
The Wall Street Journal - 05/18/2017 Page : B012

Copyright (c)2017 Dow Jones & Company, Inc. All Rights Reserved. 05/18/2017
May 18, 2017 4:08 pm (GMT -8:00) Powered by TECNAVIA

Copy Reduced to 77% from original to fit letter page
B12 | Thursday, May 18, 2017 THEWALL STREET JOURNAL.

MONEY & INVESTING

tant that such scrutiny is not
aimed at any single country or
project,” he said.

Regardless of any changes
to CFIUS, many analysts say
CIC likely will continue to be
subject to a higher level of
scrutiny in the U.S. than pri-
vate investors because of its
ties to China’s central govern-
ment. U.S. lawmakers have
long said the fund’s primary
aim is to make purchases that

Council on Foreign Relations, a
New York think tank. “I do not
think we will know until there
is a high-profile case where
the administration has to
weigh in.”

The fund also plans to make
more direct investments in de-
veloping countries as part of
Mr. Xi’s One Belt, One Road
initiative.

—Bob Davis
contributed to this article.

Power Dip
Energy holdings have hurt CIC’s
recent returns on foreign assets.

Source: the company
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LONDON—Lehman Broth-
ers Holdings Inc.’s collapse in
the financial crisis left most of
its creditors with deep losses.
But Lehman’s main European
arm has around $10 billion of
extra cash, prompting a legal
feeding frenzy for hedge funds
and distressed-debt investors.

On Wednesday, the U.K. Su-
preme Court ruled that senior
bondholders seeking interest
payments of around $7 billion
should get those first, before
$1.6 billion in subordinated
loans held by investment firms
Elliott Management Corp. and
King Street Capital Manage-

Baby Bitcoins
While bitcoin is the most recognized virtual currency, new alternative
coins have been growing faster this year.
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its energy holdings in recent
years as the resources boom
ebbed. CIC has suffered losses
on some of those deals.

Mr. Tu said CIC is now cast-
ing an eager eye at U.S. proj-
ects such as highways, rail
lines and high-tech manufac-
turing plants. He said CIC can
become a stable source of
long-term capital for U.S. in-
frastructure and manufactur-
ing projects, and help U.S.
companies expand their foot-
print in the Chinese market.

A big reason for CIC’s negli-
gible direct holdings in the
U.S., Mr. Tu said, is the “overly
strict scrutiny and opaque in-
vestment-review process” U.S.
authorities have applied to
Chinese investors.

By comparison, he said, the
British government has been
more welcoming, enabling the
fund to make some big-ticket
investments, such as in Heath-
row Airport and the utility
Thames Water.

Mr. Tu’s remarks echo com-
plaints from Chinese officials
and executives of high barriers
to entry in the U.S., and what
they say is an unfair review
process by the Committee on

Foreign Investment in the U.S.,
even if CFIUS doesn’t formally
block many bids.

Such criticism is mutual:
American businesses have long
expressed frustration over ac-
cessing China’s markets.

Despite what Mr. Tu calls
“very positive signals” re-
cently, CIC’s U.S. push faces a
number of challenges. Of par-
ticular concern to CIC is the
prospect the U.S. could single
out Chinese investments for
special scrutiny.

Such a move is part of
changes to CFIUS that law-
makers from both parties are
considering. There are also
calls for assessing China’s
openness to U.S. investment in
any given sector when evaluat-
ing Chinese investment in that
sector. The Trump administra-
tion hasn’t yet taken a position
on possible changes to CFIUS.

Mr. Tu said CIC under-
stands the need for the U.S. to
conduct foreign-investment re-
views for the purpose of safe-
guarding national security. But
he urged U.S. authorities to
improve the transparency of
the process and avoid protec-
tionism. “It’s especially impor-

serve Beijing’s long-term stra-
tegic interests.

The trade plan, jointly an-
nounced by Washington and
Beijing last week, indicates
that the U.S. welcomes invest-
ment by Chinese entrepre-
neurs.

