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In October, the reduction of global risk aversion as a result of the better-than-
expected performance of US economy, as well as the continuing promising | Yifan Hu

prospects and better public debt notation of emerging economies have led | (o) 852-22379116
capital to flow to the emerging world from the developed world, contributing to | Yifanhu@citics.com.hk
the increase of equity markets in the emerging world. However, this has also
created overheating and inflationary pressure in emerging countries, | Alexis Garatti

prompting central banks in Emerging Asia to tighten their monetary policies. | (0) 852-22379117

This has resulted in a vicious cycle as tightening of monetary policies would | 2leXisqaratti@citics.com.hk
further increase global thirst for higher returns and cause more capital to flow
to emerging countries. As a result, countries like Brazil have carried out
capital control, raising the country’s financial operations tax on foreign
investment in fixed income and equities funds to 6%.

Focus: China’s strategy in the rare earth war

Despite having the largest reserve of rare earth as well as the largest
producer and exporter in the world, China has no voice and pricing power in
the global market. With increasing awareness of importance of rare earth,
China have gradually reduced rare earth exports since 2006, and cut exports
substantially this year, which arouses a rare earth war especially from China's
rare earth importers including the US and Japan in particular.

Japan seems opts to open public conflict with China on the rare earth issue,
while looking for the strategic partners to secure the rare earth supply and
seeking substitutes for the rare earth elements. China has gradually built up
its national rare earth strategy since 2007. The major measures include
control production, restrict exports, consolidate the industry and build up
reserves. The competition for rare earth has always existed. Despite the
pressure from other countries, China is likely to continue to step toward the
goal of a sustainable rare earth policy in order to gain more power of voice in
the global market.
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Performance of stock or sector relative to MSCI-China over next 6 months after research publications

Rating Remark
Buy Relative performance over MSCI-China Index >20%
Overweight Relative performance over MSCI-China Index 5% ~ 20%
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NR Not rated
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