








Figure 2: Assets of funded sovereign and private pension funds (% GDP, 2009 and 2016)
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Figure 3: Asian total net mutual fund assets* (as % of GDP)

30%
Korea
25%
20%
China
%% .y mm=— Taiwan
India
10%
5% Philippines
_— Pakistan
0%
Jan 15 Jan 16 Jan 17 Jan 18

“Note: Equity, bond, balanced, money market, ETF and real estate funds. Excluding funds of funds.
Source: Investment Company Institute, Oxford Economics, Credit Suisse research
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All ten Emerging Asian countries for which we
have data recorded an increase in their ratios of
pension fund assets under management to GDP
over the seven years between 2009 and 2016,
with the fastest growth in South Korea (up by 25
percentage points) and Taiwan (up by 15
percentage points), versus the regionally
weighted average increase of 2.7 percentage
points (to 10.8% from 8.1%).

However, as a proportion of overall economic
output, the only Emerging Asian countries with
pension pots (the combined total of funded
sovereign and private plans) of a comparable
size to the developed world are Malaysia (at
65% of GDP) and South Korea (60% of GDP).
The larger regional economies of China and
India — with ratios of pension assets to GDP of
5% and 6%, respectively — have a significant
need to further build out schemes to accommo-
date the requirements of increasingly aging
populations.

The growth in Emerging Asia's mutual fund
assets under management has been even more
rapid, doubling in just three years to USD 2.8
trillion in Q1 2018 from USD 1.4 trillion in Q1
2015, or a CAGR of 26%. The regional growth
rate has been bolstered by China (USD 1.9
trillion of assets under management and a CAGR



of 33%). But, even excluding China, the Asian
regional growth rate in mutual fund assets under
management since 2015 is a respectable 15%
in line with the pace of accumulation of pension
fund assets, with India's growth rate of 27%
making it the country with the second-fastest
growth rate regionally.

As a proportion of GDP, mutual fund assets
under management have grown to 15% for
the overall region (from 10% in Q1 2015), led
by South Korea at 29%, China at 15% and
Taiwan at 13%.

"The growth in Emerging

Asia's mutual fund assets

under management has
been rapid, doubling in
just three years to USD
2.8 trillion by Q1 2018"

We anticipate a sustained growth rate for Asia's
domestic institutional assets under management in
the foreseeable future. In our 2014 study on
emerging capital markets (referenced previously),
we projected that for the largest three Emerging
Asian economies alone — China, India and South
Korea — institutionally managed assets under
management would grow to USD 19.8 trillion by
2030 from USD 2.4 trillion in 2014, representing a

16-year CAGR of 14%. We estimated that

China would be the largest and fastest-growing
constituent, growing to assets under management
of USD 13.8 trillion in institutionally managed
pension, mutual and insurance funds from a base
of USD 1.2 trillion in 2014, with a CAGR for the
duration of 17% (versus India and Korea at 10%
and 11%, respectively).

A more recent October 2018 McKinsey &
Company study2 appears to corroborate our
forecast, by estimating that traditional institution-
ally managed fund-based assets under manage-
ment in China alone will grow by USD 6 trillion
over the next five years, resulting in a veritable
"great wall of Chinese capital" as deposit savings
are increasingly put to work and Chinese
regulators increasingly crack down on riskier
retail investment products.

2. Dahl, Katsuki, Kaushik, Sahai and Sengupta (2018) "Will
the good times keep rolling for Asia’s asset managers?",
McKinsey'’s Global Wealth & Asset Management Practice.
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Technological: Asia's leading
role in disruptive technology
and the implementation of
cleaner energy

Leapfrogging and disruptive technology provides opportunities, but
also threats to service-sector incumbents in an increasingly competi-
tive regional marketplace, altering financing, payments and spending
habits and acting as a strong disinflationary force. The region will need

to further embrace renewables and cleaner sources of energy to satisfy

vast future demand growth as Asia stands to lose disproportionately

from the negative impact of climate change.

Technological innovation and adoption has the
potential to transform Emerging Asian econo-
mies in two significant ways. First, by offering
lower-income economies the opportunity to
accelerate their progress toward full financial
inclusivity and, second, by enabling the middle-
income economies to emerge as global leaders
in the knowledge-based sectors of the economy.
While this presents the region with significant
opportunities, the scale and pace of change
could severely disrupt traditional incumbents in
the service industry.

Technological innovation is enhancing
efficiencies and expanding access to
financial services

With more than half the world’s financially
excluded individuals residing in Emerging Asia
(20.6% in India and 11.6% in China), continued
progress toward full financial inclusivity is an
imperative for the region. With continued
urbanization, demographics supportive of early
technological adoption, a burgeoning middle-
class and increasing investment in human capital
development, technology-led innovation in
financial services plays a key role in achieving
this objective.

