
 

   

 

YOUR GOALS, 
OUR COMMITMENT. 

 

 

 

What’s changing in Asia: a broad outlook for the year ahead 

As another year goes by, we are once again reminded that change really is the only constant. This reinforces our belief 
in our investment philosophy: identifying companies that exhibit the best blend of fundamental change, sustainable* 
returns and attractive valuations.  

After three years of tightening monetary policy, central banks worldwide have begun to ease. While we do not claim 
to be macroeconomic forecasters, a sustained shift in the global monetary cycle would be a welcome boost for many 
areas within our investment universe. The  decision to lower interest rates has allowed many Asian 
central banks to follow suit, although this is likely a shallow easing cycle. This environment is typically the most 
positive for twin deficit economies, such as India and parts of ASEAN, which have both fiscal and current account 
shortfalls and are more sensitive to the global price of money.  This environment also favours less liquid parts of the 
market like small market capitalisation stocks (small companies1) and highly interest rate-sensitive securities such as 
real estate investment trusts (REITs). We provide more detailed analyses within the separate sections of this report as 
well as links to our relevant insight pieces. 

The potential benefits mentioned above may be somewhat tempered by the highly unpredictable nature of Donald 
Trump second term as US president. election campaign once again focused on protectionism, America 
First  and immigration, and there is likely to be increasing volatility across global markets. Predicting the Trump 

look set to affect earnings and 
returns across Asian markets. The strongest impact could be felt in the energy, trade and defence sectors (Chart 1) as 
the US again turns inwards. For most allies, unconditional US support is no longer a given (please 
see: If Trump wins: uncertainties and opportunities from an Asian equity perspective). 

 

 

 

 

1 Companies with market capitalisations of over US dollar (USD) 100 million but less than USD 2 billion 
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 Chart 1: Defence spending as percentage of GDP (Gross Domestic Product) 

 

Source: SIPRI 2023 

We would like to emphasise, however, that  will have a net negative impact 
on emerging and Asian markets. During Trump  (January 2017-January 2021), China outperformed both 
the Standard and Poor's 500 (S&P 500)2 and all the perceived China plus one3  beneficiaries (Chart 2).   

Chart 2:           
The key takeaway here is that Trump is not the 
only potential catalyst for fundamental change; 

will be 
paramount. We believe that, unlike during the 
first Trump administration, Chinese equities 
have already factored in a much higher risk 
premium for trade disruptions (please see the 
China outlook section below). 

Opportunities in China likely remain in areas of 
self-sufficiency and industries that have 
undergone consolidation. We also see 
opportunities in Chinese companies with strong 
cash flow generation that can support organic 
expansion, dividend payouts and continued 
buybacks. Elsewhere, we are focused on supply 
chain diversification, particularly in Asian 
regions where trade balances with the US are 
still negligible and where countries offer a clear 
alternative to China-based production (Chart 3). 
India, in particular, appears well-positioned to 
capture further opportunities, as do parts of 
ASEAN. 

Source: Bloomberg, MSCI, November 2024 
 

 

 

 

 

 

 

2 A stock market index tracking the stock performance of 500 of the largest companies listed on stock exchanges 
in the United States. 
3 China Plus One, also known simply as Plus One or C+1, is the business strategy to avoid investing only in China 
and diversify business into other countries, or to channel investments into manufacturing in other promising 
developing economies such as India, Thailand, Turkey or Vietnam. 
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Chart 3: US trade deficit with Asia and Mexico as a percentage of total 

 

Source: ITC, HSBC, 2023 

India: growth with reservations 

India, as we often say, is one of the richest sources of both sustainable* returns and fundamental change. However, 
the challenge lies in finding these opportunities at a good price. Fortunately for patient investors, such an opportunity 
may be emerging. While US elections took centre stage in 2024, there was also an election in India, 
democracy. This resulted in Prime Minister Narendra Modi returning for a third term, although this was notably as 
part of a coalition government rather than with a majority. This will likely limit  ability to implement more 
significant positive structural reforms.  

