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Crédit Agricole Group in Asia
Historical Presence of Crédit Agricole in 8 countries
China
Population : 1 361 M
GDP : 9 181 Bn $ (2nd)

Japan
Population : 127 M
GDP: 4 902 Bn $ (3rd)

Hong Kong
Population : 7 M
GDP : 274 Bn $

South Korea
Population : 50 M
GDP : 1 222 Bn $ (15th)

Taiwan
Population : 23 M
GDP : 489 Bn $ (25th)

India
Population : 1 243 M
GDP : 1 871 Bn $ (10th)

Singapore
Population : 5 M
GDP : 296 Bn $ (36st)
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Australia
Population : 23 M
GDP : 1 505 Bn $ (12th)

CACIB

Credit Agricole CIB in Asia
Clients and Products
Clients

Products

The activities of CACIB in Asie are focused on 2
main client categories:

CACIB in Asia has developed a recognized
expertise in the following areas:

Large Entreprises active in Asia:
 Conglomerates (industries and services)
 Telecom Media
 Agribusiness
 Real Estate/Hotels
 Energy (Oil & Gaz)
 Transportation (Aviation & Shipping)

Financing of international trade & export

LargeFinancial Institutions:
 Banks
 Insurance compagnies
 Sovereign wealth funds
 Asset management
 Pension funds

Cash management
Structured Financing:
 Project financing
 Real estate/hotel/gaming
 Commodities financing
 Telecom
 Aviation & Shipping
Debt Capital Markets: G3 + CNH
Hedging: exchange rates & interest rates

 Small & Medium-sized companies (cfr. PAI/IBS)

Mergers & Acquisitions: cross-border
transactions
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INTERNATIONAL DESK UNIT
The gateway for Credit Agricole Group client expansion
BANKING NETWORKS, SPECIALIZED BRANCHES, PARTNERS
Credit Agricole S.A.

FRANCE
Regional
Banks

CCI
......

CA Group
International Desks

Service providers

Primary access point, firm understanding of clients’ global needs, advice
Introduction to banking and non-banking contacts
Follow-up, monitoring, offer enhancements
Participation in client events, BtoBmeetings

ABROAD
CREDIT AGRICOLE GROUP
International Retail
and Commercial
Banking (IRCB)
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CACIB NETWORK

Specialized
branches

Partner
Banks

CCIFE

Law firms
Sopexa, …

Service providers

CACIB

INTERNATIONAL DESK UNIT
The gateway for CA Group client expansion
OFFER

• Banking and non-banking advisory services: means of payment, rules and
regulations, cultural particularities
• International account openings, local and international cash management
services, trade finance
• Financings
• Incorporation and acquisition
• Referral to local service providers: lawyers, tax specialists, chartered
•

•

accountants, HR consultants,
BusinessFrance, Altios, CCI, Sopexa, etc
Participation in seminars and tradeshows both in France and abroad,
organizational assistance for CA Group’s international seminars, B to B
meetings...
Local support for the client over the long term
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INTERNATIONAL DESK UNIT
The gateway for CA Group client expansion

Internet : http://internationaldesks.ca-cib.com
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China: the currency has recovered as the
economy remains on track

Gary Yau
Emerging Market Strategist
+852 2826 1553
gary.yau@ca-cib.com

https://catalystresearch.ca-cib.com
Crédit Agricole Corporate and Investment Bank is authorised by the Autorité de Contrôle Prudentiel et de Résolution (ACPR) and supervised by the ACPR and
the Autorité des Marchés Financiers (AMF) in France and subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation
Authority. Details about the extent of our regulation by the Financial Conduct Authority and the Prudential Regulation Authority are available from us on request.

Outline
 Growth outlook: momentum is slowing but will remain within target in the short to medium term on
stimulus measures, although surging leverage threatens stability and sustainability in the long run
(p. 8)
 RMB FX outlook: sentiment has stabilised as China neither wants to weaken its currency nor can
be forced to yield to a depreciation pressure, therefore we reaffirm our year-end forecast of 6.35
(p. 16)
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The economy started the year on track to annual growth target
Slowdown continued, but remained gradual, as planned

 Output indicators point to Q116 GDP growth of 6.7%YoY, only marginally down from 6.8%YoY in Q415.
 Primary industry production was curbed by inclement weather. Within secondary industry, manufacturing slowed.
Within tertiary industry, banking and insurance, wholesale and retail trade, and accommodation and catering trade
decelerated.
January – February data puts the economy on track to a gradual slowdown towards 6.7%YoY in Q116 and 6.5% in 2016
GDP grow th - output breakdown (%, YoY)
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There was a modest but broad-based deceleration of momentum
Both manufacturing and services saw weakening of output in their core
segments
 Manufacturing output growth slowed to a long-term low of 6.0%YoY.
 Equity turnover saw a 22%YoY collapse.

