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Asia (ex-Japan) equities recorded a bumper year in 2017 with strong gains
exceeding 40% – almost double developed markets’ return1, driven by robust
earnings and a stable macroeconomic environment.

Earnings per share (EPS) Growth Estimates for Asia ex-Japan vs
Developed Markets in 2018
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Asia ex Japan’s net profit growth for first three quarters of 2017 increased
by 20% year-on-year2. Earnings-per-share (EPS) growth estimates for 2017 is
23%, versus 11 to 13% for developed markets3.
China became a key contributor to regional and global growth, enjoying
solid GDP growth of 6.9% in the first three quarters of 20174 amid other
factors.
South East Asia underperformed the regional market in 20175, but
synchronised global growth drove demand for exports.
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Source: Factset, IBES, MSCI, Goldman Sachs Investment Research, as at 24 Nov 2017.

We see opportunities shift from convergence
to divergence. Early 2017 witnessed a gradual
reflation in China: producer price index (PPI) rose as
higher prices flowed upstream then fed into sectors
downstream. This improved earnings’ prospects for
many industries. Divergence across sectors will likely
emerge as opportunities shift from some “growth”
to “value” sectors. Selectivity will be key for 2018.
In 2018, we believe Asian equities will continue
do well, especially relative to developed markets.
Asia uniquely offers a structural economic growth
story – especially in China, South Korea, and
Indonesia.

In China, we see positive structural reforms in the financial sector, with the aim to continue
deleveraging, increasing financial transparency (e.g. regarding shadow banking activities6), and encourage
foreign investments. This trend should continue in 2018.
In South Korea, thanks to new president, some chaebols have spun off non-core assets to realise the
true value of underlying operations, while creating opportunities for smaller market-based competitors7.
The trend should continue, with the so-called “Korea discount” set to dissipate.
Indonesia’s central bank has room to cut interest rates to stimulate the economy further despite
robust exports. Private consumption should recover. We expect earnings growth in consumer, financials,
and infrastructure (especially construction).
Elevated oil prices could lead to reform delay in China if state-owned enterprises (SOE) cut capacity.
Higher prices will harm Asia due to high net oil imports via China and India (leading to rising bond yields).
However, the probability of oil prices spiking appears low.
Thailand is on our radar. Elections are now slated for November 2018 after years of instability.
Thailand posted 4.3% growth in the third quarter of 2017, and the Thai baht remains strong8. Thailand’s
economy has depended on increased tourism and exports, but a stable political environment could lead
to critical investment in infrastructure.
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Bloomberg, as of 29 December 2017. MSCI Asia ex-Japan Total Return USD gained 41.84% in 2017, while MSCI World Total Return USD gained 23.1%, and MSCI EM Europe Middle East and Africa gained
21%. 2Bloomberg, Goldman Sachs, 17 November 2017. 3Based on MSCI indices; developed markets refer to MSCI USA, MSCI Europe, and MSCI World with 11%, 13.4% and 12.9% EPS growth estimate for
2017 respectively. Factset, IBES, MSCI, Goldman Sachs Global Investment Research, as at 24 November2017. 4National Bureau of Statistics of China, 23 October 2017. 5Bloomberg, as of 31 December 2017. The
total return of MSCI South East Asia USD index was 26.3% in 2017. 6CNBC, Reuters: “China sets sweeping new rules to regulate $15 trillion asset management products,” November 17, 2017. 7Financial Times:
“Chaebol clean-up propels tripling of S Korea M&A volume,”4 September 2017. 8Bloomberg, as of 31 December 2017. Thai baht gained 9.9% versus US dollar in 2017.
Disclaimer
Proprietary Information – Please note that this material must not be wholly or partially reproduced, distributed, circulated, disseminated, published or disclosed, in any form and for any purpose, to any third party
without prior approval from Manulife Asset Management.
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.)

