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Boom to Bust in China
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PURSUANT TO AN EXEMPTION FROM THE COMMODITY FUTURES TRADING COMMISSION IN CONNECTION WITH ACCOUNTS OF QUALIFIED ELIGIBLE PERSONS, THIS BROCHURE OR
ACCOUNT DOCUMENT IS NOT REQUIRED TO BE, AND HAS NOT BEEN, FILED WITH THE COMMISION. THE COMMODITY FUTURES TRADING COMMISSION DOES NOT PASS UPON
THE MERITS OF PARTICIPATING IN A TRADING PROGRAM OR UPON THE ADEQUACY OR ACCURACY OF COMMODITY TRADING ADVISOR DISCLOSURE. CONSEQUENTLY, THE
COMMODITY FUTURES TRADING COMMISSION HAS NOT REVIEWED OR APPROVED THIS TRADING PROGRAM OR THIS BROCHURE OR ACCOUNT DOCUMENT.



▪ China’s economy is 10 times larger than in the year 2000 (Source: World Bank)

▪ Banking system assets have grown to $38 trillion (end 2018) from $8 trillion in 2008

▪ Half of global GDP and 3 times the size of the economy

▪ ‘Shadow Banking’ Assets estimated at $12 trillion at their peak

▪ Booms like this tend not to end quietly. Are we looking at boom turning to bust?

Is China’s Economy Imploding? 
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.

Year
China GDP 

(Constant USD, billions) 

US GDP 

(Constant USD, billions)

Eurozone GDP 

(Constant USD, billions)

2017 12,238 19,391 12,589

2016 11,191 18,624 11,935

2015 11,065 18,121 11,667

2014 10,482 17,428 13,478

2013 9,607 16,692 13,193

2012 8,561 16,155 12,641

2011 7,573 15,518 13,622

2010 6,100 14,964 12,641

2009 5,110 14,418 12,904

2008 4,598 14,719 14,113

2007 3,552 14,478 12,873

2006 2,752 13,856 11,179

2005 2,286 13,094 10,529

2004 1,955 12,275 10,144

2003 1,660 11,511 8,844

2002 1,470 10,978 7,168

2001 1,339 10,622 6,588

2000 1,211 10,285 6,481

China’s economy is 10 times larger than in 2000
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Alternative investments such as managed futures investments involve substantial risk of loss, and are not suitable for all investors. Past Performance is not necessarily indicative of

future results.



China Banking System 
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“The Chinese banking system has grown at an unprecedented 25 to 30 per cent 

annually over the past decade to approximate US$35 trillion, over three times the 

country’s GDP. (When the GFC began, the US banking system approximated 

one times the country’s GDP).

Chinese Banks are only allowed to lend out 75 per cent of their deposits to 

maintain healthy balance sheets. However, to circumnavigate the rules, WMPs 

were devised to pay higher yields than traditional deposits due to the increased 

risks associated with their investments. While the WMPs generate both fee and 

spread income, they are not consolidated on the Chinese banks’ balance sheets, 

and now have an estimated value of US$4 trillion, or 12 per cent of the banking 

system.

As the WMPs begin to fail – the underlying assets no longer cover the 

guaranteed interest and principal payments – many issuing Chinese banks have 

chosen to make up any shortfall. As those banks accept the position of implicit 

credit guarantor, the WMPs are brought back on to their balance sheets and 

China’s shadow banking system is slowly recognised as a ticking time bomb.”
Source: David Montgomery – Montgomery Investment Management (May 2017)



China GDP Nowcast (Nov 30th)
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▪ Weakness in domestic Chinese markets

▪ Weakness in the markets and economies closely tied to China

▪ Weakness in commodity markets

▪ Spillovers into developed markets

If Boom Was Turning to Bust What Might One Expect to Observe? 
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Shanghai Stock Exchange Composite Index
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Renminbi v USD 



