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TECHNOLOGY SECTOR TEAM
The efforts of the disenfranchised to adopt new technologies that democratize access may look
chaotic, but they represent an important driver for still further innovation.
The first month of 2021 has provided a number of reasons to think that the adoption of new
technology is playing a significant part in society’s chaotic evolution. Understanding its role will help
explain how the commerce and governmental layers in society may change in coming years and,
therefore, better show which technologies will likely proliferate and grow to become part of the
accepted infrastructure for our digital future.
We would argue that these tensions and the often-shocking consequences are inevitable and follow a
historic pattern we have seen before at times of significant technological disruption. Digital
technologies that lower the costs and frictions of transactions will democratize access, dramatically
reshape how markets operate, and lead to a new generation of market leadership.
The events surrounding the Robinhood investors congregating on the Reddit social media platform
can trace their roots to the same forces driving the popularity of cryptocurrencies in the last few
months. Anger at restricted access to financial markets, frustration with the institutions that sit at the
heart of the financial and political systems that perpetuate the status quo, and the resulting widening
of economic inequality are manifesting themselves in financial markets, causing an urgent
reassessment of the current system’s stability.
The kneejerk regulatory responses to these specific events may well block the path of growth for the
likes of Robinhood, or even Bitcoin. However, it is clear that technological disruption has been
building for over a decade, and gaining a better understanding of why these events happened is an
essential part of best practices needed to successfully navigate investing in the rise of technology in
our society.
History Never Repeats Itself, But it Does Often Rhyme…
Looking back at history and focusing on the major technological innovations since Richard Arkwright
opened his mill in Cromford, U.K., in 1771 (igniting the first Industrial Revolution with the concept of
the factory) offers insight to current events. There are clear patterns to how these past technological
disruptions occurred and how financial markets innovated to accelerate the dispersion of the
technological innovations through society .
The difference this time is the speed of adoption of digital innovations versus, for example, the speed
of adoption of distributed electrical motors and mass production at the time of Henry Ford. This is a
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major challenge for those institutions tasked with ensuring the stability and trust in the system but
that also lack the tools and experience to operate at digital speeds.
Typically, the “establishment” that exists at the time of the innovation will seek to minimize the
impact on the businesses and governmental structures that are the basis of the establishment’s power,
using excessive regulation and limiting market access for new entrants, all under the guise of
protecting the “greater good.” History has proved repeatedly though that technological disruptions
circumvent these hurdles and become the established way of doing things in the decades that follow.

A Challenge to the System
January 2021 was marked by retail investors’ attack on financial markets to bid up stocks with very
high short-interest, poking a finger in the eye of the billionaire hedge fund managers who were betting
on future share price declines for struggling businesses such as GameStop and AMC. The media is
portraying this battle between David and Goliath as a triumph for the “little people” who were
financially crippled in the Global Financial Crisis and unable to access the capital markets to benefit
from the following decade of Central Bank-funded bull markets in shares and bonds. In other words,
they accused the establishment of looking after its own, and they were angry about it.
GameStop’s stock price rose 17-time from the end of December 2020 to the closing high of $347.51 on
January 27, 2021. Volumes spiked sharply as hedge funds moved to close short positions in the face of
buying pressure from Robinhood investors who had congregated on the Reddit website to discuss
stock ideas and target heavily shorted stock positions. Robinhood then limited trading GameStop
shares due to its own regulatory capital requirements, taking the buying pressure out of the market,
which allowed GameStop shares to fall back towards their prior trading range.
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After the financial crisis, financial innovations followed and opened up access to the stock market for
huge numbers of small-scale retail investors. In 2013, Robinhood was founded with their stated
mission to democratize finance for all, championing zero-commission trading and fractional share
ownership, thus playing an important role in removing financial barriers to market access for the
masses.
The technological innovation was the use of the Public Cloud, which enabled the small startup to
scale its platform such that it could cope with huge numbers of transactions. By June 2020,
Robinhood was processing 4.3 million daily trades, more than their primary competitor, TD
Ameritrade, which was the next largest at 3.84 million. Prior to launching their mobile app,
Robinhood had a waitlist of 700,000 users; today they have reached 13 million.

