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Week of 11th October 2021 

What’s on our mind this week? 

A stay-at-home Chinese golden week 

 

China’s National Day Golden Week (1-7 October) is traditionally one of the busiest times 

for travelling and can be seen as a good signal of after-Covid consumption recovery. 

Although recent domestic Covid-19 waves have been largely contained prior to the 

Golden Week, consumption recovery was still weak as local governments took measures 

to contain outbreaks, and as people were less willing to open their wallets. 

To implement its zero-tolerance Covid policy, China has used strict measures of 

quarantine and business closures to stamp out imported clusters of the Delta variant that 

landed in China in late July. Local officials advised against unnecessary travels to avoid 

further outbreaks. According to the Ministry of Culture and Tourism, domestic traveler 

trips and spending only recovered to 70.1%/59.9% of 2019’s Golden Week level, which 

was worse compared to previous holidays this year, including the Mid-Autumn Festival 

(19-21 September), the Dragon Boat Festival (12-14 June), the Labor Day Golden Week 

(1-5 May) and close to the Chinese New Year holiday level (this year was 75%/59% of the 

number of trips and spending seen in the 2019’s Chinese New Year). China’s railway 

system handled 8.3 million passengers during the seven-day holiday, 19.3% down from 

2019 and 2.9% down from 2020. The domestic air travel system handled a total of 9.31 

million passengers, a 26.9% decrease from 2019 and a 19.7% drop from 2020, according 

to the Ministry of Transport. 

Although the overall performance of tourism was sluggish, “red tourism”, i.e. people 

visiting locations in relations to Chinese communism, got traction as China is celebrating 

this year the 100th anniversary of the Chinese Communist Party. According to ticketing 

online site ly.com, the number of visits made to red-tourism-related sites increased by 

230% during the holiday compared to 2020. Customers aged below 25 years old 

accounted for around 20% of those who booked patriotic travel-related tours for the 

national day holiday this year, a record high in recent years. 

https://jkcapitalmanagement.com/


 

jkcapitalmanagement.com 

Looking at retail sales data, consumer’s confidence was still quite weak. Meituan’s in-store 

dining revenue was +64% compared to 2019 same-period level, lower than the +72% 

recorded during the Mid-Autumn Festival and the +84% recorded during the Labour Day 

Golden Week. The sales volume of mid-to-high end Baijiu brands, the most popular type 

of spirits being drank in China, recorded a slower growth compared to last year. Sales 

revenue of 100 key large shopping malls decreased by 0.1% compared to 2019. 

Furthermore, during the golden week new home sales in volume (floor space) in the 30 

largest cities were 24% lower than the 2020 level and 33% lower than the 2019 level. This 

shows that the central government’s property tightening measures have been increasingly 

felt by home buyers. 

Duty-free stores and gold & jewellery are the few sectors that saw flourishing spending, 

which may be a reflection of a widening income gap. According to customs data, duty-

free consumption in Hainan was up 66.9% YoY to 1.47 billion yuan (about $228 million) 

during the holiday. The sales of jewellery brands such as Chow Tai Fook, Lukfook and 

Chow Sang Sang increased by 40% YoY. The surge in spending on luxury goods suggests 

that Chinese who could still not travel overseas due to the zero-tolerance Covid policy 

that is still in force are shifting their purchasing habits from overseas purchases to home 

purchases. 

Cinema ticket sales offered another bright spot. According to ticketing company 

Maoyan’s data, China’s movie box office revenues during the golden week totaled 

RMB4.39bn, only 1.8% below pre-pandemic levels. On previous holidays this year, movie 

box office revenues were 10-40% lower than pre-pandemic levels. The strong resumption 

of ticket sales was driven by the success of Chinese blockbuster “The Battle at Lake 

Changjing” which tells the story of how Chinese soldiers defeated Americans during the 

Korean war. 

 

—————————————————————————————————— 

Our views on Fantasia’s default – A new type of risk has emerged 

 

Following the much publicised default of China Evergrande in late September much of 

the market had been speculating that actions that would be taken by the Chinese 

authorities to ringfence the issue and reduce the threat of contagion spreading to the rest 
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of the sector. Certainly many China property bonds had seen significant price declines in 

the 3Q21 but up to that point there hadn’t been an indication of a full scale rout in the 

sector. The common market view was that although Evergrande’s demise had been driven 

by its uniquely highly leveraged business model, the majority of developers that had 

maintained more conservative management of their liabilities and lower gearing would 

be able to overcome market volatility assuming the government was prepared to at least 

partially loosen its tight credit policies to the sector at some point in the near future. 

