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Emerging markets —
home to the next great
tech revolution

Silicon Valley’s disruptive technologies have upended industries
from manufacturing to health care and retail to transport. But its
status as the world’s innovation hub is facing its strongest challenge
yet, from countries that were dismissed until very recently as unso-
phisticated tech copycats — emerging markets.

Countries like China, for instance, now enjoy much greater pric-
ing power as they produce increasingly sophisticated electronics.
High-end goods now account for 87 per cent of Chinese exports, up
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from 63 percentin2001.! India is following suit, focusing on high-
tech products to help lift manufacturing from 16 per cent of GDP to
25 per cent by 2025.2 What is more, Korea and Taiwan have helped
power the global rise in smart phone sales, with the market capitali-
sation of industry leaders such as Samsung increasing by more than
60 per centin just two years. More broadly, emerging nations are
becoming better innovators than their rich world counterparts. As
IMF data show, the number of patent awards in developing econo-
mies, excluding China, grew at more than 7 per cent a year in the
decade ending 2014. In the rich world, they grew by less than 3 per
cent.

1 Bank of Canada, November 2017
2 Government of India, July 2016



The emerging world’s embrace of technology points to a new era
in its economic development. Under the traditional operating model,
developing countries simply plugged themselves into global supply
chains, manufacturing goods that were conceived in the West much
more efficiently and cheaply than the rich world ever could. Cheap
labour was part of that equation.

But tech innovation opens up an entirely new set of possibilities
for emerging economies.

By moving to the frontiers of digital transformation, countries
through Asia, Latin America and beyond have opened themselves
to the possibility of creating home-grown, value-added products
and services. They now have the capacity to loosen Silicon Valley’s
grip and generate revenues that no longer rely on technology
transfer.

Current projections show the earnings of EM companies in the
MSCI ACWI Information Technology index will grow 22 per cent
over three to five years, outpacing the 16 per cent expected from
their developed-market counterparts.

Developed economies are, of course, unlikely to sit back and
watch. The threat could prompt tariffs and curbs in a world where
trade tensions are already increasing. US President Donald Trump
has already threatened to slap USD100 billion in tariffs on China —
specifically targeting its “Made in China” 2025 drive — alleging
intellectual property theft.

But with spending on research and development in emerging
economies catching up fast with that of their developed counter-
parts, the innovation gap is already starting to narrow, and in key
areas of the economy.

— Artificial intelligence: China has an ambitious government-led
plan to become a global hub for Al and is already home to tech
giants such as Alibaba and Baidu that can challenge American
hegemony in Al software. Al could also give Taiwan and Korea’'s
semiconductor industries a new lease of life, with the potential
to generate around 25 per cent of total semiconductor demand
by 2020, up from 10-15 per cent today.

— Mobile messaging: Emerging-market-based companies are
already becoming competitive in the messaging service sector,
offering a wider range of services than Silicon Valley firms, such
as money transfers, job searches and prepaid electricity. Chi-
nese service providers have a particular advantage: they can
harvest big data gleaned from the country’s 1.3 billion citizens.



— Digital society: India’s radical move to transform its financial and
monetary system has no comparison. The cash clampdown in
November 2016 has stripped USD45 billion of cash from the
economy while the number of transactions processed by the
government payment system has jumped to 76 million from just
100,000 a year before. Digital identification system Aadhaar
is the only non-US tech service to have broken the 1-billion-user
threshold. While Aadhaar is government-owned, there’s signifi-
cant potential for local banks and insurers to use the platform to
tap customers outside the formal financial system, thus leap-
frogging the traditional branch banking set-up to adopt digital
banking and payments. In Kenya, mobile money system M-PESA
is expanding rapidly.

— E-commerce: Latin America is the fastest growing e-commerce
area after Asia.3 Home-grown online platforms are increasingly
catering to a well-connected middle-class population in a region
with limited infrastructure. Companies like Argentina’s Mercad-
olLibre, already Latin America’s most popular e-marketplace,*
are beginning to expand outside their home region.

— Blockchain technology: A number of emerging economies are
embracing financial technologies, including blockchain and
digital currencies, to build infrastructure and raise the level of
public trust. Venezuela has already launched a virtual currency,
the first to be issued by a nation.

— Environmental technology: China is financing a thriving environ-
mental technology industry as Beijing directs capital towards
tech-focused anti-pollution programmes, boosting the prospects
of local firms that develop, for example, filters for engines and
industrial applications for pollution control. China now files more
environmental technology patents than Japan and Korea,
Europe or North America.

As emerging markets’ tilt towards technology alters their eco-
nomic prospects, so too will the shift alter the behaviour of their
financial markets — particularly equities.

3 Latin America’s e-commerce
market is set to grow at CAGR of
19 per cent between2017-2022.
Source: WorldPay as at 20.10.2017
4 By number of visitors, Statista as
at31.01.2016



By focusing on technology, the emerging world’s stock markets
will become even less sensitive to the ups and downs in commodity
prices. Technology firms are now the biggest single sector in the
MSCI EM equity index, accounting for 27 per cent of the bench-
mark, compared with 10 per cent a decade ago.

