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CIO Special
January 27, 2022 China’s property sector: 

near-term challenges; 
waiting for opportunities

Over the past few months, high debt levels at Chinese property developers have been 
a concern for investors with both direct and indirect exposure to the asset class. Many 
property developers have been facing liquidity issues, and these are likely to keep 
market volatility high. Nonetheless, while the Chinese property market does have 
problems that will take time to fix, we do not believe that the issues would cause an 
immediate systemic risk.

Problems became more apparent in the last quarter of 2020 with the implementation 
of the government’s “three red lines” controls (financial metrics designed to encourage 
deleveraging) on Chinese property developers. The “three red lines” included 1) 
liability-to-asset ratio (excluding advance receipts) below 70%, 2) net gearing ratio of 
below 100%, and 3) cash-to-short-term debt ratio above 1X. These, along with caps on 
property lending by the banks, put property developers under pressure. Estimates 
suggest that around two-thirds of the top 30 real estate developers are still in breach 
of at least one of the “three red lines”. This has led to increased credit risk in the sector 
with monthly ratings downgrades reaching an all-time high of 72 in October 2021, up 
from the previous record of 37 in September 2021. 

Chinese high yield (HY) spreads have also widened to their highest levels since 
inception of the asset class in 2009 and are now much higher than the long-term 
average, as shown in Figure 1. After several years of strong returns, 2021 was a 
difficult year for this asset class. 

Since the real estate sector makes up almost 80% of China’s HY market, this has 
pushed the default rate of the overall China HY segment to its highest since 2015 at 
more than 8% in the last 12 months. The deterioration is reflected in credit spreads 
which rose from less than 900 bp to more than 3,000 bp. Credit markets are expecting 
further defaults to take place in the China HY property sector. Yields on China HY 
surged to 18.9% compared to only 4.9% for Global HY (see Figure 2). As of mid 
January, credit markets expected close to a 75% notional default rate for China’s HY 
property sector (see Figure 3).

Chinese real estate companies now account for close to 50% of all global USD-
denominated bonds trading at distressed levels (i.e. at a spread of 10 pp above their 
benchmark). 

Key take aways

• High debt levels at China’s property developers remain a concern, and 
problems in the high yield (HY) sector have spilled over into some investment 
grade (IG) issuers. 

• However, given a stabilising macroeconomic backdrop and supportive and 
flexible government policy, we think investment sentiment could improve.

• Opportunities in the Chinese property market remain, particularly as a result 
of structural longer-term trends, but a highly selective approach as well as 
risk management are key.
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This uncertainty is reflected by actual activity in the sector. 
Home sales by value have declined in the last 6 months and new 
home prices have declined in a majority of cities. Land sales 
have shown weakness nationwide due to limited credit 
availability and the cautious stance of developers. Property 
investment has slowed due to the uncertain market outlook. 

Going forward, we believe there is room for property sector 
consolidation through M&A activity, asset sales and 
government policy aimed at clearing the market of non-
compliant developers. 

Much will be dependent on how the “red lines” are interpreted. 
For example, M&A loans might not be considered as debt within 
the “red lines” framework. Currently, M&A loans only account 
for less than 5% of developers’ debt. But the intention could be 
to facilitate state-owned entities’ (SOEs) acquisition of assets 
from developers with liquidity issues. 

Looking beyond the intra-sectoral trends, it is worth considering 
the role of the Chinese property in the broader economy. The 
property sector has been the key driver of Chinese growth over 
the past two decades, and accounts for 28% of GDP. Around 
40% of household assets are linked to property, and around 
40% of bank debt is secured on property. The stability of the 
property sector is therefore very strongly linked to overall 
economic stability. 

China’s CPI inflation has been low, at around 2%, over recent 
months. While PPI inflation has been higher at above 10%, its 
transmission to CPI remains limited. This was in sharp contrast 
to other major economies, where inflation has become a more 
pressing issue for central banks. For this reason, we think 
Chinese policymakers could implement more stimulus measures 

to support the economy in coming months. Fiscal easing will 
focus on new tax cuts and moderately increasing infrastructure 
investment. In parallel, monetary policy will focus on boosting 
credit growth by using various lending facilities to provide low-
cost funding to banks. 

