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Chinese properties - from (A)MCs to (Z)henro

There are 3 major news flow/talks on the Chinese property sector over the
past 1-2 days, 2 (AMCs’s support of developers and relaxation of escrow
accounts) positive and 1 negative (rumours on Zhenro’s maturity
extension). Overall, we believe that the news of AMCs’ support and
relaxation of escrow account will improve the market sentiment while
rumours on Zhenro will speed up the flattening of credit curves as we
argued in our Asia HY corps outlook. We prefer belly part of the credit
curves given the better risk and profile.

AMCs to provide liquidity bids for assets and distressed debts

Media reported that policy-makers asked big-4 national AMCs to support
developers. There is limited information as to the forms, scale and timing
of support. We believe that the policy objectives are to ensure timely
project deliveries and avoid systemic risk in onshore financial system.
Hence, the focuses of big-4 will be on project acquisitions or funding
stalled projects, as well as acquisitions of distressed debts instead of
acquisitions of shareholdings. The support will be piecemeal, and will be
towards large nationwide developers such as Agile, Evergrande,
Shimao, Sunac, etc., in our view. Additionally, cash inflow from the
support of big-4 will likely be prioritized for home deliveries and settlement
of construction expenses.

We believe that the support of AMCs will improve the market sentiment
on the Chinese property sector, albeit this may not be a game-changer for
the sector. The piecemeal support at project levels mean the improvement
in liquidity could be a lengthy process. To us, AMCs will play the role of
providing liquidity bids for developers’ assets and distressed debts when
the market is short of bidders. This can help speed up asset sales and
free up loan quota from banks for the sector. We shall monitor if more
local AMCs will be involved going forward, such that smaller developers
will be benefitted from the “support” AMCs.
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Escrow accounts relaxation positive but tempered by slowing sales

Media also reported that the new nationwide rules on escrow account will be implemented and cash in
excess of construction costs can be utilized by developers. One of the key drivers for liquidity crunch
many developers facing is overly tight escrow account policies by different local governments. These new
rules compared favourably with those of previously reported in Jan’22 given the latest rules will be
nationwide, and there will be a clear guidance that the restricted cash level should not exceed the
construction costs. For ballpark estimations, restricted case should be 30-40% of total cash. Recalled
that the relaxation reported in Jan”21 was localized and could be marginal in certain localities. The new
rules, if implemented, will normalize the restricted cash level and improve liquidity of developers. The
benefit is somewhat tempered by the slowing sales in recent months, reflected the slow mortgage approval
process, concerns of uncompleted flats and, to some extent, the upward trend of property price reversed.
For the 43 developers with available figures, their sales in Jan’22 declined by an average 47% yoy.
Nonetheless, we believe that developers with stronger contract sales in FY21 and smaller maturities in
FY22 could benefit from the ease on escrow account. These include Country Garden, CIFI, Dafa, Seazen,
Shimao and Sunac. See our comments on 20 Jan’22.

Zhenro rumours could speed up credit curve flattening in the sector

There are talks/chatters on Zhenro’ potential maturity extension. ZHPRHK’22s down 15-25pts and the
perps down 10pts this morning further to the 30pts decline yesterday. Recalled that Zhenro announced
the call of its perps on 4 Jan’22. Since the call is irrevocable, as we believe that cancellation of the call is
an event of default though we are not sure if there is a grace period for call redemption. We shall monitor
if there will be any spill-over impact to other near-term maturities such as AGILE6.7% '22, REDPRO 8%’22,
REDSUN 9.95%’22, RONXIN 10.5%’22, TPHL 5.75%’22, etc. As discussed, we expect credit curves to
flatten and prefer belly parts of the curves for Chinese HY properties. Please read our Asia High Yield
Corps Outlook 2022 for more details.
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