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E
ven by the roller-coaster 
standards for which China’s 
equity markets are renown, the 
recent price swings have been 
extraordinary. Between July 15 
2014 and June 12 this year, the 
Shanghai Composite Index, which 
is Mainland China’s most closely 
followed index, rose by a stunning 

150 percent to reach a 7-year high of 5,178. That made 
it one of the top performing stock markets in the world, 
far exceeding gains in London or New York. Some com-
panies saw their stocks triple in a matter of months.

The mainland A-Share market was not the only 

one to soar. The bull market extended to Hong 
Kong listed China shares known as H-shares, which 
are more easily tradable for foreign investors. 
Mainland companies listed in New York also saw 
their shares rise sharply.

Since the middle of June, however, the good 
times have come to an end. As the Shanghai index 
plunged by more than 30 percent in a matter of 
weeks, panicked investors attempted to dump 
their holdings. The government intervened with 
unprecedented support measures that included 
buying by state institutions, restrictions on short 
selling, the suspension of all IPOs and a ban on 
major shareholders selling down their stakes for 
a period of 6 months. A brief period of stability 
ensued. Then the market tumbled once again. 
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Sharp falls on China’s stock market and a slowing economy have once again highlighted the 
risks of investing in emerging markets. But some bankers believe that the crisis will accelerate 
long overdue reform and further open up China’s financial markets to foreign investors.



A
s the key overseas business arm of Haitong Securities, 
one of China’s largest securities firms, Haitong International 
Securities Group (665.HK) has sets its sights on becoming 
a leading Hong-Kong-based financial institution. Over the 

past five years, the group has successfully transformed itself from a 
traditional brokerage house to a full-service financial institution. Now using 
its experience of the China market and its diversified range of financial 
products and services, it is rapidly expanding its network across the globe.

In January 2014, Haitong International established a Singapore 
subsidiary and became a securities and derivatives trading member 
of the Singapore Exchange. Following the acquisition of Japaninvest 
in March 2015, the group has since extended its office network 
to New York, London and Tokyo. Today its cash equity business 
provides products covering around 900 A-share, H-share, Japan, 
Korea, Taiwan and US listed companies. It also serves over 1,300 
institutional clients around the world.  

Unique Business Model 
Haitong International has developed a diversified business model that 

sets it aside from its competitors. Building on Haitong Securities’ financial 
strength and established client network, it offers six core business 
segments: corporate finance; brokerage and margin financing; asset 
management; fixed income, currency and commodities; leveraged and 
acquisition finance; and equity derivatives. 

Senior management prides itself on the group’s international 
standard products and services and its strong track record. The 
group boasts a proven execution ability, prudent risk controls as well 
as a team of top professionals.

Product Innovation  
Haitong International is recognized as a leader in product innovation. 

Amongst its most notable offerings, the group successfully issued the 
world’s first offshore Renminbi bond fund back in 2010. It was among 
the first financial institutions to be awarded a Renminbi Qualified Foreign 
Institutional Investor (RQFII) licence and quota as well as the first Hong 

Kong-based Chinese securities firm to be awarded both the QFII and 
RQFLP licence and quota. In March 2014 the group successfully 
launched the CSI300 Index Exchange Traded Fund in Hong Kong, 
setting yet another milestone. 

Haitong International’s financial strength and sound risk 
management capabilities are widely recognized. In 2014, it became 
the first Chinese financial institution in Hong Kong assigned a “BBB” 
long-term credit rating by Standard and Poor’s. The rating has 
strengthened the group’s fund raising capabilities enabling it to tap 
the debt market through corporate bond issuance and syndicated 
loans. Meanwhile, in May 2014 the group was named ‘the best 
of the best domestic equity houses in Hong Kong’ by Asiamoney. 
Other international standout awards in the past 18 months have 
come from Finance Asia, Bloomberg Business Week and Asia Asset 
Management, amongst others. 

Outstanding Financial Performance 
Haitong International recorded a sharp increase in net profit of 

504% for the six months  ended 30 June 2015 as compared with 
the six months  ended 30 June 2014. The  increase was  mainly 
attributable to impressive growth across the group’s all business 
segments. Its average growth rate of revenue and profit for past three 
years are over 40% and 80% respectively. 

On 14 Sep 2015, Haitong International (665.HK) became one of the 
new constituents of the Hang Seng Composite LargeCap & MidCap Index, 
the stock is now one of the investable stocks under the Shanghai-Hong 
Kong Stock Connect scheme, in turn optimizing both the stock liquidity 
and shareholding structure of Haitong International. Haitong International will 
strive to reward shareholders and investors with sustainable earnings and a 
stable dividend policy over the long run.

Contact Information
Investor Relations
Haitong International Securities Group Limited
ir@htisec.com
Tel: +852-2213-8622
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Haitong International: a Leading Hong Kong Based Financial 
Institution Focused on Investment Banking Business

Corporate 
Finance

Completed 27 equity fi nancing projects in 1H 2015, 
ranked No.3 in terms of number of deals and No.4 in    
terms of underwriting amount in Hong Kong market*

Brokerage 
and Margin 
Financing 

Tapped opportunities arising from the “Shanghai-Hong Kong 
Stock Connect”, opened over 10,000 accounts in 1H 2015 
with enlarged client base approaching 190,000 clients.

Asset 
Management 

By 30 June 2015, QFII Quota USD 300 million, RQFII Quota RMB 
10.7 billion, ranked fi rst among all Chinese securities companies.

Three HK MPF funds - Haitong Korea Fund, Haitong Hong Kong 
SAR Fund, Haitong Asia Pacifi c (excluding HK) Fund -  ranked 1st 
in YTD performance among all respective counterparts.  

FICC One of the largest Chinese credit bonds market makers in HK

Provide bilateral quotation for 680 bonds

Leveraged 
and Acquisi-
tion Finance

Focus on serving Chinese corporates by funding their 
cross-border acquisitions and mergers mainly via short-
term bridging loans.

Equity 
Derivatives 

One of the largest ETF market makers in Hong Kong, providing 
liquidity for 23 ETFs

Provide structured fi nancing products to serve clients’ cross-
border investment demand

Signifi cant growth in Stock Borrowing and Lending business

Highlights of Haitong International’s 
(665.HK) Six Business Segments

*Data from Bloomberg league table

Source: Haitong International

Superior Revenue 
Growth (HK$ mln)

Exceptional Growth of 
Profi ts and ROE (HK$ mln)

2012 20122013 2013

■ Net Profi t

■ ROE

2014 20141H2015 1H2015

1,177

293

9.34%

12.57%

15.71%

18.35%

1,647

529

2,713

1,018

4,138

2,125
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W
ith around  4.18 million brokerage 
clients, 1,900 institutional clients 
and over 250 regional offices as 
of Dec 31, 2014, GF Securities 
ranks as one of the major players 
in China’s fast growing securities 

industry. The company provides a comprehensive 
range of capital market services ranging from 
investment banking and wealth management to 
brokerage, trading and institutional client services and 
investment management.