Having surprised markets by lowering its medium-term lending 
facility (MLF) and open market operation (OMO) policy rates on 
January 17, the PBoC delivered a more detailed assessment of 
the situation at its press conference on January 18 – in general 
sounding very dovish and pro-growth. It emphasised the need 
to stabilise expectations and push for faster credit growth, 
mentioning that "the previous decline in macro leverage gives 
room for monetary policy easing". On January 20, only 48 hours 
after the press conference, China’s central bank announced the 
reduction of the 1Y loan prime rate (LPR) by 10 bp from 3.8% to 
3.7% as well as a reduction in the 5Y LPR by 5 bp from 4.65% to 
4.6% – the first cut since April 2020 when the coronavirus 
pandemic was at its height in China. In addition, the credit 
impulse rebounded from very negative in mid-2021 to almost 
neutral in recent months, in part thanks to a recovery in 
mortgage lending. Going forward, with the help of PBoC 
lending facilities and increased government borrowing, credit 
growth could likely accelerate. 

The monetary policy stance has already shifted from tight to 
accommodative, in our view. However, there might not be any 
significant loosening of credit to the property sector. The 
policymakers’ overall stance is that “houses are for living, not 
for speculation”. This sentiment will likely shape the way 
forward and ultimately reduce the importance of the real estate 
sector in the economy. Some believe that China’s real estate 
sector needs to be much smaller to keep the overall economy 
healthy and stable, but the economic rebalancing required 
beyond the property sector seems unlikely to be pursued with 
vigour over the next few quarters. 

Figure 1: China HY spreads

Source: Bloomberg Finance L.P., Deutsche Bank AG. Data as of 
January 25, 2022.

Figure 2: HY credit markets’ “yield to 
worst”

Source: Bloomberg Finance L.P., Deutsche Bank AG. Pricing as of 
January 2022
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Interestingly, the Chinese government is also introducing 
policies to structurally shift the incentives around holding 
property. In October, China announced that there would be a 
roll-out of a pilot scheme of a real estate tax for all properties 
excluding farms in Shanghai and Chongqing. The direct 
consequence of the tax is an increase in the cost of holding 
property, with the likely repercussions being a slowing in the 
rate of property purchases and a decline in the cashflow of 
property developers. However, there is speculation that the 
deterioration of the real-estate sector has resulted in the limited 
property tax being put on hold until market conditions improve. 
We believe that the government will be more cautious this year 
about implementing reforms that would hamper growth, now 
that economic stability has become the top priority. The 
ultimate challenge for the government is striking a balance 
between growth and stability.

Examining recent government/central bank policies, there are 
some signs of willingness to try new ways to stabilise markets. 
This ties in well with the 6th Plenum of the Chinese Communist 
Party last year that will pave the way for this year’s 20th Party 
Congress in October/November (exact dates are yet to be 
announced). 

The near-term outlook for resurgent growth remains 
challenging due to ongoing housing sector consolidation and 
risks of new local lockdowns in the face of the Omicron threat. 
Yet, China’s macro data seems to have started to turn in Q4 
2021 with economic activity showing signs of stabilisation. 
Improvements over the past months have been observed in 

retail and auto sales, industrial and services output, and 
manufacturing and infrastructure investment. Credit conditions 
have started to improve. Overall, the Q4 activity data suggests 
the Q3 drag from supply shock and energy rationing has faded, 
supporting a recovery in industrial activity with the 
manufacturing PMIs rising to their highest levels since 
July/August along with solid external demand and 
manufacturing investment. However, growth remained weak 
overall with GDP expanding only 4% in Q4 2021. 

We have lowered our GDP forecast for China for 2022 from 
5.6% to 5.3%. China is sticking to its zero-Covid strategy and 
the costs of implementing strict social distancing measures are 
a heavy burden for the economy. The weakness from Q4 last 
year could therefore extend into Q1 this year. However, we think 
that economic recovery could pick up from Q2 this year with 
stimulus policies as well as the possible relaxation of the Covid-
19 social distancing restrictions. 

The longer-term economic outlook will, however, ultimately be 
more important for the property sector. Looking beyond the 
current challenges, the underlying long-term positive drivers of 
the Chinese real estate market are likely to continue to support 
demand for housing. The urbanisation theme has further to run 
in China and over the past decade household disposable 
incomes have risen faster than house prices.

Meanwhile, growth aims are also changing. The Chinese 
government’s “Common Prosperity” concept, which 
encompasses policies that range from curbing tax evasion to 
promoting not-for-profit tutoring, shifts the focus from “growth 
first” to striking a balance between growth and stability. Many 
measures on the path to common prosperity seem likely to 
eventually result in a structural boost to consumption. In 
particular, China wants to support the growth of a larger 

Figure 3: Default rates priced in by credit markets for China’s HY property sector

Source: Bloomberg Finance L.P., Morgan Stanley Research, Deutsche Bank AG. Data as of January 2022.
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middle-class. Examples like enhancing social security, 
supporting lower-income groups, moving to a more inclusive 
education system, providing tax incentives for charitable 
activities etc. argue for a more sustainable growth pattern over 
the longer term. Longer-term demand for properties could 
therefore remain high considering ongoing urbanisation and the 
upgrading demand of middle-class population groups. 

