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With a Cautious Optimism

Despite US Fed’s audacious bid to end the period
of expansionary monetary policy of nearly seven
years, after the US faced an unprecedented financial
apocalypse in 2008, by raising a key short-term
interest rate, the global economic situation remains far
from being comfortable.

L

ackluster growth in China and tepid recovery in the Eurozone do not augur
well either. Given, all eyes are now on India, which recently toppled China to
emerge as the world’s fastest growing economy, a development that further
lends credence to anticipation that the former is well on course to replace the
world’s second largest economy as the next engine of global growth sooner or later.
In another positive, weak international crude oil and commodities prices bring
relief to the world facing prospects of surging agricultural commodities’ prices
in the wake of unprecedented floods and droughts in some parts of the world,
particularly India, which have seen food prices shoot through the roof. Against this
backdrop, it would be prudent to mix optimism with caution as we welcome 2016.
Even as recently as a week or two ago, it would have been hard to believe the US
Federal Reserve would implement a decision that could alter the global sentiment
so dramatically. While the move came largely on expected lines, it was the timing
which caught many by surprise as the Fed did not defer its decision (which it had
done every time it met last year) to finally bell the cat (by hiking its key Federal
Funds Rate, the interest rate which banks and other financial institutions charge
each other for lending for short-term or overnight) to the early 2016, as was being
largely anticipated in some quarters. But, finally, when the Fed announced its move,
the world heaved a sigh of relief, as several weeks and quarters of suspense and
speculations, and subsequent nervousness among global investors that had caused
enough anxiety among rest of the world economy, had finally ended.
The clouds of uncertainty that had been floating over the global economy have
certainly dissipated to a major extent, although a few worries remain with the
biggest source of that being the persistent weakness in China’s growth. But as the
recent developments suggest, Beijing is busy giving finishing touches to measures,
including monetary stimulus and reviving housing market, which could help it put
the economy back on the fast track of growth.
In another major development, which comes as a major relief to the rest of the
world, in Eurozone, a broadening recovery points to a brighter future, says E&Y,
a global consultancy. “Heading into 2016, the Eurozone recovery is becoming
broader-based and more self-sustaining. After initially being led by consumer
spending in 2014-15, conditions are now right for the rebound in capital
investment that should underpin a steady (if unspectacular) recovery into the
medium term. We expect GDP growth of 1.5% in 2015, before it picks up to 1.8%
in 2016 and 2017, observes E&Y in a latest report. Pace of expansion though
remains modest. This, coupled with lack of inflationary pressures, could continue
to put pressure on the policymakers in the member nations and also on the ECB
(European Central Bank) which had introduced a massive one trillion euro stimulus
programme in the early 2015. What could further give a boost to the sentiment
is the news emanating from Japan. The world’s third largest economy “is on a
moderate recovery, while weakness can be seen in some areas,” according to a
government press release. However, the biggest boost to the global economy
comes from India, which recently knocked China off its perch as the world’s fastest
growing economy.
India is expected to continue its dominance over the Asia’s largest economy by
extending its good run in 2016, and in the coming years as well. The International
Monetary Fund (IMF), which recently marginally lowered its 2015-16 growth
forecast for India, predicts that Asia’s third largest economy will still remain the
world’s fastest growing major economy, forecasting it to grow at 7.3% in 2015,
before pacing up to 7.5% in 2016. Similar views have been echoed by several other
reports. For instance, OECD estimates India to grow at 7.3% in 2016-17 and at a
much faster rate of 7.4% in 2017-18. The US-based Goldman Sachs also predicts the
Indian economy to grow at 7.5 percent in FY 2016 and 7.9 percent in FY 2017. This
indeed is encouraging and augurs well for the global economy, which is looking to
recover from the phase of sluggish growth in recent times. Nevertheless, it would
be prudent to be watchful of any un-anticipated headwinds, geo-political tensions,
and other risks to the global economy as we welcome 2016.
- Editorial Director
The Global Analyst | JANUARY 2016 | 3

CONTENTS
January 2016

BANKING

TALKING STOCK

P17 MONETARY POLICY Don’t Underestimate It!