GF Securities has five wholly-owned subsidiaries: 
GF Futures Co., Ltd., GF Holdings (Hong Kong) Co., 
Ltd., GF Xinde Investment Management Co., Ltd., GF 
Qianhe Investment Co., Ltd. and GF Asset Management 
(Guangdong) Co., Ltd., and is the controlling shareholder 
of GF Fund Management Co.,Ltd. with equity interests 
in E Fund Management Co., Ltd., Guangdong Equity 
Exchange Co., Ltd In addition, the Company indirectly 
owns GF Financial Markets (U.K.) Ltd., a Category 1 
member of the London Metal Exchange (LME), and GF 
Securities (Canada) Co., Ltd. Predominantly engaged 
in the securities industry, GF Securities has developed 
into a fully integrated financial group, with a growing 
presence both domestically and internationally.

Behind the group’s remarkable track record is a 
business culture that places strong emphasis on 
inquisitiveness, integrity, client focus, and teamwork. 
Senior management focuses on stable growth, 
continuous innovation performance-driven culture and 
business synergies as well as strict risk management.

“We strive to provide our clients with top-tier 
services whilst upholding strong ethics and always 
placing clients’ interests before our own,” says 
Chairman Sun Shuming. “We have a multi-disciplined 
team with in-depth knowledge covering an extensive 
range of industries and products. Our credentials 
speak for themselves.”

Successful IPO
GF Securities passed another key milestone on 10 

April 2015 when the company listed its shares on the 
Hong Kong Stock Exchange. The long-awaited global 
offering of H-Shares was heavily oversubscribed due 
to strong demand from institutional investors and 
retail investors looking to tap into China’s fast growing 
financial markets. After exercising the greenshoe option, 
the total amount of H-Shares issued was increased 
from 1.4 billion shares to 1.7 billion, with a total of 
HK$32billion raised. According to Goldman Sachs, 
one of the lead-underwriters, at the time of the global 

offering, this was the largest IPO ever for a securities 
firm. It was also the largest Hong Kong listing in five 
years as well as being the largest IPO in Asia for 
2015, and the second biggest IPO worldwide. 

International Strategy 
GF Securities’ strategic plan is to expand internationally 

in order to meet rising demand for its wealth management, 
investment banking, investment management, trading and 
institutional client services business. 

“There is a clear that Chinese entrepreneurs and 
businesses seeking to grow further compete increasingly in 
global markets,” says Sun. “Overseas companies continue 
to enter and invest in China, aiming at an increased market 
share, as Chinese domestic consumption and disposable 
income continue to rise. With a competitive edge in the 
Chinese capital market, we are well positioned to become 
a leading global investment bank.”

 
Growth Prospects 

With China’s economy growing at around 7% per 
annum, a level that is the envy of much of the world, 
senior executives at GF Securities remain optimistic 
about the outlook for the domestic capital markets. 
Indeed, despite the recent volatility, few markets boast 
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GF Securities: Setting its Sights on Becoming   

SPONSORED STATEMENT

Zhihai Lin
CEO of GF Securities

Shuming Sun
Chairman of GF Securities 

Established in 1991, 
GF Securities has 
grown into one of the 
most successful full-
service investment 
banks in China. 
Now, the Hong 
Kong and Shenzhen 
listed company, is 
strengthening its 
international network to 
become a truly global 
investment bank.



as much long term growth potential. 
“The Chinese economy has experienced a rapid, 

unprecedented economic rise during the last few 
decades,” notes chief executive officer Lin Zhihai 
“but extensive growth has simultaneously created the 
need for greater sustainability and efficiency.” 

That could lead to a period of consolidation as China 
adjusts to a more challenging environment. Longer 
term, however with the nation’s prodigious savings 
rate, ample foreign exchange reserves, a strong local 
currency, and rising consumer demand, China looks set 
to play a crucial role in the world economy. 
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  a Global Investment Bank

Key Performance Indicators 

SPONSORED STATEMENT

Equity sales and trading 
• Gained the qualifi cation as market 

maker for stock option in Jan 2015, 
and became one of the eight market 
markers in Shanghai Stock Exchange 
with SHSE 50 ETF future contract 
varieties.

• Issue new benefi ciary certifi cate for 
structured gold futures.

Equity research
• Covers 26 industries and over 580 

mainland China listed companies, 
and over 70 HK listed companies.

• Revenue from  investment research 
was RMB224mm in 2015H1, with a 
yoy increase of 217.52%.

Prime brokerage 
Provides tailored transaction 
services to meet the demand 
from trading and institutional 
clients in investment, financing, 
risk management and liquidity 
management.

Fixed income sales and trading 
The company engaged in expanding 
FICC business, and gained special 
membership from Shanghai Gold 
Exchange, commodity contract 
agent of precious metals (such as 
gold), and the proprietary trading 
qualification of gold commodity.

Equity Financing

Ranked #3 and #2 respectively by numbers of 
equity offerings and IPOs in the 2015H1

Financial Advisory

M&A advisory
Ranked #3 in terms of fi nancial advisory for mate-
rial asset reorganization with 7 projects in 2015H1

Financial advisory for NEEQ listing 
• Acted as sponsor for 34 companies listing in 

NEEQ in 2015H1 
• Ranked #3 in terms of listings on the National 

Equities Exchange and Quotations (NEEQ) 
Board having brokered 107 listings

Exceptional Results 
GF Securities prides itself 

on the company’s exceptional 
performance. For the first half of 
2015, revenue and other income 
totalled RMB24 billion, a 324% 
increase over the corresponding 
period of 2014. Net profit reached 
RMB 8.4 billion, a rise of 402% 
compared with the corresponding 
period of last year. The impressive 
results came on the back of 
strong performances by all core 

businesses including Investment 
banking, wealth management, 
investment management and 
trading and institutional client 
services.

Comprehensive Services
GF Securities believes in offering 

the best and most comprehensive 
capital markets services to 
corporations, individuals, 
institutional investors, financial 
institutions, and government 

clients in China and around the 
world. The company operates 
its business through Investment 
Banking, Wealth Management, 
Trading and Institutional Client 
Services, and Investment 
Management segments. As 
of June 30, 2015, the China 
Securities Regulatory Commission 
had rated GF Securities “Class 
A Grade AA” for five consecutive 
years, the highest rating awarded 
to any PRC securities firm. 

Contact Details

Registered office
and principal place of 
business in the PRC: 
43rd Floor, Metro Plaza 
No.183-187, Tianhe North 
Road Tianhe District 
Guangzhou PRC.
Postcode: 510075

Principal place of 
business in Hong Kong
29-30/F, Li Po Chun 
Chambers 189 Des Voeux 
Road Central Hong Kong

Tel:   020-87550265  
        020-87550565
Fax: 020-87553600

Email: dshb@gf.com.cn
Website: www.gf.com.cn

Market leader in numerous areas 
among investment banks

Total Assets (RMB mm) Revenue and other income (RMB mm) Net Profi t* (RMB mm)

Superior product innovation and 
leading research capabilities

Jan-Jun 20142014 Jan-Jun 2014

5,656
240,100

1,675

+324.2%+115.4% +401.9%

23,993517,126
8,406

Jan-Jun 20152015H Jan-Jun 2015

Source: Corporate Financial Report

Attributable to owners 
of the Company



Now investors have been left 
wondering what the future 
holds for the world’s second 
largest economy. 