“That formulation leaves
open the question of whether
Chinese state investors are
‘entrepreneurs,’ ” said Brad Se-
tser, a senior fellow at the

BEIJING—China’s sover-
eign-wealth fund is ramping
up efforts to crack open the
U.S. market, looking to seize
on a recent thaw in the two
countries’ trade relationship.

“There is a potential for
Chinese companies to make
more investments in the U.S.
and vice versa,” said China In-
vestment Corp. President Tu
Guangshao in an interview.
“We want to build up mutual
trust.”

Encouraged by President
Donald Trump’s meeting with
Chinese President Xi Jinping
in Florida in April, and a broad
plan announced last week to
reset the two nations’ trade
and investment relationship,
Mr. Tu said the fund hopes to
“significantly increase” its di-
rect foreign investments in the
U.S. in the next few years.

On Friday, the fund, which
has more than $200 billion in
foreign assets, is opening a
New York office, replacing
what had been its only over-
seas representative office, in
Toronto.

The move marks a shift in
strategy: CIC had avoided a
U.S. presence for years, frus-
trated by the investment envi-
ronment there. “U.S. regula-
tors have been hard on us,”
Mr. Tu said. “We can’t even
name one symbolic direct in-
vestment in America.”

The fund, formed in 2007 as
a way for China to diversify its
stockpiles of foreign-exchange
holdings, is closely watched by
investors world-wide as a ma-
jor source of capital and as a
proxy for China’s ambitions on
the world stage.

In the past few years, it has
sought to invest directly in
U.S. real estate and infrastruc-
ture. But while U.S. holdings—
mostly stocks and bonds—now
exceed 40% of the fund’s over-
seas portfolio, it has largely
relied on outside asset manag-
ers such as Blackstone Group
LP and Carlyle Group LP to in-
vest in the U.S.

The fund has since 2011
used its Toronto presence to
focus on energy- and re-
sources-related deals in Can-
ada and the U.S., but has pared

BY LINGLING WEI

China’s Wealth Fund Sets Sights on U.S.

CIC chief Tu Guangshao says of the push into the U.S., ‘We want to build up mutual trust.’

SH
A
W
N
KO

H
FO

R
TH

E
W
A
LL

ST
RE

ET
JO
U
RN

A
L

Investors Don’t Buy
Beijing’s Yuan Fix

China’s central bank is guid-
ing the currency higher, but the
country’s investors seem un-
convinced.

The People’s Bank of
China on Wednesday fixed the
yuan at 6.8635 per dollar, the
strongest since Feb. 17, only to
have it weaken to 6.88 within
minutes of the 9:30 a.m. open-
ing of trading. It ended slightly
down from Tuesday’s close, de-
spite the stronger fix.

The gap between the cen-
tral bank’s fix and where the
currency then trades in the on-
shore market has widened in
recent days. Wednesday’s dis-
count was the largest since
January.

Such a gap “suggests that
the onshore market is still not
fully convinced that the Chi-
nese yuan will remain strong,”
said Irene Cheung, a senior
strategist for Asia at ANZ in
Singapore, adding that the cen-
tral bank’s fix has been biased
to yuan strength for a while.

There are several possible
reasons traders are betting on
a decline in the yuan, which
has advanced nearly 1%
against the dollar this year.

While China’s economic
growth accelerated in the first
quarter, many analysts still ex-
pect it to slow later in the
year, which could lead the cen-
tral bank to let the yuan
weaken in an effort to boost
exports. The latest industrial-
output and fixed-asset-invest-
ment data showed the econ-
omy may be losing steam.

And though investors have

slashed their strong-dollar bets
as they reconsider President
Donald Trump’s ability to de-
liver the tax cuts and fiscal
stimulus promised during his
election campaign, markets still
expect more U.S. interest-rate
increases this year. Without
matching action by China, that
could make the dollar more at-
tractive to investors than the
yuan.

