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Market Summary 

Asian equities recorded a modest gain in May. Although shares were weaker earlier in the month, on the 
back of higher-than-expected US inflation data, equities recovered later in the month, driven mainly by a 
weaker US dollar. 
 
India was the strongest market in the region. This strong performance came despite the country was 
grappling with rising numbers of Covid-19 infections and India remains one of the countries worst-hit by the 
pandemic. The Philippines was another market that achieved strong gains in the month and outperformed 
the index. Gains achieved by China, Hong Kong and South Korea were more modest. In China, the slow roll-
out of Covid-19 vaccines and regulatory concerns over the country’s technology sector held back market 
returns. 
 
Shares in Taiwan declined in May, as a rise in Covid-19 infections prompted the imposition of tighter 
restrictions.  Other Asean markets including Malaysia, Singapore and Thailand also ended the month in the 
negative territory, as increasing Covid-19 infections weighed on returns in these markets. 

 

Performance Summary 

 
The fund fell over the month and gave back some of the earlier outperformance relatively to the regional 
index.  Much of the underperformance came from our China and Hong Kong exposure where the 
consumption and internet names continued to see selling pressure especially during the first half of the 
month.  Stock selection in Korea and Taiwan were also weaker where our technology hardware and EV-
component holdings have dragged on performance. 
 
In China, New Oriental Education continued to see share price headwinds as investors remained jittery about 
the potential for an overhaul of industry regulations.  Share price in this space has been volatile while market 
awaits the issuance of any formal notice from the regulator.  Another area of detraction was the profit-taking 
from names including Haitian International and Oppein Home where we have seen share price consolidate 
following the very strong YTD performance.  Elsewhere our holdings in Taiwan including MediaTek and TSMC 
fell alongside the broader market following the spike in COVID cases and large-scale power outages during 
the month.  In Hong Kong, we have seen some profit taking from tech hardware name ASM Pacific after a 
very strong April. 
 
Meanwhile, on the positive side, India has seen a sharp recovery as the market showed signs of peaking 
new COVID cases which supported the broader market strength.  The solid earnings seasons and 
expectation of a vaccine rollout over the medium term also boosted investor sentiment.  The improved 
optimism has supported our holdings Indian exposure via the SISF Indian Equity Fund.  Lastly, some of our 
core Chinese holdings such as Shenzhou International and Yum China made some strong gains over the 
month and supported performance. 
 

Outlook/positioning 

Equity markets in Asia started 2021 very strongly, rallying almost 15% in the first six weeks of the year. The 
region’s markets were powered by strong global flows into equities and elevated retail trading in many 
countries. A surge in southbound buying into the Hong Kong market from mainland investors also boosted 
markets. However, February and March saw a reversal of almost all these gains and markets have struggled 
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to make much progress since. A sharp rise in US bond yields and a shift in sentiment among mainland 
investors have created greater uncertainty about the liquidity backdrop for markets. Globally, bond yields 
remain very low by any historical standards, and recent increases reflect, in large part, a healthier outlook 
for the economy, which is to be welcomed. Even so, the speed of the rise and the heightened volatility of the 
fixed income markets have been unnerving for investors. Commodity prices have been strong, recently, and 
cost pressures are apparent in many areas of the industrial economy. Producers are struggling to ramp up 
production quickly enough to meet the rapid rebound in demand in many sectors. All of this has occurred 
before the Biden administration’s massive stimulus plan has even been implemented. The plan will provide 
a further injection of growth in the US later this year and next year. US inflation numbers are already well 
above their 2% target; but the US Federal Reserve (Fed) has reiterated that it is in no rush to hike interest 
rates until the economy and unemployment levels are back to normal. However, this backdrop of higher 
inflation, rising bond yields and accelerating growth is a new challenge for markets. Investors are concerned 
that the US, in particular, may be ‘running too hot’ and this has triggered profit-taking in some of the better-
performing stocks of recent months. 
  
Risk appetite also remains heavily influenced by the flow of data surrounding the Covid-19 pandemic and 
the knock-on implications for economic activity in the coming months. Vaccinations have increased rapidly 
in some countries, with the UK and US ahead of the pack among larger economies, and Europe now catching 
up encouragingly. However, in many areas of Asia, the outlook remains much less optimistic, with Covid 
case numbers in much of south and south-east Asia worryingly high. Taiwan has seen a sharp uptick in 
numbers after 18 months of near-zero impact, and in China, there have also been sporadic local outbreaks. 
After a huge new wave of nationwide infections started in March, the Indian economy has moved back into 
partial lockdown in the last two months. This will inevitably depress activity during the second quarter of this 
year. More recently, however, we are starting to see signs of Covid case numbers peaking in some parts of 
the country, which is encouraging. Nevertheless, the overhang from the recent devastating wave of cases is 
likely to last for several more months, as mobility is reduced and consumption remains soft. 
  
