
 
 

 

What does the Year of the Dragon bode for China? 
 
The Year of policy easing in China 
 
At 8% forecast GDP growth1 for 2012, China’s economy is not about to see a hard landing. In fact, it remains 
an attractive market relative to the rest of the world. Our view is that 2012 will mark a year of slower, more 
moderate growth for the Chinese economy given declining Europe and US external demand and 
corresponding drop in domestic activities. However, with net exports contributing to less than 1% of real GDP 
growth in 20102, we do not expect the impact to be significant.  
 
After tightening for the last two years, the slowdown should not come as a surprise as China continues its 
‘rebalancing act’ of focusing more on domestic consumption and investments to achieve more stable growth . 
To appropriately slow down the growth rate while adjusting the industry and economic structure will help 
China achieve the sustainable development it needs. 

Monetary policy tightening and other anti-inflation measures have since eased inflation . Policymakers now 
have more room to drive growth by loosening monetary pol icy . And they have been quick to act, cutting 
its bank reserve requirements for the first time in nearly three years on last December. This suggests that 
policy-makers are beginning to worry about the downside risks in the economy and we believe more needed 
liquidity will be injected into the economy through further reserve requirement ratio (RRR) cuts this year. 
 
2012 risk/reward outlook looks good 
 
Despite the fact that most of what is weighing on global equities originated from Europe and the US, Chinese 
equities fell more than European or US equities in 2011 due to strong risk aversion. As we move towards the 
end of the tightening period, an uplift in market sentiment will allow investors to focus more on fundamentals. 
We believe that Chinese equities will gain strength quickly when this happens and loosening policies kick in.  
 
Overall, Chinese corporates are expected to deliver earnings  growth of around 10-15% 2 in 2012. The 
extremely low price-to-book ratio of Chinese stocks, at 1.4x compared with a 2.0x historical average (see 
chart below), seems unreasonable in light of the average return on equity (ROE), now closer to the top end of 
the historical range. 

 
                                                      
1 Source: Haver, CEIC, IMF, UBS estimates, 10 January 2012 
2 Source: Bloomberg, Henderson Global Investors, 11 January 2012 
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And with the possible loosening of monetary conditions in China , Chinese stocks now trading at 8.6x 2012 
P/E3 and at a significant discount of 33% to its own long term average (see chart below), presents a strong 
investment case from a valuation perspective. This compels us to believe that the 2012 risk/reward outlook for 
China looks relatively optimistic, depending on how the Euro debt crisis evolves. 
 

 
How do we capture the bright spots in China’s econo my? 
 
The Henderson Horizon Fund – China Fund is currently focused on large cap growth stocks  as they tend to 
lead in a market rally. We do not intend to fully invest in cyclicals (industrials, materials) until we see a 
sustained improvement in data points on fixed asset investment and consumption, indicating a clear uptick in 
economic activity. 
 
Share prices of Chinese banks have languished amidst the vigorous tightening campaign over the past 2 
years, currently trading around 0.9x - 1.5x P/B4. The start of a monetary easing cycle may conversely trigger a 
re-rating of the banking sector. Share prices jumped 9-30%5 from early December to mid January as the RRR 
cut alleviated concerns of non-performing loans (NPL). We think there is a near term trading opportunity in 
the bank sector . Amongst the big banks, we prefer CCB, ICBC; Citic Bank and China Minsheng Bank are 
our top picks among smaller banks. 
 
Even though demand for energy and commodities is expected to grow modestly as China’s economy slows 
this year. The easing of inflation may allow policymakers to further roll-out gas pricing reform, downstream 
product pricing deregulation which could potentially drive up the stock prices of oil and gas companies . 
Amongst them, we like Petrochina and CNOOC. 
 
Structural long term trends favour the consumption sector  in China and we expect consumption growth 
to remain robust in 2012 underpinned by more pro-consumption policies  adopted by the government e.g. 
increasing disposable income for urban residents, creation of more service sector jobs, etc. Massive 
household savings, as evidenced by RMB 33 trillion (or above 80%) of GDP6 in household deposits in the 
banks should also serve as a cushion for household consumption. in China. We favour consumer stocks but 
only at decent multiples, like car manufacturer Brilliance China Automotive and luxury goods maker Prada.  

                                                      
3Source: MSCI China Index, Bloomberg, 11 January 2012 
4Source: Bloomberg, 11 January 2012 
5Source: Bloomberg 
6Source: Daiwa Capital Markets, 30 November 2011 
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Conclusion 
 
The primary risk for 2012 is an escalation of the crisis in the Eurozone. While the outlook for investment 
markets remains uncertain, there is great long-term value to be found in the equity markets.  Remember, the 
best time to invest often feels like worst times.  It is important for investors to build a diversified portfolio, 
remain vigilant to the ever changing market outlook and be prepared to adapt investment strategy and asset 
allocation as necessary.  In a world of constrained and volatile investment returns, there also remains a strong 
case for investors to focus on investments with resilient and stable growth.   

