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• Financial stress eased a bit last week after Evergrande dodged the default for now and officials have 
become more vocal about the crisis highlighting that risks can be controlled.

• We may have passed the ‘peak stress’ levels in the Evergrande crisis but it is still too early to make a final 
verdict. We doubt that Evergrande will avoid a default but has probably just postponed it.

• The stress level is still high in China’s property sector due to falling home sales and financing channels 
being severely squeezed. 

• The Chinese government should have the tools to control the crisis, as it can underpin home sales by 
moderate easing of housing policies and support financing to healthy developers through state banks. 

• We keep a close eye on home sales, though, as it could decline further if buyers become uncertain of 
buying from developers. Or they could choose to only buy from state-owned developers, that are deemed 
more safe. This would be a serious blow to private developers. 

• The downward pressure on growth from the property crisis, Covid outbreaks and the energy crisis will 
continue in coming quarters.

The bottom line: Stress is easing but still challenging times

Recent research on China’sproperty crisis and economy:

Strategy China - Closer to peak stress, 15 October 2021
China Macro Monitor – Growth revised lower as property crisis to linger into 2022, 5 October 2021
Research China - No Lehman moment but financial stress is not over, 29 September 2021

https://bit.ly/chinapeakstress
https://bit.ly/ChMonOct21
https://bit.ly/Evergr2
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#1 High yield market (dominated by developers)

Source: Macrobond Financial, Bloomberg.
Note: Past or current performance is no guarantee of future performance.

Offshore high yield rates 

off the highs after

Evergrande payment
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#2 Stock price of the big developers

Source: Macrobond Financial, Bloomberg.
Note: Past or current performance is no guarantee of future performance.

Stock prices of biggest

developers up from the lows.
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#3 Home sales

Home sales are key for developer’s

cash flows – and an indicator of 

home buyer confidence. Lower

again in September

Source: Macrobond Financial, Bloomberg. NBS.
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#4 Lending to households

Source: Macrobond Financial, Bloomberg. NBS, PBoC.

Households borrow less

money for home purchases
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#5 Lending to developers

Source: Macrobond Financial, Bloomberg. PBoC.

Bank lending to developers 

need to increase to ease

their funding crunch
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• Our baseline:

− A messy muddling through

− Evergrande eventually defaults but measures taken to ring-fence it

− Some moderate easing of ‘three red lines’ to reduce stress on sector but the 
government is not going to ease up significantly

− Bank lending from big state banks to fill funding hole

− Some policy easing to support home sales 

− Growth very weak in H2; stimulus coming via RRR cut

• Key risks:

− Government helps less than expected

− Other big developers default if bank support comes too late

− Home sales drop further (sales critical source of income currently)

− Refinancing risks in 2022 as many bonds mature

Our baseline scenario and key risks
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Other material on China’s housing market



101010

House prices

Average increase in house 

prices below 5%. Small m/m 

decline in September

Source: Macrobond Financial, NBS
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China house price level
High price level in tier-1 cities but 

less so in other cities

Source: Macrobond Financial, NBS
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Housing inventories

China does not have a big

overhang of unsold

apartments available for 

sale as in 2015. 

Source: Macrobond Financial, NBS, Danske Bank
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Regulation tightened in August 2020
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Evergrande in own league – but others with high leverage

Source: Bloomberg
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• Around 20 million apartments
per year are currently being
built

• Around 13 million are for 
urbanisation or urban 
marriages

• Rest is for rental or upgrading
of existing housing

• A slowing of urbanisation + 
inventories is expected to 
reduce the need for new 
housing

We are at ‘peak housing’

Source: Macrobond Financial, NBS, Danske Bank
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China’s urbanization rate has peaked

Source: Macrobond Financial, World Bank



171717

Disclosures

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The author of this research report is Allan von Mehren (Chief Analyst).

Analyst certification

Each research analyst responsible for the content of this research report certifies that the views expressed in the research report accurately reflect the research 
analyst’s personal view about the financial instruments and issuers covered by the research report. Each responsible research analyst further certifies that no part of the 
compensation of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed in the research report.

