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China’s biggest vaccine scandal

Revelation that pharma firm sold faulty vaccines causes fury and rekindles
memories of tainted milk scandal
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Fevered times
The most talked about topic in China right now is a vaccine scandal

Best not to look: a Chinese vaccine maker has become embroiled in a scandal over substandard products
he Happy Dairy Commune was
established in 1956 in a village
in Hebei’s Shijiazhuang. It initially
had 32 cows. Its long-serving chairwoman Tian Wenhua first joined as
a vet in 1966 but by 1983 Happy
Dairy had been licenced as one of
just three state-owned firms allowed to produce infant formula.
Operating at the lower end of the
market, it made China’s top-selling
milk powder between 1993 and
2008. Tian was portrayed as a heroine who helped hundreds of millions of mothers – unable to afford
foreign formula – feed their babies.
But there was no happy ending
for Tian and her dairy firm, which
had grown via mergers into a national giant renamed the Sanlu
Group. In 2008, it was hit by a scandal – infamous even today – in
which its infant formula was re-
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vealed to be contaminated by
melamine. This caused kidney damage in more than 50,000 babies.
The source of the contamination
happened upstream, where cattle
farmers and wholesalers used
chemical additives to skirt proteinlevel tests on water-diluted milk.
Nevertheless Sanlu was held responsible for the appalling safety
standards. The 52 year-old firm
went bust and Tian was sentenced
to life imprisonment.
Confidence in Chinese dairy
products, as well as the country’s
food safety standards in general,
took a shuddering blow. To this day
Chinese parents buy foreign formula brands in bulk when overseas
(in markets like Hong Kong, there
are limits on how many cans can be
taken back across the border) and a
decade on regulators are still work-

ing to rebuild confidence in food
safety in general.
That’s why another explosive
scandal has been making headlines
this week. This time it involves a
leading vaccine maker. Although
the crisis is still unfolding, the fear
is that it could wreak just as much
damage as Sanlu’s tainted milk.

What went wrong this time?
Ten years ago shocked parents only
learned about the melamine scandal after a suspiciously high number of babies were diagnosed with
kidney stones in Gansu province.
This time round the scandal was
uncovered by a regulatory checkup. An unannounced inspection of
vaccine samples was reportedly
triggered after a complaint by a
whistle blower, who had worked for
the vaccine maker in question.
1
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On July 15 the China Food and
Drug Administration (CFDA), the
safety watchdog, made an announcement that Changchun
Changsheng had violated drug production protocols in its rabies vaccines. The Shenzhen-listed firm was
found to have fabricated production and inspection records,
changed process parameters and
used equipment improperly. The
CFDA ordered the Jilin-based company to stop manufacturing and recall the products in question. A
separate taskforce was assigned to
investigate the pharmaceutical
firm’s other products.
Initially the notice aroused little
public attention. Few were aware
that Changsheng was the second
biggest rabies vaccine maker in
China (it has 23% of the market: it
produced 3.5 million shots of the
vaccine last year) and the CFDA had
stressed that the batch of problematic vaccines had been “effectively
controlled”.
However, public outrage grew as
articles about Changsheng’s tainted
track record began to go viral across
the internet, including a Xinhua report from November last year that
more than 250,000 of its DPT vaccines (supposed to inoculate children against diphtheria, whooping
cough and tetanus) were found to
be substandard too.
In this case, Xinhua reported that
the faulty vaccines had been sold to
medical institutions in Shandong
province.
On July 20, just days after the
CFDA had uncovered the problem
with the rabies vaccines, and nine
months after the Xinhua report on
the company’s DPT treatments, the
Changchun branch of the food and
drug regulator issued a separate notice that Changsheng would be
fined Rmb3.4 million ($510,000) for
selling substandard DPT vaccines.
The derisory penalty – and the
signs of a disjointed response from

Changsheng’s boss: Gao Junfang
the CFDA and its local branches –
added fuel to the fire, further damaging public confidence. The hashtag “Changsheng vaccine scandal”
began to snowball on social media
in spite of state censors’ relentless
efforts to erase the theme online.

How many people have been put
at risk by the faulty vaccines?
One of the lessons of the tainted
milk scandal was the importance of
information transparency when
public confidence got rocked by a
health crisis. A decade ago it was
New Zealand Prime Minister Helen
Clark who claimed to have informed
Beijing about the severity of the
problem at Sanlu, when that firm’s
executives fled China (Sanlu was the
joint venture partner of New
Zealand dairy giant Fonterra).
In fairness to the China Centre
for Disease Prevention and Control,
another government body, it had
assured worried parents that
Changsheng’s defective DPT vaccines weren’t effective, but also
weren’t harmful to health. But the
newsflow from the body’s Shandong branch was slow and it only
posted on its website this Monday
that the DPT vaccines had been administered to about 210,000 children in eight cities.
Thousands of parents were soon

scrambling for answers about
whether their children may have received faulty immunisations under
the state-sponsored vaccine programme because of products from
Changsheng.
The Shandong authorities reiterated that none of the recipients had
shown any adverse reaction to taking Changsheng’s DPT vaccines, and
arrangements had been made for
them to receive compliant jabs. But
by then the scandal had widened
into a broader fear about the company’s other offerings, such as it
hepatitis B vaccines. “If a vaccine
company fakes data when delivering
samples to national drug authorities, it’s possible that it could get
away with producing other substandard products,” a professor at Peking
University’s immunology department told ThePaper.cn, a state-run
news website.
The central government also
started to find itself in the spotlight,
as the public questioned its spotty
record in regulating the sector.
Many were asking why Changsheng
retained lucrative government contracts to provide vaccines across the
country.

Who is behind Changsheng?
Changsheng’s official website now
displays nothing but a ‘404 error’
holding page (some say this is the
work of vigilante hackers). But a
widely forwarded article titled ‘Kings
of Vaccines’ has detailed the company’s extraordinary history. The
WeChat post, which has since been
taken down by censors (but is still
available on overseas websites), was
written by a famous WeChat zimeiti
(professional blogger) with the pseudonym Shouye, or Grandpa Beast in
Chinese (his previous widely-read
scoop was an article on how a Belt
and Road project in Malaysia had
proved disastrous for property giant
Wanda, see WiC395).
Changsheng – originally a state3
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owned company – was privatised in
2003 following a management buyout by its current chairwoman Gao
Junfang. That deal had earlier stoked
questions about state-owned assets
being sold on the cheap. But according to Grandpa Beast, the bigger
question was how Changsheng was
able to outbid its competitors for
government contracts. Changsheng’s rabies vaccines, he noted,
were being sold at Rmb239 per jab.
That was almost double the Rmb149
price of another major player,
Shanghai-listed Chengda Biotech. In
spite of the price gap many local
health authorities were awarding
Changsheng fat contracts.
Another inexplicable discrepancy, Grandpa Beast pointed out,
was Changsheng’s sales expenses.
They had reached Rmb583 million,
or 47 times the sum Chengda
Biotech was spending (per salesperson) to sell its vaccines.
“Many infectious diseases can be
prevented. But something [in China]
cannot be prevented,” Grandpa
Beast warned rather cryptically.
The blogger stopped short of
pointing out what that “something”
was. But this week China Daily
stepped forward to make plain what
was going on. Citing publicly available information on court rulings, it
reported that Changsheng had been
involved in at least 10 bribery cases
over the past decade. “But in all
cases, the companies that paid the
bribes were rarely prosecuted, as
the amount of money offered was
not enough to draw a harsher
penalty under the law, and the company was not the only one to offer a
bribe,” the newspaper noted.