It is no coincidence that Emerging Asia’s gains in
mobile connectivity and internet penetration, and
financial inclusivity have gone hand in hand.

Technological adoption not only reduces the cost

of servicing, but also addresses a number of
other impediments to financial inclusion such as
geographic challenges, lack of valid identification
or credit history, and cumbersome processes that
discourage the poorly educated from participat-
ing in the traditional banking system.

The role of technology in financial services
spans across the spectrum from mobile banking
and digital money transfers, through digital
ecosystems including e-commerce and pay-
ment platforms, all the way to full-service
internet-only banking. The lower-income
economies — especially in South Asia — still
stand a lot to gain from its most basic applica-
tions. Indeed, the World Bank’s 2017 Global
Findex Database! highlights that two thirds of
the world’s unbanked adults own a mobile
phone (60% in India and 82% in China).

Mobile banking and digital cash services have
transformed access to financial services in
low-income economies, acting as a gateway
to broader financial services. For instance,
bKash a mobile payment company launched
in Bangladesh in 2011 to offer basic mobile
money transfer services, has now expanded

1. Demirguc-Kunt, Asli; Klapper, Leora; Singer, Dorothe;
Ansar, Saniya; Hess, Jake. 2018. Global Findex Database
2017: Measuring Financial Inclusion and the Fintech
Revolution. Washington, DC: World Bank. © World Bank.
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Figure 1: Individuals with access to the internet, mobile or to areas such as foreign remittance and mer-

computer-based (% of population) chant payments. bKash today runs a network
of more than 180,000 agents and more than
100 Korea and 30,000 merchants who accept OR code-
90 Taiwan based payments with over 30 million regis-
0 = eme- Developed tered users.
70 Similarly, the success of Go-Jek in Indonesia,
an Indonesian-owned-and-run technology
60 China startup that specializes in ride-hailing, logistics
50 and digital payments, highlights the synergistic
ASEAN 5 benefits of technology adoption and increasing
40 financial inclusion in a country underbanked by
30 South Asia 4 traditional channels. Started as a motorbike-taxi
hailing app in 2010, Go-Jek has grown to offer
20 a wide range of services from food and cargo
10 delivery to beauty and massage treatments on
0 demand, emerging as Indonesia’s first “unicorn”

tech start-up. Go-Pay, its e-wallet service
launched in 2016, is already the country’s
fourth-biggest e-wallet service behind only
Source: International Telecommunication Union, World Telecommunication/ICT Development Report, those run by Iarge incumbent banks and

Credit Suisse Research telecom companies. This enables the unbanked
to top up their e-money accounts through one
of the 400,000 drivers in the country, providing
them access to the services offered by Go-Jek.
Going beyond incentivizing Go-Jek drivers to
open bank accounts for the first time, the
Figure 2: Financial account holders* company has an active partnership with

(% of population aged 15+) Indonesia’s biggest mortgage lender, Bank
Tabungan Negara, to extend loans to individu-

als who previously would have lacked credible

90 documentation or credit history. Such initiatives
80 highlight the potential of financial technology
7 or "fintech" companies, enabling a wider
ecosystem that provides access to financial
6 products and services.
5
4 Technology can also play a key role in providing
3 valid identification to the hitherto unbanked
through digital ID systems such as India’s
2 Aadhaar. Launched in 2009, the national identity
1 program is now the world’s largest biometric ID
0 system covering more than 1.23 billion people
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(or more than 90% of the population). The
system enables real-time verification of identities
and direct transfer of government subsidies and
unemployment benefits, thus reducing corruption
and inefficiencies. The CRISIL Inclusix report,2
* The percentage of respondents who report having an account (by themselves or together with someone which aims to reliably measure the extent of
glz?caet:a\l/\l/);rl](;(é;r??cé:;ebratlylg%gglgz?actl)aalslgsggj1t!?,nbredit Suisse research financial inclusion in lndia’ notes in their 2018
edition that the Indian government’s so-called
J-A-M trinity program (linking Jan Dhan bank
accounts, a product of India’s financial inclusion
program, with Aadhaar unique identity cards and
mobile numbers) is having a seminal impact on
financial inclusivity. Since the launch of the Jan
Dhan scheme in 2014, more than 374 million
bank accounts have been opened.
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2. CRISIL Inclusix: Financial inclusion surges driven by
Jan-Dhan Yojana, Volume 4, February 2018.
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While mobile penetration across emerging
Asia has largely converged with developed
market levels with the exception of China and
South Asia (at 98 and 84 subscriptions per
100 people compared to 126 in the devel-
oped world), the region excluding Korea and
Taiwan has significant scope for growth in
internet penetration. Only 27% of the popula-
tion have access to the internet through any
channel in South Asia, 40% in the ASEAN 5
region, and a little over half the population in
China. A steep fall in mobile data costs and a
proliferation of affordable mobile data-enabled
handsets capable of supporting basic apps
(including those of banks and other financial
service providers) should underpin sustained
growth in the depth and breadth of financial
inclusion.

