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Asia equity outlook

B Global factors at play
— Re-assess framework as ‘low for long’ growth/yield environment disrupted. What does it do to valuations?
— Growth: Cyclical component and structural changes. Trump boost to growth likely transitory
— Commodities: Oil at highs, industrial commaodities peaked + implications on industrial sector
— China sentiment likely worsens before improving again heading into National Congress
B Asia equity strategy
— Higher rates, stronger dollar, cyclical slowdown to weigh on Asia ex-Japan in 1H

— Structural themes: China mass-market consumption; China Tech; Korea biopharma; Korea consumer exports;
India/Indo/Phil financials/property/infrastructure; Sing logistics/healthcare; Malaysia exporters; Thai services
consumption; Food prices; Military spending; Regional tourism; EM pharma; Internet & data penetration.

— Tactical positioning: Still Neutral in absence of strong risk-reward balance
— Japan: Trump extracted Japan from policy corner. Multiple positives now from earnings and flow support

B Long-term questions: impact of technology (Al/big data/cloud, ADAS/EV/solar, VR/AR, IoT, sharing), social
changes (ageing, inequality, media), government debt. How China’s 3 Rs resolve?

Source: Nomura Strategy 1
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The old framework less useful now but still instructive

Forward EPS = MSCI World (rhs)
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“Good” sectors: still seeing earnings upside

Commodity prices have driven cyclical gains, US

NOMAURA

corporate tax cuts, growth, de-reg will help further
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“Bad” sectors: a counter-trend cycle?
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Manufacturing PMIs have improved!
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Many growth-related reversals this year

Cross-asset correlation rose and fell
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Trade improvement has boosted shipping rates

1200 -

2000

Shanghai freight rate BDI

1100 /\\ VJAWM
1000 1 \J/\/J\\ AN

- 1800

r 1600

1400

900 { A \ \
800 .

r 1200

- 1000

800

\M\«/\/

- 600

r 400

Value outperformance significant

140

200

Value / Growth

135

130

125

120 4

115

110 T T T T T T T T T T

P I T I T R
& &Y X ¥
N



Penetration of passive funds has been very strong
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Excess returns have a good correlation with bond yields
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A closer look at the Value surge

Global Value / Growth performance over the past 40 years
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Value does best in early expansion, but also late-cycle

Return, % pa t stat
Average across periods 114
Early expansion 20.68 45
Mid expansion 12.19 275
Late expansion 14 .89 393
Bull Market 13.28 5.14
Falling Policy Uncertainty” 948 2.2
Low Inflation 13.7 248
Rising inflation 11.85 4

More mixed in EM
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EM vs DM: renewed underperformance?

EM performance called into question after Trump Growth expectations will be key
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Oil prices have rallied on OPEC deal. Other commodities

have gained, but now rolling over

Other commodities have gained too

Oil prices have gained as OPEC reached historic deal
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Oil still looks good in arange, but slightly higher?

Supply—-Demand gap still wide
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But US producers are accelerating

Total US Qil rigs US Horizontal rigs (oil + gas)
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OPEC deal will help somewhat

——— OPEC supply mn Barrels/Day
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Impact of commodity rally in markets

Energy, Materials sectors have outperformed Credit spreads in Energy have rallied a lot!
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China: dealing with a variety of risks

FX risks rising again as outflows accelerate

—— CNY 12m depreciation expectation
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Credit spreads saw another spike, bond defaults rose
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China: ... but making progress on 2 of the 3 Rs

Theme #1

Mass market consumption proxies in goods and services
More sports and outdoors activities
Less but healthier and organic food
Going internet and mobile
More entertainment & movies
More exploration in travel
Vocational education on the rise
Large unmet demand for elderly care
Autos is the biggest consumption category
Cosmetics is a consistent grower
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Rapid growth of online retail sales of services
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Uniquely China: the large pool of domestic money

China connect flows have boosted HK-listed equities

Cumulative net-buying {mn CHY): North-Gound
Cumulative net-buying {mn CHNY): South-Bound
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China’s wealth management products
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Trend for MSCI AeJ likely declining as earning roll over NOMURA
and valuations face downside

MSCI Asia ex-Japan with our tactical calls and expected range.
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Asia strategy: Our positioning
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Allocation Key long-term developments Key considerations for near-term allocation
China Overweight csjg’bf’:g‘s‘i‘gizj' rrlﬁg’r?nF;ﬂ;’:jgﬂg?:Oﬁ’zzmmtgﬂﬁﬂéfob;f:c'”9 Credit risks, currency stability, southbound liquidity
HK Underweight Property cycle, China luxury/tourist spending, rates/dollar Domestic weakness, property measures
Korea Neutral \L Restructuring, cash return policies, foreign consumption Earnings revisions, potential policy changes
Taiwan Neutral Tech cycle, cross-Strait relations, dividends Tech-sector growth, yield-flow unwind
India Overweight Key reforms, private capex, bank NPLs Good value, growth to improve, policy support
Singapore Underweight Innovation economy, weak trade, ageing society Banks NIM, Energy upside played out
Malaysia Underweight \L Political risk premium, long-term growth, dividends Weak growth and risks, election may not help
Indonesia Overweight Private investment, liquidity, inflation, FDI, demographics Growth momentum, Jakarta elections, outflow risks
Thailand Neutral T Road to elections, ageing and leveraged household Cyclically improving growth, flow support
Philippines Overweight Policies under new president, FDI, demographics Policy uncertainty is priced in, cheap

Source: Nomura research
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Reform leader. Bankruptcy, GST, governance, digitization...
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Large-scale disruption on cash crunch.

Reforms to derail?
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But domestic economic slowdown visible in housing pre-sales
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Japan:

Further JPY depreciation to help
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Multiple positives for equities

Earnings to drive gains
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Japan: What's ahead?

No more easing expected from BOJ Where do you see upside for the Japanese economy?
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Gartner sees three key new-Tech trends —

» Transparently immersive experiences (AR/VR, 10T)

» Perceptual smart machine age (Al, big data, cloud + device)

* Platform revolution (B2B2C, blockchain and ecosystems)

Phases of machine learning and Al

Performing human
jobs
Level of difficulties
inAl Simultaneous
Interpretation
Humanoid robot )
¢ home care [ Deep Learning ]
5 M;,?:m“?us [ Natural language understanding J
4 Facevoice [ Basic language understanding ]
identification
3 Diagnostics [ Environment understanding ]
2 [ Image or voice understanding ]
1 [ Identify image or voice ]
2008 2015 2018 2019 2029 Future

Source: Gartner, McKinsey, Nomura

Breakdown of work by sector and type (US)
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