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Week of 27th September 2021 

What’s on our mind this week? 

The Evergrande restructuring is getting closer 

By now, anyone who reads newspapers anywhere on the planet has learned that the 

largest property developer of China is in trouble. Even though the share price of China 

Evergrande Group has already dropped by more than 80% since the start of the year and 

the USD bonds are now trading around 25 cents to the dollar, journalists from serious 

news outlets (Bloomberg, WSJ, FT, Reuters) keep on printing articles on a daily basis 

questioning whether Evergrande will or will not default, akin to a mystery that needs to 

be solved. Even Fed Chair Jerome Powell had to briefly address the matter in a press 

conference after the last FOMC meeting. The market has already spoken for quite some 

time: Evergrande is in default, even though technically it may not be as these lines are 

written (due to a 30-day grace period built in its indentures). It has already entered a 

restructuring phase that involves provincial governments and local banks. Since 9th 

September Evergrande’s USD bonds have been trading without accrued interests. The real 

question is what kind of restructuring are we heading to? Is China going to treat foreign 

bondholders the same way it will treat domestic bondholders? Is Beijing going to 

ringfence Evergrande to avoid contagion to other developers and to the Chinese 

economy at large?   

Alongside other bond investors and sell-side analyst, the JKC Fixed Income team has been 

analysing possible restructuring scenarios and recovery values for Evergrande bonds by 

gauging the level of government support towards the debt-laden developer. However, it 

remains a tough calculation to make given that the Chinese government’s tightening 

policies on the real estate sector have shown no signs of easing whatsoever. The 

Evergrande situation is the result of a voluntary tightening of the entire property sector 

that was implemented at the end of 2020 by the Chinese government which, today, seems 

prepared to make short term sacrifices and impose collateral damages on local 

government’s fiscal conditions in the interest of longer-term social goals – a scenario 

dubbed “China’s Volcker Moment” by economists at Nomura.  
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While there have been some news stories regarding a possible government bailout of 

Evergrande, these stories are uncertain and unsubstantiated. On 22nd September an 

article was posted on a Singaporean based newswire claiming that the Chinese 

government was planning to take over Evergrande’s operations through State Owned 

Enterprises and that the company would be split into three separate entities. However, 

market support for this story quickly faded and on 23rd September the Wall Street Journal 

claimed that the government was unlikely to support the company unless a systemic risk 

was threatening the entire sector, citing unnamed insiders. All these theories appear to 

be just market speculation driven by journalists who do not know better than anyone else 

what the Chinese leadership is working on in terms of Evergrande restructuring and sector 

ringfencing.  

Meanwhile, Evergrande made an interest payment on a domestic bond due 23rd 

September but failed to pay a coupon due on the same day on an offshore USD bond, 

entering the 30-day grace period mentioned above.               

Notwithstanding the Evergrande jitters is the market’s greater concern on the possible 

contagion risk on the rest of the property bond market. Several high beta China property 

issuers such as Kaisa, Sunac, Greenland and Fantasia traded lower in recent weeks on fears 

of a spillover effect of the Evergrande situation. This has prompted a growing debate 

amongst the wider investment community about the threat of contagion arising from 

Evergrande. There has also been increasing commentary about the chances of systemic 

risk spilling over to other sectors such as the banking sector, asking whether this is China’s 

Lehman moment. It is not the first time we see markets commentators getting ahead of 

themselves by predicting an imminent doomsday scenario ready to hit China. What is 

happening today feels like a déjà vu. 

However, it is hard to ignore the contribution to China’s GDP of the property sector. 

According to Bank of America estimates, the sector directly accounts for 12% of the 

country’s GDP and for 33% if considering other property-related industries such as 

construction, cement, steel etc. 

Nevertheless, we believe the risk of a systemic financial crisis triggered by Evergrande’s 

collapse is minimal. According to Citi, developers’ loans account for RMB11.9 trillion, or 

around 4% of the total assets of the banking system of RMB300 trillion. If we also include 

another 1-2% distributed through other forms of financing like trust loans, the overall 

https://jkcapitalmanagement.com/


 

jkcapitalmanagement.com 

exposure from developer loans in the Chinese economy is around 5 to 6%. Of course, 

commentators could also add all mortgages outstanding (RMB34 trillion), all corporate 

loans backed by property assets (RMB58 trillion) and all loans to local governments 

backed by property assets (RMB20 trillion) to come up with the conclusion that China’s 

exposure to the property sector is much larger than the 4% mentioned above and the 

economy’s health is at risk. We believe that train of thoughts is devious at best. 

Looking more specifically at Evergrande, its financial debt is estimated by Citi at 

RMB835bn, or 0.4% of all loans provided by the banking system. This number should be 

put in perspective of the RMB20 trillion of loan quota granted by the Central government 

to the banks for 2021. In terms of delinquency risk, we believe the developers loans that 

are on the banks’ balance sheet should not need any more loss provision than already 

provided.  

Financial stability remains the top priority for Chinese authorities who would be prepared 

to do whatever it takes to maintain it whether through regulatory tightening, managed 

debt workouts or targeted liquidity provisions. How the Evergrande restructuring will play 

out for offshore bondholders is to a large extent a political decision that will be made in 

due course by Beijing. It is fair to say that no one can accurately predict this outcome at 

this stage although we continue to hold the view that a widespread contagion to the 

whole property sector remains highly unlikely, let alone a meltdown of the economy at 

large. Nevertheless, in an environment of sentiment driven volatility, the JKC Fixed Income 

team continues to take a sensibly cautious view on the China property sector which is well 

reflected in the 2023 fixed maturity fund that remains very significantly underweight the 

China property sector. 

