
2017 has been a good year for Asian equities  
so far, rising 36% and outperforming the rest  
of the world.1 The strong performance has  
been supported by steady economic conditions 
and robust corporate earnings. Yet still, Asia is 
trading at its lowest price-to-book ratio relative  
to the S&P 500 Index in 15 years.2

So where do we go from here? Our view is that 
there are three positive fundamental structural 
drivers that can help Asian markets remain 
strong in 2018:
• Stability on various fronts, including

economic growth and policy decisions
• Good opportunities driven by earnings,

liquidity and valuations
• A reduction in risk

Stable growth is in the forecast
Asia’s headline economic growth is expected 
to steadily adjust from the recent annual  
growth rate of 6.0% to 5.8% in 2018.3 

In China specifically, we expect growth to 
moderate, but to remain on track to deliver  
the government target of 6.5% growth,  
which is a decent expansion compared to  
other major economies.4 Investments and 
exports are expected to soften, while domestic 
consumption will continue to be the key driver  
in our view. Income growth remains resilient, 
providing support to consumption. 

The macroeconomic environment in India is  
also favourable, with manageable inflation and a 
stable growth outlook. The Indian economy has 
been rebooted under Prime Minister Narendra 
Modi’s bold reforms. As the long-term benefits 
start kicking in, we expect to see improving  
fiscal balance, sustainable growth in private 
consumption, and better corporate earnings. 

Elsewhere in Asia, retail sales growth is  
expected to remain robust in South Korea,  
while ASEAN economies (Association of 
Southeast Asian Nations) will likely see  
ongoing recovery in investments and exports.

Stable politics favors further reform
Asian leadership is stable, in particular within 
China and India. Chinese President Xi Jinping 
has smoothly transitioned to his second term 
after achieving a solid track record of reform in 

his first term. Supply-side reform has seen good 
developments, with the coal and steel industries 
achieving their targets for capacity cuts faster 
than expected. Looking into 2018, we believe 
strong leadership under Xi will result in further 
progress on reforms. In particular, state-owned-
enterprise (SOE) reform needs to go hand-in-
hand with supply-side reform, as most excess 
capacities centered around SOEs. 

In India, Modi’s government has enjoyed a 
single-party majority since 2014, allowing it  
to avoid the political paralysis of previous 
governments. This has given rise to bold 
reforms. Notably, the demonetization reform 
has successfully replaced 86% of the currency  
in circulation in India within a timeframe of  
just two months.5 Together with the smooth 
rollout of the Goods and Services Tax (GST)  
bill, these successful track records formed a  
solid foundation for Modi to deepen reforms.  
Going into 2018, we expect India to see 
stronger “financial inclusion,” i.e., a faster  
shift of household savings from physical assets 
(such as gold bars and cash) to financial assets. 
Banking and financial services should see 
increasing penetration.

Earnings expected to remain intact
Asia’s earnings trend remains positive.  
Over the medium term, we do not see any 
particularly strong factors that could reverse  
the earnings trend. Asian corporate earnings 
have largely beat expectations in the latest 
reporting season, leading to upward earnings 
revisions across countries. 

Over the medium term, we do not 
see any particularly strong factors 
that could reverse the earnings  
trend in Asia.

China’s earnings trend remains positive, and  
we anticipate information technology and 
consumer-related areas will continue to deliver 
quality sustainable growth. In India, we expect 
corporate earnings to gradually normalize after 
the short-lived impact of the GST bill, and will 
reap the economic benefits of reform initiatives, 
which are well underway. Corporate earnings in 
Korea and Taiwan are expected to benefit from 
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the rising trend of artificial intelligence and  
big data. The need for faster processing power 
gives rise to the demand for semiconductors.

Liquidity trends look supportive
US interest rate hikes are likely to be gradual, 
allowing sufficient liquidity to go around the 
global financial system. In Asia, southbound 
flows coming from mainland Chinese investors 
should continue to provide structural liquidity 
support for the H-shares and Hong Kong stock 
market. In India, domestic mutual funds have 
seen strong inflows, with total assets under 
management doubling over the past three years. 
We believe the sticky and structural domestic 
allocation will continue into 2018.

Valuations remain accommodative
Despite the strong performance in 2017,  
Asian equities are currently trading on par  
with their long-term historical average on both 
a price-to-earnings and a price-to-book basis.6 
Compared to other regions, we are seeing a 
meaningful discount to developed markets in 
price-to-earnings terms, with a 12% discount  
to Europe and a 27% discount to the US.7  
We expect valuations to become even more 
appealing as further earnings kick in.

