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2010 review: Asia outpaces the world 

Asian equities outperformed developed market equities in 2010, with the MSCI 
AC Asia ex-Japan Index gaining 17.0% versus a 9.6% rise for the MSCI World 
Index. Within the Asia region, markets belonging to the Association of South East 
Asian Nations (ASEAN) were the best performers, with the MSCI South East Asia 
Index increasing 28.3%.   

At the beginning of 2010, most ASEAN markets were under-owned by foreign 
investors and less exposed to macro shocks than the rest of the global economy. 
The region experienced a ‘Goldilocks’ economic scenario in which conditions 
were ‘just right’: easy monetary policy, gentle currency appreciation, strong 
domestic consumption and a resumption in trade activity. Together, these factors 
overrode country-specific political problems, such as the protests in Thailand and 
the presidential election in the Philippines. 

In the wider Asia region, we anticipated strong performance from India in 2010, 
and the market delivered on this expectation. Despite the corruption and bribery 
scandal that rocked the corporate sector and the market in the fourth quarter, the 
MSCI India Index gained 19.4% in the year, outperforming the region thanks to 
strong foreign inflows and consensus earnings per share (EPS) growth for 2010 of 
23%.     

Meanwhile, the MSCI China Index was only up 2.3% in 2010, making China the 
biggest underperformer of the region. Although the mainland experienced another 
year of world-leading GDP growth (GDP in the first three quarters of 2010 grew 
10.6% year on year) and strong corporate earnings growth (EPS for 2010 grew 
28.3%), these failed to translate into stock market returns for investors.   
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Asia 2011 outlook 

Asian markets enjoyed a ‘Goldilocks’ economic scenario in 2010 that helped them 
outperform developed markets over the year. As we enter 2011, despite various 
headwinds to growth, the region still has plenty of upside potential. 

In this paper our Asian investment specialists review the region’s markets in 2010 
and explain why they believe Asia will continue to deliver in 2011. 

Introduction 

All returns are in US dollar terms. 
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From an investment theme perspective, Asia consumption worked well this year. 
A massive re-rating of consumer stocks provided investors with good returns. 
However, current valuations are looking more stretched than at the beginning of 
2009; as such, investors may need to be more selective when investing in 
consumption-related stocks in 2011. 
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Source: Thomson Reuters Datastream, J.P. Morgan Asset Management Investment Services, 28/12/10 

Exhibit 1 – ASEAN outperformed while China underperformed in 2010  

‘Chindia’ well positioned for 2011 

We continue to favour ‘Chindia’ for 2011. Economic growth in both China and 
India is likely to moderate marginally over the year but remain very strong. We 
expect the two economies to grow at approximately 9% each this year.   

In China, valuations for H-shares are currently attractive and cheaper than the 
rest of Asia, trading at 12.1x 2011 price-to-earnings (P/E), with consensus 
earnings growth of 14.3% and stronger earnings growth than the MSCI Asia ex-
Japan, which is currently trading at 12.8x 2011 P/E with EPS growth of 12.9%. 
We also expect to see more earnings upgrades in 2011. We expect continued 
divergence between the A- and H-share markets as local investors in the 
mainland still perceive considerable policy risk in 2011. 

Meanwhile, in India, we expect corporate earnings to double in the next three to 
four years, predicated on the strong domestic economy driven by consumption 
and infrastructure spending. Although India’s current valuations are not cheap 
relative to regional peers on both P/E and price-to-book (P/B) measures, they are 
still below their historic peak levels. 
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debt crisis and other troubles in the west may disrupt 
external demand periodically over the course of 2011. 
Therefore, domestic consumption continues to be our key 
investment theme in Asia.  

 
Inflation still a concern 

Inflation is likely to remain a concern across the region in 
2011, with particular concern over whether food price-
driven inflation will lead to a wider pickup in headline 
inflation. Asian central banks are generally behind the 
curve in monetary tightening, with wages and credit 
growing faster than nominal GDP. A generalised rise in 
consumer price inflation could mean more aggressive 
tightening than investors currently expect.  

Central banks in the region have been responding to 
inflationary pressures with administrative and monetary 
measures. However, these measures will take time to 
have an effect, so inflation could still be the main 
headwind over the coming quarters. Furthermore, another 
round of quantitative easing in the US has added to the 
risk of investor speculation on commodities, which could 
push food and energy prices higher - a spike in oil prices 
would be cause for concern in the Indian and ASEAN 
markets. 

