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Asia Aluminum Holdings bondhold-
ers have formed a group to oppose a
buy-back proposal that may test the
rights of foreign investors in Chinese
high-yield bonds.

Asia Aluminum on February 13 of-
fered to pay as much as 27.5 US cents
on the US dollar for its 8 per cent dol-
lar notes due 2011while parent AA In-
vestments offered 13.5 US cents for
so-called pay-in-kind notes. Chair-
man Kwong Wui-chun wrote to in-
vestors urging them to accept the
plan, saying the company risked
bankruptcy if it was not restructured.

“The group believes the com-
pany’s offer is low. We would encour-
age other holders to reject the offer
and join the group to negotiate a
fairer outcome,” said David North,
the head of asset allocation at Legal &
General Investment Management.
“It’s a litmus test for negotiations for
offshore investors into Chinese debt
markets.”

Asia’s high-yield corporate bond
markets have dried up since 2007 as
the credit crisis triggered by sub-
prime mortgage defaults in the Unit-
ed States curbed appetite for all but
the safest debt. The cost of borrowing
dollars is rising as the global reces-
sion deepens and investors worry
about counterparty default risk, the
benchmark London interbank of-
fered rate shows.

High-yield, or junk, debt is rated
below Baa3 by Moody’s Investors
Service and lower than BBB-minus
by Standard & Poor’s.

Asia Aluminum, founded by Mr
Kwong in 1992, makes aluminium on
the mainland for construction, ma-
chinery, drinks cans and vehicles. 

Mr Kwong on February 27 offered
to give his 97 per cent holding in AA
Investments to bondholders if they
agreed to the “crucial” restructuring

proposal that would enable the com-
pany to secure mainland bank loans.

“Poor Chinese offshore bond doc-
umentation will continue to result in
a deterioration of bondholders’ rela-
tive position versus other lenders,”
Fitch Ratings said in a report last
week. Weak governance standards at
privately held mainland companies
often meant decisions were taken
“primarily for the benefit of the
majority shareholder”, it said.

The company said in a March 4
filing with the Singapore stock ex-
change that it might scrap the buy-
back tender if not enough offers were
received by the “early consent date”
of 5pm in New York on March 10.

The bondholder “group repre-
sents the majority of the notes”, Mr
North said. 

Sales of Asia Aluminum’s assets in
case of bankruptcy would yield inves-
tors a maximum 16.9 US cents on the
dollar and a minimum of about 4 US
cents, according to a report by Evolu-
tion Watterson Securities which was
distributed by Asia Aluminum last
week. 

“A broader issue for the market is
the potential damage that such buy-
back transactions could do to inves-
tor appetite,” Fitch said. 

“The future healthy development
of the Asian, and specifically the Chi-
nese, high-yield market is dependent
on investors becoming comfortable
with the risks they are asked to take.”
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The number of brokerage accounts
for retail investors to buy A shares on
the mainland rose 413,000 last week
as the stock market has rebounded so
far this year.

As of Friday, a total of 47.88 mil-
lion brokerage accounts held equi-
ties, only 90,000 fewer than the
record set in the week to August 8,
2008, when the Beijing Olympics
started, according to China Securities
Depository and Clearing.

Investors took cues from the
strong liquidity on the market recent-
ly, believing they could chalk up
short-term gains, analysts said.

The Shanghai Composite Index
advanced 5.3 per cent last week on
speculation that Beijing was prepar-
ing fresh stimulus packages. It tum-
bled 2.5 per cent so far this week due
to worries over weak economic data.
Still, the benchmark gauge has
gained 17.5 per cent from last year’s
close.

“The influx of fresh capital was the
major driving force for the rally year
to date,” said Guotai Junan Securities
analyst Zhai Peng. “The market is ex-
pected to keep fluctuating in the
coming two weeks as speculative
capital comes and goes.”

On the Shanghai
Stock Exchange, daily
turnover last month
was valued at 132 bil-
lion yuan (HK$150 bil-

lion), up 102.5 per cent from January.
Last month, a Shenyin Wanguo

Securities research report said 660
billion yuan in companies’ current
accounts might have been converted
into term deposits or used to buy
stocks. Analysts pointed out that part
of the banking loans extended to
companies for industrial uses might
have been misused for stocks. 

As of Friday, there were 105.2 mil-
lion brokerage accounts on the
Shanghai and Shenzhen stock ex-
changes.

Analysts predicted the Shanghai
Composite Index, which closed at
2,139.03 points yesterday, would
swing between 2,000 and 2,300
points in the coming weeks.

But the long-term outlook re-
mained dim, they added.

This year, a total of 680 billion for-
merly non-tradable state-owned
shares will flood the market as their
lock-up period expires, according to
Shanghai-based data provider Wind
Information. On the Shanghai ex-
change, 504.5 billion shares were
tradable last month. 
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The mainland may introduce a regu-
latory measure that charges China
Mobile a lower fee than its rivals
when using each other’s networks in
order to develop the homegrown
technology, according to China Uni-
com (Hong Kong) chairman Chang
Xiaobing.

“We could face competitive pres-
sure this year, especially on the usage
fees side,” Mr Chang told a staff meet-
ing in Beijing on Tuesday.

“In order to support the TD-
SCDMA development, the govern-
ment is likely to adopt an asymmetri-
cal interconnection charge.”

Under the so-called asymmetrical
interconnection charge, China Tele-
com Corp and Unicom will need to
pay more than China Mobile, which
runs the 3G TD-SCDMA services, to
access an external network. 

That will make it cheaper to oper-
ate the TD-SCDMA network and
could allow China Mobile to afford
offering lower tariffs.

