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Since the beginning of the year, China has subjected the world to an uncertainty that has accelerated the fall in
commodity prices and the decline in stock market indices. This uncertainty now threatens to spread to the real
economy with the first signs of stagnation in the United States.
When President Xi Jinping rose to power in November 2013, his
programme included three major objectives:
1/ giving markets a key role in the allocation of resources, thereby
opening up the country to the world and in particular leading to the
liberalisation of financial and foreign exchange markets
2/ combating overinvestment and redirecting Chinese domestic
demand towards consumption and services
3/ focusing government action on sovereign functions, including in
particular the supervision of society, reforming the country’s political
and economic institutions, and the fight against corruption in all its
forms.
Two years later, the International Monetary Fund announced that the
renminbi was eligible to join – on 1 October 2016 – the elite
basket of currencies that make up the Special Drawing Rights
(SDR). As such, the Chinese currency will become the fifth global
reserve currency, along with the U.S. dollar, the euro, the British
pound and the Japanese yen. This success was hard won, after the
IMF stressed in the summer of 2015 the extensive progress still
required to reach this objective.
In its efforts towards the liberalisation of its currency to gain inclusion
in the SDR basket, however, the Chinese government seems to have
triggered a chain reaction that it appears to have considerable
difficulty in controlling. One of the highlights of this reaction was the
mini-devaluation of the yuan in August 2015: it spread to the rest of
the world the financial earthquake that the Middle Kingdom was and is
still going through.
The most visible component of these upheavals is clearly the
tumbling equity markets, which mirrors events in Shanghai, where
the SSE index went from 5166 in June 2015 to 2655 at end-January
2016, i.e. a 47% decline.
Such a fall is on par with the even greater rise recorded over the 12
previous months when the same index went from 2005 in June 2014
to 5166 13 months later. However, as demonstrated by the chart
below on asset prices in China, the property sector played a major
role in maintaining and spreading high volatility in these asset prices.
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This sector long reflected the overinvestment that characterised the
Chinese economy for several years. It must be said that the rural
migration phenomenon puts huge strain on real estate to the extent
that, between 2007 and 2015, more than 100 million people migrated
towards the cities. Apart from short respites, new housing prices in
China experienced very high average growth rates, feeding
overinvestment and weakening the country’s financial equilibrium. For
several years, this indicator dominated
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the conduct of monetary policy and symbolised the fight against
speculation, leading to increasingly violent stop-and-go phenomena:
in 2015, property prices declined significantly, leading to sharp
increases in non-performing loans in bank balance sheets, and
redirecting savings towards equity markets which more than doubled
as a result between June 2014 and June 2015.
Lastly, the fight against corruption – the third component of a
burgeoning upheaval – reached unprecedented levels since the
election of Xi Jinping. The very official China Daily made a list of
336,000 people who were convicted on corruption charges in 2015,
54,000 Chinese officials who were indicted on the same charges, and
90 people in central government who suffered the same fate.
At a time when the government was liberalising capital movements,
this was too good for domestic savers to diversify and secure their
investments: the country was then subjected to a sharp increase in
capital outflows, especially from the second half of the year,
speeding up the devaluation of the yuan, which lost more than 3% in
two days, going from 6.2 to 6.4 RMB/USD. At the beginning of the
five-year period, it was worth 6.05. Today, the slide continues and the
parity of the Chinese currency totals 6.60, i.e. a drop of nearly 10%
overall.
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Accordingly, nearly 1000 billion dollars have left the country, leading
the central bank to take significant action, both to support its currency
and to offset the shortage of liquidity on the domestic market.
The Western economic and financial world is clearly looking at China
to find direction. However, in the first analysis, the country’s economic
data are not good, with whole sections of the industry literally at a
standstill: construction, energy, etc. Public deficits are growing, and
overall debt is reaching worrying levels. However, three factors
suggest the worst is probably not certain.
First of all, the country benefits from negative elasticity in its trade
with foreign countries: the weaker domestic demand gets, the more
the trade surplus increases. Thanks to this phenomenon, the country
reached growth levels of 6.9% in 2015.
Secondly, consumption seems poised for a recovery with dynamic
retail sales. The latter represents one of the keys of the government’s
economic policy.
Lastly, the October 2016 deadline and the yuan’s entry into the SDR
basket require the central bank to closely monitor its currency.
Expectations of a further devaluation are therefore likely to be
misplaced.
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About Advisors & Partners:

Advisors & Partners LLP (A&P) is an independent company providing financial, advisory and business development services to institutional
investors, asset managers and financial institutions. The company's range of services caters for investors who want access to innovative
alternative investment solutions across financial & real assets with a focus on capital preservation and risk management. Other services include
manager research, sourcing and selection, managed account solutions, portfolio construction and deal sourcing on financial and real/tangible
assets. The firm provides asset managers with access to the investor community via the A&P dedicated distribution network.

For further information about Advisors & Partners and our services, please see our website at www.advisorsandpartners.co.uk

Disclaimer: This electronic communication (this Document) and its contents are intended for the recipient only and may contain confidential,
non-public and/or privileged information. If you have received this electronic communication in error, do not read, duplicate or distribute. Please
advise the sender immediately and delete it from your system (if permitted by law). This Document is only directed at Swiss qualified
investors, professional clients and eligible counterparties and the services or investments referred to in this Document are only
available to Swiss qualified investors, professional clients and eligible counterparties. Retail clients should not rely on the information
herein. Advisors & Partners makes no representation or warranty that the information contained herein is accurate, complete, fair or correct or
that any transaction is appropriate for any person and it should not be relied on as such. All information is subject to change without notice.
Nothing herein shall be construed as a recommendation or solicitation to purchase or sell any financial product or security or as an official
confirmation of any transaction. The information in the Document has been compiled and obtained from sources believed to be reliable, but A&P
does not represent or warrant that it is accurate and complete or that any transaction is appropriate for any person and it should not be relied on
as such. Any information concerning the performance track record of any financial product is given purely as a matter of information and without
legal liability, representations or warranties on the part of A&P. Any decision by an investor to offer to buy or otherwise deal in any of the
securities herein should be made only on the basis of the information contained in the relevant offering memorandum, prospectus, and/or
subscription document, as applicable, of the relevant financial product (the "Offering Documents"). The Document does not therefore include
sufficient information required to make an investment decision. This communication is for information purposes only. Any market or other views
expressed herein are those of the author and or the sender only as of the date indicated and not necessarily those of Advisors & Partners. Emails may not be secure or error free and information could be lost, destroyed, incomplete, delayed, altered, intercepted, corrupted or fail to be
delivered. Advisors & Partners makes no representation that this e-mail or any attachments are free of computer virus or other defects or
inherent risks and accepts no responsibility for any loss or damage or liability of any kind arising there from. Advisors & Partners reserves the
right to retain all messages. Advisors & Partners refers to Advisors & Partners LLP and its affiliates. Any financial product and/or any other
securities mentioned in the Document may not be eligible for sale in some states or countries.

THIS BRIEF STATEMENT DOES NOT DISCLOSE ALL OF THE RISKS OF AN INVESTMENT IN THE RELEVANT FINANCIAL PRODUCT.

Additional information for Swiss investors. This Document is only directed at Swiss qualified investors, and the services or investments
referred to in this Document are only available to Swiss qualified investors. Retail clients should not rely on the information herein.
This document may only be distributed in or from Switzerland only to qualified investors within the meaning of Art. 10 Para. 3, 3bis and 3ter
CISA. The representative of the Company in Switzerland (the “Representative in Switzerland”) is Société Générale, Paris, Zurich Branch,
Talacker 50, 8001 Zurich. The paying agent (“Paying Agent”) of the Company in Switzerland is Société Générale, Paris, Zurich Branch, Talacker
50, 8001 Zurich. The Prospectus or Memorandum, Key Investor Information Documents, Memorandum and Articles of Association as well as the
annual and semi-annual reports may be obtained free of charge from the Representative in Switzerland. In respect of the Shares/Units
distributed in Switzerland, the place of performance and jurisdiction is at the registered office of the Representative in Switzerland.

Advisors & Partners LLP is an appointed representative of Laven Advisors LLP, which is authorised and regulated by the Financial Conduct
Authority. Advisors & Partners LLP is incorporated in England and Wales (No. OC368708), with registered office address at 16 Old Bailey
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