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SIMPLY shutting down markets
can be a tempting option to halt
panic selling, but it’s tantamount
to breaking the thermometer to
cure the fever, analysts say.

Rather than cooling flaring in-
vestor tempers, trading curbs
can even fuel a rush to the exits
as sellers hurry to offload stock
while they can – as China has this
week discovered to its cost.

Analysts said the authorities
should use pauses in trading to
actively soothe investor nerves, a
strategy that China failed to im-
plement during this week’s trad-
ing fiasco.

After having its new trading
“circuit breaker” tripped twice in
the first four days that it was in
place, Chinese regulators back-
tracked on Thursday and sus-
pended the suspensions, saying
that they were causing more
harm than good.

Circuit breakers are pauses in
trading or a shutdown for the
trading day when share prices
fall by a certain percentage, and

their aim is to limit market volatil-
ity.

After plunges on the Shanghai
and Shenzhen exchanges in Au-
gust, which dragged down stocks
across the globe and wiped off
trillions in valuations, Chinese
regulators decided to introduce
circuit breakers from Jan 1 of this
year.

But the circuit breaker was
triggered on Monday, the very
first day it was in force, and then
again on Thursday, when share
prices tumbled 7 per cent, raising
questions about its effectiveness.

“After weighing advantages
and disadvantages, currently the
negative effect is bigger than the
positive one,” the China Securi-
ties Regulatory Commission (CS-
RC) said in a statement. “There-
fore, in order to maintain market
stability, CSRC has decided to
suspend the circuit breaker
mechanism.”

Analysts said Beijing’s intro-
duction of the circuit breaker this
week had proved counter-pro-
ductive, with investor fears of be-

ing unable to sell unwanted
stocks outweighing any reassur-
ance on market stability.

Circuit breakers are nearly uni-
versal on Western exchanges, but
Christopher Dembik, an econo-
mist at Saxo Banque, said emerg-
ing markets differ from devel-
oped markets. “It is possible to
close the markets if measures are

promptly put into place to reas-

sure investors, otherwise it is

counter-productive,” he said.

“The major problem in China

is that the market is still imma-

ture. You have a myriad of indi-

vidual investors susceptible to

panic selling, and market shut-

downs that are not always accom-

panied by measures that could
calm trading at the reopening,”
he said.

The Chinese regulators had
put in place a 15-minute trading
halt when share indices fall by 5
per cent, and a close for the day if
the threshold of 7 per cent is
breached.

On Thursday, the Shanghai
and Shenzhen ex-
changes were open
for less than 15 min-
utes of trading. After
the 15-minute trading
suspension, it only
took one minute for
the slump to deepen
to 7 per cent and the
exchange to close for
the day.

“The problem with two-stage
circuit breakers is that triggering
the first leads to triggering the
second,” said Jean-Louis Mouri-
er, an economist at the broker-
age Aurel BGC. “Investors who
didn’t sell their shares fast
enough rush to do so after trad-
ing resumes.”

For comparison, the New
York Stock Exchange has 15-
minute suspensions at drops of 7
and 13 per cent of the broad S&P
500 index, with the closing of
trading at 20 per cent.

In the West, circuit breakers
are generally seen as being effec-
tive, such as with the closing of
Wall Street after the Sept 11 at-
tacks in 2001.

Jean-Pierre Pinatton, head of
the supervisory board at Oddo &
Cie bank, said that “suspensions
should be as short as possible, be-
cause the longer they are, the
greater the risk that they will ag-
gravate the panic”. But beyond
the particularities of circuit break-
ers, authorities face the challenge
of restoring calm before trading
resumes.

“Information is key,” said Mr
Pinatton, because “the funda-
mental objective of a suspension
is to protect savers”. Thus author-
ities need to take steps to ensure
that investors “have the elements
they need to make informed deci-
sions”. AFP

T
O SAY it hasn’t been
a good start to 2016
might be an under-
statement, given the
plunges that global

equities suffered this past week. Chi-
na has been blamed for the losses,
perhaps a convenient scapegoat for
overvaluation of risk assets rooted
in the easy money policies that have
been pursued by major central
banks for several years now, starting
with the US Federal Reserve and
then the European Central Bank
and the Bank of Japan.

Even so, the Chinese authorities’
inept attempts to stem the bleeding
in their stock markets has undoubt-
edly contributed to the contagion-
selling everywhere. On Thursday,
for example, China’s regulators re-
moved ill-conceived circuit break-
ers that had just been installed on
Monday.

Regulatory ineptitude aside, one
consolation – if it can be called that
– available to players in the Singa-
pore market is that volume spiked
up mid-week to S$1.6 billion, the
highest since window-dressing
boosted turnover to S$1.7 billion on
Nov 30 last year.

