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Key Points 

▪ Triggered by the looming risks of 

Evergrande defaulting on its debts, 

China real estate developers have 

come into the limelight 

▪ We are convinced that the situation 

faced by some property developers will 

not spiral into a Lehman-like incident as 

the government takes measures to 

contain the impact 

▪ China banks have consistently 

maintained high levels of provisions 

and demonstrated their ability for good 

balance sheet quality 

▪ At 6-7% yield, China large banks are 

good long-term dividend yield plays 

 

G L OBAL CROSS ASSETS 

Returns of cross assets around the world 

Index C lose Overnight  Y T D 

DJIA 34,764.82 1.5% 13.6% 

S&P 500 4,448.98 1.2% 18.4% 

N ASDAQ 15,052.24 1.0% 16.8% 

Stoxx Europe 600 467.50 0.9% 17.2% 

DAX  15,643.97 0.9% 14.0% 

C AC  40 6,701.98 1.0% 20.7% 

F T SE 100 7,078.35 -0.1% 9.6% 

M SC I AxJ 813.20 0.9% -3.5% 

N ikkei 225 29,639.40 0.0% 8.0% 

SH C OMP 3,642.22 0.4% 4.9% 

H a ng Seng 24,510.98 1.2% -10.0% 

M SC I EM 1,272.52 0.8% -1.5% 

U ST  10-yr y ield* 1.43 10.0% 51.7  

JG B  10-yr y ield* 0.04 0.0% 1.8  

B und 10-yr yield*  -0.26 -20.3% 31.3  

U S  H Y spread* 2.75 -1.8% -85.0  

EM  spread* 317.34 -1.4% -5.6  

WT I (USD) 73.30 1.5% 51.1% 

L M EX 4,323.10 0.3% 26.6% 

G old (USD) 1,742.76 -1.4% -8.2% 

Source: Bloomberg 

* Changes in basis points  

 

China banks remain unfazed  

China real estate developers have come into the limelight of late, triggered by the looming 

risks of Evergrande defaulting on its debts. As at 2Q21, Evergrande has a net debt of 

CNY483b (gross debt CNY571b) – one of the largest debtors in the sector.  

Pol icy prudence  

We are convinced that the difficult situation faced by some property developers will not 

spiral into a Lehman-like incident.  

Against the backdrop of growing debt levels and stubbornly high land prices, the 

government has introduced measures to curb excessive lending to the property 

development sector and improve the financial health of developers, with the rollout of the 

“three red lines” guidance in August 2020. We view the criteria as prudent. They include:  

1. Debt-to-asset cap at 70%  

2. Net gearing ratio ceiling of 100%  

3. Cash to short-term debt ratio of above 1x  

This is consistent with government efforts to lower risks caused by high debts among the 

developers. The developers have until 2023 to meet the criteria; currently, some of them 

have already succeeded. Under this new policy schedule, debt reduction is now among the 

top priorities of the developers. Similar to many policy implementations, it will take time for 

the effect to manifest.  

In reality, the net debt of the five largest listed real estate developers has been falling since 

1H20 as they took steps to manage their balance sheet quality (Figure 1). Their combined 

net debt, which peaked at CNY700b in 1H20, has been declining after that.  

F i gure 1:  Developers reducing debts 

   
 

 Source:  Bloomberg, DBS 

In general, the banking sector’s exposure to the real estate development sector has been 

limited at a manageable level. Real estate developers’ total gross loans amounted to 

CNY12.3t as at 2Q21, accounting for less than 7% of the total banking sector’s CNY loan 

outstanding (Figure 2). This further affirms our stance that this should not become a 

Lehman-like event.  

In order to fulfil the “three red lines” criteria, developers can acquire less land, expedite 

project launches and presales, as well as asset disposals. China banks’ exposure to 

Evergrande is manageable and relatively small. Evergrande’s total gross debt outstanding 

of CNY570b is less than 5% of the total banking sector’s loan to real estate development, 

and only 0.3% of total banking sector loans.  



