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Official data shows big manufacturers bounced
back 0.8 per cent in June from a year earlier, but
virus fears still cast shadow over future output
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Reuters
Profits at mainland industrial
firms bounced back to growth in
June after two months of declines,
underpinned by the resumption
of activity in major manufacturing
hubs, but fears of a coronavirus
resurgence have cast a shadow
over future factory output.
Profits in the month grew by
0.8 per cent from a year earlier,
rebounding from a 6.5 per cent
decline in May, National Bureau
of Statistics data showed
yesterday.
Buoyed by easing pandemic
curbs and government stimulus,
industrial firms are gradually
coming back from painful supply
chain disruptions in the second
quarter, the data shows.
The recovery in profit growth
was driven by a pickup in demand,
according to Zhou Maohua, an
analyst at China Everbright Bank,
adding it led to strong earnings in
the upstream sector.
Profitability in the middle and
downstream manufacturing sectors, as well as producers of electricity, heat, gas and water, also
improved, he said.
Senior bureau statistician Zhu
Hong said that as the pandemic
was effectively controlled and the
industrial chain further recovered,
industrial firms’ efficiency
improved markedly.
Profits of industrial firms in the
virus-hit Yangtze River Delta
region rose by 4.6 per cent in June
following a 17.8 per cent slump in
May.
Profits of carmakers jumped
by 47.7 per cent as production
resumed in the major manufac-

¥4.27tr
Total profits at industrial
firms rose to this much,
in yuan, in the first half,
matching the growth pace
of the first five months

turing hubs of Shanghai and
northeastern Jilin province, with
the sector being the biggest driver
of the profit rebound among
industrial firms, Zhu said.
Tesla achieved its highest
monthly output at its Shanghai
plant in June since it opened in
2019.
The profit rebound was
encouraging, but Zhu said profit
growth remained weak and the
external environment was
becoming more complicated and
grim.
“While costs keep rising, some
firms are facing hardship in production and operation as well as
potential losses,” he said.
The mainland’s economy

braked sharply in the second
quarter, highlighting the colossal
toll on activity from widespread
lockdowns that hit domestic consumption and business
confidence.
For the first half of the year,
industrial firms saw their combined profits rise by 1 per cent to
4.27 trillion yuan (HK$5 trillion)
from the same period a year earlier. That matched the growth
pace in the first five months, the
data showed. Liabilities at industrial firms jumped by 10.5 per cent
at the end of June, mirroring the
May figure.
In June, industrial output grew
by 3.9 per cent from a year
earlier.
Risks of a virus resurgence and
the return of strict measures to
stamp out infections across the
country pose challenges to
factory production and recovery
in the world’s second-largest
economy.
The technology hub of
Shenzhen told 100 major companies including iPhone maker
Foxconn to set up “closed-loop”
systems as it battles Covid-19,
according to a document attributed to the local government on
Monday.
Earlier this month, the port
city of Tianjin, home to factories
linked to Boeing and Volkswagen,
and other areas tightened restrictions to fight new outbreaks.
Meanwhile, policymakers are
scrambling to avert other problems such as a debt crisis in the
property sector from spilling into
the broader economy.
Analysts said the official
growth target of “around 5.5 per
cent” for this year would be hard
to achieve without ending the
strict zero-Covid strategy.
The industrial profit data covers large firms with annual revenues of more than 20 million yuan
from their main operations.
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Miniso sees HK$1.93b value
loss after short-seller attack

Tuesday, August 23: Asia Society
Hong Kong evening webinar:
“Coronavirus updates: Facts
from Hong Kong and beyond”.
Wednesday, August 31: Belt & Road
Summit 2022 (until September 1).
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A worker inspects the waiting hall of the
Yiyang South Railway Station in Yiyang,
Hunan province. The Yiyang-Changsha

section of the Changde-Yiyang-Changsha
high-speed railway is now running with a
designed speed of 350km/h. Photo: Xinhua
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How companies unknowingly
accumulate non-financial debt
Firms grow by consolidation and they can only do that by putting money
into features that do not require any significant technical advances

E

motionally burdensome – that is how it feels
these days to fly. And it is as painful to be a
passenger as it is to work as a flight attendant.
Once a promise of an adventure in the world, flying
is now reduced to dread.
While the airlines play no role in shaping the
Covid-19 regulations that are causing some of the
traumas, they are the ones that are overburdened
by non-financial debt – a sort of technical and
organisational backwardness.
A few months ago, I was flying from Amsterdam
on a European airline. I somehow forgot to print
my boarding pass, so I needed to have it issued at
the counter.
Proceeding to the help desk, I watched as a
trainee handled my issue at a monitor that looked
like it hadn’t been updated since the early days of
personal computing. It was as if I was being served
by a time machine, running backward.
Of course, we understand how things happened
the way they did. The airline industry has grown by
consolidation. When a carrier makes a profit, the
money gets distributed back to shareholders as
dividends.
As time goes by, it can only put money into
product features that do not require any significant
technical advances.
Meanwhile, the industry keeps accumulating
non-financial debt. It is a sort of organisational debt
that grows as the business expands, because its
complex system continues to be stitched together
by manual processes.
The resultant cost is insidiously high. But
organisational debt often gets ignored because it is
invisible. Nor does it immediately show up as a
production bottleneck. When facing complexity,
you can always throw in human staff to stave it off
for a while – until the problem mushrooms into an
utter nightmare.
Airlines today exhibit an extreme form of

