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down and producers feel 
safe making raw material 
purchase orders.  Mr. 
Greenspan may be catching 
his fair share of criticism for 
providing the soap and wa-
ter for the burst financial 
bubble (with his setting of a 
1% Fed funds rate in 2003), 
but at least his simple defi-
nition of a recession is use-
ful.   

In the current business envi-
ronment, the store of debt 
in the financial system far 
exceeds demand and the 
market is trying to reject 
the production of more 
debt.  Applying this reason-
ing to the Greenspan anal-
ogy, why then would any 
producer of credit add to 
the existing stock of debt in 
the market?  This relation-
ship extends to both the 
manufacturers of credit (the 
banks) whose receivables 
are deteriorating and their 
customers (borrowers of all 
varieties) who have over-
extended their purchases of 
credit.  

GO EAST YOUNG MAN 

Depending on your per-
spective, 2009 has provided 
a little bit of everything to 
investors.  Calamitous de-
clines followed by historic 
rallies.  Despite it all, bar-
gain hunters are now faced 
with the best of problems; 
with so many cheap stocks 
available around the 
world—which ones to buy? 

In our view, many stocks 
around the world remain 
significantly depressed and 
buyers today should eventu-
ally be rewarded for their 
conviction.  This can be said 
for stocks in many nations.  
At the same time, some 
nations may stand out as far 
better long-term invest-
ments versus others.  We 
believe one such example is 
China. 

We concede that China has 
not been immune to the pall 
of this global recession, but 
we believe that the country 
is well equipped to manage 
the downturn. Before we 
dig deeper into China 
though, let us take a quick 
look at the nature of this 
worldwide recession and 
the problems it presents to 

the global economy.  De-
spite the financial media’s 
attempt to create the men-
acing picture of a complex 
maelstrom of derivatives, 
CDOs, leveraged hedge 
funds, structured loans, 
CDSs, MBSs and so on, the 
problem can be boiled 
down into something far 
simpler.  Too much debt.  
No matter how much finan-
cial alchemy on Wall Street 
fueled the swath of night-
marish acronyms, this is 
plain and simple a problem 
of too much borrowing.  
Chances are this has become 
common knowledge among 
most market observers.  
However, some inspection 
of this phenomenon is still 
worthwhile because it pro-
vides a common sense reve-
lation of where to prioritize 
investments. 

Alan Greenspan wrote in his 
memoirs that a recession 
can be thought of as a sim-
ple backing up of inventory 
in the economy.  While the 
excess inventory sits around 
and must be worked off, 
related businesses slow pro-
duction as orders for mate-
rials cease.  This occurs 
until the inventory runs 
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have not abandoned free market 
policies 
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By and large, the producers of 
debt have recognized this 
inventory problem and have 
tried to cease or take down 
production.  In fact, it was 
spoiling inventory backing up 
on the shelves of Bear 
Stearns, Lehman Brothers, 
Merrill Lynch, etc. that ulti-
mately unraveled their ability 
to operate.  How much of this 
inventory is out there?  A 
chart printed on the bottom 
of  this page provides some 
analysis done by the invest-
ment bank CSFB that shows 
US household debt hit 100% 
of GDP prior to the collapse.  
To place that in context, the 
last time that happened was 
1929 (also on the chart).   

The seizing up of credit pro-
duction however creates a 
“problem” from the perspec-
tive of one entity in particu-
lar; the US government.  The 
problem that arises from the 
perspective of the US govern-
ment is that without loose 
credit, an economy heavily 
dependent upon credit slows 
markedly.  Economies that 
slow markedly produce sour 
voters who tend to unseat 
incumbent politicians.  So 
despite the overwhelming 
supply of credit in the finan-
cial system and the resistance 
from the banks to continue 
producing, the US govern-
ment is pulling out all the 
stops to force a continued 
production of credit into a 
system that is already buried 
in product.   

