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 New limitations on borrowing, coupled with aggressive pre-sale practices that created a growing pile of unfinished 
projects, left Evergrande with more obligations than it could realistically afford to accommodate. 

 Evergrande’s troubles do not appear to pose significant risk outside of China since it isn’t globally interconnected on 
anything remotely close to a Lehman Brothers scale. 

 We have no direct exposure to Evergrande in any of our investment strategies. 

 
Investors have recently grown unsettled by the misfortunes mounting against Evergrande, one of China’s largest real 
estate developers. Evergrande has accumulated roughly $300 billion in debt by borrowing to fund new domestic 
construction projects. 

How did Evergrande’s situation grow so dire? 

The People’s Republic of China introduced limits last year on the pace at which developers would be allowed to 
accumulate debt. These new regulations were intended to moderate a sharp debt-fueled rebound in the Chinese real 
estate market following the country’s early first wave of COVID-19. 

New limitations on borrowing, coupled with aggressive pre-sale practices that created a growing pile of unfinished 
projects, left Evergrande with more obligations than it could realistically afford to accommodate. Several banks began 
denying mortgages on these unfinished projects in July as Evergrande’s problems became more apparent. 

Why has this become such a critical issue now? 

Evergrande owes its creditors more than $100 million in interest payments over the next few weeks, and its credit rating 
was recently downgraded as the possibility of default has increased. As with any debt-centric crisis, default severely limits 
a debtor’s ability to borrow or refinance, and raises its future borrowing costs, increasing the challenges in an already-
strained situation. 

The overarching concern among investors centers on how Evergrande’s problems are ultimately resolved. There’s 
widespread agreement that the company’s debt load is unmanageable, but whether it tumbles into a disorderly 
bankruptcy, undergoes an orderly restructuring, or gets bailed out by the Chinese government remains to be seen. 

Furthermore, is Evergrande’s looming default a symptom of a systemic problem? If so, is that problem limited to China, or 
could it have a significant international impact? 

SEI’s View 

We’ll address the most acute concern first: Evergrande does not appear to pose significant risk outside of China since it 
isn’t globally interconnected on anything remotely close to a Lehman Brothers scale. Foreign investor exposure is mostly 
limited to Evergrande’s $18 billion in foreign-currency bonds, which is certainly not enough to ignite a global systemic 
crisis. 

The most likely outcome would be an orderly restructuring of Evergrande’s debts and unfinished projects rather than an 
unmanaged collapse or a government-backed bailout. State-backed media has cautioned that creditors shouldn’t expect 
to be made whole, however, and priority in restructuring is expected to be given to homebuyers, so there may well be 
steep enough creditor losses to push some of them into default. 

Fortunately, a default on Evergrande’s unsecured debts would only dent China’s system-wide bank reserves, and a 
restructuring with a measure of Chinese government support would alleviate at least some of the pain to creditors. 

We also believe President Xi Jinping is not going to sit idly by if a broader panic begins to pose a threat. The People’s 
Republic of China’s wide-ranging reforms this summer are already stressing the country, and Xi has the tools and power 
to put the necessary backstops in place if Evergrande appears poised to tip into a systemic threat. Evergrande certainly 
has company in terms of developers with high leverage and pre-sale practices, so it’s possible these developers and 
some of their creditors could encounter similar challenges. 
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There’s already evidence that the People’s Bank of China (PBOC) will lean into accommodation to help offset tighter 
financial conditions. China’s central bank began to ease its Reserve Requirement Ratio in July when Evergrande’s 
problems first reached a boil after remaining notably restrained compared to other major central banks throughout most of 
the pandemic. We expect a more active role for the PBOC if warranted by deteriorating domestic financial conditions. 

We have historically not been great fans of Chinese markets due to their lack of transparency. If China’s over-indebted 
developers actually resulted in a round of bankruptcies it would be taken as a sign of healthy progress in the Chinese 
market’s development. 

Beyond the immediate concerns associated with Evergrande, China’s recent struggles with the delta variant, tech-
centered crackdowns, and now the property sector will likely shave a bit off of global growth at the margin. The size of 
China’s real estate sector is large enough that we can’t overlook the risk of a reverse wealth effect on the Chinese and 
global economies. 

