






• With accelerating economic growth and anticipation of rising inflation in the 

US, the Fed should normally quicken the pace of monetary normalisation.  

However, markets still expect the US Fed Funds Rates to rise slowly. 

 

• The red line in the chart indicates that markets expect the US Fed Funds 

Rates to rise slowly to 0.3% at the end of 2015, which is slightly lower than 

the Fed's median projection of 0.6% (blue line). 

 

• However, the disparity between market expectations and the Fed's forecasts 

of interest rate hikes widens from this point onwards.  Markets expect that the 

Fed Funds Rates will continue to rise slowly: 

 

 reaching 1% at the end of 2016, which is far lower than Fed's median 

projection of 1.9%. 

 reaching 1.6% at the end of 2017, which is far lower than Fed's 

median projection of 3.1%. 

 

• The marked difference between market expectations and the Fed's 

projections indicates that market sentiment may be over optimistic. 

 

 



• Major central banks have expanded their balance sheets substantially in 

recent years.  

 

• With the Bank of Japan (BoJ) expanding its Quantitative and Qualitative 

Easing (QQE) programme and the Central Bank of Europe (ECB) introducing 

Quantitative Easing, the International Monetary Fund expects the size of their 

balance sheets to grow to 76% (green dotted line) and 27% (red dotted line) 

of their GDP respectively by the end of this year.  Meanwhile, the US Fed has 

begun monetary normalisation and its balance sheet is expected to gradually 

shrink to 23% of GDP (blue dotted line). 

 

• The substantial expansion of the balance sheets of the ECB and the BoJ and 

the gradual contraction of the Fed's balance sheet shows that the monetary 

policy paths of major central banks are diverging.  

 



• Widening divergence in monetary policies of major central banks adds to 

volatilities in  the forex market. 

 

• The chart shows that the currency volatility index has rebounded 

significantly from its record low since the middle of last year, reversing its 

downward trend during the period after the financial crisis in 2008. 

 



• Amid moderating inflation and continued expansion of major central banks' 

balance sheets, bond yields have fallen to very low levels.  

• The German bunds yield curve has shifted downward significantly in the last five 

years, meaning that German bund yields of various tenors have fallen sharply.  

• It is worth noting that in the secondary market, yields on German bunds with 

maturities of four years or below are now in the negative territory.  

• Borrowers benefit from the low interest rate environment but prudent savers and 

pensioners are penalised as a result. 

• Government bond yields turning negative is an abnormal situation, indicating 

distortions in the bond market. 

• This situation may cause funds to flow into the US dollar assets from euro assets, 

and capital to flow into the equity market and high yield assets from the bond 

market in the eurozone, fuelling high risk investment activities. 

• This will ultimately lead to resource misallocation:  the continuing ultra low interest 

rate environment will distort investment decisions, resulting in capital flowing into 

high risk assets from productive real investments. 

 



• Emerging market corporate bond issuance has been on the rise in recent 

years amid accommodative monetary policies pursued by central banks 

around the world. 

 

• According to market statistics, bond issuance by corporations in emerging 

markets amounted to US$1.1681 trillion in 2014, approximately four times of 

that in 2008. 

 

• The increase in corporate bond issuance in Asian merging markets has been 

particularly significant.  Bond issuance by corporations in Asian emerging 

markets amounted to US$973 billion (83% of total issuance in emerging 

markets) in 2014, about 3.5 times the amount of US$215.1 billion in 2008. 

 

• The rapid increase in emerging markets bond issuance amid a distorted 

bond market indicates rising risks in the bond market. 

 



• The bond market is faced with a number of potential risks amid accommodative global monetary conditions.  

The followings should be noted: 

 

• First, global banks are reducing their bond holdings and market-making activities which will result in low 

liquidity in the bond market.  

 

• Second, proportion of foreign holding of emerging market bonds has been increasing in recent years.  In 

the event of a shock in the emerging market economies, foreign investors may sell off their emerging 

market bonds, adding to market volatilities. 

 

• Third, an increasing number of asset management companies are packaging the emerging market 

corporate bond portfolios into exchange-traded funds (ETFs) targeting at retail investors, resulting in the 

increasing size of bond ETFs in recent years.  As retail investors are susceptible to short-term market 

sentiment and herd mentality, they are more likely to sell off these readily tradable ETFs in the event of 

market shocks.  The asset management companies concerned may be forced to sell the underlying 

emerging market bonds at a time when market liquidity is low, increasing market volatilities. 

 

• Fourth, the International Monetary Fund pointed out in two of its reports published last year and this April 

that a large number of emerging market corporate bonds are concentrated on the hands of a few large 

asset management companies.  Should these asset management companies encounter liquidity shortage 

and have to sell off their corporate bond holdings in exchange for cash, corporate bond yields may rise, 

increasing market volatilities. 

 

• Fifth, a number of corporate bond issuers are engaged in energy-related business.  Bond issuance by 

these corporations amounted to over 20% of total corporate bond issuance in some countries.  In the 

second half of 2014, the spread of oil-related US high yield corporate bonds has surged amid falling oil 

prices, indirectly driving up the spread of other non-oil related US high yield corporate bonds.   Although oil 

price has stabilised in recent months, it remains at a low level.  Therefore, corporations engaging in energy-

related business are still under pressure.   

 

• All of the above factors may increase volatilities when the bond market adjusts. 

 



• With a strengthening US dollar and falling oil prices, emerging market currencies 

were faced with tremendous depreciation pressure in the second half of 2014.  

