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SHANGHAI/BEIJING: Chinese companies that
borrowed money using shares as collateral
may have to put up more assets or repay their
debts, carrying the ripples from the stock mar-
ket plunge into the wider economy. A near 30
percent collapse in share prices has started to
endanger some businesses using such financ-
ing, and the country’s banking regulator said
on Thursday it would let financial institutions
renegotiate lending terms in these circum-
stances.

Bank and other loans backed by listed
shares officially increased around 260 percent
in May to 58.4 billion yuan ($9.4 billion) from a
year earlier, representing about 4.8 percent of
total social financing for the period. “There is
no doubt all the companies are facing a
financing dilemma,” said Zhang Jihong, board
secretary at Hubei Landing Holding Co Ltd, a
textile company that suspended its shares
from trading on Tuesday - roughly half of all
shares on mainland bourses are now sus-
pended - after its stock fell 61 percent.

Hubei Landing has 29.9 percent of its

shares pledged as collateral for a loan from a
trust company. Around 20 percent of the
roughly 1,500 companies that have suspend-
ed trading pledged shares for loans in the last
month, according to a Reuters calculation.
The total number that have pledged shares is
much higher. “It is too early to predict what
influence the stock crash will have on the real
economy,” Zhang said.

EQUITY COLLATERAL
On Thursday, the China Banking

Regulatory Commission announced addition-
al proposals to support the market, including
measures authorizing banks to adjust the
maturity of loans using stock as collateral.
Other measures included letting banks adjust
the levels at which equity collateral must be
sold, and supporting listed companies enter-
ing the market to buy back their own shares.

Bank of Communications Co Ltd  plans to
lend at 60 percent of share value for stock
buybacks by companies and their sharehold-
ers, three sources said.

BoCom could not be reached immediately
for comment. “There is bleeding, but it won’t
hurt the system on the whole,” said Yang
Zhao, chief economist at Nomura Holdings
Inc.  in Hong Kong.  “I don’t see systemic risk.”

Yang estimated total equity financing at
about 600 billion yuan. The total value of
pledged shares could be four times that
amount. Huatai Securities in a research note
last weekend said the value of equities
offered as collateral reached 2.53 trillion yuan
at end-June. Official measures of equity
finance rose in the first five months of 2015 to
4.2 percent of new total social financing from
2.6 percent in 2014, according to data from
the People’s Bank of China.

While pure equity finance isn’t a large pro-
portion of total lending, share pledges are
often part of collateral packages taken by
banks, according to lawyers, so reeling mar-
kets may have a wider impact on corporate
finance. “It could potentially be quite serious
because if a company has to provide cash (to
top up collateral), it will affect liquidity, and if

it has to pledge more assets, that lessens your
ability to borrow more money,” said Jonathan
Silver, a banking and finance partner at
Norton Rose. “It will potentially limit their abil-
ity to expand,” he added.

BANKING ON A BREAK
The current market loan to value ratio is

typically 40 percent, so for every 100 yuan of
shares, a bank might lend 40 yuan. “Currently,
because we give a discount of 20 to 30 per-
cent, we are in a safe place,” said one banker
from a top-10 listed Chinese lender.

But China’s banks, which have already
seen their margins eroded by repeated inter-
est rate cuts and increasing competition from
other lending institutions, face further pain
from the possibility of defaults and regulator-
enforced refinancing.

“We are afraid to lend on share collateral
now,” said another loan officer from a top-10
listed Chinese bank. “We are still worried we
won’t get back our investment in such loans,”
she added. — Reuters

China’s companies at risk of stock-backed loan recalls

SHANGHAI: Chinese stocks stormed into
positive territory in volatile trade yesterday as
Beijing launched new measures to halt a dra-
matic sell-off, prompting Asian markets to
rebound, but dealers questioned whether the
gains would last.

The main Shanghai Composite Index had
fallen more than 30 percent since a spectacu-
lar bull run peaked on June 12, raising fears
for the wider economy, the world’s second-
largest. But the benchmark surged 5.76 per-
cent, or 202.14 points, to 3,709.33 on
turnover of 673.3 billion yuan ($110.1 billion).
It fell as much as 3.81 percent and rose up to
6.88 percent during the day, representing a
swing of more than 10 percent. The
Shenzhen Composite Index, which tracks
stocks on China’s second exchange, ended
up 3.76 percent, or 70.90 points, to 1,955.35
on turnover of 277.6 billion yuan. More than
1,100 stocks on both markets surged by their
10 percent daily limits, data from the

exchanges showed.
The gains came after China moved to stop

“major” shareholders-those holding at least a
five percent stake-from selling their stocks
and launched a probe into short-selling in a
bid to calm markets.

“As China beefs up its efforts to rescue the
market... market sentiment is recovering
slightly,” Qian Qimin, an analyst at Shenwan
Hongyuan Group, told Bloomberg News.