The heavy involvement of the 
US government to rescue 
imperiled financial institu-
tions from bad debt has only 
thus far served to increase the 

level of indebtedness in the 
country, and also shift the 
liabilities from the balance 
sheets of haphazard financial 
institutions to the balance 
sheets of the taxpayer (and 
for that matter, future tax-
payers).  Likewise, the US 
government’s attempt to 
provide “stimulus” to the 
slumping economy is only 
adding to the stockpile of 
debt—since the government 
is borrowing the money.  
Based on projections among 
economists the heavy 
planned deficits will create a 
national debt that is on pace 
to exceed 70% of GDP.  The 
impetus of this projected 
debt ratio rides on the back 
of a national deficit that is 
expected to exceed 12% of 
GDP this year.  To bring this 
into perspective, Sir John 
Templeton advised avoiding 
nations whose deficits ex-
ceeded 5% of GDP.   

We believe these simple 
observations and their impli-
cations have led to a few 
months of hand-wringing 
and selling in the markets 
prior to the March rally.  
Unfortunately, even after 
the rally these problems re-

main in place. 

In addition to the growing 
fiscal imbalances there is a 
palpable backlash against the 
free market ideas popular-
ized in the1980s by Ronald 
Reagan and Milton Fried-
man.  Increasingly, the US 
government has favored so-
lutions to the current finan-
cial crisis that involve wealth 
redistribution, higher taxes 
on higher income groups, 
and bailouts for the irrespon-
sible.  The catch phrase is to 
abandon the “failed policies 
of the past eight years” but 
accelerating the heavy defi-
cits and borrowing of the 
past eight years does not 
appear to be a departure 
from the behavior that led 
the US into this predica-
ment.  On the same note, 
embracing the failed policies 
of low growth, big govern-
ment  countries hardly 
seems like the answer either 
for that matter. So now, 
popular media pundits have 
seized upon the catch phrase 
that “Reaganomics is dead.”  
Perhaps Reaganomics is dead  
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in the U.S., but on the other 
side of the Pacific Ocean the 
Gipper is thriving.  When 
we turn our attention to 
China we find  a country 
with an abundance of accu-
mulated savings and thrift.  
Even better, the country is 
pushing ahead with its trend 
of economic progress and 
has embraced tax-cutting, as 
well as pro-business policies.  
Finally, low per capita rates 
of consumption across a 
number of goods and ser-
vices augurs well for future 
growth in the decades to 
come.  While the country is 
far from perfect, the stock 
market has historically 
smiled upon free markets 
and lower taxes, versus 
regulated markets and higher 
taxes. 

So effectively in this market, 
the press has whittled its 
collective attention down to 
two high profile economic 
powers, the US and China.  
Debtor and Creditor.  The 
S&P 500 trades at 11x esti-
mated earnings and the Hang 
Seng Index trades at 11x 
estimated earnings. We 
could argue that there are 
bargain stocks available in 
both markets, but when you 
adopt a five or even ten-year 
investment horizon, China 
deserves some close atten-
tion in light of its prospects 
and the current steps it is 
taking to improve its pros-
pects. 

US Household Debt % of GDP 

Source: CSFB 
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The evidence of China running a 
progressively capitalist system has 
mounted since the opening of its 
market to the world under Deng 
Xiaoping in 1979.  The economic 
reforms that built a manufacturing 
juggernaut on the bedrock of cheap 
labor are well known and have been 
thoroughly discussed during the past 
30 years by both critics and admirers 
alike.  Far more interesting is how 
this financial crisis is shaping up as an 
important inflection point in the 
country’s modern industrial history.  
China seems to have snatched Pier-
pont Morgan’s old playbook, forgot-
ten in the bleachers by profligate 
Americans, and is taking its game to 
the world stage.  First, financial his-
torians will readily recall Morgan’s 
role as the ostensible provider of 
liquidity (pre-dating the creation of 
the Federal Reserve) during the 
panic of 1907.  China’s $2 trillion in 
USD reserves accumulated during 
sunnier days has become its primary 
instrument for consolidating its eco-
nomic power now that the storms 
have arrived.  First and foremost, 
positioned as America’s largest 
creditor, most observers can see that 
the U.S. needs China at least as 
much, if not more than China needs 
the U.S.  True, China would like to 
see its spendthrift export customer 
continue buying up its products.  
Also, given its substantial holdings of 
Treasuries, dumping them would be 
counterproductive in the near-term.  
In sum though, anyone who wit-
nessed the U.S. Secretary of State 
Hillary Clinton kowtowing to Chi-
nese officials hat-in-hand to keep 
buying U.S. Treasuries sees the true 
nature of an evolved relationship.  
So in 2009, the continued buying of 
U.S. Treasuries by China is a critical 