P35 HATSUN AGRO PRODUCT

P30 FED BITES THE BULLET Implements First Rate Hike in
Nearly a Decade
The US Federal Reserve finally bites
the bullet, increasing the FFR – a key
short-term interest rate – by quarter of
a per cent. With this, the regulator has
clearly signaled that it might take similar
actions in future, if need arises, to take
the economy towards full recovery.

COVER STORY

P26 2016 - HOPES RUN DEEP

P42 BANKING IN 2016

CEO CORNER
Expectations run high as we usher in 2016, after P35 Deepak Chandnani, CEO,
a disappointing 2015. There are expectations that Worldline - South Asia and
China could reverse its recent sluggish economic Middle East
performance. So, can China pull it off amidst
mounting challenges? There are also hopes of a
reversal in declining commodity prices, led by
revival in China, Eurozone, Japan, and elsewhere
as well. India which has recently upstaged China
as the world’s fastest growing economy is under
pressure and expected to continue its new-found
edge over the Asia’s largest economy. .

BUSINESS ENVIRONMENT
P10 MAKE IN INDIA
India is expected to be among top 5
manufacturing nations by 2020: Deloitte

In an exclusive interview with The Global
ANALYST, he talks about what makes
e-payment industry red-hot and also
what is behind his company’s astounding
success, potential of payment and
transactional services sector in India,
and challenges and opportunities for the
industry in 2016 and ahead.

INTERNATIONAL
P37 A SLOWING CHINA Deepening Malaise or Birth
Pangs of a New China?

P22 INDIAN REAL ESTATE - 2015 In In the 21st century, old zero-sumReview & Gazing Into 2016
game mindsets deserve to be critically
India is an underserved economy in terms
of real estate requirements. There is a wedge
between demand and supply of housing, largely
as a result of information asymmetry. However,
with increased market transparency, this
demand/supply mismatch can offer immense
opportunities for developers and investors alike.

Vol. 5 | No. 1

challenged. The whole world and its
peoples are much more connected and
inter-dependent. Yes, there are rivalry and
discord between China with India and
with the US, among others. These must
be taken in their stride.

To those who crave all thing dairy like, milk,
ghee, ice cream, or sweets, the name Hatsun
Agro Product may not sound familiar. The
Chennai-headquartered
Hatsun Agro Product is India’s largest
private sector dairy in India.

INDUSTRY

P50 HAIR OIL MARKET IN INDIA
- Growth Unlimited!
India’s Hair oil market pegged at over
Rs 8,000 crore is buzzing with action as
competition heats up amid new product
launches and deal frenzy.

PERSONAL FINANCE

P50 PERSONAL ACCIDENT
INSURANCE - Rider vs
Standalone Policy
Unlike life or health insurance, premium
for accident insurance is “age-independent”.
Instead, your profession would determine
the premium cost. A person working in an
office would probably get a cheaper cover,
than someone working in a mine or a
factory.

P46 SMART CITIES- An
opportunity to transform Indian
cities into global destinations

Cities are the ‘engines of economic growth’ and
ensuring that they function efficiently is critical
to our economic development. Large scale
urbanisation poses several challenges which will
accelerate in the near future.

REGULARS

P06 BUSINESS BRIEFS 2016
P08 DECODING DATA
P53 DECODING DATA
P54 BOOKSHELF
4 | The Global Analyst | JANUARY 2016

INTERNATIONAL

In the 21st century, old
zero-sum-game mindsets deserve to be
critically challenged.
The whole world and
its peoples are much
more connected and
inter-dependent. Yes,
there are rivalry and
discord between China
with India and with the
United States, among
others. These must be
taken in their stride. On
the other hand, there
are huge opportunities
for all when China, with
a fifth of the world’s
population, heads
resolutely towards
playing a bigger role in
the global commons.

ANDREW K P LEUNG
SBS, FRSA, International and
Independent China Strategist

A SLOWING CHINA
Deepening Malaise or Birth
Pangs of a New China?

