
ƐĞĐƵƌŝƚǇ�ĨŽƌ�ĐŝƟǌĞŶƐ͘ �/ƚ�ĞŶũŽǇƐ�ƚŚĞ�ĨĂǀ ŽƵƌ�ŽĨ�ŐŽǀ ĞƌŶŵĞŶƚ�ĂŶĚ�ĐĂƉŝƚĂů�ŇŽǁ Ɛ͘ �

Property is not just an asset sector in China. With a closed capital account,
investors cannot freely invest overseas as we can. Also unlike the West,
having experienced poverty, Chinese households are prolific savers. With a 
ĚŝƐƚƌƵƐƚ�ŽĨ�ŐŽǀ ĞƌŶŵĞŶƚ�ĐŽŶƚƌŽůůĞĚ�ďĂŶŬƐ�ĂŶĚ�ǀ ŽůĂƟůĞ�ƐŚĂƌĞƐ͕ �ĂŶ�ĞƐƟŵĂƚĞĚ�
70% of all Chinese savings is invested in property making it very personal.
For demographically over represented young males, pursuing under repre-
sented females, owning a house is almost a pre-requisite of marriage.

WƌŝĐĞƐ�ŚĂǀ Ğ�ďĞĐŽŵĞ�ƐŽ�ĞǆƉĞŶƐŝǀ Ğ͕ �ŵƵůƟƉůĞ�ŐĞŶĞƌĂƟŽŶƐ�ĐŽŶƚƌŝďƵƚĞ�ĞƋƵŝƚǇ�
(aka extended bank of mum and dad) as collateral for high borrowings to
ĐŽŵƉůĞƚĞ�Ă�ƉƵƌĐŚĂƐĞ͘��ǆƉĞĐƟŶŐ�ƌŝƐŝŶŐ�ƉƌŝĐĞƐ͕ �Ğǀ ĞŶ�ĨŽƌ�ĞŵƉƚǇ�ƉƌŽƉĞƌƟĞƐ͕
this magic pudding recipe is employed repeatedly by most families and
ŵŽƐƚ�ŐĞŶĞƌĂƟŽŶƐ͕ �ĂƐ�ŶŽ�ůŝǀ ŝŶŐ�ƉĞƌƐŽŶ�ŚĂƐ�ĞǆƉĞƌŝĞŶĐĞĚ�Ă�ƉƌŝĐĞ�ĚĞĐůŝŶĞ͘�

�ĞĨǇŝŶŐ�ƚŚĞ�ĚŽŽŵƐĚĂǇ�ƉƌĞĚŝĐƟŽŶƐ�ŽĨ�t ĞƐƚĞƌŶ�ƐĐĞƉƟĐƐ�ĐĂůůŝŶŐ�ƚŚĞ�ƐĞĐƚŽƌ�Ă�
Ponzi scheme, like the Japanese property bubble of the 1980s, the China
ŵĂƌŬĞƚ�ŚĂƐ�ĐŽŶƟŶƵĞĚ�ƚŽ�ƌŝƐĞ�ĂƉƉĂƌĞŶƚůǇ�ďĞĐĂƵƐĞ�China is different.

This chart illustrates
the extraordinary mul-
ƟƉůĞƐ�ŽĨ�ŝŶĐŽŵĞ�ŽĨ�
home prices in China’s
dŝĞƌ�ϭ�ĐŝƟĞƐ�ĐŽŵƉĂƌĞĚ�
to other developed
ĐŝƟĞƐ͘ �46x. income!

Is Chinese property
really that different?

hŶƐƵƌƉƌŝƐŝŶŐůǇ͕�ǁ ŝƚŚ�ĚĞŵĂŶĚ�ĂŶĚ�ƉƌŝĐĞƐ�ƌŝƐŝŶŐ�ĐŽŶƟŶƵŽƵƐůǇ͕�ŝƚ�ŚĂƐ�ůĞĚ�
households and property developers to aggressively borrow and speculate.
Which brings us to Evergrande, employing 4 million staff and contractors. It
is the world’s most indebted property company with a debt of A$410B
and unable to meet its interest bills, many struck at well over 10% pa.

In the lead up to the Evergrande default, 1.6m home buyers paid in ad-
vance and in full for “off the plan” apartments. Employees lent the compa-
ny money, high yield investment products were issued to investors and

The Trolley Problem

For decades experiments in ethics and psychology have examined the
ĚĞĞƉůǇ�ƐĞŶƐŝƟǀ Ğ�ĚŝůĞŵŵĂ�ŽĨ�ƐĂǀ ŝŶŐ�ŵĂŶǇ�ďǇ�ƐĂĐƌŝĮ ĐŝŶŐ�Ă�ĨĞǁ ͘ �dŚĞ�ƚƌŽůůĞǇ�
ƉƌŽďůĞŵ�ƉŽƐĞƐ�ƚŚĞ�ƋƵĞƐƟŽŶ͗ �If you saw a runaway tram on course to kill
5 people further down the tram track, would you pull a lever to switch
the tram onto a different track to kill one otherwise safe person? Or do 
nothing and allow the tram to remain on track and kill the 5? You
alone control the fate of the peoples’ lives and no one else can assist.

