Tech-tonic shifts

Why do tech stocks feature so highly for Asia equity income trusts?

Whilst the numerous Asian countries surrounding the South
China Sea and the western coast of the US may seem like two
worlds away, they both share a geological feature known as the
Pacific Ring of Fire. This literal hotbed of tectonic activity is home
to around three-quarters of the world’s volcanoes and 90% of its
earthquakes. Whilst many of the more well-known disasters that
these have caused have occurred in the US, such as the eruption
of Mount St Helens in Washington, and the 1989 ‘World Series’
earthquake in LA, a significant portion of these occur in Asia,
especially volcanoes, of which around half of the total are in Japan
and Indonesia alone.

We think there may perhaps be some sketchy parallels to the tech
sector. Much of the media focus has been on the large US names
such as Nvidia and Apple which make up part of the Magnificent
Seven, primarily due to their focus on cutting-edge technologies
such as Al, but many of the companies that are crucial to the

tech supply chains are based in Asia. This includes companies
such as Taiwan’s TSMC—critical to the world’s supply of semi-
conductor chips which will be of crucial importance to the Al
revolution—Foxconn—a manufacturing linchpin for the global tech
sector—and Samsung Electronics—critical to the memory chip and
displays industry.

As such, tech has become an increasingly dominant sector in the
region’s equity markets, now making up c. 27% of the MSCI Asia
ex Japan Index, not far off the weight in the MSCI USA Index of
30.5% (both as of 28/02/2025). However, some individual country
indices have considerably more in tech, most notably Taiwan
which has over 80% represented by the sector.

Over the past few years, tech companies from both sides of the
Pacific have performed well, with the most recent boom from Al-
driven demand causing a significant rally in the industry. Whilst
this has been a big tailwind for many, those focussed on income
have been left behind in many cases. The growth-focussed nature
of these tech companies means they are more likely to use excess
capital to reinvest into their business, rather than return cash

to shareholders by way of dividends meaning they are typically
considered low-yielding. As such, many income-focussed vehicles
have low weightings to the tech sector.

One exception to this is the Asian equity income sector. Here, the
five-strong peer group have a simple average of 27.7% of their
portfolios in the tech sector. This compares to c. 22% for the
average global equity income trust, though on a more country-
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specific basis, only c. 13% average for the two

US income trusts, and just 3.7% for the UK equity
income sector. Despite this, the yield of these trusts
versus the comparators has not been affected,

with every Asia equity income trust yielding more
than the average of the global trusts, both the US
trusts, and all but two above the average of the UK,
although with JPMorgan Asia Growth & Income
(JAGI) soon to enjoy an increase in this figure, as we
discuss below.

Fig.1: Asia Trust Tech Weights
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Enhancing income

One of the contributing factors behind the high-tech
allocations in Asia equity income trusts must be the use

of enhanced dividend strategies, which we believe is a
standout feature of the investment trust structure. This is
where the trust uses a combination of the natural income
of the portfolio with a contribution from capital to pay
investors a higher yield than would otherwise be achieved.
This also allows the managers of the trusts to select stocks
that they believe offer the best total return potential
without being beholden to a yield target, whilst the trust
still offers a high yield.

In the past few months, three trusts that use enhanced
dividends have tweaked their models to either increase
their dividend levels or pay one out more regularly. One
example is Invesco Asia Dragon (IAD). The trust, formerly
known as Invesco Asia, recently won the bidding process to
absorb the assets of the former Asia Dragon trust, making
it the largest in the sector by net assets. Managers Fiona
Yang and lan Hargreaves have a contrarian approach,
looking to target those companies that are out of favour
and therefore available at attractive valuations. As a

result, the tech weight in the trust fell in 2024, resulting

in the trust having an underweight position relative to its
benchmark, the MSCI AC Asia ex Japan Index, although

it is still the largest sector allocation at c. 22% (as of
31/12/2024). The trust has paid an enhanced semi-annual
dividend of 2% of NAV, meaning the yield is equivalent

to 4% per annum, although with the trust’s current
discount to NAV of c. 10.6% (as of 06/03/2025), the
historic yield is slightly above this at 4.6%. As part of the
recent merger, the board has also doubled the number of
dividend payments and will, in future, pay 1% of NAV on a
quarterly basis. The dividend per share amounts have been
approximately double what the portfolio has otherwise
generated since the policy was first introduced in 2021
demonstrating the additional income the enhancements
have provided investors. Performance has been impressive
over this period, with IAD delivering double the return of
its benchmark, for which we have used an ETF as a proxy in
the chart below, whilst also currently offering a yield that is
over 70% that of the index.

Fig.2: IAD Outperformance
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Past performance is not a reliable indicator of future results.

Elsewhere in the Asia equity income sector, two trusts
have significantly increased the level of their enhanced
dividends in the past few months. Firstly, JAGI proposed a
50% increase in their enhanced dividend, moving from 1%
per quarter to 1.5%, therefore offering a yield of 6% of NAV
per annum starting in March 2025. This means the trust’s
yield, indicated above, is likely to increase significantly
going forward. Managers Robert Lloyd and Pauline Ng have
a focus on quality when constructing their concentrated
portfolio of c. 50 to 60 holdings. They primarily take a
bottom-up approach, though also use some top-down
input to help guide allocations. This has led to technology
being the largest sector in the portfolio at c. 30% (as of
31/01/2025), aided by sizeable positions in TSMC (14.3%)
and Samsung Electronics (4.6%), making them the first
and third largest holdings respectively. As such, the
trust’s dividend per share has been about 3x the level of
earnings per share over the past few years, demonstrating
how much the enhanced dividend policy has improved

the income that investors are likely to achieve from the
portfolio. Furthermore, the trust itself is trading at a
discount to NAV of c. 8.7% which not only increases the
prospective yield but could also contribute to long-term
returns should it narrow.

