
LONDON: Stock markets around the world
suffered further big declines yesterday amid
concerns over the Chinese economy and
renewed uncertainty over Greece following
the decision by Alexis Tsipras to resign as
prime minister.  Investors have been gripped
by an increasing sense of unease this week,
largely because of the uncertainty related to
China. Since early summer, Chinese stocks
have taken a battering but global markets
haven’t responded much - until now.
Following last week’s decision by the country’s
monetary authorities to reduce the value of
the yuan, China’s currency, stock markets have
really taken a hit.

The devaluation of the yuan has fueled
concerns about the outlook for the world’s
number 2 economy as well as clouding the
prospects of other emerging economies in
Asia - the lower yuan will make their exports
less competitive weighing on growth. Over
the past few months, Chinese stocks have
recorded big losses after a series of disap-
pointing economic data raised concerns
over the economic outlook. Another weak
manufacturing survey yesterday only added
to those concerns, prompting further selling
in Shanghai and across the globe. “China
has been on a mission to keep up the illu-

sion of a gradual slowdown, but dealers
aren’t buying it  anymore,” said David
Madden, market analyst at IG.

KEEPING SCORE: In Europe, France’s CAC-
40 declined 1.3 percent to 4,724 while
Germany’s DAX fell 1.4 percent to 10,288. The
FTSE 100 index of leading British shares was
down 1.2 percent at 6,292. U.S. stocks were
poised for further falls at the open, with both
Dow futures and the broader S&P 500 futures
down 0.2 percent. On Thursday, the S&P had
its worst day since February 2014.

CHINA JITTERS: The main reason behind
the turmoil in financial markets, which has also
seen oil and commodity prices slide further,
has been unease over China. On Friday, the
preliminary version of the Caixin purchasing
managers’ index - a gauge of business activity
- fell to an unexpectedly low 47.1 points from
July’s 47.8 points on a 100-point scale on
which numbers below 50 show a contraction.
The Shanghai Composite Index suffered
another steep drop of 4.3 percent to 3,507.74
points.

GREECE BACK TOO: Concerns over Greece
following Tsipras’ decision to resign reinforced
the selling trend. The country, which earlier
this week got its hands on the first tranche of
cash from its third international bailout, looks

headed for another election on Sept. 20 pro-
vided opposition parties can’t form a new gov-
ernment. Tsipras is hoping to capitalize on his
personal popularity in the election as he seeks
a new mandate to govern.

ANALYST TAKE: “While the decision to
have a new vote is likely to increase political
uncertainty in the short term, a fact acknowl-
edged by Moody’s the ratings agency, the
hope is that the more dysfunctional members
of his government will get pushed to the side-
lines,” said Michael Hewson, chief market ana-
lyst at CMC Markets.

ASIA’S DAY: The selling in Asia wasn’t just
confined to China. Tokyo’s Nikkei 225 was off 3
percent at 19,435.83 while Seoul’s Kospi shed
2 percent to 1,876.07 and Hong Kong’s Hang
Seng retreated 1.5 percent to 22,409.62.

ENERGY: Worries over the scale of the slow-
down in China weighed on oil prices too - low-
er growth equates to lower demand. The
benchmark US crude fell 13 cents to $41.19
per barrel in electronic trading on the New
York Mercantile Exchange while Brent crude,
which is used to price international oils, shed
33 cents to $46.29 in London.

CURRENCY: The dollar was also soft, with
the euro up 0.4 percent at $1.1277. The dollar
was also 0.6 percent lower at 122.73 yen. — AP
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TOKYO: Japanese Finance Minister Taro Aso
said yesterday that recent moves by China to
allow its currency to depreciate are a concern
and could pose problems for Tokyo. Japan’s
Nikkei 225 stock index fell 3 percent to
19,435.83 yesterday, slipping below the psy-
chological 20,000 mark on widespread selling.

“Chinese factors are a big part of this, with-
out a doubt,” Aso said at a regular news brief-
ing. A further devaluation of the Chinese yuan
could put Japan in a “tough spot,” the Nikkei
newspaper and other local media quoted Aso
as saying. It was unclear what sorts of choices
Aso was implying Japan might face, but the
Japanese currency, the yen, has fallen by over
60 percent against the US dollar since hitting a
peak of 75.35 yen to the dollar in October
2011. It was trading near 123 yen per dollar
yesterday.

The yen’s decline has been hastened by
massive monetary easing since 2013 by the
Bank of Japan, which is buying trillions of yen
in assets each month, seeking to spur growth.
China’s decision to widen the trading band for
the yuan, partly to make it more responsive to
market forces, has raised fears that other coun-
tries will also allow their currencies to fall.

While most economists say such concerns
are exaggerated, a few countries have fol-
lowed China’s lead. Kazakhstan’s currency
plunged by over 20 percent against the dollar
on Thursday after its government decided to
move to a free float to cope with big swings in
global currencies and commodity prices.
Vietnam also allowed its currency, the dong, to
weaken slightly. The injection of massive
amounts of cash into the Japanese economy
drove the yen lower, while in turn boosting
profits of major corporations that earn a large

share of their revenue overseas - and pushing
share prices higher.

