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T. ROWE PRICE INSIGHTS
ON INTERNATIONAL EQUITIES

KEY INSIGHTS
■■ The Asia ex‑Japan region offers investors a rich, highly diverse opportunity set. 

Particularly interesting are those often overlooked companies that can potentially 
deliver modest earnings growth, consistently, year after year. 

■■ U.S.‑China trade tensions have clouded the near‑term outlook in the Asia 
ex‑Japan region. However, China’s domestic A shares market continues to 
represent a rich, longer‑term opportunity set.

■■ In May 2019, the T. Rowe Price Asia Opportunities Equity Strategy celebrated its 
five‑year anniversary, recording positive excess returns every year since inception.

Compounding the 
Growth Opportunity 
in Asia Ex‑Japan
In a more volatile world, high‑conviction, quality‑focused 
investing is key.

Asia ex‑Japan offers fertile 
ground for finding quality, 
well‑managed companies with 

the potential to grow their earnings 
consistently, year after year. While the 
U.S.‑China trade conflict is a near‑term 
headwind, long‑term prospects for the 
region, backed by robust domestic 
demand, remain encouraging.

Accessing Asia’s growing range of 
investment possibilities brings many 
unique challenges. Not least of which is 
how to uncover potential winners from a 
vast and extremely diverse opportunity 
set. This is where experience in the 
region and the support of a large, 
global research platform are crucial 
in helping to identify compelling 
opportunities at an early stage. 

Managing the Uncertainty of 
Trade Disputes

We are constructive about the long‑term 
outlook for the Asia ex‑Japan region. 
Chinese economic growth, while 
slowing in recent years, continues to 
outpace other developed economies 
by some margin, providing a powerful 
engine for the region. Long‑term 
secular themes, such as rising wealth, 
technological advancement, and positive 
demographics, add further support. 

More immediately, however, the 
U.S.‑China trade conflict is creating 
uncertainty, and this is clouding the 
earnings outlook for many Chinese 
companies. We have long been 
enthusiastic about China and the 
domestic A shares market, but the 
current trade impasse has cast a 
shadow over the region in the near term. 
Trade negotiations have been marked 
by expressions of tariff brinkmanship 
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that could ultimately have the effect of 
restricting both sides’ negotiating stance, 
making it even harder to achieve a 
meaningful compromise.  

Given this backdrop, we hold no 
meaningful exposure to exporters or 
trade‑related names. At the end of May, 
we also reduced the portfolio’s allocation 
to China to neutral, taking the opportunity 
to consolidate our exposure into fewer 
high‑conviction holdings. Around 7% of 
the portfolio remains in China A shares as 
of the end of May 2019, down from 11% 
in April.1 This weighting is still significantly 
above the average levels held by our 
peer group competitors and is a clear 
reflection of our longer‑term optimism 
about the opportunity set in China. 

Transformative Access to the 
Middle Kingdom

The implementation of the Stock 
Connect link between China’s mainland 
markets and the Hong Kong Stock 
Exchange in 2014 and 2016 was 
transformative. It provided foreign 
investors with access to the huge 
potential of the China A shares market for 
the first time. Despite this seismic shift, 
however, foreign ownership of China A 
shares remains low, at around just 3%. 

The hugely underpenetrated nature of 
the A shares market becomes clear 
when compared with other Asian 
markets like Taiwan or Korea, each of 
which are around 40% owned by foreign 
investors (Figure 1). This disparity 
highlights the untapped opportunity that 
exists in China and the vast potential 
open to foreign investors at a still early 
stage of the market’s development.

A High‑Quality, Longer‑Term 
Investment Focus 

In May 2019, the T. Rowe Price 
Asia Opportunities Equity Strategy 
celebrated its five‑year anniversary. 
Over this period, the composite 
outperformed its comparative MSCI 
All Country Asia ex Japan Index (Net), 
delivering positive annualized excess 
returns each year since inception.2  

The strategy’s investment approach 
centers on high‑conviction stock 
picking—targeting high‑quality 
companies and adopting a longer‑term 
investment perspective. A lot of investors 
in Asia ex‑Japan associate the region 
with high‑growth investing, and, certainly, 
if you can pick the right companies 
each time, the payoff can be excellent. 
However, the risk is also high.  

