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Strat’ Shot 
Fed tightening is looming: Impact on Asia equities 
 

 

The Fed looks certain to begin tightening on December 16. While EM Asia equity markets 

could rally, the region remains more vulnerable than other EMs given the impact potential 

of CNY depreciation on currency stability and the lesser impact of a commodity rally on 

Asia equities. For the short term, a dovish Fed stance would be bearish for Japan equities. 

 Fed tightening among cross-asset classes: relief on oil and EM currencies. Our Global 

Asset Allocation team expects the Fed to combine the first rate hike with a dovish stance. This 

should provide relief to markets, especially on the commodity complex – and primarily on oil 

given that the high levels of shorts by hedge funds could normalize (as we describe in the latest 

edition of Hedge Fund Watch). Among EM currencies, the relief rally will essentially be in Eastern 

Europe and Latam currencies as Asia remains vulnerable to further CNY depreciation. (See our 

Talking Points of 15 December 2015].  

 EM Asia currencies to weigh on equities. While we believe equity markets such as 

Thailand and Malaysia could directly or indirectly benefit from rising oil prices and see a rebound 

following the last three weeks sell-off, we are not increasing positions there yet due to the 

currency fragility. Within EM Asia, India remains our preferred market, as it combines a more 

resilient currency with stronger growth prospects led by investment, and ultimately driving an 

earnings recovery. 

 Large net US$ longs against the JPY, a short-term risk to Japan equities. The latest 

Hedge Fund Watch also reveals large net US$ longs against the yen. A dovish tone from the Fed 

raises the odds of the Japanese currency strengthening, adversely impacting Japan equities. 

Over the longer run, we expect Japan equities to continue to benefit from improving corporate 

governance and an undervalued currency (which we forecast to remain in a 120-125 range over 

the next 12 months).  

 HK market vulnerability and short-term opportunity in the real estate sector. The Hang 

Seng Index is exposed to the double risk of US interest rate hikes and a China slowdown 

(through bank lending to mainland institutions, lower growth impacting retail sales in HK, and 

CNY depreciation). On the former, the risk specifically lies in the consequences of further Fed 

hikes to HK household debt-servicing. In its Half Year Monetary and Financial Stability Report 

the Hong Kong Monetary Authority warns that the Debt Servicing Index would jump to the high 

reached in 2006 (from 48.1 in Q2 2015 to 66.2) in the event of a 300bp increase in interest rates1. 

Conversely a more dovish tone would support the Hang Seng Property Index, which is currently 

trading close to record low (0.70x the book value) and whose net asset value average is at 44% 

to 11 December share prices. 

                                                           
1
 Half-Yearly Monetary & Financial Stability Report (September 2015) http://www.hkma.gov.hk/eng/publications-and-

research/half-yearly-monetary-and-financial-stability-report/201509.shtml 
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EM Asia currencies could catch up with other EM currencies on the downside  

  

 
Asian currencies: China, Korea, Taiwan, India, Indonesia, Malaysia, Thailand, Philippines. Latam currencies: Mexico, Brazil, Chile, Colombia, Peru 

EMEA: Poland, Hungary, Czech Republic, Romania, Russia, Turkey, South Africa. Source: IMF, MSCI, Datastream, SG Cross Asset Research/Global 

Asset Allocation 

Hang Seng Property Index – Price to Book Value 

  

 
Source: Bloomberg, SG Cross Asset Research/Equity Strategy 
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APPENDIX 
 
ANALYST CERTIFICATION 

The following named research analyst(s) hereby certifies or certify that (i) the views expressed in the research report accurately reflect his or 

her or their personal views about any and all of the subject securities or issuers and (ii) no part of his or her or their compensation was, is, or 

will be related, directly or indirectly, to the specific recommendations or views expressed in this report: Frank Benzimra, Vivek R Misra, Rajat 

Agarwal 

 

The analyst(s) who author research are employed by SG and its affiliates in locations, including but not limited to, Paris, London, New York, 

Dallas, Hong Kong, Tokyo, Bangalore, Mumbai, Frankfurt, Madrid, Milan, Seoul, Warsaw and Moscow. 

