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 Compared with the past 2 years (+74% for 2017, +50% for 
2018), the number of insolvency cases in China is ex-
pected to keep growing but at lower pace in 2019 
(+~20%, same as previous expectation) and in 2020 
(+~10%) 

 The number of new bond default companies in Chinese 
market decreased from 44 in 2018 to 39 in 2019.  

 The official manufacturing PMI in December shows the 
overall manufacturing industry is expanding, while the 
small-scale enterprises are still struggling. 

 On January 1 2020, PBOC, the central bank of China, an-
nounced to inject RMB 800 billion/EUR103 billion in the 
financial sector via cutting the reserve requirement ratio 
(RRR) for banks by 0.5 %. 

 U.S.-China trade tensions temporality eased with a super-
ficial phase one deal between the U.S. and China in Janu-
ary 2020. 
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INSOLVENCY OUTLOOK  
Compared with the past 2 years (+74% for 2017, +50% for 2018), the number of insolvency cases in 
China is expected to keep growing but at lower pace in 2019 (+~20%, same as previous expecta-
tion) and in 2020 (+~10%) considering 1) economic slowdown 2) temporality eased U.S.-China trade 
tensions 3) eased monetary policy and corporate credit 4) Improving direct financing for innovative 
private companies with the establishment of Sci-Tech Innovation Board (STAR Market) at the 
Shanghai Stock Exchange in June 2019.  

During previous years, number of insolvency cases in China increased greatly in 2017(+74%) and 
2018 (+50%) mainly due to the acceleration of clean-up zombie companies, slowdown on GDP and 
tightened financing conditions especially for the private owned enterprises.  

Review of bond default in 2019  

The number of new bond default enterpris-
es in Chinese market decreased from 44 in 
2018 to 39 companies in 2019. The default-
ers still concentrated in private enterprises 
in 2019 and the situation will not change in 
2020. Both the regions and sectors of the 
bond default companies were relatively 
scattered in 2019. The reason of default for 
the private companies included : 

1. aggressive capital expenditure and 
M&A  

2. failure in new business, main business in 
downturn  

3. long-term use of short loans  

4. poor cash flow of main business  

5. unclear ownership structure  

6. poor internal control  

7. large shareholders or actual controllers 
misappropriating funds or irregular 
guarantees  

8. excessive amount of related parties  

9. inadequate disclosure of financial state-
ments, financial fraud  

10. tightened external financing condition   

 

Figure 1: Number of new bond default enterprises  

Source:  Wind  
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Figure 2: Monthly official manufacturing PMI 

             Macro data updates 

China’s y/y GDP growth further slowed down to 6.0% in Q3 2019 (expected 6% for Q4 2019) 
and 6.2% in 9M2019 .The official manufacturing PMI kept in the expansion territory at 50.2 in 
December (50.2 in November). From the perspective of enterprise scale, the PMI of large enter-
prises was 50.6 (-0.5), PMI of medium-sized enterprises was 51.4 (+1.9) and the PMI of small en-
terprises decreased by 2.2 to 47.2. The overall manufacturing industry is still expanding, while 
the small-scale enterprises are still struggling. 

 

Economic growth still faced pressure for the incoming quarters from uncertain global political 
situation and slowdown of government consumption and some industrial growth. 

Source: National Bureau of Statistics, Wind  
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Easing monetary policy and corporate credit  

On January 1 2020, PBOC, the central bank of China, announced to inject RMB 800 billion/EUR103 

billion in the financial sector via cutting the reserve requirement ratio (RRR) for banks by 0.5 %. The 

RRR cut will save about RMB 15 billion/EUR 1.92billion in funding costs for banks in 2020, and the 

injected funds may help to lower the new benchmark interest rate in coming months. 

In November 2019, RMB loans from financial institution increased by RMB 1.69 trillion /EUR 217 bil-

lion (estimate RMB 1.1 trillion ~1.2trillion/EUR141billion~154 billion for December 2020). The RMB 

loans from financial institution kept steady growth while the growth of off- balance-sheet financing 

declined in 2019. Since August 2019, the central bank has encouraged financial institutions to in-

crease medium and long-term loans to manufacturing industry and private enterprises, and to re-

form LPR quotation and reduce interest rate continuously.  

Source: The People's Bank of China, Wind  

Figure 3: New RMB Loans from financial institutions (CNY 100 mn) 
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Temporality eased U.S.-China trade tensions  

On December 31 2019, President Trump says he will sign the “phase one” trade deal with China at the 

White House on January 15 2020; the Phase 2 negotiation will kick off at later date. A superficial 

phase one deal between the U.S. and China may bring some comfort but renewed threats of tariffs 

and a busy political year in 2020 should bring higher volatility. The trade tensions between the U.S. 

and China temporality eased, but not resolved and no great improvement expected in short term.  
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Cautionary Note Regarding Forward-Looking Statements: 

 

The statements contained herein may include statements of future expectations and other forward -looking state-

ments that are based on management ’s current views and assumptions and involve known and unknown risks and 

uncertainties that could cause actual results, performance or events to differ materially from those expressed or im-

plied in such statements. In addition to statements which are forward -looking by reason of context, the words "may", 

"will", "should", "expects", "plans", "intends", "anticipates", "believes", "estimates", "predicts", "potential", or "continu e" 

and similar expressions identify forward-looking statements. Actual results, performance or events may differ materi-

ally from those in such statements due to, without limitation, (i) general economic conditions, including in particular 

economic conditions in the Euler Hermes Group ’s core business and core markets, (ii) performance of financial mar-

kets, including emerging markets, and including market volatility, liquidity and credit events (iii) the frequency and 

severity of insured loss events, including from natural catastrophes and including the development of loss expenses,

(iv) persistency levels, (v) the extent of credit defaults, (vi) interest rate levels,  (vii) currency exchange rates includi ng 

the Euro/U.S. Dollar exchange rate, (viii) changing levels of competition, (ix) changes in laws and regulations, includ-

ing monetary convergence and the European Monetary Union, (x) changes in the policies of central banks and/or 

foreign governments, (xi) the impact of acquisitions, including related integration issues, (xii) reorganization 

measures, and (xiii) general competitive factors, in each case on a local, regional, national and/or global basis. Many 

of these factors may be more likely to occur, or more pronounced, as a result of terrorist activities and their conse-

quences.  
 

No duty to update 

 

The company assumes no obligation to update any information contained herein.  

Contact Us 

 

Marketing.china@eulerhermes.com 

 

www.eulerhermescn.com 

Euler Hermes Asia Pacific 

 

WeChat:  EulerHermes_China Scan  QR code to follow us in WeChat 

https://in.linkedin.com/company/euler-hermes-apac

