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across the region is enabling and strengthening the
overall growth trends, while providing opportuni es for
many businesses.

Thesis
For investors with a long-term horizon seeking to generate
growth from equity securi es, Southeast Asia oﬀers a large
and diverse universe in which to find a rac ve investment
opportuni es.

These social and economic transforma ons should
con nue for at least a couple of decades. Southeast
Asia’s urbaniza on level is only 44%, mid-way between
34% in India and 58% in China, s ll at a very low level
compared with 82% in the United States. About 30% of
the popula on is s ll involved in agriculture, compared
with only 2% in the United States. At current urbaniza on
rates, the region should provide growth opportuni es
over a long investment horizon.3

Our thesis is built around three pillars:
(i) economic and business growth are strong and their
fundamental drivers should remain in place for several
decades;
(ii) Southeast Asian equity markets are ineﬃcient, vola le
and not well researched, making it possible for ac ve
investors to find quality growth companies trading below
their intrinsic value; and

Markets are ineﬃcient. Growth is plen ful but equity
markets in the region are not well researched, generally
ineﬃcient and rela vely vola le. There are more than
4,400 companies trading on stock exchanges in the
region, as many as in the United States, and the number is
growing every year. At the same me, the percentage of
stocks covered by equity analysts ranges from only 6% in
Bangladesh to no more than 34% in Malaysia, compared
with more than 80% in the United States.4

(iii) investments by China in Southeast Asia and the
reloca on of businesses from China to the region provide
strong tailwinds.
The macroeconomic dynamics in Southeast Asia are
rela vely a rac ve, but the region presents macro risks
typically associated with emerging markets. We believe
that these should not derail the opportunity.

This creates pricing ineﬃciencies and in turn, plenty of
opportuni es for ac ve investors to buy shares of quality
companies at mes when they trade meaningfully below
their intrinsic value. In turn, Southeast Asia oﬀers an
a rac ve environment to generate long-term returns on
equity securi es from a combina on of earnings growth
and a re-ra ng of valua on mul ples.

Summary
Growth is plen ful. A er the emergence of Japan in
the 1950’s and 1960’s, followed by the so-called “Asian
Tigers”2 in the 1970’s and 1980’s, and then China since
the 1990’s, Southeast Asia is now experiencing a wave of
social and economic transforma ons on a massive scale.
The popula ons of Vietnam, the Philippines, Thailand,
Indonesia and their neighboring countries are transi oning
from tradi onal agriculture to “modern” industry and
from rural areas to urban centers. In turn, the region is
modernizing rapidly, following a similar development path
to that taken earlier by the more economically advanced
northern Asian countries. Economic produc vity is
increasing, people are earning more and spending more,
fueling the growth of companies that provide them with
increasingly sophis cated goods and services. At the same
me, the development of physical and digital infrastructure

Industries are reloca ng to the region. Many companies
are reloca ng their manufacturing opera ons from China
to Southeast Asia, as China’s cost advantage has declined
and the country is now focused on manufacturing higher
value-added goods. The impact of this ongoing shi is
already visible as China’s share in global exports is falling
while Vietnam’s and Thailand’s shares have increased.5
This process is now accelera ng in the context of tensions
between China and the United States, and will provide
significant economic tailwinds to the whole region for
years to come.
Southeast Asia is also a significant beneficiary of China’s
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Belt and Road Ini a ve. Countries in the region,
Indonesia and Vietnam in par cular, have received large
infrastructure investments from China and are now
much be er integrated to the regional economy and
global supply chains.
The macroeconomic dynamics are rela vely a rac ve.
With 845 million people, Southeast Asia’s popula on is
larger than the United States’ and the European Union’s
combined!6 For the most part, the popula on is young
and growing, and demographics are generally favorable,
specifically in the Philippines, Malaysia, Indonesia, and
Vietnam.
In 2018, Southeast Asia’s aggregate GDP reached $3.1
trillion.7 If it were a single country, its economy would be
the 5th largest in the world, only surpassed by the United
States, China, Japan and Germany.
From a macroeconomic perspec ve, Southeast Asia is in
a much be er posi on today than it was during the 1997
Asian Financial Crisis or during the 2013 Taper Tantrum.
Reliance on external debt has been reduced, the
countries have built larger foreign exchange reserves,
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exchange rates are broadly floa ng, and current accounts
are either in modest deficit or in surplus, and are in part
funded by long-term FDI investments. There are some
notable excep ons to these otherwise posi ve macro
observa ons. For instance, Malaysia s ll has a rela vely
high level of external debt; the Philippines and Indonesia
have nega ve current accounts; all countries in Southeast
Asia except for Malaysia would suﬀer from higher oil prices.

Conclusion
We are mindful of other risk factors associated with
inves ng in the region. These include market vola lity and
illiquidity, which in many cases also represent the source
of investment opportuni es; poli cal turbulence, which
has been a nega ve in Thailand, Malaysia and Indonesia
in recent years; as well as corrup on and poor corporate
governance. These issues, typically associated with
emerging markets, will be par ally addressed by inves ng
through ac ve managers with a local presence and a long
experience in the region. Overall, based on several decades
working and inves ng in Asia, we believe that the risks do
not alter our long-term investment thesis.
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