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Surging fund flows underpin China equities     
Fund flow data from EPFR Global show a rebound in sentiment on China equities. 

Between 2014 and 2017, China suffered net outflows of USD39.5b. But all this 

changed in 2018 as China registered net inflows of USD34.8b – reversing the bulk 
of prior years’ outflows. The bottoming out of sentiment in mid-2017 (Figure 1) 

coincided with the trough in corporate earnings (Figure 2). 

Robust China fund flows is a function of broader EM optimism. The strong flow of 
funds into China did not happen in isolation. It reflects a gradual rebound in risk 

appetite for the broader Emerging Markets (EM) space as investors pare their 

exposure to Developed Markets (DM). To put things in context, we tracked the flow 
of funds into these regions over the past few years. Between 2014 and 2017, DM 

equities saw net inflows totalling USD319.6b, while EM registered net outflows 

totalling USD34.1b. The exit of funds from EM came amid concern over the US 

Federal Reserve’s normalisation of monetary policy. 

However, 2018 marked a turning point.  

While DM registered only slight inflow of USD1.7b, EM equities saw significant net 
inflow totalling USD55.0b. Mind you, the net flow into EM was more significant if 

one takes into account the market capitalisation of DM being many times larger 

than EM. Indeed, investor sentiment has been on the rise after the Fed adopted a 
dovish tone in the December Federal Open Market Committee meeting, which in 

turn drove government yields south (Figure 4). 

A sustained HSCEI rebound is clearly dependent on corporate earnings, and policy 
stimulus is a medium-term tailwind. Make no mistake. While positive fund flows 

augur well for the outlook of China equities, ultimately, corporate earnings have to 

deliver in order for the recent market rally to sustain. As Figure 5 shows, the Hang 
Seng China Enterprises Index (HSCEI) has been trending in tandem with China 

forward earnings. The latter has undergone a significant decline, given recent 

concerns on trade war and economic deceleration in China. We believe that at the 
current level of 8.1x forward P/E, a lot of the negative news flow has already been 

priced-in. In the coming months, we believe the Chinese government will implement 

policy measures to support the economy and this will be a net positive for corporate 

earnings.   

Adopt a barbell strategy; favour China equities for potential capital gains. As part 

of our barbell strategy – which entails heavy investment exposure at the low and 
high ends of the risk spectrum – we favour China equities for the latter. The sectors 

we find attractive are China Financials and Technology.    

 

Key Points 

 

• Fund flow data show a rebound in 

sentiment for China equities. The market 
registered sharp inflows of USD34.8b in 

2018, almost completely reversing prior 

years’ outflows.  

• The strong flow of funds reflects rising 

optimism in China and EM in general, on 
the back of the Fed’s rate hike trajectory 

that is expected to peak out. 

• Current valuation of HSCEI has, to a large 

extent, priced in the current economic 

slowdown. Policy stimulus will be a 

medium-term tailwind.  

• Adopt a barbell strategy. Favour China 

equities for capital gain potential. 

Global cross assets  
 Returns of cross assets around the world 

Index Close Overnight YTD 

DJIA 25,425.76 1.5% 9.0% 

S&P 500 2,744.73 1.3% 9.5% 

NASDAQ 7,414.62 1.5% 11.7% 

Stoxx Europe 600 362.78 0.5% 7.4% 

DAX 11,126.08 1.0% 5.4% 

CAC 40 5,056.35 0.8% 6.9% 

FTSE 100 7,133.14 0.1% 6.0% 

MSCI AxJ 642.31 0.3% 7.7% 

Nikkei 225 20,864.21 2.6% 4.2% 

SHCOMP 2,671.89 0.7% 7.1% 

Hang Seng  28,171.33 0.1% 9.0% 

MSCI EM 1,042.13 0.6% 7.9% 

UST 10-yr yield* 2.69 3.4  0.3  

JGB 10-yr yield* -0.02 1.5  -1.4  

Bund 10-yr yield* 0.13 1.2  -10.9  

US HY spread* 4.05 -10.0  -121.0  

EM spread* 375.72 -4.9  -58.9  

WTI (USD) 53.10 1.3% 16.9% 

LMEX 2,891.70 -0.9% 3.2% 

Gold (USD) 1,310.80 0.2% 2.2% 

Source: Bloomberg 

* Changes in basis points  

 

Figure 1:  U-Turn – Fund flows to China have surged as sentiment rebounds      

 
 Source: EPFR Global, DBS 
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Figure 2: Investor sentiment on China bottomed in mid-2017, 

coinciding with the trough of domestic corporate earnings   
 

Figure 3: EM fund flows have been robust in 2018 as policy 

tightening by the US Federal Reserve falters   

 

 

 

Source: Bloomberg, DBS 

 
 Source: EPFR Global, DBS 

 

Figure 4: EM equities rallied as government bond yields fell   
  

 
Figure 5:  HSCEI is trending in tandem with China forward 
earnings 

 

 

 

Source: Bloomberg, DBS 

 
 Source: Bloomberg, DBS 
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Disclaimers and Important Notice 

 
This information herein is published by DBS Bank Ltd. (“DBS Bank”) and is for information only. This publication is intended for DBS Bank and its subsidiaries or 
affiliates (collectively “DBS”) and clients to whom it has been delivered and may not be reproduced, transmitted or communicated to any other person without the 
prior written permission of DBS Bank. 

