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Chinese and Indian equity markets are back in the
limelight. Both posted 30% gains year-to-date1 in
USD terms, way higher than the 14% returns in global
equities. Even US equities which had outpaced its
global counterparts in recent years rose by only 12%
over the same period. Given the outperformance by
both these markets, it is natural to wonder if one has
missed the opportunity to invest in these markets.
We think not. There is still plenty of upside if one looks
at the longer term; both markets have lagged on a
3-year, 5-year and 10-year basis relative to the US.
(Refer to Fig. 1) It is time to play catch up and the
conditions appear to be in their favour.

The reforms set forth by China and India are finally
starting to reap benefits. GDP growth2 in China and
India is forecast to stay above the Asia-ex Japan and
world levels, while corporate earnings growth3 in both
countries is expected to be among the fastest growing
over the next two years. The anti-corruption campaigns
in both countries are also paying off. Companies
which have seen their earnings impacted by spending
crackdowns have been modifying their business
models to ensure a more sustainable future earnings
growth trajectory.

Fig.1. Total returns of India and China vs S&P 500
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Source: MSCI, S&P 500 indices, Bloomberg as at 31 July 2017.

MSCI China and MSCI India indices as at 31 July 2017. 2Bloomberg Economic Forecasts as at 3 July 2017. 3IBES, MSCI Thomson
Reuters Datastream as at 30 June 2017.
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VALUATIONS IN PERSPECTIVE
Stocks in China and India remain attractive at current
prices. They are nowhere near the previous 2007
highs. Both markets are still cheaper today than 10
years ago (refer to Fig. 2) as earnings growth has
outpaced stock price gains in both countries over this
period.

Fig.4. Market cap of growing sectors as % of
MSCI China (%), since 1995
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MAKING THE MOST OF THE STRENGTHS
Last but not least, combining China and India into
one single portfolio allows investors to tap the
complementary strength of these two countries
which have different growth drivers. India is led by
investments while China looks to boost consumption.
As such the investment rationale differs for companies
within similar sectors in both countries and allows us to
choose winners in China and India (refer to Fig. 3).

Source: Factset as at 3 July 2017.

Chinese equity markets, in particular, are seeing a shift
in its composition. Three years ago, Chinese IT stocks
constituted just 10% of MSCI China index, whereas
today, they account for 37% of this index. Conversely,
Chinese financials now make up only 25% of index
from the 40% (refer to Fig. 4). Furthermore, there will be
more investment opportunities once the local Chinese
A-shares are included in the MSCI global indices come
2018. Therefore, going forward investors should expect
to see a more dynamic and diversified returns approach
when it comes to investing in China.
All said, a two countries-one portfolio investing approach
is unique and efficient while the flexibility to significantly
over/under-weight Chinese/Indian equities depending
on opportunities on hand is an added advantage.

Fig.3. Picking winners across sectors
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Disclaimer
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licensed and regulated by the Monetary Authority of Singapore under Singapore laws which differ from Australian laws.
Hong Kong by Eastspring Investments (Hong Kong) Limited and has not been reviewed by the Securities and Futures
Commission of Hong Kong.
Indonesia by PT Eastspring Investments Indonesia, an investment manager that is licensed, registered and supervised by
the Indonesia Financial Services Authority (OJK).
United States of America (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN:
199407631H), which is incorporated in Singapore and is registered with the U.S Securities and Exchange Commission as a
registered investment adviser.
European Economic Area (for professional clients only) and Switzerland (for qualified investors only) by Eastspring
Investments (Luxembourg) S.A., 26, Boulevard Royal, 2449 Luxembourg, Grand-Duchy of Luxembourg, registered with the
Registre de Commerce et des Sociétés (Luxembourg), Register No B 173737.
United Kingdom (for professional clients only) by Eastspring Investments (Luxembourg) S.A. - UK Branch, 125 Old Broad
Street, London EC2N 1AR.
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incorporated in Singapore and is licensed and regulated by the Monetary Authority of Singapore under Singapore laws which
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The afore-mentioned entities are hereinafter collectively referred to as Eastspring Investments.
This document is solely for information purposes and does not have any regard to the specific investment objective, financial
situation and/or particular needs of any specific persons who may receive this document. This document is not intended as
an offer, a solicitation of offer or a recommendation, to deal in shares of securities or any financial instruments. It may not be
published, circulated, reproduced or distributed without the prior written consent of Eastspring Investments.
Investment involves risk. Past performance and the predictions, projections, or forecasts on the economy, securities markets
or the economic trends of the markets are not necessarily indicative of the future or likely performance of Eastspring
Investments or any of the funds managed by Eastspring Investments.
Information herein is believed to be reliable at time of publication. Where lawfully permitted, Eastspring Investments does
not warrant its completeness or accuracy and is not responsible for error of facts or opinion nor shall be liable for damages
arising out of any person’s reliance upon this information. Any opinion or estimate contained in this document may subject to
change without notice.
Eastspring Investments (excluding JV companies) companies are ultimately wholly-owned/indirect subsidiaries/associate of
Prudential plc of the United Kingdom. Eastspring Investments companies (including JV’s) and Prudential plc are not affiliated
in any manner with Prudential Financial, Inc., a company whose principal place of business is in the United States of America.
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