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Week of 24th August 2020 

What’s on our mind this week? 

Onshore Bond Issuance by Chinese property developers under scrutiny 

Earlier this month it was reported by Bloomberg that Chinese onshore bond regulators 

(i.e. Shanghai Exchange and NAFMII) may consider providing window guidance to 

property companies starting from this month so that new approved quota given to any 

specific issuer would not be greater than 85% of their upcoming onshore bond maturities, 

while quota previously granted would not be affected. The purpose is clearly to force 

property developers to deleverage their balance sheet.  

From our discussions with developers, some of them already heard about this new 

window guidance and some have already experienced being restricted with their quota. 

The companies we spoke with believe that this new quota restriction rule may apply to all 

property companies. Nevertheless, we believe the new rules should only have a marginal 

short term impact on the China property sector as most companies under our coverage 

have sufficient onshore bond quota at hand to meet near term maturities. In addition, the 

onshore bond market has been surprisingly robust this year and many companies have 

reported lower financing costs this year compared with last year. Operationally, 

contracted sales across China and for the top 100 developers have been strong since Q2 

2020 and are likely to continue growing in Q3 2020.  

Overall we think that the funding environment for the Chinese property sector will get 

tighter in 2H 2020 compared to 1H 2020 after the Chinese central government’s 

reiteration that it will exert more control over the sector, but funding remains tangibly 

better than what it was in 2019.  
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Lending rates are getting scrutinised across Asia 

Last week, the Chinese Supreme court released a set of revised guidelines on laws 

applicable to private lending.  As per the new rule, the new legally protected interest rate 

threshold for private lending is fixed at 4x the one-year year Loan Prime Rate (LPR), or 

15.4% considering the current one-year LPR of 3.84%. This rule will be applied to both 

new and existing loans while for the existing loans, interest cap would be calculated based 

on the LPR that prevailed at the time of initiation of the loan.  

The new cap of 15.4% is the Annual Percentage Rate (APR) of the loan, translating into an 

Internal Rate of Return (IRR) anywhere between 23% and 27% depending on the maturity 

of the loan. Most of banks’ consumer loans already have an APR below this rate. As a 

result we do not believe the new rule will impact the Net Interest Margin of banks. 

However the credit card business of banks stand to be impacted by this new rule, but 

credit cards account for a small portion of the banking system. Furthermore interest 

income represents only 40% of credit cards revenues. In other words the impact stands 

to be minimal for banks, with a drop in revenue lower than 0.5% on average while some 

banks with larger credit card exposure will have a slightly higher revenue reduction.  

For private online lenders, this new rule will have a major impact, especially for numerous 

online P2P (peers to peers) platforms which typically have an APR above 30%. We have 

always held the view that platforms that charge exorbitant interest rates, especially non-

banking financial companies, would eventually feel the heat from the regulator as already 

observed in several other geographies. This is one of the key reasons among others for 

us to have always avoided the online lending space in China as we felt their exorbitant 

lending rates were unsustainable.  

We do not ascribe to the view that high lending rates supported by market oligopoly 

could be held as an excuse for charging high interest rates from the point of view of the 

regulator. We have seen this happen in multiple geographies we have invested in, and 

more specifically in India and in Thailand. India made several changes to its micro lending 

landscape by streamlining the interest rates of lenders over the past several years. In April 

2018, India’s central bank, The Reserve Bank of India (RBI) ruled that Micro Finance 

Institutions (MFI) could no longer charge more than 10% over their cost of fund or 2.75x 

the average base rate of the five largest banks, whichever is lower. 
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Similarly, Thailand has been progressively reducing the interest rates for non-banking 

lenders across product categories over the past few years. In June 2020, Bank of Thailand 

laid out caps on personal loans at 25% for banks and 22% for non-banks and lowered the 

cap on vehicle title loans from 28% to 24%. The central bank also trimmed credit card 

lending rates by 2 percentage points from 18% to 16%. Credit card debtors in Thailand 

will be subjected to a mere 12% rate if they convert their debt into a term loan. 

On the portfolio side, we do not have any exposure to the online lending space in China 

which remains most affected by this new rule. The current changes made by the Chinese 

supreme court is a welcome step towards regulating the non-banking internet lending 

space in China. This should streamline the sector and accelerate the pace of financial 

inclusion at a healthy level of lending rates for the borrowers. We also believe this should 

consolidate the online lending market by weeding out the long tail, eventually leaving 

investors with a handful of stronger players with more viable return structures and 

business models. We continue to remain watchful of this space which is currently 

undergoing a lot of cleansing before it becomes investible.   
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