
 
 

 

 

The world financial markets started the new year off with Chinese stocks falling due to weak economic data. There are three factors 

that can explain the recent instability and these are discussed below. 

 

The Causes 

1. Triggering of global selloff. Prior to first trade of the year, Caixin, a financial data aggregator, reported that their closely 

watched Purchasing Manager Index (PMI) on China’s manufacturing sector fell again in December. This was the tenth 

consecutive month of contraction of the gauge and an indication to many that the world’s largest metal consumer and 

producer’s economic growth was weakening. Neighbouring markets fell on the news and major financial markets followed 

triggering a global sell-off. As expected, investors flocked to sell their securities which created a cascade effect of too many 

sellers and not enough buyers. 

 

2. Halted Trading. To make matters worse, newly introduced trading circuit breakers designed to calm markets down during 

increased volatility did little to parlay the fears of novice traders who dominate China’s relatively young and small stock 

market. Investors seeing a decline in markets and not being use to the new system rushed to place their orders, which 

actually accelerated the likelihood of triggering the circuit breakers and eventually halting trading for the day. 

 

3. Restrictions on shareholders.  Restrictions on large shareholders selling their shares are set to soon expire. In an effort 

to avoid sell-offs, as was seen in Summer 2015, the government imposed redemption lock-ups on large blocks of stock 

positions held by corporate executives who could not liquidate them for a minimum of six months. Unfortunately, this 

resulted in more fears than it was intended to alleviate and sparked small investors herding to sell their stocks before the 

restriction lapsed. 

The Effects 

After market close today, many investors may take a step back and reflect on the week that was and the week to come. China will 

do the same and have done so already: 

 The use of circuit breakers introduced on January 1st that have helped more mature stock markets calm the investors have 

been put on hold, at least for the time being; 

 Big shareholders will continue to be restricted from selling large stock positions. However, they will be permitted to sell 1% 

of their holdings over the span of three months and with 15 days advance notice to Chinese securities regulators; and, 

 The People’s Bank of China made a surprise move on January 7th to set the official mid-point on the Yuan at its lowest since 

March 2011. By doing so, Chinese exports are now cheaper in foreign marketplaces and should fuel renewed production in 

China’s manufacturing sector. However, this could stoke a currency devaluation by other countries in the region. 

The expectation is that global markets will continue to be volatile similar to what we’ve seen in recent months. The declines seen 

during the week appear to be extraordinary in nature as macroeconomic fundamentals appear little changed from prior to the holiday 

break. 
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 S&P/TSX drops. Canada’s primary equity markets joined the global selling following the disappointing economic news from 

China in the new year. For the week, the S&P/TSX Composite index fell 565 points to close at 12,446, a drop of 4.3%. A sell-off 

in commodities and resources on concerns of lower demand from China sent the index plummeting for the week.  

 Loonie plummets. The dollar took a tumble as energy and resource valuations slipped further. At the end of trading today, the 

Loonie lost 2.1% to close at US70.70 cents, a loss of 1.55 cents, and below the 71-cent mark for the first time since summer 

2003. 

 Gold glimmers. The yellow metal was one of the bright spots during the week as global uncertainty and geopolitical concerns 

gave investors little to cheer about. Gold jumped 4.0% to close at US$1,102.30 per ounce, or US$42.10. Investors typically 

flock to the precious metal as a safe-haven to hedge against inflation and market volatility, but at the expense of little to no 

yield. 

 Oil sputters. West Texas Intermediate (WTI) fell to a 12-year low as economic data from its largest consumer may see lowered 

demand. At week’s end, WTI dipped -11.2% to end at US$32.88 a barrel, a loss of US$4.16. Continued slowdown in China’s 

manufacturing sector will do little to resolve oil’s continuing over-supply. 

 Unemployment rate holds steady. The economy added 22,800 new jobs in December, bettering forecasts and a marked 

improvement over November. All was of a part-time nature, to accommodate the holiday shopping season, where full-time hires 

fell by 6,400. As such, there was little change to the national unemployment rate, which continued to hold steady at 7.1%, and 
a slight bump higher in the participation rate to 65.9%. 

