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The Fed, China, Commodities and Global Growth 
2015 − A Year of Changes in Direction?  

 

There are no guarantees when making predictions but it might just happen that 2015 was the year that 
signaled either the end or the beginning of some important long-term investment trends. Is it possible 
that 2015 was the end of the decline in interest rates, a trend that has been with us for 35 years? Is it 
possible that China has turned the corner from an export driven economy to an economy driven by its 
own internal consumption, much like the United Sates, only bigger? Is it possible that China’s economy 
will be the primary driver of global economic growth? Is it possible that we could be in a period of 
“lower for longer” when discussing oil and commodities due to changes in technology? 
 
INTEREST RATES − In 2015 we saw the Federal Reserve Bank raise the Fed funds rate for the first 
time in nine years, possibly leading to a welcome respite from the low interest environment that 
investors have had to deal with during that period. Could we finally be coming to an end of the trend 
that began way back in 1981 (as detailed in the chart of the 10 year Treasury Note yield)? 

 
Without getting too complex, the Federal Reserve Bank 
can only control short-term interest rates through its use 
of the Fed funds rate. The Fed funds rate is the interest 
rate at which banks and other depository institutions lend 
money to each other, usually on an overnight basis. The 
Federal funds rate is used to control the supply of 
available funds and, hence, inflation and other interest 
rates. Raising the rate makes it more expensive for banks 
to borrow.  That lowers the supply of available money, 
which increases short-term interest rates. 
 
While the Fed sets short-term rates, markets set all other 

rates based on supply and demand. Here is where it gets interesting, as various factors make any 
prediction unsure. We continue to have a rising federal budget deficit.  We have new banking 
regulations in place that put limits on risky lending practices.  We have an aging population possibly 
tiring of the gyrations of the stock market. And we have corporate balance sheets that are as strong as 
they have been in the last 30 years, reducing the need for future borrowing. CFOs have also had ample 
time to tap the debt markets and put in place long-term financing at these low rates. Conflicting trends 
make it hard to call if long-term rates will go higher or if we will stay at theses low levels for longer. 
 
CHINA – Could this be the beginning of a long-term trend where China becomes a bigger and more 
dominate player in the global economy? In 2015 we saw a number of events that lead us to believe that 
we are at a turning point for the global economy and how it reacts to and interacts with China. Events in 
China became a main topic of discussion during the course of the year for the global currency, 
commodities and equity markets. It also became a central part of the discussion surrounding global 
climate change and economic realities of improving air quality in China. (Over) 



2015 − A Year of Changes in Direction? (Continued) 
  

In November we saw the International Monetary Fund (IMF) announce that it will include the Chinese yuan 
in their basket of reserve currencies starting in October 2016, which was a very big deal in the currency 
markets. If the bigger stage for the Chinese currency doesn’t convince you how important China is to the 
future of the global economy then look to the commodity markets. Slower economic growth in China 
caused commodity markets to crumble, everything from basic metals like copper and iron ore to finished 
products like steel.   

 
Also, for the first time in 2015, the consumer and 
services component became a larger part of the 
Chinese economy than manufacturing and 
agriculture. (Chart on left) According to Andy 
Rothman of Matthews International, China has 
become the world’s best consumption story and a 
driver of future global growth. (See Mr. Rothman’s 
full report in the Buena Vista website)  
 
 

OIL – 2015 was quite the year for one of the most necessary commodities on the planet. The question is, 
what will happen to the price of oil in 2016 after dropping over 60% in 2015? Once again, not an easy 
question to answer. We know that changes in technology have fueled an oil renaissance here in the US with 

oil production rising over 19% since 2013. We also 
know that battery and solar technologies are 
improving. 
 
Is there really a glut of oil or just a market over- 
reaction? If oil storage facilities are really full, as 
some have indicated, where does new supply go?  
What happens if the Saudis decide to cut back 
production or there is a flare-up of Middle East 
tension? Commodities markets are always volatile 
but with oil demand/consumption within 2% of 
each other, will we see a price increase in 2016?  

 
Lots of interesting questions as we head into 2016 and none of them have easy answers. From where we sit 
we are seeing one of the widest divergences of opinion from “market experts” that we have seen in many 
years. For now all of our indicators are negative and so for now we remain defensive. 
 

For additional supporting data on this newsletter please see the “Communications” section of the  
Buena Vista Investment Management website. 

