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 Key takeaways

 •  We share concerns that the emerging-market sell-off elsewhere may also  
     impact Asia, but believe investors have overlooked areas that support the  
     long-term strong performance of Asian equities 

 •  We believe investors will soon find bargains in the region given the valuation 
     discount  

 •  In terms of the most exciting opportunities in the region, we believe China 
     all-share investing is the way forward

In recent months, sharp sell-off in Turkey and Argentina has sparked fears that the 
contagion might spread to Asian markets. We share the concern but believe 
investors have overlooked the following areas that should help extend the long-term 
strong performance of Asian equities:

     •   Domestic fundamentals in Asia are much more solid than other EMs and  
          have also significantly improved compared with previous crises 
     •   Valuation has turned attractive against decent earnings growth
     •   Consumption will remain strong amid rising income and be the dominating  
          driver to economic growth
     •   Reforms will continue to be the key focus of many regional governments, 
          which will help generate long-term productivity gains
     •   Structural opportunity to invest into Chinese domestic market with MSCI A   
          inclusion enriching the investment universe 
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How will Asian equities fare given the fear of contagion risk? 
We believe Asian governments have learned invaluable lessons from previous crises. 
In the region, a broad spectrum of financial stability indicators, including current-
account balance, inflation, external debts and reserve adequacy, have much improved 
and are also in a better position than other EMs. 

We are also encouraged that central banks in specific ASEAN countries including 
Indonesia and the Philippines that are most vulnerable to the dollar trend have taken 
prompt actions by hiking policy rates; while in India, the Reserve Bank of India (RBI) is 
also closely monitoring related risks and ready to step up further actions. We believe 
the market has over-penalized Asian equities this time and the recent sell-off is not 
justified by fundamental factors. We believe investors will soon find bargains in the 
region given the valuation discount.  

What is your latest view on trade?
We agree that the uncertainty created by the trade tension between China and the 
US is an additional risk factor that is disproportionately affecting the region more. 
With the implementation of the latest round of tariffs on US$200bn Chinese imports, 
the impact on the Chinese economy could amount to 0.5 to 0.8 percentage points of 
GDP in the subsequent twelve months1, and market consensus continued to expect 
real GDP growth rate in 2018 to meet full year’s target of around 6.5%. We expect 
the tension to linger for a while given the diverging views of China and the US over 
what can be achieved through negotiations, however considering the dynamic nature 
of the issue, we expect things to turn quickly on either side (not excluding a 
substantially positive scenario) and to continue leading market sentiment for the time 
being. 

It is worth noting that there have been ongoing negotiations in the past few months. 
We maintain our baseline view that negotiations will continue given the 
interdependence of the two countries and believe there are mutual interests both 
sides can gain through continued dialogue.

What do you see as the biggest support to market now?
We believe the biggest support to Asian equities now is its strong market 
fundamentals characterized by compelling valuation against decent earnings growth. 

Since hitting a record high in late January, MSCI Asia ex Japan index has corrected 
15% as of early September, which made its valuation (11.3x forward 12m P/E) 
attractive compared with historical average and developed markets (US: 16.9x 
forward 12m P/E)2.  

Earnings growth has been resilient year to date. In China, MSCI China companies 
recorded 17% earnings growth in the first half, and consensus continues to expect 
earnings to remain in the double-digit range in the second half of 2018 and 20193. In 
India, the earnings momentum is strong as well. EPS growth for MSCI India 
companies (ex financials) has sequentially improved to 17% in 1QFY19 from 12% in 
4QFY184, and we expect it to remain robust going forward.

Will growth slow in the remaining of 2018 and 2019?
We believe economic expansion in Asia ex Japan markets will remain resilient in the 
remaining of 2018 and 2019. We believe it will be mainly led by economic stability in 
China and improving growth in India. 

In China, we have always mentioned that growth will moderate this year primarily due 
to government’s focus shifting to quality over quantity of growth, but we expect it to 
remain well on track to achieve the government’s target of around 6.5% thanks to 
recent easing measures. We believe investors should bear in mind that 6.5% is a 
comparatively high-growth number and instead focus on the real transition of Chinese 
economy towards high-quality growth and the government’s competence in 
maintaining stability.