Compared to other regions, we  
are seeing a meaningful discount 
to developed markets in price-to-
earnings terms.

Assessing bottom-up opportunities
We see bottom-up opportunities arising from  
the stable backdrop in Asia. In the information 
technology space, we prefer the leaders in 
China’s internet services industry, which enjoy  
a near-monopoly status and strong competitive 
edges. In particular, the user ecosystem  
that these leaders have built spawns many 
monetization opportunities, ranging from 
e-commerce to mobile payments.

In India, we favour the financial space, which is 
benefitting from India’s move away from being  
a cash-dominated economy. Within this space, 
we prefer companies with high exposure to 
consumer-related financial needs and private 
sector banks that are more efficiently run. We 
also believe that the rising middle class in India 
creates opportunities across multiple segments 
ranging from household appliances to  
consumer finance.

Risks to watch in 2018 
Stability on the macroeconomic and political 
fronts has resulted in a reduction in overall risk 
in Asia. While we do not see major uncertainty 
overhangs for 2018, below are the aspects  
that investors should monitor rather closely: 
• Trajectory of US interest rate hikes.

While the market is expecting gradual interest
rate normalization in 2018, volatility could
arise if interest rate hikes turn out to be
faster or higher than what the market is
currently pricing in. An unexpected turn
of US Federal Reserve rates could have
implications to how Asian central banks
should continue with their monetary policies.

• Geopolitical tension with North Korea.
It remains difficult to predict the interaction
between North Korea and the US. Our view
is that any major impact triggered by military
aggression on either front would not only
affect the Asian region, but would influence
global economies at large.

Conclusion
Stability in Asia gives potential for the region 
to extend outperformance. A steady growth 
backdrop is conducive to bottom-up stock 
selection, allowing investors to focus on 
company fundamentals, without the need to 
worry about major top-down uncertainties.
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Important information

All data as of October 31, 2017 unless stated otherwise.

All investing involves risk. Past performance is not a guarantee of future returns. An investment cannot be made in an index. Diversification does not guarantee a 
profit or eliminate the risk of loss. Invesco does not provide tax advice.

The risks of investing in securities of foreign issuers, including emerging market issuers, can include fluctuations in foreign currencies, political and economic 
instability, and foreign taxation issues. The dollar value of foreign investments will be affected by changes in the exchange rates between the dollar and the 
currencies in which those investments are traded.

In general, stock values fluctuate, sometimes widely, in response to activities specific to the company as well as general market, economic and political conditions. 
Invesco Advisers, Inc. is an investment adviser that provides investment advisory services and does not sell securities.

This document has been prepared only for those persons to whom Invesco has provided it for informational purposes only. This document is not an offering of a 
financial product and is not intended for and should not be distributed to retail clients who are resident in jurisdiction where its distribution is not authorized or is 
unlawful. Circulation, disclosure, or dissemination of all or any part of this document to any person without the consent of Invesco is prohibited.

This document may contain statements that are not purely historical in nature but are "forward-looking statements," which are based on certain assumptions of 
future events. Forward-looking statements are based on information available on the date hereof, and Invesco does not assume any duty to update any forward-
looking statement. Actual events may differ from those assumed. There can be no assurance that forward-looking statements, including any projected returns, will 
materialize or that actual market conditions and/or performance results will not be materially different or worse than those presented. 

The information in this document has been prepared without taking into account any investor’s investment objectives, financial situation or particular needs. 
Before acting on the information the investor should consider its appropriateness having regard to their investment objectives, financial situation and needs.

You should note that this information:

• may contain references to amounts which are not in local currencies;
• may contain financial information which is not prepared in accordance with the laws or practices of your country of residence;
• may not address risks associated with investment in foreign currency denominated investments; and
• does not address local tax issues.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. Investment involves risk. Please review all 
financial material carefully before investing. The opinions expressed are based on current market conditions and are subject to change without notice. These 
opinions may differ from those of other Invesco investment professionals. 

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose possession this marketing material may come 
are required to inform themselves about and to comply with any relevant restrictions. This does not constitute an offer or solicitation by anyone in any jurisdiction 
in which such an offer is not authorised or to any person to whom it is unlawful to make such an offer or solicitation. 