A Goldman Sachs research in Jan-
uary said the operators and the gov-
ernment were still in discussions
about the asymmetrical intercon-
nection arrangement. “We maintain
that asymmetrical mobile-to-mobile
interconnection charge is likely to
apply only to 2G [in the form of a
higher fee for China Mobile] and not
to 3G, another way to motivate China
Mobile to accelerate TD-SCDMA mi-
gration from GSM,” it said. 

Unicom is expected to launch the
WCDMA 3G service in May, while
China Telecom plans to roll out its
CDMA2000 service in major cities
this year.

Mr Chang also indicated that Un-
icom could face several obstacles this
year such as poor profitability. The
firm would speed up the develop-
ment of 3G network and plug the fall
in fixed-line revenue this year.

Meanwhile, Unicom has report-
edly sent a team to the United States
to negotiate with Apple on bringing
the iPhone 3G to the mainland.
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Consumer confidence in five major
mainland cities fell last month as
shoppers became aware of the full
impact of the global financial crisis
on the economy.

“Nervous” consumers in Beijing,
Shanghai, Chengdu, Shenyang and
Guangzhou are cutting back on their
household and entertainment bud-
gets following the Lunar New Year,
according to a tracking study re-
leased yesterday.

Market research consultancy
DDMA found 45 per cent of respon-
dents in the five cities had already cut
back on spending, an increase of sev-
en percentage points on a similar
study conducted in January.

A further 15 per cent had not re-
duced their spending but were plan-
ning to cut back, bringing the poten-
tial proportion of buying-wary con-
sumers to 60 per cent.

DDMA director Sam Mulligan
said the data showed mainland con-
sumers were not panicking yet, but
the economy was having a strong im-
pact on their spending patterns.
“They are nervous, as opposed to
anything else, which is making them
cut back on their spending.” 

People were beginning to worry
about their jobs after hearing about
friends who had been laid off. 

“They know there is trouble on
the way or in progress at this point in
time,” Mr Mulligan said. “It’s not just
far away, it is nearer to their own lives.
It is now more tangible, something
they can understand.”

The survey polled 602 middle-lev-
el to high-end consumers in the five

cities. It was the first monthly track-
ing study following a benchmark
study that spoke to 2,500 consumers
in the same cities in January.

One in five respondents said their
annual bonus had been cancelled,
and 35 per cent said they had spent
less over the Lunar New Year than
usual due to the economy.

Job security was a key concern,
with 26 per cent saying they were
worried about being made redun-
dant, up 5 percentage points on Janu-
ary. One in eight had already lost their
job, a statistic described as “astonish-
ing”.

However, consumers were more
positive about the longer-term eco-
nomic situation, with 43 per cent be-
lieving things would get better within
six months.

Mr Mulligan said people were
generally confident that the govern-
ment was “going to sort everything
out”, but they remained cautious un-
til they saw concrete evidence of the
economy improving. There was also
worry that the stimulus package “can
only manage things inside China”.

“The high-level consumers tend
to work in finance or trading or with
foreign companies and these are the
companies that are under a lot more
threat than the Chinese equivalent
companies,” he said. “It doesn’t mat-
ter what stimulus package you have,
it is not going to create demand for
those companies.”Consumers in Beijing, Shanghai, Chengdu, Shenyang and Guangzhou are cutting back on spending. Photo: Bloomberg
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Shougang Group, the mainland’s
eighth-largest steel producer, plans
to plough in up to US$1 billion to ex-
pand the output capacity of its iron
ore mine in Peru to help meet grow-
ing demand for the raw material, ac-
cording to chairman Zhu Jimin.

The company was eyeing expan-
sion through new plant construction
and acquisitions, including taking
control of the Guizhou autonomous
region’s Guiyang Special Steel and
Shanxi province’s Changzhi Iron and

Steel, Mr Zhu told reporters on the
sidelines of the National People’s
Congress.

“We plan to increase the output
capacity of our mine in Peru, but we
need to ensure we have sufficient
natural gas and power to support it,”
he said. “Once this is resolved, we
expect to spend US$700 million to
US$1billion to raise its capacity.”

He did not indicate the scale of ex-
pansion of the mine whose existing
capacity is 10 million tonnes a year.

Shougang also owns a stake in
Australia’s Mount Gibson iron ore

mine. It received approval from the
Australian government in December
last year to complete the A$162.5 mil-
lion stake increase in Mount Gibson,
a deal previously rejected by Austra-
lian regulators.

Mount Gibson fell into financial
difficulties after mainland buyers de-
faulted on iron ore purchases and
Shougang’s investment was key to its
survival.

Shougang, which has moved the
bulk of its production lines out of Bei-
jing into the coastal city of Caofeidian
in nearby Hebei province, expects to

complete next month the first phase
of its new plant in Caofeidian with an
annual capacity of more than 4 mil-
lion tonnes.

The second phase is scheduled to
be completed by the end of next year
and will bring the plant’s total crude
steel capacity to 9.7 million tonnes.

Mr Zhu said Shougang was con-
ducting due diligence to take control
of Guiyang Special Steel, which had
an annual capacity of less than 1 mil-
lion tonnes. 

He said Shougang was also study-
ing the books of Changzhi Iron and

Steel and might take a controlling
stake. Changzhi Iron has an annual
capacity of just over 3 million tonnes.

Mr Zhu denied speculation that
Shougang might run into trouble
with the Changzhi acquisition, as
Shanxi’s Taiyuan Steel Group, the
largest steel producer in the province,
was widely believed to be the pre-
ferred buyer.

“We would not have made a move
on Changzhi without expressed sup-
port from the Shanxi government
and we have also communicated
with Taiyuan Steel on this,” he said.
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