China 1Yr Treasury Bill
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Bad Debts 
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Defaults
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China Construction Bank 
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Consumption now the dominant contributor to Chinese Growth  
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Auto Sales recently falling at close to 20% rate year on year  

14



▪ Consumption Tax Revenue fell 62% in Nov and 71% in Dec (Bloomberg)

▪ Apple Cites Unforeseen Slowdown in China for Guidance Cut (Bloomberg)

▪ Jaguar cuts 10% of workforce as China sales fall 22% (Bloomberg)

▪ Hong Kong Property Sales – 58% year on year in Dec (South China Morning

Post)

▪ “Chinese authorities are studying plans to help banks replenish

capital…(by issuing) perpetual bonds. Swelling soured loans and a slump

in share prices are making it harder for banks to raise money”

Recent Anecdotal Evidence
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▪ Weakness in Domestic Markets

▪ Weakness in the Markets of Economies Closely Tied to China

▪ Weakness in Commodity Markets

▪ Spillovers into Developed Markets
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If Boom Was Turning to Bust What Might One Expect to Observe? 



South Korea Kospi
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Nikkei
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Taiwan SE
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Australia
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iShares Emerging Market ETF
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▪ Weakness in Domestic Markets

▪ Weakness in the Markets of Economies Closely Tied to China

▪ Weakness in Commodity Markets

▪ Spillovers into Developed Markets

22

If Boom Was Turning to Bust What Might One Expect to Observe? 



Brent Crude
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LME Industrial Metal Index

24



▪ Weakness in Domestic Markets

▪ Weakness in the Markets of Economies Closely Tied to China

▪ Weakness in Commodity Markets

▪ Spillovers into Developed Equity and Bond Markets

If China’s Economy was imploding what might one expect to observe? 
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Global Quantitative Tightening (was) Underway  
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FED Funds Target Rate
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S&P 500 
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Eurostoxx 600
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Apple – Bell weather Stocks Crushed 
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Amazon

31



FED Backs Off
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Invesco US Senior Leveraged Loan ETF
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SPDR High Yield ETF (JNK)
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Markit CDX North America Investment Grade CDS 
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US 5yr, 5yr Inflation Swap Rate – gauge of future inflation expectations
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US 10Yr Yield 
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US 2Yr Yield – Peaked 

38



Eurozone 5yr, 5yr Inflation Swap Rate
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Ger 10Yr Yield 
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Japan 5yr, 5yr Inflation Swap Rate
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Australia 3Yr Yield 
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Canada 2Yr Yield 
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Trump undermines USD
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US 2Yr – Ger 2Yr 
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Bloomberg USD Index
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Gold 
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Silver 
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Capacity for Global Policy to Respond is Constrained

*From January 2009 to November 2012 Three Rock Capital Management traded as Anark Capital Ltd. The firm has been regulated by the Central Bank of Ireland since December 2012 and has been registered with the

CFTC and a member of the NFA since January 2013. The performance record has been reviewed by KPMG (January 2009 to December 2014) and Arthur Bell (2015-2016). Data is net of all fees. Performance calculations

shown are based on a composite return of all client accounts. Performance calculations are based on month-end returns and are net of the actual management and performance fees charged on each client account. Since

inception, the average annualized management fee and performance fee charged on client accounts is 1.62% and 15.7%, respectively. The current fee structure available to new clients is a 1% management fee and a 20%

performance fee. Pro-forma results in which the performance has been adjusted for the 1% management fee and 20% performance fee are available upon request.

Alternative investments such as managed futures investments involve substantial risk of loss, and are not suitable for all investors. Past Performance is not necessarily indicative of future results.