In contrast to other Asian economies, the Reserve Bank of India (RBI) and Securities and Exchange Board of India (SEBI) 
have been proactively regulating their respective markets, which could curtail growth in certain areas. Additionally, 
as the economy becomes increasingly digital, this fundamental change is profoundly impacting long-established 
traditional distribution channels and brand moats elements that have benefitted several companies for decades. 

Given the lofty starting point, some consolidation in local equity markets would be welcome. We will be ready with 
our wish list of high-quality stocks. Despite some short-term reservations, we believe that India remains one of the 
most compelling long-term investment opportunities in Asia. One area of the Indian market which tends to be 
overlooked but may be attracting interest is the IT services sector. 

Artificial Intelligence (AI): are we transitioning to the next level of 

development? 

As staggering levels of capital expenditure are invested in generative AI development, the market has begun to 
rightfully investment will yield the desired returns, and importantly, when? Looking at 

capital expenditure (capex) in relation to operational cash flow, we are not yet at unsustainable levels
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Chart 4: * 

Moreover, AI appears to be fuelling 
competition among tech giants as they 
encroach on each This is a 
race they cannot afford to lose, and their 
spending is not disproportionate to the 
current cash generation or stock. This 

companies, which have been 
benefiting for some time (please see: Picks 
and shovels approach: Investing in AI). The 
greater fundamental changes from here, 
however, are likely to emerge in the form of 
applications, new tools and businesses that 
can best harness these technological 
advancements.  

 

 

 

Reference to any particular security is purely for illustrative purposes only and does not constitute a recommendation 
to buy, sell or hold any security or to be relied upon as financial advice in any way. 

 

Where does AI hold the most potential for fundamental change in Asia? Beyond hardware technology, we are 
increasingly focusing on the areas of eGaming, software and IT services. According to a recent Gartner survey, the 
number of US chief executive officers who think AI will impact their businesses has surged from 21% in 2023 to 75% 
in 2024 (please see: CEO Stance on AI: How Your CEO Is Thinking About AI). Several Asian companies, like Tata 
Consultancy Services, Infosys, Tech Mahindra and Wipro, are addressing this growing demand and have been named 

please see: Consulting Giants Team With NVIDIA to 
Transform India Into Front Office for AI Era | NVIDIA Blog). Together, these companies are training half a million staff 
on generative AI models like Nemo and GPT.  

Changing energy markets 

Unlike past technological leaps , the impact of AI is being felt across many more areas of the economy, particularly   
on power demand. Our outlook for 2024 emphasised how resource-intensive generative AI has become. Combined 
with growing demand for energy security and transition, numerous strains and bottlenecks are appearing across the 
energy sector and the capex spectrum related to it. Big Tech, however, will not sit idly and wait for resolutions. In 
recent months we have witnessed the revival of nuclear demand. Tech giants such as Google, Amazon and Microsoft 
are expanding research into small modular reactors (SMRs) and reviving mothballed nuclear plants. In Asia, several 
governments are reevaluating their stance on nuclear energy, driven by concerns over energy security and the needs 
of power-hungry industries.  

Closer to Singapore, where our team is based, this shift in energy market dynamics has resulted in significant activity 
across the causeway in Johor, Malaysia. With the Malaysian government opening its doors to foreign investment, 
Johor 
providers. However, such growth also brings its own challenges in terms of power and resource consumption. We 
continue to see significant fundamental changes across the energy spectrum, and we are focusing on several 
subsectors where specific companies are well-placed to generate higher, sustainable* returns. 
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*Data for 2011-2013 drawn from Meta, Amazon, Microsoft, Baidu and Tencent; data 
for 2014-2024E drawn from Meta, Google, Amazon, Microsoft, Baidu, Alibaba and 
Tencent. 
Source: UBS and company data, September 2024

https://www.nikkoam.com.sg/insights/2023/picks-and-shovels-approach-investing-in-artificial-intelligence-2023
https://www.nikkoam.com.sg/insights/2023/picks-and-shovels-approach-investing-in-artificial-intelligence-2023
https://www.gartner.com/en/articles/how-your-ceo-is-thinking-about-ai#:~:text=The%20next%20theme%20of%20business%20transformation%20after%20digital,came%20in%20at%20a%20distant%20second%2C%20with%209%25.
https://blogs.nvidia.com/blog/accelerating-india-ai-adoption/
https://blogs.nvidia.com/blog/accelerating-india-ai-adoption/
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Asian small companies: beneficiaries of key growth trends worldwide 

We have a favourable outlook for Asian small companies 4  given key factors that highlight their resilience and 
potential for growth in the current economic landscape. 

