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MARKET INSIGHT

INVESTMENT THOUGHTS AFTER CPC
CENTRAL COMMITTEE MEETING
By Mansfield Mok, Senior Portfolio Manager of the New Capital China Equity Fund
and Claudia Ching, Senior Equity Analyst of the New Capital China Equity Fund

Fifth Plenary Session
The Fifth Plenary Session of the 18th CPC Central Committee running for a week was
concluded on 29th October 2015. The main purpose of the session was to discuss a new
Five-Year Plan covering the period 2016-20. It is the first Five-Year Plan launched by the
new leadership of President Xi.
The meeting was very encouraging and put emphasis on reform, in particular financial sector
reform. China’s persistence in pursuing reform is reflected by the below quote. The focus to
increase the GDP per capita to reach USD 10k will have a big implication on the “New
Consumption Sector”, supporting the structural change to a domestic consumption driven
economy. Investors should view it positively.
‘China will face pressure of keeping stable growth during the 13th five year. The only
solution lies in promoting reforms’ - Chi Fulin, director of the China (Hainan) Institute for
Reform and Development.

Key talking points
Solid GDP growth with rising
consumption
Financial sector reform
Globalisation and strengthened foreign
partnership
Innovation and reform

Beneficiaries
Insurance, tourism, healthcare, logistics

Potential inclusion of RMB into the SDR

Financials

Non-bank financials
Industrials, communication services, logistics,
ports
Industrials, telecom, communication services

Source: New Capital China Equity Research
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A) Targeting growth of around 6.5% over the next five years
The government has laid out a target of 6.5% GDP growth p.a. over the next five years, and
to double the income per capita for the country to reach USD 10,000 by 2020. The
government also aims to bring 70 million rural people out of poverty by 2020.

Figure 1: China disposable income per capita (CNY)
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Source: www.tradingeconomics.com, National Bureau of Statistics

As structural reforms take effect and new engines of growth are cultivated, China will sustain
its domestic growth. Previous drivers of China's growth, including exports and investment,
are now overshadowed by consumption which contributed 58.4% of China's growth in the
first three quarters of 2015. Looking forward, China is transforming into a higher income
country by implementing 1) minimum wage increase and 2) Hukou reform with an aim to
raise the current urbanisation rate from 55% to ultimately 70%. Given this trend, the
domestic consumption pattern is expected to evolve – with more focus on improving quality
of life and wealth management. In addition, the Government has issued more favorable
policies to support low income groups, such as lifting the social safety net by increasing
insurance coverage and carrying out pension scheme reform.
Our investment team believes that the next five years will be an era of ‘New Consumption’
demand, which includes tourism, health care services, as well as insurance or wealth
management products/services where penetration rates remain low. Despite the euphoria
about the lifting of “one-child” policy, we do not consider milk makers or other related
consumer plays attractive because of the already intense competition and their high
valuations.
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13th Five-Year Plan proposal
GDP per capita to reach USD 10K by
2020

Our exposure
Tourism - China Travel
Insurance - China Taiping, New China Life
Airports
Logistics
Healthcare

B) Financial sector reform
China has made significant progress in financial sector reform in the past few years. In
August this year, authorities surprised the market by changing the fixing mechanism for the
central parity rate of the renminbi (RMB) to better reflect market forces. China also allows
currency deposit rates to be freely set in its new Shanghai Free Trade Zone (FTZ). In late
October, the People's Bank of China (PBOC) removed the cap on deposit rates – a critical
step in reaching full interest rate liberalisation.

Figure 2: PBOC policy lending rates

Figure 3: PBOC policy deposit rates

Source: PBoC, DBS Research

Looking ahead, our investment team believes that there will be more headwinds for Chinese
banks in view of the gradual squeeze in net interest margins (NIM) and slowing loans growth.
Our view on the banking sector is supported by:
I.

II.

