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Week of 20th September 2021 

What’s on our mind this week? 

China’s crackdown on property developers has started impacting the economy 

 

Over the past few weeks, there has been a continuous flow of weak August 

macroeconomic data out of China that has added to the growing evidence of a loss of 

momentum - which has largely been a result of the policy tightening measures in certain 

sectors such as technology, property and education. Firstly, China’s National Bureau of 

Statistics released August data points on Industrial Production (IP) and retail sales growth 

dropped to 5.3% YoY and 2.5% YoY respectively, from 6.4% YoY and 8.5% YoY in July. 

Subsequently, China’s fiscal revenue growth posted a sharp decline to 2.7% YoY in August 

from 11.1% in July, largely driven by the weak government revenues from property land 

sales which accounts for around 30% of the Chinese government’s total revenue. 

Adjusting for base effects, annualized 2y-o-2y growth in land sales revenue slumped to -

2.8% in August from 9.9% in July, as we see property developers quickly adjust their land 

banking plans in response to Beijing’s tightening measures on the property sector. 

Meanwhile week-on-week data continues to point to further weakening in the property 

sector over the first two weeks of September as YoY growth in volume terms of new home 

sales and land sales dropped to -26.6% and -38.3% from -22.5% and -21.9% in August 

respectively, according to Nomura’s estimates. 

 

While China is not new to government intervention in the real estate sector, we have 

certainly been surprised by the policy action in this latest cycle, which has shown no signs 

of easing even with the significant contraction in China’s macro data. Indeed, it has been 

well telegraphed by the Chinese leadership that blanket financial support to the property 

sector has become a thing of the past in the interest of the ‘common prosperity’ narrative 

as we also saw significant regulatory intervention in other sectors such as technology and 

education. This suggests policy makers are prepared to accept a short term decline and 

collateral damages to local government’s fiscal conditions in the interest of longer-term 

social goals - which has been dubbed “China’s Volcker Moment” by economists at 

Nomura, referring to Paul Volcker’s decision to suddenly hike interest rates in the late 

seventies, triggering a jump in unemployment rate and a drop in inflation that was the 

prelude to two decades of prosperity.  
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While the market sees limited space for Beijing to ease these policy measures in the near 

term, it is hard to ignore the significant contribution towards China’s GDP of the property 

sector, which according to Bank of America estimates accounts for 12% of the county’s 

GDP directly and 33% of the GDP if taking into account other property-related sectors 

such as construction and steel materials. For example, Chinese property floor space sales 

and starts in August was -16% YoY and -17% YoY respectively with floor space starts being 

usually a leading indicator for steel demand as property accounts for about a third of steel 

demand in China. Furthermore, the tightening regulatory policies have also started 

making headlines on single-name companies, with the most prominent being the default 

concerns of China’s largest developer, China Evergrande. Despite the fact that Evergrande 

only accounts for 4% of the entire Chinese property sector, the collapse of a bellwether 

property developer will certainly have sizable collateral damage for the sector and the 

wider economy.  

 

Therefore, we believe the government must carefully manage the balancing act between 

its long-term social goals and the near-term stability of its economy. However, should the 

pressure on the property sector exacerbate triggering possible contagion to the economy, 

the government would eventually be forced into easing back some of its tightening 

measures and reinvigorate the economy quickly. Interestingly, the government has a track 

record of stimulating its economy via the property sector as it did in 2015 following the 

default of Kaisa. However, in the meantime developers need to endure the near-term 

volatility before we see a shift in policy stance. 

 

—————————————————————————————————— 

Is the party over for Macau’s gambling paradise?  

On 14th September, 2021, the Macau Government announced the launch of a public 

consultation prior to revising the 2001 Macau Gaming Law. This revision is coming ahead 

of the expiry of all casino licences at the end of June 2022. 

The news immediately sent the gaming sector stocks into freefall. The six licence holders, 

all six being listed on the Hong Kong stock exchange, lost a record $18.4 billion in 

combined market value. More specifically between 14th and 20th September Sands China 

lost 40%, Galaxy Entertainment 18%, Wynn Macau 34%, MGM China 31%, Melco 

International 18% and SJM, the company founded by Stanley Ho that held a total 

monopoly until 2001, 23%. 
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The consultation is coming at a sensitive time. It follows a series of regulatory tightening 

that recently hit various sectors of the Chinese economy, including e-commerce, 

education, healthcare, entertainment among others. It has provoked concerns that Macau 

casinos were also about to fall under stringent regulatory measures coming from the 

Central government. Is the Macau gambling sector the next target of the Central 

government’s crackdown efforts? Does Beijing want to decapitate the industry as it did 

with after-school tutoring? 