extension of liquidity to the U.S. (just 
as Morgan’s loans were to a whip-
sawed trust industry).  Without 
China’s continued support a sharp rise 
in Treasury rates could result.  
Higher rates would totally undermine 
any stabilization of the housing mar-
ket.  While China’s action may posi-
tion itself as an economic white-
knight in this environment, its behav-
ior, like Morgan’s in 1907 is one part 
rescue and two parts consolidation of 
power.  Mr. Morgan’s behavior was 
seen as paternalistic and even altruis-
tic by some observers.  On the other 
hand it was just as much an act of self-
preservation to not allow the nascent 
U.S. capital markets he helped con-
struct crumble under the weight of 
some reckless behavior among a few.  
Long before AIG, there was the 
Knickerbocker Trust. In any event, in 
the wake of the stabilization of the 
panic of 1907 it became clear that 
Morgan exited the event having ex-
tended his power and wealth by a 
significant measure.  In other words, 
his behavior and maneuverings were 
instrumental to resolving the crisis 
but they were not exactly charitable.  
Morgan’s famous prize for all of his 
efforts was wrestling control of the 
Tennessee Coal, Iron and Railroad 
Company away from a faltering bro-
kerage that he effectively rescued.  
The de facto acquisition of TCI, a key 
competitor to Morgan’s own US Steel 
interests has gone down in banking 
history as textbook deal making in the 
midst of a crisis.  Fast forward 102 
years and we find the Chinese step-
ping into the void of the financial cri-
sis and supplying loans, equity, and 
liquidity for long-term supply agree-
ments in oil, minerals and various 
other commodities.  After all, during 
the full-tilt global expansion that 

abruptly ended in the financial melt-
down it was rising commodity 
prices, and a poor access to supply 
that dogged China to no end.  A la 
Morgan, China has inked commodity 
related deals with financially weak-
ened or cash strapped players of all 
stripes, from the world’s second 
largest miner, Rio Tinto, to Vene-
zuela (for oil), Russia (for oil), and 
Brazil (Petrobras for oil).  Clearly 
the idea is to make future commod-
ity scarcity and any related price 
rises, someone else’s problem when 
the global economy eventually in-
flates.  China was in fact somewhat 
helpless dealing with the 80% iron 
ore price increases and $150 per 
barrel cost of oil that preceded the 
recession.  In 2008 China spent $52 
billion in overseas mergers and ac-
quisitions, and two months into 
2009 the nation has posted a run-
rate that would double that figure.  
This M&A activity is not an accident; 
in late 2008 the PRC eliminated a 
law that forbid banks from extending 
loans for M&A transactions.  There 
can be little question that China sees 
this crisis as an opportunity.  

THE DRAGON SPREADS ITS WINGS 
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Before we get ahead of ourselves 
China still possesses many aspects 
of its socialist/communist history.  
The government heavily censors 
media, including Google.  In addi-
tion, the government periodically 
exercises control over industry 
and occasionally intervenes in 
market pricing mechanisms.  Fi-
nally, human rights remain a prob-
lem.  So China’s path towards free 
markets remains a work in pro-
gress to say the least, but the point 
is that progress is being made.  
During a recent trip to London, 
Chinese Premier Wen Jiabao was 
asked what he was carrying in his 
suitcase for travel, his response - 
The Theory of Moral Sentiments 
by Adam Smith.   