The full liberalisation of deposit rates should eventually lead to competition for
deposits. This will lead to lower NIM as banks are not quick enough to expand their
business to the small and medium-sized enterprise (SME) sector of high margin
loans.
With the development of a capital market in China, corporates have more channels to
raise debt. Loan growth for banks is therefore likely to decelerate.
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Our team believes that the reforms will be very positive for the financial system in China as
the development of a capital market will help resolve the “asset-liability” mismatch of
infrastructure related lending in the banking system. In addition, it will speed up some
development of infrastructure and alternative energy segments. To illustrate this, during the
CPC meeting, “Green Financing” was one of the major topics. Investors expect that China’s
green bond market could grow 10-fold to reach USD 1 trillion by 2020 as Beijing is expected
to roll out regulations related to its development.
Fiscal reform is also one of the important topics. Responsibilities of the Central Government
and other authorities will be strengthened to improve allocation of their income. These
measures should help local governments to finance infrastructure projects and companies
should benefit as a result, for example cement producers.
In regards to our financial sector exposure, we have zero allocation to Chinese banks in view
of the economic headwinds, and we prefer non-bank financials such as life insurance,
leasing companies and asset managers for their better growth potential.

13th Five-Year Plan proposal
Financial reform

Our exposure
Insurance - China Taiping, New China Life
Asset manager - China Everbright
Leasing company

C) Improvements in foreign relationships
Contrary to the international disputes in the past months, we have seen a big improvement
in relationships between China and other major countries and more cross-border deals/cooperations have been announced. This will lend support to investor sentiment.

Visit date
22-28 Sep

Country and
Leader

Key highlights

US - President
Obama

Announced a “One Million Strong” initiative that aims to have a
million American students learning Mandarin by 2020.
Boeing Co. landed an order for 300 jetliners, worth US$38b from
Chinese carriers and lessors .

21-24 Oct

UK - Governor
Cameron

Chinese firm said to invest USD 9 billion in a new British nuclear
plant.
First currency swap agreement between Beijing and London.
Banks in the UK getting awarded with the first RMB RQFII (a
qualified investor scheme) quota outside of Asia.

29-30 Oct

Germany Chancellor

Signed 13 cooperation agreements - including a deal for China to
buy 130 aircraft from Airbus.
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29-30 Oct

Merkel

The two countries will set up their first offshore exchange for
RMB-denominated financial instruments

Japan - Prime
Minister Abe
South Korea President Park

Resume talks on joint agreement for exploring and developing
hydrocarbon resources in the East China Sea.
Japan is ready to further boost bilateral cooperation in finance,
energy conservation, environmental protection and other sectors
Work towards the conclusion of a 16-nation free trade area as well
as a separate three-way free trade deal .
The agreement will pave the way for the broader Regional
Comprehensive Economic Partnership.

3-4 Nov

France President
Hollande

17 documents were signed to enhance cooperation in areas
including nuclear energy, aerospace and electricity.
China's State-Owned Enterprises (SOE) power companies have
signed agreements to boost ties in nuclear energy and electricity
cooperation.
China's leading online-shipping platform signed an agreement on
intelligent logistic cooperation.
Work more closely with China to win joint projects in Central Asia
and the Middle East, seeking to support the Silk Road project.

07-Nov

Taiwan President Ma

Speculate that one of the key topics is the opening of a integrated
circuit (IC) sector by Taiwan government.

Source: EFG Asset Management

D) Globalisation and One Belt One Road
China continues to open up to the world and participate more in global governance and
foreign trades. With an open mind and pragmatic approach, the country will attract more
foreign investors and partners. China will further promote the One Belt One Road initiative
by enhancing cooperation with countries and regions along the route, and participate in
global industrial and equipment manufacturing cooperation.
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Figure 4: Silk Road Economic Belt and Maritime Silk Road

Source: xinhuanet.com, Barclays Research

13th Five-Year Plan proposal
One Belt One Road

Our exposure
Logistics - Shenzhen International, Sinotrans
Ports
Airports
Cement

E) Reform policy covers both new and old economies
Old Economies
Competition to be further improved in national monopoly sectors –
A. Telecom sector:
The establishment of a tower sharing company in China is a good example. Tower
sharing may help China Unicom (CU) and China Telecom (CT) in narrowing the
coverage gap versus China Mobile (CM), giving them potential access to CM's
towers. CU enjoys the highest hidden tower value as a percentage of market
capitalisation. The spin-off of a tower company would create meaningful valuation
upside potential.
B. Waste water treatment sector:
The strictest management system for water resources is to be implemented and a
national monitoring system established for groundwater.
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13th Five-Year Plan proposal

Our exposure

Industry reform

Telecom - China Unicom, China Telecom
Independent power producers (IPP)
Waste water treatment

New Economies
Expand cyber-economy and implement ‘Internet Plus’ plan –
Network speed is to be increased and fees lowered, along with support for innovation in
cyberspace of related industries, business methods, supply chains and logistics chains. We
favour undervalued logistic plays to the expensive internet platform companies.
13th Five-Year Plan proposal

