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Strategy Flash
The Evergrande Crisis is Not China’s “Lehman Moment”
Summary


China’s “Lehman Moment” is exaggerated.
The contagion worry is not showing up in
the broader credit markets, which have in
the past served well as red flags for broader
credit crunches.



There have been more positive signals over
the past few days towards our base case
scenario i.e. orderly debt restructuring for
Evergrande and broader easing if necessary.



China assets still offer compelling portfolio
diversification benefits. We maintain our
positive view on China A-share equities,
which would benefit more directly from the
anticipated selective policy easing in 4Q.



The corrections also offer bottom-fish
opportunities for selective China corporate
bonds with healthy balance sheets when
there is more clarity on the endgame of
Evergrande.

have in the past served well as red flags for
broader credit crunches. Markets were also calmer
than expected after playing down the threat of its
troubles becoming China's "Lehman brothers
moment".
There have been more positive signals over the
past few days towards our base case scenario i.e.
orderly debt restructuring for Evergrande and
broader easing if necessary as we communicated
early this week (for details: please click here):
(1) The PBoC injected a total of RMB 240bn (USD
37bn) into the financial system yesterday and
today after the public holidays early this week.
RECENT LIQUIDITY INJECTION WAS THE
HIGHEST SINCE FEBRUARY 2021
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“Lehman Moment” is exaggerated
Market participants continued to assess the
potential contagion over a default by the Chinese
giant Evergrande as the company is due to pay out
interest today. Thus far, the contagion worry is not
showing up in the broader credit markets, which
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(2) Evergrande reached an agreement with onshore
bondholders on coupon payment worth USD36m
(smaller) due today, while there is another (larger)
USD bond coupon payment of USD 83.5m also due
today and with more in coming months.

THE ONSHORE & OFFSHORE RMB MARKETS
ARE LARGELY STABLE
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(3) There was news yesterday saying that the
Chinese
government
would
restructuring
Evergrande into three separate state-owned
entities and could be announced within days.
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(4) Contagion so far is limited to a few weaker
Chinese developers with their high yield bond
spread sharply higher, the broad Chinese credit
market and EM credit markets are largely stable.
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YET TO SEE CONTAGION TO BROADER
CHINESE OR EM CREDIT MARKETS
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Regulatory headwinds continue
but more easing on the horizon

Source: Bloomberg, Goldman Sachs, 22 Sep 2021
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(5) Both onshore and offshore Chinese equity
markets saw a rebound today. There were some
weakening in CNH (offshore) early this week when
the onshore CNY market was closed, while both
CNY and CNH stayed calm today.

Some argue that Beijing is stress-testing the
system. This is absolutely possible as the
authorities could easily ease policies whenever
necessary. Although we do not see a turnaround
in the regulatory tightening campaign given the
central government’s longer term objective in
achieving “common prosperity”, weaker than
expected economic data across the board in two
consecutive months (bad news) could see more
selective easing measures in 4Q (good news) as
we addressed this topic earlier this month (for
details: please click here).
We maintain our view that the Chinese
authorities would avoid the worst case
scenario of disorderly bankruptcy of
Evergrande and other large property
developers. Although bond defaults will
continue to rise, this has already been reflected
in the bond prices of the property developers
with weak balance sheets.
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Indicators to gauge the contagion
risk?

To take three clear examples of China market
indicators that we are looking at closely at present:
1.

2.

3.

Sovereign and credit CDS indices: the higher
these CDS indices rise, the greater the implied
default risk on the underlying bonds. While
these CDS indices have risen of late, they
remain far below mid-2020 levels.
Equity market implied volatility: the higher
the implied volatility levels on Chinese equity
indices, the higher the cost of buying put option
protection to cover one’s Chinese stock
exposure. Again, yes volatility levels have risen,
but remain unexceptional, and nowhere near
2020 peaks.
NWM China stress index: this composite stress
index made up of a number of financial market
indicators remains very low, not signaling
imminent contagion e.g. in the banking system.

3m Implied Volatility %

While many commentators have suggested that the
current events around Evergrande could develop
into a financial contagion crisis, this is not at all
evident in the many market indicators we survey.

CHINESE. HONG KONG EQUITY MARKET
VOLATILITY IS WELL BELOW YEAR HIGHS
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NWM COMPOSITE CHINA STRESS INDEX IS
UNPERTURBED
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CONCLUSION/STRATEGY - China assets still offer compelling
portfolio diversification benefits


The Fed may start tapering as early as next meeting in November, while policy fine-tuning is
expected in China amid slower China growth. The different stage of economic cycle and the
ongoing opening up of the Mainland financial markets offer investors attractive portfolio
diversification benefits.



