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Gold and a Chinese Credit Event 
A Western phenomenon? 
If you own, or are considering owning, gold or gold equities, it’s likely that you’re 
concerned about protecting your wealth, or the performance of your fund, in the 
expectation of some kind of financial instability. Maybe your confidence in 
policymakers is ebbing, or you’ve researched debt bubbles in history and concluded 
that physical gold and silver have been the safest places to be invested when they 
unwind. Maybe, you can’t put your finger on it. You don’t know where it might come 
from, but something doesn’t feel right.  

It’s debatable whether we’ve been conditioned as investors to assume that financial 
instability is a Western phenomenon. The bursting of the tech bubble and Lehman’s 
failure have conditioned us to focus on Western financial systems for sources of 
financial turbulence. The failure of Silicon Valley Bank (SVB) on 9 March 2023, 
followed shortly after by Signature Bank and First Republic, focused attention on 
the US as a source of systemic risk once again.  

The Fed’s rapid increases in interest rates led to huge unrealised losses on bond 
portfolios  held on the asset side of regional bank balance sheets. This led to a credit 
event in the form of old-fashioned bank runs with customers pulling deposits, a 
source of funding on the liability side. Forced to sell bonds, banks crystallised losses, 
rapidly turning some of them insolvent. A $400bn infusion of life support from the 
FHLBs (Federal Home Loan Banks) and the Fed’s Bank Term Funding Program 
(BTFP) pulled us back from the brink. While investors’ attention has shifted, the 
support remains in place and the BTFP recently posted a record $107bn high. 

 

Federal Reserve Bank Term Funding Program (BTFP, $tr) 

 
Source: FRED 

The gold price put in an interim low of $1,813/oz on 8 March 2023, the day before 
the crisis emerged. The following day, SVB’s share price plummeted 60% after it 
announced a $1.8bn loss on the sale of $21.0bn of securities and $2.25bn of capital 
raisings. First Republic Bank collapsed on 1 May 2023 and was taken over by 
JPMorgan Chase. Gold performed strongly during the crisis, reaching a price of more 
than $2,050/oz on 4 May 2023.  

There’s no rule stipulating that the next phase of financial turbulence has to begin 
in the US, or any Western nation. Regulators and politicians are not famed for their 
crystal balls and usually act after-the-fact to ensure no repeat of the latest crisis. 
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China enters the crosshairs 
Strong GDP growth and buoyant asset prices, fuelled by abundant credit expansion, 
can mask many structural problems, blindsiding regulators. It happens time and time 
again. The economic landscape is always changing and one economy’s relentless 
expansion has dwarfed all others in the past two decades. Remember China’s 
resilience after the 2008 Great Financial Crisis? China’s GDP growth in 2007 was 
14.2% (OECD 2.7%), dropping to 9.7% in 2008 (OECD 0.4%) and 9.4% in 2009 
(OECD -3,4%), before recovering to 10.6% in 2010 (OECD 3.1%).  

Where did that resilience come from? It wasn’t exports.  

It was an unprecedented expansion in debt by central/local government and 
commercial banks, coupled with an explosion of leverage in China’s nascent shadow 
banking sector. This shifted the driving force of growth from exports to domestic 
investment. The Chinese government’s post-Lehman stimulus package was $588bn,  
about 13% of GDP at the time. However, driven by government directives and 
growth targets, the economic stimulus provided by debt has been magnitudes larger. 
Since 2008, total debt to the non-financial sector, as defined by the Bank for 
International Settlement, has risen from about $5tr to more than $50tr.  

 

China total debt to non-financial sector in US dollars ($tr) 

 
Source: BIS (Bank for International Settlements) 

China’s national debt/GDP ratio (including central and local government debt) was 
76% at the end of 2022, up from 27% in 2008. JPMorgan Chase has estimated 
China’s total debt (government, households and companies) at 282%, but this might 
be on the low side. Overall debt to GDP, taking into account other lending – 
including leverage in the shadow banking sector and off-the-books lending – is likely 
to be around 300%.  

