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Asia ex-Japan underperformed the broader market in April as investors digested the implications of 10-year US
Treasury (UST) yields breaching the 3 percent mark. The month was punctuated by noteworthy headlines
including a conciliatory stance between the US and China on trade issues and an unprecedented meeting
between the leaders of two Koreas.
Across the sectors, energy was the top performer as falling US stockpiles and Middle East production cuts stoked
gains in oil. Defensive sectors including consumer staples, industrials, materials, telecommunications and utilities
outperformed. The underperforming sectors were consumer discretionary, as well as healthcare. Even as industry
giants reported a raft of positive earnings results, sentiment on high valuations and security issues weighed on
investor headaches.
Economic fundamentals pointed to global growth moderating for the month. The official Purchasing Managers’
Index (PMI) for the US declined to 57.3 from 59.3 the previous month. Elsewhere, the Chinese manufacturing PMI
figure inched downward to 51.4 from 51.5, while the Caixin factory gauge upped slightly to 51.1. Eurozone
manufacturing PMI dipped to 56.2 as the economy cooled and the IFO business confidence index dived to
102.1. Meanwhile, other major economies, Japan and India saw PMI numbers strengthening.
Though trade tensions alleviated after the leaders of US and China made conciliatory remarks, investors remained
cautious on the second largest economy and stocks underperformed. Concerns over rising UST yields also dented
market performance, alongside downgrade risks from large cap internet names. During the month, the central
bank trimmed the reserve requirement ratio for banks to reduce funding costs. Taiwan markets dropped with low
margins from mobile handset suppliers in the tech sector. Over in Hong Kong, local banks and Macau casinos led
the index to outperform.
In Korea, the index outperformed the broader market thanks to solid tech earnings, strong retail support and
perception that Korean companies would benefit on closer relations over the long term between the two Koreas.
The momentous inter-Korean summit saw both sides agreeing on steps towards denuclearisation and cooperation
to ease tensions. Forecasts of a regular monsoon season buoyed up sentiment in India for the NIFTY.
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Market performance in ASEAN was mixed. Singapore was the standout performer and the local bourse jumped to
a 10-year record, primarily on gains from the three large banks that comprise the bulk of the index. Most sectors
booked profits and the Singapore dollar strengthened against the US dollar. Malaysia was flat for the month, as
investors dismissed positive trade data results and turned cautious after Parliament dissolved ahead of the general
elections. Thailand underperformed on baht depreciation and the country’s finance minister publicly voiced support
for banking consolidation to support competition in the regional markets. Despite an upgrade from Standard and
Poor’s on its credit rating outlook, the Philippines underperformed. Indonesia sank into the red, weighed down by
industrials, utilities and financials.

Outlook and Strategy
China industrial profits and corporate earnings rebounded strongly in 2017 helped by capacity rationalisation,
improving utilisation and a rebound in producer price inflation. The producer price index reflation was largely driven
by government-led supply side reforms and capacity rationalisation. Thus far, this year 2018, China continues to
have one of the strongest positive earnings revisions in the region. With better economic growth and corporate
earnings, this has given more breathing room for the government to step up on economic rebalancing, financial
deleveraging and reforms. With a stable macro outlook, political backdrop and positive earnings revisions, we
should expect China’s rerating momentum to continue.
While China’s fundamentals continue to look strong, the ongoing US-China trade tensions since March have
rattled market sentiment. While we assess the growth and earnings impact on the market is muted, a long drawn
out trade war and escalating retaliation beyond trade is damaging for both countries and all market participants.
Our base case remains that there should not be a full on trade war as both sides know very well that they stand to
lose in such a scenario. The US and China should eventually come to a deal with some tariffs and undertakings
from China to further open its market to the US.
We are overweight on China. In China, we favour cheap cyclicals where we believe stock prices have not kept up
with the structural and earnings improvement. We are also overweight on the financial sector, particularly the
banks. We expect corporate de-leveraging, profits recovery and consequently lower non-performing loans to drive
a major re-rating for the banks. The adoption of the IFRS 9 puts the Chinese banks on global best practice
accounting standards, and we believe the greater transparency and clarification should allay investors’ concerns.