We maintain our positive view on China A-shares in particular mid- and small caps which
would benefit more directly from the anticipated selective policy easing. In fact, CSI 500
(+18.5%) has largely outperformed CSI 300 (-5.5%) YTD.



Sectorwise as mentioned in our previous note, any indiscriminate sell-off would offer
medium-term opportunities in sectors with government policy support, such as EV supply
chains, semiconductor, renewable energy, high-end manufacturing as well as consumer and
healthcare leaders.



China big tech stocks are already in distressed valuations, probably pricing in more than
sufficient on the regulatory changes. Hence, we could see short-term rebounds when there is
more clarity on the endgame of Evergrande. However, a sustained rally would need catalysts
and is less likely in the near term given the ongoing regulatory tightening campaign.



The corrections also offer bottom-fish opportunities for selective China corporate bonds with
healthy balance sheets. Interestingly, there were strong inflows into Asia high yield
mandated funds in recent weeks, indicating global credit investors probably view the market
weaknesses as buying opportunities and the rise in China high yield property defaults as a
reduction in moral hazard.

Indices rebased Jan
2021=100

CHINA DOMESTIC SMALL-CAPS: A
COMPLETELY DIFFERENT MARKET IN 2021

120

120

110

110

100

100

90

90

80

80
Jan

Mar

May

Jul

Sep

Hang Seng China Ent. index
CSI 300 domestic large-cap
CSI 500 domestic small-cap

Source: Bloomberg, BNP Paribas (WM), 23 Sep 2021
Past performance is not indicative of current and future
performance

DISCLAIMER
This document is provided in Singapore by BNP
Paribas, acting through its Singapore branch, and in
Hong Kong by BNP Paribas, acting through its Hong
Kong branch. BNP Paribas is a public limited company
(société anonyme) incorporated in France with liability
of its members limited. BNP Paribas, acting through its
Hong Kong branch is a licensed bank regulated by the
Hong Kong Monetary Authority, a Registered
Institution under the Securities and Futures Ordinance
of Hong Kong (Cap. 571), and registered with the
Securities and Futures Commission (SFC) to carry on
Types 1, 4, 6 and 9 regulated activities in Hong Kong
(SFC CE Reference: AAF564). BNP Paribas, acting
through its Singapore branch (UEN/Registration No:
S71FC2142G), is a licensed bank regulated by the
Monetary Authority of Singapore. BNP Paribas Wealth
Management is the business line name for the Wealth
Management activity conducted by BNP Paribas. “BNP
Paribas Wealth Management” (UEN/Registration No
53347235X) is a business name registered in Singapore
under the Business Names Registration Act 2014.
This document is produced for general information
only and should not be used as reference for entering
into any specific transaction, and the information and
opinions contained herein should not be relied upon as
authoritative or taken in substitution for the exercise
of judgment by any recipient or the seeking of
independent professional advice (such as financial,
legal, accounting, tax or other advice) by any
recipient. This document is not intended to be an offer
or a solicitation to buy or to sell or to enter into any
transaction. In addition, this document and its
contents is not intended to be an advertisement,
inducement or representation of any kind or form
whatsoever. BNP Paribas reserves the right (but is not
obliged) to vary the information in this document at
any time without notice and, save to the extent
provided otherwise in Clause 6.5 of BNP Paribas
Wealth Management’s Terms and Conditions (“T&Cs”)
applicable to your account, BNP Paribas shall not be
responsible for any consequences arising from such
variation.
The terms set forth herein are intended for discussion
purposes only and are subject to the final expression of
the terms of the transaction, if the investor decides to
proceed with the transaction. It does not represent (a)
the actual terms on which a transaction would be
entered into, (b) the actual terms on which any
existing transactions could be unwound, (c) the
calculation or estimate of an amount that would be
payable following an early termination of the
transactions, or (d) the actual valuations given to the
transactions by BNP Paribas in its books of account for
financial reporting. The final terms of the transaction
will be set forth in the final term sheet, any applicable