The yuan doesn’t trade
freely within China. It is limited
to a band extended 2% above
and below the daily level set
by the central bank, which is
based on where it ended the
previous session and its move-
ment against a basket of cur-
rencies.

Another sign that people
inside China think the yuan
should be weaker than the
central bank does comes from
China UnionPay, an issuer of
credit and debit cards. Its own
exchange rate—which it says is
based on transactions in its
system, excluding charges or
markups—puts the dollar at
6.9036 yuan, stronger than on
the onshore market.

But in offshore markets,
where the yuan trades more
freely and overseas investors
are more able to express their
views, the idea that it should
be weaker than the central
bank’s fix doesn’t seem to
have taken hold as strongly.

During the frenzy of early
2016, the yuan weakened
much more offshore than on-
shore, underscoring foreigners’
bearishness on China. But
that isn’t the case now: The
yuan is currently stronger off-
shore than onshore, as it has
been for much of this year.

—Saumya Vaishampayan

ment LP are repaid.
An Elliott spokeswoman de-

clined to comment. King Street
couldn’t be reached.

Several groups are still bat-
tling for chunks of the cash,
which is held by Lehman
Brothers International Europe,
so the final outcome for the
subordinated-loan holders and
some other junior creditors
still isn’t clear.

Lehman Brothers’ chapter 11
filing triggered bankruptcy
proceedings across the
world—and disputes between
liquidators handling its many
subsidiaries over intercom-
pany loans and guarantees.
Lehman Europe was unusual in

having excess capital.
Lehman Europe paid credi-

tors around £12 billion ($15.5
billion) and had an estimated
£7 billion to £8 billion surplus
before the interest payments
ordered by the court Wednes-
day, according to a report by
its administrator in April. Un-
der U.K. law, creditors are en-
titled to 8% interest on
claims—though bankrupt com-
panies don’t normally have
enough cash to pay it.

The court ruling was mixed
for some senior creditors. Dol-
lar-denominated bondholders,
led by Minnesota-based Car-
Val Investors LLC, had the
value of their debt converted

to pounds at the exchange rate
on the day Lehman went bank-
rupt in September 2008. One
pound fetched $1.79 then, com-
pared with $1.29 now.

Those bondholders had
asked for $2.5 billion to com-
pensate them for the plunge in
sterling. The court threw that
claim out, saying that a more
favorable payout on debt de-
nominated in dollars would be
like giving foreign-currency
creditors “a one-way option”
to select a better currency
rate. A CarVal spokeswoman
declined to comment.

In the U.S., Lehman Broth-
ers Holdings paid $114 billion
to creditors as of late last year.

BY MARGOT PATRICK

At Lehman Europe, $10 Billion Is Up for Grabs

spite its deep relationships
with companies across the
U.K., Lloyds won’t expand its
capital-markets offerings. For
Mr. Horta-Osório, that type of
risky business is no longer in
the bank’s DNA and cost struc-
ture.

“We leave businesses like
trading equities and others to
experts like investment
banks,” he said, with only a
hint of a smile after the word
“experts.”

In London finance circles,
Lloyds went from being a
source of worries—or worse,
the butt of jokes—to being
hailed as a comeback story. It

contrasts favorably with Royal
Bank of Scotland Group PLC,
the other big British bank
bailed out during the financial
crisis. RBS is still majority-
owned by the government,
which is sitting on a large
loss.

His performance at Lloyds
means Mr. Horta-Osório is fac-
ing questions about the fu-
ture. The chief executive job
at HSBC Holdings PLC, a
much bigger bank, will open
up next year. Mr. Horta-Os-
ório, 53 years old, is a perpet-
ual CEO, having run his first
bank when he was 29. When
pressed on whether he wanted

to stay at Lloyds, he said sim-
ply: “I am very happy.”

Asked to elaborate, he
didn’t offer much more, men-
tioning the obvious tasks
ahead: the integration of
credit-card provider MBNA,
whose £1.9 billion acquisition
was announced in December;
more technology investments;
and the bank’s next strategic
plan, due out in the fall.

