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There are a number of supportive structural trends
shaping the opportunity in Asian equities, many of which—
perhaps counterintuitively—have been amplified by the
pandemic and U.S.-China trade tensions.
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“Across other emerging Asian markets like ASEAN and
India, the new digital economy is still fairly nascent and
immature, thereby providing many opportunities for investors
to capture the long-term growth that results from the rise of
technological ubiquity and the digital economy.”
Asian markets have performed well amid the worst global economic backdrop since the Great Depression.
Indeed, 2020 has shaped up to be a year of many paradoxes—the year has brought with it a severe economic
contraction as governments shut down activities, yet we have seen new highs in select stock markets, largely
due to governments’ aggressive fiscal and monetary policies. In terms of market performance, there are
also sharply contrasting developments—between the technology and non-technology sectors, the Asian
economies that have been successful in containing the virus and those that are still plagued by the pandemic,
and the beneficiaries of the work-from-home environment and its victims.
Reflecting these characteristics, the North Asian markets have outperformed the ASEAN region this year
given their greater tech exposure and success in containing COVID. Growth stocks—which typically include
beneficiaries of the pandemic like tech, health care and new consumption companies—also outperformed
value stocks like banks and tourism, which have been more challenged by the pandemic.
Markets were able to bounce off the lows in March much faster than expected—especially in the context
of the extent of the contraction and the number of job losses—thanks to timely and aggressive actions by
central banks and governments. At the same time, COVID has helped accelerate a number of structural
trends, leading to a significant re-rating of large cap companies in the tech space.
While the pandemic remains troublesome with second and third waves now flaring up in Europe and the
U.S., we expect the global economy to continue its path to recovery in 2021. In addition to this, we are likely
closer to finding an effective vaccine that can help unlock economies still struggling with containment.
With earnings bottoming out this year and the recovery broadening from economies beyond China and
North Asia to ASEAN and India, especially once a vaccine becomes available, we are constructive on the
outlook for Asian equities as a whole—a view that is underpinned by the following four secular themes.

Digitalization of the Economy
Across the world, the COVID pandemic has accelerated the inevitable pervasiveness of technology in our
lives and the ascendency of the digital economy. Within technology, Asia leads and lags in different areas. For
example, e-commerce and financial tech are further penetrated in China than the rest of the world—and even
leading developed markets—in terms of adoption. But in other areas like IT spending and cloud infrastructure,
China still lags the U.S. despite massive amounts of data generation. Across other emerging Asian markets
like ASEAN and India, the new digital economy is still fairly nascent and immature, thereby providing many
opportunities for investors to capture the long-term growth that results from the rise of technological ubiquity
and the digital economy. The key is selecting the emerging leaders in ASEAN and India.
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Notwithstanding the relative immaturity of the new economy in Asia, the composition of the
region’s equity markets is gradually reflecting this dynamic. While the old economy giants, such as
China Mobile and Industrial and Commercial Bank of China, were the largest companies in China
over five years ago, new economy giants Tencent and Alibaba have leapfrogged them in value and
continue to create significantly more value for shareholders (FIGURE 1). The ASEAN region appears
to be undergoing a similar change currently, with ASEAN’s leading e-commerce platform and
game developer, SEA Limited, taking over old economy titans Development Bank of Singapore and
Singapore Telecommunications (FIGURE 2).
The rise of the digital economy presents an exciting secular growth opportunity for investors.
There are multiple ways to gain exposure along the different value chains—ranging from content
owners like Tencent and platforms like Alibaba, to infrastructure enablers like Taiwan Semiconductor
Manufacturing Company and Samsung.

FIGURE 1:
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FIGURE 2:

ASEAN—New Economy vs. Old Economy
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Demographics: An Influential Asian Middle Class
One of the greatest secular attractions of investing in Asia is its powerful demographic story. In the next
10 years, Asia is expected to have the largest middle class population in the world and become the largest
middle class market in value, led by both China and India (FIGURE 3). Knowing who this key Asian middle
class is, and what they want to buy, is key for companies’ growth prospects—and for uncovering the
companies best positioned to benefit from this structural trajectory.

FIGURE 3:

Global Distribution of the Middle Class to 2030
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Arguably, the most influential Asian middle class today is the Chinese millennials, who account for roughly
25% of the population1—although we expect Indian millennials to become increasingly significant over
the next decade. As this generation of Chinese millennials has aged into its prime consumption years, the
effects on the market have been significant. For one, millennials’ spending on luxury brands equated to
roughly RMB 415 billion in 2018, far outpacing that of older generations. 2 Compared to Gen Xers, millennial
consumption of luxury goods, from handbags to clothing to luggage, is expected to increase notably in the
future, by as much as 50%. 3
In terms of distribution channels, having an online/e-commerce presence is crucial—as unsurprisingly,
Chinese millennials are very comfortable with e-commerce. Given millennials’ extensive social media
usage, leveraging this channel as a source of product feedback can help companies come up with more
marketable products faster. One example of a company using e-commerce to drive sales growth and
improvements in margins is Li Ning, a Chinese sporting goods company. Li Ning is also benefiting from the
trend of Chinese millennials preferring local brands as they become more confident and appreciative of
their own culture and identity—something that should also benefit local brands more broadly.

