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The Asian market’s outperformance
1s just beginning

sian stock markets have performed strongly

this year and outperformed global markets
with increased inflows and positive economic
policies across Asia drawing investors. We be-
lieve the rally is just getting started and the
opportunitics cxtend beyond China into other
Asian cconomies.

China’s stock market is rallying, led by tech-
nology giants like Alibaba, and Asian markets
more broadly have surged, as the chart below
illustrates. In September the MSCI Asia ex Ja-
pan Index sat at a four-year high, up 25% year to
dale, with potential for further gains supported
by robust corporale carnings revisions.

There are several reasons why we believe the
outlook for Asian markets is positive. The weak-
ening US dollar, positive structural shifts in
China, and supportive monetary and fiscal poli-
cies across cconomices are all likely to support
company carnings and valuations.

Turning to the depreciation of the US dol-
lar, this will improve liquidity in Asia which
will help boost corporate earnings and drive
asset reflation. As the US central bank cuts
interest rates, US investments will appear
less attractive Lo investors, likely prompting a
search for in higher returns in Asian markets.
That inflow of capital will likely fuel returns
on Asian investments.

Figure 1. Market backdrop: Beginning of a recovery,
large valuation discount persists vs. world
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Asian central banks are also likcly to casc
monctary conditions. Interest rates have been
held high in Asian nations to maintain high real
interest rates relative o the US dollar and we ex-
pect to see this unwind. Falling credit costs will
also help to buoy corporate profitability in Asia.

In terms of China, its stock market is boom-
ing. Alibaba, for example, has jumped 32.6%
over the month to October 7. The company
recently announced a big jump in Al capital
spending of around US$S3 billion over the
next three years to advance its cloud computing
and Al infrastructure. The investment exceeds
Alibaba’s total Al and cloud spending over the
past decade, underscoring the company’s focus
on Al-driven growth and the company’s role
as an emerging global cloud provider. That has
drawn investors to the Chinese share market
and boosted confidence.

Chinese houscholds are also likely to shilt
from savings o stock markel investments.
Chinese houscholds are prolific savers, and we
could see this capital transfer toward greater
consumption and stock market investment over
time. Domestic houschold savings have grown
al double digit rates in recent years - exceed-
ing growth during the Covid pandemic. With
consumer confidence still low, the Chinese gov-
ernment has introduced pro-consumption poli-
cies aimed at increasing household spending,
including free childcare and expanding migrant
services. We expect more policies to follow.

While US houscholds invest around 25%
of houschold wealth in cquitics, that figurc is
around just 2% in China, as the chart below
shows. We expect that the improvement in share
markets will likely trigger a movement of house-
hold savings into the share market to which Chi-
nese houscholds are underexposed.

We also cxpect a positive feedback loop to
emerge. Stronger cquity markets will boost
houschold income and confidence, driving
greater consumption. That in turn will lead to
improved corporate carnings for consumer-fo-
cused companics and encourage further house-
hold investment in the stock market, attracted
by its relatively strong returns.

Importantly too, global equity investors re-
main underweight Chinese shares, suggest-
ing significant room for catch-up if conviction
builds in China’s stock market, its burgeoning
technology sector and broader economy.

However, when thinking aboul investing in
Asia, il’s important to look beyond China. For
example, we are seeing the Al supply chain
boost Taiwan’s economy significantly, led by
Taiwan Semicond M turing Com-

pany (TSMC). The company is a leader in Al |
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The quote

The weakening US
dollar, positive structural
shifts in China, and
supporitve monetary
and fiscal policies across
economies are all Hkely
to support company
earnings and valuations.

Flgure 2. China’s pivot towards a consumption-led
‘economy
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China household asset allocation versus the US
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computing and the manufacture of advanced
computer chips, benefiting from the boom in
Al usc and investment. TSMC is a global lcad-
er in manufacturing advanced computer chips,
necessary for Al processing, producing almost
all the world’s most sophisticated Al accelera-
tors, such as Nvidia’s graphics processing units
(GPUs).

In India, we arc more optimistic as positive
monctary and fiscal policies favour equity re-
turns. The outlook for India’s stock market is
attractive given long-term fundamentals in-
cluding its relatively strong cconomic growth,
an emerging middle class, and growing con-
sumption. Earnings revisions are lurning more
positive, supported by recent fiscal and mon-
etary stimulus from the Indian government.

Overall, we sce greater opportunitics across
Asia, a region which has outperformed year
to date, and we expect will continue to out-
perform. F8



