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China’s Domestic Spending Plans Underpin LGFVs and Property Developers’ 
Credit Story 

In a bid to boost China's economy, the government has rembraced the investment-driven 
growth model. Lianhe Global lays out what this means for the country's property sector and 
LGFVs. 

The ongoing trade war between the US and China has put pressure on China’s economic 
growth since late 2018. The Chinese central government subsequently announced initiatives 
to support economic growth by increasing investment in infrastructure projects, including 
affordable housing and rejuvenation of old communities. 

Chinese local government financing vehicles (LGFV) and property developers are likely to 
benefit from these stimulus measures. In addition, ongoing urbanisation in China is a 
supporting factor for China’s property market, while revenue from land sales are one of the 
main contributors to Chinese local governments’ fiscal revenue. 

Investment-Driven Growth in China Reborn 

To boost China's economy, which saw the year-on-year GDP growth rate fall to a record low 
of 6.2% in the second quarter this year (since China started publishing quarterly data in 1992), 
China reembraced the investment-driven growth model since the second half of 2018 

Infrastructure and property investments have exerted a high influence in driving China’s 
economic growth and have a significant impact on upstream and downstream industries such 
as steel, cement and durable goods. According to the National Bureau of Statistics, 
investments in infrastructure and real estate accounted for 27% and 23% of total fixed-asset 
investment, respectively, in 2017, while gross capital formation contributed to about one-third 
of China’s GDP growth in recent years. 

To add, investments in infrastructure and real estate both increased in the first half of 2019. 
The year-on year growth of infrastructure investment rebounded to 3% in the first six months 
of 2019 from 0.3% in the first nine months of 2018. Real estate investment reported 11% year-
on-year growth in the first six months of 2019, 2.9% being higher than that in the first nine 
months of 2018. 
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Cautiously Optimistic on Chinese Property 

The Chinese land sales market has been thawing and land auction prices have enjoyed a 
renewed rise in some higher-tier cities since the first quarter of 2019. As such, we expect that 
gross margins of Chinese property developers will be under pressure in 2019 largely due to 
moratoriums placed on home purchases, sales, prices, and mortgages. 

In addition, the Chinese government is expected to maintain control on external non-traditional 
financing channels, which will increase the funding costs for some property developers, 
especially smaller and financially weaker property developers, for the remainder of 2019. For 
medium-sized regional players with more concentrated land portfolios than their peers, we 
believe they will increase leverage to expand operating scales beyond their home bases. 
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Investment in land has rebounded after bottoming-out in the second half of last year and the 
land acquisition price in the market has increased, especially in the second-tier cities with 
intense competition among property developers.  

For larger property developers, we expect financial metrics to improve in the coming six 
months; most of them have been deleveraging since 2017. In addition, the larger players have 
competitive advantages in acquiring low-cost land and acquiring funding, as well as strong 
sales and cash collection execution allowing them to maintain high operating efficiency to 
support operations and growth. Both operating efficiency and funding ability will play an 
increasing role to differentiate the credit profiles of the larger players in the future. 

At the time of this publication, many leading Chinese property developers have delivered 
revenue and presales results better than or largely on par with their expectations for first half 
of this year, with the exception of China Evergrande Group in terms of its revenue. Developers 
tend to deliver more than half of their contracted sales in the second half of their fiscal year, 
based on prior observations. The leading developers were able to deliver their presold projects 
and recognise them as revenue. Meanwhile, many of them continued to report solid contracted 
sales figures and thereby ensured their future revenue stream. Contracted sales figures are a 
good barometer of the health of the Chinese property market. 

LGFVs’ Credit Profiles Increasingly Diverge 

The Chinese government has recently introduced several measures to ease financial and 
monetary conditions amid a slowing economy, sluggish stock markets and renminbi 
depreciation pressure. This has somewhat alleviated LGFVs’ financing issues, although we 
do not foresee a reversal of the regulatory authority’s ambition to de-risk the financial system 
as China continues to grapple with the fallout from the rapid credit expansion caused by the 
huge stimulus measures a decade ago. The government’s commitment to deleverage and 
regulate LGFVs’ implicit debt would remain intact by pushing forward the reform and 
commercialisation programmes for some Chinese LGFVs. 

We expect the stringent regulation on LGFV financing would remain largely intact to prevent 
systematic risk but may lead to a credit divergence among LGFVs. Also, large LGFVs carrying 
important policy roles, such as improving local residents’ livelihoods and boosting the 
economic should remain in a better position because of stronger expected government 
support. 