Most responders choose to kill the 1 in order to save the 5.

t ŽƵůĚ�ǇŽƵƌ�ƌĞƐƉŽŶƐĞ�ďĞ�ƚŚĞ�ƐĂŵĞ�ŝĨ�ƚŚĞ�ϭ�ǁ ĂƐ�Ă�ĐůŽƐĞ�ƌĞůĂƟǀ Ğ͍ Please
stop to consider... Would you save 5 strangers and choose a loved one
to die? That is the dilemma. At a much higher level, the world’s leaders
face a similar problem. They are choosing quite different paths.

Not So EVERGRANDE of FANTASIA

zŽƵ�ŚĂǀ Ğ�ƌĞĂĚ�ĂŶĚ�ŚĞĂƌĚ�ŵĂŶǇ�ƟŵĞƐ�ƚŚĂƚ��ŚŝŶĂ�ǁ ŝůů�ĚŽŵŝŶĂƚĞ�ƚŚĞ�ϮϭƐƚ�
ĐĞŶƚƵƌǇ͘�̂ ŝŶĐĞ�ϮϬϭϲ�ƚŚĂƚ�ƉƌĞŵŝƐĞ�ŝƐ�ďĞŝŶŐ�ŝŶĐƌĞĂƐŝŶŐůǇ�ƋƵĞƐƟŽŶĞĚ͘ �

dŚŝƐ�ƉŝĞĐĞ�ĂŝŵƐ�ƚŽ�ƐŚĞĚ�Ă�ůŝƩ ůĞ�ůŝŐŚƚ�ŽŶ�ǁ ŚĂƚ�ŵŽƐƚ�ŽĨ�ƵƐ�ĐĂůů��ŚŝŶĂ͛ Ɛ�ĞĐŽͲ
nomic miracle. How on earth did this country pull 600 million people out
of poverty in just 40 years? Here we simply address just one of the many
ŵŽǀ ŝŶŐ�ƉĂƌƚƐ�ĐŽŶƚƌŝďƵƟŶŐ�ƚŽ�ƚŚŝƐ͘

Few Western people could genuinely understand what it is like to live in
Ă�ƉƌŽƵĚ�ĐŽƵŶƚƌǇ�ƚŚĂƚ�ĞŶĚƵƌĞĚ�Žǀ Ğƌ�͞Ă�ĐĞŶƚƵƌǇ�ŽĨ�ŚƵŵŝůŝĂƟŽŶ͟ ͕ �ƉŽǀ ĞƌƚǇ͕�
ƐƚĂƌǀ ĂƟŽŶ�ĂŶĚ�ůŽƐƚ�ƐĞůĨ�ŝĚĞŶƟƚǇ͘�dŚĂƚ�ǁ ĂƐ��ŚŝŶĂ͛ Ɛ�ƐŝƚƵĂƟŽŶ�ŝŶ�ϭϵϳ ϴ͘�

With an eye for technology and a vision for change, Deng re-engaged
China with the outside world. He reformed structures to birth industries,
ĂůůŽǁ ĞĚ�ƉĞŽƉůĞ�ƚŽ�ŵĂŬĞ�ƉƌŽĮ ƚƐ�ĂŶĚ�ĨŽƐƚĞƌĞĚ�ŵĂƐƐ�ŵŝŐƌĂƟŽŶ�ĨƌŽŵ�ƌƵƌĂů�
ůŝĨĞ�ƚŽ�ƵƌďĂŶ�ĐŝƟĞƐ͘ �dŽ�ŚŽƵƐĞ�ǁ ŽƌŬĞƌƐ�ŝŶ�ĐŝƟĞƐ͕ ��ŚŝŶĞƐĞ�ƉƌŽƉĞƌƚǇ�ďĞĐĂŵĞ�
Ă�ŶĂƚƵƌĂů�ŶĂƟŽŶĂů�ƐŽƵƌĐĞ�ŽĨ�ĞŵƉůŽǇŵĞŶƚ͕ �ŐƌŽǁ ƚŚ�ĂŶĚ�ĐƌĞĚŝƚ�͘�>ĂŶĚ�ƌĞͲ
leases became a key plank of local government funding, rezoned at a
profit, sold to developers then resold as apartments to private investors.

Comprising 29% of China’s annual GDP, property prices have increased
for decades without ever falling, providing both shelter and financial 