 

BUENA VISTA INVESTMENT MANAGEMENT LLC 
LONG-TERM MARKET INDICATORS 

 

Buena Vista Conservative Buy/Sell Discipline:  Negative (turned negative – 11/2015) 
Leuthold Major Trend Index: Negative (turned negative – 12/2015) 
InvesTech Negative Leadership Composite: Negative (turned negative – 7/2015) 
S&P 500 Stock Index: 2,043.94 -0.73(% thru 12-31-15) 
MSCI World Market Index: 1,662.79 (-2.74% thru 12-31-15) 
 

Important Disclosure – The performance numbers contained on this page are provided for informational purposes only.  Contact Buena Vista Investment 
Management LLC for more specific information concerning performance and market data. Do not rely on this information to make investments. 
 

BUENA VISTA INVESTMENT MANAGEMENT LLC          P.O. Box 1206 Wisconsin Rapids, WI 54495-1206    
715-422-0700         buenavista@buenavistainv.com 
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Source: J.P. Morgan Asset Management, (Top and bottom left) EIA, (Right) FactSet, (Bottom left) Baker Hughes. 
U.S. crude oil inventories include the Strategic Petroleum Reserve. Brent crude prices are monthly averages in USD using global spot ICE prices. 
Active rig count includes both natural gas and oil rigs.
*Forecasts are from the September 2015 EIA Short-Term Energy Outlook and start in 2015. 

Guide to the Markets – U.S. Data are as of September 30, 2015.
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Change in production and consumption of oil
Production, consumption and inventories, millions of barrels per day

Sep. 2015: 
$47.60

Jun. 2008: 
$140.91

Dec. 2008: 
$39.53

Jun. 2014: 
$113.50

Price of oil
Brent crude, nominal prices, USD/barrel

U.S. crude oil inventories and rig count
Million barrels, number of active rigs

Inventories (incl. SPR) Active rigs

2013 2014 2015* 2016*
Growth 

since 2013
Production
U.S. 12.4 14.1 14.8 14.7 19.3%
OPEC 36.4 36.4 37.3 37.6 3.3%

Global 91.1 93.4 95.7 96.0 5.5%
Consumption
U.S. 19.0 19.1 19.4 19.6 3.2%
China 10.5 10.9 11.1 11.4 8.9%

Global 91.3 92.5 93.6 94.9 4.0%
Inventory Change -0.2 0.9 2.1 1.1
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Disclosures  
The strategic investment tools listed below are used by Buena Vista Investment Management to assist in its investment process. The 
tools are primarily used in the formulation of asset allocation decisions relating to the allocation between equity investments and 
risk free money market investments. The tools are focused on intermediate to long‐term market trends and do not forecast short‐
term movements. Do not rely on these tools to make investment decisions. 
 

December 24, 2015 
 

   
 
 
The index status is considered to be positive, neutral or negative based on its underlying components.   
A reading above 1.05 is considered positive, between 0.95 and 1.05 is considered neutral and a reading below 0.95 is negative. 
The Leuthold Major Trend Index is considered by Buena Vista Investment Management to be a leading indicator. 
 

 
 
 
 

The Composite has two components:  
1) Selling Vacuum (Bullish) ‐ A reading of +20 is considered very bullish and may signal the start of a new bull market. Readings of above 
zero signals an ongoing bullish stock environment; and 2) Distribution (Bearish) ‐ A reading below zero is considered to be bearish. The 
Investech Negative Leadership Composite is considered by Buena Vista Investment Management to be a leading indicator. 
 
 
 
 
 
The Buena Vista Conservative Buy/Sell Discipline utilizes the 300 day moving average of the S&P 500 stock index as a trigger for long‐
term buy and sell decisions. The discipline is either Bullish or Bearish depending on the relationship of the moving average and the 
index. The Buena Vista Conservative Buy/Sell Discipline is considered by Buena Vista Investment Management to be a lagging 
indicator. 