Regulation

Authorised and regulated by the Danish Financial Services Authority (Finanstilsynet). Deemed authorised by the Prudential Regulation Authority. Subject to regulation by 
the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows EEA-based 
firms to operate in the UK for a limited period while seeking full authorisation, are available on the Financial Conduct Authority’s website.

Danske Bank’s research reports are prepared in accordance with the recommendations of the Danish Securities Dealers Association.

Conflicts of interest

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-quality research based on research objectivity and 
independence. These procedures are documented in Danske Bank’s research policies. Employees within Danske Bank’s Research Departments have been instructed that 
any request that might impair the objectivity and independence of research shall be referred to Research Management and the Compliance Department. Danske Bank’s 
Research Departments are organised independently from, and do not report to, other business areas within Danske Bank.

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes investment banking revenues, but do not receive bonuses or 
other remuneration linked to specific corporate finance or debt capital transactions.

Financial models and/or methodology used in this research report

Calculations and presentations in this research report are based on standard econometric tools and methodology as well as publicly available statistics for each individual 
security, issuer and/or country. Documentation can be obtained from the authors on request.

Risk warning

Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis of relevant assumptions, are stated throughout the text.

Date of first publication

See the front page of this research report for the date of first publication.



181818

General disclaimer

This research has been prepared by Danske Bank A/S. It is provided for informational purposes only and should not be considered investment, legal or tax advice. It does 
not constitute or form part of, and shall under no circumstances be considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial 
instruments (i.e. financial instruments mentioned herein or other financial instruments of any issuer mentioned herein and/or options, warrants, rights or other interests 
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This research report is protected by copyright and is intended solely for the designated addressee. It may not be reproduced or distributed, in whole or in part, by any 
recipient for any purpose without Danske Bank A/S’s prior written consent.

.Disclaimer related to distribution in the United States

This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets Inc., a U.S. registered broker-dealer and subsidiary of 
Danske Bank A/S, pursuant to SEC Rule 15a-6 and related interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for 
distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske Markets Inc. accepts responsibility for this research report in 
connection with distribution in the United States solely to ‘U.S. institutional investors’.

Danske Bank A/S is not subject to U.S. rules with regard to the preparation of research reports and the independence of research analysts. In addition, the research 
analysts of Danske Bank A/S who have prepared this research report are not registered or qualified as research analysts with the New York Stock Exchange or Financial 
Industry Regulatory Authority but satisfy the applicable requirements of a non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument may do so only by contacting Danske Markets Inc. 
directly and should be aware that investing in non-U.S. financial instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with 
the U.S. Securities and Exchange Commission and may not be subject to the reporting and auditing standards of the U.S. Securities and Exchange Commission.



191919

Disclaimer related to distribution in the United Kingdom

In the United Kingdom, this document is for distribution only to (I) persons who have professional experience in matters relating to investments falling within article 19(5) 
of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the ‘Order’); (II) high net worth entities falling within article 49(2)(a) to (d) of the Order; 
or (III) persons who are an elective professional client or a per se professional client under Chapter 3 of the FCA Conduct of Business Sourcebook (all such persons 
together being referred to as ‘Relevant Persons’). In the United Kingdom, this document is directed only at Relevant Persons, and other persons should not act or rely on 
this document or any of its contents.

.Disclaimer related to distribution in the European Economic Area

This document is being distributed to and is directed only at persons in member states of the European Economic Area (‘EEA’) who are ‘Qualified Investors’ within the 
meaning of Article 2(e) of the Prospectus Regulation (Regulation (EU) 2017/1129) (‘Qualified Investors’). Any person in the EEA who receives this document will be 
deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also be deemed to have represented and agreed that it has not received this 
document on behalf of persons in the EEA other than Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for whom the 
investor has authority to make decisions on a wholly discretionary basis. Danske Bank A/S will rely on the truth and accuracy of the foregoing representations and 
agreements. Any person in the EEA who is not a Qualified Investor should not act or rely on this document or any of its contents.
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