 A rout in the U.S. markets. Fears around a China slowdown caused turmoil in the U.S. market. For the first four trading days 

of the year, the Dow Jones Industrial Average lost 6.2%, the S&P 500 index pulled back by 6%, and the tech-heavy Nasdaq was 

down by 7.3%. The losses during the week on the Dow was the worst trading start to a year since its creation in 1928. 

 Unemployment rate unchanged. The U.S. economy continues to show why the Feds raised rates in December, as 292,000 

new jobs were added, keeping the jobless rate at 5%. The number released by the Commerce Department defied expectations 

by economists and capped national hiring spree of 2.7M jobs added in 2015, just short of 2014’s 3.1M tally. 

 U.S. manufacturing sector slows. According to data by the Institute for Supply Management (ISM), manufacturing activity 

shrank in November. The ISM reported its index of national factory activity fell to 48.2 in December from November’s 48.6. An 

alternative measure, Markit’s manufacturing purchasing managers’ index (PMI), also indicated a slowdown of the sector. Despite 

being above the 50-mark, the manufacturing PMI for December dropped from November’s 52.8 to 51.2, the lowest reading since 

October 2012.  

 China stock market halts trading. China decided to implement a circuit breaker for its stock market in an attempt to calm 

investors during times of volatility; it was put into use on January 1st. The CSI 300 index, which tracks the top 300 A-shares by 

market cap, fell by 7% on the first trading day of 2016 shortly after lunch, triggering the new mechanism to work. Trading of all 

stocks was stopped for the rest of the day. With the circuit breaker system, if the index falls by 5%, the stock market will stop 

trading for 15 minutes; if the index falls by 7%, trading will stop for the rest of the day. The circuit breaker was triggered once 

again on January 7th, just 29 minutes after the stock market opened with the index falling by more than 7%, and stopping 

trades for the rest of the day. On January 8, the China Securities Regulatory Commission suspended the circuit breaker rule. 

 China manufacturing PMI falls. The Caixin manufacturing Purchasing Managers’ Index (PMI) fell in December, causing a new 

round of fears over China’s economic slowdown. The manufacturing PMI dropped to 48.2, behind economists’ forecast of 49 in 

December, compared to a reading of 48.6 reported for November. The manufacturing PMI was at its record low of 47.2 in 

September 2015, and bounced back in October and November. It was also the tenth month that the gauge was below the 50-

mark separating between expansion and contraction.  

 China yuan falls. People’s Bank of China (PBOC) decided to let its currency fall, and the yuan posted its biggest loss in five 

months on January 7th. PBOC set its official midpoint rate on the yuan 0.5% weaker at 6.5646 per dollar, the lowest level since 

March 2011, and the offshore yuan at one point dropped to a record low of 6.76 per dollar before bouncing back up to 6.6755. 

Market traders believed that the sharp bounce back was due to intervention by the PBOC which tried to stabilize the market 

reaction. Allowing the yuan to depreciate caused the market to believe that China’s economic health was worse than expected. 

Market also feared that China is plotting a competitive devaluation of its currency, which may trigger other countries to follow 

suit, leading to more volatility in the market. 

 China intervenes in the stock market. After a plunge of 7% in the stock market on the first trading day of 2016, the 

government took actions to support it where state-controlled funds were used to step in and buy stocks in an attempt to 

stabilize the volatile stock market after $590 billion of value evaporated on the first trading day. China also extended its ban on 

selling stocks to major shareholders. Enacted during the summer stock market rout, the ban announced on July 8th, 2015 

restricted investors with holdings exceeding 5% in a single stock from selling their positions; the ban was expiring on January 

8th. Under the new rules announced just before the expiry of the old ban, shareholders with more than 5% stake in a single 

company will only be allowed to sell 1% of their shares over the next three months, and they will also have to notify regulators 
15 trading days in advance. 
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