I

n May, 2014, President Xi Jinping termed a slowing China “the
New Normal”. In a speech delivered to over 1,500 business leaders from the Asia-Pacific region at the APEC CEO Summit on
9 November, he expounded on what the term meant. First, the
economy has shifted gear from the previous high speed to a medium-to-high speed growth. Second, the economic structure is constantly
improved and upgraded. Third, the economy is increasingly driven by
innovation instead of input and investment.
Nevertheless, the business world has remained focused on how slow
the Chinese economy could get. Is it going to be 7%, 6.5%, or much
slower like 5% or even 3%? All these figures would have different impacts on China herself and on the rest of the world.
The conventional wisdom is that China needs to sustain a growth rate of
at least 6% to generate sufficient jobs for the teeming masses, including
migrants from the countryside. Anything less is likely to result in social
turmoil.
China’s economy expanded by 7.4% in 2014. Premier Li Keqiang’s work
report at the March 2015 National People’s Congress registered some
tangible progress towards transforming the economy. Despite slower
economic growth, 2014 saw 13.22 million new urban jobs created, more
than the year before. Newly created businesses increased by 45.9% or
12.93 million units. Energy intensity dropped by 4.8%, the largest in several years. Contribution by consumption and services to GDP increased
slightly from 50% to 51.2% and from 46.1% to 48.2% respectively. ChiThe Global Analyst | JANUARY 2016 | 37
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na’s economic model is beginning
to shift towards more moderate but
more sustainable growth.
The growth rate in the third quarter
this year was reported at 6.9%. This is
in line with China’s strategy towards
slower but more sustainable growth.
On 3 November, President Xi said
that the country needed at least 6.5%
annual growth to realize the national
aim of doubling China’s GDP over
ten years by 2020.
In October this year, The Economist had
this to say –
“China is changing. The services sector expanded 8.6% year on year in the
third quarter, matching its strongest
growth since 2011....... The transition
can also be seen in the seemingly relentless slowdown of investment versus
much more robust consumption. Overall
investment rose 10.3% year on year in
the first nine months of 2015, the lowest in 15 years. But retail sales nudged
up to 10.8% growth year on year in real
terms in September, a seven-month high.
A healthy labor market has supported
this re-balancing. Income growth actually improved a touch in the third quarter, accelerating to a 7.7% year-on-year
increase in real terms.”
Part of the reason for the continuing
worries about the Chinese economy
is the government’s bungled attempt
last summer to steady the stock market after a massive sell-off within
days. If anything, this only shows
that China still has a lot to learn
when she doubles down on liberalizingfinancial markets before addressing their innate weaknesses.
However, this fiasco doesn’t signal
the beginning of the end of the China
story. China’s stock market size is
one third of GDP, compared with
generally over 100% in advanced
countries. Stocks represent less than
15% of China’s household assets.
They account for less than 1.5% of
total banking assets. And notwithstanding the 30% market drop, average share prices are still up 75% compared with last year.
Another reason for the worries is the
perception that Chinese data are not
always reliable. It has been reported
that when Premier Li Keqiang was a
38 | The Global Analyst | JANUARY 2016

party secretary of Liaoning Province
in 2010, he preferred his own reading
of the economy based on electricity
consumption, rail cargo volume and
new loans. This was later dubbed the
“Li Keqiang index” Judging China’s
economy by this “index:” in 2015
would be totally off the mark. Not
only Liaoning is historically a heavyindustry heartland, but also because
by 2014, services already accounted
for 48% of GDP, compared with 41%
for manufacturing, while consumption was 51% of GDP, up from 49%
in 2011.
Last month, China’s State Council,
the nation’s cabinet, floated the idea
that it was time for a new index. The
new measure should be focused on
employment, personal income and
environmental improvement to better reflect Beijing’s growing focus on
innovation and quality of life.
More will be revealed on the target
growth rate when China releases
her next Five Year Plan (2016-20) in
March 2016. Meanwhile, I would not
put the 2016 growth rate below 6%.
In any case, if the economy falters
precariously, the Chinese state has
plenty of ammunition in its hands.
This includes a massive, if reducing,
foreign currency reserve, the levers

of lowering interest rates and minimum bank reserve requirements to
stimulate growth, and a host of administrative measures. Moreover, as
China is the world’s largest customer
by far of commodities, her coffers are
greatly boosted by huge cost savings
from the global collapse of commodity prices.

