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Market Commentary |Singapore

Cycle of Technological Diffusion and “Blue Cheaps”

In our January 2021 market outlook, we observed that The Singapore equity market could
possibly be at a once-in-a decade positive inflection point. We believe this continues to be the
case.

This is best illustrated graphically. The chart below shows the relative performance of the
Singapore market to global equities over the past 30 years. This chart shows that whilst
Singapore equities have underperformed global equities for the past 10 years, we are now at a
low level not seen since the Asian Financial crisis. We could see a bottoming of this
underperformance, since corporate balance sheets in Singapore are in far better shape now than
in 1998.

Figure 1: MSCI Singapore Index / MSCI World Index
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Indeed, Singapore equities have the potential to begin to outperform global equities over the next
decade. From a bottom-up perspective, we believe that there are a few megatrends that can
enable Singapore equities to outperform global equities in the decade ahead. We will elaborate
on one of this: how the cycle of technological diffusion can benefit companies in Singapore,
especially those companies that we label as “Blue Cheaps” opportunities.

The Cycle of Technological Diffusion

Over the past 10 years, technology companies such as Google, Amazon, Tencent and Tesla have
benefited from developments in computing, Big Data and Artificial Intelligence. Whilst the
convergence and maturation of technology streams have played a key role in enabling these
companies to generate outsized returns, the macroeconomic backdrop has also played an
important role in supporting the growth of these companies.
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Figure 2: Decade of Quantitative Easing (QE)
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The decade of Quantitative Easing (QE) since 2009 has lowered interest rates, enabling
technology firms to access cheap sources of capital and even government subsidies in the case
of the electric vehicle sector. By spending aggressively on customer acquisition, these are “able”
companies buy demand to drive consumers to adopt the new technologies.

The cycle of technological adoption typically begins with consumer adoption. Once consumers
become familiar with a technology, the technology diffuses into the business and industrial work
environment.

A useful analogy would be to observe the phases of development in Microsoft. As shown in the
chart below, Microsoft’'s share price grew strongly in the late 1990s as its personal computing
(PC) products used mainly by consumers. This was its business-to-consumer (B2C) phase.

Figure 3: Microsoft's Share Price
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As businesses began to adopt Microsoft Office applications throughout the 2000s, we can see
that Microsoft’s share price stagnated throughout the decade. Whilst Microsoft was still growing
profitably, other businesses benefited more from deploying Microsoft Office to improve their
productivity. Essentially, whilst Microsoft was creating value, the value was captured by the rest
of the business and industrial community. This was its business-to business (B2B) phase.

Since 2016, Microsoft has benefited from cloud computing, Al and its associated technologies.
As businesses begin to adopt this new technology, we could again envisage this transfer to value
capture to business and industrial companies looking ahead. This is why we see a strong
potential for companies in Singapore, many of whom specialize in business-to-business (B2B)
and industrial applications, to benefit from this transfer of value capture.
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The Evidence is in Enterprise

In September 2021, the stock performance of Accenture PLC, a leading global technology
systems integrator for business enterprises, did something it had not done for the past 20 years:
it started to outperform beyond its typical trading range to the S&P 500 Index. This significant
move was corroborated by Accenture’s outlook commentary that business enterprises are on the
cusp of a multi-year journey to transform into cloud-enabled and data-enabled companies.

Figures 4: Relative performance of Accenture to US S&P500 Index

01

0.09 Breakthrough in
Enterprise demand for
0.08 Cloud computing?

0.07
0.06
RATIO 0.05
0.04
0.03

002 =

0.01

0

2000 2005 2010 2015 2020 2025
YEAR

Source: Bloomberg, Lion Global Investors, December 2021

According to Accenture, this transition is marked by two waves: the first is the continued digital
transition of business enterprises into the cloud, where a majority have still yet to do so. The
second wave would be for companies already on the cloud to gain competitive advantages with
their data through the use of Al and associated technologies?.

