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ASEAN EQUITIES:

oURPRIBING T0 ThE UPSID
B A T NVAN

Southeast Asia, also known as ASEAN (The Association of Southeast Asian
Nations), was a relative safe haven for investors in 2022. In local currency terms,
ASEAN equities returned -0.1% in 2022, outperforming Asia ex Japan (Ax]J) and
developed markets (DM) equities, which were down more than 15%. While ASEAN
currencies have been under pressure, the market has also held up in USD terms,
returning -4.1% for the year compared to AxJ equities, down 19.4%, and DM
equities, which returned -17.7%.

In this paper, we analyse the factors that have supported ASEAN equities, including
the country/sector composition of the ASEAN market, the earnings outlook for the
region, and the currency basket. We also show that the ASEAN market looks different
today versus 2013, when the region experienced headwinds due to elevated valuations
coupled with a collapse in commodity prices and the Federal Reserve’s tapering cycle.

PERFORMANCE OVERVIEW

For context, the ASEAN region comprises a total of ten member countries’, although
the MSCI AC ASEAN Index that we use for the purpose of this paper includes a subset
of tive — Singapore (35%), Thailand (23%), Indonesia (19%), Malaysia (16%), and
Philippines (8%). Although it is a member of ASEAN, Vietnam is not in this MSCI
index because it is classified as a "frontier" market. The performance of this group of
equities has trailed that of broader emerging markets (EM) and AxJ equities over the
past decade until recently, as seen in the relative cumulative wealth chart in Figure 1.

1 The Association of Southeast Asian Nations (ASEAN) includes Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, the
Philippines, Singapore, Thailand, and Vietnam.

FIGURE 1 ASEAN EQUITIES OUTPERFORMED IN 2022
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Over the period shown above, the market’s underperformance versus EM and AxJ
equities can be attributed to its country and sector composition. For EM and AxJ
equities, performance has been driven by internet and technology stocks found in
China, Korea, and Taiwan. In contrast, ASEAN equities are underweight technology
and growth stocks, and are materially overweight the financials sector, given the
large exposure to banks in Singapore, Indonesia, and Malaysia (Figure 2).

As aresult, ASEAN equities have been insulated from the 2021-22 China tech
crackdown and equity sell-off, and are less sensitive to rising rates, which have
impacted the Korea and Taiwan technology sectors. Improving earnings expec-
tations for the region have also helped to offset the drag from a compression in
valuation multiples caused by higher inflation and global central bank tightening.
ASEAN banks have seen stronger earnings in 2022 as the region’s interest rates
moved higher in tandem with the United States’ rates. In addition, the market is
overweight other cyclical sectors such as industrials and real estate, which have
benefitted as the underlying economies reopen and domestic demand rebounds.

FIGURE 2 ASEAN OFFERS A DIFFERENT SECTOR COMPOSITION FROM EMERGING MARKETS
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EARNINGS OUTLOOK

ASEAN’s sectoral overweight to financials and its underweight to growth and tech-
nology sectors imply that corporate profitability has lagged that of its EM and Ax]J
counterparts in recent years. As of 31 December 2022, the trailing 12-month return
on equity to ASEAN equities was 9.4%, versus 12.9% for EM equities and 10.6% for
Ax] equities.



However, as discussed earlier, earnings growth for ASEAN equities had been more
resilient in 2022 and forecast to remain so in 2023. Banking profits are holding up,
while broader ASEAN equities have been supported by the reopening of the tourism
sectors and a rise in commodity prices, which is favourable for commodity-exporting
countries, such as Malaysia and Indonesia. Analysts forecast ASEAN earnings

per share to grow 31.1% in USD terms in calendar year 2022 and 14.3% for 2023,
significantly higher than their global counterparts (Figure 3).

FIGURE 3 ASEAN EPS GROWTH ESTIMATES REMAIN STRONG
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VALUATIONS HAVE RISEN SLIGHTLY, BUT REMAIN FAVOURABLE
Unlike in 2013, when valuations for ASEAN equities were at elevated levels,
valuations are now at low levels in part due to the past few years of muted
performance. ASEAN equities currently trade at an average return on equity—
adjusted price-earnings (P/E) of 14.2 times, which is the 27th percentile of
historical observations. Valuations relative to global equities also remain low at
the 29th percentile of historical observations (Figure 4). While there is dispersion
at the country level, absolute valuations for all regions are below the historical
median except Thailand, which trades close to fair value. Given the past few years
of political turmoil, valuations for Malaysian equities are depressed at the 8th
percentile. However, there is upside market potential if newly appointed Prime
Minister Anwar Ibrahim can maintain stability within his coalition government and
drive investor confidence.



FIGURE 4 VALUATIONS FOR ASEAN EQUITIES ARE LOW
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While the dataset for ASEAN equities is relatively limited, the market is very
sensitive to global economic downturns and valuations have collapsed during these
instances, such as in 2001, 2008 and 2020, before rebounding sharply (let alone
1997-98 when Southeast Asia was the epicenter of the Asian Financial Crisis).
Valuations relative to global equities, on the other hand, have tended to move in
longer cycles. Current levels of valuations, both in absolute and relative terms,
suggest that there could be further upside to ASEAN equities in the near term,
barring any global recessionary shocks.

CURRENCY IMPACT

For ASEAN equities, the currency component is also a factor for consideration.
ASEAN currencies were hit hard during the 2013 taper tantrum due to foreign
investor outflows, and one would expect them to face similar pressure amid the

Fed tightening regime. Over 2022, ASEAN currencies were indeed down 5.1% on
average against the US dollar, although this compares favourably to the euro (-6.2%),
pound (-11.2%), and yen (-12.7%). The Singapore dollar in particular managed

to appreciate 0.5% against the US dollar in 2022, as the Monetary Authority of
Singapore aggressively tightened policy to combat rising inflation.