However, the transformational potential of a
fintech ecosystem is best exemplified by the
rise of the Chinese tech giants Alibaba and
Tencent. While Alibaba'’s foray into payments
started with Alipay in 2004 to facilitate
payments on its Taobao e-commerce platform,
Tencent launched Tenpay in 2005 integrated
into QQ, its online message platform. Both
Alipay (rebranded to Ant Financial in 2014)
and Tenpay have since grown exponentially,
helped in part by the under-penetration of
alternatives such as credit cards, garnering
54% and 40% of market share of the 2017
mobile transaction volume of RMB 100 trillion
(USD 14.5 trillion). iResearch, a market
research and consulting company, forecasts
the mobile transaction volume to grow to RMB
299 trillion (USD 33 trillion) in 2019, account-
ing for 85% of online payments from only 4%
as recently as 2012,

With mobile transactions and brick-and-mortar
merchants accepting QR code-based payments
already widespread, it is the evolution of these
fintech firms into full-fledged financial services
that has serious negative implications for
traditional incumbents and has already attracted
the attention of regulators keen to prevent
destabilizing effects on the current financial
system.

Ant Financial has evolved into a full-service
financial services company offering insurance,
credit rating and online SME banking. Yu'e
Bao, their investment product designed to
offer shoppers a small return on idle cash, is
already the world's biggest money market fund
with USD 220 billion in assets under manage-
ment. Similarly, Tencent already holds licenses
for insurance, microfinancing and mutual
funds, enabling them to sell financial products
to more than 980 million users of WeChat, its
multipurpose messaging and social media
"super-app."

Figure 3: Internet payment usage* (% of population aged 15+)
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* The percentage of respondents who report using mobile money, a debit or credit card, or a mobile

phone to make a payment from an account, or report using the internet to pay bills or to buy
something online, in the past 12 months.

Source: World Bank Global Findex database 2017, Credit Suisse research

Figure 4: Credit card ownership* (% of population aged 15+)
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*The percentage of respondents who report having a credit card.
Source: World Bank Global Findex database 2017, Credit Suisse research
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Figure 5: Production process sophistication, 1-7 (best)
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Figure 6: Availability of scientists and engineers, 1-7 (best)
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Figure 7: MSCI Emerging Asia sector composition
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However, concentration of corporates built
around digital technology is increasingly raising
barriers to entry on the Chinese side of the Great
Firewall. Baidu, Alibaba and Tencent have
platforms that are so dominant that fresh
start-ups have little choice but to link into them
and, if successful, are subsumed into one of the
big three. Financing for Chinese tech start-ups is
therefore coming increasingly from the big three
rather than private equity.

While the progression of Asian economies from
the predominantly primary (agriculture) and
secondary (manufacturing) sectors to the tertiary
(services) sector of the economy continues apace,
the ability of the mid-high-income economies of
the region to make inroads into and compete with
the developed world in the so-called "quaternary”
or knowledge-based part of the economy is
becoming crucial.

While production process sophistication in
Emerging Asia (as measured by the World
Economic Forum’s Global Competitiveness
Report 2017-2018) has improved over the last
decade (especially in China), the region (with the
exception of Korea and Taiwan) still has to make
considerable gains before converging with
developed world standards. However, it is the
trajectory of availability of scientists and engi-
neers in the region (with the exception of China)
versus that of the developed world that appears
worrying. These trends highlight that the region
(especially outside of North Asia) requires a
significant and sustained step-up in investment in
human capital and research and development
before it can meaningfully participate in this
emerging sector of the global economy.

The Made in China 2025 blueprint aims to
leverage big data, cloud computing and robotics
in order to shift the Chinese manufacturing
industry higher up the value chain, making the
economy less reliant on foreign technology.

For instance, based on data from the Interna-
tional Federation of Robotics, by 2017, local
Chinese brands accounted for a quarter of
the country’s 36% global market share in the
supply of industrial robots up from zero five
years earlier. While artificial intelligence (Al)
underpins several of the goals stated in this
framework, implications of progress in the
field go beyond boosting the productivity of
the economy through robotics and driver-less
vehicles, improvement in healthcare and
financial services, into the realms of security
and national defense. That Al is an area of
strategic focus for the Chinese government is
confirmed by the State Council’s aim to
emerge as a global leader in the field by
2030. For China to succeed in the Al race
with the USA it will have to invest more in
human capital, attract foreign and returning
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