How has the government reacted?
Unsurprisingly, Changsheng has
now become the subject of multiple
probes, including an investigation
by the country’s powerful anti-corruption watchdog.
In April 2016 there was another

Planet China
Strange but true stories from the new China
THE HEARING TEST. “You snooze, you lose” is a familiar motivational
phrase but netizens in China have coined a derivative: “you sneeze, you
lose”. That newer phrase follows a cheating incident during an exam for
architects in Changde.
One of the candidates taking the qualification sneezed loudly during the
exam and the sheer force of his bodily reflex popped out a small earpiece,
alerting the invigilators that he was being fed the answers.
Legal Daily reports that a woman could be heard delivering solutions
through the device and when the other examinees were checked, 40 of
them were found to be cheating in a similar manner.
Hunanese police then tracked the wireless signal to an employee at an
education consulting firm. He was operating the transmitter in a nearby
café with further radio links to his bosses back at homebase. When police
then raided the consultancy, they found advanced wireless equipment and
the types of chops typically used to forge educational documents. At least
13 people were arrested.
In the ultracompetitive world of Chinese education cheating is a
recurring problem, although netizens responded to the news of the
cheating in Changde with more amusement than alarm.
One of the more practical suggestions: all candidates should have to
sniff chilli powder at the beginning of their exams to make them sneeze
out any of their illicit listening devices.

case in which $50 million-worth of
outdated and badly stored vaccines
were sold (see WiC318). China’s Premier Li Keqiang vowed at the time
that the quality of the country’s vaccines would become “an untouchable red line” and a screen-grab of
an Xinhua article on Li’s directive
was another widely forwarded item
on social media.
That means that the new scandal
at Changsheng has not reflected
well on the Premier, although Li has
taken a fire-and-fury tack once
again. The latest case had “crossed a
moral line”, he said, and he demanded that the Chinese people
were provided with a clear explanation. The State Council, which Li
heads, has also promised a crackdown on any illegal acts involved.
The case has also caught the attention of Li’s senior colleague, President Xi Jinping, who called the
company’s actions “vile and shocking” in comments made during an

overseas visit to Africa. Xi also
promised “severe punishment to
cure the chronic disease [in the vaccine industry] and scratch poison
from one’s bones”.
Law enforcers have taken his cue.
The Party’s top anti-graft agency
said this week that it was already investigating reports of corruption at
Changsheng and it promised to “severely punish” any local officials
found guilty of dereliction of duty.
Also this week, police in
Changchun took away Changsheng
boss Gao and 14 senior executives
for questioning over “suspected
criminal behaviour”.
The businesswomen’s prospects
look dire, say media outlets, if the
punishment of Sanlu’s chairwoman
Tian Wenhua is any precedent.
“Let the vaccine safety lawbreakers lose all their fortunes,” Xinhua
demanded in an editorial, lambasting the toothless punishments
dished out to previous offenders in
4
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the sector (where fines have typically been capped at the Rmb3 million level).
Feeling let down by their own authorities, internet users have been
flocking to the official weibo account of the US embassy in China to
register their protests at how low –
and unpunishing – this figure is.
“Johnson & Johnson was ordered
to pay $4.7 billion for making talcum powder that contained cancercausing materials. How big would
the fine be for fake vaccines?” one
local queried.
“Here in China the offender
would be fined Rmb3 million and
made to drink three cups of baijiu,”
another wearily responded.

The wider impact
The firm’s punishment from investors has been more immediate,
with Changsheng Biotech’s share
price falling by the 10% limit for six
consecutive days. Changsheng’s

market value was sliced from
Rmb24 billion to Rmb11 billion as a
result and financial regulators have
weighed in too by slapping the
dreaded “ST” (aka “Special Treatment”) code on the company, which
means it will have to undergo
wholesale restructuring or risk an
enforced delisting.
The scandal has spilled over into
the broader pharma sector and the
stock prices of A-share drug firms
plunged pretty much in unison.
Even Wuxi AppTech, the best-performing biotech company since its
listing in early May, has dropped
nearly 13% since July 15.
The news about Changsheng’s
failures comes at a time when Dying
to Survive (see WiC417), a satirical
movie on overpriced cancer drugs,
has been doing well across the
country. The film had already
prompted questions from consumers on why patented drugs developed by foreign pharmaceutical

firms are often too expensive and
why Indian firms have been able to
develop a more reliable and affordable generic drug market (see
WiC418).
They may get some of their answers from the Changsheng case.
“The Indians have turned fake drugs
into real drugs; we Chinese have
turned real drugs into fakes,” a
widely forwarded remark on
WeChat suggested. “Drugs developed by foreign firms are too expensive. Drugs developed by
Chinese firms are too fake. We can
die but we better not get sick,”
warned another.
And in another throwback to the
Sanlu milk powder scandal, there
are signs that the Changsheng fiasco is funnelling more worried
parents across the border into Hong
Kong. Why? Chinese parents want
their children to get genuine vaccinations, worried that the ones at
home aren’t fit for purpose. n

Facing the future

Illustration: Jo Cheung

At the beginning of this year few people would have
associated a prominent Hong Kong pop star with
advances in facial recognition technology. However, as
we pointed out in WiC410, that all changed when Jacky
Cheung’s concerts led to the arrest of three fugitives in
three separate cities in China. The criminals were fans
of the aging crooner, but got nabbed by police when
cameras at his concerts matched their faces with a
database of wanted men.
It was a sign of how far the country’s adoption of
facial recognition software had progressed. And
according to the South China Morning Post, the
advances continue at Beijing’s second airport, where
passengers’ faces will be scanned to ease bottlenecks
at security and immigration counters.
The $12 billion airport will serve the capital, as well
as the new administrative city of Xiongan, handling as
many as 100 million passengers a year. Passengers
will be matched against a national database to speed
identity verification and the SCMP says that Sensetime

(the three year-old Alibaba-invested AI firm; see
WiC405) is one of those hoping to win the airport
contract.
Already worth around $4.5 billion, Sensetime has
installed its face recognition software at airports in
Chengdu and Haikou and at 30 train stations across
China. Shanghai-based Yitu is also reported to be
bidding for the contract.
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Qualcomm deal pulled
The major news items from China this week were...

On Wednesday Qualcomm dropped its $44 billion acquisition of Dutch chipmaker NXP Semiconductors,
the Wall Street Journal reported. The purchase had won
anti-trust approval in nine other markets but not in
China, where the deadline for giving the go-ahead
passed this week. The deal has been mired in US-China
trade tensions. A $2.6 billion takeover attempt by China’s
Tsinghua Unigroup of French chipmaker Linxens –
agreed last month but only disclosed this week – also requires regulatory clearances.

1

Best not to mention it: the Made in China 2025 plan
Chinese officials have insisted that they have no intention of boosting exports through a competitive
devaluation of the yuan, following a broadside from US
leader Donald Trump that China is “manipulating” a currency that is “dropping like a rock”. The yuan slid to its
lowest levels in more than a year against the dollar, with
Trump complaining that the move is “taking away our
big competitive edge”. Geng Shuang, a foreign ministry
spokesman, countered: “The exchange rate of China’s
renminbi is determined by the market. There are ups and
downs. It’s a two-way float.”

2

Beijing has announced a series of stimulus measures
in a bid to buoy growth including tax cuts, more infrastructure spending and a $74 billion cash injection
from the central bank. News of the programme on Tuesday boosted shares on the Shanghai stock exchange although the CSI 300 index has ground to make up on its
January highs, having lost more than a quarter of its
value by the start of July.

3

Online food delivery company Ele.me, now owned
by Alibaba, says it will spend Rmb1 billion ($147 million) every month this summer on subsidies to win customers from its rivals. Its main competitor Meituan
Dianping, which is said to be preparing for a $4 billion
Hong Kong listing, has just disclosed an Rmb19 billion
loss ($2.80 billion) for 2017, in part because of the costs
of attracting customers for its food deliveries. “We expect Alibaba to continue to invest billions of yuan in
Ele.me’s development,” said Lei Wang, the Ele.me chief
executive. “Funds are not our core issue right now.”

4

Officials from the Ministry of Industry and Information Technology are playing down the ‘Made in China
2025’ programme, telling the South China Morning Post
this week that the initiative needs to be treated “without
bias” by the global community. Last month state media
agencies were instructed not to mention the modernisation plan because of the misgivings from foreign governments about alleged unfair practices behind the strategy.