Not everyone is downbeat 
about the stock market rout. 
Some bankers and fund 
managers believe that plunging 
equities and a slowing economy 
could be the necessary catalyst 
for an acceleration of financial 
reforms. Faster liberalization 
could in turn transform China’s 
heavily over-regulated capital 
markets much as it did in 
other countries around the 
region. “The situation in China 
is similar to Japan, Taiwan 
and Korea in the 1980s and 
1990s,” says Tan Eng Teck, 
senior portfolio manager at 
Nikko Asset Management in 
Singapore. “These countries 
were all forced to open up their 
financial markets as a result of 
domestic crises.”

In the case of China, Tan 
does not view the crisis as so 
severe. But he believes that the 
authorities will want to push 
through the reforms to ensure 
they are ahead of the curve. 
“The message that the govern-
ment wants to send to investors 
is that they are still commit-
ted to financial liberalization 
despite the volatility in the 
market,” he says.

Erwin Sanft, head of 
China Strategy at Macquarie 
Securities is also optimistic 
about the prospects for reform. 
And because financial reforms 
are easier to push through than 
an overhaul of the country’s 
bloated and inefficient state-
owned enterprises, he expects 
the authorities to make this 
the priority area. “The new 
leadership undoubtedly wants 
to increase the quotas for 
foreign money to come into 
equities and bonds,” he says. 
“This is an encouraging trend.” 

Better still, he predicts 
that the next mid term party 
congress in 2017 will usher 
in younger leaders who are 
capable of pushing through 
the more difficult state-owned 
enterprise reforms. “We have a 
positive view on China’s reform 
blueprint,” he says. “That is 
what keeps us invested despite 

the obvious risks.” 
Other economists remain 

deeply sceptical about the 
recent figures released by the 
Chinese authorities, arguing 
that the economy is growing at 
a far slower rate than Beijing is 
prepared admit. They also point 
to a worrying loss of confidence 
in the government’s ability to 
manage the crisis. “The real 
condition of China’s economy is 
dire and growing worse,” notes 
one economist. “Corporate 
margin collapse, financial stress 
‘Japan-style’ is here.”

IPO Slowdown 
Initially at least, one of the 

biggest impacts of the recent 
sell-off in Chinese stocks is 
likely to be a slowdown in the 
frenetic pace of initial public 
offerings not only in Shanghai 
and Shenzen, but also in Hong 
Kong. According to Dealogic, 
Hong Kong registered US$12.5 
billion of new listings in the first 
half of 2015, followed closely by 
Shanghai with US$11.1 billion. 
That makes China’s IPO market 
by far the largest in the world 
during the period.

Burgeoning demand for 
new offerings in part followed 
the decision by the Chinese 
authorities in November 2013 to 
end a 14 month freeze on IPOs 
imposed in a bid to clean up 
the market and boost investor 
confidence. Investors lucky 
enough to get their hands on 

IPOs frequently saw the value 
of their shares soar in the days 
following the listing. Typical 
were shares in Guotai Junan 
Securities, China’s second 
largest brokerage. In the first 
four days of trading on the 
Shanghai Stock Exchange, 
they leapt 77 percent thanks 
to frenzied buying by retail 
investors who dominate market 
trading.

But in early July, IPOs 
were temporarily suspended 
to halt the downward spiral 
in stock prices that at one 
stage had wiped out as much 
as US$4 trillion from market 
capitalization.

In some ways, a temporary 
freeze in IPOs is not necessarily 
a bad thing. Whilst reforms to 
the IPO process have made 
some progress over the past 
2 years, the recent market 
rout is likely to accelerate 
the process. Amongst new 
measures under consideration 
are reforms to streamline the 
labyrinthine approval process 
for listing, reduce frenzied 
market speculation and build 
a stronger institutional base. 
Chinese retail investors 
currently account for around 
80 percent-90 percent of daily 
market turnover leading to 
huge price swings. Indeed 
Premier Li Keqiang has made it 
clear that “stable and healthy 
development of the capital 
market and the currency 
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Taimur Baig

Chief economist

Deutsche Bank

“Whether or 
not China 
achieves 7 
percent growth 
this year, the 
fact of the 
matter is the 
second largest 
economy in 
the world 
is growing 
substantially 
below trend, 
with downside 
risks galore.”
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 Economic outlook: Policy easing continued in June 

with one interest rate cut and one targeted RRR 
cut. Q2 growth stabilized at 7.0%, likely helped by 
the stock market boom. Leading indicators in the 
property market improved, and fiscal policy easing 
started to show its effect. We expect the economy 
to grow at 7% in Q3 and 7.2% in Q4, then slow to 
6.7% in 2016. 

 Main risks: The equity market selloff imposes a risk 
to the economy. If the market selloff continues in 
H2 it may lead to negative wealth effect. The risk is 
higher in H1 2016 as the boom in H1 2015 imposes 
an unfavorable base effect. 

Stock market likely helped Q2 growth to 
stabilize at 7% 

China’s real GDP growth stabilized at 7% yoy in Q2 (Q1: 
7%; Consensus 6.9%; DB: 6.8%). The nominal GDP 
growth picked up to 7.1% in Q2 from 5.8% in Q1. 
 

GDP growth and forecasts, yoy% 
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Sector data show that the equity market likely played a 
key role. The nominal growth of tertiary sector jumped 
to 12.7% in Q2 from 9.6% in Q1 and contributed to 
81% of nominal GDP growth in Q2 and 57% of real 
GDP growth in Q2. The government has not released 
Q2 data on the exact contribution from the financial 
service sector, but Q1 data show that the jump of 
contribution from the tertiary sector was indeed driven 
entirely by the financial service sector. With the strong 
equity market rally for most of Q2 we believe this trend 
likely continued. 
 
Growth of fixed asset investment (FAI) was flat at 
11.4% yoy ytd in June. Growth of retail sales rose to 
10.6% in June from 10.1% in May. Growth of industrial 

production improved to 6.8% in June from 6.1% in 
May, but growth of power generation remained low at 
0.5%. 
 

Nominal GDP growth by sector, yoy% 
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 There are two positive signs in the economy outside 
the financial sector. The first is fiscal policy easing. 
Growth of funds available for FAI rebounded to 6.3% 
yoy ytd in June, driven by a sharp rise of budgetary 
funds to 18.6% from 10.3%. Infrastructure investment 
growth picked up to 19.1% in June from 18.1% in May. 
This reinforces our view that fiscal policy easing has 
started in May. 
  
The other sign is that leading indicators in the property 
sector continue to improve. Growth of property sales 
rose further to 10.0% yoy ytd in June from 3.1% in 

Tertiary sectors: share of contribution to real 

GDP growth 
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market” are critical to China’s 
future growth. 

A more urgent task for the 
government is how to roll back 
the support measures that were 
put in place in a bid to stabilize 
the equities market. The poorly 
thought-out intervention was 
seen as little more than a thinly 
veiled attempt to manipulate 
the market. “The government 
panicked,” says one fund 
manager. “This was not a pretty 
move. The Chinese are not used 
to allowing the market to dic-
tate.” The fear now is that the 
failure of the authorities to halt 
the market slide, could hit con-
fidence once again, sending the 
market plunging to new lows. 

