBC Global Asset Management, as at December 2016

3. China: $7.1 trillion

2. Japan: $9.6 trillion

1. US: $39.4 trillion

Foreign participation is growing, but 

remains low at 3%

Source: CEIC, HSBC, Sifma Statistics, Asian Development Bank, 
JP Morgan, as of December 2016
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RMB internationalisation
Implications of RMB inclusion in the SDR basket

The IMF’s decision to include the RMB in the SDR 

basket has a very strong symbolic character and is a 

key milestone in China’s journey towards a full 

liberalisation of their currency and capital market. As 

discussed, there is a clear consensus among experts 

and market participants that the SDR inclusion itself 

will not lead to immediate capital flows by foreign 

institutions into the onshore RMB market. 

It is fair to say that the short-term implications are 

rather marginal and that the RMB has not become a 

major investment currency overnight. The transition 

process is far from complete. However, long-term 

implications can be derived from the inclusion into 

the SDR, which has a strong relevance not only for 

sovereign institutions, but for investors from all 

sectors. 

Certainly, the validation of the RMB as a reserve 

currency by the IMF is a strong recognition of the 

positive reforms implemented by the Chinese 

government and its institutions over the past few 

years, and will encourage Chinese authorities to 

further develop reforms and legislation to move to an 

enhanced liberal capital market environment in 

China, including relaxing China’s capital account and 

allowing market forces to determine the value as well 

as movement of the RMB. 

The ongoing reform agenda, a key aspiration and 

objective for the Chinese government, will continue 

to drive economic developments across China, 

where further reforms will lead to a more sustainable 

and reliable financial sector over time. 

The continuous reform plans should also serve as a 

reassuring factor for sovereign institutions, 

particularly Central Banks, where requirements to 

enter and more importantly exit the onshore market 

will steadily be eased, thus allowing them to build 

additional RMB exposure. 

At the same time, the pace of capital flows by official 

institutions into the onshore RMB market will be 

determined by the ability of Chinese authorities to 

quickly create a market for high-quality and highly 

liquid assets. Liquidity will play an essential role 

given the crucial need of most sovereign institutions 

to be able to move money in and out of an asset 

class with ease. 

Based on the assumption that China will gradually 

liberalise its financial market, the impact of such a 

change will not only positively influence capital flows 

into China by foreign investors, but will also enable 

local Chinese institutional and retail investors to 

access international investments more easily, 

whereas in the past moving money out of the home 

market was strictly controlled by the People’s Bank of 

China, in an aim to further accumulate foreign 

reserves. 

Full liberalisation in China will transform the global 

landscape. It will empower market forces to freely 

determine asset prices across the onshore market, it 

will have a positive impact on the entire global 

monetary system, and it will very likely inspire other 

emerging market economies to engage in similar 

reform plans. Investors should also bear in mind that 

the increasing relevance of the onshore RMB market 

is not only driven by the ambitions of the Chinese 

government, but is also backed by a large number of 

Central Banks. 

The most recent IMF data – as of end 2016 –

indicates that USD85 billion of Central Banks’ 

allocated foreign reserves are already held in RMB. 

Whilst this still only represents 1.1% of total foreign 

reserves globally, the RMB’s weighting of just below 

11% in the SDR basket makes it likely that its share 

in total foreign reserves will gradually increase over 

the coming years – a clear sign that capital will 

continue flowing into the onshore RMB market. As 

discussed in the introduction, according to HSBC’s 

Reserve Management trend survey for 2017, central 

banks expect the RMB’s share of total foreign 

reserves to go up to 7.4% by 2020.2

Central Banks across the world are strategically 

supporting the RMB’s journey to become a major 

investment currency, and it is already obvious that 

the recent inclusion of the RMB into the SDR basket 

has very meaningful long-term implications for global 

investors. Based on these developments, future 

progress needs to be closely followed and potential 

investment options analysed, evaluated and 

measured when considering increasing RMB 

exposure over time.
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RMB internationalisation
Central Bank support

How the global Central Banking community 

strategically supports the RMB 

internationalisation programme

Investors should keep a close eye on the RMB’s 

internationalisation process. In our view, one of the 

key reasons to believe the RMB will become a major 

investment currency in the long run is the strong 

support it has already garnered from the global 

central banking community. 

