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Asia’s technology development brings disruption 
to traditional industries

Paul Chan
Head of Multi-Asset & 
Hong Kong Pensions 
Invesco Hong Kong

Global equity markets rallied in the first half of the year, with Asia hitting new peaks across multiple markets. But as the 
fervor starts to recede, investors are becoming cautious of this surge’s sustainability. Paul Chan, Head of Multi-Asset 
& Hong Kong Pensions at Invesco, discusses his latest views on the Asian market and how pension investors should 
position themselves.

Q: Under the backdrop of the stellar global equity performance in the first half, what is your outlook on Asia for 
the rest of the year?

The Asian equity market had a thrilling ride in the first half, with the MSCI Asia ex-Japan Index recording 23%1 growth 
on the back of strong carry trades to Asia as a result of a weaker US dollar and difference in interest rates.

In the “old economy” segment, which consists of traditional blue-chip industries, the market saw a cyclical pickup 
with earnings improvement similar to that in Europe. Banks and commodity-related companies were particularly 
outstanding. On the other side of the spectrum, the “new economy”, characterized by high-growth companies that 
are on the cutting edge of technology, had significant earnings upgrades and structural growth. The combined 
strengthening of the “old” and “new” economies has sent South Korea’s KOSPI index upward for eight consecutive 
months through July 2017.2

Going forward, however, this uptrend may slow as commodity price have already rolled over. Asia will face pressure and 
could experience volatility from more US rate hikes and the Federal Reserve’s normalization of balance sheet, which will 
tighten USD liquidity and drive carry trade costs up, deterring US fund flows to Asia. It is also doubtful whether USD’s 
weakness will continue into 2018 given the anticipated monetary policy and the considerable depreciation already 
priced in during the first half of 2017.

Q: What opportunities do you see in Asian technology stocks?

The Asia ex-Japan information technology sector surged 35.37% in the first six months of 20173. These Asian tech 
stocks – traditional internet service, e-commerce and technology hardware companies with high profitability – will 
likely benefit from Asia’s young demographics, particularly in India, China and Southeast Asia, which have a high 
embracement of technology comparable to that in the US and Europe. For instance, India and China are gradually 
transforming into a cashless society with e-payment and e-commerce becoming the new norm (e.g. Alipay of China), 
and these services are almost always free. The convenience, almost non-existent pricing pressure, affordability and 
improved quality of living are the reasons behind the massive popularity of these e-services, even among the older 
generation.

Other up-and-coming industries like eSports are also gaining traction. The trend has just started in Asia but is quickly 
gaining audience. Global eSports enthusiasts will reach 191 million by the end of 2017, and 51% of them are 
expected to be from the Asia-Pacific region.4

These eSports companies usually own franchises to famous video or computer games with players from around 
the world and hold regular tournaments. They carry vast commercial interests from sponsorships by companies 
promoting to the young generation and offer significant prize money to tournament winners. For instance, Alibaba 
partnered with the International Esports Federation to host the first World Electronic Sports Games last year. Overall, 
it has pledged USD 150 million in investments and plans to develop eSports stadiums around China.5 

The many aspects of daily life like social media, gaming, shopping, payment, etc. Asian tech stocks cover explain why 
they are such an attractive investment case. In addition to changing the traditional technology environment, they 
are also having a significant impact on the overall economy. The market has started to see an adjustment to Asia’s 
persistently high inflation with technology improvement and a new shopping landscape. Business models are beginning 
to change by getting rid of the middleman and reducing markup, thus driving inflation down (see Figure 1).

I believe the next step for new technology will be artificial intelligence (AI). This market is expected to be worth more 
than USD 16 billion by 2022.6 The advancement of health care technology will also become a major theme with deeper 
implications. Virtual reality (VR) and augmented reality (AR) are also hot topics, but they are not yet major investment 
themes. 
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Note 1: Bloomberg, total return in USD from 30 December 2016 to 30 June 2017.
Note 2: Bloomberg, data in KRW as at 31 July 17, represented by Korea Stock Exchange KOSPI Index.
Note 3: Bloomberg, represented by MSCI AC Asia ex-Japan Information Technology Net Total Return USD Index. Total return in 
USD from 30 December 2016 to 30 June 2017.
Note 4: Newzoo, as at 14 February 2017. 
Note 5: Markets and Markets, retrieved 15 September 2017.
Note 6: The Esports Observer, 26 July 2016.
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Figure 1: Technology can influence inflation through a number of channels
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Source: HSBC, recreated from an original diagram from Sweden’s Riksbank, as of 22 June 2017.

Q: What are the potential headwinds facing Asia?

The “old economy” is probably going to be affected by a cyclical change combined with soft global demand, low growth, 
low inflation, a lack of pricing power and the rise of the “new economy”. Globally, technologies like e-commerce are 
disrupting traditional trade industries such as retail sales and commercial real estates, for example, as consumers no 
longer find physical shopping malls necessary (see Figure 2). Advanced technology and automation development are 
gradually replacing the old shopping mall experience, and those who used to work in related traditional businesses may 
face unemployment. However, companies that can adopt and embrace the advancement of technology are poised to 
see greater opportunities. In the US, affected companies try to find a solution by expanding their market share through 
merger and acquisition, but this trend so far is not widely observed in Asia.