 

Leuthold Major Trend Index  Neutral  0.89 (as of Dec3mber 18th)   

Investech Negative Leadership Composite  Negative    Selling Vacuum   +0   Bearish Distribution ‐100 

Buena Vista Conservative Buy/Sell Discipline  Negative  5 S&P POINTS / 0% To Sell  



   

HISTORIC DATA FOR STRATEGIC INVESTMENT TOOLS 
 

        BUENA VISTA 
    LEUTHOLD  INVESTECH  CONSERVATIVE  
    MAJOR TREND  NEGATIVE LEADERSHIP  BUY/SELL 
  DATE  INDEX  COMPOSITE  DISCIPLINE    
      

December 24, 2015    Negative  +0/‐100 Negative  5 points / 0% To Sell 
December 18, 2015  0.89  Negative  +0/‐100 Negative  0 points / 0% To Sell 
December 11, 2015  0.88  Negative  +0/‐97 Negative  0 points / 0% To Sell 
December 4, 2015  0.98  Neutral  +0/‐71 Negative  40 points / 1.91% To Sell 
November 27, 2015  0.98  Neutral  +0/‐78 Negative  42 points / 2.00% To Sell 
November 20, 2015  0.96  Neutral  +0/‐80 Negative  42 points / 2.01% To Sell 
November 13, 2015  0.96  Neutral  +0/‐75 Negative  0 points / 0% To Sell 
November 6, 2015  0.97  Neutral  +0/‐75 Negative  54 points / 2.57% To Sell 
October 30, 2015  0.96  Neutral  +0/‐92 Negative  36 points / 1.73% To Sell 
October 23, 2015  0.91  Negative  +0/‐100 Negative  34 points / 1.63% To Sell 
October 16, 2015  0.80  Negative  +0/‐100 Negative  0 points / 0%   Negative 
October 9, 2015  0.82  Negative  +0/‐100 Negative  0 points / 0%   Negative 
October 2, 2015  0.72  Negative  +0/‐100 Negative  0 points / 0%   Negative 
September 25, 2015  0.72  Negative  +0/‐100 Negative  0 points / 0%   Negative 
September 18, 2015  0.74  Negative  +0/‐100 Negative  0 points / 0%   Negative 
September 11, 2015  0.74  Negative  +0/‐100 Negative  0 points / 0%   Negative 
September 4, 2015  0.76  Negative  +0/‐100 Negative  0 points / 0%   Negative 
August 28, 2015  0.68  Negative  +0/‐100 Negative  0 points / 0%   Negative 
August 21, 2015  0.67  Negative  +0/‐100 Negative  0 points / 0%   Negative 
August 14, 2015  0.88  Negative  +0/‐100 Negative  53 points / 2.53% To Sell 
August 7, 2015  0.90   Negative  +0/‐100 Negative  42 points / 2.02% To Sell 
July 31, 2015  0.96   Neutral  +0/‐100 Negative  71 points / 3.37% To Sell 
July 24, 2015  0.95   Neutral  +1/‐82 Negative  51 points / 2.45% To Sell 
July 17, 2015  0.98   Neutral  +1/‐44 Negative  97 points / 4.57% To Sell 
July 10, 2015  1.00   Neutral  +4/‐46 Negative  55 points / 2.64% To Sell 
July 2, 2015  1.01   Neutral  +6/‐23 Negative  58 points / 2.79% To Sell 



a  Third quarter macro-
economic data shows 
that Chinese consumers 
shrugged off the A-share 
market fall, with a small 
acceleration in spending.

a  For the first time ever, 
services and consumption 
account for over half of 
China’s GDP, an important 
milestone in the rebalanc-
ing process.

a  Unprecedented income 
growth is the most impor-
tant factor supporting 
consumption. This year, 
real urban household 
income is up 6.8%, while 
over the past decade it 
rose 137%.

ANDY ROTHMAN lived and worked 

in China for more than 20 years, 

analyzing the country’s economic 

and political environment, before 

joining Matthews Asia in 2014. 

As Investment Strategist, he has 

a leading role in shaping and 

presenting the firm’s thoughts on 

how China should be viewed at the 

country, regional and global level.

Sinology 

by Andy Rothman 
October 19, 2015 
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AN IMPORTANT REBALANCING MILESTONE

The Wall Street Journal and Financial Times share a pessimistic view of China’s third 
quarter macroeconomic results, with headlines declaring that 6.9% GDP growth was 
the slowest since 2009. From our perspective, however, the most important points 
are that retail sales growth accelerated slightly, signaling that consumers shrugged 
off the A-share market fall, and that for the first time ever, services and consumption 
accounted for over half of China’s GDP—an important milestone in the rebalancing 
process. Oh, and that 6.9% growth, on a base that is about 300% bigger than it was 
a decade ago (when GDP growth was 10%) means that the incremental expansion in 
China’s economy this year is about 60% bigger than it was back in the day.

Let’s Start by Dispensing with the Least Important Statistic

The 6.9% GDP growth number was the least important number published 
Monday, October 19 in Beijing. We don’t base investment decisions on GDP 
growth in any market.