In light of this remark, we should 
not be surprised that the country 
has launched a continued push of 
rhetoric and behavior that favors 
free markets and all the ghosts of 
capitalists past.  Most recently, the 
country has re-embraced the old 
supply-side tactic of lowering 
taxes.  We cannot be sure if the 
beneficiaries were explicitly told 
to win one for the Gipper, but a 
wave of export rebate tax hikes 
(thereby lowering export taxes) to 
assist industries in textiles, steel, 
petrochemicals, and electronics 
will help them compete in the 
game.  Furthermore, the country 
is taking an active approach to 
aiding small businesses in the fi-
nancial crisis by empowering small 
loan companies to provide lending 
services to companies not serviced 
by larger financial institutions.  
This contrasts recent policies en-
acted in the U.S. which will raise 
the tax burden on high income 
earners and savers (capital gains 
tax) in the midst of a recession.  
China has become more outspo-

ken in its call for increased visibility 
in the world markets and less of a 
one-party system of capitalism 
dominated by the US and the 
greenback.  In the first week of 
March an article circulated in the 
People’s Daily revealing that gov-
ernment officials and political advi-
sors have recently debated making 
the Chinese renminbi an interna-
tional currency convertible in the 
capital account.  This move would 
represent a substantial move to-
ward opening up the Chinese econ-
omy as currency could flow freely, 
and would likely lead to apprecia-
tion in the RMB.  Likewise, Sir 
John Templeton cited currency 
conversion and the freeing up of 
capital flows as among a handful of 
catalysts in his bullishness on Japan 
in the 1960s, and later South Korea 
in the late 1990s.  Despite the sig-
nificant enthusiasm investors may 
have for that policy change, many 
officials in China oppose the move 
and argue that it unnecessarily ex-
poses China to the downside of 
capital flows.  Asia learned this 
lesson too well during the financial 
crisis of the late 1990s; that is the 
devastation that can result when 
capital runs for the door all at once.  
Nevertheless, if China is to assume 
the role of leader in the world mar-
kets, which it apparently seeks in 
some fashion based on recent 
rhetoric, then this option must stay 
on the table for the long-term.  
Otherwise, the country’s financial 
straits will remain tied to devel-
oped market currencies and the 
effects of their profligate policies, 
for better or worse.  Over the 
coming decades, it seems reason-
able that China will continue to 
allow its currency to appreciate in 
the open market and eventually 
make it an international currency.  

Given the currency’s room for ap-
preciation due to the government’s 
impeccable finances and trading bal-
ances the government could con-
tinue to lift its citizens’ standard of 
living through this mechanism alone.  
The potential for the Chinese to use 
their currency as a policy tool is real, 
as both a reward to its citizens and a 
punishment to profligate customers.  
When and to what extent the coun-
try taps this resource remains to be 
seen.  

In the meantime, China’s recently 
published advocacy of a shared 
world currency not denominated by 
a sovereign entity has drawn world-
wide attention.  The idea would be 
to create a non-sovereign currency 
administered by an agency such as 
the IMF and shared by all, but con-
trolled by no single country.  This 
was a novel solution, but likely un-
workable due to the level of resis-
tance that such a move would en-
counter from the US and the EU.  
Furthermore, placing such unprece-
dented power over the world into 
the hands of a few arbitrary bureau-
crats seems dangerous.  Instead, 
China’s shared currency idea can be 
seen as a simple voice of displeasure 
over the greenback and US policy.   