A few brave analysts, 
however, are starting to see 
value after the latest correction. 
“If you missed the first bottom, 
here is a second opportunity,” 
notes Wendy Liu, head of China 
Equity Research at Nomura. 
“We suggest investors take 
advantage of this likely second 
bottom to buy stocks with 
structurally sound portfolios. 
We maintain our view that the 
MSCI-China index may finish  
the year higher than its April 
peak and the current bull 
market in the MSCI-China may 
peak in 2017.”

One reason for her guarded 
optimism is the government’s 

blanket support for the local 
share market. She also believes 
the economy may begin to 
pick up in the second half of 
the year. Like many analysts, 
Liu expects Chinese regulators 
to draw lessons from this 
market correction and learn 
from the experience of other 
countries. “We hope that this 
means that A-shares may be 
more in sync with global legal 
and risk management practices 
sometime down the road,” she 
says in a report published on 
July 28.

For investors who have a 
high risk threshold and a long 
term investment horizon, 
China can still offer some 
interesting opportunities. 
UBS Securities recommends 
clients to take another look at 
Hong Kong-listed H-shares on 
reduced risks to the financial 
system, lower interest rates, 
stabilizing profits, greater 
capital discipline and attractive 
valuations. In particular, it 
believes the sell-off provides 
attractive entry points for 
companies such as Bank of 
China, China Life Insurance, 
Datang International Power 
Generation and Daqin Railway. 

Tan at Nikko Asset 
Management is also starting to 
see value after the sharp falls. 
“We believe this is a great time 

for stock picking,” he says. “We 
like companies in the health 
care and automation sectors 
together with some of the 
technology parts companies 
and internet companies. These 
are the ones that we think could 
be multi-year winners.”

DBS Vickers Securities for its 
part favours Chinese companies 
listed on US stock exchanges. 
Amongst the most promising 
N-shares are new economy 
stocks such as Alibaba, Baidu, 
NetEase and JD.Com. These 
businesses are expected to 
benefit from fast expanding 
network coverage and 
improving internet speeds. 

“I see China as a classic 
bottom up stock pickers story 
on a rather larger scale than 
normal,” says a Hong Kong-
based equity salesman with a 
major international investment 
bank. For the market to really 
take off, he believes the 
government must address 
3 fundamental weaknesses. 
It must sort out the balance 
sheet, improve margins and 
address the culture to better 
compensate all stakeholders. 
But when these issues are 
addressed, which is likely to 
be only a matter of time, he 
predicts that the upside could 
be enormous. 

Others take a very different 
view. Despite the recent fall in 
share prices, many analysts 
believe that A-shares still 
command excessive valuations. 
And corporates earnings 
growth is decelerating. Kevin 
Lau, senior economist at 
Daiwa Securities warns that 
government intervention 
may have badly damaged 
the country’s reputation. 
Furthermore he argues 
that never in history has 
a government been able 
to successfully prop up a 
stock market in the face 
of deteriorating economic 
fundamentals. As the selling 
pressure increases, this could 
spin into a currency and a 
credit crisis, with a huge knock 
on effect across the region.

Economic Slowdown   
Concerns that China is 

sliding towards recession 

Wendy Liu

Head of China 

equity research

Nomura

“We maintain 
our view that 
the MSCI-China 
index may 
finish the year 
higher than 
its April peak 
and the current 
bull market in 
the MSCI-China 
may peak 
in 2017.”
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Secondly, the government’s objective is to smooth out 
the deleveraging process and avoid systemic risks. In 
that sense their strategy is working. The outstanding 
amount of margin loans dropped quickly from its peak 
of RMB 2.26trn on June 18.  

Thirdly, the stock prices in Shanghai remain quite high. 
The Shanghai index is down by 26% from its peak on 
June 12, but still up by 18% from end of last year, and 
84% up from one year ago. The Chinext index, which 
focuses on the small stocks, is down by 35% from its 
peak on June 3, but still up by 76% from end of last 
year, and 93% up from one year ago. Valuation-wise 
many stocks onshore are still quite elevated. The 
potential costs for intervention may be high. 

What may trigger more action? We believe the 
government may be watching (1) interbank liquidity 
condition; (2) CNY and CNH exchange rate, both spot 
and forward; and (3) liquidity condition in banks and 
other financial institutions. We think the government is 
comfortable to keep the current strategy and allow the 
deleveraging to take place. We believe the sharp selloff 
of Chinese assets overseas such as the H-share stocks 
in Hong Kong is not justified by the fundamentals, and 
it does not reflect the true capacity of potential policy 
responses. 

The elusive wealth effect 
The sharp selloff in China's equity market has led to 
concerns in the market on the negative wealth effect. 
The consensus is that the effect is small, as the CSI300 
index is still up 12% year to date and 82% y-o-y. We 
believe it is misleading to draw inference from market 
index and market cap because they draw a distorted 
picture of wealth. We found that retail investors' wealth 
in stock market has dropped close to its level at the 
beginning of the year. This suggests that the stock 
market may pose a threat to growth if the market drops 
significantly further in H2. 
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The stock market index gives a misleading picture on 
the wealth effect. For instance, if the market goes up 
because of large inflows of investors' cash, we need to 
control for such inflows to get a precise estimate on 
what happens to total wealth. In other words, the stock 
market index tells us the output (the share prices in 
aggregate), but not the input (cash injected from 
investors). The market cap can be misleading as well, 
as it is contaminated by the IPOs and cash flows. 

We build a model to estimate the true wealth effect, 
controlling for issues such as cash flows. Due to data 
availability, we first focus on retail investors who invest 
directly into the stock market. This is not the full wealth 
effect for households, as retail investors may choose to 
put money in mutual funds or regulated hedge funds 
(Simu funds in Chinese). Our second step estimates the 
relative size of such indirect investment. 

The results are quite striking. We estimate that retail 
investors' wealth dropped by about RMB 6trn from 
June 12 (when the market peaked) to July 3, with an 
average weekly loss of some RMB 2trn. This is roughly 
equivalent to the gains of wealth from the beginning of 
this year till June 12. In other words, retail investors' 
wealth is collectively back to where it was on January 1. 
But, from a y-o-y perspective, their wealth is still up 
RMB 2trn. 

One caveat in this calculation, as mentioned earlier, is 
that investors can also make stock investments 
through mutual funds or regulated hedge funds. Our 
estimates suggest that the total scale of such indirect 
stock investment is somewhere between one fifth to a 
quarter of retail investors’ direct stock investment. 
Taking it into consideration may affect the size of our 
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have become widespread. 
Taimur Baig, chief economist 
at Deutsche Bank believes 
that risks remain firmly 
tilted towards the downside. 
“Whether or not China achieves 
7 percent growth this year, the 
fact of the matter is the second 
largest economy in the world 
is growing substantially below 
trend, with downside risks 
galore,” he says in a report 
published on 16 July. For 2016, 
Deutsche is predicting growth 
to fall to 6.7 percent. However 
Taimur sees the possibility of 
additional weakness as a result 
of the recent market sell-off. 
“The equity market selloff 
imposes a risk to the economy,” 
he says. “If the market selloff 
continues in the second half, 
it may lead to negative wealth 
effect. The risk is higher in the 
first half of 2016.”