Shadow Banking and indebtedness
The risks in the Chinese economy
are commonly considered to be: (a)
a possible hard landing (b) excessive
liquidity coupled with deflation (c)
overcapacity (d) sluggish international trade and (e) unsustainable
debt levels. These risks can best be
understood by examining the seriousness of China’s shadow banking
risks and the associated risks posed
by over-indebtedness.
A Brookings Institution Paper (May
2015) by Douglas J. Elliott, Fellow,
Economic Studies, Initiative on Business and Public Policy and Dr Yu
Qiao, Nonresident Senior Fellow,
Foreign Policy, Brookings-Tsinghua
Center, throws some light on China’s
perceived shadow banking risks. Dr.
Yu estimated the size at RMB 25 trillion, or 43% of GDP, in 2013. This
compares with an estimate from the

A SLOWING CHINA
Financial Stability Board (FSB) that
global shadow banking assets were
equivalent to 120% of GDP. On the
same basis, the US was at 150%.
Thus, China’s shadow banking sector is relatively limited compared
with advanced economies.It is clear
that, despite its rapid growth, shadow banking, however measured, remains substantially less important
than formal banking as a source of
credit in China.
In fact, the Chinese central government has taken important measures
to tackle this issue in recent years. In
October of 2014, a document entitled
“The Directions of the State Council
on Management of Local Government Obligations” was issued, outlining a framework and principles for
regulating how local governments
raise, use and repay their debts.
In the beginning of 2015, the Ministry of Finance (MOF) approved a local debt swap scheme with a quota of
RMB 3 Trillion. Under this scheme,
each provincial government is able to
sell low-interest local bonds directly
to commercial banks to replace highinterest debts obtained from shadow
banking channels. A quota of RMB 1
trillion has been allocated to the provincial level as of the first quarter of
2015.
In sum, China’s shadow banking sector is not especially large by international standards, is relatively simple
(with low levels of instruments such
as securitized assets and derivatives),
and is overseen by regulators who
have so far shown themselves alive
to the most important risks (namely
funding risk and lack of transparency) and have taken prudent steps
to minimize these risks. The authorities take seriously their mandate to
maintain financial stability, and have
acted pre-emptively (for instance in
the inter-bank squeeze of June 2013)
to nip in the bud practices that might
threaten that stability.
What is more, China’s banking system is very unlike other more open
financial systems. It is characterised
by a regime of financial repression
mandating low bank deposit rates,
relative lack of investment channels

and extremely high personal savings
rates. These translate into the peculiar situation of total bank deposits
vastly exceeding bank loans. For example, according to statistics of the
People’s Bank of China, at the end of
2014, total bank deposits amounted
to about US$19 trillion while the total loan book stood at US$14 trillion.
45% of the bank deposits came from
personal savings while 50% came
from enterprises. Yes, these figures
don’t augur well for efficiency of
capital. But they show that China’s
banking system is not about to collapse.
As for debt, a look at McKinsey
Global Institute’s Debt-to-GDP Ratio
-Country Ranking in 2Q 2014 may
help to put the matter in a little perspective. At 217%, China ranks 22nd
out of 47 countries, compared with
the following countries in the top ten
rankings 1. Japan (400%)
2. Ireland (390%)
3. Singapore (382%)
4. Portugal (358%)

5. Belgium (327%)
6. Netherlands (325%)
7. Greece (317%)
8. Spain (313%)
9. Denmark (302%)
10. Sweden (290%)
It should also be borne in mind that
China’s economy is growing much
faster relative to Japan and all of
the debt-laden countries. Moreover,
a significant proportion of China’s
debt is going into building infrastructure for history’s largest and fastest
urbanization, which is not yet completed. This scale of urbanization is
essential to turn China into a middleclass country, with long-term social,
economic and political implications.
Nevertheless, it is true that China
suffers from excessive over-capacity,
which explains why China is now
actively exporting capital. According
to the People’s Daily, China’s nonfinancial investments in foreign markets totalled more than 278 billion
RMB ($45 billion) from January to
May of 2015 – up 47.4 percent yearThe Global Analyst | JANUARY 2016 | 39
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on-year. This informs a continuing
series of China’s overseas acquisitions in recent years. The 2013 acquisition for US$4.7 billion of Smithfield
Foods, the world’s largest pork producer in the United States, speaks
volumes.