Key central banks are backing China’s capital market 

liberalisation initiatives, as demonstrated by the 

strategic partnerships they have established with the 

People’s Bank of China. 

To date, 33 Central Banks have set up bilateral Swap 

Agreements with the PBoC covering more than 

RMB3.3 trillion, which plays “a positive role in 

facilitating bilateral trade and investment and 

safeguarding regional financial stability”.3

Exhibit 3: PBoC bilateral swap agreements

Source: HSBC Global Asset Management Research based on PBoC Annual Statement and other public sources, as at March 2017

Earliest 

agreement
Country Central Bank

Current max. value 

in foreign currency

Current max RMB 

value (bn)

December 2008 South Korea Bank of Korea KRW 64 trillion 360

January 2009 Hong Kong Hong Kong Monetary Authority HKD 505 billion 400

February 2009 Malaysia Bank Negara Malaysia MYR 90 billion 180

March 2009 Belarus National Bank of the Republic of Belarus BYR 16 trillion 7

March 2009 Indonesia Bank of Indonesia IDR 175 trillion 130

March 2009 Argentina Central Bank of Argentina ARS 90 billion 70

June 2010 Iceland Central Bank of Iceland ISK 66 billion 3.5

July 2010 Singapore Monetary Authority of Singapore SGD 60 billion 300

April 2011 New Zealand Reserve Bank of New Zealand NZD 5 billion 25

April 2011 Uzbekistan Central Bank of the Republic of Uzbekistan UZS 167 billion 0.7

May 2011 Mongolia Bank of Mongolia MNT 4.5 trillion 15

June 2011 Kazakhstan National Bank of Kazakhstan KZT 200 billion 7

June 2011 Russia Central Bank of Russia RUB 815 billion 150

December 2011 Thailand Bank of Thailand THB 370 billion 70

December 2011 Pakistan State Bank of Pakistan PKR 165 billion 10

January 2012 United Arab Emirates Central Bank of the UAE AED 20 billion 35

February 2012 Turkey Central Bank Of The Republic Of Turkey TRY 5 billion 12

March 2012 Australia Reserve Bank of Australia AUD 40 billion 200

June 2012 Ukraine National Bank of Ukraine UAH 54 billion 15

March 2013 Brazil Banco Central do Brasil BRL 60 billion 190

June 2013 United Kingdom Bank of England GBP 35 billion 350

September 2013 Hungary Central Bank of Hungary HUF 100 billion 10

September 2013 Albania Bank of Albania ALL 35.8 billion 2

October 2013 European Union European Central Bank EUR 45 billion 350

July 2014 Switzerland Swiss National Bank CHF 21 billion 150

September 2014 Sri Lanka Central Bank of Sri Lanka LKR 225 billion 10

November 2014 Qatar Qatar Central Bank QAR 20.8 billion 35

November 2014 Canada Bank of Canada CAD 30 billion 200

March 2015 Suriname Central Bank of Suriname SRD 520 million 1

April 2015 South Africa South African Reserve Bank ZAR 54 billion 30

May 2015 Chile Central Bank of Chile CLP 2.2 trillion 22

March 2015 Armenia Central Bank of Armenia AMD 77 billion 1

September 2015 Tajikistan National Bank of Tajikistan TJS 3 billion 3

3,344.20
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Some central banks have established stronger 

relationships still. For example, one of the first central 

banks to establish a swap line with the PBoC – as 

early as 2010 – was the Monetary Authority of 

Singapore (MAS), who renewed the agreement in 

March 2016 for an additional three years. The 

partnership between the two countries goes far 

beyond the swap line, and includes other significant 

initiatives: 

• “Extending existing cross-border RMB initiatives 

to the cities of Chongqing, Suzhou and Tianjin;

• Allowing companies in the three cities that issue 

RMB bonds in Singapore to fully repatriate the 

proceeds raised; and

• Doubling Singapore’s quota under the RMB 

Qualified Foreign Institutional Investor (RQFII) 

scheme from RMB 50 billion to RMB 100 billion.”8

In addition, the strategic engagement between the 

MAS and PBoC is not limited to RMB-related capital 

flows, but also incorporates partnerships in areas 

such as financial regulation and product 

collaboration.