The Great Moral Hazard

Investment Insight

hŶƟů�ƌĞĐĞŶƚůǇ͕�ŝƚ�ǁ ĂƐ�ĨĂŝƌůǇ�ĞĂƐǇ�ƚŽ�ƌĞĐŽŐŶŝƐĞ�ƚŚĞ�Ěŝī ĞƌĞŶĐĞ�ďĞƚǁ ĞĞŶ�ĚĞŵŽĐƌĂƟĐ͕�ĨƌĞĞ�ĞŶƚĞƌƉƌŝƐĞ�;t ĞƐƚĞƌŶͿ�ďĂƐĞĚ�ĞĐŽŶŽŵŝĐ�ƐǇƐƚĞŵƐ�ĨƌŽŵ�ƚŚĞŝƌ�ƐƚĂƚĞ�
based communist/totalitarian counterparts. Significant differences in personal freedoms, rights and reward for individual effort were obvious. Today 
ƚŚŽƐĞ�ƉŽŝŶƚƐ�ŽĨ�Ěŝī ĞƌĞŶĐĞ�ĂƌĞ�ŶŽƚ�ƐŽ�ĐůĞĂƌ͘��ƵƌŽƉĞ͛Ɛ�ƐƟŇŝŶŐ�ƐŽĐŝĂůŝƐŵ�ŚĂƐ�ƐĞĞŶ�ŝƚ�ĨĂůů�ďĞŚŝŶĚ�͞ �ŚŝŶĞƐĞ�ƐƚǇůĞ͟ �ĐŽŵŵƵŶŝƐŵ�ƚŚĂƚ�ŚĂƐ�ŝŶ�ũƵƐƚ�ϰϬ�ǇĞĂƌƐ�
spawned 698 individual billionaires (against 726 in the US). The Western legal system and culture placed individuals on the centre stage fostering the
ŝŶŶĂƚĞ�ŚƵŵĂŶ�ĐŽŶĚŝƟŽŶ�ƚŽ�ĞŶƋƵŝƌĞ͕�ŝŶŶŽǀ ĂƚĞ͕�ƐĞĞŬ�ŶĞǁ �ĨƌŽŶƟĞƌƐ�ĂŶĚ�ƉƌŽŐƌĞƐƐ͘ �/ƚ�ĐƌĞĂƚĞĚ�ƚŚĞ�ĞĐŽŶŽŵŝĐ�ĞŶǀ ŝƌŽŶŵĞŶƚ�ǁ ŚĞƌĞ�ƉĞŽƉůĞ�ǁ ĞƌĞ�ĨƌĞĞ�ƚŽ�ĨƌĂŵĞ�
ƚŚĞŝƌ�Žǁ Ŷ�ďĞƐƚ�ůŝĨĞ�ďĂƐĞĚ�ŽŶ�ƚŚĞŝƌ�ƉĞƌƐŽŶĂů�ƐŬŝůůƐ͕ �Ğī ŽƌƚƐ�ĂŶĚ�ƉƌĞĨĞƌĞŶĐĞƐ͘ �t ĂƌƐ�ǁ ĞƌĞ�ĨŽƵŐŚƚ�ĂŶĚ�ůŝǀ ĞƐ�ůŽƐƚ�ŝŶ�ƉƵƌƐƵŝƚ�ŽĨ�ƚŚŝƐ�ĂƐƉŝƌĂƟŽŶ͘ ��ůƚŚŽƵŐŚ�ŝŵƉĞƌͲ
fect, opportunity and self interest have been powerful drivers of the affluence we currently enjoy. Meanwhile, state based systems have generally folded 
ŚĂǀ ŝŶŐ�ĨĂŝůĞĚ�ƚŽ�ďƌŝŶŐ�ƉƌŽƐƉĞƌŝƚǇ�ƚŽ�ƚŚĞ�ŵĂŶǇ͘��ŚŝŶĂ͛ Ɛ�ƐƵĐĐĞƐƐ�ƵŶƟů�ŶŽǁ ͕ �ƌĞůŝĞĚ�ŽŶ��ĞŶŐ�yŝĂŽƉŝŶŐ͛Ɛ�ǀ ŝƐŝŽŶ�ƚŽ�ĂůůŽǁ �ŝŶĚŝǀ ŝĚƵĂůƐ�ƚŽ�ďĞ�ƌŝĐŚ�ĂŶĚ�ŝŶƐƉŝƌĞ�ŽƚŚͲ
ĞƌƐ�ƚŽ�ďĞ�ĂďůĞ�ƚŽ�ŝŵƉƌŽǀ Ğ�ƚŚĞŝƌ�ůŝǀ ĞƐ͕ �ĨĂƐŚŝŽŶŝŶŐ�ĂŶ�ĞĐŽŶŽŵŝĐ�ŵŝƌĂĐůĞ͘�E Žǁ �yŝ�:ŝŶƉŝŶŐ�ŚĂƐ�ŚŝƐ�Žǁ Ŷ͕ �ǀ ĞƌǇ�Ěŝī ĞƌĞŶƚ�ƉůĂŶ�ĨŽƌ��ŚŝŶĂ�ĂŶĚ�ŝƚ�ŝƐ�ĂƩ ƌĂĐƟǀ Ğ͘�, Ğ�ŚĂƐ�
ŝĚĞŶƟĮ ĞĚ�ƚŚĞ�ϮϭƐƚ�ĐĞŶƚƵƌǇ�ƉƌŽďůĞŵƐ�ŽĨ�ĂŐĞŝŶŐ�ĂŶĚ�ŝŶĐŽŵĞ�ŝŶĞƋƵĂůŝƚǇ�ĂŶĚ�ŚĞ�ĂůŽŶĞ�ŝƐ�ƉƌĞƉĂƌĞĚ�ƚŽ�ŵĂŬĞ�ƚŚĞ�ĐŚĂŶŐĞƐ�ŶĞĐĞƐƐĂƌǇ�ƚŽ�ĐŽƌƌĞĐƚ�ƚŚĞƐĞ�ŝŵďĂůĂŶĐͲ
ĞƐ͕ �ŝŶŇŝĐƟŶŐ�ƐŚŽƌƚ�ƚĞƌŵ�ƉĂŝŶ�ŽŶ�Ă�ĨĞǁ �ŝŶ�ƉƵƌƐƵŝƚ�ŽĨ�ůŽŶŐĞƌ�ƚĞƌŵ�ŐŽŽĚ�ĨŽƌ�ƚŚĞ�ŵĂŶǇ͘�' ůŽďĂů�t ĞƐƚĞƌŶ�ůĞĂĚĞƌƐ�ďĞŵŽĂŶ�ƚŚĞ�ďƵƌĚĞŶ�ŽŶ�ŵŝůůĞŶŶŝĂůƐ�ůŽĐŬĞĚ�ŽƵƚ�
of the housing market and the scourge of income inequality but are not prepared to take the obvious measures to resolve either, aware that the unwind-