The strategy is the backbone of Prime
Minister Shinzo Abe’s effort to staunch defla-
tion, or falling prices due to weak demand, and
spur growth by persuading consumers and
companies to spend more.

The yuan’s decline against the US dollar
has had a limited direct impact on the value of

the yen. But uncertainty over future policy and
over the impact of China’s economic slow-
down is reverberating across global markets.
“It’s not just China. It’s the emerging markets in
general,” said Masamichi Adachi of JPMorgan
in Tokyo. “At the end of the day, it’s all coming
from China. Brazil, South Africa, many coun-
tries are commodity exporters and the final
destination is all going to China.”— AP

Chinese province’s 
debt crisis exposes 
economic fault line

BEIJING: A mini debt crisis in northern China is exposing cracks in
a financial pillar of the country’s economic revival plan: the $430
billion loan-guarantee industry. China has a heavy corporate debt
burden and its economy is slowing, putting borrowers under
strain, but many lenders take comfort from the fact that their
loans are insured against default through the nation’s almost
8,000 guarantee companies.

A third of these are state-backed companies that stand behind
more than 60 percent of China’s guaranteed loans. They exist to
facilitate finance for smaller businesses - China’s job-creators - but a
crisis unfolding in northern Hebei province shows that their ability
to meet those guarantees is in doubt. In Hebei, a gritty region of
steel mills and factories close to the capital Beijing, one such com-
pany is technically insolvent, a fate likely shared by other guarantee
firms as the world’s second-largest economy rapidly loses momen-
tum. Hebei Financing Investment Guarantee Group has sold too
many guarantees, too cheaply, on loans that have now gone sour.
“The domestic financing guarantee model is a very bad one,” said
Hebei Financing general manager Ma Guobin.

Companies such as Hebei Financing are obliged to sell guaran-
tees to borrowers at low rates of interest to underpin finance for
smaller businesses, which can struggle to obtain funds at viable
interest rates without a guarantee.

“The industry is also immature and has many problems and
shortcomings. On many things we don’t have a choice,” Ma added.

Hebei Financing has guaranteed loans to more than 1,000 bor-
rowers, including manufacturers that are bearing the brunt of the
slowdown. Many of these borrowers are in danger of default, pre-
senting Hebei Financial with the prospect of having to pay out 32
billion yuan ($5 billion) in loan guarantees, which would wipe out its
registered capital of 4.2 billion yuan.

Given the company is unable to meet all its guarantees, lenders
face large losses unless they can persuade the Hebei government to
intervene and bail them out.

Eleven of them recently petitioned the provincial government to
stand behind Hebei Financing’s guarantees, and the government
has formed a special committee to try and resolve the crisis. “If there
weren’t guarantees provided by Hebei Financing Investment
Guarantee Group, investors would not have agreed to lend to those
companies,” the petitioners wrote in a letter to the province’s
Communist Party secretary and the governor.

The letter, reviewed by Reuters, was written by 10 trust firms and
one fund manager, which raised funds from the public before on-
lending them. If the guarantees are not honored, they may default
in turn on returns pledged to their own investors. To ratchet up the
pressure on the Hebei government, the letter urged it to act in order
to “prevent the crisis from triggering a public panic”. Attempts to
contact the Hebei government were unsuccessful.  The Hebei State-
Owned Assets Supervisions and Administration Commission, which
oversees Hebei Financing, declined to comment.

TIP OF AN ICEBERG?
“We see a lot of these companies in China, and we worry about

the underlying fundamentals,” said Sally Yim, senior credit officer
with Moody’s Investors Service in Hong Kong.

“You are bound to see more of these defaults, or troubles from
these type of small guarantee companies,” she added. Yim doubted
this would pose a major risk to the financial system. China has $3.65
trillion in foreign reserves and could deal comfortably with several
crises on the scale of Hebei. However, a loss of investor confidence
in the overall guarantee industry could be harder to contain. If
lenders suspect local governments will not bail out guarantee com-
panies in times of trouble, the broader economy becomes the loser
as businesses are starved of finance. 

“This is unbelievable,” said an executive of a trust company that
was one of the signatories to the petition. She declined to be identi-
fied because of the sensitivity of the matter.

“Who would dare to believe in the guarantee industry in the
future? What’s the point of having this industry?” she added. Beijing
is moving to strengthen the system and unveiled plans last month
to set up a national financial guarantee fund to back provincial
guarantee firms such as Hebei Financing.

But it risks reinforcing the assumption among lenders that gov-
ernments will bail them out and encouraging reckless lending.
Hebei Financing’s Ma said his firm carried out due diligence and
required borrowers to provide collateral, but it was not allowed to
price its guarantees according to the level of risk.

The lenders, however, can charge higher rates even though the
risk of default rests primarily with the guarantor, he said. “This is
unfair. Very unfair. But we can’t do anything.” — Reuters

TOKYO: Japan’s Finance Minister Taro Aso speaks during a opening session at
the lower house of Parliament in Tokyo. Aso said yesterday that recent moves
by China to allow its currency to depreciate are a concern and could pose prob-
lems for Tokyo. — AP
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