 

We believe policymakers are highly supportive of the banking sector and will take steps to 

prevent any contagion and systemic risks arising from real estate related issues.   

F i gure 2:  M anageable exposure to real estate development loans 

   
 Source:  Bloomberg, DBS 

The banking sector has mechanisms in place to guard against unexpected swings in asset 

quality. Since the middle of the last decade, the sector has consistently maintained loan 

loss provisions between 180% and 190% (Figure 3). Banks have demonstrated their ability 

to maintain stable balance sheet quality despite economic volatility.  

This backdrop is further enhanced by the sector’s persistently low non -performing loan 

ratio (Figure 4), allowing the banks more flexibility to extend loans to a larger group of 

borrowers from a wider range of industries. 

F i gure 3: Banks have built up loan loss buffer  

 
Source:  Bloomberg, DBS 

 

F i gure 4: NPL contained  

 
Source:  Bloomberg, DBS 

 

 

 

 



 

 
 

 
 

 
 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 
 

 

Su stainable dividend payout  

China banks’ net interest margin (NIM) is expected to face ongoing headwinds given the 

global low-rate environment and moderating domestic growth outlook. Nonetheless, this 

should not adversely affect banks’ dividend streams, as evidenced over the years , be it in 

absolute amount or payout ratio – dividends were sustained despite softening in NIM 

cycles.  

To maintain healthy levels of annual loan growth and moderate level of earnings growth, 

China banks are shifting their loan deployment to non-property related sectors, like 

infrastructure, small-and-medium enterprises, services, manufacturing, technology 

development, and the automotive sector. Banks are also changing the mix of demand 

deposits to contain funding costs and offer longer tenor loans to protect NIMs.  

We expect near-term volatility to persist due to the recent series of events as the markets 

take time to assess the financial impact to corporate earnings and outlook. Over the mid -

to-long term, the policy implementations are positive for the banking sector, as it reduces 

the concentration of real estate related loan mix and limits asset quality risks that are 

related to property cyclicality.  

Investors should not be demoralised by the recent chain of events as the policy changes 

are intended to increase the stabi lity of China’s economy. Policymakers are well in control  

of the situation to prevent a systemic event.  

Th e power of dividend accumulation  

At 6-7% yield, China large banks are good long-term dividend yield plays supported by their 

commitment and ability to maintain healthy levels of dividend distributions. The payout ratio 

of 30% from net profit after tax is low by any measure and we expect this to be sustainable.  

Since 2014, China Financials have rewarded investors with more than 40% of returns from 

dividend cumulation alone, despite market volatility. The constant dividend distribution 

secures their role in the income side of the CIO Barbell Strategy. 

F i gure 5: Dividend makes a distinction  

 
Source:  Bloomberg, DBS 

 

 



 

 
Disclaimers and Important Notice 

 

This information herein is published by DBS Bank Ltd. (“DBS Bank”) and is for information only.  This publication is intended for DBS Bank and its subsidiaries or affiliates (collectively 

“DBS”) and clients to whom it has been delivered and may not be reproduced, transmitted or communicated to any other person without the prior written permission of DBS Bank.   

This publication is not and does not constitute or form part of any offer, recommendation, invitation or solicitation to you to subscribe to or to enter into any transaction as 

described, nor is it calculated to invite or permit the making of offers to the public to subscribe to or enter into any transaction for cash or other consideration and should not be  

viewed as such. 

The information herein may be incomplete or condensed and it may not include a number of terms and provisions nor does it identify or define all or any of the risks associated to 

any actual transaction. Any terms, conditions and opinions contained herein may have been obtained from various sources and neither DBS nor any of their respective directors 

or employees (collectively the “DBS Group”) make any warranty, expressed or implied, as to its accuracy or completeness and thus assume no responsibility of it. The information 

herein may be subject to further revision, verification and updating and DBS Group undertakes no responsibility thereof.  