 
SG EQUITY RESEARCH RATINGS on a 12 months period 

BUY: absolute total shareholder return forecast of 15% or more 

over a 12 month period. 

HOLD: absolute total shareholder return forecast between  0% 

and +15% over a 12 month period. 

SELL: absolute total shareholder return forecast below  0% over a 

12 month period. 

Total shareholder return means forecast share price appreciation 

plus all forecast cash dividend income, including income from 

special dividends, paid during the 12 month period.  Ratings are 

determined by the ranges described above at the time of the 

initiation of coverage or a change in rating  (subject to limited 

management discretion). At other times, ratings may fall outside of 

these ranges because of market price movements and/or other  

short term volatility or trading patterns. Such interim deviations 

from specified ranges will be permitted but will become subject to 

review by research management. 

Sector Weighting Definition on a 12 months period: 

The sector weightings are assigned by the SG Equity Research 

Strategist and are distinct and separate from SG equity research 

analyst ratings. They are based on the relevant MSCI. 

OVERWEIGHT: sector expected to outperform the relevant broad 

market benchmark over the next 12 months. 

NEUTRAL: sector expected to perform in-line with the relevant 

broad market benchmark over the next 12 months. 

UNDERWEIGHT: sector expected to underperform the relevant 

broad market benchmark over the next 12 months. 

The Preferred and Least preferred stocks are selected by the 

covering analyst based on the individual analyst’s coverage 

universe and not by the SG Equity Research Strategist. 

 Equity rating and dispersion relationship 

    

 
Source: SG Cross Asset Research/Equity 

   

 
All pricing information included in this report is as of market close, unless otherwise stated. 

 
MSCI DISCLAIMER: The MSCI sourced information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without 

prior written permission of MSCI, this information and any other MSCI intellectual property may not be reproduced, redisseminated or 

used to create any financial products, including any indices. This information is provided on an “as is” basis. The user assumes the entire 

risk of any use made of this information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling the 

information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular 

purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any 

third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan 

Stanley Capital International and the MSCI indexes are service marks of MSCI and its affiliates or such similar language as may be 

provided by or approved in advance by MSCI. 

 
 

 

 

 

 

 
FOR DISCLOSURES PERTAINING TO COMPENDIUM REPORTS OR RECOMMENDATIONS OR ESTIMATES MADE ON SECURITIES 

OTHER THAN THE PRIMARY SUBJECT OF THIS RESEARCH REPORT, PLEASE VISIT OUR GLOBAL RESEARCH DISCLOSURE 

WEBSITE AT http://www.sgresearch.com/compliance.rha  or call +1 (212).278.6000 in the U.S. 
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European Specialty Sales  

If a European specialist sales personnel is listed on the cover of research reports, these employees are in SG’s Global Markets division 

responsible for the sales effort in their sector and are not part of SG’s Cross-Asset Research Department.    Specialist Sales do not contribute 

in any manner to the content of research reports in which their names appear. 

 
SG has mandatory research policies and procedures that are reasonably designed to (i) ensure that purported facts in research reports are 

based on reliable information and (ii) to prevent improper selective or tiered dissemination of research reports. The analyst(s) responsible for 

preparing this report receive compensation that is based on various factors including SG’s total revenues, a portion of which are generated by 

investment banking activities. 

 
Non-U.S. Analyst Disclosure:  The name(s) of any non-U.S. analysts who contributed to this report and their SG legal entity are listed below.  

U.S. analysts are employed by SG Americas Securities LLC.  The non-U.S. analysts are not registered/qualified with FINRA, may not be 

associated persons of SGAS and may not be subject to the FINRA restrictions on communications with a subject company, public 

appearances and trading securities held in the research analyst(s)’ account(s): Frank Benzimra Société Générale Hong Kong, Vivek R Misra 

Société Générale Bangalore, Rajat Agarwal Société Générale Bangalore  

 
IMPORTANT DISCLAIMER:  The information herein is not intended to be an offer to buy or sell, or a solicitation of an offer to buy or sell, any 

securities and has been obtained from, or is based upon, sources believed to be reliable but is not guaranteed as to accuracy or completeness.  

