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Remember the Super SIV, also known as the Master Liquidity Enhancement Conduit or
MLEC? That was a 2007 scheme in the U.S. to create a toxic waste dump where banks could
stuff all their bad debts and instantly repair their balance sheets. It didn't fly, leaving the
Federal Reserve, Treasury Department and Federal Deposit Insurance Corp. to come up with
a raft of programs during the 2008 crisis to buy up, guarantee or ring fence hundreds of
billions of dollars in bad bank debt. That effort was further enhanced with $13 trillion in
secret, super cheap loans to Wall Street and foreign banks by the Federal Reserve.

This produced a dystopian landscape on Wall Street, with Citigroup trading at 99 cents a
share during the panic, Lehman Brothers and Bear Stearns collapsed, AIG, Fannie Mae and
Freddie Mac wards of the government, and Merrill Lynch, Washington Mutual and Wachovia
succumbing to shot-gun marriages.

China had an equally problematic idea of how to deal with bad bank debts back in 1999 and
the fingerprints of Wall Street’s biggest banks are all over that plan today. Given how Wall
Street handled its own affairs in the lead up to the crash of 2008, its meddling in China’s
bad debt situation today should not be comforting to anyone.

Back in 1999, China set up four asset-management companies (known as AMCs) to hold the
non-performing loans of the four biggest banks in China. The state took a majority stake in
each. The four AMCs oversaw $229 billion in nonperforming loans, effectively making them
the “bad bank” portion of their related bank. China Cinda Asset Management took on the
bad debts of China Construction Bank; China Huarong took bad debt from Industrial and
Commercial Bank of China; China Great Wall Asset Management Corp. worked with
Agricultural Bank of China and China Orient Asset Management Corp. worked with Bank of
China. The government gave each distressed asset management company 10 billion yuan of
capital and a 10-year period to dispose of assets.

In 2013, China Cinda was the first of the AMCs to go public, listing its IPO on the Hong Kong
stock exchange. Here’s how Goldman Sachs, an underwriter of the deal, explains the
offering on its web site:

“Goldman Sachs has played a central role in introducing Chinese companies to international
equity capital markets. In 2013 we helped nine China-based companies collectively raise
$8.8 billion through IPOs on the Hong Kong Stock Exchange. The firm was joint global
coordinator, sponsor and book runner for China Cinda Asset Management Company’s (China
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Cinda) $2.8 billion IPO, in which it became the first Chinese distressed asset management
company to go public. The offering prompted high demand in Hong Kong — the stock closed
up 26 percent on its first day of trading, the best debut performance among Hong Kong
financial institutions IPOs since 2004.”

Tom Holland, a financial writer for the South China Morning Post, had some different
thoughts on the deal at the time, headlining his article: “China’s Insolvent Toxic-Waste
Dump Cinda for Sale.” Holland said that “by any sensible standards,” all four of the AMCs
“are insolvent.” Holland went on to explain what evolved after their creation in 1999...
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