ing of the private debt that has contributed to these issues would deliver pain to the many. A pain that Western people have become unaccustomed to.
To preserve the status quo and protect borrowers during COVID-19, individualism was sacrificed. With unlimited funding, governments seemingly pro-
tected us, gave us money to spend while in lockdown and kept businesses alive, as few people have sufficient savings or the stomach to see their capital 
fall. In exchange, we obey the edicts of temporarily elected people. Our freedoms, our rights and many livelihoods have been lost to the state. In a world
ǁ ŚĞƌĞ�Žǁ ŶŝŶŐ�Ă�Ψϭŵ�ŚŽŵĞ�ŚĂƐ�ŵŽƌĞ�ƚŽ�ĚŽ�ǁ ŝƚŚ�ŽŶĞ͛Ɛ�ĂŐĞ�ƚŚĂŶ�ŽŶĞ͛Ɛ�ĂĐƟŽŶƐ͕ �ĨƌĞĞ�ĞŶƚĞƌƉƌŝƐĞ�ŚĂƐ�ƐƚĂĐŬĞĚ�ƵŶĞĂƌŶĞĚ�ĂƐƐĞƚ�ǁ ĞĂůƚŚ�ŝŶƚŽ�ƚŚĞ�ŚĂŶĚƐ�ŽĨ�ŽůĚĞƌ�
people at the expense of the young, something must change and it will. As a new world order begins over the next 5 –10 years, governments will have
ĨĂƌ�ŐƌĞĂƚĞƌ�ĐŽŶƚƌŽů�ŽĨ�ŽƵƌ�ůŝǀ ĞƐ�ĂŶĚ�ǁ ŝůů�ďĞ�ĂƐŬĞĚ�ƚŽ�ƐƵƉƉŽƌƚ�ĨĂƌ�ŵŽƌĞ�ƉĞŽƉůĞ͘�dŚĞƌĞ�ŝƐ�ŶŽ�ƐƵĐŚ�ƚŚŝŶŐ�ĂƐ�Ă�ĨƌĞĞ�ůƵŶĐŚ�ĂŶĚ�ƉƌŝŶƟŶŐ�ŵŽŶĞǇ�ǁ ŝůů�ŚĂǀ Ğ�ŶĂƐƚǇ�
ĐŽŶƐĞƋƵĞŶĐĞƐ�ĚŽǁ Ŷ�ƚŚĞ�ƚƌĂĐŬ͘�̂ Ž�ƚŚĞ�ŚĂǀ ĞƐ�ǁ ŝůů�ďĞ�ƚĂǆĞĚ�ŚĞĂǀ ŝůǇ�ƚŽ�ƉƌŽǀ ŝĚĞ�ĨŽƌ�ƚŚĞ�ŚĂǀ Ğ�ŶŽƚƐ͕ �ǁ ŚŝĐŚ�ǁ ŝůů�ŶŽƚ�ďĞ�ǁ ĞůĐŽŵĞĚ�ďǇ�ďŽŽŵĞƌƐ͘ �&Žƌ�ƚŚĞ�Į ƌƐƚ�ƟŵĞ�
ŝŶ�ŵĂŶǇ�ŐĞŶĞƌĂƟŽŶƐ�ĐŚŝůĚƌĞŶ�ǁ ŝůů�ŚĂǀ Ğ�ŝŶŚĞƌŝƚĞĚ�Ă�ǁ ŽƌůĚ�ǁ ŽƌƐĞ�ƚŚĂŶ�ƚŚĞ�ŽŶĞ�ĞŶũŽǇĞĚ�ďǇ�ƚŚĞŝƌ�ƉĂƌĞŶƚƐ͘ ���ĚĂǇ�ŽĨ�ƌĞĐŬŽŶŝŶŐ�ǁ ŝůů�ĂůƐŽ�ĐŽŵĞ�ĨŽƌ�ƚŚŽƐĞ�ƚŚĂƚ�
ŚĂǀ Ğ�ďŽƌƌŽǁ ĞĚ�ŚĞĂǀ ŝůǇ�ĨŽƌ�ŝŶǀ ĞƐƚŵĞŶƚ�ĨĂŝůŝŶŐ�ƚŽ�ĂƉƉƌĞĐŝĂƚĞ�ƚŚĞ�ƉŽƚĞŶƟĂů�ŝŵƉĂĐƚ�ŽĨ�ĂŶ�ƵŶƌĂǀ ĞůůŝŶŐ�ŽĨ�ĂƐƐĞƚ�ƉƌŝĐĞƐ�ĂƐ�ŝŶƚĞƌĞƐƚ�ƌĂƚĞƐ�ƌŝƐĞ�ŝŶ�ϮϬϮϮͬ Ϯϯ ͘ �t Ğ�
believe people have only a few more years to get their house in order and their living costs. We are preparing our clients for the inevitable end of a debt
driven asset boom. They all end, here as well as in China. This one is likely to be worse than most, as more people are in it. Winter is coming.
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Investment Insight - October 2021