agreement and/or confirmation. Please also refer to
the disclaimer statements contained in the relevant
documents, and disclosure and other important
information concerning our fees, charges and/or
commissions as set out in the Fee Schedule.
If this document is a post-trade/transaction
confirmation, please examine the information as set
out in this document carefully and contact us
immediately if you notice any discrepancy. The
content of this document is subject to the final
transaction(s) details / information in our official bank
statements and/or advices (if any) which may follow
by mail. This document contains confidential
information intended only for the use of the
addressee(s) named above. If you are not the
addressee(s), you must not disseminate, copy or take
any action in reliance on it. If you have received this
document by error, please notify BNP Paribas and
delete/destroy this document immediately.
Although the information and opinions provided
herein may have been obtained or derived from
published or unpublished sources considered to be
reliable and while all reasonable care has been taken
in the preparation of this document, BNP Paribas does
not make any representation or warranty, express or
implied, as to its accuracy or completeness and, save
to the extent provided otherwise in Clause 6.5 of the
T&Cs applicable to your account, BNP Paribas shall not
be responsible for any inaccuracy, error or omission.
All analysis, estimates and opinions contained in this
document constitute BNP Paribas’ own judgments as of
the date of this document, and such expressions of
opinion are subject to change without notice.
Information provided herein may contain forwardlooking statements. The words "believe", "expect",
anticipate", "project", "estimate", "predict", "is
confident", "has confidence" and similar expressions
are also intended to identify forward-looking
statements. These forward-looking statements are not
historical facts but based on the current beliefs,
assumptions, expectations, estimates, and projections
of BNP Paribas in light of the information presently
available, and involve both known and unknown risks
and uncertainties. These forward-looking statements
are not guarantees of future performance and are
subject to risks, uncertainties and other factors, some
of which are beyond control and are difficult to
predict. Consequently, actual results could differ
materially from those expressed, implied or forecasted
in these forward looking statements. Investors should
form their own independent judgment on any
forward-looking statements and seek their own advice
from professional advisers to understand such
forward-looking statements. BNP Paribas does not
undertake to update these forward looking statements.

DISCLAIMER
Where investors take into account any theoretical
historical information regarding the performance of
the product/investment, investors should bear in mind
that any reference to past performance should not be
taken as an indication of future performance. BNP
Paribas is not giving any warranties, guarantee or
representation as to the expected or projected success,
profitability, return, performance, result, effect,
consequence or benefit of any investment/ transaction.
Save to the extent provided otherwise in Clause 6.5 of
the T&Cs applicable to your account, no BNP Paribas
group company or entity therefore accepts any liability
whatsoever for any loss arising, whether direct or
indirect, from the use of or reliance on this document
or any part of the information provided.
Structured transactions are complex and may involve
a high risk of loss including possible loss of the
principal invested. If any product mentioned in this
document is a structured product which involves
derivatives, do not invest in it unless you fully
understand and are willing to assume the risks
associated with it. If you are in any doubt about the
risks involved in any product/transaction, you should
seek independent professional advice.
Prior to entering into any transaction, each
investor/subscriber should fully understand the terms,
conditions and features of the product/investment as
well as the risks, the merits and the suitability of
entering into any transaction/investment including
any market risk associated with the issuer, and
consult with their own independent legal, regulatory,
tax, financial and accounting advisors before making
the investment. Investors/subscribers should fully
understand the features of the investment, be
financially able to bear a loss of their investment and
be willing to accept all risks involved. Save as
otherwise expressly agreed in writing, (a) where BNP
Paribas does not solicit the sale of or recommend any
financial product to the investor/subscriber, BNP
Paribas is not acting as financial adviser of the
investor/subscriber in any transaction, and (b) in all
cases, BNP Paribas is not acting as fiduciary of the
investor/subscriber with respect to any transaction.
BNP Paribas and/or persons associated or connected
with it may effect or have effected a transaction for
their own account in a product/an investment
described in this document or any related product
before or after this document is published. On the date
of this document, BNP Paribas and/or persons
associated or connected with it and their respective
directors and/or representatives and/or employees
may take proprietary positions and may have a long
or short position or other interests or make a market
in a product mentioned in this document, or in
derivative instruments based thereon, and may

