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SI NGAPORE ( S&P d obal Ratings) Aug. 29, 2016--China's central government is
making its third major attenpt since the global financial crisis to reinin
credit risk in the country, said S& G obal Ratings today in a report titled
Chi nese Bond | nvestors Have To Pay If Financial Stability Is To Strengthen Is
To Strengthen".

In allowi ng state-owned enterprises (SOEs) to default on their bonds since
2015, the governnment likely ains to instill a stronger credit culture.

In the first six nmonths, four |ocal SOEs and one central SOE s subsidiary have
defaul ted in onshore bonds--the |argest bei ng Shanghai Yunfeng, an energy
conpany, with US$6.6 billion in private placenment notes.

Predictably, investors used to the certainty afforded by inplicit government
support behind SCE borrow ngs are unhappy. |If the government gives in to their
pressure tactics, however, it risks weakening credit fundanentals for the
sovereign credit ratings.

"I n our view, behavior won't change w thout investors suffering |osses," said
S&P d obal Ratings anal yst Kim Eng Tan. "If bondhol ders are al ways nade whol e
bond defaults will not |essen the noral hazard problemsignificantly in China.
SCOEs pursui ng uneconomical projects will continue to be funded by the market
at low costs."
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In recent nmonths, creditors of defaulted bonds issued by two SCEs--Dongbe
Speci al Steel and Shanghai Yunfeng--have suggested that the respective

shar ehol di ng governnents of these conpanies cover their losses. If that fails,
the creditors asked that some SOEs owned by the governnents invol ved (Liaoning
provi nce and Shanghai rmunicipality) be denied the right to issue bonds.

"These threats are likely intended to enbarrass the respective governments. |t
is unlikely that defaults by individual conpanies would |lead regulators to
stop bond issuances by other conpani es owned by the sanme sharehol ders," M.
Tan sai d.

If these creditors get their way, it would be a setback for the centra
government's | atest attenpt to slow a further buildup of financial risks in
China. The effort to reduce noral hazard in the Chinese financial system and
slow credit growmh is unlikely to succeed anytime soon. China' s sovereign
credit fundamentals are likely to continue weakening in this scenario.

Only a rating commttee may determne a rating action and this report does not
constitute a rating action.

The report is available to subscribers of RatingsDirect at

www. gl obal credi tportal.comand at ww. spcapitalig.com If you are not a

Rati ngsDi rect subscriber, you may purchase a copy of the report by calling (1)
212-438-7280 or sending an e-mail to research_request @pgl obal .com Ratings

i nfornati on can al so be found on the S& d obal Ratings' public website by
using the Ratings search box located in the left colum at

ww. st andar dandpoors. com Menbers of the nedia may request a copy of this
report by contacting the nmedia representative provided.
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