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Q1. With emerging equities underperforming global 
equities by 9%1, will you increase allocation in this 
sector? 

In our view, the underperformance of emerging market equities is 
a secular trend that has been underway for about five years. The 
markets have de-rated and are now trading at a 26%2 discount to 
the rest of the world. 

However, we feel unfortunate that there may be further 
underperformance that may come. The reason being that this is a 
genuine deterioration in profits in these markets and that may have 
further to run. Our fear really is that there is an increase in the cost 
of capital for these companies such as, increase wages over the last 
few years. 

As such, the region probably needs to trade down to a larger 
discount, such as 50% as it has done so in previous episodes. 
So, while the markets are now getting inexpensive, the de-rating 
probably has further to run. Within emerging markets, we have a 
preference for North Asian markets and Emerging Europe where 
we feel valuations are more extreme. We continue to remain 
underweight Latin America. 

Kelvin Blacklock
Chief Investment Officer	
Global Asset Allocation

Q2. What are your preferred and least preferred 
markets within equities? 

As I noted earlier, we have a preference for markets in north Asia 
(China, Taiwan, Korea and Japan) we see valuations as being more 
extreme in these markets and fundamentals such as growth and 
profits are modestly better than their peer group. 

Elsewhere in the world, we are overweight European equities with 
a preference for Italy and Austria. Europe has already experienced 
their crisis and appears to be making a bottom with trends in 
growth and profits are starting to improve albeit from a low base. 
The credit transmission mechanism in Europe is now seems to be 
working and monetary policy remains extremely accommodative. 
Within the US, we have a modest underweight; that country 
has outperformed largely due to superior profits. However, it 
is now modestly expensive relative to other markets, hence for 
underweight. 

Finally, in Latin America, despite the poor fundamentals the region 
still trades at a valuation premium to the rest of the world, hence 
for maximum underweight. 

1 Emerging market equities underperformed global equities by 9% in 2015, Bloomberg, as at 28 October 2015. 2 Emerging market equities trading at 26% 
discount, Bloomberg, as at 28 October 2015.
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3 US energy sector, 17% of the high yield market, Bloomberg, as at 28 October 2015. 4 Credit spreads trading around 500 basis points, Bloomberg, as at 
28 October 2015.

Q3. With the relatively poor performance in bonds 	
– do sovereign bonds still provide value in multi 
asset portfolios?

Global inflation pressure and expectations remain fairly low. 
Therefore, we do not anticipate an aggressive monetary 
normalisation cycle in the US. Indeed, policy is more likely to be 
eased elsewhere in the world, causing bond yields to remain well 
behaved and low levels. Within fixed income, we have a modest 
preference for the US high yield markets where we still see some 
value. 

Despite the episode in the energy sector which makes up 17%3 	
of that market, high yield bonds are only slightly down year 
to date and have recovered quite well from the August panic. 
Overall, risk compensation of high yield market is still around 	
500 basis points or 5 percent4 in yield term, so slightly above 
average and therefore we do see some value in that segment 	
to the market. 

Over the medium term, the earnings yield on equities relative to 
the yield available on bond does suggests that equities should 
deliver superior returns of the order of 6% in real terms compared 
to bonds. So we would still have a preference for equities over 
bonds in multi asset portfolios.
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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 (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 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 (UEN: 199407631H), 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 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.

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.