On the other hand, liquidity pressure would continue to challenge those LGFVs with 
insignificant government functions or located in areas with weaker economic conditions or 
fiscal positions. We note that defaulted non-standard financial products have been mainly 
issued by LGFVs in districts with low administrative levels or with weak economic conditions. 

Lianhe Global the Largest China Offshore Credit Rating Agency in Chinese Offshore 
Bond Market 

Lianhe Ratings Global Limited (“Lianhe Global”) rated USD US$4.11 billion of US dollar bonds 
in the first eight months of 2019, making it the largest China offshore credit rating agency. 
Meanwhile, Lianhe Global has assigned and published global scale issuer credit ratings (all 
solicited) to ten issuers. 

As a homegrown international rating agency, Lianhe Global possesses unique local insight 
and understanding about the Chinese government framework and business environment in 
which Chinese issuers operate, enabling us to provide investors a different perspective from 
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the big three US rating agencies. More than 70% of our current employees used to work for 
the international rating agencies in Asia for a substantial period of time. 

Lianhe Global is a wholly-owned subsidiary of Lianhe Credit Information Service Co., Ltd. 
(“Lianhe Group”). Lianhe Group also owns China Lianhe Credit Rating Co., Ltd (“Lianhe 
Ratings”) which focuses on the Interbank Market and United Credit Ratings Co., Ltd. (“United 
Ratings”) which focuses on the exchange market in China. Together, we refer to them as 
Lianhe Capital Markets. 

Lianhe Capital Markets is now one of the two largest credit rating agencies in China with more 
than 30% market share since its founding in 2000. As of December 2018, Lianhe Capital 
Markets had approximately 350 analysts covering a portfolio of 5,000 issuers ranging from 
corporates, LGFVs, and banks to structured finance products in China. 
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Disclaimer 

Credit rating and research reports published by Lianhe Ratings Global Limited (“Lianhe Global” or “the Company” 

or “us”) are subject to certain terms and conditions. Please read these terms and conditions at the Company’s 

website: www.lhratingsglobal.com 

A credit rating is an opinion which addresses the creditworthiness of an entity or security. Credit ratings are not a 

recommendation to buy, sell, or hold any security. Credit ratings do not address market price, marketability, and/or 

suitability of any security nor its tax implications or consequences. Credit ratings may be subject to upgrades or 

downgrades or withdrawal at any time for any reason at the sole discretion of Lianhe Global.   

All credit ratings are the products of a collective effort by accredited analysts through rigorous rating processes. 

No individual is solely responsible for a credit rating.  All credit ratings are derived by a credit committee vesting 

process. The individuals identified in the reports are solely for contact purpose only.  

Lianhe Global conducts its credit rating services based on third-party information which we reasonably believe to 

be true. Lianhe Global relies on information including, but not limited to, audited financial statements, interviews, 

management discussion and analysis, relevant third-party reports, and publicly available data sources to conduct 

our analysis. Lianhe Global has not conducted any audit, investigation, verification or due diligence. Lianhe Global 

does not guarantee the accuracy, correctness, timeliness, and/or completeness of the information. Credit ratings 

may contain forward-looking opinions of Lianhe Global which may include forecasts about future events which by 

definition are subject to change and cannot be considered as facts.   

Under no circumstances shall Lianhe Global, its directors, shareholders, employees, officers and/or representatives 

or any member of the group of which Lianhe Global forms part be held liable to any party for any damage, loss, 

liability, cost, expense or fees in connection with any use of the information published by the Company. 

Lianhe Global receives compensation from issuers, underwriters, obligors, or investors for conducting credit rating 

services. None of the aforementioned entities nor its related parties participate in the credit rating process aside 

from providing information requested by Lianhe Global.  

Credit ratings included in any rating report are solicited and disclosed to the rated entity (and its agents) prior to 

publishing. Credit rating and research reports published by Lianhe Global are not intended for distribution to, or 

use by, any person in any jurisdiction where such use would infringe local laws and regulations. Any user relying 

on information available through credit rating and research reports is responsible for consulting the relevant 

agencies or professionals accordingly to comply with the applicable local laws and regulations.  

All published credit rating and research reports are the intellectual property of Lianhe Global. Any reproduction, 

redistribution, or modification, in whole or part, in any form by any means is prohibited unless such user has 

obtained prior written consent from us.  

Lianhe Global is a subsidiary of Lianhe Credit Information Service Co., Ltd. The credit committee of Lianhe Global 

has the ultimate power of interpretation of any methodology or process used in the Company’s independent credit 

ratings and research.  

Copyright © Lianhe Ratings Global Limited 2019. 

 

 