In addition, due to the increasing economic 

relevance of the RMB as a currency, a number of 

offshore RMB clearing hubs have been established 

over the past few years, London currently being the 

largest centre outside the Greater China region, 

covering 6.3% of all Offshore RMB transactions, 

followed by Singapore with 4.6% 4. Within the EU, 

Paris has developed into a meaningful centre for 

RMB transactions (covering 1.6% of all Offshore 

RMB transactions according to SWIFT Watch). The 

Banque de France launched an RMB trading service 

in September 2015 with the support of Bank of 

China, BNP Paribas, HSBC France and Natixis, 

enabling them to use “shared information pages on 

the euro/renminbi exchange rate.”5

In North America, Toronto gained momentum after 

an agreement between Canada and China was 

ratified in November 2014, establishing Canada as 

the first RMB trading hub in the Americas, which 

entails “a reciprocal three-year Canadian-

dollar/renminbi bilateral swap arrangement”6

between the Bank of Canada and the People’s Bank 

of China. 

According to the PBoC, “RMB clearing volume 

through overseas clearing banks reached 312.09 

trillion yuan cumulatively in 2015, including 35.6 

trillion yuan in clearing for clients and 276.49 trillion 

yuan in interbank clearing.”7 As of the end of 2016, 

having launched additional arrangements with the 

USA and UAE, the PBoC had established RMB 

clearing arrangements in 22 jurisdictions, covering 

all continents (Exhibit 4).

The available evidence suggests that central banks 

and other official institutions may have a preference 

for investing in Chinese Government Bonds, and 

potentially policy banks to boost yields slightly 

further. 

However, we believe this will gradually lead to a 

progression into onshore credit and equity markets 

as the liberalisation process continues, and 

particularly once onshore corporate financial data 

becomes sufficiently transparent.

Exhibit 4: International RMB centres

Source: HSBC Global Asset Management Research based on 
PBoC Annual Statement, SWIFT data and other public sources

Argentina Hungary Switzerland

Australia Luxembourg Taiwan

Canada Malaysia Thailand

Chile Qatar United Arab Emirates

France Singapore United Kingdom

Germany South Africa United States

Hong Kong and Macau South Korea Zambia
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The dawn of a new era

By establishing bilateral swap agreements with 

multiple central banks and launching key RMB centres 

beyond Greater China, the government and PBoC 

have set the scene to give the RMB a stronger role in 

the context of global trade. For investors, it is worth 

bearing in mind that numerous central banks, major 

financial institutions and other large institutional 

investors are all supporting this increasing relevance 

of the RMB, acknowledging that the 

internationalisation process will continue developing, 

but also helping secure a more robust financial system 

and fostering China’s trade with the rest of the world. It 

is now clear that the significance of the RMB is not 

restricted to Asia but has turned into a global 

phenomenon. With continuous GDP growth in China, 

this can only amplify as trade and capital ties between 

China and the rest of the world grow stronger. 

At the same time, it is noteworthy that many investors 

remain unsure as to the future development of the 

RMB, particularly after the PBoC’s market 

interventions in the first quarter of 2016. According to 

a survey conducted by Bloomberg, “37% of 

respondents said that allowing the RMB to float freely 

and removing capital outflow restrictions was the 

single most important reform China needs to 

implement…”  and there is no doubt investors will 

continue to actively anticipate these reforms.9

However, given China’s growing economic and trade 

ties with the rest of the world, capital market 

liberalisation seems inevitable to enable the Chinese 

economy to grow sustainably over the next decades. 

Therefore, we believe the crucial question is not if, 

but when the authorities will usher in the next phase 

of the liberalisation process. For investors who sit on 

the ‘when’ side of the fence, as we do, the 

intervening period could be used constructively, in 

developing a greater understanding of the onshore 

market’s idiosyncrasies. It will help them determine 

the available options to develop an onshore RMB 

exposure, and adjust investment portfolios in line 

with global trade relationships while looking out for 

further liberalisation of the domestic onshore market, 

be it through softer or (ideally) no capital controls, 

greater flexibility of the renminbi’s exchange rate 

regime, and a strengthening of the onshore bond and 

equity markets – including, of course, greater 

transparency.
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Part 2 – What next for onshore RMB bonds?
The current landscape

The structure of the onshore RMB bond market is 

similar to that of markets more familiar to global 

investors, sovereign bonds being issued across the 

yield curve (out to 50 years), and complemented by a 

host of spread products in quasi-sovereign, state-

backed undertakings and corporate bonds. 