Central Bank Target 

Rate

Government Budget 

Surplus / Deficit

US 2.50% -4.3%

Eurozone* 0.00% -1.0%

China 2.38% -3.7%

Japan* -0.10% -2.6%

UK 0.75% -1.8%

India* 4.00% -4.0%

Brazil* 6.50% -7.1%

South Korea 1.75% 1.6%

Canada 1.75% -0.4%

Australia* 1.50% 0.5%

Source: Bloomberg. * Historic Low 
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Capacity for Global Policy Co-ordination is Reduced



DISCLAIMER

The information contained within this document is for information purposes only and is subject to change without notice. It is not an
invitation to buy or sell a particular financial product or service and it should not be regarded as such. This document should not be
supplied, presented or distributed to retail investors. It should not be redistributed, supplied or presented in jurisdictions where the
investments described may be restricted or prohibited by law and TRCM cannot accept any responsibility for such actions. Three Rock
Capital Management is regulated by the Central Bank of Ireland. The firm is registered with the CFTC as a CTA and a CPO and is a member
of the NFA. This information is confidential, is the property of the TRCM and FHG, is intended only for intended recipients and their
authorized agents and representatives and may not be reproduced or distributed to any other person without prior written consent. Any
distribution to social media is a willful violation of the confidential and regulatory strictures that govern this document.

Futures are risky and leveraged financial instruments and should only be considered by investors who fully understand the risks and potential
losses involved. Investors should take appropriate investment advice where necessary and consult with independent professional advisors if
required. TRCM makes no representations as to the legal, tax and financial consequences of participating in one of its trading programs.
Investors must ensure that participating in such a program is consistent with their own investment objectives and that it is appropriate for
them in the light of their experience and financial position.

Past performance figures contained in this document are not indicative of future results. The value of the investment in managed accounts
can fall as well as rise. Substantial charges, management and advisory fees can lead to the depletion or exhaustion of the value of an
investment. This document is the proprietary information of TRCM and is intended solely for the use of those to whom it is addressed. It
should not be supplied, presented or distributed without the prior consent of TRCM. It should not be redistributed, supplied or presented in
jurisdictions where the investments described may be restricted or prohibited by law and TRCM cannot accept any responsibility for such
actions

Performance Disclosures
Unless otherwise indicated, the performance shown is unaudited, net of applicable management, performance and other fees, and
expenses, presumes reinvestment of earnings and excludes investor specific sales and other charges. An investor’s actual performance and
actual fees may differ from the performance information shown due to, among other factors, capital contributions and
withdrawals/redemptions, etc. The value of investments can go down as well as up. Past performance is not indicative of future results.

Benchmarks and financial indices are shown for illustrative purposes only and are provided for the purpose of making general market data
available as a point of reference only. Information related to indices and benchmarks, has been provided by and/or is based on third
party sources and, although believed to be reliable, has not been independently verified. Such benchmarks and financial indices may not
be available for direct investment, may be unmanaged, assume reinvestment of income, do not reflect the impact of any trading
commissions and costs, management or performance fees, and have limitations when used for comparison or other purposes because
they, among other reasons, may have different trading strategies, volatility, credit, or other material characteristics (such as limitations on
the number and types of securities or instruments). The strategy’s investment objective is not restricted to the securities and instruments
comprising any one index. No representation is made that any benchmark or index is an appropriate measure for comparison.

Performance targets or objectives should not be relied upon as an indication of actual or projected future performance. Actual volatility
and returns will depend on a variety of factors including overall market conditions and the ability of the Investment Manager to implement
the Program’s investment process, investment objectives and risk management. No representation is made that these targets or objectives
will be achieved, in whole or in part, by the Program.

This material is as of the date indicated, is not complete, is subject to change and does not contain material information regarding the
Program. While all the information prepared in this document is believed to be accurate, Far Hills Group, LLC expresses no warranty as to
the completeness or accuracy, nor can it accept responsibility for errors, appearing in the document. Far Hills Group, LLC has not
independently verified any information and has no duty to update any information.

This information is confidential, is the property of the Investment Manager and Far Hills Group LLC, is intended only for intended recipients
and their authorized agents and representatives and may not be reproduced or distributed to any other person without prior written
consent. Any distribution to social media is a willful violation of the confidential and regulatory strictures that govern this document.
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