Looking ahead: A deep dive into Asia
Following on from our 2021 Mid-year outlook
report, our investment teams provide a
deeper dive into Asia, offering their insights
on the macro backdrop as well as the
opportunities in the region over the next six
months and beyond.
MACRO

--------------How has Asia’s vaccination roll-out impacted
the outlook for the region?
At the start of 2021, Emerging Asia (EM Asia) in
general appeared to be managing the COVID-19
outbreak better than the rest of world. Six months
on however, EM Asia appears to be lagging in the
vaccination rollout, which has in turn delayed the
economic reopening in the region. On a brighter
note, there appears to be some recent improvement,
as more EM Asia countries secure vaccine supplies
and vaccination programmes are being implemented
in earnest. The two largest economies, China and
India, are currently vaccinating their populations
at an unprecedented pace. The majority of the
populations in these two countries could be
vaccinated by end of 2021 or early 2022.
The vaccination roll-out is particularly important for
Asean as domestic demand accounts for a significant
share of GDP. For example, domestic consumption

makes up 68% and 73% of GDP for Vietnam and
Philippines respectively. Economic activity in these
countries can only pick up when vaccination rates
rise and domestic consumption returns on the back
of higher consumer confidence.
Chinese economic recovery appears to be
losing momentum. Should investors be
concerned?
The recovery in China’s services sector has lagged
the manufacturing sector as the government
has imposed COVID-19 restrictions in selected
cities when necessary. At the same time, Chinese
household incomes have not been boosted to the
same extent as in many of the developed countries,
since Chinese policymakers have directed more of
their stimulus towards infrastructure spending and
corporate tax cuts, rather than direct transfers to
households.
That said, China’s PMI readings are still in
expansionary territory. Investors would need
to exercise care when comparing China’s PMI
indicators against the developed markets’ as the
Chinese economy did not contract as sharply in
2020 and was already recovering in the second
quarter, when the downturn in many developed
economies was still accelerating.

EQUITY MARKETS

--------------The Chinese equity markets have
underperformed developed and other Asian
markets year to date. Does this present
opportunities for investors?
The Chinese equity markets’ underperformance
must be taken in context against their earlier gains.
In USD terms, the MSCI China Index returned
55% in 2019 and 2020, while the CSI-300 Index
rallied 91%. The MSCI China Index is trading at 16x
12-month forward price to earnings1. Valuations look
reasonable with earnings expected to grow 23% in
2021 and 15% in 2022. The same can be said for the
CSI-300 Index which is trading at 15.3x 12-month
forward price to earnings. Meanwhile earnings are
expected to grow 23% and 13% in 2021 and 2022
respectively.
Regulatory headwinds have weighed on Chinese
technology stocks in 2021, and valuations of selected
stocks are looking increasing compelling, especially
for investors with a longer-term horizon. Although
the future direction of these headwinds are hard to
predict, we believe that technology should be a core
exposure in investors’ portfolios as technological
innovation and independence are key pillars in the
Chinese government’s growth agenda, and there is
increasing support for domestic technological R&D.
Meanwhile, with China being the largest Electric
Vehicle (EV) market in the world, we are also seeing
significant innovation from domestic companies
within the EV supply chain.
Within China, we also like the Chinese property
management and logistics companies as they
continue to enjoy increasing demand for their
services. In contrast to real estate developers,
property management is an asset light business,
and one that can earn stable streams of recurring
income. Meanwhile, with the continuing rise in
e-commerce in China, warehouse logistics have
become increasingly important. The recent successful
listing of nine new Chinese infrastructure real estate

investment trusts (C-REITs) also presents interesting
opportunities for investors while giving real estate
companies access to more cost-effective capital.
What are the prospects for the Asean markets
given their underperformance year to date?
A delayed economic re-opening, poor handling of
the COVID-19 outbreak and low vaccination rates
have weighed on most Asean markets. Investors
may have anticipated these markets to rally given
expectations that commodity exporters would
benefit from high commodity prices. As mentioned
earlier, an accelerated vaccination roll-out is needed
to lift domestic consumption in Asean, which can in
turn increase economic activity and earnings. From
a price-to-earnings perspective, Asean’s valuations
may look expensive since earnings are depressed.
However, valuations look compelling should earnings
normalise. From a price-to-book perspective, the
Philippines market is trading at more than one
standard deviation below its 10-year average. The
Indonesian and Malaysian markets are also trading
below their 10-year price-to-book averages, while
the Singapore and Thai markets are trading in line
with their historical averages. Fig. 1. If the political
backdrop is stable, a potential rebound in consumer
spending and attractive valuations underpin the
long-term attractiveness of the Asean markets.
The Indian equity market has been resilient to
date, despite news headlines focusing on the
COVID-19 development in the country. Why
is this so and what are the key drivers for the
market going forward?
Despite COVID-19 developments, earnings have
been in line for the Indian equity market. In
4QFY2021, 38% of MSCI India companies beat
earnings expectations while another 38% of
companies met expectations. This is largely because
the Indian equity market has diverse sizable sectors
that derive revenues from both within and outside
of India. With regard to the COVID-19 vaccination
roll out, 4.1%2 of the Indian population is currently
fully vaccinated, with 12% of the population

Source: 1As of 26 June 2021. 2Our World in Data. 30 June 2021. Fully vaccinated as in having two doses.