Many Asian small companies can weather economic fluctuations and geopolitical risks. The key competitive 
advantage of these firms stems from their scale of operations, which provides management with greater agility in 
responding to shifting trends compared to their larger peers. Additionally, many Asian small companies exhibit 
higher earnings growth than their bigger counterparts (please see: From beauty products to bicycles: the promising 
landscape of Asian small companies). 

Smaller companies in Asia also benefit from major global fundamental changes such as the rise of AI, an expanding 
MZ demographic (Millennials and Generation Z), energy transition and the nearshoring of operations due to ongoing 
global trade tensions. For instance, the economies of South Korea and Taiwan have a technology-focused legacy. 
Their c -positioned to benefit from 
the proliferation of AI applications and tools.  

Globally, Asia ex-Japan remains the main area of opportunity for the small companies space. In the past five years, 
the region has had the largest percentage of new listings, indicating potential sustainable* return opportunities for 
long-term investment (Chart 5). However, it is worth noting that small companies in Asia face near-term challenges, 
such as macroeconomic uncertainties and weak market sentiment.  

Chart 5: 5-year percentage change in listed companies as at end-June 2024 

Asian small companies represent a compelling 
opportunity, characterised by strong growth 
potential and adaptability. Their ability to 
leverage emerging trends and navigate 
economic uncertainties favourably positions 
them in the market. They may face challenges, 
but their long-term performance history 
coupled with current supportive conditions 
suggest that Asian small caps will continue to 
thrive. A cursory glance at the performance of 
Asian small companies since 2000 shows that 
they have outperformed their larger 
counterparts more than half the time. 

Those seeking diversification and exposure to 
high-growth sectors may want to focus on 
Asian small companies as they are likely to play 
a crucial role in shaping the economic 
landscape of the region in the coming years. 

Asia REITs: rising potential and opportunities  

Asia REITs have been growing in both depth and breadth as an asset class. With the introduction of new, specific 
sectors to securitise, more countries and companies have implemented REIT regimes and mandates in recent years.  

Robust industry and asset fundamentals anchor the share price performance of REITs, making them a favoured asset 
class for investors seeking sustainable* returns over a longer time frame. We focus on sectors that are experiencing 
genuine fundamental change and offer multi-year structural growth. Such sectors include data centres, where rental 

 

 

 

 

4 Companies with market capitalisations of over US dollar (USD) 100 million but less than USD 2 billion 
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https://www.nikkoam.com.sg/insights/2024/the-promising-landscape-of-asian-small-companies-2024
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yield appreciation has accelerated amid the lack of supply. Another example is India and its high-growth economy, 
which holds a unique position as a global office hub.  

Singapore also stands out with its resilience across sectors thanks to regulatory support, particularly during the 
COVID-19 pandemic. This defensiveness is likely to persist, underpinned by healthy business sentiment and low future 
supply. As asset yields have started to show positive spreads over the cost of capital, we also see more opportunities 
for good quality acquisitive growth, with transaction activity expected to gradually increase. Valuations are not at 
demanding levels; they are below mid-cycle levels, offering sustainable* and attractive returns (please see: Prospect 
of lower rates makes Asian REITs an increasingly vibrant asset class). 

ASEAN: domestic policies to drive positive fundamental change 

As ASEAN markets lagged the US, Asia ex-Japan and China during the first Trump administration, a casual observer 
may view the under Trump  negatively. However, we note that US interest rates, 
which rose in the early years of Trump term, are currently trending lower. ASEAN also suffered during Trump 1.0 
from the lingering effects of the 2014 collapse of commodity prices, but we do not expect this scenario to be repeated. 
In our view, many of the positives driving recent ASEAN performance are still underappreciated outside the region, 
as indicated by foreign ownership levels (Chart 6). 