If there is one development however 
that could precipitate China’s move 
to free up its currency it might be 
the country’s attempt to create a 
self-sustaining domestic led econ-
omy that more closely resembles the 
structure of the US economy.  An 
economy that tilts its fortunes more 
towards domestic consumption ver-
sus exports tends to produce a more 
stable environment for its citizens 
(unless of course  it consumes  
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beyond its means!).   The domestic 
led goal has become more recognized 
among the Chinese, but unleashing 
consumerism into the Middle King-
dom may still take time.  First, the 
country must find a better mix of 
saving and spending within its popula-
tion.  Clearly the historical 30-40% 
savings rate among the Chinese, as 
well as, the accumulation of $2 tril-
lion in financial reserves demonstrates 
the potential benefits of a well run 
Asian tiger model, insofar as the 

country can count on its savings to 
weather the current storm.  Further-
more, the country may also likely re-
store prosperity sooner than debt laden 
trading counterparties.  Still, the sud-
den withdrawal of exports by devel-
oped markets customers such as the US 
and Europe during the past six months 
has caused pain and higher unemploy-
ment.  The scope for a shift in the Chi-
nese domestic economy from invest-
ment and exports to consumer spend-
ing is sizable.  Based on recent data, 

consumption measures approximately 
50% of GDP in China versus roughly 70% 
in the U.S.  This leaves much room for 
progress, and a tremendous opportunity 
for firms to service future consumption.  
Accomplishing the transition from export 
to consumption will certainly take time 
and effort, but investors who can success-
fully piggy-back on this phenomenon over 
the coming years should ultimately find 
the bumpy road worth traveling. 
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One of the most easily recognized 
causes of the high savings rate in China 
lies in the citizens’ necessity to sock 
away money for nearly every life event 
or potential catastrophe imaginable.  In 
China, as ironic as it may be for a 
“socialist” country; no one has got your 
back.  Social safety nets are porous and 
the iron rice bowl got yanked away dec-
ades ago.  If you break your leg, be 
ready to write a check.  If you want to 
retire, better save now.  This way of life 
in China and the behavior it produced 
precipitates building nest eggs, or in 
effect; self insurance.  The basic take-
away is that if a consumer could find 
more effective ways to save for life 
events rather than simply keeping cash 
in the bank (approx. 55% of China’s 
assets sit in bank deposits), it might just 
free up some money for additional con-
sumption.  Positioned as the largest life 
insurance company in China, China 
Life Insurance (NYSE: LFC - 
$49.24) fills this need.  The company 
possesses unmatched distribution and 
insurance helps the Chinese GDP co-
nundrum since it is a traditional saving 
device employed all over the world.  
While China Life may help Chinese 
citizens meet their savings needs and 

free up some additional funds for spend-
ing in the broad economy, its allure to 
investors can extend beyond the basic 
fundamentals of a nascent life insurance 
market.  For instance, much is often 
written and said about the undervalua-
tion of the Chinese renminbi and yet it 
remains difficult to own, unless you are 
Chinese due to government restrictions.  
Because China Life collects its insurance 
premiums in RMB, it must also match 
its assets to its liabilities in RMB and 
therefore the currency effects receive 
little distortion across the balance sheet.  
With that said, the China Life ADRs 
trading on the NYSE represent a simple 
way for western investors to participate 
in any appreciation of the RMB.  In a 
similar vein, many western investors 
have heard about or studied the Chinese 
A-share market, although it officially 
remains closed to outsiders.  Once 
again, China Life holds a portion of its 
investment portfolio in A-shares and 
thus provides outside investors another 
opportunity to access an otherwise diffi-
cult to purchase asset.  Finally, China 
Life also invests in fixed income invest-
ments which have attracted considerable 
amounts of capital in recent months by 
newly launched hedge funds looking to 

exploit the discounts.  All told, China 
Life pulls together several long-term 
investment themes surrounding China, 
trading in a highly liquid ADR on the 
NYSE. 