Fig 1: Price-to-book – Z-scores

Source: Refinitiv Datastream and MSCI for all except China”A”, 17 June 2021. Z scores calculated based on 12-year rolling price to book.

having received at least one dose of the COVID-19
vaccination. The vaccine roll out is expected to
accelerate following the Modi government’s recent
decision that everyone in India age 18 and up would
be eligible for free COVID-19 shots. As vaccination
rates pick up, economic activity and earnings will be
further supported.
The Japanese equity market continues to trade
at a relative discount to global peers. Is this a
buying opportunity or a value trap?
Japanese equities have performed positively, though
the market has generally lagged global peers yearto-date. Recent volatility in the domestic market

may have been reflecting some concerns around
the fourth coronavirus wave hitting Japan, ahead
of the Olympics which is scheduled to start in
July. Investors’ general perception is that Japan is
characterized by aging demographics as well as
a low growth, low inflation and low interest rate
environment. However, we believe this perception
ignores the longer-term structural changes that
underpin the improved fundamental health of
corporate Japan. Gradual but steady corporate
restructuring over the last decade has led to strong
balance sheet health, which has consequently
put Japan on a stronger footing to weather the
major exogenous shock. This has helped Japanese

corporates stay surprisingly resilient despite the
pandemic.
On the macro front, the broader domestic economy
has also shown surprising resilience. For example,
we have observed a trend improvement in industrial
production notwithstanding some short term
volatility. Meanwhile the labour market has remained
tight, with the unemployment rate at a relatively
modest 2.8%.
While we have observed some near-term rotation
in the market, the valuation dispersion between
growth and value stocks remains very stretched.
This provides a conducive environment for patient,
fundamentally driven stock pickers like us. We
believe that our disciplined process anchored around
valuations, in addition to a patient time frame, is key
not only to delivering outsized returns in the current
environment but is also that which makes our
strategy durable across time and cycles.
BOND MARKETS

--------------Governments globally have taken on large
amounts of debt to fund their stimulus
programmes. Should we worry about elevated
debt levels among Asian governments and
corporates?
Compared to the developed markets, Asian
governments have been more moderate in their
fiscal stimulus programmes and have taken on
less debt. China is a good example. In fact, its
three-red line policy to rein in leverage in the
property sector appears counter cyclical and China’s
shadow financing market has shrunk. The Chinese
government is expected to continue its deleveraging
efforts. Although this may create some volatility in
the markets, it is unlikely to destabilise the Chinese
financial system.
The 2021 default rate in Asia is expected to be only
marginally above its historical average, a testament
to Asia’s leverage discipline. Fig.2. Despite the noisy
headlines, defaults in the Chinese bond market in

2021 have kept to 2020’s pace. That said, we note
that the seven bond defaults we have witnessed
in China year to date included larger companies
that have significant market share in their sectors.
This bears monitoring. We also note that in the
Asian High Yield space, it is increasingly important
for companies to communicate consistently and
regularly with investors, to avoid becoming targets of
speculative news and rumours which may hurt their
bond prices.
As investors focus on when the Federal Reserve
will start reducing its bond purchases, do Asian
bond markets face the risk of another taper
tantrum?
We expect the risk of a taper tantrum to be lower
going forward. For one, any policy normalisation
from the Federal Reserve is likely to be much
better telegraphed compared to 2013. The pace of
normalisation will also be much more gradual. At the
same time, most bond funds appear better prepared
with higher cash levels going into 2021. This
suggests that institutional investors may look to take
advantage of any taper-induced sell-off to increase
their bond exposures, which would in turn temper
the bond market’s decline.
Asian High Yields and Asian corporate bonds have
durations of around 3 and 5 years respectively, much
lower than their US counterparts. This makes Asian
bonds less vulnerable to rising bond yields. The
higher income provided by Asian bonds also present
investors with a greater buffer against rising yields,
as seen from the positive returns which Asian High
Yields were still able to generate in the first quarter
of 2021. Asian sustainable bonds are also likely to be
more resilient to rising US yields given strong investor
demand and limited supply.
The Chinese government bond market is
gradually being added to global bond indices
and has enjoyed strong inflows in 2021. Why
should investors consider Chinese bonds?
The Chinese government bond market is becoming
too large for investors to ignore. The market has

become more accessible and more internationalised.
It is less correlated to other developed and Asian
government bond markets, hence offering investors
greater diversification. It also offers higher yields
relative to other developed and many other Asian
bond markets. In addition, investors can benefit
from potential RMB appreciation.
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Fig 2: Asia’s default rates expected to remain manageable in 2021

Source: JP Morgan, January 2021 based on par value of defaulted bonds and excluding 100% quasi-sovereigns. Note: Average default rates are calculated
from 2009 -2019.
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