5

The big three US airlines have backed down in their
confrontation with the Chinese government about
how to designate Taiwan on their websites, reports the
BBC. Washington had urged the carriers not to buckle to
pressure but United, Delta and American all complied
by changing references to Taiwan in their listings.
United’s website seems to have resolved the issue by not
referring to China as a country at all in its searches of
destination cities. Thus it lists “Shanghai (SHA)” and
“Taipei (TPE)” but elsewhere is more specific about nationality, such as “Delhi (IN)” and “Paris (FR)”. n
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Airlines bow to pressure on Taiwanese designations

6

Week in China
27 July 2018

Property

Powerful data
Shanghai banks are first to get access to a nationwide property registry

t is not a coincidence that the
widespread closures of peer-topeer lending platforms in China, totalling 721 in the first half, were
concentrated in cities that are also
plagued by bubbly house prices. In
Hangzhou, for instance, two sports
stadiums were converted into petition centres for investors suffering
losses after masses of P2P platform
owners had absconded or had their
offices raided by police.
According to Guangzhou-based
media TFCaijing, the money recycled through the network of P2P financiers was largely engaged in the
country’s residential real estate market in one way or another.
In overheating markets like Shenzhen the purchase of new apartments has become so frenzied that
the local government has introduced a policy requiring all new residential projects to be sold under a
lottery system. It allows first-time
homebuyers the priority to draw
lots but the financial pledges required to enter the “lucky draw” can
be staggering – as much as Rmb5
million ($740,000). The need to
raise cash for such schemes is
thought to have prompted a sudden
surge in redemptions from various
P2P platforms and quickened their
implosion.
Recent events have highlighted
once again the systemic risks posed
by the property sector to the financial system. Perhaps it also explains
why regulators have allowed banks
in Shanghai, another property-mad
city, first access to a new national
property registry to help manage
their risks (quite a privilege as even

I

A new property registry is online
the anti-graft body can’t use it yet).
Through the database, banks in
Shanghai can check who owns what
across the country as well as the collateral status of the properties – and
do so without having to seek the
permission of the asset holder. The
system is even said to be able to
trace the apartment owner’s family
connections, meaning it can detect
whether a person is holding properties through other relatives. That
could help banks properly assess
whether a buyer is qualified to obtain mortgages, said Xinhua.
The pilot scheme involving
Shanghai comes at a time when
household debt is being viewed as a
rising risk to the country’s banking
system. Guo Shuqing, chairman of
the China Banking Regulatory Commission, told the People’s Daily in
January that taming the explosive
growth in household borrowing is
vital for deleveraging the economy.
The category, totalling Rmb3.6
trillion in the first half, accounted
for nearly 40% of the new loans extended by Chinese lenders, and

credit rating agency Fitch believes
the nation’s household debt-to-disposable income ratio could near
100% by 2020, versus 82% at the end
of 2017 (the figure for the US is
105%).
For the general public, the existence of a national property registry
might suggest something else is
coming: a long-touted property tax.
The registry provides the necessary transparency for a levy to be
exacted. Mulled since October 2011,
the introduction of a property tax
has traditionally met local government resistance, as well as from
homeowners – both for self-use and
for investment. Around 29% of Chinese urban households own at least
one vacant property, according to
FT Confidential Research (based on
data from the second quarter).
These non-yielding assets seem set
to become a tax burden for their
owners.
The vested interests that formerly opposed the tax are starting
to wilt. Most notably the attitude of
municipal governments is changing
as land sales become a less reliable
source of income. A property tax,
likely levied annually if the US
model is copied, would provide a
more sustainable source of revenue
and it has started to look more desirable, Phoenix News reckoned.
However, a property tax law will
first need to be formulated and the
legislation is still in the early drafting process, according to a
spokesperson for the National People’s Congress. Some predict it could
be at least three years before the
new law comes into force. n
7
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The secret’s out
Victoria’s Secret to face off with a Chinese rival advised by its former CEO

gap in Hong Kong’s retail landscape was filled last week when
Victoria’s Secret finally opened one
of its flagship stores in the city
(Shanghai got one nearly 18 months
ago). To drum up interest for its
newest store – which spans 50,000
square feet in the heart of a busy
shopping district – the lingerie
giant sent two of its ‘angel’ models
Martha Hunt and Josephine Skriver
for a meet-and-greet with Hong
Kong fans.
WiC paid the store a visit shortly
after it opened and there was a lot to
take in. With black walls, a mirrored
staircase and a jumbo screen that
plays Victoria’s Secret runway shows
on a loop, the three-storey outlet
sells everything from athletic wear
and fragrances to the more ornate
undergarments.
The sales staff were bubbly, constantly reminding shoppers that
there was a special deal on selected
products and offering to spray scent
on female clients.
Victoria’s Secret already had a
small outlet in Hong Kong, mostly
selling perfumes. This is the first
time the iconic fashion brand has
brought the full array of its lingerie
and womenswear to the territory.
Hong Kong remains a popular
destination for Chinese tourists and
the expansion comes at a time when
Victoria’s Secret is looking to tap the
China market as sales slow in the
US. In June, L Brands, the lingerie
maker’s Ohio-based parent, reported an unexpected drop in sales,
which had some analysts declaring
that the brand was increasingly out
of step with what modern American

A

Martha Hunt: visited new HK store

Photo: Reuters

consumers want.
But as it steps up its sales efforts
in China it faces an unlikely source
of competition: its former boss.
Sharen Jester Turney, who left the
US lingerie firm in 2016 – after a
decade at the helm – recently announced that she will become the
chief strategic officer at China’s top
lingerie maker Cosmo Lady. In her
new role, Turney will oversee the
Chinese company’s operational issues including mergers and acquisitions, as well as overseas expansion.
The hire shouldn’t come as a surprise. For years, Cosmo Lady has
made plain it wants to be China’s
own Victoria’s Secret. It frequently
sent designers and its management

team to Victoria Secret’s stores in
the hope of learning from its more
famed rival.
Much like Victoria’s Secret annual
fashion gala, Cosmo Lady also hosts
its own lingerie shows, often in its
homebase of Dongguan.
“In the next five to 10 years, you
will see a real Chinese lingerie show.
You wouldn’t have to travel to the
US for that, you will see it in China,”
Cosmo Lady’s founder Zheng Yaonan told the Dongguan Times. “The
lingerie show is one of the means
to promote our brand.”
The problem, however, is that
China’s underwear market is highly
fragmented and brand loyalty is
low. Although Cosmo Lady claims
to be the nation’s market leader, its
share is less than 5%. In contrast,
Victoria’s Secret has a 20% share in
its home market the US market and
turnover that is 10 times that of
Cosmo Lady, pointed out Dongguan
Times.
Sales at the Hong Kong-listed
Cosmo Lady have also been stagnant. The company reported revenue of Rmb4.5 billion in 2017, up
less than 1% from a year earlier.
Profits were better: rising 31%
year-on-year to reach Rmb317 million ($47 million) during the same
period.
The company currently boasts
over 7,000 outlets around China,
with the majority of the shops operated by franchisees.
The hiring of Turney suggests
that Cosmo Lady now wants to look
beyond China for sales. The company is already planning to expand
in markets like Japan, Indonesia and
8
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Thailand, and the goal is to become
a global brand.
It has also brought on board new
strategic partners. Chinese conglomerate Fosun bought an 11.2%
stake in Cosmo Lady for HK$600
million ($77 million) in May last
year, valuing the company at about
HK$5.4 billion.
Four months ago, Cosmo Lady
sold another 5% of its enlarged capital to internet giant Tencent and ecommerce firms JD.com and Vipshop. The placement values the
lingerie maker at nearly HK$10 billion ($1.27 billion).
The proceeds from the latest
fundraising will be used to overhaul
its sales and distribution channels
and also as a war chest for potential
acquisitions.
However, the first order of business for Turney is probably to upgrade Cosmo Lady’s range, said National Business Daily. Even though
the company has tried repeatedly to
move up-market, “its products still
feel really unsophisticated,” the
newspaper opined.
Turney will be aware the company has tried before to ditch the
dowdy. Over the last few years, it has
either sold or closed down some of
its lower-end shops in third- and
fourth-tier cities to maintain a focus on higher-end segments. It also
acquired the domestic high-end underwear maker Ordifen back in 2015.
But that brand’s sales represented
just 3.6% of Cosmo Lady’s overall
business.
A foreign deal might be afoot.
However, it looks like buying La
Perla, arguably the world’s most premium lingerie brand, is not on the
cards. Cosmo Lady shareholder Fosun had been in exclusive talks to
buy the Italian bra maker in December, according to website Business of Fashion, but pulled out of
the negotiations.
Sapinda, the investment vehicle
of German entrepreneur Lars Wind-

horst, then bought La Perla in February with a pledge to keep production in Europe.