The large banks are trading below book value but with returns well above cost of capital and with improving
earnings momentum. We are also overweight on the materials sector. We see better capacity discipline in the
sector as a result of government supply slide reforms continuing for the foreseeable future. Earnings should be less
cyclical than before. Stock prices have not caught up with the improvement in earnings, and the sector is still very
cheap despite its much improved profitability.
We are underweight on Hong Kong. The higher HIBOR rates are catching up with LIBOR, alongside liquidity
withdrawals from the market as the government defends the HK dollar peg which could weigh on the market. The
residential property market faces headwinds from rising interest rates and stretched affordability, even as tight
demand and supply now are keeping prices elevated. Within property, we have an underweight position on the
residential segment, and prefer the office and retail landlords, given strong office rental trends and recovering retail
sales. We are also overweight on the HK retail sector given the strong revival of inbound tourism.
We are currently underweight on Taiwan, given the headwinds with disappointment in iPhoneX sales and weak
guidance from a major semiconductor manufacturer. The US ban and ongoing investigations on other major giants
have cast a cloud on the entire communication sector, impacting other tech stocks. We are underweight on
technology and more overweight on non-tech sectors like materials and consumer. Nonetheless, when the dust
has settled, we look to re-position in some of the Taiwan tech names again as we should expect a seasonal pick
up in the third quarter of the year.
As for Korea, positive sentiments generated by the North Korea-South Korea summit, and better than expected
results that were announced from the financial and consumer staple sector. The technology sector, have also done
well this month after recovering from fears earlier in the year that DRAM/NAND and OLED panel prices might drop
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drastically this year. On the contrary, we saw higher DRAM prices in the first quarter and firmer than expected
NAND prices and higher utilisation rates for their OLED plants.
We continue to maintain our constructive view on the Singapore market given the broad based economic growth
momentum and relatively attractive valuation. We expect the Singapore banks to benefit from rising interest rates
which should positively impact interest margins and hence earnings growth. For Thailand, while the economic
growth outlook remains positive, valuations have caught up and we continue to keep the market as neutral. In
Indonesia we have become more concerned over the weakening rupiah which could lead to fund outflows. We
have turned slightly more positive on the Philippines given expectations that the central bank will hike rates in order
to control inflation. This should help to stabilise the peso and reduce fund outflows.
All statistics quoted in the write-up are sourced from Bloomberg as at 30 April 2018 unless otherwise stated.
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Important Notice & Disclaimers
This publication shall not be copied or disseminated, or relied upon by any person for whatever purpose.
The information herein is given on a general basis without obligation and is strictly for information only. This
publication is not an offer, solicitation, recommendation or advice to buy or sell any investment product,
including any collective investment schemes or shares of companies mentioned within. Although every
reasonable care has been taken to ensure the accuracy and objectivity of the information contained in this
publication, UOB Asset Management Ltd (“UOBAM”) and its employees shall not be held liable for any error,
inaccuracy and/or omission, howsoever caused, or for any decision or action taken based on views
expressed or information in this publication. The information contained in this publication, including any data,
projections and underlying assumptions are based upon certain assumptions, management forecasts and
analysis of information available and reflects prevailing conditions and our views as of the date of this
publication, all of which are subject to change at any time without notice. Please note that the graphs, charts,
formulae or other devices set out or referred to in this document cannot, in and of itself, be used to
determine and will not assist any person in deciding which investment product to buy or sell, or when to buy
or sell an investment product. UOBAM does not warrant the accuracy, adequacy, timeliness or
completeness of the information herein for any particular purpose, and expressly disclaims liability for any
error, inaccuracy or omission. Any opinion, projection and other forward-looking statement regarding future
events or performance of, including but not limited to, countries, markets or companies is not necessarily
indicative of, and may differ from actual events or results. Nothing in this publication constitutes accounting,
legal, regulatory, tax or other advice. The information herein has no regard to the specific objectives,
financial situation and particular needs of any specific person. You may wish to seek advice from a
professional or an independent financial adviser about the issues discussed herein or before
investing in any investment or insurance product. Should you choose not to seek such advice, you
should consider carefully whether the investment or insurance product in question is suitable for
you.
UOB Asset Management Ltd Co. Reg. No. 198600120Z
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