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China and HK equities: Solid fundamentals remain intact
Markets in China and Hong Kong have experienced volatility in early February, but
rollercoaster markets leave investors still on edge. In this investment note, Kai Kong Chay,
Senior Portfolio Manager, Greater China Equities, believes that despite the market
movements, the fundamentals underpinning China and Hong Kong equity markets are
sound. From an economic perspective, Chinese growth remains robust, inflation is muted,
and China runs a trade surplus. From a market perspective, earnings continue to enjoy
upward revisions, while valuations remain comparatively attractive compared to developed
equity markets.
From time to time, equity markets remind investors what volatility can be like. Following a roughly 50%
rally for Chinese and Hong Kong equities in 2017 1 and also a strong month in January 2018, it is
sensible to take a breather and keep investors' expectations in check.

Fundamentals remain intact: economic and market perspective
As a pulse check, when revisiting China's fundamentals, we do not find any evidence of economic
deterioration in fundamentals. Instead, China's economic growth continues to be strong with solid GDP
growth, foreign reserves of US$3.1 trillion and a trade surplus. In particular, Chinese and Hong Kong
equities are supported by the strong inflows of mainland money, while Chinese and Hong Kong equities
are a beneficiary of increased equity allocation from wealth management and overseas institutions.
In terms of corporates, we continue to see upward earnings revisions with the latest 2018 earnings per
share (EPS) growth estimate for MSCI China of 21.6% (EPS growth estimate was 15.3% as of end of
2017)2. Valuations remains compelling at around 14 times to earnings, a more reasonable level when
compared to developed equity markets (e.g. US is around 19 times to earnings).2 More importantly, the
continued southbound flow to China and HK equities year-to-date has continued to drive liquidity (see
Figure 1).
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Figure 1: Southbound flow continues to drive liquidity
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Outlook
We believe that when the dust settles and sentiment improves, investors will refocus on the strong
economic and corporate fundamentals that China has. Meanwhile, amid the volatility, we believe high
quality names should find stronger price support. We are selectively adding more to the structural
growth yet under-owned sectors that are trading at reasonable valuations, such as selected consumer
related names. Indeed, moderate inflation is a positive sign that consumers are ready to spend.
We also hold on to other long-term themes such as research and development, consumption upgrade
and policies related companies that can benefit over the long run.
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Disclaimer
Manulife Asset Management is the asset management division of Manulife Financial. The information and/or analysis contained i n this material
have been compiled or arrived at from sources believed to be reliable but Manulife Asset Management does not make any representation as to
their accuracy, correctness, usefulness or completeness and does not accept liability for any loss arising from the use hereof or the information
and/or analysis contained herein. Neither Manulife Asset Management or its affiliates, nor any of their directors, officers or employees shall
assume any liability or responsibility for any direct or indirect loss or damage or any other consequence of any person actin g or not acting in
reliance on the information contained herein.
This material was prepared solely for informational purposes and does not constitute a recommendation, professional advice, a n offer,
solicitation or an invitation by or on behalf of Manulife Asset Management to any person to buy or sell any security. Nothing in this material
constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate to your
individual circumstances, or otherwise constitutes a personal recommendation to you. The economic trend analysis expressed in this material
does not indicate any future investment performance result. This material was produced by and the opinions expressed are th ose of Manulife
Asset Management as of the date of this publication, and are subject to change based on market and other conditions. Past performance is not
an indication of future results. Investment involves risk, including the loss of principal. In considering any investment, if you are in doubt on the
action to be taken, you should consult professional advisers.
Proprietary Information – Please note that this material must not be wholly or partially reproduced, distributed, circulated, disseminated,
published or disclosed, in any form and for any purpose, to any third party without prior approval from Manulife Asset Management.
These materials have not been reviewed by, are not registered with any securities or other regulatory authority, and may, where appropriate, be
distributed by the following Manulife entities in their respective jurisdictions.
Indonesia: PT Manulife AsetManajmenIndonesia. Malaysia: Manulife Asset Management Services Berhad. Thailand: Manulife Asset
Management (Thailand) Company Limited. Singapore: Manulife Asset Management (Singapore) Pte. Ltd. (Company Registration Number:
200709952G). Vietnam: Manulife Asset Management (Vietnam) Company Ltd. Australia, South Korea and Hong Kong: Manulife Asset
Management (Hong Kong) Limited in Hong Kong and has not been reviewed by the HK Securities and Futures Commission (SFC). Philippines:
Manulife Asset Management and Trust Corporation Japan: Manulife Asset Management (Japan) Limited. Taiwan: Manulife Asset Management
(Taiwan) Pte. Ltd. (Investment is not protected by deposit insurance, insurance guaranty fund or other protection mechanism in Taiwan. For the
disputes resulted from the investment, you may file a complaint to the Securities Investment Trust & Consulting Association of the R.O.C. or
Financial Ombudsman Institution. License No. 106 Jin-Guan-Tou-Xin-Xin-008 "Independently operated by Manulife Asset Management
(Taiwan) Co., Ltd." /6F., No.89, Songren Rd., Taipei, Taiwan 11073, Tel: (02)2757-5999, Customer Service: 0800-070-998.)
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