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Fund commentary

Market review: 

Asian equities produced stellar returns in the second quarter, outperforming developed markets and most other 

emerging markets, supported by hopes of a lasting ceasefire in the Middle East and expectations that the Strait of 

Hormuz would re-open. Korea and Taiwan remained the key outperformers, driven by strong optimism about the build-

out of AI infrastructure. China’s performance was more mixed: offshore equities were weighed down by weakness in 

large internet and platform companies, while onshore markets benefited from strength in semiconductors, hardware 

and other AI-related segments. Indian equities rose but lagged the region overall, although market returns showed a 

gradual improvement as lower energy prices helped support the growth and earnings outlook. 

  

Drivers of performance: 

The fund posted positive returns driven primarily by stock selection. 

From a sector perspective, performance was primarily driven by stock selection within IT and industrials.  The 

underweight to consumer discretionary also added value during the period. 

From a market perspective, stock selection in Taiwan, China and Korea were the key drivers of performance.  The 

underweight to India also contributed positively. 

In terms of stock performance, the key drivers of performance were SK Square (Korea), Mediatek (Taiwan) and Taiwan 

Union Technology (Taiwan).  Key detractors included SK Hynix (Korea), Zijin Gold (China) and CATL (China). 

  

Portfolio activity: 

During the period, we maintained exposures to key memory and AI related names in Korea and Taiwan but started to 

take profit on strong performers and began rotating into better valued IT names including Lite On Technology (Taiwan) 

and Accton Technology (Taiwan).  At the same time, we have started to add to names in laggard markets, including India 

and China, where valuations have begun to look more interesting.  
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Market outlook: 

Asian equities remain increasingly dependent on the AI investment cycle, with Korea and Taiwan now accounting for 

roughly half of the regional benchmark’s market capitalisation. Outside technology, most Asian markets have delivered 

muted returns, highlighting how concentrated regional performance has become around AI beneficiaries. 

We remain constructive on the near-term outlook for AI-related semiconductors and hardware but are becoming more 

selective. Earnings revisions, pricing power and margins remain exceptionally strong across memory, foundry and 

semiconductor supply chains, supported by robust AI capex spending. However, valuations are elevated and capacity 

additions are accelerating, raising the risk of margin normalisation beyond 2027. 

The key risk for markets is no longer AI demand, but AI monetisation. The sustainability of the current investment cycle 

will depend on whether software providers, hyperscalers and enterprises can generate sufficient returns from rapidly 

expanding AI-related capital expenditure. Any moderation in AI spending expectations could trigger heightened volatility 

across North Asian technology stocks. 

China presents a more balanced opportunity set than is reflected in current market sentiment. While the domestic 

economy remains challenged by weak property activity, soft consumption and persistent deflationary pressures, 

attractive valuations have re-emerged across consumer, industrial and healthcare sectors. At the same time, domestic 

interest in semiconductors, AI, robotics and automation remains strong and continues to support A-share market 

performance. 

We are selectively increasing exposure to China, particularly in high-quality businesses that have been overlooked 

during the AI-driven market rotation. Many companies continue to deliver attractive earnings growth, market share 

gains and improving shareholder returns through higher dividends and buybacks, despite a difficult macro backdrop. 

India remains underweight. While economic indicators are showing signs of stabilisation and lower oil prices should 

improve the macro backdrop, valuations remain demanding relative to earnings growth. In addition, uncertainty 

surrounding the long-term impact of AI on the software services sector creates a potential headwind for employment, 

consumption and market sentiment. 

Southeast Asian markets remain challenged by weak domestic growth, political uncertainty and limited exposure to 

structural technology trends. Although lower energy prices should provide some cyclical relief for countries such as 

Indonesia, Thailand and the Philippines, stock-specific opportunities remain relatively limited compared with other 

parts of the region. 
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Overall, we favour a diversified approach rather than pursuing the increasingly crowded AI trade. While AI-related 

earnings momentum remains powerful, regional valuations have moved towards the upper end of historical ranges. 

We therefore see greater long-term value in balancing exposure between selected technology winners and attractively 

valued companies in China and elsewhere that are currently being overlooked by the market. 
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