Backpedalling
Ofo rolls back overseas
operations
“

resence first, profits second”
summarises the mindset of
much of China’s sharing economy.
For example, Didi and Uber’s China
unit both ploughed cash into subsidising fares in a bid to attract more
customers. The price war only ended
in 2016 with Didi took over its rival’s
China operation. Likewise, the nation’s leading bike-sharing companies, Ofo and Mobike, have burned
through billions of renminbi to ensure that they have a nationwide
presence – yet neither is profitable.
In order to support their growth
spurts both Ofo and Mobike have
turned repeatedly to private equity
investors for funding. In April Mobike broke away from that cash-raising cycle when it was fully acquired
by Tencent-backed food delivery
app Meituan for $2.7 billion (see
WiC404).
With the financial burden now
shifted to its parent, Mobike was
able to launch a more expensive
electric bike service, and drop the
requirement that users of its pedalpowered bike operations pay a deposit.
Spooked by the spectre of greater
competition at home, Ofo has
ditched its “presence first” mantra
overseas. According to a company
spokesman, Ofo wants to focus on
“profitability and moving towards
priority markets”. As a result, the
four year-old firm has pulled out of
a number of its overseas locations
over the last month.
The withdrawal began in Israel,
where Ofo only launched five

P

More costly to burn cash offshore
months ago. On July 8, Ofo said that
it would cease operations next
month, donating its 600-bike fleet
to local charities. (Xinhua noted, in
contrast, that Mobike continues to
operate in Israel.)
Next on July 9, Ofo scaled back
services in India, shutting down all
its business there apart from one operation in the western city of Pune,
where it has partnered with the local
government to roll out a city-wide
cycling network.
Many foreign cities haven’t been
as welcoming as Pune. In Sydney, for
instance, six districts mandated that
“dockless” bike-sharing companies
needed to introduce geo-fencing
tools to ensure that users parked
within designated areas. Ofo
obliged: if customers left bikes outside an approved spot, their Ofo
credit rating would drop. The downside was this dramatically curtailed
usage and on July 10 Ofo announced
its departure from Australia too. According to 9News, bikes in Sydney
were used on average for just 0.3
rides a day compared to four to six
elsewhere in the world.
Another reason for the low usage,
9News believed, was Australia’s
greater diligence in enforcing the use
of helmets when riding. Ofo knew
this and when it entered the market
9
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it included helmets with its bikes.
Unsurprisingly, a lot of them soon
went missing.
Most recently, and only one week
after retreating from its German
market too, Ofo said on July 18 that
its North American services were
“going into sleep mode”.
According to The Observer, “sleep
mode” means 70% of Ofo’s US employees will lose their jobs. That
said, Ofo only has 100 employees in
America, but it has deployed 40,000
bikes across 30 major cities. The
Wall Street Journal reported that

three of the bikefirm’s top US executives have already resigned over
the downsizing.
Ofo counts Alibaba and Didi as
its major shareholders but founder
and CEO Dai Wei is less keen than
Mobike to be bought out by another
giant. In the same month that
Meituan acquired Mobike, Dai reportedly rebuffed a $1.35 billion
takeover bid from Didi. Then, according to the South China Morning Post, Dai declared to his employees they could either leave
immediately or fight on with him

until the end.
Meanwhile, the cash-burn continues in China’s sharing economy –
and as Bloomberg reports it extends
across many fronts. As an example,
the boss of Alibaba-controlled
Ele.me said he was launching a
“summer battle” against Meituan to
get his market share of food deliveries back to 50% (Meituan’s share
reached 59% in the first quarter).
To do this, Ele.me plans to spend
Rmb3 billion this quarter, doling out
subsidies to consumers, merchants
and delivery partners. n

Who’s Hu: Huang Zheng
The engineer who built China’s latest e-commerce sensation Pinduoduo

When most people could not imagine breaking Alibaba’s
stronghold in China’s e-commerce market, Huang Zheng,
also known by the English name Colin, decided to have a
go with his app Pinduoduo. Having already leapfrogged
JD.com in terms of daily active users, the three year-old
firm has emerged as a legitimate challenger to Alibaba’s
market-leading position. That’s set Huang on the path to
becoming one of the 25 richest people in China.
Getting started
Huang was born in 1980 in a rural area of Hangzhou,
coincidentally the same city where Jack Ma’s
Alibaba was founded. Both his parents were factory workers and
neither were educated beyond junior high school. Huang, on the
other hand, was a wunderkind with a flair for solving complex
mathematical problems. A medal won at the Mathematical
Olympiad earned him a place at the Hangzhou Foreign Languages
School, one of the top schools in Zhejiang province. He was so
gifted he was given a waiver to enter Zhejiang University without
taking the national university entrance exam. He later studied
computer science at the University of Wisconsin-Madison. Upon
graduation in 2004, he was offered jobs by IBM, Microsoft and
Oracle.
Embrace uncertainty
Huang, having interned at Microsoft, did not choose any of these
established titans. Instead he went to Google and applied for a
job at the then lesser known search upstart. “I’d have had very
little influence over what was going on at Microsoft and I could
imagine who I would be six years down the road,” Huang
explained to Bloomberg. He stayed at Google for three years, first
as a software engineer, then product manager, and finally as a
member of the Lee Kai-fu’s team helping Google build its China

business. Joining the search company six months before its
initial public offering, Huang saw the value of his stock
options multiply from $85 per share to $500, giving him the
financial freedom to strike out on his own in 2007.
Entrepreneurship
Huang started three companies before founding
Pinduoduo in Shanghai. The first was an ecommerce platform for electronic goods, the
second a service for online mom-and-pop stores.
Later he moved on to create online roleplaying games targeting WeChat users. Apart
from boosting his wealth, these experiences inspired him to create a
new model in e-commerce: integrating social media seamlessly into
the experience of online shopping. By making deals that require
multiple buyers to obtain bargain prices, and embedding its apps on
WeChat (so that a buyer can make pitches to friends and relatives
instantaneously), Pinduoduo quickly went viral, especially among
more price sensitive users in lower-income cities (see our company
profile in WiC404). Its gross merchandise volume jumped 9.5 times
on the year to Rmb198.7 billion ($29.4 billion) in the first quarter. And
with Tencent and Sequoia China as backers, Pinduoduo saw its
flotation in New York more than 13 times oversubscribed and priced
at the top of its range. It raised $1.63 billion – achieving a market
valuation of $28 billion after it surged 35% on its open on Thursday –
adding $11.2 billion to Huang’s net worth.
Need to know
One of Huang’s skills: to assemble a network of ‘great’ friends. These
include NetEase’s Ding Lei, SF Express’s Wang Wei, and most notably,
BBK Technologies Duan Yongping (see WiC409). Duan held Huang in
such high regard that he reportedly took the then 26 year-old with
him to his $620,100 charity lunch with Warren Buffet in 2006.
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The great soccer scam
Buffett’s BYD and Arsenal football club are fooled by a fraudster

ost fans know the north London football club Arsenal as
the Gunners but some supporters
prefer the Gooners, a nickname said
to derive from a group of hooligans
that wreaked havoc in the 1980s.
This second name seemed more
appropriate this month after a high
profile scam that originated in
China, drew in both the club and one
of its potential sponsors.
The debacle kicked off in April
when Arsenal and BYD Auto signed
a sponsorship deal giving the Warren Buffett-invested electric car
manufacturer pitchside signage,
branding on seats in the team
dugouts and access to some of Arsenal’s best former players at promotional events. A month later, officials from the club and BYD
attended a launch event at Arsenal’s
Emirates Stadium.
But this month BYD announced
that the woman who had brokered
the deal was a con artist and is now
in police custody. The carmaker further revealed that it believed she
had duped 30 domestic advertising
agencies into believing she worked
for BYD over a three-year period and
to the tune of Rmb1.1 billion ($160
million) in false fees.
The farce attracted derision from
social media commentators in both
the UK and China.
Many wondered how the two
brands, supposedly at the top of
their respective fields, could have
been so easily duped and commentators on Sina Weibo claimed that
BYD’s management must be a complete mess, given how long it took to
discover the fraudulent behaviour.

