
After a wild start to the year, global stock markets finally ran into difficult times at the end of 
January. A correction in the U.S. stock market also affected markets across Asia. Although markets 
recovered some of their lost ground, more recently they have started to struggle again. There are 
reasons to be concerned, for sure, but also reasons to suggest that Greed should not become Fear.

The U.S. economic expansion is quite old. Yes, the U.S. has been emerging from a very deep 
recession but we are now into what traders like to call a late cycle: high equity valuations, low 
unemployment, rising bond yields and a U.S. Federal Reserve that is focused on raising rates to 
prevent inflation. A further risk coming from the U.S. appears to be the effect of recent tax cuts 
on the long-term outlook for the U.S. federal budget deficit, at a time when personal savings 
rates are very low. Who will fund the government? Rising bond yields in the U.S. mean rising 
mortgage rates and the impact on house prices may also hurt the consumer. Risk has risen in 
the U.S. stock market and Asia will not be immune to any falls in the U.S. But there are reasons 
to believe that Asia might also be somewhat protected from the worst of any such declines. 

First, the economic cycle in Asia is not as far advanced as in the U.S. I would argue that Asia’s 
policymakers have kept much tighter monetary conditions. The fact that wages have been high in 
Asia also has meant that the profit cycle in Asia has lagged behind the U.S. So, just as profits in the 
U.S. seem to be decelerating, in Asia they are accelerating. This is happening at a time when Asia 
has, in general, very low inflation rates and high current account surpluses. There is still a risk that 
Asia’s policymakers will not offset tighter monetary policy in the U.S. with their own loosening at 
home, but in general I expect long-term profit growth to be better in Asia than in the U.S.

And this means that any declines in Asia’s markets in response to the U.S. are likely to lead to 
the emergence of cheap valuations far sooner than anywhere in the West. For Asia is going into 
this period of increased risk with valuations lower than those in the U.S. or Europe. For global 
equity investors, Asia appears to offer a better mixture of growth, valuations and policy risk 
than many of the developed markets.

One word of caution: differences in valuations and stock performance within Asia have been 
quite extreme. Popular growth stocks have done extremely well with performance often better 
than fundamental earnings growth; other slower-growth companies have languished. The recent 
volatility has not yet led, in my view, to a change of leadership in Asia’s stock markets—but it 
may be dangerous to assume that the trends of the recent past will continue. There is still value in 
Asia’s equity markets, but beware of blindly following price rises. I am reminded of an old adage: 
“In the short run, the market is a voting machine but in the long run, it is a weighing machine.”1

1  Quote attributed to Benjamin Graham
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Investments involve 
risk. Past performance 
is no guarantee of 
future results. Investing 
in international and 
emerging markets may 
involve additional risks, 
such as social and polit-
ical instability, market 
illiquidity, exchange-rate 
fluctuations, a high level 
of volatility and limited 
regulation.

Important Information 
There are no guarantees that a company will pay or continue to increase its dividends.
This document is not for public distribution and is for institutional and professional investors only and may not be reproduced in any form or transmitted to any 
person without authorization from the issuer.
The information contained herein has been derived from sources believed to be reliable and accurate at the time of compilation, but no representation or warranty 
(express or implied) is made as to the accuracy or completeness of any of this information. Matthews International Capital Management, LLC (“Matthews Asia”) and 
its affiliates do not accept any liability for losses either direct or consequential caused by the use of this information. The views and information discussed herein are 
as of the date of publication, are subject to change and may not reflect current views. The views expressed represent an assessment of market conditions at a specific 
point in time, are opinions only and should not be relied upon as investment advice regarding a particular investment or markets in general. Such information does 
not constitute a recommendation to buy or sell specific securities or investment vehicles. This document does not constitute investment advice or an offer to provide 
investment advisory or investment management services, or the solicitation of an offer to provide investment advisory or investment management services, in any 
jurisdiction in which an offer or solicitation would be unlawful under the securities law of that jurisdiction.
Matthews Asia is a U.S.-based investment adviser registered with the U.S. Securities and Exchange Commission who has not represented and will not represent that it 
is otherwise registered with any other regulator or regulatory body.
In Hong Kong, this document is issued by Matthews Global Investors (Hong Kong) Limited and has not been reviewed by the Securities and Futures Commission in 
Hong Kong.
In Singapore, this document is available to, and intended for Institutional Investors under Section 304 of the Securities and Futures Act (“SFA”), and to Relevant 
Persons pursuant to section 305 of the SFA, as those terms are used under the relevant law. It should not be circulated or distributed to the retail public in Singapore.
In the UK, this document is only made available to professional clients and eligible counterparties as defined by the Financial Conduct Authority 
(“FCA”). Under no circumstances should this document be forwarded to anyone in the UK who is not a professional client or eligible counterparty as defined by the 
FCA. Issued in the UK by Matthews Global Investors (UK) Limited (“Matthews Asia (UK)”), which is authorised and regulated by the FCA, FRN 667893.
©2018 Matthews International Capital Management, LLC      G.HK.BY356_0318


