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China cut rates by 27bps 

Yesterday, China's central bank, The People's Bank of China (PBoC), announced a rate cut to further reinforce the 

government's commitment to prevent a hard landing of the domestic economy amid sharply deteriorating global 

fundamentals. This is the second stimulative policy measure announced this week following the authorities 

reinforcement earlier in the week of their commitment to boosting infrastructure spending by USD292.2bn in the 

period 2004-2020 in an aim to support the domestic economy. 

 

The PBoC lowered the one-year benchmark lending and deposit rates by 27bps to 6.66% and 3.60% respectively.  

As was the case with the last cut, the interest rate on demand deposits was unchanged. The rate cut is the third 

within seven weeks and is a clear sign that the government will maintain an aggressive monetary policy stance going 

forward to prevent a sharp moderation in domestic growth. China's economic growth slowed down to 9% YoY in 

3Q08, the slowest growth rate on record in the past five years. Given the moderation in CPI inflation and a material 

risk for deflation in China, the market expects further rate cuts to follow in the coming months.  Beside rate cuts, 

regional economists expect several cuts to reserve requirement ratios over the course of 2009. 

 

Following the cuts in China, Taiwan and Hong Kong moved to reduce their benchmark rates also. Separately, the US 

Fed also lowered its benchmark rate to 1%, the first time since 2003. Markets welcomed the news today and the 

MSCI Asia Pacific ex-Japan index gained more than 8%, while commodities also rallied. The Hang Seng added 

12.8% and the Shanghai Composite index was up 2.6%. 
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The impact to Prudential’s funds 

Several of Prudential's funds are positioned to benefit from China's multi-generational growth story.  Under the 

current circumstances of unprecedented volatility, we continue to favour positions in companies with strong balance 

sheets. Asian corporates still enjoy healthy balance sheets with lower capex and supported by sound macro 

fundamentals. However, given the rising cost of debt, in the current environment of uncertainty we favour companies 

with significant cash holdings, as a defensive approach. We are mindful that the tight credit situation has made it 

difficult even for good quality companies with strong management to fund their future plans.  

 

Asia Pacific ex-Japan Income Funds: 

Until September, the regional income funds had no exposure to the Chinese market as the yield level offered by 

Chinese corporates were not attractive enough and hence dilutive to the portfolio.  However, the recent market 

conditions have allowed the manager to identify Chinese yield candidates for the first time since the inception of the 

funds. We have been building positions in companies that will benefit from China's large population and domestic 

demand story. In view of the recent correction we have been adding to ICBC, China Mobile and CNOOC at attractive 

levels. Our China positions in the yield funds will benefit from the government's commitment to preventing a hard 

landing in the economy and contribute to outperformance. 

 

Regional Asia ex Japan and Emerging Asia Funds 

The mainstream regional funds have been positioned to benefit from Chinese domestic demand growth. The 

combination of accommodative monetary policy and stimulative investment packages should benefit the overall 

growth outlook for the country and therefore indirectly benefit these portfolios also. 

 

China Equity Funds 

As China's government reinforces its intention to stimulate growth in the economy be it through an easy monetary 

policy or fiscal policy measures, we believe that this can only benefit opportunities in Chinese equities. The fund 

manger continues to stress the attractiveness of valuations and the cut in interest rates will eventually filter through to 

the equities market and have a longer-term positive impact (although we may not see a significant immediate impact). 
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Infrastructure Funds 

As we enter a period of uncertainty supportive government macro policies become more important. These funds are 

ideally placed to benefit from not only increased infrastructure spending but also supportive monetary policy and 

should help the fund continue to outperform the regional equity markets. The fund maintains an overweight in China 

and companies in this space should benefit on the back of explicit government commitment to cushion the slowdown 

in growth. 

 

Dragon Peacock Fund 

While the Fund invests in both China and India, it is weighted at about 51% vs. 41% respectively with a bias towards 

China which is in part due to the government's far reaching ability to stimulate economic growth, especially in terms 

of infrastructure and capital liquidity.  Therefore, the recent news flow ranging from interest rate cuts to additional 

spending by the Chinese government is beneficial and further supports our long-term investment thesis.   