Further slowdown in manufacturing only partly offset by
pick-up in mining and utilities output

Decline in equity turnover points to deceleration in banking
and insurance services output

Industry grow th components (%, YoY)

Banking & insurance output vs stock turnover
(%, YoY)
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GDP: output: banking & financial services
Equity market turnover volume (rhs)
Source: CEIC, Crédit Agricole CIB; Q116 equity market turnover is based
on data for January – February and an assumption that March results
equal these for February.

Policy push to boost infrastructure and housing has succeeded
These two segments of the economy are mitigating slowdown elsewhere

 Construction and real estate output, propelled by accelerating outlays on fixed asset investment, are largely
mitigating a broad-based slowdown elsewhere.
 This is allowing the whole economy to lose only a moderate amount of momentum.

Pick-up in real estate investment and sales implies firmer
output of real estate category of tertiary industry

Acceleration of fixed asset investment bodes well for
construction output category of secondary industry

Real estate output category of tertiary industry vs real
Forecast
estate investment and real estate sales (%, YoY)
tertiary industry - real estate output is highly correlated
with a combination of real estate sales and investment

Construction output vs fixed asset investment
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forecasts are based on data for January – February and an assumption
that March growth rates equal these for February.
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Construction output (real)
Fixed asset investment (real)
Source: CEIC, Crédit Agricole CIB; Q116 fixed asset investment forecast
is based on nominal data for January – February, a prediction that March
result will improve modestly, and an assumption that deflator will become
less negative by a margin similar to that in case of industrial production.

The NPC confirmed ambitious goals for 2016 and for 2016 - 2020
Key development targets: still excessive

 Growth goals for 2016 (6.5 – 7.0%) and 2016 – 2020 (at least 6.5%), while lowered, remain too ambitious compared
to the economy’s potential.
 We expect that in 2016 the economy will expand by 6.5%, somewhat slower than in 2015 and at the lower end of the
target range.
Growth target was cut but remains excessive…

…while labour market goals have been kept
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Source: Bloomberg, CEIC, Crédit Agricole CIB
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2016: announced fiscal / monetary stimulus to yield 6.5% growth
Fiscal policy will remain proactive but with an ‘increased intensity’;
monetary policy will stay prudent and flexible but with an ‘easing bias’
 To achieve over-ambitious growth targets, the annual ‘Report on the Work of the Government’, presented to the 4th
Session of the 12th National People’s Congress, outlined plans for fiscal and monetary stimulus.
 The government has also indicated pre-emptive fine-tuning to prevent risks.
 We expect actual public finance deficit to widen in 2016 to 5.3% of GDP from 5.1% of GDP in 2015, and see two 25bp PBoC rate cuts
Fiscal deficit target continues to expand…
2.5%
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Source: Bloomberg, CEIC, Crédit Agricole CIB
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Long term: the price to pay is rapid rise in leverage
Leverage in the economy is on track to reaching 330% of GDP in 2020
versus 250% of GDP in 2015
 There is no de-leveraging in sight despite the lip service that policy makers have been paying to it.
 Declining efficiency of credit is adding to the need to accelerate the surge in debt.

Leverage to keep surging…

…as credit efficiency declines
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The end game: banking sector recapitalisation
The 2016 growth target and new five year plan confirm that China is on the
road to a debt crisis and a forced recapitalisation of its banking system
 This is the biggest threat to China’s economic and financial stability and sustainability, because of: an already high
level of debt, an elevated cost of its servicing (about 15% of GDP in interest payments pa), insufficient assets to
counter it (net financial assets stand at only 68% of GDP), the quick pace of its increase and a swift chance of it
going bad (NPLs surged by 51% last year).
 Resulting losses will erode the core tier one capital of the banking sector, creating a capital shortfall amounting to an
equivalent of some USD2trn by 2020. While large, the gap will correspond to about 12% of GDP, an amount that can
be taken on the public sector balance sheet through a government-orchestrated recapitalisation.
Debt keeps surging and going bad…

