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Investors may be confused, and with good reason. On the one hand, 
reform-minded leaders are at the helm of many of Asia’s biggest 
economies; government finances are in better shape than they have 
been for some time; while cheap oil boosts consumer sentiment and 
delivers an unexpected windfall for many countries. 

On the other hand, economies struggle to grow; maritime disputes 
in the South China Sea are stoking political risk; and the prospect of 
US Federal Reserve policy pushing the dollar ever higher threatens to 
curtail returns for many foreign investors.

Investment returns are just as contradictory. A-sharesA trading in 
Shanghai and Shenzhen delivered a total return of some 64.8 per cent 
in dollar terms, during the 12 months to July 31, despite a fall of nearly 
28 per cent since June 8. The MSCI India Index returned some 3.8 per 
cent in dollar terms, after dividends were reinvested, over the same 
12-month period. This was after shares had retreated from a record 
high in early March.

For the region as a whole, the MSCI Asia Pacific (ex-Japan) Index lost 
around 8.7 per cent in dollar terms on a total return basis, during the 
year to end-July. The MSCI Indonesia gauge lost some 18.9 per cent, 
following the rupiah’s 14.5 per cent slide against the dollar, while the 
MSCI Malaysia benchmark shed around 21.4 per cent, as the ringgit 
slumped 16.6 per cent over the same period. Investing in Asia can 
seem a lot like playing the lottery.

This may prove to be a watershed year as the US central bank plots an 
exit from the emergency measures that followed the global financial 
crisis, even as policymakers elsewhere remain committed to the 
stimulus that has boosted asset prices.

However, it’s anyone’s guess what will happen next given how much 
uncertainty there is right now. But if share prices are meant to be an 
accurate reflection of corporate earnings then some markets need to 
fall even further before we can start talking about fair value. 

For example, we think valuations in China are still too high, even after 
the recent correction. That’s because most A-shares do not reflect a 
company’s ability to make money, but are a reflection instead of the 
messy interaction between government market manipulation and the 
on-off speculative appetite of China’s retail investors.

Indian shares also look expensive because companies are struggling 
to lift earnings. Share prices reached an all-time high earlier this year 
on hopes Prime Minister Narendra Modi’s promises of change would 
quickly bear fruit. However, many investors have been frustrated 
by the slow progress on pivotal reforms linked to land acquisitions 
(for new infrastructure) and a national goods and services tax. 
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Sharp currency movements have also distorted the extent of stock 
losses and further complicate attempts at forecasting. For example, 
China’s move that devalued the yuan this month may prompt other 
Asian policymakers to follow suit. Combined with a surging dollar and 
this currency effect is even more potent. 

There’s no doubt Malaysia has had an awful year so far – cheap oil has 
slashed revenue from oil exports, while a political scandal involving 
a government investment fund damaged investor confidence even 
further. Capital has left the country. 

But if you strip out the impact of foreign exchange, the benchmark lost 
around 6 per cent in local currency terms. That’s not to say the country 
doesn’t face an uphill battle, rather its problems are a reflection of 
dollar strength as well as issues of its own making.

In Indonesia, dissatisfaction over the pace of reform has taken 
the gloss off President Joko Widodo’s administration. While cheaper 
oil has brought benefits (policymakers cut costly fuel subsidies), 
lower commodity prices are also hurting this exporter 
of natural resources.

Even though the long-term investment story for Asia remains intact – 
rising wealth, younger populations and pent-up demand for consumer 
goods – the immediate outlook is unclear. That’s because speculation 
alone is no longer enough to support share prices and, in a tough 
operating environment, company revenues may be flattered by foreign 
exchange gains when dollar-denominated overseas earnings are 
booked in a weakened home currency.

The so-called ‘normalisation’ of Fed policy may be a good thing 
because it points to economic strength in the US and weans markets 
off speculative capital, but the prospect of a rate hike could accelerate 
fund outflows from Asia in the near-term. A slowing China hurts the 
whole world, even though Beijing should have the resources to cushion 
the economy from a so-called ‘hard landing’, as well as safely deflate 
any asset bubbles.

Given these uncertainties, investors would do well to go back to 
basics with these simple guidelines: embrace businesses that are easy 
to understand; look for companies with broad regional exposure, 
established franchises and solid finances; seek out firms that 
respect minority shareholders. Then when all the boxes are ticked, 
don’t overpay. 

These are tried-and-tested strategies that the managers of our Asian 
funds have employed for more than two decades to deliver returns 
through repeated cycles of boom-and-bust. They should prove useful 
when seeking an anchor in turbulent times.
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