Andrew Leung j0teriiational Coristllarisso

Paradoxof a RisingChina in Transition

AndrewK P Leung, SBS, FRSA

A presentation at the
University of Chicago Booth School of Business
London Campus

Tuesday 9 March, 2010




How Open 1 S

AOpeneconomy Closedsociety? N6 Pepsi ,iCaocaCblaw o n
Huiyuan (AnttTrust?), Diageo v Shui Jing Fangu

ATrade = 75% GDP (v US < 40%, Japan, India, Brazili286%)

AChinads f or e ifapterthamr GDBaver gast@5wisn g

AFDI $90b, first amongst developing countrie$,|&rgest in world

AViassivelPOs - BoC ($9.7b), ICBC ($21.9bWlibaba ($1.5 b, largest
Internet IPO v GoogleSinopec ($7.3b 100% Swiss Addax Petroleum
2009; China XD Electric ($1.5b largest 2010); global IPO $5.6 b Jan
2010 (only $72 m, 2009 $4.5 b or 79% by China.

APrivate sector70% economyHu Angang N

AGrowing consumption: Retail $800 b (2006) < only US, Japan, > rest |
of Asia. 30% global retail growth 2068 ~$1.3 Thy 2012Wo r | d 6 s |
largest car marke{13.5 m v 10.9 m in US), 48.7m v 250 m cars in
US. 2009 best selling BYD Muithybrid. Most buyers households <
mileage Wh'y gasol ine conlsumption doé¢

AFDI policies -SEZs, tech parks distort mark€hina Daily27.2.08 )

ASt at eds 6 RMB, iexchaege ddrmtral, SOEs (+ Big Four
Banks 34.5% total lending); macsaljustment policiesTotal loans fell
22% to RMB7.5 T v +95% 2009, moderating M2 expansion to 17%
2010 v 28% 2009. Budget deficit to be 2.9% GDP 2010, v 2.4% last
year. TargetGDP 8% 2010 v 8.7% 2009

ATFP (inc Tech +Efficiency) +4% p.a. v1990 fastest in world history
(UBS report 2009)

AUnstable, Unbalanced, Uncoordinated, atghsustainablei 17™
Party Congress, Premier Wen, 15.03.&Ingbalances Regional,
Environmental, Social, Centrébcal, Outward )




Adam Smith T Too little or Too much?

A (MckinseyQuarterly, 200§ except*

% China GDP & Lending % Financial stock

SOE Private Bank deposits Equity
% GDP 23 52 us 19 34
Lending 35 27 China 72 15
Equity % GDP Corporate Debt % GDP
usS 139 us 145
China 17 China 1
*Public Debt % GDP *Household Debt %
usS 60105% by 2012) US 140

China 18 China 14




The Triffin Dilemma

A Article by Zhou Xiaochuan Governor, PBOC

A 1960s USD glut (Marshall Plan + exuberant US economy)
led to abandoning th@&old Standard

A Triffin Dilemma i Conflict of Goals or Interest between
national v global monetary requirements

A ReinforcedSDRsto be managed by IMF; supported by a
pool of currencies; SDRRenominated securities and assets;
SDRs as medium of international trade

A Unlikely to materialize anytime soon bapparent support
from

o Benn StejlDirector of International Economics, US P — o
Council of Foreign Relations Countries’ quotas in IMF

0 Joseph StiglitZ7Nobel Prize laureate and head of UN | [{iio pays:

Panel EU member states 32%
) ) ) Each country’s IMF -

o Jeffrey SachsProfessor of Columbia University and quote determines = | . US 17%
Special Advisor to UN Seccretafyeneral how much it / @An Japan 6.1%
o Dominique Straus&ahn, Managing Director, IMF ;%’v’:’;’::r‘ss 0, p (hubn_a 3.72/0
o Brazilian President votesithas | 2 ‘cﬁ,?ad'j 3502
0 Russian Presidential aide and how : Russia 2.7%

muchit can | . 2
borrow | India 1.9%

Switzerland 1.6%
Australia 1.5%
Mexico 1.5%
Brazil 1.4%
Korea 1.4%
Sources: International Monetary Fund, Graphic News  Graphic by Kinyen Pong

A Subject to Voting Rights adjustment, China willing to
assumanore proactive IMF role(a) to help regulate global
finances (b) to address the Triffin Dilemma (c) to help
protect Chinads USD Saving:e
international currency for eventual convertibility

\v




Getting out of the US Dollar Trag

A TheUSD Trap (PaulKrugman Nobel Prize laureate)

A ZhouXiaochuan Governor, PBOC hinted at unofficial
USD peg bei ngT6®3.20Mpor ar y 4

A Three Ways oubf the USD(Nomura5 March 2010)
él) Incremental Diversification out of US Treasuries

Dec 2009 foreigrneld UST dropped $53b of which
34.2 due to China)