Until the overhang from the Eurozone debt crisis is lifted, periodic bouts of negative news flow will offer 
opportunities to build positions in China stocks that we have identified as being attractive on a medium-term 
perspective. 
 
Note:     Reference to individual companies or any securities should not be construed as a recommendation to 
buy or sell the same. 
 

Key investment risks to be considered before invest ing 

• The Fund primarily invests in equity securities and equity instruments of companies listed in China, Hong 
Kong and Taiwan and may also invest in companies incorporated elsewhere that have significant assets, 
business, production, trading activity or other interests in China, Hong Kong or Taiwan. 

• The Fund may invest a substantial amount of its assets in companies in China (emerging market) which 
may involve a higher concentration of risk and also may experience higher risks of economic, political, 
regulatory and social development changes. Investments in emerging market may be less liquid and more 
volatile than funds that invest in developed and more geographically diversified markets. 

• The Fund uses trading strategies that use financial derivative instruments (“FDI”) which may be 
unsuccessful due to a number of reasons; including volatile market conditions, imperfect correlation 
between the movements in securities on which derivatives are based, lack of liquidity within markets and 
counterparty default risk. 

• The Fund typically holds long and short positions mainly through the use of FDI combining with direct 
investments and its total gross market exposure may exceed 100%. Such investment strategy and the 
use of FDI are inherently volatile and depending on market condition, the Fund could potentially be 
exposed to additional risk and costs should the market move against it and incur losses consequently. 

• Investments in the Fund involve varying degree of investment risks (eg. market, legal, financial, interest 
rate, currency, etc). In extreme market conditions, you may lose your entire investment in the Fund. 

Note: You should not make investment decisions base d solely on marketing materials. The above 
investment risks summary may not have set out all t he risks and other significant aspects involved in 
investing in the Fund. You should read the Prospect us of the Fund for more details of the investment 
risks and seek independent professional advice wher e appropriate. 
 
 

Summary table of our key sector overweights and und erweights as well as stock picks  
Banks CCB, ICBC, Citic Bank, China Minsheng 
Insurance companies Ping An Insurance 
Consumer discretionary Brilliance China Automotive, Prada 

Overweights 

Energy Petrochina, CNOOC 
Underweights/ 
Shorts 

Utilities Hong Kong and China Gas 



 
 

 

Important Information 
Henderson Global Investors (Singapore) Limited and its affiliates are referred to herein as Henderson Global 
Investors. This document has been produced based on Henderson Global Investors' research and analysis 
and represents our house view. All the information contained in the document is in tended for 
information, illustration or discussion purposes on ly and should not be relied on for any investment 
decisions or regarded as a substitute for the exerc ise of your own judgement. The information 
contained in the document has not been reviewed or endorsed by the MAS. 
 
 
The contents of this document are prepared without consideration to the specific investment 
objective, financial situation and particular needs  of any specific person. It does not constitute an 
advertisement and should not constitute or form par t of any offer or solicitation to issue, sell, 
subscribe or purchase any investment in any jurisdi ction and do not purport to represent or warrant 
the outcome of any investment strategy, program or product. Any information and views provided herein 
is subject to change without further notice. None of the material, nor its content, nor any copy of it, maybe 
altered in any way, transmitted to, copied or distributed to any other party, without prior express written 
permission of Henderson Global Investors. The information contained herein is obtained and / or compiled 
from sources believed to be reliable and current and Henderson Global Investors or its affiliates do not 
warrant, guarantee or represent, either expressly or impliedly, the accuracy, validity or completeness of such 
information. Henderson Global Investors or its affiliates or any directors or employees of Henderson Global 
Investors or its affiliates shall not be liable for any damages arising from any person’s reliance on this 
information and shall not be liable for any errors or omissions (including but not limited to errors or omissions 
made by third party sources) in this information. Unless otherwise indicated, the source for all data is 
Henderson Global Investors. 
 
Past performance of any fund, a security, an invest ment or manager and any opinions, forecasts, 
assumptions, estimates or valuations made are not n ecessarily indicative of the future or likely 
performance of the fund, the security, investment o r manager. An investment in collective 
schemes/funds, and/or other investment products is subject to investment risks, including the 
possible loss of the principal amount invested. The  value of the units and the income from the funds 
may fall as well as rise as a result of market and currency fluctuations. Investments in and the rate of 
return for the Fund are not obligations of, deposit s in, guaranteed or insured by Henderson Global 
Investors or any of its affiliates or appointed dis tributors.   
 

The Singapore Representative of the Henderson Horizon Fund is Henderson Global Investors (Singapore) 
Limited and is distributed by authorised distributors. The prospectus of the Fund is available and may be 
obtained from the Singapore Representative’s office and the participating distributors’ offices.  Investors 
should read the prospectus before deciding whether to invest in the units of the Fund. 
 
Henderson Global Investors (Singapore) Limited Company Registration No. 199700782N 
Date of issue: 16 January 2012 


