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Why are we presenting —


SMITH ASIA BUSINESS REVIEW (SABR)


    SABR is a research-oriented team of Smith Asian MBAA in order to


Help promote awareness of the emerging Asian economies among Smith community


Serve as a job interview information center 


    for Smith MBAs


Provide a platform to express your opinions 


    on Asian economies/business


We need your attention and support!


Contact: Hui Ren � HYPERLINK "mailto:hren2006@rhsmith.umd.edu" ��hren2006@rhsmith.umd.edu�








Economy 








Asia's healthy expansion is expected to continue, with growth projected at 6.6% in both 2005 and 2006, according to a recent report from the Asia Development Bank. The impact of continued high oil price constitutes a major source of uncertainty in the future. The region imports two-thirds of the oil that it consumes and further price increases may lead to higher inflation rates and slower growth. China’s growth in 2005 and 2006 is expected to decelerate, partly reflecting deceleration of investment and net export; rising income and consumption are expected to be the dominant economic drivers for the next stage high economic growth. According to Economist Intelligence Unit (EIU), Japan will enjoy another relatively strong year of expansion in 2005; India, Pakistan and Sri Lanka will all enjoy brisk growth in 2005-09; Export growth in Thailand and Indonesia will be relatively subdued, reflecting the low competitiveness of much of the two countries’ export sectors.


* China: Economy powers ahead with 9.4% growth


The National Bureau of Statistics has reported a 9.4% GDP growth rate over the third quarter. During the first nine months, rising investment, exports and retail sales enabled China to maintain a brisk pace of expansion. Investment in fixed assets continued to display a high level of growth at 26.1%; exports continued to increase at a rapid pace of 31.3%. 


* India: Reverse repo interest rate raised; GDP projection raised to 7-7.5%


The Indian economy grew at 8.1 % in Apr-June ’05 period, which is higher than the 7.6% in the corresponding period in the preceding year. Industrial activity and the services sector showed impressive growth. Exports grew at a 20.1% rate in Jan-Aug 2005. The Reserve Bank of India (RBI, India’s central bank) raised its reverse repo interest rate by 25 basis points to 5.25% on Oct 25. This has been the third increase in three years, as concerns of inflationary pressures and asset bubbles continue to mount. RBI also raised its projection for GDP growth in the current fiscal year from 7% to 7-7.5%, backed by higher industrial production and rising export earnings in technology and other services. 


* South Korea: Economic recovery showing signs; overnight call rate raised


The Bank of Korea (BOK) reported the third quarter GDP growth at 1.8%, up 4.4% year-over-year, following a 1.2% second quarter advance. Growth was led largely on the strength of the exports markets, increased retail sales, factory operating rates and industrial production. Real GDP growth rate is estimated at 3.9% in 2005. The BOK raised its overnight call rate for the first time in 3 years on October 11th from a historic low of 3.25% to 3.5%, citing concerns on inflation, a housing bubble, and a slightly weaker won. Inflation, however, remains benign as the October CPI came in at 2.5% (2.7% in September); core inflation came in at 0% (0.2% in September.)


* Taiwan: Slower GDP growth in 2005 to around 4%


The third quarter GDP growth rate is 4.32%, slightly higher than expected. The unemployment rate remains low at 4.14% and the consumer price grew 0.09% in September. Due to the soaring oil price and weak domestic demand, the economy is estimated to grow by roughly 4% in 2005. This constitutes a sharp deceleration from the 5.7% growth rate registered in 2004, and largely reflects weaker growth in demand for key manufactured exports in the first half of the year.


* Hong Kong: New chief executive, faster GDP growth 


In the second quarter of 2005, Hong Kong’s GDP growth rate is 6.8%, faster than expected following 6.2% in the first quarter and 8.2% in 2004.On June 24th 2005, Donald Tsang was installed as the territory’s chief executive. The broad economic policy challenge facing the Hong Kong government is to maximize the benefits accruing to Hong Kong from China’s rapid economic development, while minimizing the costs. 





Market                                                        M1





Investors should consider increasing their exposure to Asia markets. 


Recent strength in the Asian markets reflects a continuing re-rating process. Asian markets have outperformed the world and the US markets over the past four years including this year to date. Leading the market is South Korea. It has reached a new historic high and is still trading around 10x P/E (Asia in general is trading at around 12x and the US is at 17x). 


* South Korea: 


Low domestic interest rates and accelerating economic growth helped push the Korea Composite Stock Price Index, or Kospi, to a record high of 1,244.27 on October 11, up 39% on the year. The Kospi had previously in early September broken the long-held high of 1138.75 set in November 1994. The markets have since cooled following the BOK rate hike and general profit-taking.  As of October 28, the Kospi was at 1140.72, still up 27% for the year. 


The strength of the Korean stock market can be attributed to several factors: 


* Improving credibility levels of Korean firms – Improvements in corporate management and financial disclosure since previous financial crises has encouraged foreign investors to increase their stakes to a 42% share of the equity market. 


* Increased participation of long-term domestic investors – Thanks to recent initiatives to reduce speculation in real estate, the government has indirectly increased interest in the equity markets as a vehicle for investment. The government has also recently allowed for the creation of retirement accounts similar to a 401(k) plan. Koreans can now open retirement-savings accounts tied to equity investing. 


