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How the First Blockchain-based
RMBS Foreshadow the Future

Capital Markets

The Asset interview: interviewee, Mr. Chen Wei, Head of Investment Banking of BOCOM (Left), with interviewer, Mr. Daniel Yu, Editorin-
Chief, The Asset (Right)

By The Asset

On September 26, Bank of Communications (“BOCOM")
successfully issued the first tranche of 2018 Jiaoying residential
mortgage-backed securities (RMBS), which was the first credit
asset securitization based on blockchain technology in Asia, and
marked the application of blockchain technology in the region's
asset securitization market.

With an issue size of 9.314 billion yuan, the asset-backd
securities (ABS) were issued via Jucai Chain — an asset
securitization platform established based on blockchain
technology. The platform keeps records of information on both
asset securitization program and the underlying assets, which
cannot be modified or counterfeited. The ABS was well received
by investors with a coupon rate of 3.80% for the Preferred A1
class, which was 2.25 times oversubscribed and 4.78% for the

Preferred A2 class, which was 2.36 times oversubscribed.

The traditional ABS business has long suffered from the
problems of information asymmetry, inadequate objectivity, and
the mismatch between pricing and risks, which erupted in large
scale in the US subprime mortgage crisis in 2008 and thus led to
huge losses for investors. Due to the segregation of ABS assets
and its original stakeholders, repayment of ABS completely relies
on the cash flow of underlying assets. As a result, both regulators
and the market had demanding requirements on the issuance of
ABS, which should pass through asset screening, due diligence,
product design, regulatory approval, sales and distribution.

To address lack of information transparency in asset
securitization, BOCOM spent nine months building Jucai
Chain, which connects investors and assets through a
blockchain alliance. It covers all business functions of ABS
products from issuance to maturity, so as to realize credit

BANK OF COMMUNICATIONS 5



Issuance of credit asset-backed securities in 2017
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penetration in ABS system with blockchain technology.

The successful application of Jucai Chain in asset
securitization demonstrates the advantages of blockchain
technology in improving interinstitution coordination efficiency,
cutting down operating costs, enhancing life-cycle transparency
and advancing regulatory effectiveness.

New asset classes

Securitization was originated from the US, which was the

first to see MBS (only refers to RMBS, excluding CMBS) with
residential mortgage loans as underlying assets, and then ABS
with other assets as underlying assets. The US is still the largest
securitization market in the world with a total market size of
US$13 trillion.

In 2017, China saw rapid growth in asset securitization with the
new issuance of ABS products totaling more than 1 trillion yuan,
the largest in Asia. Compared with the US, China started later in
asset securitization, with inadequate liquidity in secondary market
and lack of diversity of investors. However, with the rapid growth
of fintech, financial institutions have been bringing innovations
into the market. In addition to auto ABS and RMBS, consumer
finance ABS and supply chain ABS have emerged in recent years,
providing new opportunities for investors.

In the first half of 2018, a total of 699.7 billion yuan worth of
ABS were issued in China, an increase of 44% over the previous
year thanks to the rise of RMBS, securitization of receivables and
the issuance of asset-backed notes (ABN), according to Standard
& Poor’s Ratings. The issuance of Collateralized Loan Obligations
(CLO), auto loan ABS and consumer loan ABS slipped slightly.

Compared with other assets, mortgage-backed securities has
a lower proportion of default on the whole due to the stability
and security of mortgage assets, which result from China's
stable economic and employment environment and its ever
increasing household income. Thus, banks began to issue RMBS
in recent years to optimize their balance sheets and activate credit

6 BANK OF COMMUNICATIONS

Issuance of corporate asset-backed securities in 2017
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resources through securitization helping to enhance their ability to
financially support the real economy.

The blockchain ABS launched by BOCOM has integrated the
emerging blockchain technology into the whole securitization
process of mortgage assets. It also enabled quick sharing and
transfer of information on underlying assets among issuers,
accounting firms, law firms, rating agencies and investors, to
further protect investors.

In 2018, BOCOM has taken the lead in the application of
blockchain technology and enriched it by issuing the first domestic
blockchain-based letter of credit in April and successfully launching
the first phase of Jucai Chain. It is said that the R&D team of Jucai
Chain is working out a set of configurable product templates that
support quick issuance of various ABS products. The blockchain
platform is equipped with flexible upgrading mechanism and can
adapt to market changes and policy adjustments in a short period
of time. The product templates cover credit ABS products such
as credit card receivables, housing mortgages, corporate loans,
non-performing loans, and corporate ABS products such as micro
finance, accounts receivables, right of trust benefits and rents.

Over the past few years, BOCOM has gained momentum
in ABS underwriting. It has not only issued a number of ABS
as an originator but also took part in several ABS projects as
an underwriter and financial advisor. From January to October
2018, it overtook other banks in the underwriting business with
a total value of 40.232 billion yuan (including credit asset-backed
securities and asset-backed notes). BOCOM also enhanced its
cross-border financing in its ABS business, by attracting foreign
investors to invest in ABS products issued in China. Leveraging
on the “Bond Connect” scheme introduced by the central bank,
BOCOM has issued several ABS products under Bond Connect by
adopting the same issuance standard and has piloted cross-border
ABS in China.

As China’s capital market matures, blockchain will see wider
application in asset securitization and in the whole capital market.



BOCOM Investment Banking Product Suites
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