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Evergrande - “Chapter 11” with Chinese Characteristics 

For the reasons outlined below, we believe we are close to the bottom of bearish market sentiment 
brought by the Evergrande credit saga, with the first sign of government intervention emerging that 
aims at damage control in a potential “managed default” scenario. 
  
On 5 August 2021, it was reported by multiple onshore and offshore sources that the Supreme People’s 
Court of China has ordered all civil lawsuits against Evergrande (and affiliates) to Guangzhou 
Intermediate People’s Court. It means that litigations of debt and payable dispute against the company 
all over the country will be heard in this single court. We think the ramification of this move is profound 
because: 
  
1. This is the first concrete step taken by the Chinese authorities to intervene since Evergrande’s latest 

liquidity crisis unravels in May. Previous stance taken by the central government has been observing, 
studying and subsequently warning the company.  

2. By consolidating all of the Evergrande civil cases in a single court, it helps the authorities to 
understand the scope and complexity of its liabilities (operational, contractual and financial). In the 
meantime, it limits individual creditors’ (especially powerful financial institutions like banks) 
capacity to seize assets in local courts and thus drain the company of liquidity to operate as a going 
concern.  

3. We view this as a precautionary move by the authority to prevent an uncontrollable default situation 
where the most vulnerable parties get hurt the most in a rush for Evergrande’s assets, especially 
liquid assets. These vulnerable parties include tens of thousands of home buyers awaiting delivery, 
suppliers and contractors pending to be paid and employees whose wages are in arears.  

  
With that in context, we are more likely on the verge of a “Chapter 11” style restructuring with Chinese 
characteristics and this is constructive to the market at large because the most-feared systemic fallout 
risk may not happen after all.  
  
Firstly, the tightening policies on the property sector has been extremely sturdy ever since it started in 
2017. It gradually stepped up and never reversed. The whole idea is to take leverage down and limit the 
financial system’s exposure to the property sector, hence dissolving the biggest so-called “grey rhino” 
risk to the economy before too late. As the sector deleverages and consolidates, idiosyncratic default 
risk is within the government’s game plan and unavoidable. The government is only concerned about 
singular default case blowing up out of proportion and taking the economy down with it.   
  
Secondly, if you recall what we said about the latest series of Chinese government regulations across 
different sectors, the move on Evergrande is quite consistent in its intention. It seeks to protect the 
most vulnerable parties by hand holding the situation in a potential “orderly” default. This sense of 
seeking equality and wider good is similar to what’s been done to the educational, gaming and internet 
space.   
  
With these in mind, we believe we can get a picture on the path ahead. As claims on Evergrande pile 
up in Guangzhou Intermediate People’s Court from all over the country, the government will ensure 
that the operational side of the company remains intact so it still has enough cash to complete pre-sold 
units, to pay suppliers and employees. It implies a managed restructuring process of all financial debt 
instead of outright liquidation following traditional waterfall, something not uncommon in China.    
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To Evergrande bond holders, this is not great news. We have advised our clients to exit quite early on 
as we saw the material deterioration of the situation. However, the wider market now should feel some 
level of relief that Evergrande is unlikely to bring a total collapse of confidence in the Chinese property 
sector. The potential fall-out is contained and the restructuring is most likely an orderly one. With that 
we should find Evergrande’s drag on Chinese HY property bonds valuation diminishing. We believe we 
are close to the bottom of the sector performance and a strong rebound for stable HY names is around 
the corner, possibly before the end of this quarter. 
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DISCLAIMERS & IMPORTANT INFORMATION 

 This report is issued by Income Partners Asset Management (HK) Ltd. (“Income Partners”) and has not been reviewed 
by any regulatory authority. It is not intended as an offer, solicitation, advice or recommendation to buy or sell any 
securities or any products. This report may not be received by and is not intended for any U.S. Person other than a 
U.S. Person who is an "accredited investor" as defined in Regulation D under the U.S. Securities Act of 1933, a 
"qualified purchaser" as defined in the Investment Company Act and the regulations thereunder, and “qualified 
eligible persons” as defined by the U.S. Commodity Futures Trading Commission (“CFTC”) Rules and Regulations or 
the rules and regulations thereunder. This report is for distribution only under such circumstances as may be 
permitted by applicable law.  

 Nothing in this report constitutes a representation that any investment strategy or recommendation contained herein 
is suitable or appropriate to a recipient’s individual circumstances or otherwise constitutes a recommendation. It is 
provided to you solely for information purposes only. No representation or warranty, either express or implied, is 
provided in relation to the accuracy, completeness or reliability of the information contained herein, nor is it 
intended to be a complete statement or summary of the securities, markets or developments referred to in the 
report. We have prepared this report without consideration of the investment objectives, financial situation or 
particular needs of any investor. You should consider your own investment objectives, financial situation and 
particular needs before taking any action with respect to a financial product referred to in this presentation. In 
particular, we are not acting as your adviser or assuming any duty of care in this respect. To the extent permitted 
by applicable law, none of Income Partners, its affiliates, or any officer or employee of Income Partners, accepts 
any liability whatsoever for any direct or consequential loss arising from any use of this report or its contents, 
including for negligence. Investments involve risk. Under some market conditions it may be impossible to liquidate a 
position. Losses incurred in trading can be substantial. 

 Investment in the China market is subject to emerging market risk including political, economic, legal, regulatory 
and liquidity risks. 

 Investment involves risk. Past performance is not a guarantee or a reliable indicator of future results and no 
guarantee is being made that similar returns will be achieved in the future. 

 In making investment decisions, investors should not rely solely on the information in this document and should read 
relevant offering document for further details including the risk factors. This document does not constitute an 
offering document. 

 Index or benchmark data are for reference purposes only and no comparability or relevance is warranted or 
implied. Care should be taken as the composition, volatility, duration, yield and other features may from time to 
time be materially different from the indices and the underliers of the indices. Indices may rebalance or change its 
composition and weighting of its underliers from time to time and no regard has been given to such changes in this 
document. The recipient should conduct its own research and be familiar with the characteristics and underliers of 
any indices. 
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