Whether ASEAN currencies can remain supported is a question. On the one hand,
real exchange rate valuations for ASEAN currencies versus the US dollar have
declined from the elevated levels seen in 2013 (Figure 5), and the currency basket
now looks cheap relative to history. The region’s current accounts should remain
supported by the continued reopening of ASEAN’s tourism sectors, as well as a
rebound in the Chinese economy and demand following the lifting of its zero-
COVID policy. However, real-yield differentials between ASEAN and the United
States have narrowed in recent months, which could erode the support for ASEAN



currencies. This comes as inflation in the region ticked up over second half 2022,
and as the Fed moved aggressively to tighten policy, while some ASEAN central
banks (e.g., Bank Indonesia and Bank of Thailand) were slower to do so, given their
focus on economic recovery.

FIGURE 5 THE ASEAN CURRENCY BASKET IS NOT EXPENSIVE RELATIVE TO HISTORY
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Note: Data reflect the median real exchange rate valuation of the five ASEAN currencies —Indonesia rupiah, Malaysia ringgit, Philippines
peso, Singapore dollar, and Thailand baht —versus the US dollar.

CONSIDERATIONS AND CONCLUSION

Overall, ASEAN equities have held up better than expected in 2022, benefitting
from their sectoral exposure to financials and other cyclical sectors, which have
performed well in the rising rate environment and as the underlying economies
continue to reopen. Current valuations for ASEAN equities and currencies are also
more favourable today as compared to 2013, allowing potential for further upside
performance. However, the market is very sensitive to global economic cycles, and a
slowdown in global growth remains a key risk for ASEAN equities in the near term.

Another key consideration for ASEAN is the relatively smaller size of the market.
With a free float market cap of only $622 billion, the market is one tenth the size

of broader emerging markets (Figure 6). Within the MSCI AC ASEAN Index, the
investable universe is small (137 stocks) and stock concentration is somewhat high,
with the top ten constituents accounting for 37% of the index’s weight. However, we
do highlight that the ASEAN market is not as illiquid as one may perceive, in terms
of the average size of the company as well as the trading volume, both of which are
comparable to that of the EM universe.



FIGURE 6 SIZING IS A CONSIDERATION FOR ASEAN EQUITIES

As of 31 December 2022
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Sources: Bloomberg L.P. and MSCl Inc. MSCI data provided "as is" without any express or implied warranties.
Note: Data for daily volume reflect the six-month average daily volume of shares traded of the median company in the index.

Finally, in the long term, the region stands to benefit from further US-China decou-
pling, as companies seek to diversify their supply chains away from China. The
pace of change will depend on how quickly and successfully ASEAN countries can
develop the required supporting infrastructure to bring down logistics costs, which
are currently high relative to China. The increased internet availability in Southeast
Asia (e.g., Indonesia and Vietnam) has also created more interest in venture capital
areas such as consumer tech, fintech, and software-as-a-service. This could result
in a longer-term shift in the sectoral composition of the region and boost corporate
earnings and profitability. That being said, China’s sharp pivot from its zero-COVID
policy could drive a reversal in foreign investor fund flows from ASEAN and

into China, and thus reverse recent performance momentum. However, China’s
reopening will ultimately support growth in the region as a whole. Over the longer
term, ASEAN markets seem to have favourable tailwinds and may continue to see
increased investor interest. m

Brendan Castleman also contributed to this publication.



INDEX DISCLOSURES

MSCI AC ASEAN Index

The MSCI AC ASEAN Index captures large- and mid-cap representation across four emerging markets countries and
one developed markets country. With 136 constituents, the index covers approximately 85% of the free float-adjusted
market capitalisation in each country.

MSCI AC Asia ex Japan Index

The MSCI AC Asia ex Japan Index captures large- and mid-cap representation across two of three developed markets
countries (excluding Japan) and eight emerging markets countries in Asia. With 1,201 constituents, the index covers
approximately 85% of the free float-adjusted market capitalisation in each country.

MSCI All Country World Index
The MSCI ACWI captures large- and mid-cap representation across 23 developed markets and 24 emerging markets
countries. With 2,898 constituents, the index covers approximately 85% of the global investable equity opportunity set.

MSCI Emerging Markets Index
The MSCI Emerging Markets Index represents a free float-adjusted market capitalisation index that is designed to
measure equity market performance of emerging markets.

MSCI Indonesia Index
The MSClI Indonesia Index is designed to measure the performance of the large- and mid-cap segments of the
Indonesian market. With 22 constituents, the index covers about 85% of the Indonesian equity universe.

MSCI Malaysia Index
The MSCI Malaysia Index is designed to measure the performance of the large- and mid-cap segments of the Malaysian
market. With 34 constituents, the index covers about 85% of the Malaysian equity universe.

MSCI Philippines Index
The MSCI Philippines Index is designed to measure the performance of the large- and mid-cap segments of the
Philippines market. With 17 constituents, the index covers about 85% of the Philippines equity universe.

MSCI Singapore Index

The MSCI Singapore Index is designed to measure the performance of the large- and mid-cap segments of

the Singapore market. With 21 constituents, the index covers approximately 85% of the free float-adjusted market
capitalisation of the Singapore equity universe.

MSCI World Index
The MSCI World Index captures large- and mid-cap representation across 23 developed markets countries. With 1,508
constituents, the index covers approximately 85% of the free float-adjusted market capitalisation in each country.
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