M

Overcharged: BYD was defrauded

Photo: Reuters

One observed, “Three years,
Rmb1.1 billion, the involvement of
dozens of BYD sales offices and even
a tie-up with Arsenal. Yet now BYD
says it knew nothing about it. Are
you [expletive] kidding me?”
The company itself is taking a
more sanguine view, or at least it
tried to during a conference call
with financial analysts last week.
Board secretary John Li explained
that the alleged fraudster, Li Juan,
passed herself off as a BYD general
manager to clients and as the general manager of an advertising
agency to the company itself.
He also revealed that Li acted in
tandem with an as-yet unnamed
high-interest lender to defraud regional car service centres into thinking that BYD and its dealership network would assist them in paying
for advertisements.
Board secretary Li says BYD is setting up a compensation fund for the
victims but says the financial hit
will be minor.

What happens next with the Arsenal deal is unclear, however. The
football club thought it had signed a
Rmb50 million contract whereas
BYD had been told it would cost just
Rmb1.2 million. BYD insiders told
the Chinese media that it was this
scam which finally brought Li Juan’s
scheme crashing down.
BYD started getting suspicious
when information supplied by Li
Juan did not match that coming
from Arsenal. Additionally, it stumbled across documents from a BYD
office in Shanghai that didn’t actually exist.
The Chinese press expects another layer of the scandal to be uncovered, arguing that Li Juan could
not have got away with it for so long
without help from inside the carmaker.
She told clients she was acting on
behalf of a representative of Li Ke,
the wife of BYD’s founder Wang
Chuanfu. Li Ke, herself, is understandably less than amused. “I’m incredibly angry,” she posted on
WeChat. “It’s awful being framed by
scammers while working so hard in
the US to build up our overseas business.”
The fraud comes at a time when
BYD’s share price has almost halved
since its peak last October. The company is guiding investors that interim profits will be down between
71% and 83% year-on-year because
of cuts to electric vehicle (EV) subsidies from the government. However, it is predicting a strong turnaround in sales during the third
quarter.
While BYD wouldn’t be drawn on
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rumours about government plans
to slash subsidies by a further 30%,
it argues that any new cuts will be
more than offset by sales growth. It
said it was confident that the
launch of a new range of vehicles
would push monthly sales up from
16,000 units in June to 30,000 by
September.
In fact, BYD is hopeful that it will
benefit from subsidy increases for
longer-range EVs (2% on the sales
price for cars that can be driven
more than 300 kilometres without
charging and 14% for those reaching beyond 400km). Both increases
came into effect in June.
This more optimistic forecast
contrasts with the gloomier picture
painted by some of China’s largest
auto manufacturers. In particular,
Chang’an, Dongfeng and FAW have
been slipping down the rankings (in
electric and petrol cars) because of
sluggish revenue growth and an inability (or unwillingness) to reduce
their reliance on foreign joint venture partnerships for their overall
profitability.
The longer-term goal of the joint
ventures with the foreign firms was
to encourage the production of locally-designed cars. But the plan didn’t go so well. As we first noted in
WiC165, business was so good that
the Chinese car firms didn’t focus
on ploughing their own furrow, concentrating instead on harvesting the
fruits of their joint ventures.
“It’s like opium. Once you’ve had
it, you’ll get addicted forever,” He
Guanyuan, a former government
minister, lamented in 2012. “So
many years have passed and we
don’t have a single brand that can be
competitive in the auto world. I feel
red-faced.”
Industry chatter that the government is pushing for a merger between Chang’an, Dongfeng and FAW
has persisted for more than a year,
despite repeated denials. But the rumours gained credence after the trio

Surged up the car rankings
announced two new joint initiatives
this month: an agreement to collaborate on logistics and a commitment to a new ride-sharing venture
called T3 Mobile Travel Services. Perhaps more tellingly, in June FAW
welcomed a new GM, Xi Guohua. His
previous job was driving the merger
process between the two dominant
rolling stock operators CNR and CSR
to create CRRC, a new champion in
the railways.
The three state-owned auto manufacturers have to compete with
foreign brands and more dynamic
private sector operators like Geely.
Thanks to a series of international
deals (buying brands such as Volvo,
Lotus, Proton) and the release of a
series of new models, Geely jumped
from tenth to third place behind
Volkswagen and Honda last year in
China’s best-selling brand ranks.
The fourth of the state-owned car
giants, SAIC, has done better in developing the kind of homegrown
brands the government wants to encourage. For example, its Baojun series, developed in association with
General Motors, registered 34% sales
growth in 2017, while sales of its
SAIC-Roewe brand were up 60%.
A new problem for the domestic
carmakers is that Beijing has an-

nounced that foreign makers of
fully electric and hybrid cars can
now make vehicles in the country
without first forming a joint venture with a domestic counterpart
(makers of standard petrol-powered
vehicles will get the same rights by
2022).
As we reported in WiC418, China’s
EV producers are about to face enhanced competition from companies like Tesla, which will set up a
factory in Shanghai without a joint
venture partner. Its tariff-free cars
will almost certainly squeeze out
some of the China’s manufacturers.
Optimists point to the EV sector’s
rapid growth in China. During 2017
there was 53% year-on-year sales
growth to 777,000 units and growth
accelerated again in the first six
months of this year, up 123% yearon-year.
There are some less bullish numbers too. According to the Wall Street
Journal, there are now a mindblowing 457 EV makers in China, a figure
boosted by state-directed funding
and too much enthusiasm from
cities around the country to produce their own local champion.
The same newspaper profiled one
of the contenders: Singulato Motors,
which has just received $535 million
from Anhui’s Tongling government
despite the fact that its founders
have no carmaking experience.
When asked why she had signed
the deal, investment bureau official
Liu Yi defended her decision, saying
she had “pored over books to educate herself about the EV sector”.
Even Singulato’s chief executive
Shen Haiyin admits that no more
than 10% of these electric vehicle
start-ups will be around in five
years. Presumably he thinks that his
own firm will make the cut.
But the chances don’t look great –
the Wall Street Journal added that
plenty of analysts estimate that the
survival rate of these new Chinese
EV firms will be closer to 1%. n
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Beware railway shares?
After seven years, the Beijing-Shanghai bullet train could IPO

assengers do better out of highspeed rail than investors, it
seems. The backers of bullet trains
argue they pay their way by benefiting the wider economy but few highspeed lines are said to make money
on a consistent basis – though ParisLyon in France and Tokyo-Osaka in
Japan are thought to.
Candidates for high-speed profit
are thin on the ground in China’s
bullet train network as well, which
now carries more than twice as
many passengers as its domestic airlines. But one of the outliers is the
railway between Beijing and Shanghai, which has transported more
than 825 million passengers, and is
now said to be doing well enough
to plan for an initial public offering.
Although there were concerns
about costs when the Beijing-toShanghai line was nearing completion (see WiC113), a study by the
World Bank a few years later pointed
to China’s edge in construction. The
building of each kilometre of track
was thought to cost about half the
amount for similar lines in Europe
and about a third of the projected
expense in the United States.
Chinese advantages in infrastructure projects are well known,
especially the lower labour costs and
the state’s capacity to commandeer
land at competitive prices. But railway bosses have also benefited from
the scale of the country’s high-speed
ambitions, driving down unit costs
for construction: there is now about
25,000km of bullet train track
across the nation, more than the
rest of the world combined.
The best indicator for whether a