All figures and amounts stated are for illustration purposes only and shall not bind DBS Group. This publication does not have regard to the specific investment objectives, financial 

situation or particular needs of any specific person. Before entering into any transaction to purchase any product mentioned in this publication, you should take steps to ensure 

that you understand the transaction and has made an independent assessment of the appropriateness of the transaction in light of your own objectives and circumstances. In 

particular, you should read all the relevant documentation pertaining to the product and may wish to seek advice from a fina ncial or other professional adviser or make such 

independent investigations as you consider necessary or appropriate for such purposes. If you choose not to do so, you should consider carefully whether any product mentioned 

in this publication is suitable for you.  DBS Group does not act as an adviser and assumes no fiduciary responsibility or liability for any consequences, financial or otherwise, arising 

from any arrangement or entrance into any transaction in reliance on the information contained herein.  In order to build your own independent analysis of any transaction and its 

consequences, you should consult your own independent financial, accounting, tax, legal or other competent professional advisors as you deem appropriate to ensure that any 

assessment you make is suitable for you in light of your own financial, accounting, tax, and legal constraints and objectives without relying in any way on DBS Group or any position 

which DBS Group might have expressed in this document or orally to you in the discussion.  

If this publication has been distributed by electronic transmission, such as e-mail, then such transmission cannot be guaranteed to be secure or error -free as information could be 

intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain viruses. The sender therefore does not accept liability for any errors or omissions in the contents of the 

Information, which may arise as a result of electronic transmission. If verification is required, please request for a hard-copy version.  

This publication is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other 

jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation.  

Dubai International Financial Centre  

This publication is distributed by the branch of DBS Bank Ltd operating in the Dubai International Financial Centre (the "DIF C") under the trading name "DBS Vickers Securities (DIFC 

Branch)" ("DBS DIFC"), registered with the DIFC Registrar of Companies under number 156 and having its registered office at units 608 - 610, 6th Floor, Gate Precinct Building 5, PO 

Box 506538, DIFC, Dubai, United Arab Emirates. DBS DIFC is regulated by the Dubai Financial Services Authority (the "DFSA") with a DFSA reference number F000164. For more 

information on DBS DIFC and its affiliates, please see http://www.dbs.com/ae/our --network/default.page. 

If you have received this communication by email, please do not distribute or copy this email. If you believe that you have received this e-mail in error, please inform the sender or 

contact us immediately. DBS DIFC reserves the right to monitor and record electronic and telephone communications made by or to its personnel for regulatory or operational 

purposes. The security, accuracy and timeliness of electronic communications cannot be assured. While DBS DIFC implements precautions against viruses, DBS DIFC does not 

accept any liability for any virus, malware or similar in this email or any attachment. 

This publication is provided to you as a Professional Client or Market Counterparty as defined in the DFSA Rulebook Conduct of Business Module (the "COB Module"), and should 

not be relied upon by any client which does not meet the criteria to be classified as a Professional Client or Market Counterparty under the DFSA rules. 

H ong Kong  

This publication is distributed by DBS Bank (Hong Kong) Limited (CE Number: AAL664) (“DBSHK”) which is regulated by the Hong Kong Monetary Authority (the "HKMA") and the 

Securities and Futures Commission. In Hong Kong, DBS Private Bank is the private banking division of DBS Bank (Hong Kong) Limited. 

DBSHK is not the issuer of the research report unless otherwise stated therein. Such research report is distributed on the express understanding that, whilst the information 

contained within is believed to be reliable, the information has not been independently verified by DBSHK.  

S ingapore  

This publication is distributed by DBS Bank Ltd (Company Regn. No. 196800306E) ("DBS") which is an Exempt Financial Adviser as defined in the Financial Advisers Act and regulated 

by the Monetary Authority of Singapore (the "MAS"). 

T hailand 

This publication is distributed by DBS Vickers Securities (Thailand) Co., Ltd. (“DBSVT”).  

U nited Kingdom   

This publication is distributed by DBS Vickers Securities (UK) Ltd of Paternoster House, 4th Floor, 65 St Paul’s Churchyard, London EC4M 8AB. ("DBS Vickers UK") which is authorised 

and regulated by the Financial Conduct Authority (the "FCA"). 

 

 

 