This complex, rapidly evolving, and diverse backdrop creates greater uncertainty for investors and is 
triggering sharp day-to-day volatility in the performance of different segments of the market. On the one 
hand, the improving Covid-19 data and stronger growth outlook for the US and Europe is positive for more 
cyclical industries, such as commodities and industrials. These should benefit from a rebound in 
discretionary consumption and investment, particularly those businesses that were ‘losers’ from the earlier 
lockdowns. Despite the reassurances from the Fed, stronger growth expectations are also bringing forward 
the market’s view on the timing for future tapering and rate hikes, which is helpful for financial stocks. At 
the same time, however, higher bond yields can exert downward pressure on the valuations of the more 
expensive, ‘longer duration’ growth stocks in the market. These trends have been behind an ongoing 
rotation in the market from lockdown ‘winners’ to ‘losers’, growth to value, or defensives into cyclicals 
through much of this year. 
 

On the other hand, meanwhile, the growth outlook remains more challenged in many of the countries still 
struggling with the pandemic. Expectations of a cyclical upswing in these countries have been pushed back 
again as Covid case numbers reaccelerate. Meanwhile, in contrast to the US stimulus proposals, authorities 
in China already seem intent on reducing monetary stimulus and credit growth. This reflects the reality that 
the local economy has almost completely normalised after a relatively mild downturn in 2020. A weaker 
credit impulse may present some challenges for growth momentum in China from the second half of the 
year, when comparisons become more demanding. 
  
Within the China market, news flow around the larger online-platform companies, that dominate indices 
there, has remained difficult. This follows the failure of the Ant Group initial public offering (IPO) late last 
year and increased scrutiny of suspected monopolistic behaviour among the industry leaders. A large fine 
has recently been announced for Alibaba, and investigations are ongoing at Tencent and other companies. 
These are likely to result in further financial and operational penalties. Meanwhile, competition remains 
fierce amongst the larger companies that are battling for dominance in the group buying and online grocery 
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markets. These markets are regarded as key to driving user engagement in lower-tier cities, where e-
commerce penetration still lags the national average. Regulatory uncertainty, increased investment 
spending, larger losses for the new businesses and downward revisions to near-term earnings for many of 
these companies have been a drag on share prices in recent months. 
  
As a result, the narrative around growth, cyclicality and market rotation is far from clear cut. In fact, we have 
seen choppy trading from one day to the next as these positive and negative trends play out in the data. 
  
In this uncertain environment, we will continue to run relatively balanced portfolios, without any major style 
tilt. We will maintain exposure to both elements of the ongoing cyclical upswing and longer-term structural 
growth themes within the region. It does seem likely that in the coming months, the cyclical trade may have 
further to run and performance in equity markets will be less polarised, less ‘winner-takes-all’ in nature, 
compared to last year. A broader range of stocks and sectors will likely continue to participate in any market 
upside as investor inflows, at the margin, continue to chase those stocks with greater recovery potential. 
Meanwhile, despite some of the near-term share price headwinds, the uplift in e-commerce penetration, 
online activity and communication, seen across countries during the lockdowns, seem unlikely to recede too 
far. Many of these businesses remain well placed for the future. Consumers and corporates have become 
dependent on the added convenience, while operators continue to improve the quality and scope of their 
services. Therefore, we remain invested in our favoured stocks across this sector. 
  
The technology-hardware sector has also generally been a net winner from this rapidly shifting consumer 
behaviour, and we remain optimistic about the long-term outlook for many of the key related Asian 
companies. This is supported by several themes: the accelerating shift to 5G telecommunications, a renewed 
upcycle in memory pricing after the 2019-20 downturn and the continued digitisation of so many areas of 
the economy. These all drive demand for increased processor power, bandwidth and storage every year, 
while supply remains relatively constrained in many sections of the semiconductor food chain. With this 
positive backdrop, we remain heavily invested in the companies we view as long- 

 

term winners in these growing industries. This focus on the long-term outlook remains critical in assessing 
all stocks, as the lower headline multiples in some supposed value sectors are often aligned with weaker 
franchises. These are likely to remain value traps after any short-term rebound has played out in 2021. 
  