This publication is not and does not constitute or form part of any offer, recommendation, invitation or solicitation to you to subscribe to or to enter into any 
transaction as described, nor is it calculated to invite or permit the making of offers to the public to subscribe to or enter into any transaction for cash or other 
consideration and should not be viewed as such. 

The information herein may be incomplete or condensed and it may not include a number of terms and provisions nor does it identify or define all or any of the risks 
associated to any actual transaction. Any terms, conditions and opinions contained herein may have been obtained from various sources and neither DBS nor any of 
their respective directors or employees (collectively the “DBS Group”) make any warranty, expressed or implied, as to its accuracy or completeness and thus assume 
no responsibility of it. The information herein may be subject to further revision, verification and updating and DBS Group undertakes no responsibility thereof. 

All figures and amounts stated are for illustration purposes only and shall not bind DBS Group. This publication does not have regard to the specific investment 
objectives, financial situation or particular needs of any specific person. Before entering into any transaction to purchase any product mentioned in this publication, 
you should take steps to ensure that you understand the transaction and has made an independent assessment of the appropriateness of the transaction in light of 
your own objectives and circumstances. In particular, you should read all the relevant documentation pertaining to the product and may wish to seek advice from a 
financial or other professional adviser or make such independent investigations as you consider necessary or appropriate for such purposes. If you choose not to do 
so, you should consider carefully whether any product mentioned in this publication is suitable for you. DBS Group does not act as an adviser and assumes no 
fiduciary responsibility or liability for any consequences, financial or otherwise, arising from any arrangement or entrance into any transaction in reliance on the 
information contained herein. In order to build your own independent analysis of any transaction and its consequences, you should consult your own independent 
financial, accounting, tax, legal or other competent professional advisors as you deem appropriate to ensure that any assessment you make is suitable for you in light 
of your own financial, accounting, tax, and legal constraints and objectives without relying in any way on DBS Group or any position which DBS Group might have 
expressed in this document or orally to you in the discussion. 

If this publication has been distributed by electronic transmission, such as e-mail, then such transmission cannot be guaranteed to be secure or error-free as 
information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain viruses. The sender therefore does not accept liability for any errors 
or omissions in the contents of the Information, which may arise as a result of electronic transmission. If verification is required, please request for a hard-copy version. 

This publication is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country 
or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation.  

Dubai International Financial Centre  

This publication is distributed by the branch of DBS Bank Ltd operating in the Dubai International Financial Centre (the “DIFC”) under the trading name “DBS Vickers 
Securities (DIFC Branch)” (“DBS DIFC”), registered with the DIFC Registrar of Companies under number 156 and having its registered office at units 608 - 610, 6th 
Floor, Gate Precinct Building 5, PO Box 506538, DIFC, Dubai, United Arab Emirates. DBS DIFC is regulated by the Dubai Financial Services Authority (the “DFSA”) 
with a DFSA reference number F000164. For more information on DBS DIFC and its affiliates, please see http://www.dbs.com/ae/our--network/default.page. 

If you have received this communication by email, please do not distribute or copy this email. If you believe that you have received this e-mail in error, please inform 
the sender or contact us immediately. DBS DIFC reserves the right to monitor and record electronic and telephone communications made by or to its personnel for 
regulatory or operational purposes. The security, accuracy and timeliness of electronic communications cannot be assured. While DBS DIFC implements precautions 
against viruses, DBS DIFC does not accept any liability for any virus, malware or similar in this email or any attachment. 

This publication is provided to you as a Professional Client or Market Counterparty as defined in the DFSA Rulebook Conduct of Business Module (the “COB Module”), 
and should not be relied upon by any client which does not meet the criteria to be classified as a Professional Client or Market Counterparty under the DFSA rules. 

Hong Kong  

This publication is distributed by DBS Bank (Hong Kong) Limited (CE Number: AAL664) (“DBSHK”) which is regulated by the Hong Kong Monetary Authority (the 
“HKMA”) and the Securities and Futures Commission. In Hong Kong, DBS Private Bank is the private banking division of DBS Bank (Hong Kong) Limited. 

DBSHK is not the issuer of the research report unless otherwise stated therein. Such research report is distributed on the express understanding that, whilst the 
information contained within is believed to be reliable, the information has not been independently verified by DBSHK.  

Singapore  

This publication is distributed by DBS Bank Ltd (Company Regn. No. 196800306E) (“DBS”) which is an Exempt Financial Adviser as defined in the Financial Advisers 
Act and regulated by the Monetary Authority of Singapore (the “MAS”). 

United Kingdom   

This publication is distributed by DBS Vickers Securities (UK) Ltd of Paternoster House, 4th Floor, 65 St Paul’s Churchyard, London EC4M 8AB. (“DBS Vickers UK”) 
which is authorised and regulated by the Financial Conduct Authority (the “FCA”). 

 


