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Evergrande, which drove much of China's  property boom, now finds  itself s traddled with $300 billion of debt. If Beijing doesn't come to the
rescue, will Evergrande's  collapse spark a financial cris is ? Image credit: Shutters tock

 
By Marc Einsele

Hui Ka Yan was born poor in a rural village in China's Henan province in 1958. He was raised mainly by his
grandmother in a simple house with a thatched roof that failed to keep out the wind and rain. He left when he could,
which was in 1978, to study at the Wuhan Institute of Iron and Steel, and from there, he went on to start his own
business Evergrande in 1996. By March 2021, at 62, Hui Ka Yan was the 53rd richest man in the world, worth $27.7
billion dollars.

A classic rags to riches story, to be sure, though one with a questionable future.

Evergrande, which drove much of China's seemingly endless property boom, now finds itself straddled with a
staggering $300 billion of debt from decades of unrestrained expansion. It also faces suppliers and creditors
seeking hundreds of billions of dollars of unpaid bills, as well as more than 70,000 investors and stalled
construction on apartments for more than 1 million home buyers who invested their life savings on the promise of a
more prosperous future, which has turned sour.

The crisis stems from the Chinese government's demand to reduce the amount of debt companies could take on,
which causing a serious capital crunch for Evergrande, and has unleashed a cascading set of problems for every
bank, company and person that is connected with it.

Evergrande is running out of options and cash to stave off creditors. It narrowly avoided default on a $83.5 million
bond coupon, as well as another interest payment due of $47.5 million a week later, though it is  not clear where
Evergrande is getting the money to pay these debts. But it is  the $3.5 billion it owes in offshore bonds that are
expected to mature in March 2022 that's causing global concerns.

And the hope of the calvary (Beijing) saving the day by bailing them out is looking more and more unlikely, as a
government bailout would send the wrong message to a host of other Chinese companies that have grown rich via
speculative ventures such as Evergrande.
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Moreover, if common prosperity is at all to be achieved, such as President Xi Jinping has declared, the Communist
Party will need to hold true to its socialist roots, echoing that it is  possible for everyone to take part in the wealth of a
country and companies that are "too big to fail" are, in fact, not. At least in China.

The hope would be for Evergrande to somehow repay its debts by restructuring and, in the process, minimize the
impact of its  collapse on the financial sector and, even worse, China's overall economy. But what if this is not
possible? What if an Evergrande bankruptcy unleashes a domino effect across other sectors in the economy,
including China's luxury market, which so many of the world's global luxury brands have leveraged so much on?
What then?

A financial panic is difficult to slow down once it starts rolling, and it is  not too crazy to suggest that it could lead to
a much larger economic collapse, like 2008, where one industry almost ruined the entire United States economy.

Moreover, given ongoing waves of COVID-19, it is  possible that China could remain closed for much of 2022,
keeping Chinese luxury consumers stuck on the mainland. To date, however, this has not been a problem for most
global luxury brands.

In fact, for many it has been a boom. Not only have the reported 90,000 to 110,000 Chinese UHNWIs been spending
more than $100,000 each per year (roughly 25 percent of all luxury sales in China), but the remaining 75 percent
have been lavishly spending as well.

A true financial crisis might not slow down the 25 percent ultra-rich, but it will drastically slow down if not stop much
of the remaining 75 percent from buying It bags and the latest trends and trinkets from global luxury brands betting
on a prosperous and growing Chinese luxury market.

Given this, if the Chinese economy suffered some sort of collapse, what would the cost be for global luxury brands
or the world at large? What negative trickle-down effects would this unleash? And how would luxury brands have to
pivot to remain profitable or, worst case, simply stay in business with China on tilt?

The property market has been a key driver of economic growth in China since the mid-1990s and accounts for
around a quarter of the Chinese economy by some metrics. If this goes south, China, and the wider world with it, will
suddenly find itself not on shaky ground but in quicksand. If that time comes, will China have enough buckets to bail
out anything?

Today, Hui Ka Yan finds himself some $15.8 billion poorer, as Evergrande's stock has plunged 80 percent. And
things only look like they will get worsefor everybody.
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