Considering the stabilising measures attempted by the Chinese 
government and the wider economic context, it appears that 
most of the correction is probably already behind us.

In order to achieve the Chinese government’s goals in the 
property sector there is likely to be continued restructuring and 
deleveraging among the property developers in 2022 with 
credit generally being tightened across the real estate sector. A 
significant pick-up in default rates is however unlikely given 
policymakers’ intention to curb any kind of contagion effects in 
the system. The PBoC may take a more flexible approach to 
avert any excessive market reaction to the default risks of 
individual companies.

A key question for investors is whether the high yields available 
in Chinese HY property are sufficient to compensate for the 
default risks. Looking at the historical default rate for China 
since 2015, HY property reached a peak of 29.4% in 2021. 
According to market estimates, the 2022 rate is likely to be 
below that of 2021. Yet, more highly leveraged developers and 
those with lower credit ratings could see higher rates of default. 

We believe investors could consider taking a more diversified 
and managed approach to investing in the sector to avoid the 
idiosyncratic default risks in China’s HY property sector. As 
noted above, sector recovery may still be possible once 
government policies become more accommodative and the 
macro environment improves compared to H2 2021, as 
envisioned in our longer-term outlook. 

The investment grade section of the Chinese USD-denominated 
credit market has so far held up better, despite all the turmoil in 
the junk rated segments, due to only around 10% exposure to 
the real estate sector. However, individual property names in 
this segment have seen the anxiety spillover to their issuance 
despite being IG rated. For example, in mid January, there were 
rising concerns over a large property developer in China that 
had failed to attract interest for its convertible bonds. In the 
current environment with still weak investor sentiment, we 
believe sticking to high-quality companies and taking a 
diversified approach will be the most appropriate strategies for 
weathering potential short-term volatility, when looking at it 
with a longer-term lens, keeping in mind the ambitions of the 
“Common Prosperity” drive.

The “Common Prosperity” theme is a very powerful one and is 
shifting the strategic direction from growth first to striking a 
balance between growth and stability. This should justify a 
longer-term constructive picture for the Chinese market, once 
we are through the near-term adjustments. As well as the social 
equality theme and a self-sufficiency drive with “Made in China 
2025”, industrial policy is increasingly aimed at expanding high-
tech sectors and developing the country’s advanced 
manufacturing base. The implementation of “Made in China 
2025” initiatives include broad-based efforts to shift China’s 
industrial sectors from labour-intensive to technology-intensive 
activities. This will ultimately benefit companies in these 
forward-looking and high-tech sectors like semiconductors and 
medical machinery and equipment. 

This policy mix may make for a continued positive environment 
for domestic A-shares, and the “Made in China 2025” strategy 
could eventually drive some recovery in H-shares as well. High-
tech manufacturing industries such as pharmaceuticals, 
computers and office equipment are likely to maintain rapid 
growth in 2022 amid the country's continued efforts to 
encourage “science and technology innovation”. Overall, 2022 
and 2023 EPS growth estimates – at around 15% for China 
mainland stocks and those for H-shares slightly lower at 12% 
and 13% respectively – suggest there is potential for positive 
performance over the course of the year. An improvement in 
risk sentiment would be beneficial for all asset classes in China. 

We currently hold neutral views on Chinese equities, but we 
think investment opportunities could arise if more economic 
recovery signals materialise in the coming months. In particular, 
we think more aggressive monetary/fiscal easing measure 
announcements, normalisation of the Covid-19 situation 
domestically, relaxation of the strict lockdown rules and a 
turnaround in macroeconomic indicators (especially in 
manufacturing and consumption) could signalise a market 
recovery. 

04 A sector recovery in 2022?

05 Broad market outlook
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Glossary

The consumer price index (CPI) measures the price of a basket of products and services that is based on the typical consumption of 
a private household. 

Gross domestic product (GDP) is the monetary value of all the finished goods and services produced within a country's borders in a 
specific time period.

High yield (HY) bonds are higher-yielding bonds with a lower credit rating than investment-grade corporate bonds, Treasury bonds 
and municipal bonds. 