“The desire of the disenfranchised to share in these profits acts as an impetus for
subsequent technological revolutions, which in turn leads to chaotic political and
regulatory responses. However, these historic events have always been an
important part of the efforts within society to heal itself and as such should be
viewed as milestones in the adoption of new technologies, rather than a threat.”
The post-GFC world saw increasing regulation being applied to financial and banking businesses,
which made being able to scale-up at low cost and without breaking the business or running afoul of
too many regulations a remarkable achievement in itself. While mistakes were made in the rush for
growth, and regulators levied fines, the company’s recent surge in popularity has resulted in financing
rounds raising $3.4 billion. These were required to keep the business operating in the face of the huge
trading volumes being generated by the Reddit investors, a sign that their own investors were
confident of Robinhood’s future growth prospects.

Cryptocurrencies – Populist Protest or Disruptive Technology?
The Global Financial Crisis and the falling cost of access to powerful computing infrastructure were
similar catalysts in the rise of Bitcoin and other cryptocurrencies (such as Ethereum, Ripple, etc.).
Bitcoin was invented with the intent of creating a digital currency that could be used for transactions
and protect anonymity while at the same time remove the need for any central control of the currency
– in other words, another embodiment of the populist protest against the establishment, this time in
response to the role Central Banks played in the GFC and the moral hazards relating to bailing out the
banks that had caused the crisis in the first place.
Chart: the rise in value of Bitcoin has been attributed in part to the demand for a currency with no
centralized control, as well as anonymity for the participants.
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Most financial transactions today require some form of intermediary to establish the “trust” between
counterparties that enable transactions to occur. Often this entails the processing and validating of both the
financial aspects of the transaction itself, as well as the identities of the various parties involved. Bitcoin
specifically aims to enable the system to function in a “trust-less” way and remove the need for such
intermediaries, and therefore remove the ability to exert centralized control over the system – a clear threat
to the role of central banks and financial regulators, not to mention government treasuries.
The blockchain technology used by Bitcoin suffers many trade-offs that in turn limit the use of Bitcoins as an
effective medium of exchange, not least the volatility in the Bitcoin price and the time it takes for the miners
to validate a transaction, leaving both sides exposed to the wild swings in Bitcoin’s value. The underlying
blockchain technology that Bitcoin is road-testing, however, can have far wider uses than just
cryptocurrencies.
The path forward for cryptocurrencies and blockchains requires an acceptance of these trade-offs when
looking to other uses. This has led to a proliferation of blockchain solutions that manage global supply
chains, automate trade finance and insurance contracts, and many more. The common aim is to remove
today’s frictions caused by the complexity and cost of closing transactions with trading partners, and the
need to establish trust in the counter-parties in the transaction.

Takeaway
The new generation of technological solutions built on the Internet and Public Clouds, through dramatically
lowering the costs of adoption and breadth of distribution, promise to democratize economic participation
for the masses. The newfound ability to build much more transparent and credible systems for commerce
and participation in governance are huge opportunities for the technology companies with the talent and
foresight to innovate.
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While the Robinhood/Reddit brigade may not bring down capitalism as we know it today, nor will Bitcoin
replace the U.S. dollar, the technological catalysts for these events are consistent with the history of
technological disruption and the interaction with the tensions in society at those times. Such crises
inevitably arise as the establishment tries to maintain the status quo by extending the life of the old
technologies and financial structures that underpin their power but fails to innovate and address the
inescapable widening inequalities. The desire of the disenfranchised to share in these profits acts as an
impetus for subsequent technological revolutions, which in turn leads to chaotic political and regulatory
responses. However, these historic events have always been an important part of the efforts within society to
heal itself and as such should be viewed as milestones in the adoption of new technologies, rather than a
threat.
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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. Past performance is no indication of current or future performance. 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.
For Professional Investors/Institutional Investors only. This document should not be distributed to or relied on by Retail/Individual
Investors.
Barings LLC, 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 Sàrl, and Baring Asset Management Korea Limited each are affiliated financial service companies owned by
Barings LLC (each, individually, an "Affiliate"), together known as "Barings." Some Affiliates may act as an introducer or distributor of
the products and services of some others and may be paid a fee for doing so.
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.
In making an investment decision, prospective investors must rely on their own examination of the merits and risks involved and before
making any investment decision, it is recommended that prospective investors seek independent investment, legal, tax, accounting or
other professional advice as appropriate.
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.
These materials are being provided on the express basis that they and any related communications (whether written or oral) will not
cause Barings to become an investment advice fiduciary under ERISA or the Internal Revenue Code with respect to any retirement plan,
IRA investor, individual retirement account or individual retirement annuity as the recipients are fully aware that Barings (i) is not
undertaking.
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