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Taking a tactical approach
{0 a new 1nvestment era

Investors across the Asia Pacific region are becoming more selective in their asset choices, with long-term
capital growth, diversification and sustainability playing key roles in where, why and how they allocate in 2021,
according to an exclusive survey by Asianlnvestor and S&P Dow Jones Indices (S&P DJI).
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he seemingly never-ending

rollercoaster for economies

and markets has sharpened the

focus of the region’s leading asset
owners on the need for long-term capital
growth and portfolio diversification.

To achieve these two goals this year,
there appears to be a preference among
investors for listed securities in Asia and
private market assets in North America. At
the same time, the influence of technology
as well as environmental, social and
governance (ESG) factors is stronger than
ever, both in terms of target assets and the
investment process.

This is all based on the views of 105
senior investment executives from
sovereign wealth funds, government
entities, insurance companies, public
and private pension funds, endowments,
private banks and other asset owners
across the Asia Pacific region.

They shared these insights as part of a
survey by AsianInvestor, in collaboration
with S&P DJI, conducted between March
and April 2021, covering Hong Kong,
Taiwan, Australia, South Korea, Japan,
Singapore, Thailand, Malaysia, Indonesia,
the Philippines and India.

Broadly, the consensus tallies with the
relatively robust and fast recovery that
S&P DJI sees as a driving theme for Asia,
certainly compared with other parts of
the world.

“This has been supported by
government stimulus, accommodative
monetary policy and large-scale
investments. The recovery has been the
key influence on rates, equity markets
and valuations across the spectrum of
asset classes,” said Tianyin Cheng, senior
director, strategy indices at S&P DJI.

SUSTAINABILITY COUNTS

Against this backdrop, positioning for
transition continues to dominate allocation
decisions for many investors.

This reflects the importance of themes
of tactical exposure for many respondents
in 2021 - being more prominent than
geographical diversity or taking a sector
focus. And when investing in themes,
respondents believe the highest risk-
adjusted returns this year will come
from ESG (26%), closely followed by
transformative tech (21%) and healthcare
and biotech (20%).

In line with the commitment to
sustainability, respondents ranked the
process of incorporating ESG factors via

KEY TAKEAWAYS
FROM THE SURVEY

o Respondents believe public
equities will see the greatest
increase in exposure (in
percentage terms) in portfolios
in 2021.

o Around a quarter of respondents
believe ESG as an investment
theme will offer the highest risk-
adjusted returns in 2021.

o Incorporating ESG factors via
additional data and analytical
tools is the most appealing way
for investors to enhance returns
as they emerge from Covid-19.

o Respondents said there is either
a “high” possibility (13%) they
will use more passive strategies
in the next six to 12 months, or
a “medium” chance (45%) they
will do so.

o The biggest portfolio risk for
respondents is rising rates and
inflation (36%), followed by
uncertainty over liquidity (21%).

o Conducting virtual due
diligence is still the preferred
approach this year when
outsourcing to external
managers, at 45%, with just over
a quarter (27%) of respondents
confirming they have no
intention to add any new
external managers.

additional data and analytical tools as their
preferred route to enhanced returns in a
post-pandemic landscape.

“We have witnessed the focus on climate
change for the last few years, but it is now
at a turning point,” explained Cheng. “It
is now about action rather than just talk,
with investment money supporting the
transition to a low-carbon economy”

At the same time, implementing
technology and better systems such
as artificial intelligence and big data
solutions is also high on the priority
list for investors, as is their intention to
more closely scrutinise the performance
of external active managers. These
approaches are expected to be much more
effective than traditional ones, like taking
on more risk by going down the credit
curve or hiring more investment staff.

Positioning

for transition
continues

to dominate
allocation
decisions for
many investors

FOCUSED EXPOSURE

To implement their thematic view, as
well as make tactical tilts in today’s
challenging investment landscape in
general, survey respondents pinpointed
public equities as by far the most
desirable asset class to which they plan to
add more exposure in 2021. Listed debt
was number two on the list.

However, private markets remain
of interest to certain investors in their
hunt for yield, with respondents opting
for greater exposure to private equity
(especially), but also private debt and
real estate.

“We see increasing allocations to
replacements for listed fixed income,”
added Cheng, referencing real assets
and the alternatives space. “There are
other options too,” she added. “Liquid
alternatives are scalable and tend to have
little correlation with traditional asset
classes. These are very systematic, so are
suitable for indexing to create a low cost,
effective way for investors to get access to
some alternative strategies.”

To obtain this exposure, the preference
among respondents is via an internally
managed approach (36%), followed by
a separate account (23%) and ETFs or
index-linked solutions (19%).

As part of the muted interest in passive
investing, the next six to 12 months is
likely to see some growth, according to
respondents; 13% said there is a “high”
chance of adding more passive strategies,
with another 45% calling it a “medium”
chance.

