RESEARCH REPORT
Berlin, 2021.11.12

CHINESE WEALTH MANAGEMENT PRODUCTS (WMP)
Another Domino in the Meltdown of the Global Financial System

Primary Analyst:

Dr. Marco Metzler, Berlin
m.metzler@dmsa-agentur.de

Co-Authors:

Michael Ewy, Berlin
m.ewy@dmsa-agentur.de
Duc Dam, Berlin
d.ductamy@dmsa-agentur.de

2021.11.12, Seite 2

Table of Contents
1.

Introduction

3

2.

What are Wealth Management Products?

3

3.

What Types of WMPs are there?

3

4.

Why are they so popular?

4

5.

Who are the Issuers?

4

6.

What are the Yields

4

7.

How are Guarantees promised?

4

8.

How are they regulated?

5

9.

What are the Risks of WMPs?

5

10.

How are WMPs related to Evergrande?

6

11.

How are WMPs related to Kaisa?

6

12.

How does Federal Reserve assess the Situation?

7

13.

What is the Conclusion?

7

14.

References

9

Presse contact

10

2021.11.12, Seite 3

1.

Introduction

China's problems in the real estate sector have shone a spotlight on a unique off-balance
sheet source of funding used by the industry, namely so-called wealth management
products (WMPs), which are often sold to retail investors.
Recently, property developer Kaisa Group Holdings announced that its finance department
had missed a payment on a WMP. Likewise, missed WMP payments by insolvent
construction company China Evergrande Group have sparked protests from investors.

2.

What are Wealth Management Products?

Chinese WMPs are investment vehicles marketed to retail and corporate investors and sold
by both banks and non-bank financial institutions (NBFIs), sometimes with explicit capital
or interest rate guarantees. They differ from traditional mutual funds in that their returns
are fixed and the products have a fixed maturity.
However, WMPs also differ from bank deposits. Client funds are invested in a range of
loans and securities to generate higher returns for the issuer. Because of these
guaranteed higher returns, the products have grown rapidly in recent years.

3.

What Types of WMPs are there?

WMPs can be categorised according to the financial institutions involved in their issuance.
Banks can raise and invest WMP funds themselves or seek out another financial institution,
known as a "channel" company, to make the investments; the latter is usually done to keep
WMPs off banks' balance sheets and thereby avoid many regulatory requirements.
In most cases where the bank uses a "channel" company, the bank still has an active role,
i.e. the bank retains control over the investment decisions - and the channel company acts
as a passive manager.
Some WMPs are also set up by NBFIs such as construction companies without the active
involvement of the bank, although the product is still sold by banks to investors.
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4.

Why are they so popular?

China's economic growth has created a large investor class. About 96% of urban Chinese
households own real estate, and more than 2 million people have at least US$1.5 million to
invest, according to HSBC.
However, capital controls, limited onshore investment opportunities and low deposit yields
have meant that Chinese have long sought higher returns, which they currently only find in
WMP.

5.

Who are the Issuers?

The main issuers of WMPs are the asset management companies set up by Chinese banks,
which typically raise funds from bank clients.
However, China's years-long efforts to deleverage its economy have also led companies,
including construction firms, to turn to off-balance sheet vehicles in search of funding,
often packaged as wealth management products to attract retail investors.

6.

What are the Yields

Yields vary from 3% to 10%, but are usually higher than deposit rates and guaranteed to
investors. China Merchants Bank, one of the country's largest lenders, offers products with
an estimated yield of between 2.95% and 6%, according to its Wealth Management app.
Regional lender Ningbo Bank offers WMP with estimated returns of up to 9.5%.

7.

How are Guarantees promised?

Depending on which WMP you start from, they can either be diversified investments in
different assets or just one type of asset; mostly loans or bonds in the past.
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8.

How are they regulated?

Banking regulators began ordering banks to fully disclose all information about their
wealth management products in 2013 - a full decade after China Everbright Bank launched
the country's first wealth management product.
Regulators also issued sweeping new wealth management rules in 2018 to further curb
banks' wealth management products, banning income guarantees and requiring banks to
set up standalone wealth management products.
However, WMPs sold by companies like Evergrande are not on the radar of banking and
insurance regulators, but are registered on local financial asset exchanges, thus avoiding
regulation.

9.

What are the Risks of WMPs?

WMPs are often sold by developers to raise capital for their construction projects without
increasing the debt on their balance sheets. This poses a hidden risk in the already
depressed Chinese property market.
The Chinese government has cracked down on balance sheet debt with its so-called "three
red lines" policy. However, WMPs do not show up on balance sheets. This means that
property developers such as Evergrande or Kaisa have passed the government's three red
line debt tests but are now struggling to meet their obligations.
The recent failure of Kaisa, the second largest indebted property group in China, to repay the
WMPs is worrying. This is because it is a yuan-denominated payment that cannot be
attributed to a currency mismatch. The inability to repay yuan liabilities is a bad sign for
foreign currency loan repayment.
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10.

