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Japan wants manufacturing back from China, 
but breaking up supply chains is hard to do

REUTERS, Tokyo

When Japanese firm Iris Ohyama 
agreed in April to begin producing 
much-needed face masks in Japan, 
it marked a win for Prime Minister 
Shinzo Abe who wants to bring 
manufacturing back from China.

Spooked by coronavirus-induced 
factory shutdowns in China, Abe’s 
government has earmarked $2 
billion to help companies shift 
production home. The policy, part 
of a massive stimulus package to 
cope with the pandemic, has even 
been termed by some bureaucrats 
as a matter of national security.

“We have become dependent 
on China,” Economy Minister 
Yasutoshi Nishimura told reporters 
last week. “We need to make supply 
chains more robust and diverse, 
broadening our supply sources and 
increasing domestic production.”

Japanese production of masks, 
for which domestic demand has 
skyrocketed, makes sense. But Iris 
Ohyama, which until this month 
had only made face masks in 
China, is so far the only large firm 
known to be taking advantage of 
the subsidies.

Many other Japanese firms say 
shifting output back home is simply 
impractical and uneconomical. 
They need to be physically present 

in China because much of what 
they are making is ultimately 
for the Chinese consumer, and 
to meet the demands of ‘just-in-
time’ production which prioritises 
short delivery times for efficient 
manufacturing.

“The parts we make are so big that 
we need to be near our customers 
to control our costs,” said Chikara 
Haruta, a spokesman at Yorozu 
Corp, which makes suspension and 

other auto components.
Its plant in Wuhan, China is 

located just seven kilometres from 
a Honda Motor Co Ltd assembly 
factory. For Japan’s car makers, 
reliance on Chinese suppliers in the 
world’s biggest auto market is also 
just good business.

“Even if we wanted to, it would 
be difficult to lower our exposure to 
China-made parts,” an executive at 
a Japanese automaker told Reuters, 

declining to be identified as he was 
not authorised to speak to media.

He added that over the past 
decade, Chinese suppliers had 
upped their game and now provide a 
vast range of quality, low-cost parts.

Toyota Motor Corp, Nissan 
Motor Co Ltd and Honda also have 
at least three R&D centres each 
in China, and their suppliers are 
following suit.

“Where the software is 
developed dictates where the 
hardware is developed and made,” 
said an official at a Japanese parts 
supplier, speaking on condition of 
anonymity.

 “The new government incentive 
is misguided if it only focuses on 
bringing manufacturing back, 
while overlooking R&D functions.”

Japanese politicians have 
increasingly fretted over Japan’s 
dependence on China as a 
production hub.

Since the early 2000s as Chinese 
labour costs rose, there has been 
talk of a “China Plus One” strategy 
— a policy of managing risk by 
locating plants and facilities in 
China and one other Asian nation. 
It gained more traction in 2012 
when bilateral tensions flared and 
many Japanese firms have sought 
to diversify with operations in 
Southeast Asia.
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Preparations for making protective face masks are underway at 

household equipment maker Iris Ohyama Inc’s factory in Kakuda, Japan.

Hong Kong govt to lead $5b 
rescue package for Cathay Pacific

REUTERS, Sydney

Cathay Pacific Airways Ltd revealed on 
Tuesday the Hong Kong government will 
lead a recapitalisation plan worth HK$39 
billion ($5 billion) to help it through the 
coronavirus pandemic, the latest public 
rescue for a troubled airline.

Governments around the world have 
been bailing out airlines amid a plunge in 
travel demand, and in some cases such as 
Germany’s Lufthansa, they are taking direct 
equity stakes.

For Cathay, government intervention 
followed the double blows of political unrest 
in Hong Kong last year and the coronavirus 
which was costing it about HK$3 billion a 
month in lost passenger revenue.

It has grounded most of its planes, 
flying only cargo and a skeleton passenger 
network to major destinations such as 
Beijing, Los Angeles, Sydney and Tokyo.

Just like Singapore Airlines Ltd, which 
received an up to $10.1 billion rescue 
package led by state-investor Temasek 
Holdings, Cathay has no domestic market 
to rely on to cushion against the plunge in 
international travel.

“Hong Kong needs to protect its 
position as a hub given all the investment 
in expanding Hong Kong International 
Airport and the competitive landscape 
following Singapore’s big move over two 
months ago,” independent aviation analyst 
Brendan Sobie said.

Under the rescue plan announced 
by Cathay on Tuesday, the Hong Kong 
government would be issued HK$19.5 billion 
of preference shares giving it a 6 per cent stake, 

and HK$1.95 billion of warrants. It would also 
provide a HK$7.8 billion bridging loan and 
would have the right to two observers at board 
meetings, Cathay said in a statement.

The deal includes a HK$11.7 billion 
rights issue to existing shareholders, led 
by Swire Pacific Ltd and Air China Ltd, 
which had halted trading on Tuesday 
morning alongside Cathay, pending the 
announcement. Swire, which holds 45 per 
cent, Air China which owns 30 per cent 
and Qatar Airways with 10 per cent plan to 
participate in the rights issue, Cathay said. 
Their holdings will fall to 42 per cent, 28 
per cent and 9.4 per cent afterward.

BOCOM International analyst Luya You 
said the combined package would provide 
more than enough funding for Cathay to 
survive the rest of 2020.