An investment grade (IG) rating by a rating agency such as Standard & Poor's indicates that a bond is seen as having a relatively low 
risk of default. 

Mergers and acquisitions (M&A) are two key methods of corporate consolidation: A merger is a combination of two companies to 
form a new company, while an acquisition is the purchase of one company by another in which no new company is formed.

Open market operations (OMO's) refers to central banks' sale and purchase of securities in the open market to implement monetary 
policy. 

Producer price inflation (PPI) measures the change in prices received by producers (e.g. firms) for their output. 

The People’s Bank of China (PBoC) is the central bank of the People's Republic of China.

USD is the currency code for the U.S. Dollar. 
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This document and its contents are provided for information only. Nothing in this document is intended to be an offer of any investment or a 
solicitation or recommendation to buy or to sell an investment and should not be interpreted or construed as an offer, solicitation or 
recommendation. To the extent that this document makes reference to any specific investment opportunity, its contents have not been reviewed. 

The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution in relation to 
the investments contained herein. If you are in any doubt about any of the contents of this document, you should obtain independent professional 
advice. This document has not been approved by the Securities and Futures Commission in Hong Kong nor has a copy of this document been 

registered by the Registrar of Companies in Hong Kong and, accordingly, (a) the investments (except for investments which are a “structured 
product”, as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws of Hong Kong) (the “SFO”)) may not be offered or sold in Hong 
Kong by means of this document or any other document other than to “professional investors” within the meaning of the SFO and any rules made 

thereunder, or in other circumstances which do not result in the document being a “prospectus” as defined in the Companies (Winding Up and 
Miscellaneous Provisions) Ordinance (Cap. 32 of the Laws of Hong Kong) (“CO”) or which do not constitute an offer to the public within the meaning 
of the CO and (b) no person shall issue or possess for the purposes of issue, whether in Hong Kong or elsewhere, any advertisement, invitation or 

document relating to the investments which is directed at, or the contents of which are likely to be accessed or read by, the public in Hong Kong 
(except if permitted to do so under the securities laws of Hong Kong) other than with respect to the investments which are or are intended to be 
disposed of only to persons outside Hong Kong or only to “professional investors” within the meaning of the SFO and any rules made thereunder.

Singapore
The contents of this document have not been reviewed by the Monetary Authority of Singapore (“MAS”). The investments mentioned herein are not 

allowed to be made to the public or any members of the public in Singapore other than (i) to an institutional investor under Section 274 or 304 of the 
Securities and Futures Act (Cap 289) (“SFA”), as the case may be (as any such Section of the SFA may be amended, supplemented and/or replaced 
from time to time), (ii) to a relevant person (which includes an Accredited Investor) pursuant to Section 275 or 305 and in accordance with other
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conditions specified in Section 275 or 305 respectively of the SFA, as the case may be (as any such Section of the SFA may be amended, 
supplemented and/or replaced from time to time), (iii) to an institutional investor, an accredited investor, expert investor or overseas investor (each 
as defined under the Financial Advisers Regulations) (“FAR”) (as any such definition may be amended, supplemented and/or replaced from time to 

time) or (iv) otherwise pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA or the FAR (as the same may 
be amended, supplemented and/or replaced from time to time).

United States 
In the United States, brokerage services are offered through Deutsche Bank Securities Inc., a broker-dealer and registered investment adviser, 
which conducts securities activities in the United States. Deutsche Bank Securities Inc. is a member of FINRA, NYSE and SIPC. Banking and lending 

services are offered through Deutsche Bank Trust Company Americas, member FDIC, and other members of the Deutsche Bank Group. In respect of 
the United States, see earlier statements made in this document. Deutsche Bank makes no representations or warranties that the information 
contained herein is appropriate or available for use in countries outside of the United States, or that services discussed in this document are available 

or appropriate for sale or use in all jurisdictions, or by all counterparties. Unless registered, licensed as otherwise may be permissible in accordance 
with applicable law, none of Deutsche Bank or its affiliates is offering any services in the United States or that are designed to attract US persons (as 
such term is defined under Regulation S of the United States Securities Act of 1933, as amended).This United States-specific disclaimer will be 

governed by and construed in accordance with the laws of the State of Delaware, without regard to any conflicts of law provisions that would 
mandate the application of the law of another jurisdiction.

