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VALUE MATTERS

» Asia is an attractively valued investment destination.

» How did Asia get here?

» How should long-term investors gain exposure to Asia?

RISK-REWARD SKEWED IN ASIA'S FAVOUR

Asia (ex Japan) valuations suggest that the region has become a contrarian market.

As a market, Asia is trading well below its historical average price-to-book ratio — our preferred measurement of

valuation. At 1.2 times as of end-September 2015, the price-to-book ratio of MSCI AC Asia ex Japan Index remains

far away from expensive territory and suggests the region is attractively valued (Fig.1).

Fig.1. MSCI AC Asia ex Japan Index
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Source: Bloomberg, MSCI, Eastspring Investments, as at
30 September 2015.

Fig.2. Price-to-book (x) - Asia and World
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30 September 2015. Asia is the MSCI AC Asia ex Japan
Index, World is the MSCI AC World Index.
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The valuation disparity between Asian equities and
global equities is also stark. Valuations of global equities
have been extended by the stellar performance of
developed markets (“DM") and especially the United
States. Meanwhile, Asian valuations have lagged.

This divergence offers a compelling argument for
considering an increased allocation to Asian equities in
a global context. Relative to global equities (MSCI AC
World Index), Asia’s price-to-book ratio is roughly 35%
cheaper at 1.2 times versus 1.9 times of global equities
— the most attractive it has been in 10 years (Fig.2).

Valuations suggest that Asia has become a
contrarian market.

Valued at such a steep discount to global equities, one
would think that Asian companies are less profitable
than the global average. In truth, Asian companies are
actually more profitable and deliver a higher return on
equity relative to global peers (Figure 3).

Why do we place so much emphasis on
valuation?

History indicates that a value approach to investing

in Asia outperforms the market. While investment
decisions should keep the macroeconomic picture in
context, we believe that valuation must be the starting
point for all investments. While never guaranteed,

Fig.3. Return on equity (%) — Asia and World
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30 September 2015. Asia is the MSCI AC Asia ex Japan
Index, World is the MSCI AC World Index.

intuitively, cheap valuations offer a margin of safety in
capturing the upside potential of Asian equities.

Current valuations suggest to us that — there are is a fair
amount of negativity built into Asian stock valuations.
Longer-term investors can profit from this.

Starting valuation is very important.

Fig.4. Asia ex Japan price-to-book (x)
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HOW DID ASIA GET HERE?

As observed from Fig.2, there has been a widening
valuation disparity between Asian and DM equities.

Buoyed by dovish central bank policies and firming — but
volatile — macroeconomic data, risk assets in developed
markets, particularly US and Japanese equities, have
outperformed. In contrast, optimism in Asia has been
tempered due to mixed economic data, concerns over a
maturing credit cycle, intermittent political uncertainty,
and a margin-fuelled rally and correction in China.

Global investors are under-positioned in Asia.

Further exaggerating Asia’s valuation discount to
developed markets, we believe global investors are

also underinvested in Asia. As a vast majority of global
savings originate from developed markets, the tendency
for home-market bias has seen allocations to Asia lag its
growing importance in the global economy.

Fig.5. Global investment in Asia and share of
Asia in global gross domestic product (%)
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Source: Morgan Stanley Asia — GEMs Strategy, as at 31 May
2015. GDP estimates based on IMF forecasts. 2015 weight
of MSCI Asia ex Japan based on actual MSCI weight as at
May 2015.

OPPORTUNITY TO GAIN EXPOSURE TO
ASIAN GROWTH AT HISTORICALLY CHEAP
VALUATIONS

For long-term investors, Asia remains attractive. In a
global environment where economic growth is scarce,
Asia stands out. Over the medium-term, consensus
estimates Asia to grow twice as fast as North American
economies and more than twice as fast as other

major regions. This dynamism can be attributed to the
diversity of Asian economies. Spread across matured
and developing, domestic-oriented and export-driven
economies, Asian equities are also diversified across a
range of industries.

Asian growth remains relatively strong.

Fig.6. Real GDP growth (%)
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Underpinned by its growth premium, Asia will grow

to contribute more than a quarter of global gross
domestic product in 2018 (Fig.7). Though Asia’s weight
in the global investment basket has risen, it remains
significantly below where it should be fundamentally.
As Asia develops, Asian equities should be expected to
grow into a larger representation in benchmarks such
as the MSCI AC World Index. A highly topical issue has
been the inclusion of mainland Chinese shares into
global benchmarks.
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As capital markets in Asia widen and more Asian
companies rise to prominence, global investors may find
an increased allocation to Asia not only sensible, but
also desirable.

Falling correlation to developed equities offers
the benefit of diversification.

For global investors, an interesting trend has been the
increasing diversification benefit of Asian equities in a
global portfolio. In Figure 7 below, the rolling 36-month
correlation of MSCI AC Asia ex Japan and DM equities,
represented by the MSCI World Index, has declined to
just above the lowest level since December 2001.