The latest data on 
manufacturing will do little 
to allay those concerns. The 
National Bureau of Statistics 
said on August 12 that 
industrial production growth 
slowed to 6 percent for the 12 
months to July, weighed down 
by weak external demand and 
domestic investment demand. 
Government spending on 
infrastructure surprised on the 
downside. Meanwhile retail 
sales are slackening.

According to Yu Song, 
senior China economist at 
Goldman Sachs, there are 
several reasons for slower 
growth in July ranging from 
less aggressive monetary and 
administrative policy support 
to weaker export growth. 
As a result, he expects the 
government’s relaxed monetary 
policy to continue. Additional 
loosening measures could 
include further cutting the 
reserve requirement ratio 
for banks, which currently 
stands as high as 16 percent, 
providing greater support 
for policy banks, increasing 
government bond issuance, and 
pressurizing local governments 
to spend idle fiscal deposits to 
support fixed asset investment.

One consequence of slower 
domestic growth may be to 
weaken the currency, lending 
support to faltering exports. 

Another consequence may be a 
trend for Chinese companies to 
invest more overseas, boosting 
future economic growth whilst 
extending China’s global 
influence. 

To some extent that trend is 
already well underway. Under 
the government’s One Belt, One 
Road development strategy 
launched in late 2013, China 
plans to fund and build a vast 
network of roads, high-speed 
railways and international 
ports spanning the Asia Pacific. 
Hailed as one of Beijing’s 
grandest flagship projects, 
the initiative promises to 
strengthen infrastructure links 
and connectivity between China 
and some of the most remote 
and isolated parts of the region. 
Better still, it will provide new 
markets for China’s products 
and excess capacity.

As a first step, Beijing 
announced a US$40 billion Silk 
Road Fund last November to 
support the ambitious program. 
Even greater impetus may 
come from the establishment 
of the Asian Infrastructure 
Investment Bank with the 
support of more than 50 nations 
from around the world. The 
AIIB is eventually expected to 
rival the Asian Development 
Bank and other US institutions. 
“China has been smart,” says 
Kamalkant Agarwal, head of 
international banking business 
at Siam Commercial Bank (SCB), 

Thailand’s third biggest lender. 
“They have realized that their 
traditional export markets are 
slowing and that China’s own 
economy is slowing. To keep 
this huge export engine going, 
they need to create demand. 
And the biggest need out there 
is for infrastructure.”

Kamalkant believes that 
economic weakness at home 
will only accelerate overseas 
investment on infrastructure 
around the region, providing 
jobs and projects for the 
country’s giant state-owned 
enterprises. “China’s plans are 
for real,” he says. “The bigger 
the slowdown, the more this is 
going to happen,” he says.

But will lower stock prices 
lead to a further slowdown 
of China’s economy? Not 
everyone is so sure. Equity 
investment of household 
wealth is estimated at 12 
percent- 13 percent of total 
wealth compared to around 32 
percent in housing. That means 
the wealth effect may still be 
manageable. Furthermore, 
equity performance is still 
positive over the past 12 
months despite the selloff.

For his part, Premier Li 
Keqiang has made it clear 
that he will do what it takes 
to stabilize the economy. “Our 
aim is to keep the economic 
momentum with moderated 
rate of growth and to raise 
both the quantity and quality 
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“The situation 
in China is 
similar to 
Japan, Taiwan 
and Korea in 
the 1980s and 
1990s. These 
countries were 
all forced to 
open up their 
financial 
markets as 
a result of 
domestic crises.”
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Secondly, the government’s objective is to smooth out 
the deleveraging process and avoid systemic risks. In 
that sense their strategy is working. The outstanding 
amount of margin loans dropped quickly from its peak 
of RMB 2.26trn on June 18.  

Thirdly, the stock prices in Shanghai remain quite high. 
The Shanghai index is down by 26% from its peak on 
June 12, but still up by 18% from end of last year, and 
84% up from one year ago. The Chinext index, which 
focuses on the small stocks, is down by 35% from its 
peak on June 3, but still up by 76% from end of last 
year, and 93% up from one year ago. Valuation-wise 
many stocks onshore are still quite elevated. The 
potential costs for intervention may be high. 

What may trigger more action? We believe the 
government may be watching (1) interbank liquidity 
condition; (2) CNY and CNH exchange rate, both spot 
and forward; and (3) liquidity condition in banks and 
other financial institutions. We think the government is 
comfortable to keep the current strategy and allow the 
deleveraging to take place. We believe the sharp selloff 
of Chinese assets overseas such as the H-share stocks 
in Hong Kong is not justified by the fundamentals, and 
it does not reflect the true capacity of potential policy 
responses. 

The elusive wealth effect 
The sharp selloff in China's equity market has led to 
concerns in the market on the negative wealth effect. 
The consensus is that the effect is small, as the CSI300 
index is still up 12% year to date and 82% y-o-y. We 
believe it is misleading to draw inference from market 
index and market cap because they draw a distorted 
picture of wealth. We found that retail investors' wealth 
in stock market has dropped close to its level at the 
beginning of the year. This suggests that the stock 
market may pose a threat to growth if the market drops 
significantly further in H2. 
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The stock market index gives a misleading picture on 
the wealth effect. For instance, if the market goes up 
because of large inflows of investors' cash, we need to 
control for such inflows to get a precise estimate on 
what happens to total wealth. In other words, the stock 
market index tells us the output (the share prices in 
aggregate), but not the input (cash injected from 
investors). The market cap can be misleading as well, 
as it is contaminated by the IPOs and cash flows. 

We build a model to estimate the true wealth effect, 
controlling for issues such as cash flows. Due to data 
availability, we first focus on retail investors who invest 
directly into the stock market. This is not the full wealth 
effect for households, as retail investors may choose to 
put money in mutual funds or regulated hedge funds 
(Simu funds in Chinese). Our second step estimates the 
relative size of such indirect investment. 

The results are quite striking. We estimate that retail 
investors' wealth dropped by about RMB 6trn from 
June 12 (when the market peaked) to July 3, with an 
average weekly loss of some RMB 2trn. This is roughly 
equivalent to the gains of wealth from the beginning of 
this year till June 12. In other words, retail investors' 
wealth is collectively back to where it was on January 1. 
But, from a y-o-y perspective, their wealth is still up 
RMB 2trn. 

One caveat in this calculation, as mentioned earlier, is 
that investors can also make stock investments 
through mutual funds or regulated hedge funds. Our 
estimates suggest that the total scale of such indirect 
stock investment is somewhere between one fifth to a 
quarter of retail investors’ direct stock investment. 
Taking it into consideration may affect the size of our 
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Headquartered in Beijing, China Construction Bank (CCB) is one of the Big 
Four banks of China, and has earned a sterling reputation in global markets. 
Established in 1954, the Bank was listed on the Hong Kong Stock Exchange in 
2005, and the Shanghai Stock Exchange in 2007. Today, China Construction 
Bank is the fourth-largest bank in the world by market capitalization.

