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Fixed-income market perspectives
The China syndrome

Chins and cammadities continue 1o unsettia the markets, The further and othar Asian cerstral banks {e g. Taswan, South Korea,

PBoC started to devalue its currency in mid-August. Whila the Japan) could respond with monetary easing and currency

adjustmeant so far may not ook that signdicant, it constitutes depreciation to maintain competitiveness. The resulting

both & monatarv-policy regime shift and an implict admession of  resurrection of deflation fears could cordinue to weigh on rates

slowar Chinesa aconomic growth, ower tha next faw waeks, jongar tarm tha curranay-inducad
growth effects should kick in. We remain long-tarm constructive

To better assass the importancs of the move it is helpful to on emearging markets and high-yigld, but would currently anly

contrast the physical and sconomic size of China with s asdd seleciively, for example m suro high-yieid.
relativaly low GDP per caphta (one seventh that of the LS., in
L1.5, dollar termisgl. This catch-up potential is important for giobai
growth and, in particulan, commodities. Extarnally, to undaerpin
itz global position, China also wants to establish the yuan as a
ey tradeng cumency, with the aim of reducing the emerging
markets’ dependence onthe US. dollar. it is theretors trying |i
to get the yuan included in the basket of currencies which i '
constitutes the IMF's Special Drawing Righes, Unti recentiy, ;h it
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China had long sean yuan stability as a way of gaining the |
recassary cradibilny and this might expiain s sttempts to 1
defand the value of the currency versus the LS, dollar in recem ;ﬁff“j ‘1? :
years. However, the resulting real appraciation of the yuan hurt 50 {3 1F
bioth exports and growth. I addition, defending the yuan ied to a oy EE
significant decrease in China's LS. dollar reserves in both 2014 ) #_J("‘,.ﬁ_; ? 1
and 2015 {see chart]. R p"
1@e NEM HOT IS oov aom 2o Foama Ele
China's new currency regime kills three birde with ona stona, {
First, it is & move towards a more market-orismed exchange-rate t
system, as desired by the IMF. Second, currency depreciation 5
halps export sectors, providing one way 1o reinvigorate growth 1K}
fn thie respect, it is not the ralstively small adjustment in the
currancy sofar but the potential further adjustmeant that mattars Defending the yuan against a strong U.S, dollar in the old
Finadly, it has haiped shiftad attantion away from Chena's equity- currency-pag system led to a fall in reserves in 2014 and
market intarventions. 20015 - although total reserves remain substantial,

The new regime has ted to “"risk-off” sentlment i the fixed-
income markets and significant moveas in Asian currencies

versus the U5, doflar, We hafieve that China might devalus

Past performancs iz not indicative of tuturs returns. Mo assurancs can be given that any forecast, investiment chiectives andfor
expeacied returms will be achieved. Allocations are subject to change withoul notice . Forecasts are basad on assumptions, astimates,
apinions and hypothatical modeis that may prove to ba ihcorrect. Investments come with risk. The vaive of an investmant can fall as
well 33 rige and your capital may ba at risk. You might not get back the amount onginatly Invested at any point in ima,
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