Chart 6: Foreign ownership levels of ASEAN equity markets 

 

Source: HSBC, Bursa Malaysia, Indonesia Financial Services Authority, Stock Exchange of Thailand, Philippine 
Stock Exchange, CEIC, September 2024  

Buoyed by expectations of lower rates, ASEAN has already outperformed the US and Asia ex-Japan markets since mid-
2024, and trails China only narrowly. Despite the likely onset of inflationary policies under Trump , we 
believe that the US monetary easing cycle will continue in 2025. This is supportive for ASEAN markets, especially 
Indonesia, the Philippines and Vietnam.  

Under the Trump administration, we see added impetus for China plus one as manufacturers, including those from 
China, continue to seek low-cost and low-tariff production locations. This will benefit most ASEAN countries, 
particularly Vietnam and Malaysia.  

ASEAN is also integrated into the AI theme, especially Malaysia where a data centre boom is underway. This is positive 
for power producers, constructors, industrial landowners and data centre operators, thus broadening the range of 
sustainable* return opportunities for longer-term investment.   

In addition to the aforementioned factors, we see favourable fundamental changes in the domestic policies of several 
ASEAN countries. 

Malaysia  unity government has presided over a period of relative political stability and is expected to be more pro-
growth over the second half of its political term. Additionally, stronger economic integration with Singapore should 
support  manufacturing, technology, and tourism sectors.  
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In Indonesia, the government of President Prabowo Subianto has laid down ambitious plans to lift economic growth. 
Key policies include an ongoing push for downstream activity in the electric vehicle (EV) and commodities supply 
chains, and reduced fuel imports via higher biodiesel blending.  

In Vietnam, newly-installed Secretary General To Lam is expected to implement more pragmatic and pro-business 
policies, which would be a significant departure from the ideology and centralised control wielded by his predecessor. 

China: authorities committed to economic turnaround  

shift in 2025, driven by a 
combination of policy interventions and economic recovery signals. Recent fiscal measures, including a significant 
stimulus package estimated at Renminbi (RMB) 6 to 10 trillion5, are aimed at stabilising economic activity (please see: 

).  Such optimism is supported by an anticipated end to earnings downgrades, 
with a new upgrade cycle expected in early 2025 as earnings visibility improves and corporate buybacks continue. 

As always, some headwinds remain. The labour market is still weak and deflationary pressures continue to curb 
domestic consumption, although targeted government measures may help to mitigate this. Geopolitical tensions, 
particularly regarding US-China relations, add another layer of uncertainty that could influence market dynamics 
(please see: If Trump wins: uncertainties and opportunities from an Asian equity perspective). Despite these risks, a 
selective focus on high-quality sectors particularly in consumption, energy, and healthcare may yield favourable 
outcomes as valuations remain well below historical averages.  

Overall, while low investor conviction is likely to result in volatility, the Chinese 
stabilisation and the potential for earnings recovery suggests that China  equity markets could experience solid 
returns in 2025. However, these positive outcomes are contingent on effective policy execution and a geopolitical 
environment that favours effective deal-making over zero-sum 6  solutions. For a sustained improvement in the 
markets, we need to see household consumption pick up from depressed levels (Chart 7). For almost three years, 
households have been saving and paying down debt (Chart 8). Any positive turnaround in outlook for China could 
see such a trend change dramatically for the better.  