A number of China’s headline economic indicators are trending in the wrong 
direction:  

► QoQ GDP growth for 2Q’23 missed expectations, slowing to 0.8%, from 2.2% 
in 1Q’23; 
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► the economy is teetering either side of deflation ‒ having slipped into deflation 
with the July 2023 CPI falling 0.3% compared with a year ago, August 2023 
posted +0.1% (PPI -0.3%);  

► exports fell 14.5% and imports fell 12.4% compared with a year earlier in July 
2023; 

► youth unemployment (age 16-24 years) climbed to a record 21.3% in June 
2023, prompting officials to stop reporting it; and  

► investment in real estate for January-July 2023 fell 8.5% ‒ residential housing, 
about three quarters of the total, fell 7.6%, and has been deteriorating. 

Drilling down into China’s financial system, two interconnected sectors – real estate 
and shadow banking ‒ are in turmoil.  

Real estate crisis 
We need to shed light on the Chinese real estate sector due to its sheer size and its 
ties to the broader financial system, including shadow banking. Taking into account 
the entire supply chain, several commentators, including CaixaBank, have estimated 
that real estate accounts for 25%-30% of Chinese GDP.   

It’s not widely appreciated by Western commentators that the Chinese real estate 
market is potentially the largest single asset class globally. 

 

 Chinese real estate – value vs. other major global asset classes ($tr) 

 
Source: Hardman & Co. estimates 

In early-August, Fu Linghui, a spokesperson for the Chinese statistics bureau noted 
that “The overall real estate market lately is in an adjustment phase, where certain 
developers are encountering certain difficulties.” The question is to what degree Fu 
is a master of the understatement? And working that out isn’t exactly 
straightforward.  

The official data from the National Bureau of Statistics shows that house prices have 
come under modest pressure since 2Q’23.  
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China house prices: YoY change in 70 major cities (%) 

 
Source: Trading Economics (www.tradingeconomics.com) 

Based on these figures, house prices for the 70 major cities are about 6% off their 
peak. However, some commentators are beginning to doubt the data. The 
methodology is based on selective sampling from surveys, not actual transaction 
data, and the true situation may not be palatable for communication by officials. A 
recent Bloomberg report noted that existing home prices have fallen by more than 
15% in several major metropolitan areas and in more than half of the nation’s tier-2 
and tier-3 cities. A July 2023 report from Leyoujia, a property research institute, 
estimated that prices have fallen 15% in districts of Shanghai and Shenzhen.  

The impact is already being felt by numerous property developers, including some 
of the largest, and having a knock-on effect on China’s financial system as a whole. 
On 19 August 2023, Market Watch reported that companies accounting for 40% of 
Chinese home sales have defaulted on debt payments since 2021. Many property 
developers pre-sell homes, providing finance to fund their operations; the downside 
of this being the introduction of a Ponzi-style element to the industry. However, 
buyers are unlikely to continue paying for properties from companies that may not 
be able to finish building them.  

Until recently, the poster child for China’s real estate woes was property giant 
Evergrande Group. It has been teetering on the brink of bankruptcy since defaulting 
on its debts in 2021 and has notched up reported losses of $81bn during the past 
two years. With an estimated $328bn in liabilities, as of June 2023, Evergrande is 
believed to be the world’s most indebted property developer. It’s also one of the 
largest ‒ its website stating that it has 1,300 real estate projects in 280 Chinese 
cities.  

Evergrande is desperately trying to restructure its debts. It filed for bankruptcy 
protection in the US on 17 August 2023 in a bid to protect its US assets while it re-
negotiates with creditors. Following a 17-month halt, the shares resumed trading on 
28 August 2023 and promptly fell 80% on the day (taking the market cap to about 
$600m versus a peak of $50bn). Voting on its offshore debt restructuring plan has 
been delayed until late September. 