P

A total of 88 high-speed trains travel between Beijing and Shanghai a day
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high-speed link is going to operate
profitably is passenger turnover per
kilometre, National Business Daily
reports. Correspondingly, eastern
parts of the country hold the most
promise because of their population
densities and higher incomes. More
people in these regions can afford
the higher fares (bullet train tickets
cost about three times those for conventional trains, the World Bank
says), while high-speed connections
in central and western China face a
tougher time getting to breakeven.
The most profitable railways are
between nearby city pairs and at least
four high-speed links between easterly cities were already said to have
made it into the black two years ago
(Shanghai-Nanjing,
NanjingHangzhou, Shanghai-Hangzhou and

Beijing-Tianjin), plus express services
between Guangzhou and Shenzhen,
the two richest cities in the south.
The best-performing bullet trains
have been operating between Beijing and Shanghai, however, connecting China’s two most influential cities and bringing together the
economic powerhouses of the
Yangtze River Delta and the Bohai
Economic Rim.
The railway started carrying passengers in mid-2011 and ran at a loss
for its first three years. It then
moved into profit in 2015 and generated net income of about Rmb31
billion ($4.55 billion) over three
years, according to snippets of information from its shareholders.
The service between Beijing and
Shanghai is longer-distance than
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the other better-performing routes
but it benefits from picking up
higher-paying businesspeople at
various stops along the way. In this
regard its trains are really serving a
series of overlapping city pairs, tapping into demand from conurbations like Tianjin, Jinan and Nanjing, which makes the line the
busiest in the country. The line also
pioneered locally developed Fuxing bullet trains (see WiC373) last
year, which are being lengthened
to boost passenger capacity further. Indeed, the world's longest
high-speed train (400 metres, with
16 carriages carrying about 1,200
passengers) started running on the
line this month, the China Daily reports. (For perspective, an all economy class A380 jet could hold a
maximum of 850 passengers; a
typical configuration with three
classes is 550.)
An IPO for the railway would be
revealing in providing more details
on passenger flows and more
scrutiny on whether subsidies from
local governments are playing any
part in the railway’s profitability
along the route.
Also important: fuller disclosure
on the loans outstanding on the
construction of the line, plus the
cost of servicing them.
Domestic media say that statecontrolled China Railway Corporation (CRC), the largest investor in
the Beijing-to-Shanghai line with a
46% stake, has been reluctant to
consider an IPO in the past but it
seems to have been persuaded by
the next two largest shareholders
in the railway, Ping An Asset Management and the National Social Security Fund.
Probably more importantly, CRC
is one of the candidates for the kind
of ‘mixed ownership’ reforms that
are supposed to push the state firms
in a more market-friendly direction.
Last summer the railway giant came
in for criticism from government

Could the Eurostar provide investors with a benchmark?
graft inspectors and it has already
restructured its regional transport
bureaus in a bid to bring them more
into line as commercial companies.
CRC is also trying to reduce its
debts after inheriting huge liabilities from the now-dissolved Ministry of Railways as part of the industry-wide overhaul five years ago
(see WiC184). Billions more yuan
have been spent on network expansion since then and total debt
moved past Rmb5 trillion at the end
of March, or about two-thirds of the
company’s assets.
Fare hikes for the more popular
lines will do some of the work in
shoring up the balance sheet but
railway officials have been exploring other ways to pay down debt,
such as the sale of thousands of
hectares of land near the busiest stations. (A business model pioneered
in Japan and used very effectively
by Hong Kong’s railway monopoly
MTR too.)
CRC bosses have also signed deals
with the stock exchanges in Shanghai and Shenzhen to prepare for
bond issuances and asset securitisations. But with the strongest and
most reliable cash flows of its peer
group, the Beijing-to-Shanghai line
could be a pioneer for the kind of

solidly performing infrastructure
stock that policymakers would love
to launch on local bourses.
However, at this point there is
no clarity on how big such an IPO
would be or what sort of valuation
will be ascribed to it. And it is hard
to think of a listed entity that could
be used by investors for comparison – i.e. one that contains only a
bullet train service.
The Eurostar that connects
London and major European
cities – primarily Paris – offers a
benchmark of sorts. In 2015 the
UK government sold its 40%
stake in the service to the Canadian institutional investor Caisse
de dépôt et placement du Québec
(CDPQ ) and UK-based Hermes Infrastructure. The pair paid £585
million for the stake, which suggests the Eurostar as a whole is
worth about $1.92 billion.
But the comparables with the European train break down when it
comes to scale. According to Eurostar’s website it has carried a cumulative 150 million passengers
since its inception in 1994. Based on
a Xinhua statistic the Beijing-Shanghai line has transported roughly 138
million travellers each year since its
operations began in June 2011. n
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The tyranny of trash
Authorities flag plan to help cities escape a ‘garbage siege’

nline shopping, meal delivery
services and takeaway drinks.
As consumer trends change in
China, so does the amount of
garbage that the country produces.
With rubbish dumps starting to
encircle many of the nation’s major
cities, the government is warning
that people will need to pay for each
kilogramme of waste they produce.
“According to the principle of the
polluter pays… the country will fully
establish a domestic garbage disposal fee system by the end of
2020,” a policy paper from the National Development and Reform
Commission said earlier this month.
China currently produces about
400 million tonnes of domestic
rubbish a year. Output is growing
at rate of 3% overall and 8% from
cities. The authorities lack the resources to absorb the outflows and
much of the garbage falls outside
formal processing, ending up untreated in landfills.
That has led the media to talk
about the so-called “garbage siege”
in which cities are surrounded by
mounds of rotting rubbish.
Other rubbish ends up being illegally dumped, often in rivers or
on farmland. Some 500 square
kilometres of arable land is now
covered in trash, according to the
scientific journal Technology and
Enterprise. That’s no small amount
when you consider the government’s keenness to preserve every
inch of farmable terrain.
Larger cities tend to claim rubbish treatment rates of over 95% but
waste disposal is lacking in rural areas, where about half of waste gets

O

Drowning in rubbish: the flipside of China’s consumer revolution
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treated, according to government
statistics.
The latest move to make people
pay for their trash comes as part of a
wider drive to clean up the environment under President Xi Jinping.
Since beginning his second term
as leader of the Communist Party in
October last year, Xi has made several key speeches urging the creation of an “ecological civilisation”.
China’s leaders have the longstanding goal of building a “moderately prosperous society” by 2020
and the following year sees the centenary of the Party’s founding – an
anniversary when the government
will want to celebrate achievements
such as a strong economy and a
cleaner environment.
“China has entered the critical period of providing more high-quality ecological products to meet the
people’s growing needs for a beauti-

ful environment,” the People’s Daily
said in response to the NDRC plan.
Chinese citizens already pay for
trash collection – a minimal, flatrate fee of a few yuan per month as
part of their community service
payment. But generally speaking
there is no reward for generating
less waste or much incentive to recycle. Indeed, in many cases separated garbage is tipped into collection vehicles when it is picked up,
only to be sorted again once it arrives at refuse locations.
Dirty or mixed materials is one of
the major reasons that local recycling companies wanted to import
so much “clean” trash from overseas
until the government introduced a
ban on much of the trade earlier this
year (see WiC412).
In fact, China has been the world’s
largest importer of scrap – such as
plastic – since 1992, as part of efforts
15
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to make money from rubbish
through recycling. But attitudes
have changed, especially about single-use plastic items such as rubbish
bags, bubble wrap, bottles and small
packages, that are low in quality and
of lesser value when recycled
Back at home the southern metropolis of Shenzhen was the first
city to impose a mandatory recycling programme in April for larger
items such as discarded furniture
and home appliances. Shanghai is
also encouraging people to recycle
more of their refuse by allowing
them to earn social credit points for
separating their garbage.
The authorities have set targets
for 35% of household waste to be recycled by 2020, which is roughly the
same amount that is incinerated today. Further into the future, they
aim to get rid of urban landfills
completely.
Yet to achieve this goal they will
have to find ways of reducing the
huge volumes of plastic packaging
that their own population is generating. The positive side to China’s
consumer revolution is a more balanced economy. The negative aspect
– and something that gets less attention in the international media –

is the world-beating amounts of
waste that comes with each new
purchase.