We went through the 23-page “Consultation Paper on Amendment to the 2001 Macau 

Gaming Law” (the “Paper”). It is possible that the market overreacted to the news. 

Nevertheless things won’t remain as they have been for the past 20 years. Before we 

explain our thoughts, we first need to provide the background of the amendment and the 

content of the Paper.   

New concessions will be granted as the existing ones expire. This is by far the most 

important decision to be made by the Macau government as it is home to the world's 

largest gaming hub. Gaming has allowed the GDP of Macau to multiply by more than 

seven times over the past 20 years while GDP per capita multiplied by five. Gaming-related 

taxes represent 70% to 80% of the Macau government’s total revenues while the sector 

employs 82,000 persons, or 17.2% of the employed population of Macau. At the end of 

2019 there were 41 casinos, 6,739 gaming tables and 17,009 slot machines. To set the 

gaming sector on the right path for the next decades with new licenses issued, the Macau 

government decided to do a holistic review of the current situation which will likely lead 

to a revision of the 20 year-old Macau Gaming Law. This is the background of the public 

consultation. 

As for the content of the Paper, the first section states that there will be no increase in the 

total number of concessions as the fast growth of the sector has led to social imbalances, 

a fast rise in salaries across many sectors and a shortage of resources, especially land 

resources. Macau openly wants to diversify away from gambling, without cutting its main 

source of revenues. It is quite likely that the number of concessions will not be cut either 

despite the market having had concerns that it could be reduced amid the US-China trade 

war since several concessions are currently granted to US companies. 

The second section of the Paper spooked the market. It states that the duration of the 

concession needs to be reviewed as “an excessively long and inflexible grant period may 
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cause certain obstacles”. It is likely that the new concessions will be shorter than the 

current term of 20 years (which can even be extended to 25 years under exceptional 

circumstances). The Paper highlighted that the government offered 20-year concessions 

back in 2001 to incentivise investments when infrastructure needed to be built. In today's 

environment where everything is up and standing, we cannot rule out the possibility of 

shorter concessions, leading to operational uncertainties for the gaming operators while 

giving more flexibility to the local government to implement its strategic push of 

diversifying away from gambling.   

Another set of critical uncertainties were unveiled in the following sections of the Paper.  

In order to “reduce the negative impact of gaming on society”, it is proposed that casinos 

be supervised more closely by authorities. The amount of dividends to be paid to 

shareholders will need to meet “specific requirements” prior to being approved by the 

Macau government. Representatives of the Macau government will be given access to all 

internal documents upon demand.  What probably also spooked financial markets is the 

future appointment of government representatives “to participate in companies 

operating under the concession system” and be given “supervisory power in the daily 

operations of the gambling enterprises”. 

There are also numerous references made to “betting intermediaries” that will also see 

their operations closely scrutinised going forward. These “betting intermediaries” refer 

specifically to so-called “junkets” which are responsible for bringing to Macau the big 

gamblers, usually by private jets, and to provide them with all the services they might 

need, including credit. Junkets are often associated with money laundering and 

underground financing channels. A crackdown on junket operators is certainly not coming 

as a surprise to us as we have always looked at this business model with skepticism. The 

impact of such a crackdown will likely impact the VIP segment of casino operators. 

Does China want to kill the Macau gaming sector as the stock market reaction implied? 

Certainly not. The preface of the consultation paper emphasised right at the outset the 

importance of the gaming sector to Macau, to its people and the positive impact it has 

had on the Macanese economy over the past twenty years. But the Macau government, 

under the direction of the Central government, has decided to seize the opportunity to 

get involved in the way casinos are run, and to emphasis the need for Macau to diversify 

away from gambling. We do not have a crystal ball to forecast what might happen in the 
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long run, but our base case scenario is that the gaming sector will remain critical to the 

Macanese economy for many years to come. 

Reflecting on the sharp correction in the Macau gaming equities, we also saw a significant 

drop in USD High Yield bonds issued by companies in the sector. At the start of the month 

the gaming sector accounted for 6.1% of the Markit AHBI (Asia HY) Index and these bonds 

have now fallen by 3 to 6 points month-to-date. However we have always taken a very 

cautious approach on gaming names on account of their unattractive valuation and 

although the JKC 2023 fund does have a small position in the Investment Grade rated 

SANLTD 2023 bonds, this issue was not negatively affected by the news. It actually saw a 

1 point price gain over the same period after the company successfully raised new 

refinancing funds earlier in the month. 

Our equity portfolios meanwhile do not have any exposure to the Macau gaming sector. 
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