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Asian equities beckon!

Asian emerging markets (and Asia per
se) lagged in 2016 despite some good
performances (Thailand in particular).

That quickly changed in 2017 as investors
stopped focusing on (arguably over
discounted) fears, and began focusing on
the still positive underlying picture.

The result? Emerging Asia surged (Fig. 1).

A myriad of reasons lay behind 2016's
under-performance; the main concerns
being both China’s growth (and potential
property bubble), and the impact of a
strong US dollar on increasingly indebted
Asian companies (a debatable fear given
the relatively small rise in Asia’s non-
financial corporate debt to equity ratios).

By focusing on their fears, investors
overlooked the better emerging picture
—such as China’s sharply rising “Factory
Door” prices (Fig. 2).

The ability to push through price increases
quickly feeds through into higher profits —
no surprise there.

Fig 1. Emerging Asia storms ahead as China and India

swing back into favour

But the analysts instead of raising

their profit forecasts in early 2016

(as China’s companies pushed

through price increases), slashed them!

Rather than focus on “reality”, they
focused on China’s problems — the afore-
mentioned property bubble, possible
fall-out from restrained growth in bank
lending, the weaker renminbi, and latterly,
a potential trade war.

It was not until late 2016 that both
profit forecasts and confidence in those
forecasts began to rise, which reflected
in a rising equity market.

A similar dynamic seemed at play across
Asia, a dynamic that has reversed this year.

In total contrast US investors aggressively
discounted their hopes (rather than their
fears) of an improving outlook.

The “Trump effect”, for example,

looks excessively discounted with a
peak rise of around 14% in US equities
since last November far outstripping the
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2%2% rise in forecast earnings.

While the bulls (correctly) cite firming
wage bills and rising house prices as
evidence of an economic recovery, the
bias in job numbers to those over 55
suggest that the “flow-through” into
sustained spending may not be as strong
as many anticipate.

High US valuations make it easy to
conclude that US equities have over-
discounted a "best-of-all-worlds” scenario
even though confidence rides high.

Under these conditions, the valuation case
for Asia and emerging equities remains
compelling. As confidence in the growth
and profit forecasts grows, Asia’s deep
value is being snapped up quickly!

Fig 2. China’s profit forecasts surge as analysts focus

on data rather than fears
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Source: MSCI indices from Datastream as at 4 April 2017.

Source: National Bureau of Statistics, China and IBES consensus
forecasts from Datastream as at 4 April 2017.

1All data is in local currency terms and is indexed to 1 November 2016 = 100. 2 As measured by the Producers Price Index.
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Singapore and Australia (for wholesale clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is
incorporated in Singapore, is exempt from the requirement to hold an Australian financial services licence and is 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.

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.

Chile (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is incorporated in Singapore
and is licensed and regulated by the Monetary Authority of Singapore under Singapore laws which differ from Chilean laws.

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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