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In 2018, Hong Kong/China markets faced a number of challenges resulting in
a correction in the equity markets. These include Sino-US trade frictions,
deleveraging, and the perception that the central government was favouring
stability among state owned enterprises (SOEs) at the expense of the growth
of private enterprises. That said, policy adjustments made by the central
government in the fourth quarter of 2018 1 showed its intention to stabilise
leverage and support private enterprises2.

Although the recent outcome from the G20
meeting provided a temporary respite from the
Sino-US trade friction, we believe this will
continue to be an overhang for the medium term.
However, the fact that both sides have returned
to the negotiating table is a step in the right
direction.
Economic growth may rebound in second
quarter of 2019
With China and the US agreeing to temporarily
suspend tariff hikes in early December 2018,
market sentiment should gradually improve. We
believe most of the negative news has already
been digested by markets. China will also
continue to implement fiscal policies to address
slower economic growth and provide backing for
private enterprises. Macroeconomic data is
expected to improve as early as the second
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Xinhuanet, 3 November, 2018. Numerous government agencies have
introduced supportive measures for private enterprises over the past halfmonth. On 19 October 2018, Liu He, Vice-Premier of the State Council,
along with the People’s Bank of China, China Banking Regulatory
Commission and China Securities Regulatory Commission announced a
series of measures benefitting private enterprises.
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On 20 July, 2018, the Shanghai Securities News published an article by
Ruan Jianhong, Chief of Research and Statistics at People’s Bank of China,
stating that China has entered a stage of leverage stabilisation. On 1
November, 2018, President Xi Jinping hosted a private enterprises
conference, which introduced measures to safeguard the interests of
private enterprises.

quarter of 2019, which should see corporate
earnings growth bottom out.
Sector outlook
1. Consumer services stocks
The consumption upgrade trend prevalent in
China will continue and should not be impacted
by the Sino-China trade friction. We remain
constructive on companies in the tertiary
education sector, which may benefit from strong
structural demand and supportive national
policies (e.g. tax allowance for education
expenses) and property management companies
given that new value-added services and a
captive customer base may provide visibility for
future earnings growth.
2. New consumer stocks
Market shares of traditional brick and mortar
stores have declined steadily as e-commerce
continues to gain traction. As disposable income
growth in rural areas are outpacing that of their
urban counterparts, the opportunities in the tier 3
and tier 4 cities are becoming more apparent.
However, given the logistic issues with reaching
rural areas, there has been a revival of the
traditional landed operators. Among the landed
operators, those that consolidated the product
mix of their stores based on consumer data,
reducing logistics costs, and enhancing the
shopping experience are the areas we believe
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have the greatest ability to capture these new
consumer opportunities.
3. Research and development (R&D) and
innovation
Our focus on research & development and
innovation will be emphasising names in the
healthcare space. Although there has been a
sector-wide overhang given concern of pricing
pressure on generic drugs, we believe that
consolidation of the industry and a more
favourable regulatory environment would provide
opportunities for biotech companies investing in
the development of new and innovative drugs,
particularly in the oncology space. We believe
growing demand for innovative drugs would
provide a positive long-term growth outlook for
the best-in-class companies.
Earnings growth outlook
Looking at the MSCI China Index, markets have
lowered estimates of 2019 earnings growth per
share from approximately 12 to 13% to 8 to
10% 3 . Forward price-to-earnings (P/E) ratio for
2019 is around 10 times, one standard deviation
below the historical average, and not far from the
eight times low over the past five years 4 . We
believe that most of the uncertainties are already
priced in and that the central government’s focus
to drive domestic growth should result in a more
positive outlook for 2019.
Conclusion
In conclusion, 2019 should be a year in which
identifying the right opportunities is as important
as ever. With that in mind, the investment team
will vigilantly manage portfolio risk and adopt a
balanced strategy; add beneficiaries of
consumption upgrades; and also seek for
defensives that expect to offer stable earnings
and high dividend yield.
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Source: Goldman Sachs Investment Research, 30 June 2018 / 9
December 2018
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Source: Goldman Sachs Investment Research, 26 November
2018
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Disclaimer
Manulife Asset Management is the asset management division
of Manulife Financial. The information and/or analysis contained
in this material have been compiled or arrived at from sources
believed to be reliable but Manulife Asset Management does not
make any representation as to their accuracy, correctness,
usefulness or completeness and does not accept liability for any
loss arising from the use hereof or the information and/or
analysis contained herein. Neither Manulife Asset Management
or its affiliates, nor any of their directors, officers or employees
shall assume any liability or responsibility for any direct or
indirect loss or damage or any other consequence of any person
acting or not acting in reliance on the information contained
herein.
This material was prepared solely for educational and
informational purposes
and does
not constitute a
recommendation, professional advice, an offer, solicitation or an
invitation by or on behalf of Manulife Asset Management to any
person to buy or sell any security. Nothing in this material
constitutes investment, legal, accounting or tax advice, or a
representation that any investment or strategy is suitable or
appropriate to your individual circumstances, or otherwise
constitutes a personal recommendation to you. The economic
trend analysis expressed in this material does not indicate any
future investment performance result. This material was
produced by and the opinions expressed are those of Manulife
Asset Management as of the date of this publication, and are
subject to change based on market and other conditions. Past
performance is not an indication of future results. Investment
involves risk, including the loss of principal. In considering any
investment, if you are in doubt on the action to be taken, you
should consult professional advisers.

These materials have not been reviewed by, are not registered
with any securities or other regulatory authority, and may, where
appropriate, be distributed by the following Manulife entities in
their respective jurisdictions.
Indonesia: PT Manulife AsetManajmenIndonesia. Malaysia:
Manulife Asset Management Services Berhad. Thailand:
Manulife Asset Management (Thailand) Company Limited.
Singapore: Manulife Asset Management (Singapore) Pte. Ltd.
(Company Registration Number: 200709952G). Vietnam:
Manulife Asset Management (Vietnam) Company Ltd. Australia,
South Korea and Hong Kong: Manulife Asset Management
(Hong Kong) Limited in Hong Kong and has not been reviewed
by the HK Securities and Futures Commission (SFC).
Philippines: Manulife Asset Management and Trust Corporation
Japan: Manulife Asset Management (Japan) Limited. Taiwan:
Manulife Asset Management (Taiwan) Pte. Ltd. (Investment is
not protected by deposit insurance, insurance guaranty fund or
other protection mechanism in Taiwan. For the disputes resulted
from the investment, you may file a complaint to the Securities
Investment Trust & Consulting Association of the R.O.C. or
Financial Ombudsman Institution. License No. 106 Jin-GuanTou-Xin-Xin-008 "Independently operated by Manulife Asset
Management (Taiwan) Co., Ltd." /6F., No.89, Songren Rd.,
Taipei, Taiwan 11073, Tel: (02)2757-5999, Customer Service:
0800-070-998.).
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