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The end of the blue?

Dec-2013

Market Review
In November, the A-share market had a v-shaped rebound, driven by the reform

commitment from the top leaders. The release of ‘the Decision’ document from the Third

Plenum spurred market sentiment and drove the market. SSE, SZSE, Small and Medium

Enterprises Board (‘SME’) and ChiNext indices were up by 3.68%, 6.71%, 4.76% and 10.63%

respectively. The government focus on national security helped defense, information security,

and 4G related stocks. Interest rate liberalization and expectations of tighter real estate

measures (though they might be shifted to the supply side this time) put banks and

properties under pressure.

The yield of 10Y treasury reached an 8 year high of 4.72% during the month and the liquidity

remained tight as the central bank PBoC aims to coerce financial institutions into

deleveraging. As a result, the bond market experienced considerable downturn across

different tenors and ratings.
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Comments on Key Events
IPO reform and resumption

 The CSRC issued new IPO guidelines on Nov 30, 2013 and expected to re-start stock

listing process in Jan 2014 after a 14-month suspension. 

 A total of 763 IPO cases are to be reviewed, 76% of which are for ChiNext and the SME.

50 companies are expected to list in Jan. The secondary market especially growth

stocks could be dampened as investors might see a selloff in order to participate in

the IPOs, since the first batch seems to attract the limelight. However, we believe the

PE ratios at IPO will be close to that of the secondary market. The issuers will not be

content with below-market valuation. Based on the historical data, IPO activities are

usually positively correlated with the stock market returns. For example, the M&A

volume vs the trade volume reached the highest in the bull market in 2006.

 The transition from an approval to a registration system is positive for the stock

market in the long run, as it is more similar to the practice of other major stock

markets in the world. Companies with great potential but lack near term profits can

access the capital market. 

 IPO resumption and introduction of preferred shares will benefit brokers’ equity
underwriting revenue. 

Pension Reform

 As of 1 Jan 2014, the government will implement the preferential deferred tax policy

regarding the individual income tax in enterprise annuity and occupational pension. 

 The current coverage and participation rate is low. As of the end of 2012, China’s

enterprise annuity assets amounts to CNY 482Bn, having grown at an annual rate of

25% since 2000. Nevertheless, this represents only 1% of the GDP while the US is

38%. 

 The short term impact to the stock market is limited and insurance companies could

be a benefactor. The total annuity assets of around CNY 500 Bn are still small, although

the contribution from individuals may grow. The policy does not change the tax benefit

to the enterprises which are the major contributors. The current assets for

occupational pension is merely around 10 Bn. A maximum of CNY 40 Bn will go to the

stock market if the pension providers invest the legal limit of 30% into stocks. The

potential for future growth is scalable but tax incentives need to be available to

commercial pension providers. Assuming the coverage can rise to 5% in 2020 from the 
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present 2% and wage income increases by 10% p.a., enterprise annuity is projected to

enjoy an accumulative growth rate of 30% to hit CNY 3.5 Tn by 2020. 

Environment

Air pollution takes the central stage recently as not only in the northern areas but also in the

Yangtz River delta. Over 20 provinces, 104 cities and towns are heavily polluted. Days with

dense smog in some big cities reached more than 30% of the time, and in several cities 50%.

Pollution Control or Environmental related stocks have rallied for more than 50% YTD.

Companies with a focus on providing solutions to address the root cause of pollutions, i.e.

automobile and coal emission, are worth paying extra attention. A change in the energy

consumption model will also help reducing the pollutions. Related areas include natural gas,

shale gas, clean energy such as solar energy, electric cars and equipment for coal-to-gas

substitute. Another direction is pollution control, including emission control, waste

treatments and sub-sector of de-nitrification.
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Market Outlook

We believe that the A-share stock market will fluctuate moderately within a narrow range

till the end of this year. Our view is based on following factors: The reform is coming to the

phase of laying-out details and implementing policies, different themes will continue to

dictate the stock market. Monetary policy will likely remain neutral to tight because of

deleveraging and managing accumulated risks of the local government and bank debts. The

bond yields are at high levels which could dampen stock market. In addition, IPO

resumption and expansion of the new third board put pressure on growth stocks’ valuation.

There will little change the stock market. With the PE of ChiNext already stands at 63X

(TTM) and is facing correction, low value blue chips are expected to undergo a process of

re-rating with catalysts from reform driven themes or industry consolidation.
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Disclaimer
Past performance is not a guarantee of future results. Any forecast, if there is any, contained
herein are for illustrative purposes only and are not to be relied on as investment related or
any other advice or as recommendation. Opinions, estimates, forecasts and statements of
financial market trends that are based on current market conditions constitute our judgment
and are subject to change without further notice. The information contained herein should
not be assumed to be accurate or complete. Information sources (including those from third
parties and related parties) in this material are considered reliable but you should conduct
your own verification of information contained herein. This material is not intended as an
offer, invitation, or solicitation for the purchase or sale of any securities or any financial
instruments. The views and strategies described herein may not be suitable for all investors.
References to specific securities, asset classes and financial markets, if there is any, are for
illustrative purposes only and are not intended to be, and should not be interpreted as
recommendations or investment, product, accounting, legal, tax or any other professional
advice. CIFM Asset Management (Hong Kong) Limited (“CIFMHK”) assumes no responsibility
or liability whatsoever to any person in respect of such matters. The view contained herein
does not necessarily reflect the opinions of any other group companies of CIFMHK.

This communication is for intended recipients only and not for further onward
communication or distribution. Investment involves risks. The value of investments and the
income from them may fall as well as rise and investors may not get back their full or any of
the amount invested. Intended recipients of this communication should make their own
investigation or evaluation or seek independent professional advice prior to making any
investment decision. It shall be the intended recipients’ sole responsibility to verify his/her
eligibility and to comply with all applicable local laws and regulatory regimes in receiving this
communication and in making any investment decision.

This document has been prepared and issued by CIFM HK but has NOT been reviewed by the
Hong Kong Securities and Futures Commission.

@2013 CIFM Asset Management (Hong Kong) Limited