purchase and/or sell the investment(s) at any time in
the open market or otherwise, whether as principal or
as agent or as market maker. Additionally, BNP
Paribas and/or persons associated or connected with it
may have within the previous twelve months acted as
an investment banker or may have provided
significant advice or investment services to the
companies or in relation to a product mentioned in this
document.
This document is confidential and intended solely for
the use of BNP Paribas and its affiliates, their
respective directors, officers and/or employees and the
persons to whom this document has been delivered. It
may not be distributed, published, reproduced or
disclosed by any recipient to any other person, nor
may it be quoted or referred to in any document,
without the prior written consent of BNP Paribas.
Hong Kong: This document is distributed in Hong Kong
by BNP Paribas, acting through its Hong Kong branch
only to Professional Investors within the meaning of
Part I of Schedule 1 to the Securities and Futures
Ordinance of Hong Kong (Cap. 571). The products or
transactions described in this document may not be
authorised in Hong Kong and may not be available to
Hong Kong investors.
Singapore: This document is distributed in Singapore
by BNP Paribas, acting through its Singapore branch
only to Accredited Investors within the meaning of the
Securities and Futures Act, Chapter 289 of Singapore
only and is not intended for investors in Singapore
who are not such Accredited Investors and should not
be passed on to any such persons. Some products or
transactions described in this document may not be
authorised in Singapore and may not be available to
Singapore investors.
Save to the extent provided otherwise in Clause 6.5 of
the T&Cs applicable to your account, information in
this document is for general circulation to the intended
recipients only and is not intended to be a
recommendation or investment advice to recipients
hereof. A recipient of this document should seek advice
from its/his/her own professional adviser regarding
the suitability of the products or transactions (taking
into account the recipient's specific investment
objectives, financial situation and particular needs) as
well as the risks involved in such products or
transactions before a commitment to purchase or enter
into any product or transaction is made.
Please note that this document may relate to a product
or products where BNP Paribas is issuer, and in such
instance this document or certain information
contained therein may have been prepared by BNP
Paribas in its capacity as product issuer (“Issuer
Document”). Where an Issuer Document is provided to

CONNECT WITH US

wealthmanagement.bnpparibas/asia

DISCLAIMER

you by BNP Paribas, acting through its Hong Kong
branch or BNP Paribas, acting through its Singapore
branch in its capacity as distributor, it shall also be
subject to Clause 6.5 of the T&Cs. To the extent that
there are any inconsistency between the terms of an
Issuer Document and Clause 6.5 of the T&Cs, the latter
shall prevail. Generally, please take note that various
potential and actual conflicts of interest may arise
from the overall investment activities or the roles of
the parties involved in any investment product or
transaction, their investment professionals and/or
their affiliates. In particular, the counterparty / issuer
/ provider or its related entities or affiliates can offer
or manage other investments which interests may be
different to the interest of your investments in that
investment product or transaction; or for cases where
the product counterparty or issuer is BNP Paribas or its
related entity or affiliate, BNP Paribas may also act as
distributor, guarantor, calculation agent and/or
arranger of the same product.
BNP Paribas and its affiliates and persons associated or
connected with it (collectively "BNP Paribas Group")
may make a market in, or may, as principal or agent,
buy or sell securities mentioned in this document or
derivatives thereon.
BNP Paribas Group, including its officers and
employees may serve or have served as an officer,
director or in an advisory capacity for any issuer
mentioned in this document. BNP Paribas Group may,
from time to time, solicit, perform or have performed
investment banking, underwriting or other services
(including acting as adviser, manager, underwriter or
lender) within the last 12 months for any issuer
referred to in this document. BNP Paribas Group may,
to the extent permitted by law, have acted upon or
used the information contained herein, or the research
or analysis on which it was based, before its
publication. Members of the BNP Paribas Group may

face possible conflicts of interest in connection with
certain duties under structured products. For example,
it and its affiliates may trade an underlying for their
own account or for the account of others. It or its
affiliates may receive a portion of the management or
other fees charged with any of the underlyings. BNP
Paribas may offer other services to entities associated
with an underlying, for which they may be
remunerated. All of these activities may result in
conflicts of interest with respect to certain financial
interests of BNP Paribas.
Where this document includes a reference to real
estate, please note that real estate service offered in
Hong Kong by BNP Paribas, acting through its Hong
Kong branch exclusively relates to real estate
properties outside Hong Kong. Specifically, BNP
Paribas, acting through its Hong Kong branch is not
licensed to deal with any real estate property situated
in Hong Kong. BNP Paribas, acting through its
Singapore branch is not licensed to and does not offer
real estate service, and nothing herein should be
construed as such.
By accepting this document, you agree to be bound by
the foregoing limitations. In case there is a Chinese
version and there is any ambiguity or difference of
meaning between the English version and the Chinese
versions, the English version shall prevail. In respect
of any transactions or arrangement with BNP Paribas,
acting through its Singapore branch, the English
version is the only operative version and the Chinese
version shall be disregarded.
Photo Credit @ Getty Images
© BNP Paribas (2021). All rights reserved.