Material contained in this report satisfies the regulatory provisions concerning independent investment research as defined in MiFID. Information 

concerning conflicts of interest and SG’s management of such conflicts is contained in the SG’s Policies for Managing Conflicts of Interests in 

Connection with Investment Research which is available at https://www.sgresearch.com/Content/Compliance/Compliance.aspx SG does, from 

time to time, deal, trade in, profit from, hold, act as market-makers or advisers, brokers or bankers in relation to the securities, or derivatives 

thereof, of persons, firms or entities mentioned in this document and may be represented on the board of such persons, firms or entities.  SG 

does, from time to time,  act as a principal trader in  equities or debt securities that may be referred to in this report and may hold equity or 

debt securities positions.  Employees of SG, or individuals connected to them, may from time to time have a position in or hold any of the 

investments or related investments mentioned in this document.   SG is under no obligation to disclose or take account of this document when 

advising or dealing with or on behalf of customers.  The views of SG reflected in this document may change without notice.  In addition, SG 

may issue other reports that are inconsistent with, and reach different conclusions from, the information presented in this report and is under 

no obligation to ensure that such other reports are brought to the attention of any recipient of this report.    To the maximum extent possible at 

law, SG does not accept any liability whatsoever arising from the use of the material or information contained herein.  This research document 

is not intended for use by or targeted to retail customers.  Should a retail customer obtain a copy of this report he/she should not base his/her  

investment decisions solely on the basis of this document and must seek independent financial advice. 

 

The financial instruments discussed in this report may not be suitable for all investors and investors must make their own informed decisions 

and seek their own advice regarding the appropriateness of investing in financial instruments or implementing  strategies discussed herein.    

The value of securities and financial instruments is subject to currency exchange rate fluctuation that may have a positive or negative effect on 

the price of such securities or financial instruments, and investors in securities such as ADRs effectively assume this risk.  SG does not provide 

any tax advice.  Past performance is not necessarily a guide to future performance.   Estimates of future performance are based on 

assumptions that may not be realized.  Investments in general, and derivatives in particular, involve numerous risks, including, among others, 

market, counterparty default and liquidity risk.   Trading in options involves additional risks and is not suitable for all investors.  An option may 

become worthless by its expiration date, as it is a depreciating asset.  Option ownership could result in significant loss or gain, especially for 

options of unhedged positions. Prior to buying or selling an option, investors must review the "Characteristics and Risks of Standardized 

Options" at http://www.optionsclearing.com/about/publications/character-risks.jsp or from your SG representative. Analysis of option trading 

strategies does not consider the cost of commissions. Supporting documentation for options trading strategies is available upon request. 

 

Notice to French Investors:  This publication is issued in France by or through Société Générale ("SG") which is authorised and supervised 

by the Autorité de Contrôle Prudentiel et de Résolution (ACPR) and regulated by the Autorité des Marchés Financiers (AMF). 

Notice to U.K. Investors:  Société Générale is a French credit institution (bank) authorised by the Autorité de Contrôle Prudentiel (the French 

Prudential Control Authority) and the Prudential Regulation Authority and subject to limited regulation by the Financial Conduct Authority and 

Prudential Regulation Authority. Details about the extent of our authorisation and regulation by the Prudential Regulation Authority, and 

regulation by the Financial Conduct Authority are available from us on request. 

Notice to Swiss Investors: This document is provided in Switzerland by or through Société Générale Paris, Zürich Branch, and is provided 

only to qualified investors as defined in article 10 of the Swiss Collective Investment Scheme Act (“CISA”) and related provisions of the 

Collective Investment Scheme Ordinance and in strict compliance with applicable Swiss law and regulations. The products mentioned in this 

document may not be suitable for all types of investors. This document is based on the Directives on the Independence of Financial Research 

issued by the Swiss Bankers Association (SBA) in January 2008. 