While the “new economy” charts higher on the back of strong growth potential, valuations do look expensive 
compared with historical values. This could present a concern for investors , particularly if there are any unexpected 
disappointments in upcoming financial performance. Some speculative business models such as shared bike or car 
rental companies also require further observation and caution. 

Given the mix of growth potential and uncertainties surrounding Asia, pension investors who have a lower risk tolerance 
and shorter investment horizon should look for a balanced approach to safeguard their investments. In a low interest 
rate environment, an investment portfolio of high yield corporate bonds and low-volatility stocks that also cover 
more developed economies such as the US and Europe could be an ideal choice. High yield bonds provide consistent 
income liquidity, which is essential for retirement, while low-volatility stocks can provide growth potential while keeping 
unexpected price swings in check.

Figure 2: Technology poses threats to traditional trade industries
Expected job changes by 2020 due to technology, in millions
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Source: State Street Global Markets, World Economic Forum, International Federation of Robotics; data as of 15 May 2017. 
Countries/areas covered: Asean, Australia, Brazil, China, France, GCC, Germany, India, Italy, Japan, Mexico, South Africa, Turkey, 
UK, US.
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Strategic asset allocation

Asset Class Positive Negative

Equity • Dovish developed markets central  
banks

• Steady economic expansion in the 
US

• Rebound in energy and materials 
prices

• Low growth, low return with 
moderate experienced volatility

• Valuations at long term historical 
averages

• Downward earnings growth

Moderately favorable

Bond • Accommodative central banks 
policies

• Low inflation risk

• Valuation at multi-decade high

• Record lows in rates and yields

• Cyclical recovery expectation will 
raise bond yield

Less favorable

US Equity • Private sector balance sheets 
continue to strengthen

• Corporate profits benefit from 
globalization

• Economic growth momentum 
strengthened

• Valuation above long term average

• Below trend growth and inflationFavorable

Europe Equity • Current account continued to 
improve

• ECB started QE purchases of 
government bonds

• Cyclical recovery in earnings

• Brexit uncertainty

• Rising non-performing loans (NPLs)
for the Italian banking sector

• Jobless rates stayed elevated

Less favorable

Japan • Bank of Japan mulls more easing

• Healthy corporate balance sheets

• Valuation at below long-term 
averages

• Downgrade in earnings amid strong 
Yen

• Stubborn deflation

• Tight labor market dampens 
productivity growth

Neutral

Asia Pacific ex J, H, C* • Fundamentals appear to stabilize 
after two years of deterioration

• Gradual slowdown in growth

• Exports growth remain anemic

• Central bank have limited reason to 
ease monetary policy

• Valuation rose above long term 
averages

Less favorable

China & Hong Kong • Valuations below long-term average

• Economic growth in Mainland China 
has stabilized

• Banks are expected to see rising non-
performing loans

• High levels of corporate debts

• Weak domestic demand in Hong 
Kong

Less favorable

Source: Invesco, as at 31 July 2017. The strategic allocation is on a relative basis (From the perspective of Hong Kong pension 
investing). Opinions and forecasts are based on current market conditions and subject to change without notice. * J = Japan, H = 
Hong Kong, C = China (Mainland China)
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Important information

This document is produced by Invesco Hong Kong Limited 景順投資管理有限公司. All information is sourced from Invesco as at 10 September 2017, unless 
otherwise stated. All data are USD, unless otherwise stated.

This document has been prepared only for those persons to whom Invesco has provided it for informational purposes only. This document is not an offering of 
a financial product and is not intended for and should not be distributed to retail clients who are resident in jurisdiction where its distribution is not authorized 
or is unlawful. Circulation, disclosure, or dissemination of all or any part of this document to any person without the consent of Invesco is prohibited.

This document may contain statements that are not purely historical in nature but are "forward-looking statements", which are based on certain assumptions 
of future events. Forward-looking statements are based on information available on the date hereof, and Invesco does not assume any duty to update any 
forward-looking statement. Actual events may differ from those assumed. There can be no assurance that forward-looking statements, including any projected 
returns, will materialize or that actual market conditions and/or performance results will not be materially different or worse than those presented.

The information in this document has been prepared without taking into account any investor’s investment objectives, financial situation or particular needs. 
Before acting on the information the investor should consider its appropriateness having regard to their investment objectives, financial situation and needs.

You should note that this information:

• may contain references to amounts which are not in local currencies;

• may contain financial information which is not prepared in accordance with the laws or practices of your country of residence;

• may not address risks associated with investment in foreign currency denominated investments; and

• does not address local tax issues.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. Investment involves risk. Please review 
all financial material carefully before investing. The opinions expressed are based on current market conditions and are subject to change without notice. These 
opinions may differ from those of other Invesco investment professionals.

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose possession this marketing material may 
come are required to inform themselves about and to comply with any relevant restrictions. This does not constitute an offer or solicitation by anyone in any 
jurisdiction in which such an offer is not authorised or to any person to whom it is unlawful to make such an offer or solicitation.