abdrn Asian Income (AAIF) adopted a similar policy at

the beginning of 2025, by introducing its own enhanced
dividend policy to pay out 6.25% of NAV per annum, across
four equal quarterly dividends. AAIF also has a notable
allocation to tech companies, with TSMC as the largest
holding at 14.5%, and Samsung Electronics also in the

top five holdings at a 3% position. Even so, the trust has

a good track record of dividend growth, having achieved
16 consecutive years of growing its dividend, however,
this had on occasion required revenue reserves to sustain,
albeit not for the past two financial years, which led to
revenue reserves slipping to c. 39% of the annual dividend
at the end of the 2023 financial year. Therefore, this new
policy is an opportunity for the board to pay a high, but
sustainable dividend. This appears to have had a positive
early impact on sentiment, with the discount on the trust
slightly narrowing shortly after the announcement, though
the current level of c. 10% could still prove a compelling
entry point.

So far, we have only explored trusts with enhanced
dividend policies, however, one Asia equity income trust
that doesn’t utilise this strategy, but still has a substantial
weight to tech companies, is Schroder Oriental Income
(S0I). Manager Richard Sennitt looks for firms generating
attractive free-cash flow and good returns on equity which
should enable them to deliver a sustainable and growing
income over time. This has led to the portfolio having a
notable overweight allocationssssss to tech firms, which
Richard believes will be a source of dividend growth over
the coming years as they benefit from an increase in
earnings and fundamentals. In a recent note, the managers
highlighted examples including TSMC, which has rewarded
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investors for backing its growth journey through a steady
and consistent increase in dividends, which have risen

by c. 45% over the past couple of years. Similarly, the
trust holds Foxconn (which trades as Hon Hai Precision
Industry), which has had steady dividend increases over
the past five years, with the stock now yielding 3.1%
despite the share price also more than doubling in that
period. One attractive feature of the Asian tech sector is
that many of the key companies do have a decent dividend
policy, so a reasonable natural income can be earned from
them, unlike from the likes of Apple and Nvidia.

As such, SOl is closing in on 20 years of consecutive
dividend increases which would earn it the AIC’s Dividend
Hero status and make it the only Asia-focussed trust on
that list. The trust yields a respectable 4.3% on a historic
basis, above the weighted average yield for the UK equity
income sector and has sizeable revenue reserves to
support the dividend in more challenging times.

Fig.3: SOI Dividend Track Record
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Why Asia tech pays dividends

The fact that companies such as Foxconn and TSMC can still
justify their place in an income portfolio raises an obvious
question—why do Asian tech companies tend to yield more
than their US counterparts? One key reason is the industry
makeup. As mentioned above, Asian firms tend to be more
focussed on the technology supply chain, including a
sizeable portion in manufacturing. Whilst this still offers
high growth potential as wider demand increases, these
areas tend to produce more reliable and cash-generative
revenues. Meanwhile, the US firms are more focussed on
cutting-edge technology such as Al models, and as such,
much of their excess cash generation is reinvested back
into the business for further development and growth.

Beyond this, there are slight differences in investor culture
between the two regions. The Asian market has a higher
proportion of family and government ownership which

has contributed to more of a dividend-paying culture.

US investors on the other hand have more tolerance for
future growth and therefore do not demand much in terms
of income from their shareholdings. This has also led to

a culture of firms returning capital to shareholders via
buybacks instead of using dividends.

Whilst this is a simplified overview, it is a factor that is
likely to become more of a driver going forward. There
have been several reforms in Asia designed to improve
corporate governance, including the treatment of cash
and payment of dividends. Inspired by Japan’s corporate
governance reforms, South Korea has begun its own “value
up” programme. Launched in 2024, one element of this
programme is to encourage firms to pay higher dividends
and increase their share buybacks as a way of boosting
returns for investors. This has yet to gain significant
traction but could become a factor going forward should it
be more widely adopted.

There have been similar moves in China too, with the
government looking to increase dividend payout rates

and share buybacks in their domestic markets. They have
used their state ownership of a number of companies to
push for higher and more stable distributions, as well as
encouraging share buybacks, particularly amongst well-
known tech firms with considerable free-cash flow such as
NetEase and JD.com. These reforms began in late 2023 and
were expanded on in the stimulus measures of September
2024, with the aim for these firms to be leaders that others
in the market will follow. As such, overall dividends have
increased by c. 30% from 2023 to 2024, leading to the
overall yield of the market to rise to its highest level for a
number of years. As this becomes an increasing focus for
the government, it is likely to be a factor in markets going
forward.

Conclusion

Asian companies have become an increasingly dominant
force in the global tech industry, and whilst the leading
companies may not be on the same level of status as the
household names in the US, they are arguably more critical
to the sector’s supply chain. As such, they have been an
increasingly attractive destination for investors which
has led to strong share price gains. Despite this, Asian
tech firms still offer compelling opportunities for income
investors, due to their progressive dividend policies,
cultural differences, and the emergence of regulatory
factors that have pushed the importance of dividends,
the latter of which could continue to support yields going
forward.

Furthermore, many investment trusts have capitalised on
the ability to use enhanced dividend policies to not only
capture the exciting growth opportunity of the tech sector
but also pay attractive dividends to shareholders.

As such, the Asia equity income sector could appeal to
both income and growth investors, and with the current
wide discounts available across much of the sector, and
arguably attractive valuations in the region, this could
prove a compelling entry point.
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