Demographics
As a further impetus to switching direction, China’s demographic profile
is aging fast, thanks to her One Child
Policy. The cheap labour pool is being exhausted. Wages are rapidly rising. The old labour-intensive model
is clearly no longer sustainable. So
it is no surprise that China has now
changed to a Two-Child Policy. Commentators have seized upon this to
say it is already “too little, too late”.
But this criticism misses the point.
Absent the One Child Policy, human rights aside, China would have
saved 400 million births. With this
massive burden, China’s economy
would most probably not have been
able to grow and modernize as fast.
Yes, a change to a Two-Child Policy
would not be able to arrest the aging
profile anytime soon. But China is
already changing to a less labour -intensive economic trajectory. Quality
is what is wanted, not quantity.

Knock-on effects of China’s
slowdown
As the world’s largest trader, China
is deeply imbedded in the global
supply and value-chain. Look at almost every product or gadget, including your mobile phone, you
will find at least some Chinese components, materials or logistical inputs. China is already the centre of a
whole spaghetti-soup of bilateral or
regional free trade agreements, like
the ASEAN-China FTA. 124 countries have China as their largest trading partner, compared with 76 in the
case of the United States.
That’s why six of the world’s top
eight container ports are located in
China, including Hong Kong. This
is unlikely to change even after the
implementation of the recentlyconcluded Trans-Pacific Partnership
(TPP) which excluded China.
So it’s no wonder that a slower China
40 | The Global Analyst | JANUARY 2016

would rattle many countries across
the globe. In particular, as China
changes course towards a less resource-intensive economy, commodity prices have plummeted and are
unlikely to shoot up to their former
heights. At the same time, China is
the midst of an ongoing anti-corruption campaign. So the super-luxury
market and the Macao Casinos have
now lost their shine. These impacts
are no doubt reflected in related companies’ credit ratings. Indeed, if you
are familiar with the term “Chinashorters”, these savvy hedge-fund
investors have long taken “short
positons” on selected target companies. The same shorting strategy may
also apply to currencies of countries
heavily dependent on China’s demand for commodities, such as the
Australian Dollar.

The RMB
Before approving the inclusion of the
RMB in the Special Drawing Rights
(SDR), the International Monetary
Fund (IMF) has declared that the
RMB is no longer under-valued. The
Chinese currency has appreciated by
some 30% against a trade-weighted
basket of currencies since 2008. As
the US dollar features heavily in this
basket, the rising greenback has been
dragging up the RMB by the nose,
hurting China’s export competitiveness. So the RMB may well be devalued again, especially when the dollar
is significantly boosted by interest

rate hikes. However, if the Chinese
currency aims to occupy a greater
share as a world reserve currency
by 2020, China’s capital account will
have to be opened to allow it to be
freely convertible. For this to happen, if China’s recent stock market
turmoil is any guide, her financial
prudential system will need much
further work so that it becomes robust enough to accept the massive
capital inflows and outflows characteristic of a world reserve currency.

A new China in the offing?
According to a Special Report dated 15 December 2015 by Natixis, a
French corporate and investment
bank, “2016 will be a crucial year for
China’s transformation into a consumption/service-based economy.
These tectonic shifts from an Old
to a New China will not only create
shockwaves in China but also in the
rest of Asia with key winners and
losers”.
The game-changers are as follows –
(a) The RMB - Cheap to Expensive –
Given that the RMB has appreciated
substantially in recent years, what
the Special Report fails to highlight
is that to transform the Chinese economy to become more consumptionoriented, it pays for the RMB to appreciate rather than depreciate in the
long run so as to put more purchasing
power in the hands of the masses. For
a start, the State Council has recently
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conferred “hukou” (household registration) on 13 million rural migrants
in cities. Over time, they will grow
to swell China’s lower-consuming
middle-classes. This will further
boost the already explosive online
consumption power of China’s post80s, 90s and the Z-generations. Their
awesome consumption power has
recently been demonstrated at Alibaba’s Singles Day on 11 November
this year when $5 billion sales were
netted in the first 90 minutes.
(b) Demographics - Rural to Urban
- According to McKinsey Global Institute, China is poised to add 300
million urbanites by 2030, building
221 new cities each with a population exceeding a million, compared
with only 35 cities of such sizes in
the whole of Europe today. Some of
the mega cities have GDPs exceeding small-sized countries. More and
more of these urbanites travel and do
business internationally. The global
business implications are mind-boggling.
(c) Growth - Catching-up to Innovation - The first batch of China’s
Disruptors (Edward Tse, Portfolio
Penguin, 2015) like Alibaba, Xiaomi
and Tencent are already shaking the
world. China’s first Nobel Prize laureate in medicine has just made the
grade. China also tops the world in
patents and trade marks. Although
these are not always cutting-edge, so
many sparrows are clear evidence of
summer.
(d) Consumption - Essential to Leisure - According to Bain & Co, China’s rich middle-class accounts for
30% of the global luxury market in
2015. Likewise, Mckinsey research
points clearly to the continually rising size of China’s affluent and upper middle-classes. These cohorts are
highly mobile and internationallysavvy. Again, the global business implications are obvious.
(e) Geopolitics - Status Quo to Revisionist – President Xi’s “China
Dream” captures the vision of
“China’s Renaissance”, back to the
future of a revived Chinese civilization reminiscent of the Middle Kingdom’s earlier prosperous, harmoni-