Our exposure

Cyber-economy development

Telecom - China Unicom, China Telecom
Telecom equipment manufacturer – ZTE Corp
Logistics - Shenzhen International, Sinotrans

F) Innovation and reform seen as keys to development
During the CPC meeting, innovation and scientific development are mentioned as keys to
continued development. This will be a continuation of current efforts and involves more
investments in small businesses and entrepreneurship, and creating more efficiency in
State-Owned Enterprises (SOEs) through reform. A rapid rebalancing between sectors is
taking place with: 1) much more service sector growth and 2) rebalancing within the
industrial sector away from the old heavy industry towards more high-tech industry, securing
an up- move in the value chain. ZTE Corporation is a good example which expands into the
telecommunication equipment sector. In addition:




China Telecom co-operating with the Guangdong provincial government will start a
trial operation to deploy a 5G mobile telecommunications network in Guangdong and
set up a world-class internet data center and cloud computing centre. Chinese
innovation in communications, e-commerce and software holds enormous potential
to boost the nation’s competitiveness and spur new mobile-specific industries.
In order to move up the value chain, China has evolved from relatively commoditised
manufacturing and lower-skilled assembly to a more innovation-based economy. To
illustrate, the first Chinese-built large passenger plane made its debut in early
November. The development of China’s first large passenger jet has huge symbolic
value as Chinese manufactures are now able to compete with the leading
international peers.
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G) Potential inclusion of RMB into the SDR currency basket
As we discussed earlier, there is a high chance of RMB inclusion in the International
Monetary Fund’s (IMF) Special Drawing Rights (SDR) currency basket during the next
meeting in November. China's recent reforms have paved the way for RMB to meet the SDR
basket requirements. Over the past months, China has continued to push ahead with capital
account liberalisation and the internationalisation of RMB. The PBOC opened the onshore
inter-bank forex market to foreign central banks, sovereign wealth funds and multilateral
financial institutions on September 30, to address the technical issues relating to hedging
RMB-denominated exposure. Earlier in October, the first phase of the China international
payment system was launched in Shanghai. In addition, China has opened its inter-bank
bond market and forex market to overseas financial institutions, and has freed the RMB
exchange rate through changes to the central parity rate mechanism.
The SDR inclusion will grant RMB international reserve currency status, attracting inflows
from sovereign funds to RMB denominated bonds and equities. In addition, MSCI will also
speed up the inclusion of the China A-Shares into the MSCI Emerging Market Index, with
China’s weighting increasing from around 25% to around 37% as per earlier estimates in
June. The expected inflow from the countries reserve monies, and the potential portfolio
inflow due to increase in China’s weighting in the benchmark, should facilitate the corporate
reform of SOEs via privatisation and bond issuance, further strengthening the capital market
development.

Market Outlook
We maintain our constructive view on China. The recent full liberalisation of deposit rate
confirms China’s persistent effort to implement reforms which is the major driving force for
the re-rating of the Chinese equity market. The highlights of the proposals in the 13th Five
Year Plan is also very encouraging with an aim to boost domestic consumption supported by
a rising urbanisation rate, a rising minimum wage and an increasing social safety-net. With
China’s effort to open its capital account, its capital market will see fast development. If RMB
is included in the IMF’s SDR basket, this will speed up the capital market development even
further as China’s A-Shares will also be included in the MSCI Global Emerging Market Index,
pushing China’s weighting from around 25% to ultimately 37%. The resultant increase in
portfolio inflow will facilitate SOE reform which includes privatisation and industry
consolidation. SOE reform play is a major driver for the Fund given its better risk reward
characteristics.
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Chart: Top 10 Holdings as at end of October 2015
Holding