Each year the China property USD bond market has a sizable refinancing calendar at the 

start of the year. In a typical seasonal trend most developers frontload new issuances in 

the first half of a year to cover their obligations in later months, usually following the 

timing of NDRC issuance quotas provided by the government. In the 1H21, China property 

companies launched a total of 86 separate USD bond issues with a combined notional 

value of over $33bn and it was generally assumed these funds were ample to cover 

refinancing needs for the sector for the rest of the year. Certainly the 2022 refinancing 

calendar still carries significant uncertainty but the common view at the start of October 

was that 2021 obligations had been largely covered.  

On 4th October this market assumption was turned on its head when Fantasia Holdings, 

a mid-sized Chinese developer, stunned the market by announcing it would default on its 

October maturing bond. Admittedly Fantasia’s stress was not completely new to the 

market. Issues at the long end of its bond curve (i.e. 2023 & 2024 bonds) had fallen 

precipitously in September and even issues maturing as imminently as in December 2021 

had started to see some pricing stress despite multiple announcements of buy backs by 

both the company and its largest shareholder. 

However the October 2021 issue had, up to that point, been largely unaffected. On 

multiple occasions in September Fantasia’s management had briefed investors and 

analysts that it had already set aside cash for the October redemption and was fully 

committed to repaying the bond. Even the day before its final maturity date, the issue was 

trading at a price of 98 cents. Unsurprisingly this price collapsed after the company 

blindsided investors with a scantily detailed stock exchange statement saying the bond 

would not be paid as promised. By the end of 4th October the bond in question had fallen 

over 70 points on the day. Of course, Fantasia does not have the same scale as Evergrande 

in the Chinese economy but still in the market the company has 12 separate USD bond 
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issues outstanding with a total notional value of USD4bn. At the start of 2021 Fantasia 

was the 9th largest (out of 45) China property issuers in the AHBI HY Index in terms of 

weighting. 

Naturally Fantasia’s action has resulted in a rash of market speculation on the cause of 

the management U-Turn ranging from the benign to the conspiratorial, from “it purely 

was a technical error”, “the accounts are fake”, “management has run away with the 

money” to “the government had ordered the company not to pay” - all theories with very 

little substance or evidence. Our less sensational view is that the company faces significant 

refinancing needs in the upcoming months and simply realized that paying a bond now 

in full without a clear plan on how it would cover subsequent refinancing needs would 

not be acting in the best interests of all its stakeholders. However, just like everyone else, 

we are only able to speculate the company’s true motives. 

What is clear however is that the actions of Fantasia have created a whole new risk for the 

market to digest: The risk of companies willingly defaulting on their bonds even if they 

might have the cash ready to pay the obligation. As a consequence of this change in 

sentiment, we have seen an acceleration in the property market sell off the week that 

followed the Fantasia default. Those issuers facing near term maturities were amongst the 

hardest hit, irrespective of  their perceived standalone credit quality. Adding fuel to the 

panic, in the past week two more issuers (Sinic Holdings and Modern Land China) have 

also expressed their potential difficulty in meeting their bond maturities coming in the 

next few weeks. 

In August Fantasia reported its 1H21 financial results stating that the company had 

unrestricted cash of RMB27.2bn compared to total short-term debt RMB18.3bn as of June 

2021. For the same period Modern Land China and Sinic Holdings both also reported 

unrestricted cash balances exceeding short term debt and all three companies reported 

that their consolidated cash balances had increased in 1H21. Although a natural 

conclusion might be that these companies have misreported their cash, we believe the 

problem is more related to the capital structure of the issuers which signals a problem for 

the sector as a whole. 

The accounts of Fantasia, alongside the accounts of almost all other property developers, 

are reported on a consolidated basis with cash representing the holdings across a 

complex legal structure of project subsidiaries, sometimes in the form of joint ventures 
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with local partners. The cash held by these operating entities may not always be readily 

available for the holding company to pay back its bonds. While in the past issuers may 

have always found refinancing funds readily available from the new issue bond market, 

now this appears to have been (temporarily) closed. Raising money internally from 

onshore subsidiaries irrespective of their gearing level is also proving significantly more 

challenging. Meanwhile tight mortgage rules in China which are clearly continuing to 

depress physical market sales for most developers are further exacerbating the near term 

financing squeeze. 

In the month before the Evergrande failure, China’s Vice Premier, Liu He, said Evergrande’s 

problem was not a matter of solvency but rather an issue of liquidity stress. Unfortunately, 

a liquidity crisis, which is clearly facing more companies than just Evergrande itself, is not 

something that can be resolved with slow incremental policy actions. It has to be tackled 

quickly and aggressively to avoid rapid contagion. Our base case assumption still remains 

those Chinese authorities will eventually shift their policy stance to be more supportive of 

the sector and indeed reports in recent days that the country is starting to ease mortgage 

restrictions in certain cities is all very encouraging. However, unless more aggressive 

actions are taken to ease the immediate liquidity burden in the sector, we have to concede 

that more defaults could occur before the situation stabilises. 

———————————————————————————————————— 
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