Another of China’s mega property developers, Country Garden, is also in trouble.  
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Country Garden’s share price collapsed to a recent low of HKD0.70, down 74% 
since the beginning of 2023, and 94% in the past five years. At the end of 2022, 
liabilities totalled $199bn. Its portfolio includes more than 3,000 housing projects, 
around 60% of which are in China’s smaller cities. In mid-August, the group missed 
a series of bond coupon payments, totalling about $22.5m, and suspended trading 
of 11 onshore bonds. It is now part way through a 30-day grace period before formal 
default. On a brighter note, having been due to make a RMB3.9bn ($540m) payment 
on an onshore private bond on 2 September 2023, the creditors are allowing the 
group to make the payments in instalments over three years.  

 

Chinese housing starts floorspace YoY (%) 

 
Source: China National Bureau of Statistics 

Gavekal Research has estimated that unpaid bills from private Chinese developers 
amount to approximately $390bn.  

However, the problems are not confined to the private sector. State-owned Sino-
Ocean Group Holding, a Hong Kong-listed medium-sized developer, defaulted on a 
$20.9m interest payment on $700m notes, trading of which has been suspended. 
This followed the default on a $275m five-year bond on 2 August 2023. The 
company is working on a debt restructuring plan. Reports suggest it has halved the 
price of apartments in Fuzhou in a move to raise cash.  

There’s another piece to this jigsaw.  

Real estate meets shadow banking 
How big is shadow banking in China? A Bloomberg report from 30 March 2023 
noted that Moody’s Investors Service estimated that lending by Chinese companies 
not possessing a banking licence is $7.3tr, or about 40% of GDP. Growth in shadow 
banking credit creation exploded after China sought to accelerate growth following 
2008’s GFC.  

The most common form of shadow banking funds accessed from the public are 
trusts (maybe as much as $4.5tr), Wealth Management Products (WMPs) and private 
equity. The attraction to the public has been higher rates of interest than traditional 
bank deposits and the impression of safety, since many have been sold by large 
banks. Funds are pooled by shadow banking entities in the form of loans to local 
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government financing vehicles (LGFVs), real estate developers and other corporate 
entities.  

 

Shadow banking caricature 

 
Source: Mises Institute 

Realising they had lost control, Chinese authorities attempted to rein in the growth 
in shadow banking after 2016. While this brought down the rate of credit creation 
in shadow banking, it prompted some real estate developers to access funding by 
pre-construction sales, as noted above.  

Zhongzhi is one of China’s largest shadow banking operators with interests in 
WMPs, trust companies and private equity. It manages around $140bn in assets and 
has a 33% stake in Zhongrong Trust, which has missed about $20m of interest 
payments on dozens of products in recent weeks. The Washington Post reported 
that Zhongrong has $86bn of trust assets under management, making it the ninth 
biggest trust in China. Use Trust estimates the average yield on these products is 
6.88% versus the benchmark 1.5% rate on one-year deposits paid by banks. Reports 
in the Chinese media suggest that Zhongrong has no immediate plans to cover the 
missed payments. The company has hired KPMG to audit its balance sheet.  

More importantly, the financial regulator, the National Financial Regulatory Agency, 
has stepped in and two large state-owned financial firms, Citic Group and China 
Construction Bank, have been brought in to examine Zhongrong’s books. This 
signals the level of concern on the part of the Chinese government. If trusts default 
and home buyers start refusing to buy properties before they are constructed, 
access to funding for China’s real estate sector could be significantly curtailed. 

Big picture impact 
With major real estate and shadow banking companies in trouble, the dreaded word 
“contagion” is starting to be used in relation to China’s vital real estate sector and, 
potentially, further afield.  

