
Asia today is in far better shape than at the height of the Asian crisis.  Yet valuations are 
nearing Asian crisis lows!  Asia’s banks are solvent, its companies are lowly geared and 
regional governments hold the reserves to buffer any credit crunch shocks.  Asian 
profits forecasts are still an issue, but much downgrading has already occurred. 
Confidence and fund flows are the issues – even though local liquidity seems adequate.

Yesterday's policy easing by China suggests that 
Beijing is increasingly worried about weakening  
domestic demand. The latest move was very important 
to underpin Chinese and regional growth. 

Our Focus is on Asian Valuations
Short term news is rather fluid and regional equity 
markets are likely to remain volatile in the near-term.  
But we believe the medium-term economic outlook for 
Asia remains strong given that the region has de- 
leveraged (unlike the US) while domestic consumption 
and the investment cycle are powerful enough in 
several markets to offset possible export slowdowns.  
We expect economic growth to slow, but to remain 
above trend growth in the next two years. 

For investors, the key question is how much of the 
deterioration in the macro environment is factored into 
Asian equity prices? In our view, quite a lot. 

The chart below suggests that Asian equities are back 
to previous Asian crisis trough levels on a price-to- 
forward-earnings basis. On a price-to-book basis Asian 
equities are still above past troughs but not excessively 
so and is in line with its long term average.  

Nonetheless, current valuations provide substantial  
compensation for the cyclical earnings risk and our  
managers have been taking advantage of the volatility 
to add good quality stocks at attractive prices. 

Overview
Wall Street is undergoing unprecedented financial stress. 
High profile banking collapses and near failures have left 
investors reeling. As expected, global markets have 
experienced heavy selling over the past 2 days. 

While no one can foretell the consequences of the recent 
extraordinary events, the market's verdict looks clear: A 
piecemeal and mostly private sector solution won't work. A 
systematic policy approach, including intervention via re- 
capitalization is needed. 

This is the approach the Fed seems to be taking. At the 
time of writing, the Federal Reserve has authorised 
lending of up to $85 billion to AIG to avoid a "disorderly 
failure" that could threaten the financial markets and  
overall economy. 

Two Key Concerns for Asia
First, when global risk aversion rises, irrespective of its 
source, the market's response is to sell everything. Hence 
emerging markets, as measured by MSCI, have fallen by 
more than US stocks this year. Over a longer time frame, 
there is likely to be global rebalancing of equity funds. 

Much of the huge flow of retail and international equity 
funds from the developed world, and the US in particular, 
into emerging equities is likely to flow back . 
Underperformance of emerging (Asia) versus developed 
equities may arise in a liquidation environment. 

Second, a drawback of the flow of funds will amount to a 
tightening of credit and liquidity conditions in the emerging 
world.  Tightening credit conditions are likely to contribute 
to slowing world growth (closer to 3% rather than 4-5% 
over the past few years). 

This is likely to put some depreciation pressure on Asian 
currencies as exports slow. Currency depreciation  
pressure may be exacerbated by the OECD funds outflow. 

On the positive side, all of this points to an environment in 
which monetary policy can, should and ultimately probably 
will become (much) easier. 
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Risk/Reward in Asia’s favour



This newsletter is solely for information and private circulation to any potential clients of Prudential Asset 
Management (Singapore) Limited, (“PAMS”) and may not be published, circulated, reproduced or distributed in 
whole or part to any other person without the prior written consent of Prudential Fund Management Services 
Private Limited (“PFMS”). This newsletter should not be construed as an offer or solicitation for the  
subscription, purchase or sale of any securities mentioned herein. Whilst we have taken all reasonable care to 
ensure that the information contained in this newsletter is not untrue or misleading at the time of publication, 
we cannot guarantee its accuracy or completeness. You should not act on it without first independently 
verifying its contents. Any opinion or estimate contained in this newsletter is subject to change without notice. 
We have not given any consideration to and we have not made any investigation of the investment objective, 
financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty 
whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or indirectly as 
a result of the recipient or any class of persons acting on such information or opinion estimate. PAMS and its 
related and affiliated corporations together with their respective directors and officers may have or may take 
positions in the securities mentioned in this newsletter and may also perform or seek to perform broking and 
other investment services for the corporations whose securities are mentioned in this newsletter as well as 
other parties. A prospectus in relation to the Funds is available and may be obtained through PAMS or any of 
its appointed distributors.  All applications for shares in the Funds must be made on the application forms 
accompanying the prospectus.  Potential investors should read the prospectus before deciding whether to 
subscribe for or purchase shares in the Funds. An investment in shares of the Funds is subject to investment 
risks, including the possible loss of the principal amount invested. The charts are included for illustrative 
purposes only. Past performance is not necessarily indicative of the future or likely performance of the Funds 
and PAMS.  The value of the shares in the Funds and any income accruing to the shares, if any, may fall or 
rise.  The predictions,  projections, or forecast on the economy, securities markets or the economic trends of 
the markets do not necessarily indicate the future or likely performance of the Funds and PAMS.  The 
information contained herein does not have any regard to the specific investment objective(s), financial 
situation or the particular needs of any person.  Potential investors may wish to seek advice from a financial 
adviser before purchasing shares in the Funds.  In the event that potential investors choose not to seek advice 
form a financial adviser, they should consider whether the Funds are suitable for them.

Prudential Asset Management (Hong Kong) Limited and PAMS are indirect subsidiaries of Prudential plc of 
the United Kingdom. Prudential Asset Management (Hong Kong) Limited, PAMS and Prudential plc are not 
affiliated in any manner with Prudential Financial, Inc., a company whose principle place of business sis in the 
United States of America. Prudential plc and its related and affiliated corporations are a leading international 
financial services group providing retail financial products and fund management services. Established in 
London in 1848, Prudential, through its businesses in the UK, US and Asia, provides retail financial services 
products and services to more than 21 million customers, insurance policy holders and unit holders worldwide 
with over $256 billion in funds under management as at 30 June 2008. Prudential employs some 23,000 staff 
worldwide.

Prudential Asset Management (Hong Kong) Limited
13th Floor, One International Finance Centre
1 Harbour View Street  Central  Hong Kong 

Tel (852) 2868 5330  Fax (852) 2868 3137
www.prudential.com.hk

Prudential Asset Management (Singapore) Limited
30 Cecil Street  #20-01 Prudential Tower  Singapore 049712
Company Reg 199407631H

Tel (65) 6238 1313  Fax (65) 6536 7020
www.prudential.com.sg

Disclaimer

Strictly for Prudential internal circulation only


	Slide Number 1
	Slide Number 2

