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CHINA GOVERNMENT BONDS ARE ADDED TO
THE WORLD GOVERNMENT BOND INDEX: BIG
DEAL… OR A BIG DEAL?
▪ FTSE Russell is planning to add Chinese government bonds (CGB) to
its World Government Bond Index (WGBI) starting in October 2021
and phasing in the position over the succeeding 12 months.

▪ Full position size estimates will fluctuate based on market
conditions, but FTSE Russell projects it will be approximately 5.7% of
the index.1

▪ A 5.7% position implies approximately US$120 billion in inflows to
CGB in passive investments.1

▪ This is the third major index to include CGB, following the Bloomberg
Barclays Global Aggregate Bond Index and the JPMorgan Government
Bond Index-Emerging Markets
Exhibit 1: Current FTSE World Govt. Bond Index geographic weights
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Source: FTSE Russell; as of July 31, 2020. EGBI is the EMU Government Bond index
comprising Austria, Belgium, Finland, France, Germany, Ireland, Italy, Netherlands and
Spain.

With about a 36% market weight as of July 31, the United States is the
largest component of the WGBI. The addition of China would mean
about a 2% reduction in its index weight and approximately a US$41
billion reduction in flows.1
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Impact on U.S. and investors
This is a more significant event for China than for the U.S.
A $41 billion potential outflow is a small fraction of the US$20 trillion Treasury bond (UST) market.
The European Monetary Union (EMU) and Japanese government bonds (JGB) are the next largest
positions and will see some small reductions in size. But foreign holdings of U.S., EMU and JGB
debt are large enough to digest the outflows, and the impact is likely to be minimal. We estimate
that the potential index outflows from UST and EMU debt resulting from CGB inclusion are likely to
be less than 1% of the current foreign holdings in those issues, and the weight of UST and EMU in
the WGBI will each still remain above 30%.

Significance for China
For the Chinese market, this is another step toward international normalization.
The index inclusion is a part of China’s broader renminbi (RMB) internationalization plan that
started in 2009. The pace of progress has ebbed and flowed; however, it seems to have picked
up again recently.
The increase in foreign investors could eventually increase liquidity and lower the bond yields of
the China bond market. In the short term, the liberalization and flexibility of previously regulated
measures, making it easier for foreign investors to access this asset class, is the more significant
development.

Global Implications
Global investors are unlikely to replace UST with CGB as a cash holding in portfolios.
Index inclusion should mean increased foreign participation in China’s onshore debt markets, but
the market is still illiquid relative to Treasuries — China’s capital account is relatively closed and
RMB is not a free-floating currency. Most importantly, China lacks a transparent monetary/fiscal
policy framework. All of these features make RMB-denominated debt a poor alternative to UST as
a safe haven asset, even for China itself. There are no alternative liquid assets for the People’s
Bank of China to switch into. Even though China’s ownership of U.S. Treasuries peaked in 2014,
they maintain large UST holdings.
Nor will inclusion result in the U.S. dollar being replaced as the global reserve currency.
The RMB share of cross-border trade and financial transactions is small, and it will remain that
way unless China adopts an open capital account and free-floats the RMB. Even then, the dollar
will have had to have suffered a collapse in confidence to be replaced as the global reserve
currency.
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Conclusion
This event holds more long-term than short-term implications. As China continues its assimilation
into the global financial community, this is yet another step. With full index inclusion still two years
away, we will continue to monitor this development, along with its implications for the Chinese
bond market and fixed-income investors.
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Past performance does not guarantee future results.
There are risks associated with fixed-income investments, including credit risk, interest rate risk, and prepayment and extension risk.
In general, bond prices rise when interest rates fall and vice versa. This effect is usually more pronounced for longer term securities.
The illustrations here are not intended to be representative of the performance of any particular investment. Such information has
inherent limitations and may not be indicative of future results. It is important to keep in mind that no formula, model or tool can in
and of itself be used to determine which securities to buy or sell, or when to buy or sell them.
The views expressed are as of the date given, may change as market or other conditions change and may differ from views
expressed by other Columbia Management Investment Advisers, LLC (CMIA) associates or affiliates. Actual investments or
investment decisions made by CMIA and its affiliates, whether for its own account or on behalf of clients, may not necessarily reflect
the views expressed. This information is not intended to provide investment advice and does not take into consideration individual
investor circumstances. Investment decisions should always be made based on an investor's specific financial needs, objectives,
goals, time horizon and risk tolerance. Asset classes described may not be appropriate for all investors. Since economic and market
conditions change frequently, there can be no assurance that the trends described here will continue or that any forecasts are
accurate. Information provided by third parties is deemed to be reliable but may be derived using methodologies or techniques that
are proprietary or specific to the third-party source.
This document and the information contained herein is for informational purposes only and should not be considered a solicitation
or offer of any investment product or service to any person in any jurisdiction where such solicitation or offer would be unlawful.
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