In the mad panic of 2009, there was no confidence that people would rally 
behind leaders or that the system was strong. Investors around the world
were fearful of losing money from their own investment risks and what
ƚŚĞŝƌ�ůŝǀ ĞƐ�ǁ ŽƵůĚ�ƚŚĞŶ�ůŽŽŬ�ůŝŬĞ͘�dŽ�ŚĞůů�ǁ ŝƚŚ�ƚŚĞ�ŶĞǆƚ�ŐĞŶĞƌĂƟŽŶƐ�Žƌ�ƚŚĞ�
greater good, make the government pay to protect their capital - and they
did by flooding the world with liquidity and even more cheap money.

The free market system was never designed to Ɖƌŝǀ ĂƟƐĞ�ƉƌŽĮ ƚƐ�ĂŶĚ�ƐŽĐŝĂůŝƐĞ�
losses (i.e. save the one, kill the five). Unlike China’s planned deleveraging, 
Western asset markets are vulnerable to a disorderly unwinding. Mmm.

The 2022 Investment Boom

We recently shared our specific investment views directly with all Zanacorp 
Financial Group fee paying clients. That content is not being shared here.

Readers will be aware that we have been concerned with excessive private
debt for many years. Nothing has changed. However, recognising the liberal
global financial response to COVID-19 we nuanced our views accordingly.

The investment stars appear to have aligned for the
remainder of 2021 and early 2022 to record a very
strong period of asset price growth.

The release of people from lockdowns both in Australia and around the
world in coming months, will lead to an avalanche of money spent on ser-
vices, not the physical stuff we order from Amazon. Personal care, restau-
ƌĂŶƚƐ͕ �ƚƌĂǀ Ğů͕�ĂĐĐŽŵŵŽĚĂƟŽŶ͕ �ƐƉŽƌƟŶŐ�Ğǀ ĞŶƚƐ�ĂŶĚ�ƚŚĞ�ĂƌƚƐ�ǁ ŝůů�Ăůů�ďŽŽŵ͘ �
WĞŶƚ�ƵƉ�ĚĞŵĂŶĚ�ŝƐ�ŚƵŐĞ�ĂŶĚ�ƉĞŽƉůĞ�ǁ ŝůů�ƉĂǇ�ĂŶǇ�ƉƌŝĐĞ�ƚŽ�ƐĂƟƐĨǇ�ƚŚĞŝƌ�ǁ ĂŶƚƐ͘
That is great for employment, small business, confidence and the economy. 

t Ğ�ĂůƐŽ�ĐŽŶƟŶƵĞ�ƚŽ�ƐĞĞ�ĞǆƚƌĞŵĞ�ůĞǀ ĞůƐ�ŽĨ�ĐŽŶĮ ĚĞŶĐĞ�ĂƌŽƵŶĚ�ƚŚĞ�ǁ ŽƌůĚ�ƚŽ�
ďŽƌƌŽǁ �ŵŽŶĞǇ͘��ŌĞƌ�Ăůů͕�ŝƚ�ŚĂƐ�ŶĞǀ Ğƌ�ďĞĞŶ�ŵŽƌĞ�ƉůĞŶƟĨƵů�Žƌ�ĐŚĞĂƉĞƌ͘�t ŝƚŚ�
ƚŚĞ�ĞǆĐĞƉƟŽŶ�ŽĨ��ŚŝŶĂ͕ �ŚŽƵƐĞ�ƉƌŝĐĞƐ�ŝŶ�Ğǀ ĞƌǇ�ŵĂũŽƌ�ĐĂƉŝƚĂů�ĐŝƚǇ�ŝŶ�ƚŚĞ�ǁ ŽƌůĚ�
ŚĂǀ Ğ�ĞǆƉůŽĚĞĚ�ĨƌŽŵ�D ĞůďŽƵƌŶĞ�ƚŽ�D ƵŵďĂŝ͘�/ƚ�ĚŽĞƐŶ͛ ƚ�ŵĂƩ Ğƌ�ǁ ŚĂƚ�ŝƚ�ŝƐ͕ �Žƌ�
where it is, though being close to trees or water helps. The property market
is white hot and rising making us feel so much richer (apologies to all locked
ŽƵƚ�ŵŝůůĞŶŶŝĂůƐ͘ ��ŽŶ͛ ƚ�Őŝǀ Ğ�ƵƉ�ŚŽƉĞ�ƚŚŽƵŐŚ͕ �ĂƐ�ƟŵĞ�ĨĂǀ ŽƵƌƐ�ǇŽƵ�ŵŽƐƚ�ŽĨ�ĂůůͿ͘ �

Finally, if all of this personal spending or wealth effect from rising shares 
and property doesn’t make the global economy boom, we now can always
rely on governments to spend more on infrastructure or just put money in
ŽƵƌ�ďĂŶŬ�ĂĐĐŽƵŶƚƐ͘ �t Ğ�ĂƌĞ�ĂƉƉĂƌĞŶƚůǇ�Į ŐŚƟŶŐ�Ă�͞ ǁ Ăƌ͟ �ĂŐĂŝŶƐƚ��K s /� ͕ �ƐŽ�
ŵŽŶĞǇ�ŝƐ�ŶŽ�ŽďũĞĐƚ͘ �>ĞĂĚĞƌƐ�ũƵƐƚ�ǁ ĂŶƚ�ŽƵƌ�ǀ ŽƚĞ�Ăƚ�ƚŚĞ�ŶĞǆƚ�ĞůĞĐƟŽŶ͘ �

With these three massive tailwinds on our backs, we believe all markets will
ďĞ�ĨĂǀ ŽƵƌĂďůĞ�ŝŶ�ƚŚĞ�ŶĞĂƌ�ƚĞƌŵ͘ �D ĂĐƌŽ�ĐŽŶĚŝƟŽŶƐ�ĂƌĞ�ƐƵĐŚ�ƚŚĂƚ�ŵĂŶǇ�ŝŶǀ ĞƐͲ
tors will go “all in” chasing the easy dollar, believing nothing can go wrong.
dŽ�ŵĂŶǇ͕�ƉĂƌƟĐƵůĂƌůǇ�ƚŚŽƐĞ�ǁ ŚŽ�ĐĂŶŶŽƚ�Ăī ŽƌĚ�ƚŽ�ůŽƐĞ͕�ŝƚ�ǁ ŝůů�ďĞ�ŝƌƌĞƐŝƐƟďůĞ͘

It is not uncommon for booms to have a final powerful leg upwards, seduc-
ŝŶŐ�Ğǀ ĞŶ�ƚŚĞ�ŵŽƐƚ�ƐƚĂƵŶĐŚ�ƐĐĞƉƟĐ�ƚŽ�ũŽŝŶ�ƚŚĞ�ƉĂƌƚǇ͘�dǇƉŝĐĂůůǇ͕�the final 
months of all booms generate the highest returns of all for those brave
enough to be there and smart enough to get out, before it ends in tears.

This chart shows US equity
ǀ ĂůƵĂƟŽŶƐ�ĐƵƌƌĞŶƚůǇ�Ăƚ�all
ƟŵĞ�ŚŝŐŚƐ. This would usual-
ly ring alarm bells.

The unique circumstances of
2021 suggests history is
about to be re-ǁ ƌŝƩ ĞŶ�ĂŶĚ�
Ğǀ ĞƌǇŽŶĞ�ŝƐ�ǁ ĂŝƟŶŐ�ĨŽƌ�ŝƚ͘

�ŌĞƌ��ŚƌŝƐƚŵĂƐ�ǁ Ğ�ǁ ŝůů�ďĞ�ǁ ĂƚĐŚŝŶŐ�ŝŶŇĂƟŽŶ�ƉƌŝŶƚƐ�ĐůŽƐĞůǇ͘��ĂŶŬĞƌƐ�ƉƌĞƐĞŶƚͲ
ůǇ�ĂƌĞ�ƌĞůĂǆĞĚ�ǁ ŝƚŚ�ŝŶŇĂƟŽŶ�͞ƌƵŶŶŝŶŐ�ŚŽƚ͟ �ďĞůŝĞǀ ŝŶŐ�ŝƚ�ƚŽ�ďĞ�ƚƌĂŶƐŝƚŽƌǇ͘�dŚĞ�
ďŽŶĚ�ŵĂƌŬĞƚ�;ŝŶƚĞƌĞƐƚ�ŵĂƌŬĞƚͿ�ďĞůŝĞǀ ĞƐ�ŽƚŚĞƌǁ ŝƐĞ͘�K Ƶƌ�ĐŽůůĞĐƟǀ Ğ�ǁ ĞůůďĞŝŶŐ�
rests on bankers being right. That makes us very uncomfortable. Energy
ƉƌŝĐĞ�ƌŝƐĞƐ͕ �ĨŽŽĚ�ƉƌŝĐĞ�ƌŝƐĞƐ͕ �ƐƵƉƉůǇ�ĐŚĂŝŶ�ĚŝƐƌƵƉƟŽŶƐ�ĂŶĚ�ƚŚĞ�ĞǆƉůŽƐŝŽŶ�ŽĨ�
money into the real economy may spook markets into believing interest
rates may need to rise sooner rather than later. An unexpected rush for the
asset exit doors in 2022 remains a risk we all have to contend with.

We greatly look forward to seeing clients in person over coming months.

ƉƌŽƉĞƌƟĞƐ�ǁ ĞƌĞ�ƐŽůĚ�Ăƚ�ϮϬй �- 30% discounts, all to raise funds to meet
ĚĞďƚƐ͘ ��ĞƐƉŝƚĞ�ƚŚĞƐĞ�ĞǆŚĂƵƐƟǀ Ğ�ƐƵƌǀ ŝǀ Ăů�ŵĞĂƐƵƌĞƐ͕ �ŝƚ�ǁ ĂƐ�Ăůů�ƚŽ�ŶŽ�Ăǀ Ăŝů͘�
Fantasia, another mid-ƟĞƌ�ƉƌŽƉĞƌƚǇ�ĚĞǀ ĞůŽƉĞƌ͕�ŚĂƐ�ŶŽǁ �ĂůƐŽ�ĚĞĨĂƵůƚĞĚ͘

The shares of both companies have collapsed, as has the price of their
bonds, both assumed to have had implicit government guarantees. As the
contagion spreads to other property industry suppliers, real estate
agents, concrete and steel producers, a considerable problem appears to
have emerged for the CCP. Or so it looks to outsiders.

These failures are not isolated, nor did they occur by accident.

Rising house prices contributed to debt in China doubling in the 4 years to
2020 to over 280% of GDP, alarming the Chinese Communist Party (CCP).