The sovereign market typically offers satisfactory 

liquidity given its large size and trading volumes 

although, as in all markets, this decreases as we 

progress along the size and credit spectrum.

Requirements to access the onshore RMB 

market

Despite significant progress, accessing the Chinese 

onshore bond market isn’t entirely straightforward. 

Sovereign investors can either invest in an asset 

manager’s fund, thereby using the manager’s RQFII 

license, or they can apply for a CIBM licence 

enabling them to invest directly. 

Applying for a CIBM licence involves appointing a 

settlement agent onshore, applying to the PBoC as a 

‘long-term investor’, and setting up various accounts 

for bond trading and settlement, though the 

management of the investment can remain delegated 

to a fund manager. In theory, the entire process 

should be completed in one to two months, but in 

practice, we have seen it is more likely to take at 

least four to five. 

Asset managers with relevant experience can help 

clients with their CIBM licence application, including 

with supporting documentation.

Exhibit 5: Onshore RMB bonds

The rating mentioned above refers to the local credit rating in China. The rating criteria and methodology used by Chinese local rating 
agencies may be different from those adapted by most of the established international credit rating agencies. Therefore, the Chinese 
local credit rating system may not provide an equivalent standard for comparison with securities rated by international credit rating 
agencies

Source: ChinaBond, LHS data as of 30 April 2017
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Chinese government stance

In the short term, the Chinese authorities remain 

concerned about investment outflows not being 

matched by sufficient inwards investment, and the 

pressure this places on the currency. In 

consequence, the trend of greater friendliness 

towards foreign investors should remain firmly in 

place, and we expect to see further easing of 

investment restrictions in 2017.

We also believe that the direction of the RMB-USD 

exchange rates will be more determined by the USD 

performance against global currencies than by the 

domestic Chinese economy, but that the pressure of 

outflows will keep any gains in the RMB modest in 

the event of USD weakness.

From the perspective of Chinese bonds, the 

continuance of the debt swap programme is a 

positive development, removing the uncertainty 

related to local government financing vehicles 

(LGFVs), which has been one of the major bond-

market concerns over the past few years. It would 

also help lower the funding costs for local 

governments, as these bonds should carry lower 

yields than LGFVs.

Yet the growing amount of local government bond 

issuance is a concern. From a valuations 

perspective, these bonds do not offer meaningful 

pick-up over central government bonds. Coupled with 

the fast-growing issuance, this means investor 

demand could weaken going forward, which in turn 

could be a source of downside pressure.

Financial reforms

More reassuringly for investors, deleveraging is one 

of China’s key areas of focus and the government 

highlighted four areas of potential risks for this year, 

although none are new: bond defaults, non-

performing loans, shadow banking and internet 

financing. The 2017 National People’s Congress 

emphasised strengthening reform in the financial 

regulatory system, which should benefit financial 

stability in the country.

Inclusion in global indices

The main reason behind the exclusion of China’s 

domestic bond market from most institutional 

allocations – and market indices – to date is quite 

simply that it was not freely available to foreign 

investors. We believe market access and 

convertibility of the currency are the main areas 

where China is yet to meet the inclusion criteria of 

major providers. 

However, efforts to date have induced global index 

providers such as Bloomberg-Barclays and Citi to 

include onshore Chinese bonds into some of their 

new global bond indices. These are positive steps 

towards an eventual full index inclusion of Chinese 

bonds, and we believe the development has in fact 

been faster than generally expected. 

JPMorgan may include China in its GBI-EM 

diversified index during the course of 2017, which 

would be Chinese bonds’ first inclusion in a widely-

followed index, effectively obliging many investors to 

buy the Chinese market.

Looking forward, on the one hand, the inclusion of 

China in indices, particularly emerging market 

indices, is likely to be relatively disruptive, simply by 

virtue of its size. Index providers and their clients will 

want to be cautious about making China such a 

potentially large part of their portfolios unless it 

completely satisfies the index stipulations. 

Once China was included in an index, further 

disruption could be caused if it had to be excluded 

again in the event of a change in regulation. 

Therefore, the subjective barriers to China’s entry 

seem likely to be higher than those for other 

countries.

