
 – Asia’s long-term growth story 
remains on track

 – Deflationary pressures in  
the West mean worries  
over tapering and rising  
US interest rates are  
being overstated

 – A continuation of low  
rates and moderate growth 
should be supportive of  
Asian equity markets in  
the short term. 

In 2013 Asian ex Japan equities swung from exuberance, 
particularly in Southeast Asia early in the year, to anxiety 
following indications of tapering by the Federal Reserve. 
Asian markets should finish the year in positive territory but 
underperform developed markets by quite a margin. So, 
should investors revisit the Asian growth story?

Despite the volatility, we go into 2014 with the long-term Asian growth story remaining 
on track, albeit tempered by a relatively sluggish outlook for global growth. Behind 
all the noise of quantitative easing (QE) tapering and the effect of Chinese reforms, 
the foundations for long-term growth in Asia continue to be strong. Favourable 
demographics, continued much-needed infrastructure investment and an unfolding 
domestic consumer story all mean the region remains the key engine long term for global 
growth.   

However we are conscious that Asian equities may be swayed in the short term by global 
factors, in particular the outlook for tapering and a normalisation of interest rates in the 
USA. As a result, we have been mulling over the effects of QE and what the end of this 
questionable policy is likely to mean.

QE: inflationary or deflationary?

This has been a much-debated area of discussion recently and its effects on growth are 
important for Asia. We believe global growth will remain sluggish and deflationary forces 
will continue to materialise such that interest rate worries should recede. In this scenario, 
QE could well continue and, regardless of the economic soundness of these policies, this 
will be supportive short term of Asian equity markets.

We do not believe QE is creating broad-based inflation. Instead, we are seeing pockets 
of inflation in the mini-speculative bubbles created by the mega-rich – London property, 
US tech stocks and fine wine have been a few such asset classes to be inflated over 
the past few years. Instead, we see deflationary pressures from a slowdown in emerging 
market growth and the lack of sustainable income expansion in developed markets. Add 
to this the continued deleveraging and ageing demographics we see in the West, which 
by nature are deflationary (baby boomers saving and winding down debt rather than 
spending), and what you have is a powerful brake on inflationary pressures. 

However change is afoot

In over two decades of investing we have never witnessed so many powerful new 
innovations driving rapid and potentially disruptive changes in the world. Invariably, these 
will also impact the way businesses in Asia function. Among the areas we are looking at 
as long-term market catalysts include:

 – The mobile internet and Big Data. Data processing power, smartphones and 
social networks, to name but a few, will continue to drive trends in sectors as diverse 
as retail, property and banks.
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of investing, we have 
never witnessed so many 
powerful new innovations 
driving rapid and potentially 
disruptive changes in  
the world.”



 – 3D printing. Otherwise known as additive manufacturing, better printers and 
lower production costs (also down to the above) have suddenly made this a viable 
manufacturing proposition. This will have profound effects on Asia’s vast factories 
and the retailers that rely on them.

 – New engine technology. Throughout the transportation industry – spanning auto, 
aero and shipping – rapid improvements in energy efficiency and technology mean 
transport costs are falling, not rising, leading to positive deflation.

 – New energy and battery technologies. The costs of solar and wind have dropped 
sharply. LED bulbs are now cheap. Tesla has shown battery storage technologies are 
improving significantly. China many not be ‘clean and green’ but its cost of getting to 
its targeted 10% renewables level is falling fast.

 – Fracking and gas. The vertiginous drop in gas prices in the US mean that as ethane-
based crackers are built the high-cost capacity in Asia and Europe will shut. Average 
prices of chemicals will then fall creating more positive deflation.

 – Nanotechnology. Advances in this field may lead to better and cheaper materials 
in the medical and electronics industries as ever smaller, cheaper and more powerful 
devices come to market. Over the past decade, these trends have been accelerating, 
not slowing.   

Final thoughts

So where do we stand? We believe QE is not creating broad-based inflation while 
demographics and deleveraging in the West will continue to be a structural headwind 
on inflationary pressures. Therefore a more deflationary outlook will keep a lid on interest 
rates for the duration of at least 2014. This means liquidity will remain abundant, which 
is supportive for equities. All these factors should provide a measure of support to Asian 
equities in the short term.

Looking further ahead, the disruptive technologies mentioned above will create positive 
deflation for consumers but will impact the way businesses operate in the future. This may 
see many established companies’ business models challenged. Our job is to anticipate 
this in our stock picking.

Asia will continue to make up the majority of growth in the global economy, albeit at a 
lower level than in the past commensurate with the challenged outlook for global growth. 
This will remain an attractive environment for businesses to grow. To make money in Asian 
stock markets, it will remain necessary to invest in good quality businesses that are able 
to consistently provide better returns than their cost of capital at the right market price. 
Asian equities are now cheaper versus US equities than at any point for many years.  
The poor sentiment towards Asian companies appears excessive and is throwing up 
good opportunities to acquire businesses with strong exposure to secular growth trends 
in the region.  
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