On Friday, some stability re-

turned, reportedly because China,

after lowering the yuan rate eight

consecutive times, raised it.

Short-covering all around the re-

gion as well as in the Dow futures

thus helped the Straits Times Index

avoid a fifth straight fall when it re-

bounded 21.32 points to 2,751.23,

though the loss for the week – and

the year so far – still amounted to a

considerable 131 points or 4.5 per

cent. Turnover on Friday amounted

to 1.4 billion units worth S$1.2 bil-
lion, and excluding warrants there
were 235 rises versus 150 falls.

Among the stocks worst hit this
week was commodities firm Noble
Group. One week after ratings agen-
cy Moody’s downgraded Noble’s
credit rating to “junk” status, a sec-
ond ratings agency, Standard and
Poor’s, lowered Noble’s rating to
BB+ because the firm lacked a
strong liquidity position, despite the
sale of its agricultural unit. S&P also
retained a negative outlook on No-

ble, citing the downturn in the com-
modities sector.

The company responded by say-
ing that the change in its invest-
ment grade status is not expected to
have a material impact on its opera-
tions and that once the sale of its
unit Noble Agri is completed, its
“ratings metrics will substantially ex-
ceed those required of an invest-
ment grade credit”. Over the five
days, Noble’s shares fell S$0.06 or 15
per cent to end at S$0.34.

SingPost was also in focus this
week, its shares on Wednesday
plunging S$0.10 or 6.2 per cent to
S$1.51, drawing a query from the
Singapore Exchange. The company
replied that there was no material in-
formation not announced which
could account for the sudden drop.
On Friday, the stock added S$0.015
to S$1.525 on volume of 10.1 mil-
lion.

Bank of Singapore’s chief econo-
mist Richard Jerram on Friday said
in an Economics Research report
that the volatility in China is not
driven by fundamentals but seems
to reflect the policymakers’ discom-
fort with market-driven outcomes.
“Global markets appear to have
over-reacted,” said Mr Jerram. “For
many years, swings in the Chinese
equity market have had little con-
nection with the real economy, and
the equity market crash in 2H 2015
has had limited economic impact.”

Shutting down markets to stem panic is often the wrong medicine

stocks |

China woes drag STI 4.5%
lower in 1st week of 2016

GAINERS
BY CENTS

CLOSE UP % 52w high/low

DBXT E50 US$ 4336 87.6 1.4 5300/4275

GLD US$ 10524 70.3 0.5 12510/10018

DBXT China50 US$ 2699 47.4 1.2 4258/2666

DBXT CSI300 US$ 849 33.0 2.8 1471/785

Jardine C&C 3324 21.0 0.6 4258/2636

BY PERCENTAGE

CLOSE % UP 52w high/low

CN11500MBeCW160128 2.5 66.7 1.0 15.1/1

Moya Asia R 0.3 50.0 0.1 0.4/0.1

Joyas Intl 1.6 33.3 0.4 3.6/1

SinoCloud 0.4 33.3 0.1 0.6/0.1

Luzhou Bio-Chem 4.7 30.6 1.1 5.5/1.2

LOSERS
BY CENTS

CLOSE DOWN % 52w high/low

IS S&P500 US$ 19276 -2027.0 -6.8 21050/19276

IS DJ USTech US$ 9940 -654.5 -4.4 10396/9940

DBXT MSUSA US$ 5002 -495.2 -6.5 5573/4938

DBXT MSJAP US$ 4680 -192.3 -2.8 5277/4452

JMH USD 4803 -150.7 -2.1 6788/4500

BY PERCENTAGE

CLOSE % DOWN 52w high/low

DBS MB eCW160404 2.2 -53.2 -2.5 14.5/1.8

Blumont 0.1 -50.0 -0.1 1.9/0.1

UOB MB eCW160201 3.2 -34.7 -1.7 22.5/3.2

Next-Gen Sat 0.2 -33.3 -0.1 0.5/0.2

Europtronic 0.6 -25.0 -0.2 3/0.3

MOST ACTIVE

VOLUME

Noble 185,805,900

ChinaSports 81,669,400

StratechGroup 75,509,200

Moya Asia R 69,575,400

Luzhou Bio-Chem 41,070,000

 Market volume 1,621,791,000

  VALUE ($)

Singtel 121,624,673

DBS Grp 96,242,430

Keppel Corp 76,199,562

OCBC Bank 64,225,893

CapitaLand 64,030,236

 Market value  1,188,136,000

“The problem with two-stage
circuit breakers is that
triggering the first leads
to triggering the second.”
Jean-Louis Mourier, economist
at brokerage Aurel BGC

“Global markets
appear to have
over-reacted.”
Richard Jerram, Bank of
Singapore’s chief economist
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