ous and influential dynasties. At the
same time, China is clearly playing a
more proactive and responsible role
in the global commons. Witness her
pivotal role at the recent COP21 Paris
Climate Change Summit. This Renaissance vision is no pie in the sky.
China has already founded a new
Asia Infrastructure Investment Bank
with 57 other founding members including Western allies. She is also instrumental in establishing a New Development Bank (formerly the BRICS
Bank) focussing on projects in the developing world. Amongst Permanent
Members of the Security Council,
China fields the largest contingent
for UN’s peace-keeping force.
However, China, as the world’s second largest economy, borders the
East and South China Seas. These
are critical conduits for her trade and
importation of essential resources.
China is taking assertive actions to
safeguard her core interests in these
waters, causing anxieties with her
neighbours as well as the United
States as the dominant regional power. How the frictions will be managed by all sides would impact on
the peace and stability of the entire
region, if not the whole world.
To the above game-changers I would
add that China wants to become a
global player. This is underpinned
by rolling out a One Belt, One Road
blue-print of epochal proportions.
The Maritime Silk Road links China’s
eastern seaboard with trade, investments, ports and other infrastructure. The route goes all the way along
India’s eastern seaboard, down to
Sri Lanka, via Pakistan, through the
Indian Ocean to the eastern butt of
Africa, then through the Red Sea,
onto Greece, ending in Venice. There,
through high-speed rail and expressways, the Silk Road Economic Belt
connects to Duisburg in Germany,
then Moscow, and through Central
Asia and Eurasia into Mainland China, ending in Xi’an, China’s ancient
dynastic capital. China has set up a
Silk Road Infrastructure Fund of $50
billion, said to benefit 50 countries
with a combined population of 3.8
billion people. An existing 11,000
km goods train already operates be-

tween Chongqing and Duisburg, taking 16 days to travel via Kazakhstan,
Russia, Belarus and Poland. This is
set to be upgraded. On 19 December, ground was broken for a joint
China-Thailand 845 km high-speed
rail project, the first standard-gauge
railway in Thailand, applying China’s technology, standard and equipment. This is part of China’s global
Silk Road network.

Implications for India
Like China, the Modi government
has also launched a “Make in India” strategy. Whereas China excels
in transport infrastructure, this is
one of India’s critical bottlenecks.
On the other hand, India benefits
from much younger demographics.
The nation excels in IT, creativity,
and global entrepreneurship. Border disputes notwithstanding, there
are huge win-win opportunities for
trade, investment, and the freer flow
of people, capital, goods and services
on both sides.

Implications for the World
In the 21st century, old zero-sumgame mind-sets deserve to be critically challenged. The whole world
and its peoples are much more connected and inter-dependent. The
Climate Change Paris Accord is a
mighty example. Yes, there are rivalry and discord between China with
India and with the United States,
among others. These must be taken
in their stride. On the other hand,
there are huge opportunities for
all when China, with a fifth of the
world’s population, heads resolutely
towards playing a bigger role in the
global commons. This should be celebrated rather than feared. Indeed,
there is more to fear with a crumpling China than with a strong and
positive one.
The reality of China’s Rise can be
accommodated and managed. The
so-called Thucydides Trap engulfing rival great powers in Grecian
times does not have to be repeated. A
better world begs to be created with
more cooperation and less conflict.
The peoples of the Global Village demand no less.
TGA
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