CHINA LIFE HELPS SOLVE THE SAVING AND SPENDING CONUNDRUM  
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A great deal has been made of 
the current global recession, 
and naturally the focus in the 
market has been relegated to 
concerns over the near-term 
outlook for corporate earn-
ings, or even the possible 
timing of recovery in the 
world’s various economies.  
While everyone fixates on 
these difficult questions, do 
not lose focus on the opportu-
nities at hand and the long-
term potential that lies ahead 
of many well-run companies.  
It pays to not lose sight of the 
forest for the trees, and 
sometimes it pays to just buy 
both the forest and the trees.  
In the case of the Chinese 
forestry company Sino-
Forest (Toronto: TRE - 
CAD 8.79) investors can do 
just that.  Sino-Forest trades 
at 4.9x EPS, 0.7x Book 
Value, 2.2x Cash Flow, and 
1.8x Enterprise value to 
EBITDA.  We believe the 
discount is owed to myopic 
concerns over the global re-
cession’s impact on China, 
which in our view has become 

exaggerated in stock prices 
when contemplating a longer-
term horizon.  Importantly, 
as one of the leading forestry 
plantation owners in China 
the company is as well posi-
tioned as possible in the in-
dustry and its record demon-
strates this enviable stance.  
Since 1994, the company’s 
growth rate in sales has com-
pounded at 31.4%.  The fun-
damental driver supporting 
this growth and the cause to 
believe in future high growth 
is simply that there are not 
enough trees to go around in 
China.  For that matter, per 
capita consumption for wood 
in China remains far below 
the US, at about 6% of the US 
average, providing tremen-
dous scope for growth.  In the 
figure below we can see that 
China’s consumption of lum-
ber products consistently 
outpaces its internal produc-
tion. This effectively trans-
lates into Sino-Forest possess-
ing a significant and  

durable competitive advan-

tage over its global competi-
tors who comprise the mar-
ginal supply of forestry prod-
ucts to China via imports into 
the country.  Likewise, be-
cause the firm has been a 
longstanding and now large 
scale operator in the Chinese 
forestry industry, it now pos-
sesses a solid competitive 
advantage over domestic 
newcomers.  For example, 
new competitors will be hard 
pressed to replicate Sino-
Forest’s deep inroads with 
local forestry bureaus or its 
ability to access capital from 
internal cash flows or outside 
lenders in this financial envi-
ronment.  In sum, the com-
pany possesses solid barriers 
to entry over both domestic 
and foreign competitors.  
Sino-Forest appears well posi-
tioned to capture the multi-
decade growth of the Chinese 
market, and in particular the 
transition of its population 
towards a large scale middle 
class of homeowners and con-
sumers.  In regards to China’s 
rather tenuous adoption of US 

DON’T LOSE SIGHT OF THE FOREST FOR THE TREES 
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monetary policy (managed 
float) and the possible ef-
fects of future inflation, 
forestry assets have histori-
cally provided a sufficient 
hedge against a loss in pur-
chasing power.  For in-
stance, the National Coun-
cil of Real Estate Invest-
ment Fiduciaries has main-
tained an index of the value 
of a portfolio of forestry 
assets recorded on a quar-
terly basis that can shed 
some light on the matter.  
The index records the quar-
terly change in return for a 
portfolio of forestry prop-
erties as if they were 
bought at the beginning of 
the quarter and sold at the 
end, including the returns 
from operating cash flows.  
Dating back to 1987 this 
index has returned an annu-
alized 15.7% versus 9.9% 
in the S&P 500 and annual-
ized inflation of 3.1%.  
What is not so obvious are 
the underlying drivers to 
this outperformance, ac-
cording to Standard and 

CHINA IS UNABLE 
TO INTERNALLY 

SUPPLY ITS 
LUMBER 

DEMAND, 
PLACING 

FORESTRY CO’S 
LIKE SINO-FOREST 
IN AN ENVIABLE 

POSITION  

Chinese Lumber Production Falls Short of Consumption 

Source:  Poyry 
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sionals.  All told, there is de-
mand for accountancy profes-
sionals in China coming from 
several directions.  According 
to estimates by Ernst and 
Young, China may possibly 
run a supply deficit for ac-
countants over the next ten 
years.  Estimates from the 
same group suggest that 
China is meeting less than half 
the demand for accountants in 
the market.  As we all know, 
no matter where they work 
accountants are subjected to 
their fair share of tests, certi-
fications, and exams and 
China is no exception.  Fortu-
nately for these studious indi-
viduals there is China Dis-
tance Education (NYSE: 
DL - $5.44) the undisputed 