%

Nature of Business

Sinotrans Ltd - H Share

6.21

An SOE reform candidate in logistic sector

China Taiping Insurance Holdings Co
Ltd

5.92

One of the largest life insurance companies in
China

New China Life Insurance Co Ltd – H
Share

5.50

One of the largest life insurance companies in
China

China Telecom Corp Ltd - H Share

5.49

A telecom leader benefits from reform of telecom
industry

China Unicom (HK) Ltd

5.38

A red chip benefits from reform of telecom industry

China Travel International Investment
HK Ltd

4.84

An investment holding company, offering tourism
and travel agency services

China Everbright Ltd

4.77

A China Fund Manager and an SOE reform
candidate

Shenzhen International Holdings Ltd

4.27

A logistic infrastructure play

ZTE Corp - H Share

4.21

A telecom equipment maker

China Petroleum & Chemical Corp H Share

4.17

An attractive refinery play
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Note: Past performance is not necessarily a guide to the future. Returns may increase or decrease as a result of currency
fluctuations. Performance is net of fees. Please refer to the Prospectus for further information on this Fund and prior to any
subscription.
Sources: New Capital Fund Management, Bloomberg. Unless otherwise stated all data as of 25 August 2015.
This document does not constitute and shall not be construed as a prospectus, public offering or placement of, nor a recommendation
to buy, sell, hold or solicit, any investment, security, other financial instrument or other product or service. It is not intended to be a final
representation of the terms and conditions of any investment, security, other financial instrument or other product or service. This
document is for general information only and is not intended as investment advice or any other specific recommendation as to any
particular course of action or inaction. The information in this document does not take into account the specific investment objectives,
financial situation, tax situation or particular needs of the recipient. You should seek your own professional advice (including tax advice)
suitable to your particular circumstances prior to making any investment or if you are in doubt as to the information in this document.
This document contains material that may be interpreted in the country in which this document has been communicated as a financial
promotion and/or advertisement in relation to investment services, securities or other investments. Accordingly, the information in this
document is only intended to be viewed by persons who fall outside the scope of any law that seeks to regulate financial promotions
and/or advertisements in the country of your residence or in the country in which this document has been communicated. If you are
uncertain about your position under the laws of the country in which this document has been communicated then you should seek
clarification by obtaining legal advice.
Although information in this document has been obtained from sources believed to be reliable, no member of the EFG group represents
or warrants its accuracy, and such information and/or investment research may be inaccurate, incomplete or condensed. Any opinions
in this document are subject to change without notice. This document may contain personal opinions which do not necessarily reflect
the position of any member of the EFG group. To the fullest extent permissible by law, no member of the EFG group shall be
responsible for the consequences of any errors or omissions herein, or reliance upon any opinion or statement contained herein, and
each member of the EFG group expressly disclaims any liability, including (without limitation) liability for incidental or consequential
damages, arising from the same or resulting from any action or inaction on the part of the recipient in reliance on this document.
The value of investments and the income derived from them can fall as well as rise, and any reference to past performance is no
indicator of current or future performance. Any past performance data for collective investment schemes may not take account of the
commissions and costs incurred on the issue and redemption of shares. Income from an investment may fluctuate. Investment products
may be subject to investment risks involving, but not limited to, possible loss of all or part of the principal invested. The risk of loss from
investing in commodity and financial futures, foreign exchange contract securities, warrants and index contracts and options can be
substantial.
The publication or availability of this document in any jurisdiction or country may be contrary to local law or regulation and persons who
come into possession of this document should inform themselves of and observe any restrictions. No distribution of this information to
anyone other than the designated recipient is intended or authorized. This document may not be reproduced, disclosed or distributed (in
whole or in part) to any other person without prior written permission from an authorised member of the EFG group.
The information contained in this document is merely a brief summary of key aspects of the New Capital UCITS Fund plc (the “Fund”).
More complete information on the Fund can be found in the prospectus or key investor information document, and the most recent
audited annual report and the most recent semi-annual report. These documents constitute the sole binding basis for the purchase of
Fund units. Copies of these documents are available free of charge and may be obtained at the registered office of the Fund at
George’s Court, 54-62 Townsend Street, Dublin 2, Ireland; in the United Kingdom from the facilities agent EFG Asset Management (UK)
Limited (“EFGAM”), Leconfield House, Curzon Street, London W1J 5JB, United Kingdom; in Germany from the German information