“The rise today may help ease some sell-
ing pressure when companies resume their
shares from trading, but whether it’s sustain-
able will depend on what policies are coming
next.” More than 1,400 companies have been
suspended from trading on China’s share
markets as of yesterday, representing around
50 percent of listed stocks, according to
Bloomberg. The move temporarily averts fur-
ther falls in their prices, but seizes up the mar-
kets.  Heavyweight financial stocks rose.
Shanghai-listed banking giant ICBC added

2.01 percent to 5.58 yuan, while Shenzhen-
listed Ping An Bank jumped 8.11 percent to
14.26 yuan.

Asian markets also rose yesterday, revers-
ing heavy morning losses and tracking the
surge in Shanghai. Hong Kong closed up 3.73
percent after the market recorded its biggest
single-day loss for more than six years on
Wednesday. Tokyo recovered from losses of
more than three percent to end 0.60 percent
higher. But US shares retreated overnight on
worries about how the stock market rout
could affect the Chinese economy-a key driv-
er of global growth-and worries of a messy
Greek exit from the euro-zone. The Dow
Jones Industrial Average finished down 1.47
percent. The falls of recent week were trig-
gered by restrictions on margin trading, rein-
forced by concerns about overvaluations, and
accelerated by “panic” selling among the
retail investors who make up the vast majori-
ty of the market. —AFP

China stocks edge higher 
on government moves

Dealers wonder if the gains would last

SHANGHAI: People walk on a footbridge with an electronic stock ticker showing real time stock market indices at
Lujiazhui Financial and Trade Zone in Shanghai yesterday. — AP

NEW YORK: As the Chinese stock market free-fall shows no signs of
stopping, some US-based fund managers said the government’s
effort to prop up stock values is having the opposite effect, even as
some buy at what they consider panic-driven prices.

The Shanghai Composite Index has tumbled by 32 percent since
mid-June, wiping out about $3 trillion in market value and ending a
rally that had previously seen the market double from its June 2014
low. In response, Beijing has cut interest rates and stopped the trad-
ing of thousands of stocks, preventing some shareholders from sell-
ing their positions in hopes of ending the downturn.

The measures have instead helped spread the rout to the Hong
Kong-based Hang Seng index, whose listings of so-called H share
companies are largely owned by foreign investors and trade at lower
valuations, fund managers said. “You’ve had some misguided efforts
to cushion the selloff and that’s ultimately led to the unintended con-
sequence of making the situation worse,” said Charles Wilson, co-
portfolio manager of the $2 billion Thornburg Developing World
fund who has been adding to his positions in Chinese consumer,
internet and utility stocks over the last few days of the selloff.

The Hang Seng index fell 5.8 percent Wednesday, its biggest
decline so far this year. The index is still up 5.8 percent for the year to
date, while the Shanghai index is up 16.7 percent over the same time.
Reuters contacted several prominent mutual fund managers, includ-
ing the $8.7 billion T Rowe Price Emerging Markets Stock fund, the $1
billion Columbia Global Equity Value fund, and the $76 million
Morgan Stanley Global Opportunity fund, who all declined to com-
ment. It’s the widest selloff in China, home of the world’s second
biggest economy, since the global financial crisis of 2008.

While it is unclear what will happen when Chinese markets
resume full trading, most fund managers and analysts expect there
to be further losses as sell orders move through the market. Beijing
has moved to curb new listings and extracted promises from fund
managers and brokerages to buy at least $19 billion in stocks to pro-
vide support for blue chip shares. In addition, the China Securities
Finance Corp, the country’s official margin lender for brokerages, has
raised its capital base to 100 billion yuan ($16.1 billion) from 24 bil-
lion yuan, in order to stabilize markets.

On Wednesday night in China, the securities regulator ordered
shareholders with stakes of more than 5 percent from selling shares
for the next six months in a bid to halt the plunge in stock prices.

OUTLOOK DEPENDS ON BEIJING
While US investors say that they remain largely bullish that con-

sumer spending will expand and the fallout from the stock market
crisis will be limited to the relatively small upper class of speculators
that own A shares, every portfolio manager interviewed by Reuters
noted that additional policy changes by Beijing could alter their out-
look. At the same time, fund managers like Wilson say the volatility
and selloff is making the Chinese market more attractive for long-
term investors, even if the market has not hit bottom yet.

Emily Alejos, portfolio manager of the $20.8 million Nuveen
Tradewinds Emerging Markets fund, noted that companies that focus
on domestic consumption in the country are trading at enticing
prices. “For a long-term investor, some of these valuations [in H
shares] are quite compelling,” she said, adding that the steep
declines are not affecting her outlook for the Chinese economy
because the losses in wealth among the relatively small percentage
of Chinese who own stocks are not likely to dent the country’s
expected GDP growth of 7 percent. —Reuters

US funds not bailing 
on China yet amid
free-fall in stocks