How are WMPs related to Evergrande?

Evergrande Wealth, a unit set up by Evergrande in 2016 as a peer-to-peer online lending
platform originally used to finance its real estate projects, sold WMPs to more than 80,000
people - including employees, their families and friends, and owners of Evergrande
properties - and collected more than US$15 billion over the past five years, a sales
executive told Reuters.
At the end of September, outstanding financial claims in China's bank wealth management
market stood at 27,950 billion yuan (US$4,370 billion), with nearly 71 million individual
investors holding such products, according to Chinawealth.com.cn, an official website that
tracks the industry. If Evergrande files for bankruptcy at this scale, it will affect the entire
property sector and burst the US$4,370 billion bubble.
Evergrande sold products that promised annual returns of almost 12%. These products
were issued in the name of Evergrande suppliers, but guaranteed by Evergrande if the
issuers could not repay.
According to Reuters, Evergrande said at the end of September that it had paid only 10% of
its wealth management products to its creditors. Thus, the company is not only unable to
serve international investors with the bond payments, but also domestic retail investors.
English-language news channel Al Jazeera quotes an investor who invested 650,000 yuan
(100,533 US dollars) in Evergrande WMPs as saying that it was "immoral of Evergrande not
to pay back its hard-earned money".
In total, more than 80,000 people - including employees, their families and friends, and
owners of Evergrande properties - have bought WMPs, for more than 100 billion yuan (15.4
billion US dollars) over the past five years. However, media reports said about 40 billion
yuan (6.1 billion US dollars) of the investment was still outstanding.

11.

How are WMPs related to Kaisa?

Shenzhen-based developer Kaisa Group Holdings has missed a payment on a WMP, the
latest sign that cracks are widening in mainland China's property sector.
The WMPs, issued by Kaisa Finance, a unit of the property group, are reportedly worth 12.7
billion yuan (US$2 billion). According to Reuters, Kaisa Finance met with more than 100
investors in Shenzhen on Thursday to explain the situation
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12.

How does Federal Reserve assess the Situation?

The Federal Reserve recently published in its November 2021 FED Stability Report that
tensions in China's real estate sector could strain the Chinese financial system, with
implications for the United States. In China, corporate debt remains high, financial sector
leverage is also above average and property valuations are stretched.
According to the FED, in this environment, the continued regulatory focus on leveraged
institutions could put pressure on some highly indebted companies. The FED also refers to
Evergrande by name. These tensions could in turn spread to the Chinese financial system
by spilling over to financial firms, leading to a sudden correction in property prices or
reducing investors' risk appetite.
Given the size of the Chinese economy, as well as its extensive trade linkages with the rest
of the world, financial tensions in China could weigh on global financial markets by
worsening risk sentiment, pose risks to global economic growth and significantly affect the
United States. The FED is also concerned that Chinese authorities may misjudge the extent
of instability and contagion.

13.

What is the Conclusion?

Wealth management products have a great potential for social conflict, which has already
triggered unrest in China. The stock of outstanding WMPs stood at 27,950 billion yuan
(US$4,370 billion) in the bank wealth management market as of September 2021, with 71
million retail private investors holding such products. WMPs also invest in industries that
are vulnerable to weak property markets or have excess capacity. Most WMPs are not
explicitly guaranteed by the issuing bank, so investors legally assume the risk of these
products. Moreover, some analysts say that WMPs can resemble a Ponzi scheme, as real
estate groups tend to pay off old investors with the capital of new investors when they run
into liquidity problems. A particularly conspicuous feature is that WMPs are not included on
companies' balance sheets as liabilities, so they do not correlate with the "three red lines"
of government regulation and companies can de facto take on more debt than they are
allowed to. Thus, despite all these warning signs, the Chinese government seems intent on
protecting the Chinese retail investor in the event of defaulting WMP before turning its
attention to international bondholders.
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Please find more information on the results of the study at www.dmsa-agentur.de
DMSA Deutsche Markt Screening Agentur GmbH, is an independent data service that
collects and evaluates market-relevant information on companies, products and services.
DMSA sees itself as an advocate for consumers, private customers and intelligent
investors. The claim: to always look at companies and providers, products and services
through the eyes of the customers. The customers are the focus of DMSA's work. For
them, important and decision-relevant information is bundled and presented as market
screenings. The aim is to create more transparency for consumers when selecting
products, investments and services.
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