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Key points 

▪ Risks have broadened beyond the 

China property sector with mortgage 

boycotts now threatening banking 

sector assets, along with evidence of 

social discontentment escalating 

beneath the surface 

▪ Policy considerations of (a) a state-

backed property bailout fund, and (b) 

the issuance of special purpose bonds 

to acquire inventory from troubled 

developers are not expected to 

catalyse a quick recovery in the 

distressed China property offshore 

bond market 

▪ Such developments reinforce our 

cautious stance on the sector.  
Investors with exposure to China 

property bonds should ensure that 

positioning not be outsized against our 

recommended asset allocation weights 

towards EM bonds 

▪ We maintain a preference to be up in 

quality with DM IG credit in this 

environment 

 
 

CREDIT STRATEGY 

Warranted caution remains with China Property 
Broadening of property risks. The onset of a wave of mortgage boycotts from disgruntled 

homebuyers has stoked fears of a contagion-like vicious cycle in a sector already beset with 

systemic distress. While it merely began with fewer than 30 projects across the country, it 

quickly spread to more than 300 unfinished projects across major cities within a week. 

Adding insult to injury is the fact that construction contractors and suppliers have joined in 

the fray, threatening to withhold repayment of bank loans in protest of non-payments from 

distressed developers. Left unchecked, such a non-linear decline in sentiment can rapidly 

degenerate into broader financial instability, an outcome that we had surmised when we 

pivoted to a posture of prudence for the sector in March this year. 

Recurring restraint in government response. In response to the developing crisis, China has 

announced plans to set up a state-backed property bailout fund with an initial size of 

CNY80b (with an option to upsize to CNY200-300b) to extend liquidity support to 12 

property developers. This is by no means a silver bullet for the afflicted property sector, 

given that our estimates of monetary support required to contain project delivery risks 

come closer to CNY1.1t (Table 1). Media had also reported that the State Council is 

considering the issuance of special purpose bonds to acquire housing units from troubled 

developers for redevelopment into social rental housing, which would provide liquidity 

through the monetisation of unsold inventory but not sufficiently boost demand for a 

sustained recovery. On aggregate, the recent spate of policy support measures is unlikely 

to be the catalyst that would reverse the fortunes of the distressed China property offshore 

bond market. 

Table 1: Scenario analysis of monetary support required to contain delivery risks 

  Construction costs paid upfront 

CNY(b) 10% 30% 50% 

Projects subject to delivery risk  Base case  

All POE projects (balance 

construction costs) 
7,537 5,862 4,187 

All liquidity-troubled developer 

projects 
4,766 3,707 2,648 

30% of liquidity-troubled developer 

projects 
1,430 1,112 794 

 

Note: Liquidity-troubled developers refer to those who have entered bond extensions or defaults  

(inclusive of offshore or offshore markets) 

Source: DBS 

Taking stock of our cautious stance. We had recommended a two-pronged approach to the 

sector in March this year for investors holding single-line developer bonds, advocating that 

(1) those with bonds trading in >80 cash price ranges take some money off the table to 

hedge against rising risks of broader sectoral distress, while (2) those with bonds in deep 

distress consider holding/reducing if prices are trading below/above recovery values 

respectively. Since then, the higher priced bonds (>80) have broadly seen declines, while 

weaknesses remained with the distressed bonds, although select names saw asymmetric 

upside on positive developments – judging from the price movements of select short-dated 

offshore BBB/BB China property bonds (Figure 1).  

 

 

 

https://www.dbs.com.sg/private-banking/aics/templatedata/article/generic/data/en/CIO/032022/220307CIOP.xml


 

 

  

Figure 1: Mixed performance of short-dated offshore BBB/BB China property bonds  

 

Source: Bloomberg, DBS 

Investors should remain up in quality in credit. The relatively underwhelming policy 

response from authorities at present would unlikely result in a quick turnaround in the 

offshore China property bond market – revealing the state’s prioritisation for reducing 

moral hazard concerns over risks to financial stability. This continues to validate our 

cautious stance in Emerging Markets (EM)/High Yield credit, with a preference for short-

dated Developed Markets Investment Grade bonds for defensive posturing as reflected in 

our 2Q22 Credit outlook – Rate Hike Headwinds, as well as our 3Q22 Credit outlook – 

Quality over Cash. Investors with exposure to China property should ensure that positioning 

in this sector be in line with our recommended asset allocation weights towards EM bonds, 

reducing any outsized exposure if necessary to manage risk. 
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Bonds >80 had seen declines...

...some surprise upside in bonds trading 

40-80, although results were mixed...

...while distressed bonds <40 did not 

see recovery.

https://www.dbs.com.sg/private-banking/aics/templatedata/article/generic/data/en/CIO/042022/CIOInsights2Q22_Credit.xml
https://www.dbs.com.sg/private-banking/aics/templatedata/article/generic/data/en/CIO/072022/CIOInsights3Q22_Credit.xml
https://www.dbs.com.sg/private-banking/aics/templatedata/article/generic/data/en/CIO/072022/CIOInsights3Q22_Credit.xml


 

Disclaimers and Important Notes 

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 financial 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.  

Any information relating to past performance, or any future forecast based on past performance or other assumptions, is not necessarily a reliable indicator of future results. 

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. 

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 Group 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.  

Dubai International Financial Centre  

This communication 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 or acted on by any person which does not meet the criteria to be classified as a Professional Client or Market Counterparty under the DFSA rules. 

This communication is from the branch of DBS Bank Ltd operating in the Dubai International Financial Centre (the "DIFC") under the trading name "DBS Bank Ltd. (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. 

Where this communication contains a research report, this research report is prepared by the entity referred to therein, which may be DBS Bank Ltd or a third party, and is provided 

to you by DBS DIFC. The research report has not been reviewed or authorised by the DFSA. 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 DBS DIFC. 

Unless otherwise indicated, this communication does not constitute an "Offer of Securities to the Public" as defined under Article 12 of the Markets Law (DIFC Law No.1 of 2012) or 

an "Offer of a Unit of a Fund" as defined under Article 19(2) of the Collective Investment Law (DIFC Law No.2 of 2010). 

The DFSA has no responsibility for reviewing or verifying this communication or any associated documents in connection with this investment and it is not subject to any form of 

regulation or approval by the DFSA. Accordingly, the DFSA has not approved this communication or any other associated documents in connection with this investment nor taken 

any steps to verify the information set out in this communication or any associated documents, and has no responsibility for them. The DFSA has not assessed the suitability of any 

investments to which the communication relates and, in respect of any Islamic investments (or other investments identified to be Shari'a compliant), neither we nor the DFSA has 

determined whether they are Shari'a compliant in any way. 

Any investments which this communication relates to may be illiquid and/or subject to restrictions on their resale. Prospective purchasers should conduct their own due diligence 

on any investments. If you do not understand the contents of this document you should consult an authorised financial adviser. 

Hong 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.  

Singapore  

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"). 

Thailand 

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

United Kingdom   

This communication is from DBS Bank Ltd., London Branch located at 9th Floor, One London Wall, London EC2Y 5EA. DBS Bank Ltd. is regulated by the Monetary Authority of 

Singapore and is authorised and regulated by the Prudential Regulation Authority. DBS Bank Ltd. is subject to regulation by the Financial Conduct Authority and limited regulation by 

the Prudential Regulation Authority. Details about the extent of DBS Bank Ltd., London Branch’s regulation by the Prudential Regulation Authority are available upon request. 

 

 

 