1. Source: UBS Research. The calculation of GDP impact takes into account 10% tariff on US$200bn of 
Chinese goods, to be effective on Sept. 24, and then 25% from 2019 onwards.  
2. Source: Goldman Sachs Investment Research. 
3. Source: Citi Investment Research. 
4. Source: Goldman Sachs Investment Research. 
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In India, we expect its economy to keep trending up. We believe positive reforms in 
demonetization and Goods and Services Tax (GST) will continue to generate efficiency 
gains and the temporary disruptions they have created are now behind us. In 
1QFY19, real GDP growth accelerated to 8.2% yoy, hitting a nine-quarter high and 
showing a broad base improvement in demand conditions. We believe the strong 
growth momentum will gather further strength in the coming quarters.  

We believe above-trend global economic growth will also provide a favorable backdrop 
for Asian economies (see below chart).

Figure 1: Asia will remain the fastest growing region on the back of strong 
consumption
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Source: US, Eurozone, Japan data – CEIC, Morgan Stanley Research; Asia ex Japan – CLSA. 
As of August 2018. 

Where do you see long-term growth in the region coming from?
We believe strong domestic consumption and continued reforms are the two most 
important drivers for economic prosperity in Asia in the long term.

Situated in the world’s most populous region, Asia ex Japan markets have two 
thirds of their economic growth contributed by domestic consumption. Together 
with rising income, we believe increasing adoption of digitalization, easier access to 
consumer credit and product premiumization will help facilitate strong expansion in 
domestic consumption. Particularly in China and India, the two countries with 
largest populations, we believe income will continue to register high single-digit 
growth, which enables them to benefit the most from the above-mentioned trends.  

In China, we have seen lower tier cities showing stronger consumption growth and 
consumption upgrade emerging as a notable theme. We believe the accumulated 
wealth of Chinese households will further support the consumption boom.

We believe continued reforms will be another long-term driver to Asian economy. 
We expect regional governments to remain deeply committed to reforms as they 
have witnessed the profound changes past reform measures have brought about to 
the region and we believe the stable political scene is also conducive to consistent 
policy implementation. Indeed, in China, we have seen positive progress in 
deleveraging and the success of supply side reform; while in India, reforms in 
financial inclusion and financialization of savings among others have reinvigorated 
the financial sector. 
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What do you view as the most exciting opportunities in Asia now?
What excites us the most at the moment is the MSCI A-share inclusion that we believe 
have opened up new opportunities to invest into China’s domestic market. Through a 
two-stage inclusion this year, the MSCI Emerging Market Index has added around 230 
domestically-listed Chinese stocks. In our view, the onshore A-shares market and 
offshore Chinese equities together offer investors a better representation of 
underlying economy, and we expect China’s importance to grow and the country to 
account for 40% of MSCI Emerging Market Index upon full inclusion. We believe China 
all-share investing (with offshore equities including H-shares, domestic A shares, 
US-listed ADRs, etc.) is the way forward.
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Important information
This document has been prepared only for those persons to whom Invesco has provided it for informational purposes only. 
This document is not an offering of a financial product and is not intended for and should not be distributed to retail clients 
who are resident in jurisdiction where its distribution is not authorized or is unlawful. Circulation, disclosure, or dissemination 
of all or any part of this document to any person without the consent of Invesco is prohibited.

This document may contain statements that are not purely historical in nature but are "forward-looking statements", which 
are based on certain assumptions of future events. Forward-looking statements are based on information available on the 
date hereof, and Invesco does not assume any duty to update any forwardlooking statement. Actual events may differ from 
those assumed. There can be no assurance that forward-looking statements, including any projected returns, will
materialize or that actual market conditions and/or performance results will not be materially different or worse than those 
presented.

The information in this document has been prepared without taking into account any investor’s investment objectives, 
financial situation or particular needs. Before acting on the information the investor should consider its appropriateness 
having regard to their investment objectives, financial situation and needs.

You should note that this information:

•  may contain references to amounts which are not in local currencies;
•  may contain financial information which is not prepared in accordance with the laws or practices of your country of  
    residence;
•  may not address risks associated with investment in foreign currency denominated investments; and
•  does not address local tax issues.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. 
Investment involves risk. Please review all financial material carefully before investing. The opinions expressed are based on 
current market conditions and are subject to change without notice. These opinions may differ from those of other Invesco 
investment professionals.

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose 
possession this marketing material may come are required to inform themselves about and to comply with any relevant 
restrictions. This does not constitute an offer or solicitation by anyone in any jurisdiction in which such an offer is not 
authorised or to any person to whom it is unlawful to make such an offer or solicitation.


