
Global Credit Outlook 2022: Aftershocks, Future Shocks, And Transitions 

S&P Global Ratings December 1, 2021     28 

China | Can Risks From Beijing's Policy 
Tightening Be Contained? 

We expect heightened credit stress as businesses navigate tighter 
controls in 2022. But our base case is that the Chinese government will 
contain systemic risk. 

How this will shape 2022 

Reforms are likely to continue, but with stability in mind. We believe the Chinese 
government will continue reforms in 2022 bannered under the idea of "common 
prosperity". The aim is to reduce wealth gaps amid widening income inequality. It 
underlines the Chinese government’s desire for social and political stability. The 
government wants to limit speculative activities and rein in entities that are 
perceived to abuse their market power. While addressing these issues may slow 
economic growth, such growth should be more sustainable. 

Other measures will focus on financial discipline and economic rebalancing. 
Additional government transformational policies include a plan to be carbon 
neutral by 2060, and the "three red lines" rule that restricts lending to developers 
deemed to be excessively leveraged. Collectively, these move the country toward 
greater financial discipline and an economic rebalancing to channel credit to 
policy-favored sectors (high-tech manufacturing), an energy transition (renewable 
energy), and support for national security (defense). Less credit will go to 
speculative activities as seen in property sector. This should contribute to a 
deleveraging of China’s corporate sector, which has the highest debt load among 
large economies. 

More credit crunches are expected. More defaults in the property sector as 
funding restrictions continue to bite. The property sector is going into a prolonged 
downturn while liquidity and refinancing risks escalate. Selected local government 
funding vehicles (LGFVs) may feel funding stress as their businesses transform. We 
believe the refinancing environment for these LGFVs will remain broadly stable even 
as the market becomes more circumspect about the ability of local and regional 
governments (LRGs) to support these entities amid a slide in land sale revenues. 
Some weaker lower-level and non-core LGFVs could face a liquidity crunch as 
banks withdraw their funding support. 

There is a likelihood of losses for investors and disruptions to businesses, as well 
as opportunities for new industries to break through. The policy will reshape many 
corporate sectors and curb their prospects. Our base case is that China will avoid a 
systemic crisis. If the country cuts credit risks and brings economic growth to a 
more sustainable path, this will be credit positive for the sovereign, banks, and 
corporates.  

What we think and why 

Common prosperity is here to stay. At the first sight of recovery from COVID, China 
reined in rampant property sector credit growth. What caught investors out, 
however, was the intensity and the speed of reforms that came under the banner of 
common prosperity.  

Less support for stressed state-backed firms. China's corporate debt level is high 
at 160% debt-to-GDP. The world average is 101%. The rapidly slowing property 
sector will hit LRGs, which derive one-quarter of their revenues from land sales. 
With diminished revenues, LRGs will have less capacity to support their LGFVs and 
state-owned enterprises (SOEs), just as their debt servicing capacity is also 
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diminishing due to elevated input costs and slowing. Carbon goals will mean credit 
stresses on energy intensive and polluting industries. 

Chart 21 

Property Sales Drive Local Finances And The National Economy 

 
Source: Statistic bureau, Ministry of Finance, S&P Global Ratings. Note: We measure land sales as LRG 
revenue collected from the sale of primary land for development. LRG – Local and regional government. 

Selective support. Meanwhile, investors are more fully pricing in stand-alone credit 
risks. Implicit guarantees can no longer be taken as faith as both central and local 
governments seek to balance system stability, while curbing moral hazard. We 
believe the government’s interest to support the banking system remains strong, as 
it is the channel for it to enact policies. However, the Baoshang Bank collapse sent 
a clear signal that not all lenders will enjoy strong state support. 

What could go wrong 

The rapid pace of change could bring about unintended consequences. A lack of 
coordination or conflicting goals might have contributed to China's recent power 
outages which will drag down industrial production, especially energy-intensive 
sectors, at least for the time being. A forced deleveraging of property developers led 
to defaults and contributed to stalled property and land sales, hitting LRGs' 
revenues. 

Tighter controls may be disruptive. There is little predictability on reforms, at 
times launched with minimal warning. The scope of the common prosperity policy is 
broad, and new measures could affect more sectors in 2022. The effect may be 
disruptive, such as was the policy to ban for-profit firms from operating in the after-
school sector. Private enterprises will need to navigate tighter controls on data 
security. Large tech firms are being fined for abusing their market power. Abrupt 
policy shifts may prompt businesses and their backers to hold off investment until 
they understand the direction and extent of these changes.  

Investor confidence may be strained. Tensions amid ongoing policy changes and a 
rapid deterioration in economic momentum could put business and investor 
confidence to the test. The growing distresses among property developers may play 
out with significant consequences for the economy. Faced with challenges both at 
home and externally, China will need to thread its policy steps with taut and 
finesse. 
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