Other countries, like India, and the broader emerging Asia region, have recently benefitted from improving vaccination 
figures and will need to pick up the slack. Despite these concerns and general worries over “peak growth” we believe the 
outlook for global corporate earnings remains solid. 

Longer term, however, China’s demographics are an important risk to its real estate sector and economic growth in 
general. While not identical, there are similarities between China’s emerging predicament and the end of Japan’s 
expansion in the late 1980s—specifically, a deteriorating demographic outlook against the backdrop of a highly levered 
property sector. 

Most of the difficulties associated with that episode were largely confined to Japan, but they took a long time to work 
through. 

It is also worth noting that Evergrande is not the only concern on the horizon. Equity markets have not sold off in a notable 
way for quite some time. The anticipated tapering of asset purchases by the U.S. Federal Reserve and the possibility of 
lingering heightened inflation are just as likely to serve as catalysts for a pullback as debt problems in China’s real estate 
sector. 

Our Strategies 

We have no direct exposure to Evergrande in any of our investment strategies. 

With regard to indirect exposures, our emerging-market equity strategy is underweight China (including Hong Kong) by 
more than 4% compared to the benchmark’s 33.8% allocation. The Chinese financials sector is underweight, representing 
an allocation of slightly more than 4% of portfolio value, while Chinese real estate is a bit more than 1% of the portfolio (in 
line with the benchmark). 
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Important Information 
 
Investment strategy positioning information is current as of September 20, 2021. 
 
SEI Investments Canada Company, a wholly owned subsidiary of SEI Investments Company, is the investment fund 
manager and portfolio manager of the SEI Funds in Canada.  
 
The information contained herein is for general and educational information purposes only and is not intended to 
constitute legal, tax, accounting, securities, research or investment advice regarding the Funds or any security in 
particular, nor an opinion regarding the appropriateness of any investment. This information should not be construed as a 
recommendation to purchase or sell a security, derivative or futures contract. You should not act or rely on the information 
contained herein without obtaining specific legal, tax, accounting and investment advice from an investment professional. 
This material represents an assessment of the market environment at a specific point in time and is not intended to be a 
forecast of future events, or a guarantee of future results. There is no assurance as of the date of this material that the 
securities mentioned remain in or out of the SEI Funds. 
  
This material may contain "forward-looking information" ("FLI") as such term is defined under applicable Canadian 
securities laws. FLI is disclosure regarding possible events, conditions or results of operations that is based on 
assumptions about future economic conditions and courses of action. FLI is subject to a variety of risks, uncertainties and 
other factors that could cause actual results to differ materially from expectations as expressed or implied in this material. 
FLI reflects current expectations with respect to current events and is not a guarantee of future performance. Any FLI that 
may be included or incorporated by reference in this material is presented solely for the purpose of conveying current 
anticipated expectations and may not be appropriate for any other purposes. 
 
Information contained herein that is based on external sources or other sources is believed to be reliable, but is not 
guaranteed by SEI Investments Canada Company, and the information may be incomplete or may change without notice. 
Sources include Bloomberg, FactSet, MorningStar and BlackRock. 
 
There are risks involved with investing, including loss of principal. Diversification may not protect against market risk. 
There may be other holdings which are not discussed that may have additional specific risks. In addition to the normal 
risks associated with investing, international investments may involve risk of capital loss from unfavourable fluctuation in 
currency values, from differences in generally accepted accounting principles or from economic or political instability in 
other nations. Emerging markets involve heightened risks related to the same factors, in addition to those associated with 
their relatively small size and lesser liquidity. Bonds and bond funds will decrease in value as interest rates rise. 
 
Index returns are for illustrative purposes only, and do not represent actual performance of an SEI Fund. Index returns do 
not reflect any management fees, transaction costs or expenses. Indexes are unmanaged and one cannot invest directly 
in an index. 
 
Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. 
Please read the prospectus before investing. Mutual funds are not guaranteed, their values change frequently and past 
performance may not be repeated.  
 