On the other hand, the assiduous way in which the 

Chinese authorities sought the renminbi’s inclusion 

into the SDR basket indicates their determination to 

facilitate the necessary conditions for the currency’s 

liberalisation. 

If they perceive greater foreign participation in the 

domestic bond market as one of these, they could 

very well enact the necessary reforms with vigour to 

achieve such an outcome. Inclusion in widely-used 

indices seems an obvious and straightforward way to 

accomplish this.
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Part 3 – Implications of adding RMB onshore 
government bonds to a portfolio

General considerations

Diversification benefits 

Because less than 3% of the Chinese domestic 

market is owned by foreign investors, in our estimate, 

it is not well correlated to the global risk appetite 

which sometimes results in a wholesale allocation 

away from emerging markets during times of stress 

(Exhibit 6).

China’s interest-rate cycle is also independent and 

uncorrelated with the rest of the world, which can add 

to the stability of returns of a global portfolio over 

time. And while correlation is likely to increase as 

foreign participation grows, it will be a long process.

This market also gives currency diversification to 

global portfolios which tend to be dominated by 

exposure to the US dollar, the euro and the yen.

Exhibit 6: Low correlation with other asset classes10

Onshore RMB bond

Global bond 0.21

US bond 0.24

EM bond 0.16

Asian bond 0.31

US high yield bond -0.01

Asian high yield bond 0.20

US Treasury 0.21

Euro government 0.13

Source: Bloomberg, HSBC Global Asset Management; 
Correlation calculated in base currency, for the period from April 
2014 to April 2017. 
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Adding RMB onshore government bonds
In practice – Better risk-adjusted returns

As we might imagine given the higher yields 

available in China, the characteristics of this market 

look attractive compared to global indices. Equally, 

recent historical performance has been much better 

for the Chinese market than for global indices 

(Exhibit 7). However, while having a higher yield is 

probably desirable and past performance is 

comforting, neither can guarantee a good future 

outcome.

We can say with a greater degree of confidence, 

however, that adding exposure to these markets in a

global portfolio will add diversification and is 

therefore likely to improve risk-adjusted returns. 

Based on three-year index returns to the end of 

March 2017, the improvement from adding Chinese 

government bonds to a WGBI portfolio is clear, with 

an added 14 bps on annualised returns whilst 

reducing volatility by 22 bps – in EUR. In USD terms, 

despite the higher correlation between the global 

government bond index and its Chinese counterpart, 

the impact of the diversification remains positive on 

the risk / return profile of the portfolio.

Exhibit 7: Characteristics of Chinese onshore government bonds vs. global indices

Source: Markit iboxx ALBI China Total Return Index USD and EUR unhedged; Barclays Global Aggregate Treasury Total Return Index, 

USD and EUR unhedged; Citi WGBI Total Return Index, USD and EUR unhedged, as of 21 April 2017

Past performance data are not a reliable indication of future returns.

Exhibit 8: Adding exposure to China in a global government bonds portfolio (Citi WGBI)

Source: Markit iboxx ALBI China Total Return Index USD and EUR unhedged; Barclays Global Aggregate Treasury Total Return Index, 

USD and EUR unhedged; Citi WGBI Total Return Index, USD and EUR unhedged. Calculated over a three year period as of 21 April 2017.

Past performance data are not a reliable indication of future returns.

China onshore 

government bond
Citi WGBI

Barclays Global 

Aggregate

Yield % 4.26 1.08 1.56

Duration (Years) 3.88 7.84 7.00

Rating AA- AA- AA-

3Y performance in USD

Annualised return (%) 1.89 -1.00 -0.25

Annualised volatility (%) 3.25 5.37 4.39

Risk-adj. annualised return 0.58 -0.19 -0.06

3Y performance in EUR

Annualised return (%) 10.93 7.81 8.66

Annualised volatility (%) 7.21 5.06 5.31

Risk-adj. annualised return 1.52 1.54 1.63

In USD terms - adding 5% exposure to China Government bonds:

Citi WGBI
China government 

bonds

95% City WGBI + 5% China 

govt

Impact of adding 

China

Annualised return (%) -1.00 1.89 -0.86 0.14

Annualised volatility (%) 5.37 3.25 5.15 -0.22

Risk-adj. annualised return -0.19 0.58 -0.17 0.02

Correlation 0.29

In EUR terms - adding 5% exposure to China Government bonds:

Citi WGBI
China government 

bonds

95% City WGBI + 5% China 

govt
Impact of adding China

Annualised return (%) 7.81 10.93 7.97 0.16

Annualised volatility (%) 5.06 7.21 5.05 -0.02

Risk-adj. annualised return 1.54 1.52 1.58 0.04

Correlation 0.63
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government bonds and policy bank bonds – or even 

including a 1% allocation to China AAA credit – has 

no material impact on the overall improvement in 

risk-adjusted returns. 

