
Key takeaways

• The magnitude of recent
sharp swings in Asia
was in line with major
equity markets, height-  

 ening market attention.

• Stable macro and
political backdrop to
support further Asian
equities strength in
2018.

• Earnings growth,
valuations and liquidity
remain accommodative.

• The impact of external
uncertainty on Asian
equities requires
monitoring in 2018.

Firstly, is the pullback a short-term 
correction after a prolonged period 
of consecutive positive returns? Or 
does it signify the beginning of a 
much longer secular adjustment in 
the equity market?
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The event…

A bumpy start in Asia led by global 
market jolt
Asian markets had a strong start in 2018, with 
MSCI AC Asia ex Japan (MSCI AxJ) index rising 
+7.6% in January. It was however followed by
extreme volatility: Asian equities fell by 10.2%
from its peak before rebounding strongly and
registered a positive return of +2.2% year to
date as of end February.

We believe the extent of such sharp swings of 
Asian equities within a short period of time 
have raised market attention, but we hold the 
view that it was in line with what has happened 
in other major equity markets (S&P 500/MSCI 
Europe/MSCI AC AxJ: -8.7%/-9.4%/-10.2% 
correction followed by +3.7%/+2.8%/+4.6% 
recovery towards end February) and indicates 
growing correlation between markets.

In light of recent market developments, there 
are some key questions which we believe are 
on every investors’ mind:

What we think…

Market jitters will not derail 
solid fundamentals
In our view, the recent decline in Asian markets 
is a healthy correction following an extended 
rally dating back to early 2017 and largely 
affected by global market movement. We 
haven’t observed any Asian specific factors that 
have contributed to the sell-off. Despite the 
market jitters, we believe there is no change to 
economic and corporate fundamentals in key 
markets within the region and we expect 
positive structural factors will continue to 
support further strength in Asian equities in 
2018.

Favourable macro backdrop 
remains supportive
On the economic front, we believe stable 
growth is in the forecast. We expect Asia’s 
headline GDP growth to remain steady at 
around 6.0% in 2018, benefiting from 
increased global growth momentum and rising 
domestic consumption supported by steady 
income growth.

We also believe stable politics favour further 
reform. Asian leadership is stable, in particular 
within China and India, which will help underpin 
strong fiscal support and bode well for further 
reforms.

Earnings, valuations and liquidity 
trends intact
In 2017, earnings growth was the biggest 
driver to Asian market return, and we expect 
similar to last year the market to be led by 
broad-based solid earnings growth in 2018 
(2018 forecast: +13%1), against a favourable 
macroeconomic backdrop. In addition, valuation 
is still accommodative and at a meaningful 
discount to developed market peers (30% 
discount to the US and 24% to the developed 
world). We have also seen encouraging struc-
tural fund flows into the offshore China and 
India markets.

100

110

120

130

140

150

160

170

180

Jan-17 Feb-17 Mar-17 Apr-17 May-17 Jun-17 Jul-17 Aug-17 Sep-17 Oct-17 Nov-17 Dec-17 Feb-18

S&P 500 Index Nikkei 225 Index MSCI Europe
MSCI AC Asia Ex Japan MSCI China

Global Market Indices Performance - 
since Jan 2017 (in US dollars, rebased) 

Source: Bloomberg, as at February 26, 2018.

1. Source: Goldman Sachs, February 2018

Jan-18



Secondly, to what extent will 
external uncertainty, particularly 
more hawkish US monetary 
policies, have on Asian equities?

External uncertainty to be monitored in 2018
We believe that external uncertainties will 
nevertheless impact equity markets across the 
globe and Asian markets will unlikely to be 
immune as part of the global ecosystem. 
However, Asian equities continue to benefit 
from positive structural factors and solid 
fundamentals, as aforementioned.

We have consistently emphasized that any 
changes to the US interest rate hike trajectory 
will be a key uncertainty driving volatility, both 
globally and in Asia. In particular, the deviation 
between expectations and actual data that 
point towards higher inflation and more 
hawkish Fed stance is a risk that can drive 
global volatility. This is not a new risk and 
global investors will continue to monitor and 
react to ongoing economic data release.

Conclusion
We believe there is no change to the underlying 
fundamentals of Asian equities and the recent 
decline in Asian market is a short-term correc-
tion rather than the start of a deeper setback. 
However, we believe a shift in the expectation 
on interest rate hikes will remain an area of 
attention that investors should monitor. In 
conclusion, we remain constructive on Asian 
equities and believe investors will refocus on 
fundamentals as external uncertainty fades.
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