agent, HSBC Trinkaus & Burkhardt AG, Königsallee 21/23, 40212 Düsseldorf, Germany; in France from the French centralizing agent,
Societe Generale, 29, boulevard Haussmann – 75009 Paris, France; in Luxembourg from the Luxembourg paying agent, HSBC
Securities Services (Luxembourg) S.A., 16 boulevard d’Avranches, L-1160 Luxembourg, R.C.S. Luxembourg, B28531; in Austria from
the Austrian paying and information agent, Erste Bank der oesterreichischen Sparkasse AG Graben 21, 1010 Vienna, Austria; in
Sweden from the Swedish paying agent, MFEX Mutual Funds Exchange AB, Linnégatan 9-11, 11 447 Stockholm, Sweden; and in
Switzerland from the Swiss representative, CACEIS (Switzerland) SA, Chemin de Précossy 7-9, CH-1260 Nyon and the paying agent,
EFG Bank AG, Bleicherweg 8, 8022 Zurich.
Hong Kong
This document does not constitute an offer, solicitation or invitation, publicity or any other advice or recommendation. The information
contained within this document has been obtained from sources believed to be reliable and accurate at the time of issue but no
representation or warranty, expressed or implied, is made as to the fairness, accuracy or completeness of the information. Investment
involves risk. Past performance is not indicative of future results. Before making any investment decision to invest in the Fund, you
should read the Hong Kong offering documents and especially the risk factors therein. An investment in the Fund may not be suitable
for everyone. If you are in any doubt about the contents of this document, you should consult your stockbroker, bank manager, solicitor,
accountant or other financial adviser for independent professional advice.
This document is issued by EFG Asset Management (Hong Kong) Limited and has not been reviewed by the Securities and Futures
Commission (“SFC”) in Hong Kong. The SFC takes no responsibility for the contents of this statement and makes no representation as
to its accuracy or completeness.
Singapore
The Fund is not authorised or recognised by the Monetary Authority of Singapore (the “MAS”) and the Shares are not allowed to be
offered to the Singapore retail public. Moreover, this document, and any other document or material issued in connection with the offer
or sale is not a prospectus as defined in the SFA. Accordingly, statutory liability under the Securities and Futures Act, Chapter 289 of
Singapore (“SFA”) in relation to the content of prospectuses would not apply. You should consider carefully whether the investment is
suitable for you.
This document has not been registered as a prospectus by the MAS, and the offer of the Shares is made pursuant to the exemptions
under Sections 304 and 305 of the SFA. Accordingly, the Shares may not be offered or sold, nor may the Shares be the subject of an
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invitation for subscription or purchase, nor may this document or any other document or material in connection with the offer or sale, or
invitation for subscription or purchase of the Shares be circulated or distributed, whether directly or indirectly, to any person in
Singapore other than under exemptions provided in the SFA for offers made (a) to an institutional investor (as defined in Section 4A of
the SFA) pursuant to Section 304 of the SFA, (b) to a relevant person (as defined in Section 305(5) of the SFA), or any person pursuant
to an offer referred to in Section 305(2) of the SFA, and in accordance with the conditions specified in Section 305 of the SFA or (c)
otherwise pursuant to, and in accordance with, the conditions of any other applicable provision of the SFA.
Where the Shares are acquired by persons who are relevant persons specified in Section 305A of the SFA, namely:
a) a corporation (which is not an accredited investor (as defined in Section 4A of the SFA) the sole business of which is to hold
investments and the entire share capital of which is owned by one or more individuals, each of whom is an accredited investor; or
b) a trust (where the trustee is not an accredited investor) whose sole purpose is to hold investments and each beneficiary of the trust is
an individual who is an accredited investor,
the shares, debentures and units of shares and debentures of that corporation or the beneficiaries’ rights and interest (howsoever
described) in that trust shall not be transferred within six months after that corporation or that trust has acquired the Shares pursuant to
an offer made under Section 305 of the SFA except:
1. to an institutional investor or to a relevant person as defined in Section 305(5) of the SFA, or which arises from an offer referred to in
Section 275(1A) of the SFA (in the case of that corporation) or Section 305A(3)(i)(B) of the SFA (in the case of that trust);
2. where no consideration is or will be given for the transfer; or
3. where the transfer is by operation of law.
The offer, holding and subsequent transfer of Shares are subject to restrictions and conditions under the SFA. You should consider
carefully whether you are permitted (under the SFA and any laws or regulations applicable to you) to make an investment in the Shares
and whether any such investment is suitable for you and you should consult your legal or professional advisor if in doubt.
This document has been produced by EFG Asset Management (UK) Limited for use by the EFG group and the worldwide subsidiaries
and affiliates within the EFG group. EFG Asset Management (UK) Limited is authorised and regulated by the UK Financial Conduct
Authority, registered no. 7389746. Registered address: EFG Asset Management (UK) Limited, Leconfield House, Curzon Street,
London W1J 5JB, United Kingdom, telephone +44 (0)20 7491 9111.
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