Aside from over 15,000 domestic branches, CCB has 26 tier-one capitalized 
branches and subsidiaries overseas, and 133 entities at all tier levels in 24 
countries and regions. CCB’s performance has garnered it over 100 major 
awards from renowned publications and institutions. It was named "The Best 
Bank in China" in 2014 by Global Finance magazine in the U.S., and the 
"Strongest Bank in China for 2014" by The Asian Banker magazine in 
Singapore,

®

The Best Bank in 
China 2015

The Strongest Bank in 
China for 2014

Ranked second position in 
the “Global 2000”

China Construction Bank 
Builds a Better Future

and retaied the second position in the  " Global 2000"  published
by Forbes. 



of the Chinese economy,” the 
Premier said in a speech given 
at the OECD headquarters in 
early July. “We have both the 
confidence and the capabilities 
to meet the target set for this 
year, and we will strive to 
sustain medium-high rates of 
growth and move the Chinese 
economy toward medium-high 
levels of development.” 

Bond Stimulus  
One boon to the economy 

could come from the Chinese 
government’s plans to issue 
at least RMB1 trillion of bonds 
to finance essential local 
government infrastructure 
projects, such as social 
housing, railways and utilities. 
The bonds, which will be issued 
through policy banks such as 
China Development Bank and 
the Agricultural Development 
Bank, signal a major departure 
from recent financing practice. 
Previously, these infrastructure 
projects had largely relied on 
local government financing 
vehicles (LGVF) introduced in 
the wake of the 2008 stimulus 
program, to skirt restrictions on 
local government fundraising. 
However with fears mounting 
over the LGVF’s high levels of 
debt, bankers claim it makes 
sense for more of these projects 
to be financed by the central 
government.

“We believe this is the 
beginning of the government’s 
new fiscal-stimulus package, 
which we consider crucial to 
stabilizing China’s economic 
slowdown,” says Jianguang 
Shen, managing director and 
chief economist of Mizuho 
Securities Asia. “We expect that 
many of the projects are among 
those delayed since September 
2014 following the tightening of 
budgetary requirements.”  

If the bond issuance program 
proceeds as planned, it 
could go a long way towards 
stimulating much needed 
spending on infrastructure. For 
the first six months of the year, 
according to Mizuho Securities 
Asia, infrastructure fixed asset 
management slowed to 19.1 
percent year-on-year compared 
with 25.1 percent in the 
corresponding period of 2014. 

The sharp falls have raised 
fears in many quarters that the 
economy could be heading for 
another hard landing, similar to 
the one experienced in 2008.

For her part, Sophie Jiang, 
head of Hong Kong and China 
banks at Nomura, believes 
the latest fund raising plans 
could herald a more innovative 
funding model for the economy. 
“We continue to expect a big 
shift from loans to bonds, 
where bond financing could 
potentially grow into a pillar 
for the economy’s funding,” she 
says in a report published on  
August 7. 

That would be good news 
for China’s relatively under–
developed bond market. 
Although bond issuance 
has grown significantly in 
recent years, bank lending 
still accounts for a far larger 
share of debt financing. 
Indeed China’s bond market 
capitalization stands at just 57 
percent of GDP, according to 
Macquarie, compared with 223 
percent in the US. 

Greater liquidity and 
transparency in the onshore 
bond markets would help 
to improve another major 
structural weakness in China’s 
economy: the inefficient 
allocation of capital. Better 
still, it would attract increased 
foreign investment and 
strengthen China’s ambitions to 
internationalize its currency. 

China’s Reform Agenda
Surprisingly for a 

country widely criticised 
as too slow to open up its 
markets, China’s financial 
and securities regulators 
continue to introduce reforms 
at an impressive rate. Over 
the past 18 months, they 
have boosted cross-border 
investment through the Hong 
Kong-Shanghai Connect, 
given the green light for new 
offshore Yuan trading centres 
in countries as diverse as the 
UK, Singapore, Luxembourg 
and Australia, unveiled the 
Asian Infrastructure Investment 
Bank and removed the limit 
on daily RMB conversion in 
HK. That’s on top of moves to 
expand quotas for Qualified 
Foreign Institutional Investor 
(QFII) and Renminbi Qualified 
Foreign Institutional Investor 
programs (RQFII). These 
schemes allow licenced global 
investors to invest in China’s 
capital markets subject to 
strict controls. 

Perhaps the most dramatic 
and unexpected move of 
all however was the recent 
decision to change the way the 
Yuan peg is calculated. Effective 
of August 11, the official daily 
parity rate will be based on the 
closing rate of the interbank 
foreign exchange market and 
the price movement of major 
currencies.

Sanft at Macquarie Securities 
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China’s reform 
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is what keeps  
us invested 
despite the 
obvious risks.” 

Source: Wind, Macquarie Research, August 2015

Macquarie Research China Macro 

7 August 2015 2 

A U-shaped recovery: Outlook for the 
remainder of this year 
Sentiment is very weak this time around. During our recent client meetings, investors 
expressed concerns about the Chinese economy in 2H15. In terms of views on the next three 
to six months, we are more positive than consensus and expect a U-shaped recovery in 
2H15. Specifically, the economy will likely move sideline in 3Q15 then see a visible recovery 
in 4Q15. “Green shoots” could appear in September, including higher cement prices and a 
rebounding PMI. That said, from a longer-term perspective, we expect the economy to remain 
on slowing trajectory. China’s growth will likely drop to 6.5% in 2016 and 6.0% in 2007 when 
the 19th Party Congress takes place.   

We see four positive catalysts in 2H15, especially in 4Q:  

(1) Economy: Improved growth momentum in 4Q15, mainly driven by a property recovery 
and government stimulus; (2) Earnings: Rebounded earnings growth in 4Q15, thanks to a 
lower base, better demand and higher inflation; (3) Liquidity: For equity markets, A-share 
liquidity inflows should be weaker than 1H15 due to a lower risk appetite after a stock rout, 
but H-share liquidity inflows could recover on an improved outlook for China’s economy. Risk-
free rate (i.e. the opportunity cost for households to hold stocks) will likely remain at a low 
level; (4) Reforms: Possible catalysts include the 13th 5-year Plan, financial reform (IPO 
registration system and interest rate liberalization), RMB internationalization (SZ-HK connect, 
QDII2 and SDR review) and the announcement of an SOE reform master plan.  

A review of 1H15 
China’s economy in 1H15 was largely in line with our Year Ahead outlook (Nine Lessons from 
2014, Jan 2015). It experienced a sharp slowdown in 1Q and a modest rebound in 2Q. 
Looking ahead, the economy could see a sideways movement in 3Q, then a more visible 
rebound in 4Q.  

The bright spot in 1H15 is a steady recovery in the property sector. Home prices bottomed in 
2Q15 and property sales rebounded strongly. Meanwhile, property investment, which tends to 
lag sales and prices, slumped to 2% growth (yoy) in 2Q15.    

Regarding policy, policymakers adopted a mix we call “Stable currency + loose liquidity” 
(Don’t worry about RMB, Jan 2015) as evidenced by a stable USD/CNY exchange rate as 
well as a sharp fall of bond yields (Fig 1 and 2).  