Germany 
This document has been created by Deutsche Bank Wealth Management, acting through Deutsche Bank AG and has neither been presented to nor 
approved by the German Federal Financial Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht). For certain of the investments 

referred to in this document, prospectuses have been approved by competent authorities and published. Investors are required to base their 
investment decision on such approved prospectuses including possible supplements. Further, this document does not constitute financial analysis 
within the meaning of the German Securities Trading Act (Wertpapierhandelsgesetz) and, thus, does not have to comply with the statutory 

requirements for financial analysis. Deutsche Bank AG is a stock corporation (“Aktiengesellschaft”) incorporated under the laws of the Federal 
Republic of Germany with principal office in Frankfurt am Main. It is registered with the district court (“Amtsgericht”) in Frankfurt am Main under No 
HRB 30 000 and licensed to carry on banking business and to provide financial services. Supervisory authorities: The European Central Bank 

(“ECB”), Sonnemannstrasse 22, 60314 Frankfurt am Main, Germany and the German Federal Financial Supervisory Authority (“Bundesanstalt für
Finanzdienstleistungsaufsicht” or “BaFin”), Graurheindorfer Strasse 108, 53117 Bonn and Marie-Curie-Strasse 24-28, 60439 Frankfurt am Main, 
Germany.

India 
The investments mentioned in this document are not being offered to the Indian public for sale or subscription. This document is not registered 

and/or approved by the Securities and Exchange Board of India, the Reserve Bank of India or any other governmental/ regulatory authority in India. 
This document is not and should not be deemed to be a “prospectus” as defined under the provisions of the Companies Act, 2013 (18 of 2013) and 
the same shall not be filed with any regulatory authority in India. Pursuant to the Foreign Exchange Management Act, 1999 and the regulations 

issued there under, any investor resident in India may be required to obtain prior special permission of the Reserve Bank of India before making 
investments outside of India including any investments mentioned in this document.

Italy
This report is distributed in Italy by Deutsche Bank S.p.A., a bank incorporated and registered under Italian law subject to the supervision and control 
of Banca d’Italia and CONSOB. 

Luxembourg 
This report is distributed in Luxembourg by Deutsche Bank Luxembourg S.A., a bank incorporated and registered under Luxembourg law subject to 

the supervision and control of the Commission de Surveillance du Secteur Financier. 

Spain 

Deutsche Bank, Sociedad Anónima Española is a credit institution regulated by the Bank of Spain and the CNMV, and registered in their respective 
Official Registries under the Code 019. Deutsche Bank, Sociedad Anónima Española may only undertake the financial services and banking activities 
that fall within the scope of its existing license. The principal place of business in Spain is located in Paseo de la Castellana number 18, 28046 -

Madrid. This information has been distributed by Deutsche Bank, Sociedad Anónima Española. 

Portugal

Deutsche Bank AG, Portugal Branch is a credit institution regulated by the Bank of Portugal and the Portuguese Securities Commission (“CMVM”), 
registered with numbers 43 and 349, respectively and with commercial registry number 980459079. Deutsche Bank AG, Portugal Branch may only 
undertake the financial services and banking activities that fall within the scope of its existing license. The registered address is Rua Castilho, 20, 

1250-069 Lisbon, Portugal. This information has been distributed by Deutsche Bank AG, Portugal Branch.
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Austria
This document is distributed by Deutsche Bank AG Vienna Branch, registered in the commercial register of the Vienna Commercial Court under 
number FN 140266z. Deutsche Bank AG is a public company incorporated under German law and authorized to conduct banking business and 

provide financial services. It is supervised by the European Central Bank (ECB), Sonnemannstraße 22, 60314 Frankfurt am Main, Germany and by 
the Federal Financial Supervisory Authority (BaFin), Graurheindorfer Straße 108, 53117 Bonn, Germany and Marie-Curie-Strasse 24-28, 60439 
Frankfurt am Main, Germany. The Vienna branch is also supervised by the Austrian Financial Market Authority (FMA), Otto-Wagner Platz 5, 1090 

Vienna. This document has neither been submitted to nor approved by the aforementioned supervisory authorities. Prospectuses may have been 
published for certain of the investments mentioned in this document. In such a case, investment decisions should be made solely on the basis of the 
published prospectuses, including any annexes. Only these documents are binding. This document constitutes marketing material for informational 

and promotional purposes only and is not the result of any financial analysis or research.

The Netherlands

This document is distributed by Deutsche Bank AG, Amsterdam Branch, with registered address at De entree 195 (1101 HE) in Amsterdam, the 
Netherlands, and registered in the Netherlands trade register under number 33304583 and in the register within the meaning of Section 1:107 of 
the Netherlands Financial Supervision Act (Wet op het financieel toezicht). This register can be consulted through www.dnb.nl. 
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