1 Source: T. Rowe Price, as of May 31, 2019.
2 Source: T. Rowe Price and MSCI (see Additional Disclosures). Figures are calculated in USD, net of fees, rolling 12‑month returns, covering period 
May 21, 2014 (Composite inception date) to May 31, 2019. Returns shown with reinvestment of dividends after the deduction of withholding taxes.

(Fig. 1) The China A Shares Market Remains 
Significantly Underpenetrated 
Comparative foreign ownership of world stock markets
As of March 31, 2019
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Our preference is to invest in more 
stable, moderate growth businesses. 
Companies we target might deliver 
more modest growth of around 15% 
a year, but they can potentially deliver 
this reliably and consistently through 
the investment cycle, year after year. 
Among the characteristics that these 
quality growth‑compounding companies 
typically display include capable 
management teams, predictable 
earnings growth, strong balance sheets, 
and healthy free cash flows. 

Allocation Channeled to 
High‑Conviction Ideas

We favor highly cash‑generative 
companies. As a result, the portfolio 
tends to have a natural bias toward 
domestically oriented businesses 
expected to benefit from growth in 
disposable incomes. A principal example 
is Yum China, the fast‑food chain 
operator of the KFC, Pizza Hut, and Taco 
Bell franchises in China. We have owned 
this highly cash‑generative business 
since October 2016 (and the company 
it spun out from, Yum! Brands, since 
inception in 2014), and, as of May 31, 
2019, it is among the top contributors 
to the portfolio’s outperformance during 
this time. 

Another quality growth compounder 
owned since the Asia Opportunities 
Equity Strategy’s inception is China 
Vanke, one of the country’s largest 
homebuilders. The average foreign 
investor regards Chinese property 
stocks as highly volatile and only 
investible with a positive view of the 
cycle. However, looking more closely 
at what drives the profit and loss of 
Chinese homebuilders, it is principally 
about gains in market share. So, while 
some might expect the financials of 
housebuilders in China to fluctuate 
wildly, this is really a story of rapid 
industry consolidation, with the larger 

players taking a growing share of the 
housing market. As such, China Vanke 
does not look like a cyclical story at all, 
but, rather, one of steady compound 
growth given its consistent market share 
gains. And as many investors remain 
nervous about Chinese homebuilders, 
the company trades at a low five or six 
times earnings with a 5% dividend yield. 

Another business that occupies a 
strong position in a consolidating 
sector is Yixintang Pharmaceutical. 
The China A shares‑listed pharmacy 
chain is looking to become the 
leading player in southwest China, a 
region with a burgeoning population 
of nearly 200 million people. The 
company focuses largely on dispensing 
medication, but it has the potential to 
diversify into other consumer products, 
such as beauty and health. Yixintang 
Pharmaceutical is another low‑beta 
growth compounder, with a strategy that 
is aligned to government policy and a 
potential beneficiary of consolidation in 
China’s pharmacy retail sector. 

Quality Focus Helps to Mitigate 
Downside Risk

A clear belief in active, high‑conviction 
investing is evidenced by the 
construction of the portfolio. The 
top 20 of the representative portfolio’s 
53 holdings, as of May 31, 2019, made 
up 62% of the total portfolio.The focus 
on high‑quality companies that can 
consistently compound growth over time 
is duly reflected in the fact that around 
30% of the portfolio has not changed 
since inception.3 

Analysis of the strategy’s 
outperformance since inception also 
provides some important insights. This 
confirms the composite’s strong upside 
capture in rising markets, while limiting 
the potential downside participation 
when markets are in decline. Over the 
five years ended May 31, 2019, the 

We look to buy 
high‑quality 
companies run by 
high‑quality people 
and hold them for 
the long term.
— Eric Moffett
Portfolio Manager, T. Rowe Price 
Asia Opportunities Equity Strategy

3 Source: T. Rowe Price, as of May 31, 2019. The representative portfolio is an account in the composite we believe most closely reflects current 
portfolio management style for the strategy. Performance is not a consideration in the selection of the representative portfolio. The characteristics 
of the representative portfolio shown may differ from those of other accounts in the strategy.
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composite’s upside capture ratio was 
102%, while the downside capture was 
limited to just 79%.4  

Opportunity Abounds as We Look to 
the Future

The Asia ex‑Japan region continues to 
offer exciting opportunities, in our view. 
The broad and diverse universe presents 
a range of good‑quality companies, 
many of which offer attractive valuations. 
That said, the near‑term environment 
is not without challenges, most 
notably the uncertainty surrounding 
the ongoing U.S.‑China trade conflict. 