…which will require bank recapitalisation in 3 to 5 years
Banking sector - selected risk metrics (%)*
forecasts
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Source: Bloomberg, CEIC, Crédit Agricole CIB
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RMB FX outlook
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The PBoC does not want to depreciate the RMB vs the USD
Benefits would be too limited while side effects too negative

 Trade in goods and services has too small a contribution to GDP growth to matter enough for an FX policy change
 Mainland entities would suffer from depreciation due to their FX debt exposure

Trade no longer contributes to GDP growth
GDP grow th and contributions - annual, %
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The PBoC changed methodology for offshore debt data in Q115,
resulting in a jump in reported levels; the offshore data is as of Q315
Onshore data is loans only as bond amount outstanding is negligible
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China has almost stopped bleeding hard currency
The recent, improved, FX reserve figures are also reassuring

 The volume of interventions to support the currency has dramatically fallen in March, signalling that the RMB can
stand on its own two feet
 The central bank’s total foreign reserve assets are higher than its FX reserves and are declining at a slower pace

FX reserve depletion has decelerated sharply…

…as capital outflows have slowed

FX reserve change (monthly)
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Source : CEIC, Crédit Agricole CIB

Page 18

the smallest estimate of capital outflow
since October 2015

100

05 April 2016

Current account - estimate
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The market is not able to force the PBoC to weaken the RMB
China has sufficient stock of reserves and flows from C/A and D/I surpluses
 The PBoC would be capable of defending its currency in pretty much any adverse scenario.

Gross international assets are mostly liquid and sharply
exceed gross international liabilities…
Gross assets (international investment position)
USD trn
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Source: CEIC, Bloomberg, Crédit Agricole CIB; the latest data is as of
Q315 and since then reserve assets have declined by about USD0.3trn;
reserve assets include FX reserves, gold, SDRs and IMF reserve position
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Reserve liabilities

3

Gross assets
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Gross liabilities (international investment position)
USD trn

Loans ex. trade credit

0.0
0.5
0.5
0.4
0.3

Securities investment

…which are mostly illiquid and partly RMB-denominated

1
0.0

0

Gross liabilities
Source: CEIC, Bloomberg, Crédit Agricole CIB; the latest data is as of
Q315 and since then liabilities have likely declined

Asset side of the int’l investment position is the main challenge
Potential drawdown of reserves due to a build-up of non-reserve assets could
theoretically exceed FX reserves, but can be managed by capital controls
 Any drawdown due to a build-up of non-reserve assets would be limited by capital restrictions to a level that could be
balanced by current account and direct investment surpluses.
 Conclusion: the PBoC has more than enough reserves to cover imports and liabilities, while their drainage through
growth of non-reserve assets is restricted by capital controls.

Should capital account become fully opened, potential
outflow could be a multiple of reserve assets
Onshore pool of RMB deposits (in USD terms)
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Source: CEIC, Bloomberg, Crédit Agricole CIB; data as of Q315
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Source: CEIC, Bloomberg, Crédit Agricole CIB; data as of Q315

Fundamentals and valuation point to medium-term appreciation
The RMB should begin to re-appreciate as China’s balance of payments
returns to surplus, which should take place by the summer at the latest
 While even in an extremely negative scenario of a large balance of payments deficit the RMB can be defended, our
central scenario is that China will have a surplus on an annual basis this year and through 2018.
 It would make sense for the central bank to allow some appreciation against the USD in order to recover the RMB’s
value vis a vis the index (which has fallen 2% below the 100 benchmark level).
 We continue to expect gradual appreciation in the remainder of the year to 6.35 for both the CNY and the CNH.
Balance of payments is likely to return to a surplus this year
Balance of payments (USDbn)
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used by the PBoC in tracking the value of the RMB
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Source: CEIC, Bloomberg, Crédit Agricole CIB;
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Source: CEIC, Bloomberg, Crédit Agricole CIB

Dec 15

Summary
 Growth momentum is slowing gradually, as expected, and remains on track to the government’s
target (we expect 6.7%YoY in Q116 and 6.5% for the whole year of 2016)
 Sentiment towards the RMB has stabilised
 China neither wants to weaken the RMB nor has to yield to a depreciation pressure
 USD/RMB exchange rate forecasting should not be done based primarily on basket stability but on
the basis of balance of payments projections, which support a stronger yuan due to a surplus
likely in 2016
 Our year-end forecast for 2016 remains 6.35 (set in August 2015)
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