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[1] BIS.International banking and financial market developments[R].BIS Quarterly Review,March 2024.

The Pricing and Allocation of Floating-Rate Bonds in China amid Shifting Interest Rates
CHEN Xiaonan JI Jiahui ZHAO Jing DONG Dezhi
(Research Institute, Guosen Securities)

Abstract China's floating-rate bond market has undergone three expansion phases, with benchmark rates evolving
from fixed deposits to LPR+DR and maturities converging around 2-3 years. Leveraging their coupon reset
mechanism, floating-rate bonds inherently hedge against rising interest rate risks. They demonstrate resilience during
rate-hiking cycles but underperform fixed-rate bonds during rate-cutting cycles as coupons decline accordingly.
Their relative value is determined by the type of benchmark rate, term structure, and reset frequency: LPR/DR multi-
benchmark systems enhance transmission efficiency; short-duration concentration reduces duration exposure and
greater interest rate sensitivity emerges as the reset date recedes. Valuation hinges on the dynamic interplay between
forward rate paths and term spreads. Implied expectations indicate markets first price in easing before repricing for
tightening. The allocation logic suggests floating-rate bonds outperform in "early tightening, slow easing" scenarios,
while fixed-rate bonds become more attractive under the opposite conditions. The pricing differential between the two
essentially represents a probabilistic bet on the pace of policy rate adjustments.
Keywords Floating-rate Bonds, Interest Rate Risk, Term Spread
JEL Classification G12 E43 Gll
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