The relatively staunch focus on active
investing reflects the broader trend in Asia.
By comparison, in the US and Europe,

Summer 2021 | Asianinvestor | 2



SURVEY asianinvestor.net

ASSET ALLOCATION
TO WHICH OF THESE ASSET CLASSES WILL YOU INCREASE EXPOSURE BY THE LARGEST % IN WHAT IS YOUR PREFERRED VEHICLE FOR
YOUR PORTFOLIO IN 2021? YOUR PREFERRED EXPOSURE?
3%
os21%2, OTHER
—_ s=S % 36%
MUTUAL ., g
1 3L 4>
PUBLIC EQUITIES LISTED DEBT PRIVATE EQUITY PRIVATE DEBT 100,/? ,,,,,,
COLLECTIVE

INVESTMENT

TRUSTS
= YN
. . : 0 19%
@ l"'l EA ETFs/ INDEX-

; LINKEDSOLUTIONS

..23%
SEPARATE

ACCOUNT
REAL ESTATE SHORT ngngASSETS/ INFRASTRUCTURE COMMODITIES
WHAT THEME DO YOU THINK WILL OFFER THE HIGHEST RISK- WHAT WILL HAVE THE GREATEST INFLUENCE ON YOUR
ADJUSTED RETURNS THIS YEAR? ALLOCATION DECISION THIS YEAR?

I 2

o LONG-TERM PORTEOLIO

) ' 582
12% ENVIRONMENT & RESOURCES UNCORRELATED

................................................................................. INFLATION RETURNS
PROTECTION

S il 6 Fe

INCORPORATE IMPLEMENT TECHNOLOGY MORE CLOSELY TAKE MORE RISK (SUCH ADD MORE SEEK CO-
ESG FACTORS VIA D BETTER SYSTEMS SRUTINISE AS GOING DOWN THE INTERNAL INVESTMENTS
ADDITIONAL DATA/ SUCH AS A1/BIG DATA ACTIVE MANAGER CURVE, INVESTING IN INVESTMENT WITH OTHER
ANALYTICAL TOOLS NS) PERFORMANCE FRONTIER MARKETS, ETC) RESOURCES INVESTORS
WHAT POSES THE BIGGEST PORTFOLIO RISK FOR LISTED SECURITIES, WHICH REGION FOR PRIVATE MARKET ASSETS, WHICH
FOR YOU IN 2021? IS MOST APPEALING IN TERMS OF REGION IS MOST APPEALING IN TERMS
OPPORTUNITES TO GENERATE RETURNS? OF OPPORTUNITIES TO GENERATE
. RETURNS?
14% 39,
ESCALATI 0 o
GEOPOLIICAL ° 36% 49 1% 6% 16% 429%
INSTABILITY ~ OTHER GRADUALLY ©JAPAN OTHER 19, OTHER NORTH
GLOBALLY . BISING UK/WESTERN . ° AMERICA
EUROPE . - JAPAN e
{NFLATION % 2%.." CANADA)
EMERGING - 29% UK/
6% T ASI?\S) ' CHINA “ESROPE
LOWER- """ o il
FOR- 6%
LONGER EMERGING
INTEREST
RATES MARKETS
20% o
EQUITY - 21% %SR?H 27% 15%
VALUATIONS - UNCERTAINTY AR ASIA PACIFIC CHINA .
EI%%%DITY AMID (US AND IO 18%
UNPREDICTABLE CANADA) ASIA PACIFIC
MARKETS (EX-CHINA, JAPAN)

3 Asianinvestor | Summer 2021



asianinvestor.net

SURVEY

ASSET ALLOCATION

WHICH OF THE FOLLOWING IS NOW YOUR MAIN FOCUS WHEN
ASSESSING DIFFERENT FUNDS?

(=
FUND
P%}E}EOTR%AN CE
BENCHMARKOVER
THE
BENCHMARK

o)

TRACK - G
RECORD : PRINCIPLES
OF THE D:Ey OF THE
INVESTMENT ; MANAGER
STRATEGY -

FEE TYPE OF
LEVEL THEMATIC
COVERED

WHAT IS YOUR PREFERRED APPROACH THIS YEAR WHEN
OUTSOURCING TO EXTERNAL MANAGERS?

CONDUCT
45% VIRTUAL
DILIGENCE

27% NO INTENTION TO ADD ANY
© NEW EXTERNAL MANAGERS

12% INCREASE USE OF EXTERNAL MANAGERS FOR ONSITE DUE
DILIGENCE/ LOCAL DEAL SOURCING

9% WAIT-AND-SEE, HOPING WE CAN RESUME TRAVEL/FACE-TO-
© FACE MEETINGS FOR DUE DILIGENCE

o, REDUCE USE OF EXTERNAL MANAGERS TO REBALANCE INTERNAL
7% I\R'I}?TI\[II%(IB\]ED INVESTMENTS THAT GENERATE POTENTIAL EXPECTED

HOW LIKELY ARE YOU TO USE MORE PASSIVE VEHICLES/

WHICH OF THE FOLLOWING IS MORE IMPORTANT TO YOU FOR

STRATEGIES IN THE NEXT 6 TO 12 MONTHS?