organisational debt because the underlying system
has become so outmoded that it requires experts to
get the most basic stuff done.
The hard truth is that it makes no sense to
simplify any of the manual processes. Each of them
costs so little but eliminating any would trigger a
redesign of the entire system. No one can make a
case for achieving simplicity.
A typical major airline today has about 30,000
employees. The average tenure for frontline
workers is just four years, partly because many of
these jobs are now done by contractors, but also
because the work itself has become so onerous that
few people can tolerate it for long.
But Toyota Motor has taught us that simplicity
can be achieved by production workers who make
everyday suggestions to improve the processes.
The best way to maintain good health is by
paying attention to your daily diet and exercising
regularly.
Toyota does it with suggestion boxes. Every one
of its plants has such a box. Its engineers go through
them every day and make continuous
improvements. That is how the company achieves
its world-class quality.
Simplicity should be the design principle
behind everything we do. We must strive to
eliminate complexity and make things easy for
everyone to use.
And since suggestions are implemented, results
compared and best practices documented,
Toyota’s management knows exactly when a new
piece of equipment is needed.
When a larger overhaul is due, it does not
fumble in the dark because everyone in the
company pays off organisational debt every day.
Don’t wait till it’s too late.
Howard Yu is the LEGO chair professor of management
and innovation at IMD Business School in Switzerland
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A Miniso store in Shanghai. The company has more than 3,100 shops nationwide. Photo: Bloomberg
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Shares in Miniso Group plunged
in Hong Kong trading after
US-based short-seller Blue Orca
Capital alleged the firm misrepresented its business model.
The Chinese consumer-goods
retailer is investigating the claim
while calling the attack “without
merit”.
The stock slumped 10.9 per
cent to HK$12.46 yesterday, slipping below the initial public offering price of HK$13.80 barely two
weeks ago. The Hang Seng Index
slipped 1.5 per cent.
The rout erased HK$1.93 billion of market value from the
Guangzhou-based retailer, in
addition to a US$35.4 million selloff in its US-listed securities when
they plunged 15 per cent following the short-seller’s report late on
Tuesday.
While Miniso claims that 97
per cent of its global stores are run
by independent franchisees, Blue
Orca said at least 620 stores in
mainland China are owned and
operated by Miniso executives or

individuals closely connected to
the company’s chairman, citing
local business registry and media
reports.
Blue Orca also claimed Huang
Zheng, Miniso’s vice-president
and overseas chief operating
officer, is the registered owner of
10 Miniso stores, matching entities owned by Huang from the
Chinese corporate registry with
one store address.
Blue Orca said it had a short
position on the stock and would
profit from any declines in Miniso
shares.
“The company believes the
report is without merit and
contains misleading conclusions

The company
believes the report
is without merit and
contains misleading
conclusions
MINISO EXCHANGE FILING

and interpretations,” Miniso said
in a stock exchange filing
yesterday.
The board was reviewing the
allegations and considering
actions to protect shareholders, it
added.
Miniso said it would form a
committee to oversee an
independent investigation into
the allegations contained in the
Blue Orca report.
The company declined to
comment beyond the filing.
Miniso raised more than
HK$650 million by selling 47.3
million shares to investors at
HK$13.80 each, including an overallotment, earlier this month.
The firm sold more than 32.8
million American depositary
shares in October 2020 at US$20
each. Each ADS represents four
ordinary shares.
Initially finding success in
mainland China, Miniso sells
everything from home decor,
small electronics and toys to
cosmetics.
It runs more than 3,100 stores
in mainland China and about
1,900 stores overseas, according to
its prospectus.

Country Garden Holdings, the
mainland’s largest property developer by sales, has said it aimed to
raise HK$2.83 billion from a share
sale to refinance offshore debt
and for working capital needs,
sending its stock price slumping.
The Shenzhen-based company will issue 870 million new
shares, or 3.62 per cent of the
enlarged share capital, at HK$3.25
each, representing a 12.6 per cent
discount to the closing price on
Tuesday, it said in an exchange
filing yesterday. UBS is the placing
agent.
The fundraising “can support
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the company to optimise its debt,
capital structure and increase its
equity ratio at a time when the
industry is facing challenges”,
Country Garden said in a separate
statement to the Post.
Beijing’s “three red lines” policy, introduced in August 2020 to
curb excessive debt in the real
estate industry, has shut access to
funding for the mainland’s weakest borrowers. Country Garden is
tagged yellow under the policy’s
leveraging metrics, the second
most constrained type of
borrower.
The developer had total debts
of 318 billion yuan (HK$369 billion) at the end of last year, versus
326.5 billion yuan a year earlier.
The company’s shares

declined as much as 16 per cent to
HK$3.12 in intraday trading yesterday before closing down 15 per
cent at HK$3.16.
“We are not surprised that its
share price reacted negatively,”
said Raymond Cheng, property
analyst at CGS-CIMB Securities,
pointing to the big discount
offered in the share placement.
“The deal, however, will help
to strengthen its balance sheet.
We think some of the proceeds are
likely for the US dollar bond buyback, through which Country
Garden could save interest
expenses.”
Country Garden’s financial
health may be on the mend, after
it repurchased most its US$683
million bond last month, ahead of

its maturity on July 25. The buyback should give investors confidence that it would not have
trouble repaying debt in the next
six to 12 months, Cheng said in
June.
Not everyone shares the same
sentiment.
It would not all be smooth
sailing for Country Garden
because its current deleveraging
situation was still quite grim, said
Ivan Li, a fund manager at
Shanghai-based Loyal Wealth
Management.
“Country Garden is issuing
new shares to ease the current
repayment pressure, but overall
repayment pressure is still high
and the situation needs to be further observed,” he said.