As China pushes down the 
road of globalization its need 
for more and more capable 
executives and professionals 
has continued unabated.  In 
this respect accountants are 
no exception as businesses 
require accounting profes-
sionals at all levels to record, 
assimilate, analyze and pre-
sent financial information to 
stakeholders of all varieties.  
When Chinese companies 
seek to go public the need is 
even greater for accounting 
professionals with the exper-
tise to navigate the more 
complex reporting require-
ments of the global capital 
markets.  Finally, multi-
nationals setting up offices in 
China need the same profes-

leader in online education for 
accounting test preparation.  
During the past five years 
China Distance has obtained 
the highest level of online 
course enrollments in China, 
paced by compound annual 
growth of 67% from 2003-
2008.  The company’s growth 
rate outpaces an already robust 
industry growth rate for pro-
fessional test prep education of 
22% compound annual growth 
during the past four years.  
Positioned as the leader in its 
field for online accountancy 
test prep the company has em-
bedded itself in the big four 
accounting firms in China and 
enjoys a higher level of visibil-
ity and credibility in the mar-
ket.  Moreover, the reason the 
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Poor’s, timber prices have 
historically risen 3% above 
the rate of inflation thus 
providing a substantial 
cushion to investors looking 
to protect their purchasing 
power.  With that said, 
Sino-Forest can be found 
attractive not only for its 
prospective growth, but 

also for its ability to shield 
investors from a loss of 
purchasing power should it 
occur. 

 

 

big four use China Distance 
is simply because of its re-
sults on test day.  On aver-
age, the at large pass rates 
for accounting tests, certifi-
cates, and exams in China is 
less than 20%, but the aver-
age pass rate for China Dis-
tance customers in the same 
tests ranges between 30-
40%.   In addition to being 
the leader in the accounting 
test preparation space, the 
company has also pushed 
into several other test prep 
categories including health-
care, legal, IT and foreign 
language, just to name a few.   

Although it trades on the 
NYSE, this stock certainly 
falls more on the side of the 
small cap genre with a mar-
ket cap of $196 million.  
With that said, a good long-
term horizon and some ap-
petite for volatility would be 
advised for holders.  Never-
theless, the market for ac-
countants and accounting 
test preparation should pro-
vide good growth prospects 
in the years to come. 

 

Source: CCID Report 
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depressed market environ-
ment investors are not con-
ceding much ground on 
valuation with this collection 
of securities trading at an esti-
mated P/E of 11.8x and a 
dividend yield of 3.5%.  His-
torically, this ETF has pro-
vided more return than in-
vesting in a comparable index 
such as the Hang Seng.  Since 
its inception in October of 
2004, FXI has annualized a 
return of 13.8% compared to 
the 4.2% annualized return in 
the Hang Seng.  Over the 
same time period, FXI inves-
tors would have dealt with 
more volatility at an annual-
ized monthly standard devia-
tion of 34%, versus 24% in 
the Hang Seng, but they were 
compensated for the risk with 

In this market environment 
some investors have likely felt 
the sting of a stock pick that 
went the wrong way.  For 
those who are not comfort-
able with individual stocks in 
this market, there is good 
news in the form of an ETF 
called the iShares FTSE/
Xinhua China 25 Index Fund 
(NYSE: FXI - $28.53).  This 
ETF could present a happy 
medium between taking com-
pany specific risk and diluting 
your returns through a broad 
index tracking fund invested 
in over one hundred securi-
ties.  This ETF holds a rea-
sonably well assembled cross 
section of successful estab-
lished Chinese businesses rep-
resenting a number of indus-
tries.  Additionally, given the 

a much higher return.  Many 
investors may shy away from 
the higher volatility of the 25 
stock portfolio in the FXI 
fund, but when the market is 
depressed we would argue on 
behalf of adding volatility 
since it has the ability to pro-
duce friendly gyrations as the 
market recovers.  Con-
versely, removing volatility is 
a better idea when the market 
is high, and everyone loves 
stocks.   
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SOME 
DIVERSIFICATION 
ALWAYS MAKES 

