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Narrow leadership by three AI-related stocks, alongside heightened geopolitical 
fragmentation and a broader upending of the global order, defined the Asian market 
in the first half of 2026. I doubt that we are in a better position than we were before 
the start of the Middle East war, but in this short period of time, the stock market has 
moved higher, deviating further from realities on the ground. 

The technology capability in AI will no doubt revolutionise the norms of societies and 
businesses, but we must not forget that what we invest in is the shares of companies, 
many of which are still in the early stages of repivoting their businesses to survive 
this revolution. 

Given how much the market has moved, during this period of exuberance, inevitably 
there will also be pockets of bubbles and elements of speculation. Therefore, it is more 
critical than ever to remain focused on risk management through stock selection.

What is risk?
—  �The composition of the MSCI AC Asia Pacific ex-Japan Index has significantly 

changed over a short period of time resulting in a high degree of concentration risks 
and further deviation from the long-term economic realities of Asia. Structural 
themes such as rising middle-class consumption, infrastructure development, 
financial inclusion, healthcare solutions and wealth management remain key long-
term growth drivers alongside the promises and threats of AI. However, these areas, 
which fall outside the current AI narrative, are now significantly under-represented 
within market-capitalisation-weighted and momentum-driven benchmarks.

—  �Benchmark-relative risk measures, particularly tracking error, may provide a 
misleading assessment of investment risk. A portfolio with low tracking error 
may appear conservative while carrying significant exposure to increasingly 
concentrated market segments, in many cases with almost no consideration of 
valuation and companies’ fundamentals. Conversely, an unconstrained strategy 
with higher active share and greater benchmark deviation may ultimately offer 
superior capital preservation by avoiding areas where valuations have become 
detached from fundamentals. This is how we invest: adopting an unconstrained 
and index-agnostic approach.

—  �To us, risk is not defined by short-term volatility or benchmark deviation. Rather, 
risk is the permanent loss of capital.  

LISA LIM, PH.D, CFA
Fund Manager and Head of 
Asia ex-Japan Equities 

Fund Launch date: 
28 November 2025

For more info on our fund, 
please click here.

https://www.rathbones.com/en-int/asset-management/financial-adviser/equities/rathbone-sicav-asia-equity-fund
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AI OR DIE? WHAT DROVE 24% YTD RETURNS IN ASIA PACIFIC?

DANGEROUSLY REINFORCING: INDEX % OF TSMC, SAMSUNG 
& SK HYNIX 

TWO MARKETS NOW MAKE UP HALF ASIA PACIFIC INDEX

Source: Bloomberg, 1 January 2006 to 30 June 2026, MSCI AC Asia Pac ex-Japan, combined weight

Source: Bloomberg; data MSCI AC Asia Pac ex-Japan (USD gross total return), YTD to 30 June 2026

Source: Bloomberg, 1 January 2006 to 30 June 2026, market cap proportion of MSCI AC Asia Pac ex-Japan
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Extended valuations – what the facts suggest
We analysed equity market valuations across Asia using the market capitalisation-to-
GDP ratio, commonly referred to as the Buffett Indicator. Like all metrics, it’s not perfect 
and will have anomalies, but it’s nonetheless helpful in providing a frame of reference 
and ground for discussion and debate.

Current readings show that South Korea is now at >200%; Taiwan is almost 500% 
(commonly adjusted because of the TSMC effect). A ratio of above 100% is commonly 
interpreted as a flag of elevated valuation. It is worth noting that Japan at its peak 
before the bubble burst was trading at a ratio of around 170%, US market at a peak of 
around 150% during the 2000 dot.com bubble. (The US is currently trading at a ratio 
of 254%.) 

These levels have not been seen in recent times and have extended beyond the level of 
Japan’s early-1990s crash and that of the dot.com bubble. That should at least serve as 
a sign of caution, and we urge investors to pay attention to valuation bubbles. 

THE BUFFETT INDICATOR IS FLASHING RED

Country

Market Capitalisation/Nominal GDP (%)

Mean 
1985-1999

Mean 
2000-2024 2025 Current

Taiwan 77% 179% 354% 530%

US 80% 134% 230% 254%

South Korea 31% 76% 142% 238%

Japan 81% 95% 176% 199%

India 22% 79% 136% 128%

Australia 69% 98% 103% 104%

Singapore 126% 160% 97% 103%

Thailand 40% 79% 86% 100%

Malaysia 150% 127% 102% 100%

China 12% 47% 69% 78%

Philippines 36% 58% 45% 41%

Indonesia 15% 39% 65% 37%

Our unconstrained approach:

1. Capital preservation 
Our utmost priority remains, and will always remain, capital preservation. The 
portfolio continues to be positioned with long-term, high-conviction businesses, with 
diversification and defensiveness at its core. As always, we will not invest based on 
narrative or concepts. We are cautious and highly selective, especially during early 
stages of technological booms, as explained in my previous letter (December 2025). 
Rather than participating out of fear of missing out, we wait for clear investment 
theses and focus on margin of safety in valuation. This discipline is evident in our 
differentiated approach, particularly towards the narrow stock price leadership 
driven by Samsung and SK Hynix in South Korea. We believe parts of the market have 
become disconnected from long-term fundamentals and increasingly speculative. 
At the current valuation, we question the sustainability of returns and the danger of 
extrapolation — particularly in an inherently cyclical sector.