Markets recently corrected by more than 10% from their highs, and many of the more conceptual growth 
stocks pulled back much more dramatically. But aggregate valuations currently remain at above-average 
levels – whether on a price-to-book or price-to-earnings basis. Consequently, equity valuations are already 
pricing in a large part of the recovery in earnings expected in 2021. However, rich valuations are a global 
phenomenon, rather than anything Asia-specific, and the prevailing optimism is not unreasonable, given 
the scope for a sustained snapback in earnings in the next two years. Consensus expectations are for 30% 
plus earnings growth this year in Asia, and double-digit growth again in 2022. Meanwhile, the ultra-low levels 
of interest rates and bond yields around the world are currently offering investors few alternatives to 
equities. 
  
Underneath the surface, there is also a very wide spread of multiples on offer to investors. Valuations in 
some of the sectors with the strongest momentum in the last year had been looking very stretched prior to 
the recent correction. These sectors include selected biotechnology, e-commerce, software, 5G equipment, 
electric-vehicle-related and certain popular China A-listed consumer stocks. We saw clear signs of ‘froth’ in 
the very high retail investor activity in many markets. Signs were also evident in the strong recent 
performance of IPOs in Hong Kong and South Korea, and the more general preference for conceptual ‘story’ 
stocks, many of which are still loss-making. The pullback in many of these stocks has blown away some of 
the froth. We are encouraged to see a slightly more balanced perspective to commentary on these 
industries. But valuations remain extended in many cases, with share prices now only back to levels seen at 
the start of the year. Meanwhile, we do continue to see solid valuation support and much more conservative 
expectations embedded in share prices in many other areas of the market. There are still plenty of attractive 
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opportunities at the bottom-up stock level and, consequently, we think a selective approach remains key to 
navigating these markets. 
  
After a sharp bounce in November on the initial vaccine news flow, smaller ASEAN markets have made 
limited progress in the last few months. This partly reflects fading confidence in the cyclical recovery, given 
the elevated Covid case numbers in several countries. Lower levels of trading liquidity in these markets have 
also exaggerated moves in both directions, as international funds move in and out of these countries. We 
continue to hold our existing exposure to these markets, given the scope for further catch-up in the medium 
term, as economies normalise. Nevertheless, investment opportunities at the bottom-up stock level remain 
limited. The markets are dominated by the ‘older economy’ sectors, especially banks, with less interesting 
long-term growth profiles. This makes it unlikely that we will materially increase our exposure, going 
forward. 
  
Indian equities underperformed in March and April as case numbers started to spike, but have recovered 
strongly in the last month, to make new highs, as there are signs of the latest wave peaking. More volatility 
may be inevitable as the economy adjusts and near-term earnings are impacted. However, we remain 
positive on the stocks we own in India and there should be a strong bounce back in activity towards 2022. 

 
China, meanwhile, remains by far the broadest and deepest equity market in the region. Despite the 
complex crosscurrents impacting the market today, it continues to offer a much more interesting range of 
stock opportunities, both in the onshore A-share market, and in the Hong Kong and US-listed markets. It 
offers exposure to the full range of sectors and a steady flow of new IPOs that constantly refreshes the 
investible universe. 
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this article.  They do not necessarily reflect the opinions of Schroder Investment Management Australia Limited, ABN 
22 000 443 274, AFS Licence 226473 ("Schroders") or any member of the Schroders Group and are subject to change 
without notice. 
 
In preparing this article, we have relied upon and assumed, without independent verification, the accuracy and 
completeness of all information available from public sources or which was otherwise reviewed by us. 
 
Schroders does not give any warranty as to the accuracy, reliability or completeness of information which is 
contained in this article. Except insofar as liability under any statute cannot be excluded, Schroders and its directors, 
employees, consultants or any company in the Schroders Group do not accept any liability (whether arising in 
contract, in tort or negligence or otherwise) for any error or omission in this article or for any resulting loss or damage 
(whether direct, indirect, consequential or otherwise) suffered by the recipient of this article or any other person. 
 
This article does not contain, and should not be relied on as containing any investment, accounting, legal or tax 
advice. Before making any decision relating to a Schroders fund, you should obtain and read a copy of the relevant 
disclosure document for that fund to consider the appropriateness of the fund to your objectives, financial situation 
and needs. 
 
You should note that past performance is not a reliable indicator of future performance. 
 
Schroders may record and monitor telephone calls for security, training and compliance purposes. 


