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Asia Strategy: Dollar bear, Asia bull

• We expect US growth and rates to fall in the coming year, which may bring the USD 

lower. This may bring more investors to Asia, where USD bear markets had been 

best for high growth markets like Indonesia and India, as well as for sectors like tech.

• China’s recovery is slower but ongoing, as sentiment appears to be recovering from 

depressed levels.

Source:  Bloomberg L.P. as of May 4, 2023

Performance of Asia ex-Japan sectors during USD bear markets

• Asian equities have long been very sensitive to fluctuations in exchange rates. During the past 
five episodes of a USD bear market, Asia ex-Japan equities produced impressive gains each 
time. Even if we exclude the globalization boom of 2002-08 and the recovery from the Global 
Financial Crisis (GFC), the other three episodes still delivered 39% returns on average.

• Notably, investors sought sectors of high growth in each of these periods. In 2002-08, the 
growth was clearly in Energy, Materials and Industrials. The recovery from the GFC was also 
concentrated in the most cyclical parts of the market. In the more recent episodes, IT and 
related companies in the Discretionary and Telecom sectors took the lead. In the coming 
period of anticipated USD weakness, we expect tech-related sectors to remain the key source 
of growth and be the favored destination for investors seeking to diversify beyond USD assets.
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Source: Haver Analytics, Bloomberg L.P, as of May 4 2023.

Even with April setback, Chinese equity 
valuations still fall well short of recovery pace

• China’s recovery disappointed in April, as measured by the contraction in manufacturing PMI.  
However, data from the Labor Day holiday in early May showed tourism and consumption 
surged to above-2019 levels. The divergence between consumer and industrial activity is 
keeping investors unsure. However, the market did ’t give the 1Q surge in activity that much 
credit, as valuations stayed depressed. Even with the April miss, the level of activity expansion 
is still clearly above where valuations are.

• A-share investors would know that margin leverage is an important indicator for market 
potential. The number of newly opened margin accounts amounted to nearly 100K in March, 
the highest since September 2021, while margin balances also rose. 

Margin account activities are beginning to pick 
up in the A-share market

Source: Bloomberg L.P, as of Apr 28 2023.

India and many Southeast Asian markets rank 
highest globally in manufacturing PMI

• Most of Asia, especially North Asia, only 
reopened from Covid controls in late 
2022. The recovery in activity is very clear 
in services, while manufacturing growth 
faces some headwinds. Still, India and 
parts of Southeast Asia like Thailand and 
Indonesia are leading the world in terms 
of manufacturing expansion, as 
measured by Purchasing Managers Index. 
Among those who have services PMI 
surveys, India also ranked at the top with 
a whopping 62 reading in April. 

Source: Haver Analytics, Bloomberg L.P, as of Apr 17 2023.
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Source: Haver Analytics, Bloomberg L.P, as of Apr 26 2023.

ASEAN earnings are seeing strong upward 
revisions, while valuations have fallen

• The recovery is going well in many ASEAN countries and in India. We expect their equity 
performance in 2023 to be well supported. 

• Equities set to outperform in a sustained period of USD weakness: Historically, the periods 
of weaker USD has strongly supported equity performance in Asian emerging markets (EM), 
particularly ASEAN and India. This is because the most externally vulnerable EM Asian 
markets like India, with double deficits in current account and in fiscal budget, would feel less 
pressure from capital outflows. Secondly, relative growth advantage would attract capital 
inflows, while local central banks would be better able to bring rates lower without having to 
worry about destabilizing exchange rates. 

• China’s recovery in demand: China’s reopening is most positive for export-oriented 
economies, such as Singapore, Malaysia and Vietnam, and tourism-oriented countries such 
as Thailand. More domestically oriented economies, such as Indonesia and the Philippines, 
will see less of a direct benefit.

• Valuations remain low, strong earnings revisions: Earnings revisions have picked up in 2023 
for ASEAN thanks to the reopening of the tourism sectors and a rise in commodity prices. 
Valuations have fallen to a historically low 14x, as stock prices have clearly lagged the 
recovery. In India, equities have been relatively resilient, with the MSCI India index just 7% 
below its all-time peak. Earnings growth had been strong in 2021-22 and revisions are steady 
in 2023. This has brought its PE to about 20x from much loftier levels.  

India - Solid earnings growth has supported 
equity but valuations have come off

Source: Bloomberg L.P, as of Apr 30 2023.
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“Citi analysts” refers to investment professionals within Citi Research (CR) and Citi Global Markets (CGM) and voting members of the Global Investment Committee of Global 
Wealth Management. 
Citibank N.A. and its affiliates / subsidiaries provide no independent research or analysis in the substance or preparation of this document. Investment products are not available 
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Important Disclosure on High Yield Bonds 

Unrated or non investment grade Debt Securities typically offer a higher yield than investment grade Debt Securities, but also present greater risks with respect to liquidity, 
volatility, and non-payment of principal and interest. As a result of being classified as non investment grade Debt Securities, these Debt Securities present a greater degree of 
credit risk relative to many other fixed income Debt Securities. 
Higher Credit Risk – Unrated or non investment grade Debt Securities generally have predominantly speculative characteristics with respect to the issuer’s capacity to pay interest 
and repay principal. There is greater risk of non-payment of interest and loss of principal. Many issuers of these Debt Securities have experienced substantial difficulties in 
servicing their debt obligations, which has led to default and restructurings. The issuers of these Debt Securities generally have to pay a higher rate of interest than investment 
grade Debt Securities. 
Higher Liquidity and Secondary Market Risk – The markets in which unrated or non investment grade Debt Securities are traded are generally more limited than those in which 
investment grade Debt Securities are traded. This lack of liquidity may make it more difficult to resell these Debt Securities and obtain market quotations.
Downgrade Risk – Downgrades in the credit rating of unrated or non investment grade Debt Securities by rating agencies are generally accompanied by declines in the market 
value of these Debt Securities. In some circumstances, investors in the unrated or non investment grade Debt Securities market may anticipate such downgrades as a result of 
these credits being placed on “credit watch” by rating agencies, causing volatility and speculation of further credit deterioration. 
Higher Vulnerability to economic cycles - During economic downturns, unrated or non investment grade Debt Securities are typically more susceptible to price volatility and fall 
more in value than investment grade Debt Securities as i) investors may reevaluate holdings in lower-quality bonds in favor of investment-grade corporate Debt Securities; ii) 
investors become more risk averse; and iii) default risk rises.  This is often referred to a “flight to quality”.
Event Risk – This includes any of a variety of events that can adversely affect the issuer of unrated or non investment grade Debt Securities, and therefore the issuer’s ability to 
meet debt service obligations to repay principal and interest to Debt Securities holders. Event risk may pertain to the issuer specifically, the industry or business sector of the 
issuer, or generally upon the overall economy. It could have a direct or indirect impact on the issuer and their outstanding debts.

Important Disclosure on RMB

Risk relating to RMB – If you choose RMB as the base currency or the alternate currency, you should also note the following:
RMB is currently not freely convertible through banks in Hong Kong. Due to exchange controls and/or restrictions imposed on the convertibility, utilization or transferability of 
RMB (if any) which in turn is affected by, amongst other things, the PRC government's control, there is no guarantee that disruption in the transferability, convertibility or liquidity 
of RMB will not occur. There is thus a likelihood that you may not be able to convert RMB received into other freely convertible currencies. 
CNH exchange rates and CNY exchange rates are currently quoted in different markets with different exchange rates, whereby their exchange rate movements may not be in the 
same direction or magnitude. Therefore, the CNH exchange rate may be different from the CNY exchange rate. 
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