Chart 7: China consumer confidence levels                            Chart 8: China household savings and deposits 

  

Source: China National Bureau of Statistics, June 2024                                       Source: China National Bureau of Statistics, April 2024 

  

 

 

 

 

5 Source: Bloomberg, November 2024 
6 Zero-sum refers to a situation where a gain for one side results in a corresponding loss for the other side. 
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Conclusion 
detrimental to the geopolitical 

7 stance should not prevent 
Asian markets from offering attractive absolute returns, as was the case during the 2017-
first term. Additionally, a shift to lower interest rates is expected to provide an extra boost, as it can benefit large parts 
of Asia by reducing the costs of capital and production. This is especially true if such a fundamental change is 

interest rates and better economic prospects could once again favour growth over value a trend we have not 
witnessed for over three years.  While 2025 is likely to be anything but dull, we remain steadfast in our search for 
quality names with the most competent management teams, forward-looking strategies, as well as the versatility to 
mitigate risks and seize new opportunities. It is our core belief that companies possessing these characteristics will 
continue to thrive by harnessing change to deliver sustainable* returns under any macroeconomic backdrop. 

 

 

Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for 

distribution only under such circumstances as may be permitted by applicable laws. This document does not constitute personal  investment advice 

or a personal recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. Al l recipients are 

recommended to consult with their independent tax, financial and legal advisers prior to any investment.  

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or 

participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM’s investment strategy in any way. The 

information and opinions in this document have been derived from or reached from sources believed in good faith to be reliabl e but have not 

been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or 

liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates or 
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Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this  document, provided 

that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.  

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko 

AM is strictly prohibited.  

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in  Japan nor is it 

intended for distribution to persons in Japan. Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No. 

368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association.  

United Kingdom: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated in the United 

Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084). This document constitutes a financial promotion for the pu rposes of the 

Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at professional 

clients as defined in the FCA Handbook of Rules and Guidance.  

Luxembourg and Germany: This document is communicated by Nikko Asset Management Luxembourg S.A., which is authorised and regulated in 

the Grand Duchy of Luxembourg by the Commission de Surveillance du Secateur Financier (the CSSF) as a management company authorised 
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United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. An offering of any investments, 

securities or investment advisory services with respect to securities may only be made by receipt of relevant and complete of fering documentation 

 

 

 

 

7 Mercantilism was the dominant economic system from the 16th century to the 18th century. It was based on 
the idea that a nation's wealth and power were best served by increasing exports and reducing imports. 
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and agreements, as applicable. Any offering or distribution of a Fund in the United States may only be conducted via a licensed and registered 
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full or in part for any purpose whatsoever without a prior written permission from Nikko AME.  

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitabi lity or 

appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this do cument, Nikko AME is 

not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and t hat person will not 

therefore benefit from any protections that would be available to such clients.  

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any 

time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or 

have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant 

confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to 

Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not 

be eligible for sale in some states or countries, and they may not be suitable for all types of investors.  

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as cont emplated by 

the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an 

offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive 

Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of 

whatsoever nature within the territory of the Sultanate of Oman.  

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent 

investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to  the public and should not be 

reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior 

written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries 

regarding the Strategies should be made to Nikko AME.  

United Arab Emirates (excluding DIFC): This document and the information contained herein, do not constitute, and is not intended to constitute, 

a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is onl y being offered to a 

limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment 

in such Strategy, and (b) upon their specific request. The Strategy has not been approved by or licensed or registered with the UAE Central Bank, 

the Securities and Commodities Authority or any other relevant licensing authorities or governmental agencies in the UAE. Thi s document is for 

the use of the named addressee only and should not be given or shown to any other person (other than employees, agents or consultants in 

connection with the addressee's consideration thereof). No transaction will be concluded in the UAE and any inquiries regarding the Strategy 

should be made to Nikko Asset Management Europe Ltd.  

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be 

construed as, an offering of financial investment products or services. Nikko AM is not making any representation with respec t to the eligibility of 

any person to acquire any financial investment product or service. The offering and sale of any financial investment product is subject to the 

applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered 

under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such 

registered fund shall be conducted only through a locally licensed distributor. 

Canada: The information provide herein does not constitute any form of financial opinion or investment advice on the part of Nikko AM  and it 

should not be relied on as such. It does not constitute a prospectus, offering memorandum or private placement memorandum in Canada, and 

may not be used in making any investment decision. It should not be considered a solicitation to buy or an offer to sell a security in Canada. This 

information is provided for informational and educational use only. 