Though this may mainly be due to the small size of 

each allocation, it shows investors can achieve 

similar improvements against index returns with 

different underlying allocations to onshore Chinese 

fixed income.

The same is broadly the case for the Barclays Global 

Aggregate Index, against which many global 

investors are judged. 

The first two tables in Exhibit 9 show that a 5% 

exposure to China onshore bonds would improve 

three-year risk-adjusted returns in either USD or 

EUR. For investors wanting slightly more 

diversification within these 5%, the following tables 

show that splitting the allocation between 

Exhibit 9: Adding exposure to China in a government aggregate portfolio (Barclays Global Aggregate Index)

Source: Markit iboxx ALBI China Total Return Index USD and EUR unhedged; Barclays Global Aggregate Treasury Total Return Index, 

USD and EUR unhedged; Citi WGBI Total Return Index, USD and EUR unhedged, as of 21 April 2017

Past performance data are not a reliable indication of future returns.

In USD terms - adding 5% exposure to China Government bonds:

Barclays 

Global Agg

China government 

bonds

95% Global Agg + 

5% China govt

Impact of adding 

China

Annualised return (%) -0.25 1.89 -0.15 0.11

Annualised volatility (%) 4.39 3.25 4.22 -0.17

Risk-adj. annualised return -0.06 0.58 -0.03 0.02

Correlation with Barclays Global Aggregate 0.30

In EUR terms - adding 5% exposure to China Government bonds:

Barclays 

Global Agg

China government 

bonds

95% Global Agg + 

5% China govt

Impact of adding 

China

Annualised return (%) 8.66 10.93 8.77 0.11

Annualised volatility (%) 5.31 7.21 5.30 -0.01

Risk-adj. annualised return 1.63 1.52 1.65 0.02

Correlation with Barclays Global Aggregate 0.69

In USD terms - adding 2.5% exposure to China government bonds + 2.5% China policy bank bonds:

Barclays Global 

Agg

China government 

bonds

China policy 

bank bonds

95% Global Agg + 

2.5% China govt + 

2.5% China policy 

bank

Impact of adding 

China

Annualised return (%) -0.25 1.89 1.69 -0.15 0.10

Annualised volatility (%) 4.39 3.25 3.04 4.22 -0.17

Risk-adj. annualised return -0.06 0.58 0.55 -0.04 0.02

Correlation with Barclays Global Aggregate 0.30 0.29

In EUR terms - adding 2.5% exposure to China government bonds + 2.5% China policy bank bonds:

Barclays Global 

Agg

China 

government 

bonds

China policy 

bank bonds

95% Global Agg + 

2.5% China govt + 

2.5% China policy 

bank

Impact of adding 

China

Annualised return (%) 8.66 10.93 10.70 8.76 0.11

Annualised volatility (%) 5.31 7.21 7.20 5.30 -0.01

Risk-adj. annualised return 1.63 1.52 1.49 1.65 0.02

Correlation with Barclays Global Aggregate 0.69 0.70

Source: Markit iboxx ALBI China Total Return Index USD and EUR unhedged; Barclays Global Aggregate Treasury Total Return Index, 

USD and EUR unhedged; Citi WGBI Total Return Index, USD and EUR unhedged. Calculated over a three year period as of 21 April 2017.

Past performance data are not a reliable indication of future returns.
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Please note that we made no attempt to ‘optimise’ 

the weighting of China in these portfolios, which can 

sometimes result in spurious accuracy or counter-

intuitive outcomes overstating the predictive qualities 

of historical data.

Our choice of a 5% weight was an approximate 

balance of sector awareness (sovereign investors’ 

allocation to Chinese bonds is currently very limited), 

the global economic weight of China, and the relative 

volatility of the Chinese sovereign bond market and 

currency. 

