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Market Focus 

 Why the drop? 

– Margin-triggered selling in A-shares 

– Liquidity needs 

– Lack of policy catalysts 

 Outlook? 

– Near Team – Volatility remains high in both A and H markets. This round of sell off is nothing 

related to the fundamentals such as economy or corporate earnings. 

– Medium to Long Term – Still positive. 

1. Monetary policy loosening to continue: room for further interest rate cuts;  

2. Reform: a good performing equity market is important for SOE reform;  

3. Valuations (as of 8 Jul 2015) – MSCI China (offshore Chinese equities) is still trading at around 

9.8x price-to-earnings (vs CSI300’s 15.8x), providing attractive risk/reward to investors. 

4. RMB internationalization: it is at the top priority of the current administration and HK listed 

equities will very likely benefit from China’s opening up;   

 China AMC tends to be more positive on the H- over the A-shares.  In short-term, the fund would 

raise cash slightly to see if there is any opportunity to buy-on-dip. 

China A – Recent Market Movement, 8 Jul 2015 (Wed) in particular 

Source: Information is provided by CAMHK, the sub-manager of the Fund, as of 8 Jul 2015. 
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Market Focus 

China A – Margin Financing 

Source: Citi Research: PBOC Support, IPO Halt & Stabilization Fund vs. Deleverage: Selective Buys (6 Jul 2015) 

 Margin Buy balance currently (3 July) sitting at  ~RMB 1.9tn which is 5.7% of total market cap  

 Estimates 1/4 of margin buys have been forced out of the market when CSI300 dropped to 3,886 
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Market Focus 

China A – Margin Financing 

Source: Citi Research: PBOC Support, IPO Halt & Stabilization Fund vs. Deleverage: Selective Buys (6 Jul 2015) 

 Margin Buy balance dropped 16% from peak, vs CSI300’s 27% 

 High exposure to expensive stocks means high risks 
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Market Focus 

8 Jul 2015 (Wed) 

Source: Bloomberg (9 Jul 2015) 

 Abnormal movements in the market seen.    

 “Onshore” Short selling limited  short selling in “offshore” markets (HSCEI, HSI, A50, etc) 

CSI300 Index ETF (83188 HK) vs CSI300 Index (over last 3 days) 

  08-Jul-15 09-Jul-15 

83188 HK -18.76% +24.72% 
SHSZ300 

Index 
-6.75% +6.40% 
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China Market Outlook 

 The interest rate cut in November 2014 signaled that we have entered into a rate-cut cycle 

 

 

 

 

 

More about Monetary Policy Loosening 

Note: Information is provided by ChinaAMC (HK), the sub-manager of the Fund, as of 2 Jul 2015. 

China Benchmark Interest Rates* China Required Deposit Reserve Ratio  

for Major Banks* 
(%) (%) 
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China Market Outlook 

 More about Opening-up 

– Shanghai-Hong Kong Stock Connect is only at infant stage 

 Quota usage 

 Investment universe 

– More to come: Shenzhen-Hong Kong Stock Connect, MSCI index inclusion and QDII2? 

 

 

Capital Markets Opening-up 

Shanghai Hong Kong Stock Connect Quota Usage* 
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Note: Information is provided by ChinaAMC (HK), the sub-manager of the Fund, as of 29 Jun 2015. 
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China Market Outlook 

H-share is trading at attractive valuations comparing to both its own historical 
level or DM equities 

MSCI China Historical P/E ratio* Valuations of Major Equity Markets* 

Note: Information is provided by ChinaAMC (HK), the sub-manager of the Fund, as of 30 Jun 2015. 
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China Market Outlook 

Global flows still underweight China, but will likely improve 

Source: Citi Research: China Road Ahead 2H15 (7 Jul 2015) 
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China Market Outlook 

Prospect of Offshore Chinese Equities 

 Good buy-on-dips opportunities appeared in Hong Kong markets on the back of the correction in A-

share markets 

 Positive Catalysts 

– Expecting the launch of Shenzhen-Hong Kong 

Stock Connect 

– Fresh flood of mainland capital into Hong 

Kong market (e.g. newly established public 

funds in China investing into offshore market) 

– China’s economy to stabilize 

– Attractive valuations of Hong Kong-listed 

equities 

 Risk Factors 

– A-Shares were not successfully included in 

MSCI EM Index  

– HK market sentiment affected by the policy 

driven A-share market  

– Announcement of IPO registration system 

– China’s economy remains fragile 

Note: Information is provided by ChinaAMC (HK), the sub-manager of the Fund, as of 30 Jun 2015. 
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China Select Fund 

