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ASEAN well placed for growth in 2024

Global monetary tightening and the dollar’s exceptional strength stood out in 2023, and these factors were a major
headwind for most emerging markets including ASEAN. In our view, focus in 2024 will shift from interest rate
tightening towards growth, or more specifically, finding pockets of growth amid a slowing global economy. We
expect ASEAN to perform relatively well as the region, in our view, possesses a relatively stronger growth narrative
and a more accommodative policy backdrop.

ASEAN's growth as a region is poised to edge up from an estimated 4.0% in 2023 to 4.5% in 2024. Though incremental,
ASEAN's growth may be stronger compared to the rest of the world, where growth in general is expected to moderate.
We see ASEAN'’s growth improving on the back of resilient domestic consumption and a technology (tech)-led
recovery in exports in the second half of 2024. Export-oriented economies such as Singapore, Malaysia, Vietnam and
Thailand may benefit most from the tech export recovery. More domestically-driven economies such as Indonesia
and the Philippines could experience steady to improving consumption growth supported by their governments’
proactive fiscal policies.

Policy remains accommodative while valuations look attractive

Policy conditions are accommodative in most parts of ASEAN with central banks generally appearing to be sanguine
about inflation risks. Looking towards 2024, we expect anchored interest rates and falling core inflation globally to
offer ASEAN policymakers a more favourable tailwind relative to their peers and help drive stronger equity
performances in the region compared to 2023. Should core inflation surprise to the downside and allow central banks
to ease, we believe ASEAN economies are well placed to benefit from positive liquidity conditions.

The region’s valuations look attractive, with ASEAN markets trading at a 12 times price to forward earnings, about one
standard deviation below the historical mean. We see valuations in 2024 remaining attractive and expect improving
economic prospects to support corporate earnings growth in ASEAN. With the prospect of peak rates, ASEAN’s
corporate earnings could also be primed for upward revisions.
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ASEAN's best growth and quality companies

We expect global growth to moderate in 2024 due to high interest rates and restrictive monetary policies. This affirms
the importance of growth, especially at a time when global growth remains moderate and liquidity is constrained.
Risk-free alternatives such as cash and cash equivalents are also yielding attractive low single-digit returns, making
the risk premium of equities less attractive.

ASEAN ranks well as a relative growth story, both from a macro and micro perspective. Within ASEAN, we remain most
optimistic in the foreign direct investment (FDI) story and investment opportunities geared towards the tech supply
chain and energy transition. We believe that these two conviction sectors—in which structural positive change
drivers remain at play—offer sustainable growth and defensible cash flows.

Technology to benefit from supply chain diversification

Green shoots are starting to emerge in ASEAN, with an improved outlook for tech exports in 2024. We see lower
inventories and a replacement tech cycle in the US favouring ASEAN tech. We favour tech companies that appear well
placed to benefit from this recovery, particularly firms that are part of the shift towards high value-added
manufacturing. These companies include those linked to semiconductors, medical/industrial tech opportunities and
advanced manufacturing in ASEAN.

We see the ASEAN tech supply chain benefitting strongly from global supply chain shifts and trade reconfiguration
due to China-US tensions. We believe this shift remains at an early stage. In our view, the trend to diversify from China
will continue to accelerate over the next three to five years and help ASEAN become a prime destination benefitting
from the supply chain diversification. We favour the semiconductor and electronics and equipment sectors in
Singapore, Malaysia, Thailand and Vietnam, which could benefit from the influx of FDI into the region.

Industrials riding on infrastructure boom, headed for green transition

We see industrials outperforming as we continue to see strong FDI and infrastructure spending in Indonesia and the
Philippines in 2024. Infrastructure spending and “debottlenecking” (improving efficiency by finding areas that inhibit
workflows) are key to unlock long-term growth for emerging economies such as Indonesia and the Philippines. We
see opportunities in industrials and materials as ASEAN governments continue to prioritise infrastructure spending
and investments into national infrastructure systems in transport, water and energy. An example is the recent push
in Indonesia to increase value-added manufacturing in metal ore processing, and we expect the country’s exports to
continue gaining traction. This may in turn further drive the development in the country’s transport ecosystem,
notably of electric vehicles.

ASEAN's energy transition and the growing trend in which capital expenditure is being allocated to green energy and
power is another theme we are keenly focused on. We see this particularly as a catalyst for positive growth and change
for industrials in Singapore and Malaysia. These developments are taking place when energy markets are tight
globally and energy security is growing in importance for ASEAN governments. We believe utilities in Singapore and
Malaysia may experience the greatest change during the energy transition. The move towards alternative and
renewable energy and the tightness seen in some of the region’s electricity markets offer attractive growth
opportunities for the next few years. Energy transition is our key strategic theme in Singapore and the rest of ASEAN;
over the last two years, energy transition has come to occupy a prominent spot in our strategic narrative. In October
2022, Singapore committed to achieve net zero emissions by 2050. Since then, Singapore has revealed a series of
energy transition plans, which include ramping up its renewable energy capacity and importing green energy from
neighbouring countries. Singapore corporates are in a good position to leverage and benefit from these
developments. Our focus remains on power generators moving from brown to green energy, and providers of
engineering solutions for wind power.

Summary

We remain relatively constructive on ASEAN as we approach 2024. The ASEAN macro story remains encouraging. We
believe ASEAN offers investors good pockets of growth and quality opportunities, as well as earnings resilience and
protection amid some of the prevailing global macro headwinds. The region’s domestic policy conditions are more
accommodative as inflation risks are lower. Valuations are attractive and a positive surprise could be in store as
earnings growth is yet to be fully priced in.
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Within ASEAN, we remain particularly optimistic about the FDI story and opportunities linked with the energy
transition, infrastructure and the tech supply chain. Of the various ASEAN sectors in 2024, we favourably view those
continuing to undergo positive structural change and have sustainable growth, good balance sheets and defensible
cash flows.
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