We believe investors will choose a weighting which 

reflects their specific set of circumstances, 

investment objectives and constraints.

Source: Markit iboxx ALBI China Total Return Index USD and EUR unhedged; Barclays Global Aggregate Treasury Total Return Index, 

USD and EUR unhedged; Citi WGBI Total Return Index, USD and EUR unhedged. Calculated over a three year period as of 21 April 2017.

Past performance data are not a reliable indication of future returns.

In USD terms - adding 2% exposure to China government bonds + 2% China policy bank bonds + 1% China AAA corporate bonds:

Barclays 

Global Agg

China 

government 

bonds

China policy 

bank bonds

China AAA Corp 

bonds

95% Global Agg + 2% China 

govt + 2% China policy bank  

+ 1% China AAA Corp 

Impact of 

adding China

Annualised return (%) -0.25 1.89 1.69 2.71 -0.14 0.11

Annualised volatility (%) 4.39 3.25 3.04 3.02 4.22 -0.17

Risk-adj. annualised return -0.06 0.58 0.55 0.90 -0.03 0.02

Correlation with Barclays 

Global Aggregate
0.30 0.29 0.25

In EUR terms - adding 2% exposure to China government bonds + 2% China policy bank bonds + 1% China AAA corporate bonds:

Barclays 

Global Agg

China 

government 

bonds

China policy 

bank bonds

China AAA Corp 

bonds

95% Global Agg + 2% China 

govt + 2% China policy bank  

+ 1% China AAA Corp 

Impact of 

adding China

Annualised return (%) 8.66 10.93 10.70 11.82 8.77 0.12

Annualised volatility (%) 5.31 7.21 7.20 7.34 5.31 -0.01

Risk-adj. annualised return 1.63 1.52 1.49 1.61 1.65 0.02

Correlation with Barclays 

Global Aggregate
0.69 0.70 0.70
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Conclusion
What future for RMB bonds in sovereign allocations?

As time has gone on, the access schemes have 

become simpler and more transparent, to the point 

that more and more institutional investors are 

considering an allocation, whilst some index 

providers have already constructed indices which 

include this market. In addition, the asset class 

provides sovereigns investors with a new 

diversification tool to improve the risk-adjusted 

returns of their global fixed income allocation. More 

broadly, the Asian fixed income universe is 

comprised of the countries which are set to 

contribute to the global economy’s shift in focus from 

West to East. This argument characterises the Asian 

fixed income opportunity as a long-term investment 

theme rather than a tactical asset allocation and is 

therefore more a matter for subjective judgement 

than empirical proof. In this respect, there is some 

controversy – not everyone believes in the “Asian 

Century”. Many investors think the Chinese economy 

will run into severe difficulties at some point or that, 

as Asian emerging markets mature, they will produce 

no better results than those in the now developed 

world, possibly underperforming given some 

examples of chronic structural obstacles or difficult 

politics.

But for those who believe, as we do, that Asia – with 

China at the forefront – is set to continue becoming 

an increasingly important part of the global economy

and that development of the physical, governmental 

and financial infrastructure will be faster in Asia than 

anywhere else in the world, then it stands to reason 

that Asian, and particularly Chinese, financial 

markets will provide new and valuable opportunities 

in the coming years.

In the longer term, China’s bond markets will become 

increasingly open, gaining ever more importance in 

global portfolios and becoming a mainstream option 

for investors, both in terms of onshore domestic and 

global offshore markets. 

In line with our long-term view of the global economy, 

we believe a secular downward pressure remains on 

sovereign bond yields, stemming from ageing 

populations and over-indebtedness – two 

phenomena which apply to China. Yet we think the 

RMB will cement its place as one of the world’s 

major currencies. Notwithstanding the short-term 

pressure on outflows from China, confidence in 

China’s domestic markets and economy should 

return, increasing inwards investment into this 

dynamic economy, which will continue to outgrow 

developed markets, albeit at a lower rate than in 

previous decades. 

We believe investors stand to gain from starting to 

explore the available options – particularly 

institutional investors for whom China has already 

made access markedly easier. In fact, beyond 

government bonds, we also expect to see a natural 

progression into the RMB onshore credit market over 

time, increasing the need for local support and credit 

research capabilities, but further broadening the 

opportunity set.
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