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(D EEZT-FE BBk RE
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BRGIX e 5r 10 235 R 4. 2018 4E58—ZRJERKIGIX GDP M3 L HT4E
H1 2017 SFERVUZREER 2.7%F4% 28 1.6%, RS GIEEE VR . NEFimE, 4
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TeEEAE R R E AT AR, RIuE AT fEHLEE .
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HE AR 1 AN E 0 S 4.8%, FEEFTE CORFHI)) WRgSEE, &
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FIXG EEANAR (U RFEE TR 4 R PINAS T F% 16.1%, Fiflk CPI [AILLZ) 0.43 /M E 4>
Mo HARFIGEE B B 2.7 AN E SRR 149%. HEE, Y ikE g
HHR S EURE P AR TR TS LS, S TN BBk ROR. %
FEE] 3 H DLRIAN EAT RO SR, R ETIN, —ZERE CPI A HEAE 2%-2.4% (—
TR 2.1%) , FREFREE.
(2) PPl LRk, —Z=JTaksiEm
4 H, E PPI AL B 5 0.3 N A7 A 3.4%, FEJET A~ FRN %
Aete CEP= BRI 4 9K 0.4 DNE AR 4.5%) o 2R JRHBFFEM|IN L
JEFsem, 3 H LR RrssE d (3 H BURAME Bk 19.9%) , AR
SOEREKIEY K. RIS, 4 FARSURARE RILL Bk, 3 R 6 mliR AT I L
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(1) Hflite
2018 4 4 HAK, FEmTEHAH N 30.73 Jifet, 4 HED 14067 1256, H
th, [ 4 FERRLR 2, BURAE S N 7060 12 7T, HERETE K 7060 A2 78 HIFE A 5% T
1% JAT D MBOK THE B | HAt 51 M%) 6054 1470, EER 4 J 17 HFFEHE
(4 H 25 HSEH) » BRI E %4 (419000 170> FT2iE MLF,
PRI 5 SR B M R0 8, R T RO S8R S BRI R . Sy 900 £ 424t 1)
HARR R EIE, Ft, AT AR ARL) 14067 1270, (HEERKIRFE.
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(1) A B TS RFEE T

5 H A BB RIS a 402 N (5 H 094, 4 H 1.07) , L&A
W AT ITRE SRRk D o 2017 4R B4R RISK, A BRI TN AT B, 7ERIE A4
AT G HILEIE . M ARPCRE, 5 H T MR BRI AT S
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22N

(2) Tk Al 2 R 17
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ST o B U S B 2 P () LU T A B AIS, W0F45 2 FH IR LU B s, 4t 2R Al
FliE. PPl 5 PPIRM 2 2= Al R & H3R Tl Al 2 A RE D H0AR 4k, FLA DTG S f
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HILT .
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NS, R KR RAF, EECRIEREVE: 3) . RlREEE T
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BN A2 B R 4T 0.37%. 0.64%. 0.43%. 458114, SEXTHETA Sl 220k 4 T 4]
B A3 [E DRI K i SR, (H BR85S 08 MBURE D S LR, Eooiesk
BB KR EAT AR Fiirt 18 4 AR MiEA TR A R 7E 24 i 7 &
LRI

FORA A B G, BB THRARME D, X 2 RS S 4E R R A
Wro b JE ST ORI R ARSI, FREAEEAE MLF 23 & 19 [F) & 8 801
176 PSL. E2RAERE, Tivh I8 MBERIMG I & 50 2 WAALAT . Z5H T 24T
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R A IR R R, B B AT AT Ay B MBSO DGR (W s 4R AR . B MEUK
Kt M2 38 AR A e A HE PR AR SR

2018 “FEUR TAEIRE XS ERE L5 TIET TS, SUEML,
— AR R R A A XM (M2) B i Bk 10 H A7,
PRI T “ARFFT I M2, (S50RFE SRt B S I K e tE iR, X
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Flexibility in allocation strategy
Build up in real assets as bond returns flag

Ben Robinson?

Bonds have been the worst-performing asset among habitual investment classes,
after commodities and hedge funds, over five-, 10- and 20-year horizons, according to
PWC data. For public pension funds, which have an average allocation to fixed income
of almost 40% of the total portfolio, this has created significant pressure on their returns,
forcing investors to seek alternatives.

Sovereign funds, which are dependent on oil revenues for a large part of their total
assets, have struggled to preserve their value in the face of the dramatic decline in oil
prices since 2014. Sovereign funds’ average 25% allocation to bonds, while lower than
pension funds’, is still large enough to present further headaches for these investors.

This combination of forces, exacerbated by a decade of quantitative easing, low
interest rates, slow productivity growth and aging populations in advanced economies,
has led to heated debate over which asset classes and strategies public investors should
pursue.

Recent reforms allowing great flexibility in asset allocation for European public
sector investors have helped intensify the shift into alternative assets, particularly real
estate and infrastructure.

From July, the Swedish pension buffer funds, which hold combined assets of more
than $200bn, will be allowed to invest up to 40% in “illiquid’ assets, up from the current
5% cap on unlisted assets. The minimum allocation to top-rated fixed income products

has also been reduced to 20%, from 30% of the total portfolio.