Figure 1. GRADUAL DECELERATION IN GDP GROWTH 

The figure is just a tad below the 7% pace of GDP growth for the first two quarters 
of this year, and is 0.3 percentage points slower than the 3Q14 pace of 7.2%—
which was 0.6 percentage points slower than the 7.9% rate in 3Q13. This is the 
inevitable deceleration of China’s growth due to changes in demographics, slower 
growth in construction activity and the base effect. The financial media will likely 
be able to write headlines about the slowest GDP growth rates since the Tang 
Dynasty for many quarters to come. But is that really the most important part of 
the story?

Source: CEIC
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There are Two Far More Important Parts of the China Story

We are pleased to see that the rebalancing of China’s economy toward consumption 
and away from exports and investments continues to make significant progress. This 
rebalancing is key to our investment strategy.

Figure 2. REBALANCING WELL UNDERWAY

For the first time ever, services and consumption (the tertiary* part of the economy) 
accounted for more than half of China’s GDP, at 51.4%, up from 41.4% a decade 
ago. This mitigates weakness in manufacturing and construction (the secondary* 
part), and, if this rebalancing continues, it should mean that macro deceleration will 
be gradual. 

Net exports (the value of exports minus that of imports) contributed a small (-1.8%) 
negative drag on GDP growth.

The World’s Best Consumption Story

The rebalancing is driven by China’s consumers, with consumption accounting for 
58% of GDP growth during the first three quarters of this year.

Shrugging off the mid-June fall in the stock market, real (inflation-adjusted) retail 
sales actually accelerated to 10.8% last month, up from 10.4% in August, and the 
fastest pace since March. 

Figure 3. CONSUMERS CONTINUE TO CONSUME
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industry
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Source: CEIC
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*Industries defined as:

Primary industry refers to agricul-
ture, forestry, animal husbandry 
and fishery and services in support 
of these industries

Secondary industry refers to 
mining and quarrying, manufac-
turing, production and supply 
of electricity, water and gas, and 
construction

Tertiary industry refers to all 
other economic activities not 
included in the primary or sec-
ondary industries, including real 
estate, finance, wholesale and 
retail, transportation and other 
service industries
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The consumer story is not, however, immune from the overall deceleration trend, 
with real retail sales up 10.5% over the first three quarters of this year, down from 
10.7% during the same period last year, and 11.4% and 11.6% two and three 
years ago, respectively. We expect this number—and most economic data points 
in China—to continue to grow more slowly every year, but we also expect this 
deceleration to continue to be gradual. 

Figure 4. CHINA—THE WORLD’S BEST CONSUMPTION STORY 
Year-on-Year changes in some consumer categories 

133% Chinese visitor arrivals in Japan, August

112% Apple’s Greater China revenue, 3Q15

76% Spending by Chinese at tax-free shops in Europe, August

59% SUV sales, September

56% Express parcel deliveries, September

54% Movie box office revenue, 2Q15

30% Nike sales in Greater China, three months ending August

19% Furniture sales, September

14% Consumption of gasoline, August

11% Household appliance and electronics sales, September

11% Inflation-adjusted retail sales, September

9% New home sales, September

3% Passenger car sales, September

Sources: Japan National Tourist Office; Company Data; Global Blue; CEIC; CNBC; National Bureau of Statistics of China

Unprecedented income growth is the most important factor supporting consump-
tion. In the first three quarters of this year, real per capita disposable income rose 
7.7%, while over the past decade, real urban income rose 137% and real rural 
income rose 139%. Some of that increase was driven by government policy: the 
minimum wage in Shanghai, for example, rose 187% over the past 10 years. (In the 
U.S., real per capita disposable personal income rose 8.4% over the last 10 years.)

And it is worth noting that one reason that the fall in the A-share market didn’t 
depress Chinese consumers is that although the market is down sharply from its 
recent peak, the story isn’t quite as bad as some make it out to be. As of the October 
19, 2015 close, the Shanghai Composite Index was down 34% from its June 12 
peak. But the index is up 5% from the start of the year, and it is up 44% from a year 
ago. Thus, the Shanghai Composite Index is outperforming the S&P 500 Index on a 
year-to-date basis (with the S&P down 1.3% as of October 16) and on a one-year 
basis (with the S&P up 10%).