SENSE 

Source:  Bloomberg 

iShares FTSE/ Xinhua China 25 Index ETF Holdings

Company Name Industry Est P/ E Dividend Yield
China Lif e Insurance Co Ltd Lif e/ Heal th Insurance 18.7x 1.9%
Industrial  &  Commercial  Bank of China Commer Banks Non-US 9.2x 3.8%
Bank of China Lt d Commer Banks Non-US 7.5x 4.4%
China M obi le Lt d Cellular Telecom 9.5x 3.8%
PetroChina Co Ltd Oi l Comp-Integrated 8.1x 5.3%
Ping An Insurance Group Co of China Ltd M ult i- line Insurance 21.6x 1.7%
China Const ruct ion Bank Corp Commer Banks Non-US 8.4x 4.6%
China Telecom Corp Ltd Telecom Services 12.4x 2.6%
China Shenhua Energy Co Ltd Coal 9.9x 3.1%
China M erchants Bank Co Ltd Commer Banks Non-US 9.4x 2.3%
Bank of Communicat ions Co Lt d Commer Banks Non-US 8.6x 5.3%
China Unicom Hong Kong Lt d Cellular Telecom 13.8x 2.9%
China Communications Const ruct ion Co Ltd Building& Construct -Misc 13.8x 1.2%
CNOOC Ltd Oi l Comp-Explor&Prodtn 8.7x 4.7%
China Pet roleum &  Chemical  Corp Oi l Comp-Integrated 6.7x 3.2%
BOC Hong Kong Holdings Ltd Commer Banks Non-US 7.8x 10.6%
China Cit ic Bank Commer Banks Non-US 8.5x 2.0%
China M erchants Holdings International Co Ltd Diversified Operat ions 13.6x 3.9%
China Coal  Energy Co Coal 7.8x 1.2%
China Railway Group Ltd Building-Heavy Construct 15.3x 0.0%
Huaneng Power Internat ional  Inc Elect r ic-Generat ion 11.2x 6.5%
Aluminum Corp of China Ltd M et al-Aluminum 17.9x 2.5%
Datang International Power Generat ion Co Ltd Elect r ic-Generat ion 10.5x 3.7%
China COSCO Holdings Co Ltd Transport -M arine 8.0x 3.9%
Air China Ltd Airlines 30.3x 2.7%

Average 11.9x 3.5%
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IMPORTANT DISCLOSURES: 

 

All of the views expressed in this Report accurately reflect the authors’ personal views regarding any and all 
of the subject securities or issuers as of the date of the Report, but the authors do not have any obligation to 
update those views. No part of the authors’ compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed in this Report. 

  

Although the authors currently believe that the information and data presented in this Report and otherwise 
relied upon by the authors is accurate, they have not independently confirmed the accuracy of such informa-
tion and data.  All data and analysis contained herein are provided “as is” and without warranty of any 
kind, either expressed or implied. None of the authors or any of their affiliates or employees, or any third 
party data provider, shall have any liability for any loss sustained by anyone who has relied on the informa-
tion contained in this Report. All opinions expressed herein are subject to change without notice, and you 
should always obtain current information and perform due diligence before investing.  The authors, accounts 
that they or their affiliated companies manage, or their respective shareholders, directors, officers and/or 
employees, may have long or short positions in the securities discussed herein and may purchase, sell or sell 
short such securities without notice. 

 

The securities mentioned in this Report may not be eligible for sale in some states or countries, nor be suit-
able for all types of investors; their value and income they produce may fluctuate and/or be adversely af-
fected by exchange rates, interest rates or other factors.  Further distribution prohibited without prior per-
mission. Copyright 2009 © Maximum Pessimism, LLC. All rights reserved. 
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