Notice to Polish Investors: this document has been issued in Poland by Societe Generale S.A. Oddzial w Polsce (“the Branch”) with its 

registered office in Warsaw (Poland) at 111 Marszałkowska St. The Branch is supervised by the Polish Financial Supervision Authority and the 

French ”Autorité de Contrôle Prudentiel”. This report is addressed to financial institutions only, as defined in the Act on trading in financial 

instruments. The Branch certifies that this document has been elaborated with due dilligence and care. 

Notice to U.S. Investors: For purposes of SEC Rule 15a-6, SG Americas Securities LLC (“SGAS”) takes responsibility for this research report. 

This report is intended for institutional investors only. Any U.S. person wishing to discuss this report or effect transactions in any security 

discussed herein should do so with or through SGAS, a U.S. registered broker-dealer and futures commission merchant (FCM).   SGAS is a 

member of FINRA, NYSE and NFA. Its registered address at 245 Park Avenue, New York, NY, 10167. (212)-278-6000. 

Notice to Canadian Investors: This document is for information purposes only and is intended for use by Permitted Clients, as defined under 

National Instrument 31-103, Accredited Investors, as defined under National Instrument 45-106, Accredited Counterparties as defined under 

the Derivatives Act (Québec) and "Qualified Parties" as defined under the ASC, BCSC, SFSC and NBSC Orders   

Notice to Singapore Investors:  This document is provided in Singapore by or through Société Générale ("SG"), Singapore Branch and is 

provided only to accredited investors, expert investors and institutional investors, as defined in Section 4A of the Securities and Futures Act, 

Cap. 289.  Recipients of this document are to contact Société Générale, Singapore Branch in respect of any matters arising from, or in 
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connection with, the document.  If you are an accredited investor or expert investor, please be informed that in SG's dealings with you, SG is  

relying on the following exemptions to the Financial Advisers Act, Cap. 110 (“FAA”): (1) the exemption in Regulation 33 of the Financial 

Advisers Regulations (“FAR”), which exempts SG from complying with Section 25 of the FAA on disclosure of product information to clients; 

(2) the exemption set out in Regulation 34 of the FAR, which exempts SG from complying with Section 27 of the FAA on recommendations; 

and (3) the exemption set out in Regulation 35 of the FAR, which exempts SG from complying with Section 36 of the FAA on disclosure of 

certain interests in securities. 

Notice to Hong Kong Investors:  This report is distributed in Hong Kong by Société Générale, Hong Kong Branch which is licensed by the 

Securities and Futures Commission of Hong Kong under the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) 

("SFO"). This document does not constitute a solicitation or an offer of securities or an invitation to the public within the meaning of the SFO.  

This report is to be circulated only to "professional investors" as defined in the SFO. 

Notice to Japanese Investors: This publication is distributed in Japan by Societe Generale Securities (North Pacific) Ltd., Tokyo Branch, 

which is regulated by the Financial Services Agency of Japan.  This document is intended only for the Specified Investors, as defined by the 

Financial Instruments and Exchange Law in Japan and only for those people to whom it is sent directly by Societe Generale Securities (North 

Pacific) Ltd., Tokyo Branch, and under no circumstances should it be forwarded to any third party. The products mentioned in this report may 

not be eligible for sale in Japan and they may not be suitable for all types of investors. 

Notice to Korean Investors: This report is distributed in Korea by SG Securities Korea Co., Ltd which is regulated by the Financial 

Supervisory Service and the Financial Services Commission. 

Notice to Australian Investors: Societe Generale is exempt from the requirement to hold an Australian financial services licence (AFSL) under 

the Corporations Act 2001 (Cth) in respect of financial services, in reliance on ASIC Class Order 03/824, a copy of which may be obtained at 

the web site of the Australian Securities and Investments Commission, http://www.asic.gov.au. The class order exempts financial services 

providers with a limited connection to Australia from the requirement to hold an AFSL where they provide financial services only to wholesale 

clients in Australia on certain conditions. Financial services provided by Societe Generale may be regulated under foreign laws and regulatory 

requirements, which are different from the laws applying in Australia. 
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