(2) Reducing current account surpluggradual RMB
apPrematlon, more |m|__ports, more consumption,
outward FDI (inc SWF) especially in resources e.g.

x  AluminumCorp of ChinaChinalcg $19.5bin

Rio Tinto

x $25 b loanfor 15 m tons crude for 20 yrs with
R u s sRosnéftandTransneft

x $10 b loan for oil deal witlKazakhstan 2000 |

x $10 bSinopec deal witfPetrobra$20.5.2009)

(3) Eventual RMB internationalization as a global
reéserve currency e.g. 1000 ]

1500 ~

x  Currency swaps(> $120 b)

500 4

x  PromotingRMB as settlement currency(HK +
Asian countries)

X IssuingRMB bonds (initially in HK)

qJ
M1 2000 M1 2001 M12002 M1 2003 M1 2004 M1 2005 M1 2006 M1 2007 M1 2008 M1 2009

B Reserves [ Other foreign assets D CIC O State banks




China joins the Global Capitalist Club

A3(4) of wor matketcap} PepoChina (USYLT, @ x

ExxonMobile)), | CBC (Worl dbés | arge Mo
A MassivelPOs
A Growing outbound M & A - CNOOC forUNOCAL, Nanjing Motor Group
for MG Rover CIC 10% inBlackstone CDB 3.1% inBarclays CCB for B of
Abs HK & Macao operations, China I\””, L
| CBC 20% South Africaés Standard EJ[;‘{Q +

Nufarm (Australian agrdusiness), CITIC 6% Bear Stearns, Chinalco 9% of §
Rio Tinto for $14b; Ping An Euro 1.81b for 4.18% of Fortis (expandable to
4.99%) and Euro 2.15b for 50% of Fortis Investment as Fortis Ping An Inv

A China to grow RMB private equity i Wu Xiaolirg, Dep Gov, PBoC, 2007
China M & A Annual Conference, Tianjin

A Launch of stock index futuresi approved in principle (08.01.201Q)ure for
hedge fundsn Mainland by stealth e.g. trade settlements, property and
Chinese stocks, betting on RMB

A 4 of Big 5 SCBY60% of all loans and deposits) embréseeign equity:
HSBC 19.9% of BoCom (2004); BoA 10% of CCB, RBS 10% of BoC;
Goldman Sachs 10% ICBC (2005)

A Local incorporation of foreign banksi Citibank, HSBC, SCB, BEA

A Controlled outflow - US$10b (estimated by Deutsche Bank); Liberalising
QDII - 50% overseas investment quédaapproved equity funds; US$6.6 b
raised in Beijing in one day (Sept, 2007) byoaerseas equity fungd Chinese
citizens with a/c at the BoC Tianjin to investHiK stock market

A China Investment Corporation (CIC)

A China to build 3 transnational high-speed(200-350 km/hr)rail links by
2025 (a) Kunming to SE Asia(Vietnam, Thailand, Myanmar, Malaysia,
Singapore)(b) Urumgqi to Kazakhstan, Uzbekistan, Turkmenistan,
Germany?) (c) Heilongjiang i Siberiai W Europe) (SCMP8 March 2010)




Massive Urbanization

McKinsey Global Institute Freparing for
Chinads UyMaschm20@):1 | i

1 b urbanites by 2025 350 min 221
cities eaclr 1 m population (EU=35)

15supercities each> 25 mpopulation

11 hub-andspoke conurbations each
60 m population

Westward Ho!To currentlyless
developed central, noriast and
western provinces

A Concentrated mode of urbanization
rojected tosave35% of carbon
ootprint and 2.5% GDP in government
expenditure

A A YouTube snapshot
http://www.youtube.com/watch?v=cBqgsS

rPhyz4
A Demand for resources and the hotbed
for Chinads Rising

o oo I»



http://www.youtube.com/watch?v=cBqsSrPhyz4
http://www.youtube.com/watch?v=cBqsSrPhyz4

Rise of the Chinese Consumer

Combined urban disposable income of @annual
household income RMB 100,001 to 200,00®
grow from 9.8% of total 2005 td36.4% by 2025
(Serving the New Chinese ConsuniMcKinsey
Quarterly, 2006 Special Edition).

Largely come fronril0O0Omoé s i 1« dp li gededation,
inc post80s, posB0s, and ZLcentury newcomers

Luxury goods sales already% by valueofwo r | d 6 s
total, to grow ta33% by 2015

Car ownership to expand from 11/1,000 towards
world average 120/1,000 (<US 500/1,000) 500 m cars
by 2050 (Goldman Sachs)

Young entrepreneursto jump from current 300,000

Average50,000 USD millionairesto be added
annually

A moreconsumeroriented economy emergingn
coming decades

Global implications: reducing overeliance on
exports, mitigating economic imbalance with the US.