This environment is conducive to 
research‑driven, conviction‑based 
investing.

For the T. Rowe Price Asia Opportunities 
Equity Strategy, we continue to follow 
a consistent, time‑tested approach—
identifying quality, cash‑generative 
businesses, run by capable 
management, and holding these 
companies in order that they can 
continue to compound growth potential 
over time.

WHAT WE’RE WATCHING NE X T 
We maintain our long‑term enthusiasm about China but are mindful 
of the elevated risk in the near term, due to the trade conflict with the 
U.S. We are keeping a close eye on developments here. After trade 
negotiations broke down completely in May, U.S. President Donald Trump 
and Chinese President Xi Jinping have recently agreed to resume trade 
discussions once more. For now, this is a positive, but talking can only 
take you so far.

Key Risks—The following risks are materially relevant to the strategy highlighted in this material: Transactions in securities 
denominated in foreign currencies are subject to fluctuations in exchange rates which may affect the value of an investment. 
Returns can be more volatile than other, more developed, markets due to changes in market, political and economic conditions.

Additional Disclosures

MSCI and its affiliates and third‑party sources and providers (collectively, “MSCI”) makes no express or implied warranties or representations and shall have 
no liability whatsoever with respect to any MSCI data contained herein. The MSCI data may not be further redistributed or used as a basis for other indices 
or any securities or financial products. This report is not approved, reviewed, or produced by MSCI. Historical MSCI data and analysis should not be taken as 
an indication or guarantee of any future performance analysis, forecast or prediction. None of the MSCI data is intended to constitute investment advice or a 
recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such.

4 Source: T. Rowe Price, as of May 31, 2019.
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Important Information
The specific securities identified and described do not represent all of the securities purchased, sold, or recommended for the portfolio, and no assumptions 
should be made that the securities identified and discussed were or will be profitable.

This material is being furnished for general informational purposes only. The material does not constitute or undertake to give advice of any nature, including 
fiduciary investment advice, and prospective investors are recommended to seek independent legal, financial and tax advice before making any investment 
decision. T. Rowe Price group of companies including T. Rowe Price Associates, Inc. and/or its affiliates receive revenue from T. Rowe Price investment products 
and services. Past performance is not a reliable indicator of future performance. The value of an investment and any income from it can go down as well as up. 
Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any 
jurisdiction or to conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’ 
accuracy or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date written and are subject 
to change without notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances should the 
material, in whole or in part, be copied or redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is 
provided upon specific request. It is not intended for distribution to retail investors in any jurisdiction.

Australia—Issued in Australia by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, 
Suite 50B, Sydney, NSW 2000, Australia. For Wholesale Clients only.

Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited 
Investors as defined under National Instrument 45‑106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment 
management services.

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd. This material is communicated on behalf of T. Rowe Price International 
Ltd. by its representative office which is regulated by the Dubai Financial Services Authority. For Professional Clients only.

EEA ex‑UK—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.à r.l. 35 Boulevard du Prince Henri 
L‑1724 Luxembourg which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.

Hong Kong—Issued in Hong Kong by T. Rowe Price Hong Kong Limited, 21/F, Jardine House, 1 Connaught Place, Central, Hong Kong. T. Rowe Price Hong Kong 
Limited is licensed and regulated by the Securities & Futures Commission. For Professional Investors only.

New Zealand—Issued in New Zealand by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer 
Place, Suite 50B, Sydney, NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or 
delivered in New Zealand, nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other than in 
circumstances where there is no contravention of the Financial Markets Conduct Act 2013.

Singapore—Issued in Singapore by T. Rowe Price Singapore Private Ltd., No. 501 Orchard Rd, #10‑02 Wheelock Place, Singapore 238880. T. Rowe Price 
Singapore Private Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only.

Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors only.

UK—This material is issued and approved by T. Rowe Price International Ltd, 60 Queen Victoria Street, London, EC4N 4TZ which is authorised and regulated by 
the UK Financial Conduct Authority. For Professional Clients only.

USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and Exchange 
Commission. For Institutional Investors only.

© 2019 T. Rowe Price. All rights reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/or apart, trademarks 
of T. Rowe Price Group, Inc.

T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 


