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2021 was a year of three distinct phases. The action was in high growth companies, Allianz Technology Trust

where sentiment fluctuated considerably over the course of the year. 2020 before
it had been an astonishing year when many of these fast-growing companies had
provided the tools for people to remain connected, allowing them to work and
socialise. However, these companies sold off hard in the first quarter of 2021 as the
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However, in the Spring, the economy lost momentum and these stocks regained the shift to cloud computing.
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The growth stocks had a third act, sliding once again in the final quarter of the Global Technology Team

year as inflationary pressures mounted and investors started to fear higher interest which manages US$11 billion®

rates. The Federal Reserve accelerated the withdrawal of its quantitative easing in assets.

programme, while forecasts for interest rate rises in 2022 moved from one or two, to *Source:

three or four. Allianz Global Investors GmbH.

Underneath all this share price volatility, many of these companies have seen strong
business flows. Earnings have continued to outpace expectations. For the strongest
companies, that has allowed their share prices to weather some compression in
valuations. Valuations now appear more realistic moving into 2022. The exception is
for some of the biggest names — notably Meta, Microsoft and Alphabet. These ended
the year notably more expensive than they started it, leaving them vulnerable even
though their fundamentals have been strong.

Areas such as semiconductors have seen the opposite trajectory on share prices.
Shortages of components have been a feature of the year. Groups are bringing
additional manufacturing capacity onstream, but it is a slow process. This helped
product pricing and pushed share prices higher. However, at various points investors
have asked whether this is as good as it gets and sold out, only to look at the
structural growth case for semiconductors and reinvest.
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The structural growth has, if anything, improved over the year, as areas such as
electric cars raise demand for more complex chips. Revenue growth in the sector has
accelerated and this is likely to endure. Demand could outstrip supply for the next
three to four years. Semiconductors are having a resurgence and higher growth and
valuations look well-founded.

The last group to join the party were the memory companies - Hynex, Microsoft
and Samsung. Demand for PCs was slowing and prices were starting to weaken
for memory. However, on balance, they did a little better than expected. They met
slowing demand by ensuring they didn't add capacity and there is a transition to
a more secure chip to address security and power consumption issues. The current
weakness on pricing could turn into a shortage in 2022, so those stocks have seen
a recovery.

Looking at 2022

In general, investors like companies that beat their previous year’s earnings,
particularly if they do so by more than the market expects. Comparisons for some
sectors within technology are getting more difficult. This is particularly notable
among some of the FANG names (likes of Meta, Amazon, Netflix and Alphabet),
where high expectations are colliding with, potentially, a softer advertising market.
The consumer won't have as many stimulus dollars to spend. At the same time,
Apple’s changes on the privacy rules could make advertising less effective.

Attackers continue The digitalisation trend continued in earnest again in 2021 with many of the projects
likely to last for several years. Digitalisation remains one of the main ways to address
to adapt, and labour shortages, which appear likely to persist in 2022 and beyond. Areas such as
compqnies also hospitality, manufacturing, or supply chain management have little choice but to
need to Gddpt! digitalise to ensurg the|r long-term competitiveness. For cloud computing and cloud
software companies, this means the fundamentals are as good as they have ever

been. Many are highly valued, certainly, but these valuations appear justified given
the potential growth.

Cyber security will continue to be an issue. There have been huge ransomware
attacks in 2021, reminding companies of their vulnerability. Management teams
realise they need to address the problem or face real threats to their ability to do
business. Attackers continue to adapt and companies also need to adapt.

The China problem

Technology companies doing business in China have always had to tread carefully.
The Chinese government showed its teeth in 2021, with clampdowns on the use

of data and algorithms, plus other companies seen as doing social harm. Even

the mighty Apple has not been immune - the SEC (U.S. Securities and Exchange
Commission) rejected its petition to block three shareholder proposals from going
to a vote at the next annual general meeting. Two of them concern its operations
in China.

Apple makes all its products in China. China is also a significant source of revenue, so
it doesn’t have the option — as many other companies have done — to bring product
manufacturing closer to home. The Apple factories employ millions of Chinese
workers and the Chinese government would take a dim view of any attempts to close
them. It has to be very careful about what it does and says as a result.
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However, it's not the only one forced to defend its relationship with China. Amazon
also found itself under scrutiny after it was forced to remove negative reviews of a
book with collected speeches and writings by the Chinese premier Xi Jinping's on
orders From Beijing. Doing business in China comes with a price and even the US's
largest companies must play ball.
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A tough year for ecommerce

Ecommerce didn’t hold onto the gains it made in 2020 as people escaped their
homes and returned to stores. It had taken a big jump during the pandemic: it didn’t
go backwards, but it didn't gain any new advantage.

However, it is worth noting that the lines between ecommerce and ‘normal’ commerce
are becoming increasingly blurred. Retailers are increasingly turning towards
omnichannel options. Consumers can order online and pick up in store. Or they can
go to a store, try things on and then have it shipped to their home. In general, retailers
are becoming much more flexible in their approach. The new model of retail is yet to
emerge, so they need to try different things and see which wins out with the customer.
That's part of the surge for the software industry — companies have had to employ
software solutions to understand their customers better.

There are real winners among those who have done it well: some premium
sportswear brands, for example, or some of the restaurant chains. If restaurants can
manage it efficiently, they can increase the through-put of their kitchen and make a
lot more money. In this way, the strong are getting strong. It's great for the consumer,
who is getting an experience far more closely tailored to their needs.
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