This rise has come at the expense of commodity-related stocks,
which represent just 15 per cent of the MSCI Emerging Equity index,
down from 37 per cent 10 years ago. The result of this rebalancing
is asharp drop in the correlations between the returns of the MSCI
EM index and commodities indices to only 0.2 from a high of 0.7 in
2010.5

The continued rise of EM innovators should help improve the quali-
ty and sustainability of economic growth in the developing world,
lifting future investment returns from EM stocks further above those
of their developed counterparts. Indeed, we expect emerging tech-
nology stocks to deliver yearly returns that are more than double
those of their US counterparts over the next five years — 14.5 per
cent versus 7 per cent. So, for many reasons, EM tech has much
further to run.

EM STOCK INDEX EXPOSURE: COMMODITIES VS TECHNOLOGY
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5 One-year rolling weekly returns,
MSCI EM index and CRB commodity
index. Source: Thomson Reuters
Datastream, data covering period
16.03.1988-16.03.2018



Disclaimer

This material is for distribution to
professional investors only.
However it is not intended for
distribution to any person or
entity who is a citizen or resident
of any locality, state, country

or other jurisdiction where such
distribution, publication, or

use would be contrary to law or
regulation.

Information used in the preparation
of this document is based upon
sources believed to be reliable, but
no representation or warranty is
given as to the accuracy or com-
pleteness of those sources. Any
opinion, estimate or forecast may
be changed at any time without
prior warning. Investors should read
the prospectus or offering
memorandum before investing in
any Pictet managed funds. Tax
treatment depends on the individual
circumstances of each investor
and may be subject to change in
the future. Past performance

is not a guide to future performance.
The value of investments and

the income from them can fall as
well as rise and is not guaran-
teed. You may not get back the
amount originally invested.

This document has been issued
in Switzerland by Pictet Asset
Management SA and in the rest
of the world by Pictet Asset
Management Limited, which is
authorised and regulated by

the Financial Conduct Authority,
and may not be reproduced

or distributed, either in part or in
full, without their prior author-
isation.

For investors, the Pictet and
Pictet Total Return umbrellas are
domiciled in Luxembourg and
are recognised collective invest-
ment schemes under section 264
of the Financial Services and
Markets Act 2000. Swiss Pictet
funds are only registered for
distribution in Switzerland under
the Swiss Fund Act, they are
categorised in the United King-
dom as unregulated collective
investment schemes. The Pictet
group manages hedge funds,
funds of hedge funds and funds
of private equity funds which

are not registered for public dis-
tribution within the European
Union and are categorised in the
United Kingdom as unregulated
collective investment schemes.
For Australian investors, Pictet
Asset Management Limited
(ARBN 121 228 957) is exempt
from the requirement to hold

an Australian financial services
license, under the Corporations
Act 2001.

For US investors, Shares sold in
the United States or to US Persons
will only be soldin private place-
ments to accredited investors pur-
suant to exemptions from SEC
registration under the Section 4(2)
and Regulation D private place-
ment exemptions under the 1933
Act and qualified clients as
defined under the 1940 Act. The
Shares of the Pictet funds

have not been registered under
the 1933 Act and may not,
except in transactions which do
not violate United States securi-
ties laws, be directly or indirectly
offered or sold in the United
States or to any US Person. The
Management Fund Companies

of the Pictet Group will not be
registered under the 1940 Act.

Simulated data and projected
forecast figures presented in
Figures 9, 10, 11, 13, 14 and
the Appendix are figures that are
hypothetical, unaudited and pre-
pared by Pictet Asset Manage-
ment Limited. The results are in-
tended for illustrative purposes
only. Past performance is not in-
dicative of future results, which
may vary. Projected future per-
formance is not indicative of ac-
tual returns and there is a risk
of substantial loss. Hypothetical

performance results have many
inherent limitations, some of
which, but not all, are described
herein. No representation is be-
ing made that any account will or
is likely to achieve profits or loss-
es similar to those shown herein.
One of the limitations of hypo-
thetical performance results is
that they are generally prepared
with the benefit of hindsight. The
hypothetical performance results
contained herein represent the
application of the quantitative
models as currently in effect on
the date first written above and
there can be no assurance that
the models will remain the same
in the future or that an applica-
tion of the current models in the
future will produce similar results
because the relevant market and
economic conditions that pre-
vailed during the hypothetical
performance period will not
necessarily recur. There are nu-
merous other factors related

to the markets which cannot be
fully accounted for in the prepa-
ration of hypothetical perfor-
mance results, all of which can
adversely affect actual perfor-
mance results. Hypothetical per-
formance results are presented
for illustrative purposes only.
Indexes are unmanaged, do not
reflect management or trading
fees, and one cannot invest
directly in an index. There is no
guarantee, express or implied,
that long-term return and/or vola-
tility targets will be achieved.
Realized returns and/or volatility
may come in higher or lower than
expected. A full list of the as-
sumptions made can be provided
on request.
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