De-Globalization & Supply Chain Diversification
De-globalization is another structural trend shaping the investment opportunity in Asia. Over the last
decade, many large multinational corporations have looked to diversify their manufacturing supply
chains beyond China, driven primarily by the country’s rising labor costs compared to other regions. More
recently, the trade tensions between the U.S. and China, and the resulting tariffs, have amplified the efforts
of companies to relocate. COVID, too, has accelerated this trend in many ways, exposing supply chain
vulnerabilities and underscoring the importance of diversification beyond one country.
1. Sources: UN World Population Prospects; Barings. As of August 2019.
2. Source: McKinsey & Co. As of April 2019.
3. Source: CRR. As of June 2018.
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In many cases, countries in ASEAN and India have been the

FIGURE 4:
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China increasingly looks to localize and internalize key technologies
in order to limit its reliance on external manufacturers, companies in
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Increasing scrutiny from institutional shareholders could also add pressure on
corporates to focus more on environmental, social and governance (ESG) related
issues. Indeed, at Barings, we have increased engagements with companies this
year. We have also fully integrated a dynamic and proprietary ESG evaluation
approach into our investment process, and through active engagement, we seek
to promote positive change in firms’ ESG practices.

Capitalizing on an Inefficient Market
Asian equities are an inefficient asset class and remain a fertile ground for active,
bottom-up investors with a robust and proven investment philosophy and
process to generate alpha. As we look across the markets today, we continue to
find many companies whose medium-term (5-year) earnings outlook is not fully
captured in current share prices.
In the near term, markets are likely to remain volatile. However, due largely to the
supportive secular trends unfolding across the region, we see good long-term
potential in Asian equities—and believe that times of stress and volatility can result
in opportunities to purchase well-positioned companies at attractive prices.

“Asian equities are an inefficient asset class and remain a
fertile ground for active, bottom-up investors with a robust and
proven investment philosophy and process to generate alpha.”
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Barings is a $354 billion* global investment manager sourcing differentiated opportunities and building
long-term portfolios across public and private fixed income, real estate and specialist equity markets. With investment
professionals based in North America, Europe and Asia Pacific, the firm, a subsidiary of MassMutual, aims to serve
its clients, communities and employees, and is committed to sustainable practices and responsible investment.

IMPORTANT INFORMATION
Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are
subject to change without notice, dependent upon many factors. Any prediction, projection or forecast is not
necessarily indicative of the future or likely performance. Investment involves risk. The value of any investments
and any income generated may go down as well as up and is not guaranteed by Barings or any other person.
PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio
compositions and or examples set forth in this document are provided for illustrative purposes only and are not
indicative of any future investment results, future portfolio composition or investments. The composition, size of,
and risks associated with an investment may differ substantially from any examples set forth in this document. No
representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes
in the currency exchange rates may affect the value of investments. Prospective investors should read the offering
documents, if applicable, for the details and specific risk factors of any Fund/Strategy discussed in this document.
Barings is the brand name for the worldwide asset management and associated businesses of Barings LLC and its
global affiliates. Barings Securities LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings Australia Pty
Ltd, Barings Japan Limited, Baring Asset Management Limited, Baring International Investment Limited, Baring Fund
Managers Limited, Baring International Fund Managers (Ireland) Limited, Baring Asset Management (Asia) Limited,
Baring SICE (Taiwan) Limited, Baring Asset Management Switzerland Sarl, and Baring Asset Management Korea
Limited each are affiliated financial service companies owned by Barings LLC (each, individually, an “Affiliate”).
NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase
or sale of any financial instrument or service in any jurisdiction. The material herein was prepared without any
consideration of the investment objectives, financial situation or particular needs of anyone who may receive it.
This document is not, and must not be treated as, investment advice, an investment recommendation, investment
research, or a recommendation about the suitability or appropriateness of any security, commodity, investment, or
particular investment strategy, and must not be construed as a projection or prediction.
Unless otherwise mentioned, the views contained in this document are those of Barings. These views are made
in good faith in relation to the facts known at the time of preparation and are subject to change without notice.
Individual portfolio management teams may hold different views than the views expressed herein and may make
different investment decisions for different clients. Parts of this document may be based on information received
from sources we believe to be reliable. Although every effort is taken to ensure that the information contained in
this document is accurate, Barings makes no representation or warranty, express or implied, regarding the accuracy,
completeness or adequacy of the information.
Any service, security, investment or product outlined in this document may not be suitable for a prospective
investor or available in their jurisdiction.
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