Domestic consumption remains our preferred 
theme 

On a sector basis, we believe global cyclicals may 
outperform in the short term but domestic consumption is 
preferable in the longer term. Throughout the fourth 
quarter of 2010, Taiwan, Korea and Japan outperformed 
the rest of Asia, with gains for the MSCI Korea, the MSCI 
Taiwan and the MSCI Japan of 12.8%, 17.4% and 12.0% 
(in US dollar terms) respectively, versus a 6.5% gain for 
the MSCI Asia ex-Japan Index. We attribute this 
outperformance to the three economies’ dependency on 
exporters and heavy exposure to the US economy, which 
saw numerous upward revisions in GDP growth forecasts 
for 2011 after a slew of positive economic and corporate 
releases.   

Against a backdrop of policy headwinds in China, more 
stretched valuations in India and ASEAN markets, and the 
anticipation of a recovering US economy, and with many 
investors still underweight Taiwan and Korea, we would 
not be surprised to see global cyclicals such as exporters, 
technology, shipbuilding and commodity stocks, which 
look cheaper than Asian consumer stocks, outperform in 
early 2011. Nevertheless, the risks of slower-than-
expected US GDP growth, intensification in the European 

Exhibit 2 – Food prices are more heavily weighted in 
Asian CPIs 

Exhibit 3 – Non-food inflation in Asia is still benign 

Average Asian inflation Weight of food in CPIs (2009 GDP weighted) 

Source: CEIC, CLSA, 15.12.10  
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Currency appreciation set to continue 

Asian currency appreciation continues, albeit more slowly 
due to government intervention. Prolonged low interest 
rates in the western world, combined with much more 
robust economic fundamentals in Asia, will continue to 
attract capital inflows to the region. As such, we expect the 
Asian currency appreciation trend to continue. The pace of 
appreciation is likely to be slowed down by further 
government intervention and curbs on capital inflows so as 
not to disrupt export competitiveness. However, we do not 
expect the measures to be so draconian that they would 
suffocate inflows. In addition, countries that are more 
domestically driven with accelerating inflationary pressure 
will be more able to accommodate further currency 
appreciation.  

 
Greater emphasis on stock selection 

The robust growth story in Asia is becoming much more 
widely accepted by foreign investors. The easy monetary 
policy in the west accompanied with quantitative easing 
also remains a catalyst for an asset bubble in Asia. Hence, 
the macro story is likely to yield to far greater stock-level 
scrutiny in 2011, governed by earnings and valuations. 

Exhibit 4 – Asia ex-Japan’s trailing price-to-book value 

Source: MSCI, Datastream, FactSet, Citi Investment Research and Analysis, 15.11.10 

In terms of corporate earnings, we anticipate that Asia’s 
EPS growth in 2010 will be over 35% and consensus 
expectations for 2011 are between 10% and 15%. Our 
interactions and visits with corporate management reveal 
strong order books, stable margins, healthy balance 
sheets and generally positive outlooks.  

Valuations are not cheap but are still reasonable. The 
MSCI Asia ex-Japan Index is trading at around 15x trailing 
P/E and 2.1x trailing P/B at present, almost in line with 
historical averages and far from bubble-level valuations of 
above 20x trailing P/E and 2.7x trailing P/B.  

Asian economic growth will continue to be stronger than 
OECD growth, but could potentially be correlated to it. 
Asian government finances remain untroubled as does the 
private sector. The basic ingredients of growth, 
infrastructure development and rising consumer appetites 
will strengthen the intra-regional growth story as demand 
for raw materials sourced in the southern part of the 
region are consumed by Asia’s two economic 
powerhouses, China and India. 

Exhibit 5 – Asia ex-Japan’s trailing price-to-earning 
ratio 
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Key themes for 2011 

 Asian economic growth is set to continue to outpace the developed world 

 Growth in China and India may moderate marginally in 2011 but will remain 
strong 

 Inflation is likely to remain a concern in Asia and could lead to further policy 
tightening 

 Currency appreciation is likely to continue albeit at a slower pace 

 Valuations remain reasonable 

 Asian markets may require greater stock-level scrutiny in 2011 
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