Source: World Bank, International Finance Corporation, Bloomberg as of 30 June 2026; Bloomberg market 
capitalisation index represents the aggregate market cap of actively traded, primary equities listed on each 
country’s exchanges, excluding ETFs and ADRs to avoid double counting
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2. Long term 
Looking beyond AI capex, this quarter we met with companies across different 
geographies and sectors. We focused on our portfolio holdings, their operations, 
their near-term and longer-term challenges, and their plans and strategies. We 
continue to listen closely to CEOs and their senior management teams, learn from 
them, and often also challenge their near-term and longer-term business plans 
and strategies. As always, we find this two-way dialogue extremely useful. It’s 
often welcomed by the companies we invest in, too. Encouragingly, our long-term 
holdings — notably companies outside the crowded space of AI, such as ASEAN 
leading bank OCBC, port operator ICT and consumer staple business Marico 
delivered strong operational and financial results, despite receiving very limited 
market attention.

3. Diversification 
We aim to give our investors exposure to the long-term Asia’s structural growth story, 
which will extend beyond and above the current AI narrative. Our unconstrained 
and fundamental approach means that our positioning will often look distinctly 
different from momentum-driven and market-cap-weighted benchmarks. All our 
companies are selected from the bottom up, based on a clear and high-conviction 
investment thesis. We are in a fortunate position to hold our approach, while the 
benchmark changes dramatically, offering investors a truly diversified exposure 
which is distinctly different from the benchmark. 

Portfolio update 
Given the backdrop we have just discussed, we took profits from SK Hynix and 
Samsung Electronics as their short-term valuations no longer make sense to us. 
We initiated a new position in CSL, an Australia-based biotechnology company 
specialising in immunoglobulin and blood products, and Kotak Mahindra Bank, 
an Indian financial institution with strong leadership in wealth management. Both 
companies have high-quality business models and are trading at deep discounts 
relative to their historical means. 

In terms of AI exposure, we have carefully selected a handful of companies that 
we believe will not only survive but will also thrive in the long term as industries 
experience the process of creative destruction of AI. Through our research, 
particularly our studies on disruptive technology research, and our proprietary 
technology road-maps, we have remained grounded in fundamentals and 
valuation, and successfully avoided businesses at risk of disruption, for example, 
IT outsourcing businesses and online service providers, which have seen significant 
capital destruction.  

Finally, our contrarian positioning is not always comfortable as the market can 
remain irrational, and valuation bubbles can carry on for an extended period, but 
we remain committed to our approach with its focus on capital preservation. We 
remain optimistic about the future as we navigate what we believe will be Asia’s 
structural growth story, driven by demographics, middle-class wealth formation 
and innovation.   

For long-term investors who are willing to look beyond the short-term narrative and 
increasingly risky AI trade, there are many interesting opportunities in high-quality 
companies which have been left unnoticed and under-represented in the index. 
They continue to compound and deliver strong operating performance regardless.  



RATHBONE SICAV ASIA EQUITY FUND QUARTERLY UPDATE JUNE 2026 

9966.07.26

If you require further clarification on this commentary, then please contact your adviser or Rathbones at the contact details below.

Any views and opinions are those of the investment manager, and coverage of any assets held must be taken in context of the constitution of 
the fund and in no way reflect an investment recommendation. Past performance should not be seen as an indication of future performance. 
When you invest, you could lose some or all of your investment.

This fund is actively managed. This is a marketing communication. Please refer to the prospectus of the UCITS and the KIID before making 
any final investment decisions.

Please note that the Rathbone Luxembourg SICAV may decide to terminate the agreements made for the marketing of the fund pursuant to 
Article 93a of Directive 2009/65/EC. For a summary of investor rights and guidelines regarding an individual or collective action for litigation 
on a financial product at European Union level and in the respective country of residence of the investor, please refer to the supplementary 
information document that can be found on rathbonefunds.com/international. The summary is available in English or an authorised language 
in the investor’s country of residence.

Rathbones Asset Management EU/EEA investors
+352 691992088
arnaud.gerard@fundrock.com

UK and non EU/EEA investors
+44 (0)20 7399 0800
international@rathbones.com
rathbonesam.com

FundRock Distribution S.A., an entity regulated by the 
Commission de Surveillance du Secteur Financier, has been 
appointed by Rathbones Asset Management Limited, the 
global distributor of the Rathbone Luxembourg Funds SICAV 
(the “Fund”) to act as a sub-distributor of the Fund.

The Rathbone Luxembourg Funds SICAV: Authorised by the 
Commission de Surveillance du Secteur Financier.

Investment manager:
Rathbones Asset Management Limited Authorised and 
regulated by the Financial Conduct Authority.
A member of The Investment Association.
A member of the Rathbones Group Registered No. 02376568

Management company:
FundRock Management Company S.A.
Authorised in Luxembourg and regulated by the Commission 
de Surveillance du Secteur Financier.




