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China started a turbulent new year with the Shanghai Composite Index declining by around
10% in the first week of the year and the Chinese yuan depreciating further. In the background
for the falling stock prices there were such factors as; (i) a rekindled uncertainty over the
economy following the deterioration of the economic indicators, including the manufacturing
PMI for December (data published by Caixin), (ii) concerns over the deterioration of supply and
demand balance that may be caused by prospective selling of stocks by large stockholders
and (iii) heightened investor’s attitude for risk aversion.

Let's confirm the developments of the real economy. The real GDP growth rate for Oct.-
Dec. quarter of 2015 slowed down to +6.8% YoY, decelerating from the previous quarter and
the latest economic indicators for December generally showed continued softness especially in
production and investment (Table 1). But there is still no change in the trend of gradual slow
down, not so much aggravation as to notice a significant deviation that would trigger such
financial turmoil as plummeting stock prices or falling exchange rate of the yuan.

On the other hand, it cannot be denied that the concerns over deterioration of supply and
demand balance in the stock market and reactive policy approaches of the government
spurred the market turbulence. The government authorities introduced just after the turn of the
year a “Circuit Breaker” system to prepare for possible market fluctuations following the end of
the suspension period (due on January 8, 2016) of stock selling by large stockholders, which
had been tentatively implemented in the middle of last year to support stock prices. However,
the tumbling of stock prices triggered by the concerns over the deterioration of supply/demand
balance following the lift of the ban on large-lot stocks sales produced a vicious cycle of
applying the circuit breaker and panicky stock sales, which led to the continuation® of the
restriction on the stock sales by large stockholders and also the suspension of circuit breaker
mechanism just a week after the turn of the year. These measures contributed to stave off the
plummet of stock prices for the moment. But cautious attitude should be taken in looking at the
future developments of the market in light of the historical examples of the burst of stock
bubbles since they are not backed by the economic fundamentals (Chart 1).

In addition, the PBOC's setting lower central parity rate for the yuan at the start of the year
likely exacerbated concerns as it was interpreted that the PBOC was maneuvering to lower the
yuan. Concerns over the outflow of short-term capital are also persistent as it was suggested
by the declining foreign exchange reserves, mainly due to foreign exchange interventions by

On January 7, Chinese Securities Regulatory Commission (CSRC) published a regulation to restrict stock selling by large
stockholders, requesting them to apply for permissions to the authorities 15 days ahead of their stock sales, and setting a
ban on sales of stocks exceeding 1% of total number of stocks issued by the listed companies every three months
(enforced on January 9).
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the PBOC, recorded a decrease of $107.9 billion in December compared to the previous
month, the largest-ever decline. Continued attention should be paid to the possibility that the
reactive policy measures by the government may further intensify the adjustment pressures on
stock prices and exchange rates through loss of market confidence and risk aversion
behaviors of the investors.

Table1: Main Economic Indicators (China)

2015

Jul | Aug | Sep i Oct | Nov | Dec
Exports (YoY, %) 91 -57{ -38; 70 -71. -14
Imports (YoY, %) -85 -13.9: -205 -189} 90! -76
(F;XTe[: ﬁz‘:{f’:;""es"ﬂ ent 112} 109} 103 102] 102] 100
Retail Sales (YoY, %) 105 108 109} 11.0{ 11.2¢ 111
Industrial Production (YoY, %) 6.0 6.1 5.7 5.6 6.2 5.9
Manufacturing PMI 50.0: 49.7¢ 498 : 498 49.6 497
Non-manufacturing PMI 539¢ 534 534: 531 53.6; 544
CPI(YoY, %) 1.6 2.0 1.6 1.3 15 1.6
PPl (YoY, %) 5441 591 -59 591 591 -59

Note: 1) Manufacturing PMI and Non-manufacturing PMI are from

China National Bureau of Statistics.
2) Shadow ed portion indicates low er grow th rates or decline in

indicators from previous months.
Source: China National Bureau of Statistics, BTMU
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Chart 1:Stock Prices in Bubble Period
(r=100y  in Japan, the U.S. and China
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Note: The peaks of stock prices were recorded on Dec. 29, 1989 for Nikkei,
on March 10, 2000 for the U.S. Nasdaq, and June 12, 2015 for Shanghai Composit Index

Source: Compiled by the Economic Research Office of the BTMU based on the statistics
of each stock exchange
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