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Market Summary 

Asian equities recorded a positive return in the second quarter amid continued investor 
optimism for a return to economic normality and an end to the Covid-19 pandemic.  However, 
stocks were more muted towards the end of the quarter as a resurgence of Covid-19 
infections and lockdowns due to the delta variant curbed investor optimism somewhat.  A 
stronger US dollar also weighed on returns in June, while a more hawkish tone from the US 
Federal Reserve and growing concerns over inflation further weakened sentiment. 
 
The Philippines was the strongest index market in the quarter, while Taiwan and India also 
achieved positive gains during the period.  China and Hong Kong also achieved modest gains 
during the quarter.  By contrast, Indonesia and Thailand were weaker and ended the quarter 
in negative territory.  Healthcare and industrials were the best-performing sectors during the 
quarter, while real estate and communication services were weaker. 

 

Performance Summary 

 
Following a strong start to the year in Q1, the fund gave back its outperformance from early 
this year despite finishing the second quarter in the positive territory.  The fund has seen a 
more challenging period for performance since the later part of May when market liquidity 
flowed from cyclicals / commodity back to the more bubbly areas of Chinese internet, EV, 
biotech, etc. which supported a momentum-driven rally in these areas.  Over the period, stock 
selection was the main driver for the negative relative returns.  At the regional level, selection 
was notably weak in China, while also negative in Hong Kong and Taiwan.  At the sector level, 
stock selection was weakest in the consumer discretionary sector. 

 

At the individual stock level, share price of China’s New Oriental Education remained battened 
by the regulatory overhang across the sector, which will likely remain in the near term until 
there is further clarity from the authorities on the direction of regulation / reform for the 
sector.  Despite its stronger industry positioning, we have gradually trimmed our exposure 
to the company given the lack of visibility on policies and risks in the near term.  Midea, a 
leading white goods manufacturer in China, was another main detractor over the quarter.  
The higher raw material prices and tightening property market by Chinese authorities remain 
the key headwinds on both costs and demand in the near term.  Elsewhere, certain “value” 
stocks such as banks, property and insurance companies were weaker given the easing 
inflation worries in the US – this has led to share price pressure in names such as 
Kasikornbank and China Pacific Insurance. 

 

Conversely, innovative drag maker Hutchmed China did well over the month following its very 
successful secondary listing of in Hong Kong which boosted its share price.  In India, markets 
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have shown a sharp recovery following signs of peaking new COVID cases which supported 
the broader market strength.  The improved optimism has supported our Indian exposure 
via the SISF Indian Equity Fund.  In China, we have seen the strong rebound in global garment 
demand support the share price of Shenzhou international, a leading integrated knitwear 
exporter.  The broad-based strength in demand for luxury goods also boosted the share price 
of LVMH over the quarter. 
 

Outlook/positioning 

After the very strong start to the year for Asian equities, regional indices have since given up 
much of their gains for 2021, and in the last few months have traded sideways in choppy 
markets. The initial sell-off in markets in February was partly triggered by a sharp increase in 
US bond yields, amid heightened concerns about rising inflationary pressures globally. In the 
last few weeks, US bond yields have fallen, and this has helped US equities to reach new highs, 
while growth stocks are outperforming value stocks again. However, disappointingly, we have 
not seen the same follow-through in Asia, despite continued healthy upward revisions to 
earnings estimates for the region. 
  
The underperformance of Asian equities can likely be attributed to: (a) the continued concerns 
over the outlook for Covid-19 in many countries, given lower levels of vaccinations relative to 
the US and Europe; (b) an increase in regulatory scrutiny and the associated uncertainty for 
the operating outlook for Chinese internet companies and US-listed American depositary 
receipts; (c) a continued slowdown in Chinese credit growth and the imposition of controls 
over the local property market, which both raise concerns over the softening of growth 
momentum through the rest of the year. 
  
After succeeding in keeping Covid case numbers under control through 2020, most Asian 
countries have struggled this year to raise vaccination rates towards the levels needed to 
provide herd immunity in their populations. This has prevented a full easing of restrictions on 
international travel. Furthermore, recent rises in case numbers in many countries have 
required further lockdowns, which continue to depress domestic activity, notably in India and 
much of Southeast Asia. This has produced headwinds to ‘re-opening’ or value trades in the 
region, that are more sensitive to local activity, and contrasts with the West’s greater progress 
towards normalisation. 
  
Following the cancellation of Ant Group’s initial public offering late last year, Chinese 
regulators have stepped up their scrutiny of online platform companies by investigating 
potentially monopolistic business practices across the sector. More recently, we have also 
seen concerns raised over the handling of sensitive data by US-listed Chinese companies and 
more questions being asked about the ability of Chinese firms to list in the US going forward. 
The immediate impact of the fines that have been levied and the changes in business 
practices imposed seem to be fairly limited. However, this heightened uncertainty for key 
large-cap Chinese stocks has created a serious overhang for them and the broader Chinese 
equity indices. This is in stark contrast to the strength in the share prices of major US internet 
and software companies in recent months, which have benefited from a seemingly more 
benign regulatory backdrop. 
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Meanwhile, in contrast to the continued massive quantitative easing and fiscal stimulus that 
we are still seeing from the US and European authorities, credit growth numbers reported in 
China have further moderated in recent months. It appears that local authorities have 
renewed their focus on structural adjustment and controls to the shadow banking sector now 
that the economy has more or less normalised. Given the sharp recovery in Chinese growth 
in the second half of last year, the corporate sector and the economy are approaching much 
tougher year-on-year comparisons in the coming months. Without a renewed credit impulse, 
growth is likely to slow going into 2022. 
  
Against this complex backdrop, we continue to maintain well-diversified portfolios without 
any major bias towards growth or value styles. Longer term, our preference is to still invest 
in those stocks most obviously geared into secular growth trends in the region. This includes 
areas such as semiconductors, software, renewable energy transition, and increasingly 
sophisticated Chinese capital goods companies. We are also looking to take advantage of 
increased financial development in India and parts of Southeast Asia, and the continued 
growth of online activity across the region. We have some concerns about a short-term peak 
in growth momentum in the technology sector, after an amazingly strong cycle in 2020 and 
2021, and regulatory pressures on China’s internet companies. Nevertheless, the leaders in 
these industries should still be able to deliver attractive growth in the longer term and they 
remain core holdings in our portfolios. At the same time, we continue to see attractive 
recovery potential in other more cyclical parts of the market where businesses have been 
more obviously impacted by the pandemic. Valuations in parts of the financial, energy, travel, 
leisure and property sectors across the region remain depressed amid continued Covid 
outbreaks in many countries. Consequently, they still offer an attractive risk/reward profile 
over the medium term. 
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Important Information  
Opinions, estimates and projections in this article constitute the current judgement of the author(s) as at the date of 
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. 