More Industrial Weakness

The value added of industry (VAI) expanded by 5.7% in September, continuing a 
weakening trend from 6.1% growth in August and 8% a year earlier. Significant 
weakness in manufacturing, especially heavy industry related to construction, is 
taking a toll on the economy, but it is important to keep this in perspective.

The reasons for this weakness are clear: the growth rate of infrastructure and new 
home construction has passed its peak, leading to slower demand growth; industrial 
overcapacity; and a fall in global commodity prices.

This trend is not new: the growth rate of fixed-asset investment peaked at 30% in 
2009 and has been cooling gradually ever since, now down to about 10%.

This trend is a key reason why GDP growth has also been decelerating, and we 
believe is likely to continue decelerating. But the health of the services and con-
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sumer sectors—now the largest part of the economy—should ensure that macro 
deceleration is gradual.

Manufacturing weakness has led to the development of a distinct “rust belt” in 
China, where industries related to construction and natural resources extraction are 
concentrated. In these five provinces, GDP growth in the first half of this year was 
about 5%, and unemployment is undoubtedly higher than the national average. 
But GDP growth was about 8% across the other 26 provinces (home to 84% of the 
national population).

Figure 5. REGIONAL VARIATIONS IN CHINA’S GROWTH STORY
Resource extraction and heavy industry concentrated in northeast 

Moreover, there is little evidence of a collapse in manufacturing. A survey of 
privately owned, small- and medium-sized firms found that during the third 
quarter, wages for unskilled workers rose 5%, and wages for skilled workers 
increased by 6%. Government data shows that monthly income for the migrant 
workers who leave the countryside to staff most of the urban manufacturing and 
construction jobs rose 9% in the third quarter of this year.

Not Surprisingly, Private More Profitable

One of few bright spots in China’s industrial sector is that profits at privately owned 
firms were up 13% year-over-year (YoY) in August, the eighth consecutive month 
of profit growth. In contrast, state-owned enterprise (SOE) industrial profits were 
down 44% in August, the 13th consecutive month of declining profitability. 
Privately owned industrial firms now account for 35% of total profits of larger 
industrial firms, up from a 12% share a decade ago. (Overall, private firms account 
for more than 80% of employment and all of China’s new job creation.)
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The views and information discussed in 
this report are as of the date of publica-
tion, are subject to change and may not 
reflect the writer’s current views. The 
views expressed represent an assessment 
of market conditions at a specific point in 
time, are opinions only and should not be 
relied upon as investment advice regarding 
a particular investment or markets in gen-
eral. Such information does not constitute 
a recommendation to buy or sell specific 
securities or investment vehicles. Investing 
in international and emerging markets 
may involve additional risks, such as social 
and political instability, market illiquidity, 
exchange-rate fluctuations, a high level of 
volatility and limited regulation. The subject 
matter contained herein has been derived 
from several sources believed to be reliable 
and accurate at the time of compilation, 
but no representation or warranty (express 
or implied) is made as to the accuracy or 
completeness of any of this information. 
Matthews International Capital Manage-
ment, LLC (“Matthews Asia”) does not 
accept any liability for losses either direct 
or consequential caused by the use of this 
information.

Note: All growth rates are year-over-year 
(YoY) unless otherwise specified.

As of Oct. 19, 2015, accounts managed 
by Matthews Asia did not hold positions in 
Apple, Inc., or NIKE, Inc. 

©2015 Matthews International Capital 
Management, LLC
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Figure 6. PROFIT GROWTH AT LARGER INDUSTRIAL FIRMS BY OWNERSHIP

The sectoral differences are stark and explain much of the difference between 
private and SOE profitability, with SOEs dominating the worst sectors. For example, 
during the first eight months of the year, profits were down by more than 60% in 
the coal and oil & gas sectors, and down more than 40% in ferrous metals. On the 
other hand, there was double-digit profit growth in chemicals, electrical machinery, 
computers and communications equipment, and agricultural/food processing.

A Modest Stimulus
There are signs of a small government stimulus. Outstanding bank loans rose 
15.4% through September, up a bit from 13.4% through June and 13.2% a year 
ago. Overall credit growth, known as Total Social Finance (TSF), however, rose 12% 
through September, up from 11.6% in June and down from 14.2% a year ago. This 
difference reflects two factors. First, bank loans are a larger share of TSF this year 
(75%) compared to last year (60%) and in 2013 (51%), as the Communist Party has 
cracked down on so-called shadow banking. Second, many local government loans, 
which were included in TSF calculations, have been converted to government 
bonds, but those bonds are not included in TSF.

