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INVESTORS

DISAPPOINTING FOR FIVE YEARS

It has been a disappointing ride for Asian investors in the last five to six years. From end-2010 to August 2016,
the MSCI Asia ex-Japan index which is a measure of Asian equities has posted a gain of 18 per cent (2.9 per cent
per annum (p.a.)) versus 66 per cent (9.3 per cent per annum) for global equities as measured by the MSCI World
Index (see Chart 1).

Chart 1: Asia ex-Japan vs World (end-2010 to Aug 2016)
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Source: Bloomberg, based on dividends reinvested in SGD terms as at August 2016.

Such uninspiring performance left many investors wondering, “What happened to Asia?”

REASONS FOR DISAPPOINTING PERFORMANCE

The disappointing performance from Asia stemmed from a number of factors. Within Asia, China’s well publicised
economic rebalancing resulted in slower growth. Meanwhile, outside of Asia, the economic growth of the United
States, while steady, remained a far cry from previous years. Asian exports have correspondingly been affected by
the slow grinding global economic recovery.

At the micro level, unbridled capital expenditure expansion led to excess capacity and weak pricing power for
companies. This is further compounded by rising labour cost, resulting in pedestrian earnings growth for the past
five years (Chart 2).
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Chart 2: Asia ex-Japan EPS
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Source: Bloomberg, in USD terms, as at Aug 2016. EPS: Earnings per share

Against this backdrop, the Federal Reserve has continued to tease markets with whispers of higher rates, citing
employment data and the outlook for the economy and inflation. The stronger US dollar (and weaker Asian
currencies) has encouraged funds to flow back to developed markets.

WHAT IS THE OUTLOOK FOR THE NEXT FIVE YEARS

China’s on-going transition will continue to restrain growth but the transition to the new economy has gained traction,
with strong growth in the services sector offsetting weakness in the manufacturing sector.

While the Li Kegiang index (an indicator comprising of rail freight volume, electricity consumption, and bank lending)
continues to slow, the ‘new’ economy equivalent index of passenger rail traffic and electricity consumption of tertiary
industry and households grew at a much faster pace. Outside China, we are hopeful that growth could pick up in
India and Indonesia, two large and growing economies within Asia.

With labour costs moderating and excess capacity abating, profits for the next few years will likely be better than the
previous five years and we believe high single-digit earnings growth is quite probable. Meanwhile valuation of Asian
markets is cheaper than developed markets. In addition, dividend yield of Asian markets is attractive compared to the
current low interest rate environment.

Monetary policy divergence will be supportive for the U.S. dollar. However, we think the greenback will remain range
bound and we do not expect significant appreciation against Asian currencies.

The combination of global aging, low productivity growth and the slowing pace of globalisation will put a lid on global
growth. Interest rates may go up from over-bought level but are not likely to rise substantially. With rates low or even
negative, sovereign bonds are not compelling for yield investors. A generation of aging, yield seekers in a low rate
environment needs viable alternatives to sovereign bonds.

RISKS REMAIN BUT STAY INVESTED FOR THE MEDIUM TERM

In the near-term, however, Asian markets may remain volatile. Rate hike uncertainty remains, as does persistently
weak global economic growth. The Renminbi’s weakness could unleash another bout of volatility for Asian markets.
Investors should also closely monitor the upcoming U.S. election as a Trump victory is likely to be negative for Asian
markets.
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Despite this, Asia presents a worthwhile consideration for long-term investors. Asian listed corporates have robust
balance sheets, healthy cash reserves and increasing willingness to pay dividends. With commaodity prices stabilising
and downward earnings revisions bottoming, we could see better earnings next year and eventually this will be
reflected in valuations.

On a closing note, after recent years of disappointment, many investors have forgotten that Asian equities have
generated strong returns in the earlier years (Chart 3).

Chart 3: Asia ex-Japan vs World (end-2000 to end-2010)
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Source: Bloomberg, based on dividends reinvested in SGD terms as at August 2016

In the last decade (end-2000 to end-2010), Asian markets have posted a gain of 159 per cent (10 per cent per
annum) while developed markets fell 2 per cent (-0.2 per cent per annum) in Singapore dollar terms.

In a global new ‘normal’ of slower growth, we are not suggesting investors can expect 10 per cent per annum returns
as equities are likely to give more muted returns going forward. Instead, we encourage investors to consider whether
Asia, with its superior growth and cheaper valuation, is more likely to give not only better returns than developed
markets but also good positive returns in the next five years.

Source: This article was first published in the October 2016 edition of OCBC Bank’s “Wealth Insights”.
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DISCLAIMER

Lion Global Investors Limited (“‘LGI”) is a company incorporated in Singapore and a member of the OCBC group.

This publication is for information only. It is not an offer or solicitation for the purchase or sale of any
securities/investments and does not have regard to your specific investment objectives, financial situation or particular
needs. All applications for units in our funds must be made on application forms accompanying the prospectus. You
should read the prospectus for details, available and may be obtained from Lion Global Investors Limited (“LGI”) or
any of its approved distributors, before deciding whether to subscribe for or purchase units of the funds. Investments
in the funds are not obligations of, deposits in, guaranteed or insured by LGI or any of its affiliates and are subject to
investment risks including the possible loss of the principal amount invested. The performance of the funds is not
guaranteed and the value of units in the funds and the income accruing to the units, if any, may rise or fall. Past
performance, as well as any prediction, projection, or forecast on the economy, securities market, or the economic
trends of the markets are not necessarily indicative of the future or likely performance of the funds. Any opinion or
estimate provided in the publication is made on a general basis and is not to be relied on by investors as advice.
Investors must make their own assessment of the relevance, accuracy, adequacy and reliability of the information
provided and make such independent investigations as they may consider necessary or appropriate for the purpose
of such assessment. LGI reserves the right to make changes and corrections to its opinions expressed here at any
time, without notice. Accordingly, no warranty is given and no liability is accepted for any loss arising directly or
indirectly as a result of you acting on any information, opinion, forecast, or estimate contained herein. You may wish
to seek advice from a financial adviser before making a commitment to purchase the funds. In the event that you
choose not to seek advice from a financial adviser, you should consider carefully whether the funds are suitable for
you.

LGlI, its related companies, their directors and/or employees (collectively known as "Related Persons") may have
positions in the products mentioned in this publication. LGl and its Related Persons may be engaged in purchasing or
selling the products mentioned in this publication for themselves or their client. LGI does not take into consideration
the tax implications of the income earned as the tax position of each person is different. Investors are advised to seek
independent tax advice on their personal tax position arising from investing in the fund.

© Lion Global Investors Limited. All rights reserved. LGl is a Singapore incorporated company, and is not related to
any corporation or trading entity that is domiciled in Europe or the United States (other than entities owned by its
holdings companies).
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