Mr. Horta-Osório said in-
vestors shouldn’t expect an-
other “big bang” strategic
change at Lloyds. The bank
has sold or closed operations
in some 24 countries, shut
thousands of branches, cut
tens of thousands of jobs and
poured money into digital in-
frastructure.

“When you have a company
or a bank in huge diffi-
culty…you need bold ideas,
you need a huge turnaround
strategy and you need a very
strong change of direction,”
he added. “When you are pur-
suing a successful strategy, I
think you have a different
leadership style and a differ-
ent type of objectives.”

To those who criticize him
for putting all of Lloyds’s eggs
in the U.K. basket, the Portu-
guese executive answers that,
in the current regulatory envi-
ronment, spreading the bank
across geographies would be
much worse.

LONDON—The U.K. govern-
ment has sold its last remain-
ing stake in Lloyds Banking
Group PLC, a watershed mo-
ment for the British lender al-
most a decade after it was
bailed out for more than £20
billion at the height of the fi-
nancial crisis.

The bank said that includ-
ing dividends and share sales,
the government has in total
received £21.2 billion ($27.4
billion), £894 million more
than it put in.

The U.K. Treasury has been
gradually selling shares for
several years.

The sale is a milestone for
António Horta-Osório, the
bank’s chief executive since
February 2011, who has pre-
sided over a transformation
from a troubled bank with a
sprawling international foot-
print to one focused almost
entirely on Britain.

In its home country, Lloyds
has become a retail and com-
mercial lending powerhouse.
Mr. Horta-Osório, in an inter-
view last week with Dow
Jones’s Financial News, said
he isn’t changing his focus.

“I don’t think that investors
should expect any significant
change of direction,” he said.

This credo means that de-

BY FRANCESCO GUERRERA
AND PORTIA CROWE

U.K. in Milestone Lloyds Stock Sale

António Horta-Osório has presided over a Lloyds transformation.
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worthless.
So the tokens are more like

a crowdfunding campaign than
traditional venture-capital fi-
nancing. No matter. Buyers are
snapping them up. In the first
15 days of May, companies
raised $27.6 million this way,
according to Smith & Crown, a
digital-currency and block-
chain research firm. In com-
parison, companies raised
$3.5 million for all of May
2016.

For companies, the coins
are a new source of quick
funding. One early offering
was in November from a
startup called Golem, which
billed itself as “Airbnb for
computers.”

It essentially allows users
to rent computing power, with
the coin being necessary to
get on the network. The Polish
firm raised $8.6 million in half
an hour.

For now, many coin buyers
appear to be speculating that
the tokens will keep rising in
value as they become more
popular, allowing them to be
sold for hefty gains.

The fervor around the coins
has helped drive up the price
of more established digital
currencies like bitcoin and
ethereum. Bitcoin surged over
$1,800 last week and is up
more than 80% this year.

When tech startup Gnosis
raised about $12.5 million in
April, the company didn’t tap
the typical Silicon Valley fund-
ing network of venture-capital
firms or wealthy investors. It

auctioned
tokens on-
line in a
p r o c e s s

called an “initial coin offer-
ing.” They sold out in 12 min-
utes.

These digital coins are
clones of the virtual currency
bitcoin, which has come under
scrutiny for its use in last
week’s global hacking attack.
The newer coins are the pro-
verbial next big thing in the
world of cryptocurrencies but
also pose big risks to buyers.

The digital coins theoreti-
cally can be used to one day
purchase services from issuers
such as Gnosis, which is build-
ing a prediction market for
things like companies’ quar-
terly earnings and the price
artwork will fetch at auction.

Most new coins, though,
aren’t equity in the companies
issuing them; they often don’t
confer ownership rights. Nor do
they give holders a claim or in-
terest in a company’s future
profits. If a startup fails, as is of-
ten the case, the coins will be

BY PAUL VIGNA

Digital Coins Aid
Startup Funding
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