On the other hand, the growth rate of investment in public infrastructure—the 
Party’s main stimulus lever in 2009—slowed last month to 14.6%, compared to 
19.5% in August, 17.2% in July and 18% a year ago. 

These numbers signal that the Communist Party leadership remains relatively 
comfortable with the state of the economy, and has taken only small steps over 
the past few months to stabilize the growth rate of investment, which has cooled 
a bit more than expected, in part because an inventory overhang in property 
has resulted in a 14% decline in new home starts this year. Although that has 
contributed to slower economic growth, it is a positive sign that developers are 
waiting for the recent sales pickup to draw down inventory before resuming new 
construction.

The modest rise in credit growth, along with the healthy consumer story, should 
result in continued modest macro deceleration in the coming quarters—far from 
the hard landing some have anticipated.

Andy Rothman 
Investment Strategist 
Matthews Asia
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PUTTING MARKETS IN PERSPECTIVE 

Yuan’s Reserve Currency Status: The Door to 
China Swings Open 
By Luke Spajic 
December 14, 2015 

Inclusion of the Chinese yuan in the International Monetary Fund’s (IMF) basket of reserve currencies, 
approved at the end of November, heralds China’s increasing presence in global capital markets. With its 
new status, the yuan will become more widely accepted in international transactions and more widely 
traded alongside the IMF’s other reserve currencies: the U.S. dollar, the yen, the euro and the pound. 

Although the effects on capital flows are likely to be medium- to long-term rather than immediate, the 
inclusion of the yuan in the Special Drawing Rights (SDR) is significant. In our view, it is the key that 
opens the door to China’s huge capital markets. Global investment is poised to increase dramatically in 
China in the next 12-24 months, potentially attracting investment to the entire emerging Asia region. 

The inclusion of the yuan will take place on 1 October 2016. Its weight in the SDR will be 10.9%, (versus 
the market’s expectation of 10%-15%), which will reduce the weights of the euro by -6.5%, the pound by -
3.2% and the yen by -1%. The dollar reduction is marginal, and it maintains the dominant share at about 
42%. 

The IMF reviews the composition and weight of the SDR currencies every five years based on two criteria: 
whether they represent major trading nations and whether the currencies are “freely usable.” With China 
the third-largest exporter in the world, the yuan clearly met the first requirement. The freely usable 
standard has been hotly debated. Still, the yuan’s usage is rising quickly in international payments, trade 
finance, foreign exchange markets and central bank foreign exchange reserve management.  

From an investment standpoint, we think that the yuan is likely to remain reasonably stable over the next 
few months. However, given the changes made to the currency regime in August, there is more scope for 
it to adjust in value (weaken) over the next six to 12 months. The further out we look, the more we expect 
policymakers to allow the yuan to move in order to balance capital flows. 

For China, the inclusion of the yuan in the SDR is likely to be seen as a beacon for further reform, 
potentially driving more market-related structural reforms – especially in the financial sector. The “reward” 
for China will most clearly be seen in flows into the currency from the world’s central banks and sovereign 
wealth funds over time, which should alleviate some concerns over the potential for capital outflows going 
forward. 

Wider effects  

For investors, the yuan’s new status may be a call to action to begin including China and the emerging 
Asia region in a meaningful way in their investment portfolios. As China’s growth and the liberalization of 
its capital account draw more investors to the region, we anticipate that the focus on China will increase 
dramatically in the next two years.  

China already has the second largest equity market in the world by market capitalization at about $6.3 
trillion and the third-largest fixed income market at $5.2 trillion (by our estimates). The country has been 
gradually opening its local markets to foreign investors and now offers several ways to purchase 
securities, including programs targeted to institutional investors, direct yuan investment quotas, stock 
exchange linkages and bilateral agreements. With foreign participation in China’s local markets very low – 
currently 2% of the equity market and 4% of the fixed income market – the growth in investment in China 
in the coming years has the potential to be the fastest acceleration in the history of capital markets.  



One big boost to demand is expected soon: Chinese securities are likely to be included in global indexes 
over the next year. Typically, investors buy the securities in the indexes, or very similar ones, to replicate 
their portfolio benchmarks, so capital should quickly flow into China’s capital markets as a result of this 
“benchmark effect.” Greater demand typically spurs greater supply, and the potential for growth in 
issuance as China’s economy continues to expand, even at a lower rate, is huge. 

For more on PIMCO’s outlook for the global economy and markets, visit the PIMCO blog. 

 