Fig.7. Correlation between Asia and developed
markets
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Source: MSCI, Bloomberg Eastspring Investments, as at
30 September 2015.

Potential to exploit Asia’s diversity and relative
value opportunities.

Fig.8. Countries in Asia — Price-to-book (x)
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Fig.9. Sectors in Asia — Price-to-book (x)
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Eastspring Investments, as at 30 September 2015.

One of the benefits of investing in Asia is the
diversification found among its 10 major economies
and range of industries. Asia is large and comprised of
economies and industries at different stages of growth.
As can be observed from Figure 8 and Figure 9, not only
are valuations of Asia attractive at the broad market
level, but there is further potential to exploit the relative
value opportunities between countries and sectors.

HOW SHOULD LONG-TERM INVESTORS
GAIN EXPOSURE TO ASIA?

Value investing has been a successful style in Asia over
the long term. Since 1999, stocks in the cheapest
quintile of Asia Pacific ex Japan (“APxJ") have
outperformed. As markets are typically inefficient in
the short to medium term, investing in stocks where
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market prices have diverged from fundamental value
has delivered superior returns over the long term as
price discovery tends to guide prices toward companies’
fundamental value.

Value investing has been a successful style in
Asia over the long term.

Fig.10. Relative performance of value in AxJ
(rebased)
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Source: Factset, Macquarie. PB ratio performance represents
the return of the top and bottom quintile by Macquarie PB
ratio in Asia ex Japan stock universe to 31 July 2015. This
chart does not represent the performance of any fund or any
security. It should not be assumed that recommendations
made in the future will be profitable or will equal the
performance of the securities illustrated by this chart.

In addition, as a contrarian approach, value investing offers
diversification from other traditional styles of investing. The
correlation with other styles is low to negative.

“Price is what you pay. Value is what you
get” — Warren Buffet.

Asia also exhibits some of the highest dispersion of stock
returns globally (Fig.12). The relatively high variability in
stock returns can be partially attributed to the interplay
between the region’s diverse economies and different
sectors. Furthermore, the correlation between stocks in
Asia has fallen, in Fig.13, from elevated levels during the
Global Financial Crisis and is close to historical lows.

These trends in Asian equities form a favourable
environment for stock pickers such as Eastspring
Investments. As stocks returns become less correlated,
the value-add of stock pickers to invest in individual
stocks that outperform should become a greater
contribution to investors’ returns over the long-term.

Benefit from stock picking in Asia.

Fig.12. Monthly Dispersion of stock returns
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Source: Factset, Morgan Stanley Quantitative & Derivative
Strategies, as at 30 September 2015.

Fig.11. Relative performance of value in Asia
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Source: Macquarie Quantitative Research, Mercer MPA,
Eastspring Investments, as at December 2014.

Fig.13. Average of every stock-to-stock correlation

40% 1
35% 4
30% 4
25% 4
20% 4
15% A
10% A
5% A
0%

89 91 93 9 97 99 01 03 05 07 09 11 13 15
— Asia Pac ex-Japan stock-stock correl. 6 month moving average - — - Average

Source: Bank of America Merrill Lynch Asia Pacific Quant
Strategy, MSCI, as at 30 September 2015. Asia Pacific ex-Japan
stock-to-stock correlation six-month moving average.

eastspring insights



Investing in Asia: Value matters | Page 6

Disclaimer
This document is produced by Eastspring Investments (Singapore) Limited and issued in:

Singapore and Australia (for wholesale clients only) by Eastspring Investments (Singapore) Limited (Company Reg. No:
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 Arab Emirates by Eastspring Investments Limited which has its office at Precinct Building 5, Level 6, Unit 5, Dubai
International Financial Center, Dubai, United Arab Emirates. Eastspring Investments Limited is duly licensed and regulated by
the Dubai Financial Services Authority (DFSA). This information is directed at Professional Clients as defined by the Conduct
of Business rulebook of the DFSA and no other person should act on it.

United States of America (for institutional clients only) by Eastspring Investments (Singapore) Limited (Company Reg.
No. 19940763 1H), which is incorporated in Singapore and is registered with the U.S Securities and Exchange Commission as
a registered investment adviser.

Luxembourg (for institutional and professional investors only) by Eastspring Investments (Luxembourg) S.A., Grand-
Duchy of Luxembourg.

United Kingdom (for institutional and professional investors only) by Eastspring Investments (Luxembourg) S.A. — UK
Branch, 125 Old Broad Street, London EC2N TAR.

Chile (for institutional clients only) by Eastspring Investments (Singapore Limited (Company Reg. No: 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.

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 but 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.

For more information contact content@eastspring.com | Tel: (65) 6349 9100
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