Current Asset Allocation (as of 7 Jul 2015) 

Source: Citigroup First Investment Management Ltd, as of 8 Jul 2015 

 China AMC started to realize gains from A-share in Mar/Apr 2015 

 In May, the increase in A-share weighting was attributable to sharp increase in A-share market 

 China AMC prefers H- over the A-shares. In short-term, the fund would raise cash slightly to see if 

there is any opportunity to buy-on-dip 

  H-share A-share 
Others (e.g. USD 

ADR) 
Cash TOTAL 

31-Mar-15 60% 32% 3% 5% 100% 

30-Apr-15 66% 31% 3% 1% 100% 

31-May-15 62% 35% 3% 0% 100% 

30-Jun-15 59% 33% 3% 5% 100% 

7-Jul-15 58% 27% 3% 12% 100% 
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Why invest in China? 

Conclusion 

• Loosening monetary policies benefit equity market 
― Citi analysts expect PBoC to further lower interest rate and RRR in 2015 

• Reforms  (SOE Reform - raises corporate profitability) and (Financial Reform – 
broadens investor base) 
― SOE Reform–Reform on energy, military & defense, financials, telecoms and power sectors. 

Opening up stakes for private capital can raise corporate profitability 
― Financial Reform –MSCI Co. is considering to include A-Shares into the MSCI China Index, SH-HK 

Stock Connect and RMB internationalization 

• Valuation for China equity is at still relatively cheap 
― P/E ratios of MSCI China, EuroStoxx50 and S&P500 Indices are 9.8/19.1/18.1x1 

― Global institutional investors are still underweighting China currently 

Why pick Citi China Select Fund? 

• Ranked #1 by Morningstar among 26 peer funds2 

• Sub-manager China AMC is one of the largest fund management groups in 
China3 

• Flexible investment spectrum among onshore and offshore equity 
― China A-Share exposure up to 40%4 

― Flexible investment among A, H and other offshore China equities 

1. Bloomberg  as of 8 Jul 2015；2. Morningstar – Overall Rating as at 31 May 2015；3. Source: CAMHK, Wind Info, as  at 30 Sep 2014. China AMC’s assets under management (AUM)  in terms of 
mutual fund under management of RMB 310.97 billion；4. Access China A-shares via access products and the Shanghai-Hong Kong Stock Connect 
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Disclaimer 

Disclaimer 
 
Investment involves risk. Past performance is not indicative of future performance. Please refer to the Explanatory Memorandum and Key Facts Statement of the Fund 
for details of the Fund, including the risk factors. 
 
Investors should note that although the Fund’s portfolio will always be invested directly or indirectly in assets that best reflect the Fund’s investment strategy, the views 
and process that influence the selection of assets in the investment strategy could be contrary to other views or opinions contained in research reports or notes 
published by Citigroup or its affiliates. 
 
The Fund has been authorised by the Securities and Futures Commission (SFC) but such authorisation is not a recommendation or endorsement of the Fund nor does it 
guarantee the commercial merits of the Fund or its performance.  It does not mean the Fund is suitable for all investors nor is it an endorsement of its suitability for any 
particular investor or class of investors.  This material has not been reviewed by the Securities and Futures Commission. Some information in this document represents 
the views of third parties (i.e. ChinaAMC). These do not necessarily represent Citi’s view and Citi does not guarantee the accuracy of this information. 
 
Morningstar Rating Disclosures 
 
© 2014 Morningstar, Inc. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or 
distributed; and (3) is not warranted to be accurate, complete, or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising 
from any use of this information. Past performance is no guarantee of future results.  
 
Morningstar Rating for Funds 
 
Morningstar rates mutual funds from one to five stars based on how well they have performance (after adjusting for risk and accounting for all sales charges) in 
comparison to similar funds. Within each Morningstar Category, the top 10% of funds receive five stars, the next 22.5% four stars, the middle 35% three stars, the next 
22.5% two stars, and the bottom 10% receive one star. Funds are rated for up to three time periods - three-, five- and ten- years - and these ratings are combined to 
produce an overall rating. Funds will less than three years of history are not rated. Ratings are objective, based entirely on a mathematical evaluation of past 
performance. They are a useful tool for identifying funds worthy of further research, but should not be considered buy or sell recommendations.  
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