Pest control
Cockroaches to solve China’s
kitchen waste problem?
he Chinese produce some 60
million tonnes of kitchen waste
a year. Some of it is burnt, some is
composted, but most ends up in
landfills where it threatens to
morph into toxic sludge as it mixes
with other types of garbage.
Chinese farmers have been experimenting with another solution
for the kitchen overflow – using the
waste as feed for cockroaches.
Jinan in Shandong province is the
epicentre of this new industry,
which later grinds the cockroaches
up into powder for use in medicine,
cosmetics and animal feed. The
number of cockroach farmers in
Shandong has tripled to 400 in the
past three years, says Liu Yusheng,
an entomology professor at Shandong Agricultural University.
One of the local businessmen in

T

the trade is Li Yanrong, who feeds 15
tonnes of kitchen waste to 300 million cockroaches each day, according to the Qilu Evening News. The
waste is delivered from local restaurants and converted into slurry, before being delivered to the ravenous
insects on conveyor belts. “Landfill
produces air and water pollution.
This method makes zero pollution,”
Li says.
In 2014 the United Nations Food
and Agriculture Organisation concluded that insect meal had “huge
potential”. In some cases the FAO
thought insects comprise 100% of
an animal’s diet and farmers in Europe are also raising meal worms to
grind up and give to cattle. Insects
like these are generally cheap and
easy to bulk up in size because more
of what they eat gets converted in
body mass (unlike warm-blooded
animals, they don’t expend energy
on keeping themselves warm).
Li estimates that for every 15
tonnes of kitchen waste that he buys
he can farm at least a tonne of cockroaches. He then dries and pulverises the insects and sells them
for up to Rmb15,000 a tonne.
(For more on China’s cockroach
breeding industry see WiC406). n
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An epic fail
A bad week for Alibaba as two of its entertainment projects are axed

riginally billed as “a triumph
that the entire world will adore
for years to come”, Asura was supposed to be the smash hit of the
summer. But it is more likely to go
down in history as one of the
biggest flops in Chinese cinema,
after the $110 million blockbuster
disappeared from theatres almost
overnight.
Backed by heavyweights includding Alibaba Pictures, the e-commerce giant’s filmmaking unit,
Asura, was a fantasy epic based on
Buddhist mythology. The cast included teenage heartthrob Wu Lei,
as the hero – a young boy who embarks on an epic journey to save the
heavenly realm. Hong Kong actors
Tony Leung and Carina Lau lent their
star power and played mythical
demigods.
Asura touted itself as a Chinese
hybrid of The Lord of the Rings and
HBO’s Game of Thrones. It made little effort to disguise its inspiration:
the lead actress, played by Zhang
Yishang, was styled almost identically to that of Daenerys Targaryen
from the popular TV show. It was
also destined to grab headlines as
the most expensive film ever made
in China, costing Rmb750 million
($110 million) and taking six years
to finish. The producers tapped Hollywood veteran Charlie Iturriaga –
who previously ran production for
Deadpool – to head up the special effects. And they spared no expense
on the costumes, hiring Oscar-winning designer Ngila Dickson.
Despite the impressive roster of
talent and the oversized budget,
Asura took just Rmb49 million in
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Zhang Yishang: starred in Asura, the Alibaba-backed film flop
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the first three days of release before
being withdrawn from cinemas by
its own studio.
“The film took six years to make
and lasted only three days at the box
office,” a netizen joked.
Industry observers believe that
the blockbuster was hoping to rake
in more than Rmb2.5 billion. In the
event, it lost about Rmb680 million.
Most of those who saw it said the

plot was too convoluted. “Disastrous! Everyone from editing to directing to acting has dropped the
ball. They spent a Hollywood-sized
budget on a homegrown cartoon
that couldn’t even fool little kids.
The story makes absolutely no
sense,” a netizen wrote on Douban.
One of the trends in Chinese cinema is that local producers have specialised in lower-budget movies
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about everyday situations and social issues (a good example, the recent hit Dying to Survive). But in attempting bigger, Hollywood-style
productions, the filmmaking challenges are different. That’s not to say
that local producers are incapable
of matching their international
peers – about 60% of receipts at the
box office in the first half of this
year, or about Rmb18.8 billion in revenue, came from domestic productions.
However, Chinese moviemakers
seem less comfortable in some of
the genres where Western producers have much more experience,
such as sci-fi and fantasy.
Audiences know it too, observed
local media source Jiemian, especially younger movie-goers who
watch a lot of foreign TV via internet
streaming platforms, often illegally.
Much of the criticism of Asura on
social media has come from this
younger demographic.
Another claim about Asura is that
Alibaba’s rival Tencent is to blame for
much of the negative word of mouth
surrounding the film. The allegation
is that the country’s leading online
ticketing platform Maoyan, owned
by Tencent, gave the film a pathetically low score of just 4.9 out of 10 to
sabotage its prospects.
There were also claims that
Maoyan hired internet trolls to log
negative reviews to drag down the
aggregate ratings. “This was the most
despicable, silly and laughable effort in history to defame a film,”
Asura’s production team fumed.
Perhaps uncoincidentally, the ratings for Asura were much higher on
the Alibaba-owned ticketing service
Tao Piaopiao. Nevertheless, the feedback on Douban, the leading review
site, was as dismal as Maoyan’s, with
an average rating of just 3.1 out of 10.
Hoping to salvage something
from the debacle, the studio then
announced it would make changes
to the film before releasing it again.

Industry observers are sceptical
that the plan will work. “Films are
among the most perishable of
products — a one-shot thing,”
James Li, founder of Beijing-based
movie market research firm
Fankink, told Hollywood Reporter.
“Unlike some consumer categories,
there is very little chance to resurrect a movie once it is already out
on the market."
Asura wasn’t the only entertainment offering to enjoy the briefest
and most disappointing of runs this
month. The Chinese version of Saturday Night Live, which was promoted on the Alibaba-owned online
video site Youku, has also been
pulled. Youku acquired the rights to
make a Chinese version of SNL from
NBCUniversal last year. But after
just three episodes the show was
cancelled and previous material was
taken down from the streaming site.
A representative at Youku explained that the episodes had been
removed at the request of the
show’s production team.
Even before the series got canned,
it had been mocked online for its
failure to entertain. Part of the problem should have been fairly obvious to the show’s producers: what
makes SNL so popular in the United
States is its skewering of political

figures, perhaps most famously of
former vice presidential candidate
Sarah Palin, and more recently of
the present incumbent of the White
House, Donald Trump.
In contrast the Chinese version
steered well clear of political jokes.
Huxiu, a portal, was particularly
critical of the series, pointing out
that acquiring the rights to SNL did
not mean that it could be reproduced in China in the same spirit as
the original. The show wasn’t even
shown ‘live’, it complained, and the
material was clearly approved by
the censors.
“‘SNL is supposed to be a show
poking fun at current affairs and
politicians, and this is impossible in
China,” a netizen wrote. “Therefore,
it already had a congenital defect,
not to mention inferior jokes.”
“There are no edgy materials;
there is no sarcasm,” Entertainment
Capital, an industry blog, concurred.
Lacking the leeway for political
jokes, the Chinese version looked
for other targets.
Jokes about the national football
team featured heavily. It also tried
to adapt some of the more popular
skits from the original SNL but audiences complained that they fell
flat. For instance, the Diner Lobster,
a skit about a lobster launching
into a rendition of Jean Valjean’s
“Who Am I?” from Les Misérables,
turned into a story about crayfish
(a popular Chinese delicacy) being
dirty.
Could Tencent be blamed for
SNL’s failure too? Caixin seems to
think so, saying that Tencent’s controversial talent show Produce 101
(see WiC 416) had stolen “Alibaba’s
thunder” because the screening of
the two programmes overlapped.
However, it seems spurious to
blame the competition for the failure of what was an ill-conceived
project in the first place.
SNL without politics was always
going to be a hollow vessel. n
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China Down Under