That said, investor sentiment has drifted lower since July. On one hand, it’s mostly hit by the 
A-share rout and the subsequent intervention by the government. On the other hand, it’s also 
impacted by concerns on the economy, including falling commodity prices, concerns on 
capital outflows and subdued industrial activities.   

Fig 1 1H15: Stable currency  Fig 2 1H15: Loose liquidity 

 

 

 
Source: Wind, Macquarie Research, August 2015  Source: Wind, Macquarie Research, August 2015 
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welcomes the new exchange 
mechanism as evidence of 
the increased flexibility of the 
authorities. “This is another 
step in the right direction as it 
will make the RMB exchange 
rate more market-determined,” 
he says. “Whilst we expect 
some moderate depreciation of 
the RMB in the second half of 
the year, a sizeable depreciation 
is not very likely given 
concerns on capital outflows.” 

Despite some fears that  
the new exchange rate policy 
could unleash a spate of 
competitive devaluations 
around the region, many 
observers believe that a more 
market-determined exchange 
rate is likely to win favour from 
the International Monetary 
Fund (IMF) as well as from 
foreign bankers who for years 
have been calling for China to 
loosen its grip on the Yuan.      

 “The timing certainly aligns 
with current efforts to further 
prop up growth in non-financial 
sectors,” notes Brian Jackson, 
China economist for IHS Global 
Insight. “The government is 

keen to highlight steps towards 
greater marketization and 
transparency in its exchange 
rate regime, given its interest 
in joining the IMF’s Special 
Drawing Rights basket.” 

Other economists point out 
that for all its structural weak-
nesses, the country has come 

a long way in a relatively short 
period of time. Indeed it was 
only 30 years ago that the first 
public company was formed in 
China. And it was only a decade 
ago that Chinese investments 
became accessible to interna-
tional investors, with the first 
batch of the Qualified Foreign 
Institutional Investor (QFII) 
scheme approved in 2003. 

“The past five years have 
seen remarkable progress in the 
Renminbi internationalisation 
story,” says one foreign 
strategist. “The issue is there is 
still a very long way to go.”

Stock Connect 
For investors wanting to 

access China’s mainland 
A-share market, in many 
ways the most important 
liberalization measure is the 
Shanghai-Hong Kong Stock 
Connect program. Officially 
launched in November 2014, the 
link allows Hong Kong investors 
to buy into shares listed in 
Shanghai, whilst also allowing 
Shanghai investors to buy into 
shares listed in Hong Kong. The 
two-way flows are subject to 
daily and aggregate quotas. 

 Until early April, the 
impact of the trading link was 
relatively small with demand in 
both directions failing to live 
up to the high expectations. 
Following the introduction of 
measures to facilitate trading 
for large institutional funds, 
however, volumes took off with 
daily trading quotas heavily 
oversubscribed. 

“From a regulatory 
standpoint, the launch of 
the Shanghai-Hong Kong 
Stock Connect was extremely 
important,” says Ivan Shi, 
senior manager at Z-Ben 
Advisors, a Shanghai-based 
research and strategic 
consulting firm. “This is one of 
the key avenues to liberalize 
the current account in China.”

Although the volume of 
shares traded on the link may 
be relatively small compared 
with the overall size of the 
A-share market, Shi believes 
that the move sends out a very 
strong message to foreign inves-
tors that the government’s lib-
eralization program is for real. 

“The fundamental driver for 
increased foreign investment 
will be further integration 
of the China economy and 
financial markets into the global 
community,” he says. “There 
has been an acceleration of 
financial reforms on many 
different fronts.” 

Shi is not the only analyst to 
view the stock connect program 
as a major turning point. In a 
report issued late last year, 
Francois Perrin, head of greater 
China equities at BNP Paribas 
described it as ‘a paradigm shift 
for China’s financial markets’ 
as Beijing seeks to accelerate 
RMB and financial market 
liberalisation as part of its 
masterplan. 

The next step is to extend 
the stock connect program 
to include the Shenzen Stock 
Exchange, which is the second 
largest in Mainland China. 
If and when that happens, 
the move is likely to be well 
received. Shenzen is home to 
some of China’s fast-growing 
tech and healthcare companies, 
and could prove particularly 
attractive for foreign investors.

So will the recent market 
turmoil lead the authorities 
to delay the opening of the 
market? Shi does not think so. 
“I believe market conditions will 
be only a small consideration 
for the Shenzen link,” he says. 
“The biggest consideration 
is the process of further 
liberalization of financial 
markets in China. From that 
perspective, there are high 
expectations that the launch 
will be announced in the next 
few months.”

          
Re-rating the Market

Perhaps a more important 
question is what will it take  
for global investors to increase 
their weightings in the China 
market. 

Currently China is the 
world’s second largest economy 
accounting for around 20 
percent of global trade and 7 
percent of global consumption, 
according to the World Bank. 
Yet China’s weighting in the 
MSCI All Countries World Index 
is only 2 percent, making it 
the most under-represented 
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Auto sales and consumption 
In the past couple of months, we received quite a few queries on disappointing auto sales and 
its impact on consumption growth.   

It is worthwhile to look at past cycles. The last down-cycle of auto sales was in 2012 (auto 
sales were weak in 2011, but it’s mainly due to the exit of purchase subsidies rolled out in 
GFC).  

In 2012, auto sales dipped from 23% yoy in May 2012 to zero growth in Sep 2012, then 
accelerated (Fig 18). It’s more like a late-cycle sector amid a property cycle, i.e. property 
cycle leads auto cycle.  

The last stage of a property down-cycle, when sales starts to pick up but investment drifts 
even lower, is the most painful period for the economy. Sentiment is usually very weak. Since 
auto purchases are discretionary and based on a long-term income outlook, consumers could 
cancel or postpone purchase when sentiment is weak.  

The good news is, according to the last cycle, consumption growth might not be dragged 
down too much by auto sales if property continues to recover. During the auto down-cycle 
mentioned above (May 2012 to Sep 2012), retail sales actually accelerated from 13.8% yoy to 
14.2%. In other words, the pick-up of the property cycle could help offset the negative impact 
on consumption from falling auto sales. 

Fig 18  Automobile sales growth bottomed in Sep 
2012 

 Fig 19  Nominal retail sales growth bottomed in July 
2012 

 

 

 
Source: Wind, Macquarie Research, August 2015  Source: CEIC, Macquarie Research, August 2015 
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Ivan Shi

Senior manager

Z-Ben Advisors 

“The fundamental 
driver for 
increased foreign 
investment 
will be further 
integration 
of the China 
economy and 
financial markets 
into the global 
community. 
There has been 
an acceleration 
of financial 
reforms on many 
different fronts.” 



RMB: New Choice  
Bank of China, 
Your Premier
Bank of RMB Services. 

RMB Services with Bank of China
Building on the century-long international experience, Bank of China's cross-border Renminbi 
business reflects the world's economic and financial needs. With its leading position at home and 
abroad, global clearing network, broad base of financial products and high level of professionalism, 
Bank of China can provide a comprehensive tailor-made cross-border and offshore Renminbi 
service solution to support your economic and trade activities around the world. 



country in the index.
“Global institutional 

investors are heavily 
underweight in China because 
of restricted market access, 
lack of transparency and capital 
controls,” observes one analyst. 
Many asset managers go a step 
further claiming that China is 

an administrative nightmare 
and simply not worth the effort. 