Housing unaffordability and growing income inequality has led to increas-
ŝŶŐ�ĚŝƐĐŽŶƚĞŶƚ�ŝŶ��ŚŝŶĂ�;ƐŽƵŶĚ�ĨĂŵŝůŝĂƌ͍ Ϳ͘ ���ƉƌŽĨŽƵŶĚ�ƉŽůŝĐǇ�ƐŚŝŌ�ďǇ�yŝ�ƚŽ�Ă�
concept of common prosperity and the words “houses are built for living
ŝŶ͕ �ŶŽƚ�ĨŽƌ�ƐƉĞĐƵůĂƟŽŶ͟ �ƌĞƐƵůƚĞĚ�ŝŶ�ƚŚĞ���W�ƚĂŬŝŶŐ�ĐŚĂƌŐĞ�ŽĨ�ƚŚĞ�ƉƌŽƉĞƌƚǇ�
market. This coincided with a decision to contain the rising power of cor-
porate moguls ŝŶ�ƚĞĐŚŶŽůŽŐǇ͕�ĞĚƵĐĂƟŽŶ͕ �ƚŚĞ�ŝŶƚĞƌŶĞƚ�ĂŶĚ�ŽĨ�ĐŽƵƌƐĞ�
ƉƌŽƉĞƌƚǇ͘��ŝƐƌƵƉƟŶŐ�ĞĂĐŚ�ŝŶ�ƚƵƌŶ͘ �dŚŝƐ�ŝƐ�ŚŽǁ �ĚŝĐƚĂƚŽƌƐŚŝƉƐ�ŽƉĞƌĂƚĞ͘

�ǀ ĞƌŐƌĂŶĚĞ�ĂŶĚ�&ĂŶƚĂƐŝĂ�ĂƌĞ�ĐĂƐƵĂůƟĞƐ�ŽĨ��ŚŝŶĂ͛ Ɛ�ŶĞǁ �ƐŽĐŝĂů�Ɖŝǀ Žƚ. Rec-
ognising that China will have fewer people and fewer workers in the fu-
ƚƵƌĞ�ĚĞŵĂŶĚƐ�ŵŽƌĞ�ƐĞůĨ�ƌĞůŝĂŶĐĞ͕�ŵŽƌĞ�ƉƌŽƚĞĐƟŽŶ�ĂŶĚ�ŵŽƌĞ�ƉĞŽƉůĞ�ƐŚĂƌͲ
ing in China’s wealth. A controlled reform of Deng’s model is extremely
bold but if it is successful, will immortalise Xi Jinping in Chinese history.

Anxious not to repeat the errors of the Japanese and their property bub-
ble bust of 1990, a plan to directly manage China’s overheated and over-
built property problem began. The 3 RED LINES policy was to restrict cred-
ŝƚ�ƚŽ�ĚĞǀ ĞůŽƉĞƌƐ�ǁ ŚŽ�ĨĂŝů�ƚŽ�ŵĞĞƚ�ϯ�ĚĞďƚ�ďĂƐĞĚ��ĂůĂŶĐĞ�̂ ŚĞĞƚ�ƌĂƟŽƐ͘ �/ƚ�ǁ ĂƐ�
expected this would cool the market, eliminate smaller builders and the
builders of sub standard “tofu dreg” projects currently undermining the
ĐŽŶĮ ĚĞŶĐĞ�ŽĨ�ŝŶǀ ĞƐƚŽƌƐ�ŝŶ�ƚŚĞ�ƋƵĂůŝƚǇ�ŽĨ��ŚŝŶĞƐĞ�ĐŽŶƐƚƌƵĐƟŽŶ͘

dŚĞ���W�ƚŽƚĂůůǇ�ƵŶĚĞƌƐƚĂŶĚƐ�ƚŚĂƚ�ĐƌƵƐŚŝŶŐ�ĞǆŝƐƟŶŐ�ƉƌŽƉĞƌƚǇ�ƐǇƐƚĞŵƐ�ĂŶĚ�
ďĞůŝĞĨƐ�ǁ ŝůů�ůĞĂĚ�ƚŽ�ƐŚŽƌƚ�ƚĞƌŵ�Į ŶĂŶĐŝĂů�ƉĂŝŶ�ƚŽ�ďŝŐ�ĐŽƌƉŽƌĂƟŽŶƐ�ĂŶĚ�ŵĂŶǇ�
investors (like killing the 1). The benefits are hoped to flow to future gen-
ĞƌĂƟŽŶƐ�;ƐĂǀ ŝŶŐ�ƚŚĞ�ŵĂŶǇͿ͘ ��ĂĐŬůĂƐŚ�ŝƐ�ĞǆƉĞĐƚĞĚ�ƚŽ�ƚŚŝƐ�ƉůĂŶ͕ �ďƵƚ�ƵŶůŝŬĞ�
Western leaders, Xi is confident in his ongoing leadership and that his 
ĐŽƵŶƚƌǇ�ŝƐ�ƐƚƌŽŶŐ�ĞŶŽƵŐŚ�ƚŽ�ŵĂŶĂŐĞ�ƚŚĞ�ƚƌĂŶƐŝƟŽŶ�ĨŽƌ�ƚŚĞ�ŐƌĞĂƚĞƌ�ŐŽŽĚ͘ ��

yŝ͛Ɛ�ƉƌŽƉĞƌƚǇ�ĂŶĚ�ŽƚŚĞƌ�ĞĐŽŶŽŵŝĐ�ƌĞĨŽƌŵƐ�ĐĂƌƌǇ�Ă�ŚŝŐŚ�ĞǆĞĐƵƟŽŶ�ƌŝƐŬ͘�
�ŽŶƚƌŽůůŝŶŐ�ĚŽŵĞƐƟĐ�ĨĞĂƌ�ĂŶĚ�ƌŝŶŐ�ĨĞŶĐŝŶŐ�ĐŽŶƚĂŐŝŽŶ�ǁ ŝůů�ďĞ�ĂŶ�ĐŚĂůůĞŶŐͲ
ing task, but not impossible . The CCP will choose who it saves and who it
ƉƵŶŝƐŚĞƐ͘ ��ŽŵĞƐƟĐ�ŚŽŵĞ�ďƵǇĞƌƐ�ǁ ŝůů�ƉƌŽďĂďůǇ�ďĞ�ƉƌŽƚĞĐƚĞĚ�ĂŶĚ�ĨŽƌĞŝŐŶ�
ŝŶǀ ĞƐƚŽƌƐ�ůĞŌ�ĞŵƉƚǇ�ŚĂŶĚĞĚ͘ �dŚĞ���W�ǁ ŝůů�ůŽŽŬ�ĂŌĞƌ�ŝƚƐ�Žǁ Ŷ�ĂŶĚ�ƌĞŝŶĨŽƌĐĞ�
to its people the confidence that the country and the system is strong.

D ĂŶǇ�t ĞƐƚĞƌŶ�ďĂƐĞĚ�ĞĐŽŶŽŵŝĐ�ŽďƐĞƌǀ ĞƌƐ�ǁ ĂŝƟŶŐ�ĨŽƌ�ƚŚĞ��ŚŝŶĞƐĞ�ƉƌŽƉĞƌͲ
ty bubble to crack now believe the Chinese model will fail. Our view is
ƚŚĂƚ��ŚŝŶĂ͛ Ɛ�ĚŽŵĞƐƟĐ�ĞĐŽŶŽŵǇ�ǁ ŝůů�ďĞ�ƐĞǀ ĞƌĞůǇ�ƚĞƐƚĞĚ�ďƵƚ�ĂƐ�Ă�ƵŶŝƚĞĚ�
ƉĞŽƉůĞ͕�ƚŚĞǇ�ǁ ŝůů�ĂďƐŽƌď�Ă�ĨĞǁ �ǇĞĂƌƐ�ŽĨ�ƐƵī ĞƌŝŶŐ�ƚŽ�ďƵŝůĚ�Ă�ďĞƩ Ğƌ͕�ƐŵĂůůĞƌ�
ďƵƚ�ŵŽƌĞ�ƉƌŽƐƉĞƌŽƵƐ�ŶĂƟŽŶ�ĨŽƌ�ƚŚĞŝƌ�ĐŚŝůĚƌĞŶ͘ �EĂƟŽŶĂů�ƉƌŝĚĞ�ĂŶĚ�ŚŽŶŽƵƌ͕�
though very diminished in Western culture, is China’s strength. They
would pull the lever to kill the one in order to save the five.

�ŽƵůĚ��ŚŝŶĂ͛ Ɛ�ŝŶƚĞƌŶĂů�Ɖŝǀ Žƚ�ƐŬŝƩ ůĞ�ŐůŽďĂů�ĐŽŶĮ ĚĞŶĐĞ�ĂŶĚ�ŝŶǀ ĞƐƚŵĞŶƚ�ŵĂƌͲ
kets? Absolutely! This is a real and present danger to global asset values
for all of us, but that is not Xi’s concern. He and the CCP manage only
China. Now let’s consider the very different way most modern Western 
leaders look at the debt driven global housing price problem.

�ƵƌŝŶŐ�ƚŚĞ�' &�͕ �ƚŚĞ�h^�ĂůůŽǁ ĞĚ�>ĞŚŵĂŶ��ƌŽƐ�ƚŽ�ĨĂŝů�ǁ ŝƚŚŽƵƚ�ƉƵƫ ŶŐ�ŝŶ�
ƉůĂĐĞ�ĐŽƵŶƚĞƌ�ŵĞĂƐƵƌĞƐ�ƚŽ�ƋƵĂƌĂŶƟŶĞ�ƚŚĞ�ĨĂůůŽƵƚ͘ ��Ɛ�Ă�ĐŽŶƐĞƋƵĞŶĐĞ�ŵĂƌͲ
ŬĞƚƐ�ĐŽůůĂƉƐĞĚ�ƉƌĞĐŝƉŝƚŽƵƐůǇ�ŝŶ�D ĂƌĐŚ�ϮϬϬϵ͘ ��ŽŶŐƌĞƐƐ�Ɛǁ ŝŌůǇ�ĂĚŽƉƚĞĚ�Ă�
͞ ƚŽŽ�ďŝŐ�ƚŽ�ĨĂŝů͟�ƚĞƐƚ�ƚŽ�ƉƌŽƚĞĐƚ�ďŝŐ�ĐŽƌƉŽƌĂƟŽŶƐ�;ƐĂǀ ŝŶŐ�ƚŚĞ�ŽŶĞͿ͘ �

The 1% were bailed out by US taxpayers instead of facing their day of
reckoning. This meant over extended investors were spared losses from
ƚŚĞŝƌ�ƐƉĞĐƵůĂƟŽŶ�ĂŶĚ�Į ŶĂŶĐŝĂů�ĐŽǁ ďŽǇƐ�ǁ ĞƌĞ�ůĞƚ�Žī �ƚŚĞ�ŚŽŽŬ͕�ƚŽ�ƉůĂǇ�ƚŚĞ�
same games for another 10-12 years, kidding everybody that debt is not a
problem (so long as asset prices keep going up).


