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–  Asian equities have been 
amongst the hardest hit 
by the market turmoil in 
2008, but with much of the 
bad news already priced 
in, valuations are looking 
compelling again.

–  When risk appetites return, we 
believe Asia should recover 
more quickly than the West 
due to its well capitalised 
banking system and limited 
leverage problems.

–  In the meantime, however, 
we are likely to see 
continued volatility as global 
recessionary fears mount. 
But looking beyond that, we 
believe now could be a good 
time for investors to pick up 
quality companies with good 
long-term prospects cheaply.

‘We believe that markets look significantly oversold given 
that Asia does not have the same systematic risks faced  
by the West, representing a great buying opportunity for 
long-term investors.’ 

The year ahead is likely to remain challenging for Asian equities as the de-leveraging 
process in the global financial system continues to unravel. While the region has a 
relatively small direct exposure to the credit crunch, it has been caught up in the 
contagion leading to a de-rating in Asian equities. In the light of these uncertainties,  
which have now spread to the wider economy, we remain cautious.

Growth to slow further and earnings to disappoint... 
As we move into 2009, we expect growth to slow further and earnings to disappoint as 
slowing external demand feeds through to export-intensive Asia. Of the two, we believe 
earnings disappointment poses the greater risk. Although there have been a raft of 
revision downgrades in 2008, consensus expectations are still far too optimistic and we 
would not be surprised to see a further leg down – particularly towards manufacturing 
companies as high input costs squeeze margins and as sluggish sales bite. Corporate 
earnings growth could very likely turn negative. 

….  but systemic risk unlikely 
While we expect GDP growth to contract significantly, Asia is undoubtedly in much better 
shape today than it was during the turmoil in the late 1990s. Having already undergone 
its own de-leveraging process in the aftermath of the Asian crisis, we do not see any 
systemic risk this time around. Foreign reserves are higher, external debts lower, Asian 
banks are well capitalised and corporate and consumer debt levels are low. What’s more, 
we remain confident that domestic consumption will be a key long-term driver for the 
region supported by continued urbanisation and a burgeoning middle class.

Inflation likely peaked and monetary tightening with it 
The financial turmoil is also overshadowing other positives, including falling commodity 
prices, particularly oil. In fact, we believe that inflation has peaked and monetary 
tightening with it. This should give policymakers room to prop up growth, as well as 
alleviate corporate margin pressures. China has already reversed years of monetary 
tightening by aggressively cutting lending rates and the reserve requirement ratio for most 
banks. And more recently, announced a RMB 4 trillion (USD $586 billion) fiscal package 
– clearly demonstrating Beijing’s determination to support growth. Further fiscal pump-
priming measures across the region look likely while receding inflation has also enabled 
other Asian central banks to follow suit with rate cuts.

The bigger developed markets likely to perform relatively better 
So where does this leave markets? Given the panic that has engulfed global markets, 
Asia as a whole has been sold down indiscriminately due to the (mis)perception that it is 
a ‘riskier’ asset, with little regard for fundamentals. This is particularly true of the bigger 
developed markets, such as Hong Kong and Singapore, so they should perform relatively 
better as governments there should be more reactive in terms of monetary as well as 
fiscal policy action. Valuations in China are also looking attractive again after the recent 
collapse in the stockmarket.
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Korea and India, however, appear the most vulnerable markets in the region in the  
light of their poor current account positions, reliance on portfolio flows and relatively 
weaker banking systems. Policy response in India is also likely to be stymied by the 
upcoming elections.

Valuations look compelling ... 
Whilst it makes sense to be somewhat defensively positioned, we think that there 
are opportunities to gradually add some risk back on the table as the markets look 
significantly oversold. This is in sharp contrast to where we stood a year ago when we 
were considered huge bears throughout 2007 and most of 2008. 

Although earnings downgrades are likely, we think that much of the pessimism is already 
priced in. Asian equities are now trading at historically very cheap valuations, with some 
now at the same levels that they were in previous crises. At such lows, we are seeing plenty 
of opportunities for the long-term investor — any improvement in confidence should be 
particularly beneficial to the region, which looks much better placed than the West with few 
leverage problems and where banks have few liquidity issues to contend with.

… offering plenty of opportunities for the long-term investor 
In the meantime, we are likely to see continued volatility in the markets as global 
recessionary fears continue to mount. Such concerns are reflected in our still cautious 
stance on materials and cyclicals, as supply and demand factors are looking shaky given 
that new facilities are still coming on stream and in anticipation of a further deterioration 
in global growth. On the other hand, we are overweight telecommunication stocks, which 
offer decent dividend support, and interest rate sensitive stocks as monetary easing 
should continue. 

Looking beyond the volatility, however, we firmly believe that current weakness offers investors 
a great opportunity to pick up quality companies with good long-term prospects cheaply.
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