Even though exchange rates stabilised at the beginning of 2015, many emerging 

market currencies are still under pressure. 

 

• The light blue bars in the charts show the magnitude of depreciation against the 

US dollar in the second half of 2014 while the dark blue bars show the changes 

from the beginning of the year to April.  Overall changes during the whole period 

from the middle of last year to April this year are represented by the red dots. 

 

• The left chart shows that during the period from the middle of last year up to the 

present, some emerging market economies have been under tremendous capital 

outflow pressure and their currencies have experienced substantial depreciation. 

 

• The right chart shows that a number of Asian currencies have also depreciated 

against the US dollar. 

 





• [Left chart] Mainland China's economic growth moderated from 7.3% year-on-

year in the fourth quarter of 2014 to 7.0% in the first quarter of this year.  This is 

mainly attributable to the marked slowdown in capital expenditure.  Nevertheless, 

consumption remains robust. 

 

• The World Bank’s 2015 growth forecast for Mainland China is 7.1% (2016 

forecast:  7.0%). In its World Economic Outlook published recently, the 

International Monetary Fund has maintained its growth forecast of 6.8% for this 

year (2016 forecast: 6.3%) for Mainland China. 

 

• [Right chart] Inflation is moderating.  Consumer price inflation has decreased to 

1.2% in the first quarter of this year from the recent high of 2.9% in the fourth 

quarter of 2013.  In addition, producer prices continue to fall and year-on-year 

decline accelerated to 4.6% in the first quarter of this year. 

 

 



• [Left chart] Growth in fixed asset investment fell from 14.7% year-on-year in the 

fourth quarter of last year to 13.5% in the first quarter of this year.  Investment in 

the real estate and manufacturing sectors remain weak.  However, with policy 

support, infrastructure investment remains solid and maintained a year-on-year 

growth rate of over 20% in the first quarter of this year. 

 

• [Right chart] On the back of rising new loans, aggregate financing rebounded to a 

monthly average of RMB1.5 trillion in the first quarter of this year from a monthly 

average of RMB1.2 trillion in the last quarter of 2014. 

 

 





• The property market became buoyant again in the second half of 2014, 

with notable increases in prices and transaction volume, particularly the 

small- and medium-sized residential units.  

 

• As the risk of overheating in the property market has risen, the HKMA 

introduced the seventh round of countercyclical measures to safeguard 

the stability of the banking and financial systems in late February this 

year. 

 

• The new measures have been in place for just over two months and we 

will need more time to observe their effect on the property market. 

 

 

 





• There have been more net inflows into the Hong Kong dollar recently.  

The Hong Kong dollar exchange rate strengthened to 7.75 in early April 

and the strong-side Convertibility Undertaking was triggered a few 

times during the period from April 9 to 24.  Aggregate balance in the 

banking system increased as a result.  Net inflows during this period 

amounted to around HK$71.5 billion (equivalent to US$9.23 billion).  A 

substantial part of these inflows were reportedly related to             

equity-related investment activities and some were also related to 

ordinary commercial activities, including dividend distribution, merger 

and acquisition, business transactions and loan repayment. 

 

• With the expectation of interest rate hikes in the US, the pressure of 

funds flowing back to the US from overseas is going to increase.  Past 

experience also indicates that with a strengthening US dollar, capital 

outflow pressure in emerging markets will increase.   Hong Kong as a 

emerging market economy may also face capital outflow pressure.  

 

• The Linked Exchange Rate System has a robust automatic adjustment 

mechanism which helps offset the pressure on the exchange rate 

resulting from fund outflows, thereby maintaining currency stability. 

 

 

 







 

• The robust credit growth in Q1 2015 was mainly driven by IPO loans (around 

HK$201 billion) straddling end-March 2015.  Excluding the IPO loans,  the credit 

growth in Q1 2015 was moderate with an annualised rate of 8.3%. 

 

• The moderate loan growth was mainly attributed to subdued demand for loans for 

use in Hong Kong.  The growth in trade finance was relatively stronger. 

 

• According to the banks, they have not adjusted their risk appetite or loan pricing 

strategy.  The moderation in loan growth was driven by conservative loan 

demand by corporations. 
 





• The second consultation on resolution (issued on 21 January) ended 

on 20 April 2015.  We received 27 submissions.  The responses are, 

as in the first consultation, broadly supportive of the proposals. 













• In the first quarter of 2015, RMB trade settlement handled by banks in 

Hong Kong amounted to RMB1,626.1 billion, up 9% compared with the 

same period in 2014.  

 

• Transactions handled by Hong Kong RMB Real Time Gross Settlement 

(RTGS) system increased further, with daily average turnover reaching 

RMB831.3 billion in March 2015. 



• At end-March 2015, RMB customer deposits and outstanding RMB 

CDs amounted to RMB952.0 billion and RMB109.2 billion 

respectively, totaling RMB1,061.2 billion, a 8% decline from the end 

of 2014.  The drop in customer deposits in early 2015 was mainly 

attributable to a net outflow of RMB from Hong Kong to the Mainland 

under trade settlement, and a net sale of RMB by corporations 

through banks.  Deposits held by personal customers recorded an 

increase during the period. 

 

• RMB dim sum bond issuance moderated, with issuance in the first 

quarter of 2015 totalling RMB6.6 billion.  Outstanding dim sum 

bonds amounted to some RMB366.6 billion at end-March 2015.  On 

the other hand, RMB bank lending continued to grow, with 

outstanding amount of RMB loans increased by 19% to RMB223.7 

billion at end-March 2015 from the end of 2014.  

 

 