—————————————————————————————————— 

What can we learn from China’s power cuts? 

Curbs on electricity consumption, caused by multiple factors including strict carbon 

emission standards and tight coal supplies, have spread in many parts of China to not 

only factories but also to homes. Since last week, power cuts have been implemented 

during peak hours. Factories in at least 15 provinces have received notices from local 

authorities about upcoming power cuts, in some instances ordering a halt of production 
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for up to one month in the most extreme cases. The impact on industries is quite broad 

including steel, electrolytic aluminum, cement, paper, chemicals and even food 

manufacturing. 

Restrictions on power use started as early as March this year. Tangshan, a tier-3 city of 

eight million people located not far away from Beijing and that contributed 14% to the 

country’s overall crude steel output in 2020, was required to cut steel production by 30% 

to 50% from 20th March to 31st December 2021. In the Southwestern province of Yunnan, 

zinc and tin smelters were required to reduce their electricity consumption starting from 

May by 25%. In July 2021, the reduction target was adjusted to 30%. 

The major reason for these power cuts is different from the situation encountered in 

Europe where the price of natural gas was multiplied by more than 6 times over the past 

12 months. In China, the power crisis can be directly attributed to China’s commitment to 

meet the aggressive targets it has set for itself to reach its peak of carbon emission by 

2030 and to become carbon neutral by 2060, following a so-called dual-control plan. 

President Xi Jinping announced in late 2020 at a United Nations summit that China would 

cut its carbon dioxide emissions per unit of GDP, or carbon intensity, by more than 65% 

between 2005 and 2030. In China's 14th Five-Year Plan (2021-2025), the central 

government vowed to cut energy use per unit of GDP by 13.5% and carbon emissions per 

unit of GDP by 18% by 20251. The concept of dual control started in 2015 during the 12th 

Five-Year Plan but it has never been as stringently enforced as it is now. Local 

governments’ performance is now evaluated based on their completion of these dual-

control targets. 

Since 2H20, China saw its order book balloon as it was the first country to emerge from 

lock downs related to the Covid-19 pandemic. Export-oriented manufacturing companies 

increased production, incurring higher volumes of electricity consumption. China’s total 

power generation so far this year is 10% higher than it was same time last year, and nearly 

15% higher than in 2019. On 13th August, the National Development and Reform 

Commission (NDRC) announced that 20 provinces failed to meet their dual-control 

targets in 1H21. In September, it warned that tougher punishments would be imposed on 

provinces that fail to meet their targets. That largely explained why more and more 

provinces decided to enforce power-cut policies in September – obviously to meet their 

KPIs. 
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The shortage of coal supply and strict limits on coal usage are also important reasons for 

this round of power cuts. China is currently in the downward cycle of cutting coal capacity 

as the government keeps on shutting down outdated coal production sites. It has been 

doing so since 2016. Adding to the shortage of coal is the ongoing boycott of Australian 

coal and the temporary shut-down in August of the Gashuunsukhait-Ganqimaodu 

crossing between China and Mongolia due to the pandemic and to the radical zero-Covid 

policy of China. The coal production capacity utilisation rate of China has reached a five-

year-high level of 73.1% while inventory dropped by 42.6% YoY to reach a five-year low. 

On 23rd September, the price for thermal coal at the main port of Qinghuangdao reached 

RMB 1086/ton, nearly twice as much as a year ago. With the existing cap on electricity 

selling price and skyrocketing input costs, coal power generators are reluctant to produce 

electricity to avoid incurring losses. 

This power crunch together with production halts are bringing challenges to China’s 

industrial growth and more importantly to GDP growth. The 20 provinces that failed to 

achieve dual-control targets and that are now under scrutiny account for approximately 

70% of China’s GDP and 74% of the industrial sector. The nine provinces that have 

received the more serious “Level I warnings” account for around 35% of China’s GDP and 

37% of the industrial sector. As we have seen recently in other instances (such as the 

forced deleveraging of property developers or the recent crackdown on e-commerce 

platforms), cutting energy consumption and carbon emissions seem to rank higher on the 

priority list of the central government than short-term economic growth. 

Looking ahead, regional power shortages may become the new norm. Measures to 

address power supply shortages in the short term could include the reopening of closed 

mines, the relaunching of thermal power projects that had previously been suspended or 

providing more flexibility to the electricity pricing scheme. The only timid measure was 

taken last weekend with the provinces of Henan, Zhejiang and Guangdong having 

amended their pricing scheme. Local governments may have to be more flexible in the 

coming weeks as winter is coming. Of course, a long-term solution is to increase the 

supply of renewable energy, but it won’t happen overnight despite the aggressive push 

Beijing is making in that direction. 

In conclusion, the ongoing energy crisis China is currently going through is different from 

the one currently experienced in Europe in the sense that it is the result of a hardline 
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attitude taken by the central government of China towards its commitment to 

decarbonise its economy. One can even argue that China is showing an uncompromising 

stance towards its climate pledge that is second to none among industrialised countries 

to the point that it is prepared to sacrifice economic growth to fulfil the aggressive 

objectives it has set to itself. 

 
1 14th Five-Year Plan - China - Climate Change Laws of the World (climate-laws.org) 
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