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After a strong set-back in December 2018, technology shares have staged a fantastic comeback in the first four months of the year. IPOs like the
ones by the transportation network companies Uber and Lyft or by the online graphics provider Pinterest have drawn attention from the media. The
profits of most technology companies have also matched or slightly exceeded expectations. What caused the latest rally? What does the technology
sector benefit from, and what perspectives do investors have? This is what we were discussing with Bernhard Ruttenstorfer, Senior Fund Manager of
ESPA STOCK TECHNO.

In your opinion, what are the reasons for the strong performance in 2019?  

The rally in Q1 was largely due to the excessive losses in Q4 2018, which was an irrational sell-off. In Q1, investors have used the lower prices to build positions in the technology sector.
This is of course based on a positive outlook on business, which the market expects to improve further from 2020 onwards. The equity market has this expectation already priced in. Q1
company earnings have matched or even exceeded expectations. Software companies have been particularly convincing. We regard 2019 as year of transition, with only minor earnings
growth.

Are equities overvalued at this point or do you still see potential?

A price increase of about 20 percent (source: Reuters on the basis of a global technology equity index) within a few months does of course affect the valuation. But we have to differentiate:
there are segments with very ambitious valuations such as for example some providers of cloud software and mobile payment services. As far as the latter ones are concerned, the
valuations are largely justified because the market is growing significantly, and companies are profitable and only subject to minor earnings fluctuations. Here, we are talking about
companies like Paypal, Mastercard or Visa. They are the structural winners in payment transactions and have benefited from changes in consumer behaviour, which manifests itself in more
transaction via internet and smartphones. The semiconductor market is attractively valued. Here, we saw a slump in the second half of 2018. Now the market is on the rebound with demand
recovering. Overall, the valuations in the technology sector are still attractive, and there is no reason why prices should not rise further.
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Note: Past performance is not indicative of future development.

What are the themes that have potential? What are the key aspects of your investment strategy?

All of them are innovations that are or will be affecting the cycle of products, their production, sales, and distribution all the way to the consumer (please see the box “The drivers of the
technology boom”). We can see themes like automation, the Internet of Things, Artificial Intelligence, self-driving (“autonomous”) cars, mobile payment transactions, cyber security etc.

As far as software is concerned, cloud outsourcing is still a hot topic, as is video gaming with its gigantic growth prospects, and in connection with it the payments transaction providers. In
the ESPA STOCK TECHNO funds we currently prefer software providers: prices fluctuate less significantly than for semiconductors. The product prices are just more stable.

Companies like Lyft, Uber, and Pinterest have done IPOs this year. Are there any other technology companies in the pipeline? How important is the stock
exchange for such companies?

The USA is the engine of innovation and therefore also head and shoulders above the rest when it comes to the stock exchange: US stock exchanges see the biggest and most important
IPOs. Also, the share prices in China have been affected more severely by the trade conflict than US tech companies. One example is Huawei, which was put on a black list – a move that
blindsighted the stock exchanges. This means that US companies cannot supply Huawei with products any longer. This is of course a hurdle and detrimental for both parties to the conflict. I
am convinced that that trade conflict will ultimately only be a source of irritation though. It does not change the radical shift that companies and consumers are subject to (on the basis of
virtual reality). Many sectors have to brace themselves for significant changes: from car dealerships to print media.
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