China Down Under: Taking its toll
How a chat with a taxi driver hints at tensions in Sino-Australian relations
“What is your country?” my taxi driver in Beijing asked me.
“Australia,” I replied.
That was all the driver needed. Why is Australia so close
to America? Why aren’t you more friendly towards China?
And so it went on for about five minutes, with questions
about various anti-China perfidies emanating from the
West, including Australia.
Readers should be wary of any writer who lands in a
foreign country and proceeds to rely on quotes from a taxi
driver to reflect local sentiment.
Thomas Friedman, the storied New York Times columnist whose books on globalisation have made him a near
household name, is often parodied for his liberal use of
quotes from taxi drivers delivered on the way into town
from the airport. It is a technique that is lazy and usually
wrong.
But the fact that the taxi driver knew that China was
running into problems with Australia – that it was becoming an “unfriendly” country, an ominous word in China –
was on this occasion telling. The taxi driver wasn’t personally too fussed about Australia and certainly didn’t direct
any animus at me. This was an issue between countries,
he said, not between individuals. Still, the driver was a living, breathing embodiment of Beijing’s unhappiness with
Australia. An ordinary Chinese citizen would usually have
little knowledge about fluctuating relations with a country
like Australia, a place which is not generally considered
pivotal to Beijing’s global machinations.
That is, unless the local news had focused on the news
from down under.
Local Chinese news, in turn, is controlled by the Communist Party’s Propaganda Department, which manages all
information about countries likes Australia in line with the
prevailing political diktats.
And the fact that Australia’s problems with China even
register with your average Beijing taxi driver is a sure sign
that China wants its displeasure known. (See my last column in WiC413 discussing one source of friction: Australian politicians attacking Chinese firm Huawei on
national security grounds.)
Some of the negative news coverage about Australia
has come in the official press, like the People’s Daily; some
in a nastier form via the ruling party’s tabloid attack dog,
the Global Times.
One article in the Global Times compared Australia to a

leaf stuck on China’s shoe. Others have urged China to
punish Australia economically for its behaviour.
If Beijing’s displeasure should then lead to fewer Chinese tourists and students going to Australia, then so be it.
It is already encouraging such sentiment, by posting warnings on the internet that Australia is an unsafe country for
Chinese nationals to study.
Never mind that this is not true. Australia has had no
more incidents with students from China than other countries. But by spreading such misinformation, Beijing can
then say any fall in the number of Chinese students going
to Australia is consumer-driven.
To put it another way, Australia has “hurt the feelings of
the Chinese people”, and is now reaping the whirlwind.
The damage that results from a shift in popular perceptions about Australia, from a “friendly” nation, to an “unfriendly” one, is not necessarily permanent.
Take Japan, for example, which, even as bilateral relations have gingerly improved with China in recent years, is
still subject to a relentlessly negative press, mainly about
its wartime history. Despite this, a record number of Chinese tourists have continued to travel to Japan right
through a lengthy period of frosty relations which started in
2012, with a rerun of a dispute in the East China Sea.
The Chinese visitors, of course, have been able to see
for themselves that Japan and the Japanese are not quite
the monsters sometimes portrayed in their local media.
Still, the unmistakable impression from any conversation in Beijing, be it with Chinese government officials or
taxi drivers from the capital, is that Australia is stuck in the
diplomatic deep freeze, with few signs of any thaw.
Richard McGregor is a senior fellow at the Lowy Institute and the author of books on Chinese politics and foreign policy, ‘The Party’ and ‘Asia’s Reckoning’.
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And Finally

Into extra time
France’s World Cup win has had commercial consequences in China

he final whistle was blown at
the World Cup in Russia two
weeks ago but the off-field commercial battles in China are lasting
much longer.
Kitchenware retailer Vatti, for
one, is having a serious World Cup
hangover. The Guangdong-based
firm was as an official sponsor of
the French national football team
and in an audacious marketing gimmick, the Shenzhen-listed company
also announced before the tournament that it would refund any customers who purchased a special set
of its gas stoves and extractor fans if
the French were the victors.
So once Les Bleus lifted the trophy Vatti had to pay up – and the bill
came to Rmb79 million ($11.8 million) as customers submitted their
refund applications before the deadline this week.
The size of the payout has obviously rattled investors, as Vatti’s
share price has dropped nearly 40%
since the World Cup started. The
company tried to put a brave face
on things, insisting the refund cost
is no more than a fraction of the
budgets of bigger Chinese brands

T

France won, but did Vatti lose?
advertising at the World Cup (see
WiC414). Besides, Vatti also said the
the media exposure it generated
would result in a spike in sales.
However, the company has since
attracted less desirable publicity, on
complaints that customers were offered gift cards which could only be
used on online platforms to purchase Vatti products.
Consumer protection groups
have since accused Vatti of backing
out of its promise.
"Full refund means a refund in
money, not through gift cards," Qiu
Baochang, director of the Consumer
Rights Protection Committee of Beijing told the China Daily.

“We hope Vatti fulfills its promise
and for all consumers in line with its
pre-sale agreements. Integrity is the
perfect footnote for any marketing
campaign,” the China Consumer Association also said last week.
Also causing a stir is France’s sensation Kylian Mbappé, who scored
four goals in the tournament. The 19
year-old’s breakout performance
has unleashed more than 180 China
trademark applications, most of
them for the local Chinese transliteration of Mbappé. Filings to use his
name have been made in a wide array of commercial fields including
construction materials and animal
feed.
There’s not much chance that either the footballer or his advisors
have been making the applications
so Mbappé could be heading for the
kind of legal battle that beleaguered
the basketball legend Michael Jordan in his long running trademark
dispute with Qiaodan (see WiC402).
All of the new applications for the
Mbappé name will now go through
an approval process. And most will
likely get the nod, one expert told
Global Times. n

Interbanking agent
“We are not rivals to the banks; we are not predators; we are middlemen”

* WeBank’s chief information officer Henry Ma tells the Financial Times that its business
Photo: Reuters

model does not seek to disintermediate banks. The loans the Tencent subsidiary makes to
SMEs benefit from its Big Data credit scoring skills but it takes just 20% and syndicates the
rest to local banks. “We partner with banks that otherwise would not be able to access these
borrowers,” says Ma.

WeBank’s Henry Ma
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In Numbers
Rmb6.16 billion
Fragrance sales in China in 2017, up 15%
on the year, according to Euromonitor.
Perfume retail sales in the country are
expected to reach Rmb8.69 billion ($1.28
billion) by 2020.

500,000

Photo: Reuters

You can’t beat the irony: a Chinese worker makes flags for Donald
Trump in an Anhui factory with the slogan “Keep America Great!”

Where is it?

The number of new graduates that Xi’an
has lured from across the country with an
incentive to offer permanent residency
rights (a hukou) so far this year. This gives
holders the right to buy property and gain
access to welfare services such as
hospitals and schools. As we reported in
WiC405, other second-tier cities have been
making similar offers to lure talent away
from the likes of Beijing, Shanghai and
Shenzhen. Chengdu has issued 172,000
hukou to graduates and Wuhan 142,000 in
the first half of 2018.

$3 billion

Some of the places referred to in this issue
Gansu

Beijing
Hebei

Tianjin
Shandong

Nanjing

Shanghai
Hangzhou

The aggregate market capitalisation lost by
HNA Group companies last week after its
listed entities resumed trading after a
prolonged suspension. The heavily indebted
aviation conglomerate was also ejected by
Fortune from its Fortune 500 list on
concerns about leverage, along with Wanda,
Anbang and CEFC China Energy.

Changde

Hunan
Guangdong
Guangzhou Shenzhen
Hong Kong

Correction
A reader pointed out that last week we’d
identified Meteor Garden actor Dylan Wang
as being from Taiwan. He is from Chengdu.
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