“A recapitalisation plan of this size bodes 
well for Cathay’s long-term future,” she 
said. “Big airlines with sufficient liquidity 
can actually gain significant market share 
immediately post-COVID.”

Cathay said on Tuesday a fall in 
passenger revenue to only 1 per cent of the 
previous year’s levels meant the airline had 
been losing cash at a rate of HK$2.5 billion 
to HK$3 billion per month since February.

Cathay has furloughed some pilots at 
overseas bases and cut cabin crew roles in 
the United States and Canada since the start 
of the coronavirus pandemic, but has not 
announced large-scale permanent job losses.

The airline said on Tuesday it would 
put in place a further round of executive 
pay cuts and a second voluntary leave 
scheme for employees as it considered the 
optimum size for the business in the future.

US Fed again expands Main St loan 
programme to reach more firms

AFP, Washington

The US Federal Reserve on Monday 
once again announced changes to 
its Main Street Lending Program to 
reach more companies struggling to 
deal with the damage done by the 
coronavirus shutdowns.

The facility, which has not yet 
launched, once again slashed in half 
the minimum loan amount, taking 
it down to $250,000 from $500,000 
previously, the Fed said.

The central bank originally 
conceived the program with a $1 
million minimum, as it rushed to find 
ways to support businesses that are 
too big to benefit from the Paycheck 

Protection Program run by the 
Treasury Department.

Since the pandemic hit in mid-
March, the Fed has rushed out a 
series of emergency programs to 
pump liquidity into the US economy 
amid the severe downturn caused 
by the effort to contain the spread 
of COVID-19, including buying 
unlimited amounts of US Treasury 
debt, corporate bonds and mortgage-
back securities.

But thousands of firms have 
weighed in on the criteria for what 
the Fed considers a small or medium 
business, prompting repeated 
changes.

“Supporting small and mid-sized 
businesses so they are ready to reopen 
and rehire workers will help foster 
a broad-based economic recovery,” 
Federal Reserve Chair Jerome Powell 
said in a statement.

The Fed said the program should 
be ready to start lending  “soon,” 
and Powell said  “I am confident 
the changes we are making will 
improve the ability of the Main 
Street Lending Program to support 
employment during this difficult 
period.” The changes also extend the 
life of the loans to five years from four 
previously, and offer a two-year grace 
period on principal repayment. 

Asian markets mostly up as lockdown 
easing trumps profit-taking

AFP, Hong Kong

Asian equities mostly rose Tuesday as 
long-running optimism over the re-
opening of economies overcame early 
profit-taking to extend a rally across 
world markets.

Sydney and Hong Kong were the 
standout performers, with traders 
picking up the baton from Wall Street 
where the Nasdaq ended at a record 
high and the S&P 500 wiped out all its 
losses for the year.

There were warnings, however, that 
the gains -- which have seen markets soar 
from their March trough thanks to the 
lockdown easing and massive stimulus 
-- may have gone too far, and could be 
derailed by any number of issues.

Still, for now, the mood is upbeat, 
with governments slowly removing 
restrictions that were put in place 
to stop the spread of COVID-19 but 
strangled economies and are widely 
expected to have caused a world 
recession.

Hong Kong rallied 1.1 per cent 
and Sydney jumped more than two 
percent as investors there returned 
from an extended weekend break to 
play catch-up with Monday’s regional 
advance.

Shanghai gained 0.6 per cent and 

Taipei added 0.2 per cent, while 
Singapore and Manila each rallied 
more than one percent.

Seoul rose 0.2 per cent despite 
geopolitical concerns re-emerging 
after North Korea said it was severing 
all official communication links with 
the South, and Mumbai was up 0.4 
per cent.

But profit-taking dragged Tokyo 0.4 
per cent lower and Wellington slipped 
two percent after racking up gains of 
more than three percent on Monday.

In early trade London, Paris and 
Frankfurt dipped. While traders 
continue to buy into world markets 
on hopes the economy will bounce 
back, analysts urged some caution.

“The good news is that this shows 
central banks’ effort to stabilise the 
market have worked,” Tai Hui, at JP 
Morgan Asset Management, said in a 
note.

“The more worrying news is that 
global economic activity is far from 
where we were before the pandemic. 
The current risk rally is driven by 
investors’ belief that the worst of this 
recession is behind us, which we agree 
with.” But he warned:  “The road to 
full recovery is long and will require 
medical solutions including a widely 
distributed vaccine or efficient and 

accurate testing. The threat of a second 
wave of infections has not been 
eliminated.” He added that there were 
also risks of renewal of the China-US 
trade war, as well as the impact of mass 
unemployment and bankruptcies.

Oil markets remain supported by 
expectations for a pick-up in demand 
as lockdowns are eased, as well as 
huge output cuts by leading producers 
led by Saudi Arabia and Russia.

However, prices took a knock 
Monday after Riyadh said it would 
not continue beyond this month 
with additional, voluntary output 
reductions it had been implementing 
alongside the main production deal.

AxiCorp’s Stephen Innes suggested 
the recent run-up in crude over the 
past few weeks could begin to plateau.

“While equity markets are looking 
ahead to a recovery in corporate 
profits in 2021, energy markets do 
not have the luxury to be as forward-
looking,” he said in a commentary.

“Oil demand remains weak in the 
US, and big states that drive the US 
economy need to open with a driving 
boom. But ultimately, without the 
return of travel between the world’s 
three largest regions -- the US, the EU, 
and China -- demand will be slow to 
pick up.” 