Global markets have reacted to the turmoil in China’s financial system and 
heightened credit risk by pushing the RMB to its lowest level in more than a decade. 
After touching 7.35 against the dollar, the PBOC (People’s Bank of China, the central 

Chinese authorities became concerned 

in 2016, but this had an adverse effect 

Zhongrong Trust is in trouble 

The authorities have stepped in 

The word “contagion” is starting to be 

used 

RMB has come under severe pressure 



Gold and a Chinese Credit Event  
 

S  

September 2023 8 
 

bank) instructed state-owned banks to intervene and stated that it will “resolutely 
prevent over-adjustment in renminbi”.  

 

USD to RMB, 10-year historical performance 

 
Source: Yahoo Finance 

The authorities are beginning to acknowledge the scale of the problem and are 
taking action. Initial measures included:  

► reducing the rate floor on mortgages for new homes in over 100 cities; and  

► the PBOC cutting the medium-term lending facility (MLF) rate twice, most 
recently from 2.65% to 2.50%, to stimulate more bank lending. 

In late-August, further measures were forthcoming. However, it was noticeable how 
these were aimed at providing short-term support for China’s stock market:  

► stamp duty on stock trades was reduced by half by China’s Finance Minister; 

► the Securities regulator announced that it will slow the pace of IPOs and lower 
margin requirements; and 

► to avoid one-sided equity market conditions, some quantitative T+0 trading 
algorithms were suspended.  

Indeed, we had been surprised by the resilience of the Shanghai Composite Index. 
From its interim peak in early August, the index had declined by a modest 7% before 
these measures were announced. When markets opened up on the Monday 
morning (28 August 2023), the 5.5% rebound had faded to little more than a 1% rise 
by the close. In contrast, Hong Kong’s Hang Seng Index fell 12% intra-month and 
22% from its 2023 high before the recent recovery.  
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Hang Seng Index since October 2022 

 
Source: Trading Economics (www.tradingeconomics.com) 

Chinese policymakers’ focus on avoiding a sizeable correction in stocks while it 
struggles to resolve the real estate and shadow banking turmoil is understandable. 
A big sell-off would be highly damaging to confidence in crisis-hit real estate and 
would be rapidly transmitted to the Chinese financial system as a whole. Consumer 
confidence has already cratered.  

 

China Consumer Confidence (25 years) 

 

Source: Trading Economics (www.tradingeconomics.com) 

From our perspective, the authorities are currently behind the curve in dealing with 
the threats to China’s financial system. More action is required, and sooner rather 
than later. Key questions are:  

► can they get ahead of the curve and avoid a credit event; and  

► if so, what is the scale of measures required, likely many hundreds of billions of 
dollars or more.  

For the time being, most commentators are attaching a relatively low probability to 
a financial crisis in China. So far, however, the authorities have not responded with 
their typical modus operandi when faced with a risk of this nature; i.e., heavy-handed 
monetary stimulus in a variety of forms.  
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If they don’t get to grips with the problem, we are potentially looking at a Chinese 
credit event, which would have ramifications across global asset markets. It would 
likely reverse the “higher for longer” narrative of central banks across the world, 
bringing on a prolonged period of coordinated easing. We saw what happened to 
gold in the aftermath of the SVB failure earlier this year and it would be reasonable 
to expect a strong rebound in the gold price as investors flock to safe havens like 
gold and perceived safe havens like US Treasuries.  

If the Chinese authorities get ahead of the curve and provide bailouts and stimulus 
on a large scale to manage the crisis, they may save the economy, but the RMB is 
likely to take the brunt of the adjustment with FX outflows accelerating. China 
(individuals and the central bank), along with India, are the world’s largest buyers of 
gold. The next chart shows the gold price from the standpoint of a Chinese investor. 
In RMB terms, the chart looks bullish with the price close to its all-time high.  

 

Gold price in RMB/oz since 2006 

 
Source: Refinitiv 

 

While we were preparing this report, we saw an estimate that the cost of bailing out 
the real estate sector to the Chinese government would amount to about $1tr. In 
recent weeks, Bloomberg Economics has estimated that property developers face 
an RMB18.9tr liquidity shortfall ($2.6tr) – equivalent to about 15% of GDP – that 
could become a solvency crunch by the end of 2023. It described the property 
sector as “Too big to save”.  