1Ben Robinson is Senior Economist at OMFIF. This article first appeared in the February edition of The Bulletin.
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In April the Norwegian finance ministry signalled its intention to allow Norges
Bank Investment Management, which has more than $1tn in assets under management,
to invest in unlisted renewable infrastructure, following years of lobbying by the fund.

These developments are part of a broader trend. The value of real estate and
infrastructure within sovereign fund and public pension fund portfolios has risen by
120% and 165%, respectively, since 2009. According to an OMFIF survey of public
investors with around $4.6tn in AUM , more than 70% have increased or significantly
increased (by up to 6%) their allocation to these assets in the last three years.

The role of real assets within the total portfolio has shifted. These are no longer
viewed solely or primarily as part of a core or core-plus strategy . Value-add and
opportunistic strategies are gaining in importance, affecting the types of assets investors
are pursuing and the way they access them.

Some investors are targeting a higher share of private real assets, driven by factors
including diversification, higher yields and lower volatility than listed public assets.
This allows investors to access a wider range of projects and to specialise in non-prime
real estate and other niche investments.

More complex investments

Sovereign and pension funds are pursuing larger and more complex investments
and collaborating with limited partners to reach deals of sufficient scale. Interest in
private equity is waning as the large build-up of “dry power ’-estimated at around
$300bn in the real estate sector alone — adds to the costs.

Direct debt and equity are instead becoming more widespread as investors seek
exposure to specific, carefully selected projects. They are trying to overcome the high
costs of more traditional prime assets in core locations, which have been driven by
strong competition from other investors.

Many institutions are bringing more of their asset management in-house. This is
forcing external managers to update their value proposition by offering new fund
structures, greater transparency and flexibility, and lower costs, to remain competitive.

The potential rewards are substantial.
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Over the next three years, sovereign and public pension funds plan to increase their

investments by $334bn in infrastructure and $130bn in real estate, according to the
OMFIF survey. However, matching the supply of readily available sums of cash with
investment needs — estimated at more than $90tn over the next 20 years for infrastrcture
alone — remains the biggest stumbling block.

In view of the long-term nature of real asset investment, political, legal and
regulatory certainty is vital. Improved information, benchmarking and hedging
products are also needed. The hope among investors facing low returns elsewhere is
that the scale of their demand for real assets spurs on these reforms, expanding the range

of investable assets.
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China plays the long chess game
Beijing will adopt measured response against US

tariffs
Gary Smith?!

There has been speculation that the trade dispute between the US and China could
prompt Beijing to sell down its holdings of US Treasury debt. While Chinese leaders
clearly feel compelled to retaliate against Washington's recently imposed tariffs, it is
unlikely that foreign exchange reserves would be used for this purpose. Progress on
some of the West's legitimate complaints about China’s trade practices seems remote,
but so does any Chinese response that might trigger a fully-fledged financial crisis.

Chinese officials will weigh some difficult issues as they shape their strategy.
Textbooks would suggest that selling dollar-denominated assets would put downward
pressure on the dollar. It is doubtful that this is an outcome China would want against
the backdrop of a trade dispute that, in a wider sense, would threaten its own export
performance. However, the situation might be more nuanced than it first appears.
Currency movements do not always conform to theory. If retaliation were intended to
trigger a US financial crisis, the experience of the 2008 crisis might be worth heeding.

A decade ago, as the US housing crisis morphed into a global crisis, the dollar
benefited from a 'flight to quality'. This perverse outcome was a consequence of dollar
hegemony in the financing of international trade.

Beijing began the process of establishing its own currency in the global trading
network partly to ensure that China would be in a stronger position in a future crisis.
Any Chinese reaction that risks triggering a flight to quality onto the dollar, and which

boosts dollar hegemony, would be inconsistent with the decade-long policy of

1 Gary Smith is Member of the OMFIF Advisory Council and Member of the Strategic Relationship Management
Team at Barings

IMI | 26



BN

2018 4% 23 H. % 266 #)

internationalising the renminbi.

Moreover, there is nothing to stop the Fed from simply mopping up any Chinese
sales of US debt. China, even if it were inclined to embark on a financial market
skirmish, might be wise to avoid one that US authorities could neuter with minimal
effort. Moreover, in 2015-16, China liquidated around $1tn in foreign exchange
reserves, of which around two-thirds were probably denominated in dollars. During that
period, US bond yields actually declined.

For China, the benefits of maintaining a large and stable position in US debt
instruments might be more useful than weathering the consequences of liquidating that
position. In fact, doing nothing might be a winning strategy. China has been adept at
filling the vacated moral high ground in international relations since the election of
President Trump.

China has been keen to position itself as a defender of free trade at a time when
the US is moving towards protectionism. This would also enhance China's international
standing but would be consistent with the objectives of the Belt and Road initiative,
which may help establish a China-centric trade network and further boost international
usage of the renminbi.

The Chinese response to US tariffs will probably focus on trade and investment,
including tariffs against US imports and further restrictions on US investment in China.
A measured response may encourage other nations to tone down their concerns about
Chinese trade subsidies or poor protection of intellectual property.

In terms of foreign exchange reserves, the views of Fan Gang, a member of the
People's Bank of China and adviser to the State Administration of Foreign Exchange, a
subsidiary of the central bank, are relevant. He has said that China should not buy more
US debt but should instead buy real assets. From the Chinese perspective, this could be

a good time to exhibit patience and skill in playing the long chess game.
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