(Please turn to next page M2)
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* � HYPERLINK "http://online.wsj.com/quotes/main.html?type=djn&symbol=ccb.yy" �China Construction Bank� (CCB), which raised US$8 billion in the world's biggest IPO in four years, ended their first day (Oct.27) of trading unchanged from their IPO price of HK$2.35 (30 U.S. cents) apiece. It’s now the world's 12th-biggest bank by market capitalization. CCB is the first of China's big-four banks to be listed overseas; Bank of China is scheduled to list in Hong Kong in early 2006, and Industrial & Commercial Bank of China the following year. An overseas listing isn't slated for Agricultural Bank of China. 


* Vodafone Group PLC, world’s largest cellular company bought 10% stake in Bharti Tele-Ventures Ltd, India’s largest cellular company, for $1.5 Billion. This marks a re-entry of Vodafone in Indian market, after selling its stake in a regional operator in 2003. Bharti has the largest network in India, with 14 million subscribers and 22% market share.





IPO/M&A








* India: India's government stepped in to crack down on speculation in the Mumbai stock markets, bringing the market lower during October. The Bombay stock exchange (BSE) Sensex closed at 7,686 on Friday, Oct 28th, after hitting a high of 8822 last month. The market is up by around 1,150 year to date, nearly a 20% increase. The Indian rupee continued to lose ground to US dollar, a process that began in July and accelerated in October. As of Oct 29th, US dollar is traded at 1USD: 45.04 INR 


* China:  The Shanghai composite index of the domestic stock market remains in the doldrums. It has traded around 1,150 over the past month, ever since the latest rally ran out of steam. The index is down some 100 points year to date, and nearly 15% year on year. Some Hong Kong-listed red chips have performed strongly this year though. In foreign exchange market, while trading in a narrow range against the US dollar, the RMB is gradually inching higher. 


* Hong Kong: After rallying in September, Hong Kong stocks were undermined by growing global economic imbalances as well as tight domestic liquidity. The Hang Seng index, after nearly matching its August peaks at 15,500, traded below 14,222 by October 27th. Hong Kong dollar is expected to keep its pegging the US dollar at the level of 1USD: 7.8HKD despite the recent revaluation of China’s Yuan.


* Taiwan: Doubts about the strength of the Taiwan economy have continued to depress the Taipei stock market. Taipei’s weighted index closed at 5633 on Friday, October 28. The index has been down 500 points, or 8.1% year to date. The Weighted index stood above 6,000 early October but returned to weakness in the remainder of the month. Short term interest rate remains low at 1.55% and the New Taiwan Dollar depreciated against US dollars, traded at 1USD: 33.7 NTD on Oct 28. 
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Currency Revaluation: China Yuan


After years of speculation and political gamesmanship, on July 21st, 2005, China abandoned its peg against the dollar and tied the currency's value to a "basket" of currencies. The reaction globally was positive but the size of the change disappointed many who expected a much larger adjustment. On Oct 28th, John Snow, US Treasury secretary, pressured China again, expressing the point that the US wants to see another revaluation of the yuan before President Bush’s visit to China in November. So what does China’s move mean? What is the rationale behind the move? What is the long term view?


According to the announcement by China's central bank, the People's Bank of China (PBoC), the US dollar, the yen, the euro and the South Korean won will dominate the basket; China’s currency yuan will be allowed to float by up to 0.3% around a central point set against the US dollar, with the point being reset nightly to the previous day's closing price. Similar systems will operate against other currencies, but the permitted trading bands will be wider, at 1.5%. The initial central point against the US dollar was set at Rmb8.11: US$1, representing a 2.1% appreciation compared with the previous, pegged rate. As of Oct. 27, yuan traded above the Rmb8.0862: US$1 (Chart). 


* Rationale for the change


China has long wanted to change its exchange-rate regime. An expanding balance-of-payments surplus from heavy speculative inflows (hot money) betting on a revaluation of the Yuan has made it difficult to maintain the peg. However, for now the immaturity of the financial system is preventing China from taking a big-bang approach to currency reform, which would be destabilizing. The modest revaluation enabled China to temper foreign criticism of its currency regime without appearing to have surrendered significant ground 


* Impact of the change


 Given the size of current appreciation, impact on global markets and the economy will be small. For example, it will have only a modest impact on China's bilateral trade position with the US. However, it is the start of an ongoing process of subjecting the yuan to market forces. This impact could be enormous. 


* Long term view


China is unlikely to move toward a fully-flexible exchange rate for at least several years, as China wants to protect its economic gains via the relative stability of the U.S. dollar.  In the long term, whether or not China’s government can well manage the revaluation will be a watershed event for the global economy. A hasty revaluation of Yuan would hurt the Chinese economy and will cool its run-away boom due to the fact that China is heavily dependent on exports, especially the exports to America. And a cooler Chinese economy would then lead to a realigned global scene, which likely ushers in a depression of global economy. 


 So, be patient! Give China some time!





Chart:  Yuan has been appreciating against dollar since July





Hot Topic 
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