The time is ripe for companies in Singapore for technological convergence of computing power
into industrial applications in a variety of areas to improve productivity, such as in 5G
telecommunications, industrial automation and robotics, and create new use-cases, such as in
renewable energy and life sciences. We believe that companies in the “Blue Cheaps” space are
well poised to ride the wave.

1Source: Accenture 1Q22 Earnings Transcript, 16 December 2021

“Blue Cheaps”

During the pandemic, many blue-chip companies in Singapore had experienced significant
declines in their share prices. We believe that the former blue chip companies have now become
attractively “cheap”. Some have undergone a process of corporate restructuring to reposition for
growth over the next decade, which marks a bottom for the fortunes of these companies. We
believe that a combination of restructuring and cyclical recovery in these “Blue Cheaps”
companies can be one of the key drivers of the Singapore market.
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Figure 5: Selected “Blue Cheap” companies table
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“Blue Cheaps” also stand to benefit from the aforementioned cycle of technological diffusion. For
example, ST Engineering can employ data analytics, cloud managed solutions and satellite
technology for smart city development opportunities2. In the area of urban logistics, Singpost is
currently trialing “smart letterboxes” that could transform the efficiency of parcel delivery and
improve customer experience in a significant way?3.

2Source: ST Engineering 1H presentation slides, 10 November 2021
3Source: todayonline, 16 July 2021

Figure 6: Disruptive Innovations - Artificial Intelligence

Adopting artificial intelligence (Al)could also be a potential growth area for these “Blue Cheaps”

companies. In August 2021, Temasek announced the acquisition of the Al startup, BasisAl, to
create and scale Al solutions and develop a global centre of excellence in Al. BasisAl has
deployed end-to-end machine learning solutions for organisations including ComfortDelGro,
Singapore Airlines, and all three Singapore local banks?.

Some of these “Blue Cheaps” companies have global industrial or consumer data sets. The
potential for these “Blue Cheaps” to apply Al to unlock their proprietary data could be
transformational, and enable them to improve productivity and create new use-cases to drive
value over the next decade.

4Source: Business Times, 31 August 2021
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Disclaimer

This advertisement or publication has not been reviewed by the Monetary Authority of Singapore. It is for
information only, and is not a recommendation, offer or solicitation for the purchase or sale of any capital
markets products or investments and does not have regard to your specific investment objectives,
financial situation, tax position or needs. Applications for units in our funds must be made on forms
accompanying the prospectus. You should read the prospectus and Product Highlights Sheet which is
available and may be obtained from Lion Global Investors Limited (“LGI”) or any of its distributors,
consider if a fund is suitable for you and seek such advice from a financial adviser if necessary, before
deciding whether to invest in the fund. Investments in our funds are not obligations of, deposits in,
guaranteed or insured by LGI or any of its affiliates and are subject to investment risks including the
possible loss of the principal amount invested. The performance of a fund is not guaranteed and the value
of units in a fund and the income accruing to the units, if any, may rise or fall. Past performance, as well as
any predictions, projections, or forecasts are not necessarily indicative of the future or likely performance
of a fund. Any extraordinary performance may be due to exceptional circumstances which may not be
sustainable. Dividend distributions, which may be either out of income and/or capital, are not guaranteed
and subject to LGI’'s discretion. Any such dividend distributions will reduce the available capital for
reinvestment and may result in an immediate decrease in the net asset value of the fund. Any information
(which includes opinions, estimates, graphs, charts, formulae or devices) is subject to change or correction
at any time without notice and is not to be relied on as advice. You are advised to conduct your own
independent assessment and investigation of the relevance, accuracy, adequacy and reliability of any
information contained herein and no warranty is given and no liability is accepted for any loss arising
directly or indirectly as a result of you acting on such information. The fund may, where permitted by the
prospectus, invest in financial derivative instruments for hedging purposes or for the purpose of efficient
portfolio management. LGlI, its related companies, their directors and/or employees may hold units of a
fund and be engaged in purchasing or selling units of a fund for themselves or their clients. Lion Global
Investors® Limited (UEN/ Registration No. 198601745D) is a Singapore incorporated company, and is not
related to any asset or fund management entity that is domiciled in Europe or the United States.
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