Some fund managers had 
hoped that the Chinese 
market would get a lift from 
inclusion of A-shares in the 
MSCI global benchmarks. 
On June 9, however, MSCI 
confounded those expectations 
by announcing its decision to 
delay inclusion largely due to 
the constraints linked to the 
QFII/ RQFII quota systems. 
“Substantial progress has been 
made toward the opening of 
the Chinese equity market 
to institutional investors,” 
notes Remy Briand, managing 
director and global head of 
research at MSCI. He points 
out, however, that investors 
around the world are still 
eager for further liberalization 
of the China A-share market, 
especially with regard to the 
quota allocation process, 
capital mobility restrictions 
and beneficial ownership 
of investments. “We have a 
strong interest in ensuring that 
remaining issues are addressed 
in an orderly and transparent 

way,” he adds.
In many ways, the decision 

is little more than a fudge. A 
positive decision to include 
domestic Chinese stocks 
in the index could inject as 
much as US$400 billion of 
funds from asset managers, 
pension funds and insurers 
into Mainland China’s equity 
markets over time. However 
MSCI has made it clear that it 
will include China A-shares in 
its global benchmarks, as soon 
as the issues it has outlined are 
resolved. 

Not everyone is waiting 
for the thumbs up from the 
MSCI. The Vanguard Group, the 
largest mutual fund company 
in the US, recently decided to 
include Mainland China shares 
in its US$69 billion Vanguard 
FTSE Emerging Market ETF. 

Going forward, China 
A-shares will represent 5.6 
percent of the new benchmark, 
making this the first broad-
based emerging markets, 
market-cap weighted index fund 
and ETF to include exposure 
to A-shares. “Global markets 
have evolved to become more 
accessible, presenting an 
opportune time to provide 
investors with exposure to 
more markets and additional 
diversification within those 
markets,” notes Vanguard CEO 
Bill McNabb.

Reserve Currency 
Another important question 

for China is whether the IMF 
will add the Yuan to its reserve 
currency basket, known as 
Special Drawing Rights (SDRs). 
As of today, these reserve 
currencies comprise Dollars, 
Euros, Pounds and Yen.

It is no secret that China 
has been pushing hard for 
inclusion of the Yuan. Such 
a move bankers say, would 
increase demand for RMB and 
RMB-denominated investment 
products amongst central 
banks and further boost 
internationalization of the 
currency, which is one of the 
stated goals of the Chinese 
government. More than 
anything, it would provide a 
major boost for China’s global 
standing.

The criteria for including 
a currency in the SDR basket 
are relatively straight- 
forward. Firstly, it must be a 
significant currency in terms of 
international trade. Secondly, 
it has to be “freely usable” 
and readily traded on foreign 
exchange markets.

In the case of the Yuan, its 
significance for international 
trade is beyond dispute. In 
December 2013, the RMB 
overtook the Euro to become 
the second most-used currency 
in global trade finance after 
the US Dollar, according to 
interbank electronic payments 
operator SWIFT. 

“Obviously China is a big 
tick for the first bit,” says an 
investment banker. “And the 
second is a judgement call.”

The decision on whether 
to include the Yuan in the 
SDR basket is expected to be 
made as early as November. 
However the IMF will freeze its 
reserve currency basket until 
September 2016, giving markets 
time to adjust to any possible 
addition.

Jianguang Shen at Mizuho 
Securities is positive about the 
eventual outcome. “We believe 
the remaining restrictions 
on Renminbi convertibility 
and the government’s radical 
intervention in the stock 
market in July are unlikely to 
have a material impact on the 
decision,” he says. “We believe 
the extension gives China 
more leeway to comply with 
the IMF’s requirements and 
prepare for full inclusion in 
September 2016. We believe the 
time line is consistent with the 
government’s expectation.”

Tan at Nikko Asset 
Management is confident that 
whatever the decision of the 
IMF, the financial reforms 
in China and the growing 
internationalization of the 
currency will continue. “It 
all boils down to President 
Xi Jinping,” he says. “He can 
push through the reforms and 
potentially create another 
miracle similar to the 1970s 
under Deng Xiaoping and 
the 1990s under Jiang Zemin. 
Personally I think he wants to 
leave that legacy.” n
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RMB: Still in dilemma but might see some moderate depreciation  
RMB is facing a dilemma. Stronger RMB could hurt export and weaker RMB could cause 
capital outflows. For 2H15, we expect the PBoC to maintain the policy mix we called “stable 
currency + loose liquidity” this Jan (Don’t worry about RMB). 

Given weak export growth in 1H15, RMB could depreciate moderately against US$ to support 
exports in 2H. That said, with our current forecast on exports and imports, China’s trade 
surplus should rise to US$592bn in 2015 (vs. US$380bn in 2014), which is the largest trade 
surplus China (or any other country) has ever seen in history. As such, the room for further 
depreciation is limited.  

Meanwhile,  the room for further RMB appreciation is also limited, as the RMB has 
appreciated +22% against the Euro and +17% against the Yen in the past 12 months. As a 
result, China’s exports to EU and Japan dropped by 7% and 9% yoy in 2Q15.   

Trade: Export to accelerate moderately in 2H 

Due to the sluggish global economy in 1H15, China’s exports grew only 1.0% yoy in 1H15. 
The slowdown of exports in 1H not only happened in China but other countries such as Korea 
as well. In 2H things might get better on improved global growth. We expect China’s export 
growth to accelerate to 7% in 2H15. As such, export growth would reach 4% in 2015. 

The slowdown of imports in 1H15 was quite dramatic. The most important drag is slumping 
commodity prices since 2H14. For 1H15, imports dropped 15.7% yoy, and we expect imports 
to improve to +3.5% yoy in 2H15. As such, import growth would be -6% in 2015.  

Capital flows: Pressure is there but no need to panic 

Recently, the story of huge capital outflows (US$500-600bn in the past five quarters) from 
China caused market jitters. We believe the fear is overstated. According to our estimation, 
there has been US$313bn of capital outflows from China under the capital account in the past 
five quarters.  

Meanwhile, China ran a large surplus in the current account amounting to US$380bn. Net 
net, China still had positive money inflows during this period (=US$380-313bn) (What is 
China’s actual capital outflow?, 27 Jul 2015). 

That said, the pressure for capital outflows could linger as the Fed will likely hike this Sep. 
Given weak export growth in 1H, the PBoC might allow the RMB to depreciate modestly in 
2H, but sizable depreciation is not very likely due to liquidity concerns. 

Fig 27  Stronger RMB would hurt exports  Fig 28 Weaker RMB led to capital flows  

 

 

 
Source: CEIC, Macquarie Research, August 2015  Source: CEIC, Macquarie Research, August 2015 
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Stronger RNB Would Hurt Exports

Remy Briand

Managing director and 

global head of research

MSCI

“We have a 
strong interest 
in ensuring that 
remaining issues 
are addressed in 
an orderly and 
transparent way.”