12%

ZERO - WE HAVE NO PLANS TO DO THIS

13%

HIGH -

WE WANT TO
ADD MORE
PASSIVE
INVESTMENTS

LOW -

WE ARE UNLIKELY
TO DO THIS
UNLESS

WE SEE SPECIFIC
OPPORTUNITIES

TO OUR
ALLOCATION

45%

" MEDIUM - 27% SECTOR FOCUS
WE MAY ADD
SOME

TACTICAL ALLOCATION IN 2021?

_ 33% THEMATIC

Cheng said there have been considerable
inflows into passive products. “This
highlights the need for further education
on passive investing in Asia, across most
types of institutions”

Investors also see their ideal mix of
listed and private assets as most likely
to protect their portfolios from their
biggest portfolio risk in 2021: gradually
rising rates and inflation, according to
36% of respondents.

At the same time, 21% of respondents
said they fear uncertainty over liquidity
amid unpredictable markets, with equity
valuations weighing on the minds of
another 20%.

By geography, Asia Pacific seems to
be the destination of choice for listed
securities. In terms of opportunities
to generate returns, the majority of
respondents said China is most appealing
this year, at 29%, with the rest of Asia
Pacific (ex-Japan) a close second, at 27%.
However, around a quarter of investors
(26%) are also eyeing the US and
Canadian markets.

“In general, we are seeing a shift in
power from a geopolitical perspective,”
added Cheng. “China is getting a lot more
attention as investors look to economies
which they believe will deliver growth.”

North America is a clear favourite,
though, when it comes to generate
returns from private market assets; 46%
of respondents said they will look at the
US and Canada. Asia Pacific and the
emerging markets, meanwhile, are also of
some interest.

CONSIDERED SELECTIONS

Regardless of asset class, vehicle or
geography, the new investment reality has
led the majority of investors in the survey
to consider long-term capital growth

as the main source of their allocation
decisions this year, as well as the objective
of portfolio diversification.

The rationale is, it seems, that this
approach will help them achieve other
goals such as cash yield or income,
inflation protection and uncorrelated
returns.

In outsourcing to third-party funds
as part of their strategy, however, the
disruption in the wake of Covid-19 hasn’t
altered their inclination towards fund
performance over the benchmark when
assessing different funds; this is followed
by the track record of the investment
strategy. Notably, survey respondents
identified the ESG principles of the
manager as the third most important
factor in their due diligence.

Yet roughly a quarter (27%) of investors
don’t plan to add any new external
managers for the rest of the year anyway.
Those respondents who do said they will
continue to prefer virtual due diligence
when looking to outsource.

Ultimately, investors are trying to adapt
their outlook and expectations to ensure
their portfolios are positioned to manage
risks and capture new opportunities that
arise, added Cheng. “These investors
may tend to approach external providers
for information and support where it
can help them make better and more
informed decisions.”
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DISCLAIMERS

Copyright © 2021 Asianlnvestor and S&P Dow Jones Indices LLC. All rights reserved. S&P® and S&P 500° are registered trademarks
of Standard & Poor’s Financial Services LLC (“S&P”). DOW JONES® is a registered trademark of Dow Jones Trademark Holdings
LLC (“Dow Jones”). These trademarks together with others have been licensed to S&P Dow Jones Indices LLC. Redistribution or
reproduction in whole or in part is prohibited without written permission of S&P Dow Jones Indices LLC. This document does

not constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, S&P, Dow Jones or their respective affiliates
(collectively “S&P Dow Jones Indices”) do not have the necessary licenses. Except for certain custom index calculation services,

all information provided by S&P Dow Jones Indices is impersonal and not tailored to the needs of any person, entity or group of
persons. S&P Dow Jones Indices receives compensation in connection with licensing its indices to third parties and providing
custom calculation services. Past performance of an index is not an indication or guarantee of future results.

These materials have been prepared solely for informational purposes based upon information generally available to the public
and from sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-related
analyses and data, research, valuations, model, software or other application or output therefrom) or any part thereof (“Content”)
may be modified, reverse-engineered, reproduced or distributed in any form or by any means, or stored in a database or retrieval
system, without the prior written permission of S&P Dow Jones Indices. The Content shall not be used for any unlawful or
unauthorized purposes. S&P Dow Jones Indices and its third-party data providers and licensors (collectively “S&P Dow Jones
Indices Parties”) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Dow Jones Indices
Parties are not responsible for any errors or omissions, regardless of the cause, for the results obtained from the use of the Content.
THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES INDICES PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY
OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any
direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses
(including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if
advised of the possibility of such damages.
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