Returning to gold, there have been times in recent weeks when the Shanghai spot 
price has traded more than $40/oz higher than London spot gold – the biggest 
premium in over five months. It reflects tighter supply in China as the authorities 
have taken action to reduce gold import quotas to some banks. No explanation has 
been given, but it may be one in an array of measures to support the RMB at this 
time.  

From the perspective of Western investors, they are less focused on investing in 
physical gold and tend to buy both physical gold and gold mining shares. The GDX 
Gold Miners ETF includes most of the major global gold mining and streaming 
companies, including Newmont, Barrick Gold, Franco-Nevada, Agnico Eagle, 
Wheaton Precious Metals, Newcrest Mining and Gold Fields. It shows how there is 
surprisingly little investor excitement regarding the prospects for gold miners.  

Potentially looking at a credit event 

Gold price in RMB close to all-time high 

“Too big to save”? 

Spot price premium in Shanghai 

Investors unexcited by gold miners’ 

prospects 



Gold and a Chinese Credit Event  
 

S  

September 2023 11 
 

 

GDX Gold Miners ETF since 2007 

 
Source: Trading View 

There is less interest in junior gold mining stocks, as shown by the GDXJ Junior Gold 
Miners ETF. These stocks are, typically, more highly geared to a rising gold price and 
are waiting for the catalyst of renewed strength in gold.  

 

GDXJ Junior Gold Miners ETF since 2010 

 
Source: Trading View 
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Disclaimer 
Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly 
available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the 
accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained 
from use of such information. Neither Hardman & Co, nor any affiliates, officers, directors or employees accept any liability or responsibility in respect of the 
information which is subject to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or 
wilful misconduct. In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages 
or any other damages of any kind even if Hardman & Co has been advised of the possibility thereof.    

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy 
or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute 
investment advice.  However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full 
list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at http://www.hardmanandco.com/legals/research-
disclosures. Hardman may provide other investment banking services to the companies or legal entities mentioned in this report. 

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities 
which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal 
entities covered by this document in any capacity other than through Hardman & Co.  

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide 
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past 
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of 
possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no 
scheduled commitment and may cease to follow these securities, companies and legal entities without notice. 

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or 
use would be contrary to law or regulation or which would subject Hardman & Co or its affiliates to any registration requirement within such jurisdiction or country. 

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative 
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may 
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate 
for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be 
subject to future change. Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation of this 
document and the material contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding 
any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this 
document various information constitutes neither a recommendation to enter into a particular transaction nor a representation that any financial instrument is 
suitable or appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any product or security is appropriate for 
them in the light of their investment needs, objectives and financial circumstances.  

This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and 
accordingly has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).  

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or 
otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice. 
This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of 
Capital Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 600843. Hardman Research Ltd is registered at Companies 
House with number 8256259. 

(Disclaimer Version 8 – Effective from August 2018) 

Status of Hardman & Co’s research under MiFID II 
Some professional investors, who are subject to the new MiFID II rules from 3rd January, may be unclear about the status of Hardman & Co research and, 
specifically, whether it can be accepted without a commercial arrangement. Hardman & Co’s research is paid for by the companies, legal entities and issuers about 
which we write and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive II. 

In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) ‘written 
material from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the 
third party firm is contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in 
the material and that the material is made available at the same time to any investment firms wishing to receive it or to the general public…’ 

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available. 

The full detail is on page 26 of the full directive, which can be accessed here: http://ec.europa.eu/finance/docs/level-2-measures/mifid-delegated-regulation-
2016-2031.pdf 

In addition, it should be noted that MiFID II’s main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and eliminate 
what is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co is not inducing the 
reader of our research to trade through us, since we do not deal in any security or legal entity.  

http://www.hardmanandco.com/legals/research-disclosures
http://www.hardmanandco.com/legals/research-disclosures
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