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With the AI boom, tech is becoming a 
bigger part of the Asian economy, but 
investor enthusiasm has also contributed to 
increased market concentration in key Asian 
markets and EM more broadly.  We believe 
the sharp pullback in semiconductor shares 
at the start of Q3 highlights the fragility 
inherent in such concentrated markets. 

SUMMARY 
• The AI infrastructure boom is driving unprecedented global demand 

for memory chips and other tech components, which has boosted 
recent results and, especially, expectations for tech firms in Asia. 

• While revenue and earnings growth for key EM Asia semiconductor 
firms have accelerated sharply over the past year, a rise in share 
prices and market caps has outpaced economic fundamentals, in 
our view, and led to significant market concentration in the region. 

• A July pullback in semiconductor stocks caused EM Asia — and EM 
broadly — to dramatically underperform global markets so far this 
quarter, illustrating the fragility of concentrated indices. 

ECONOMICS: REAL BUT UNCERTAIN 
The economic impacts of the AI boom are real.  Massive investment in 
data centers, semiconductors, AI models, and corporate AI 
implementation have supported strong fundamental growth and stock 
performance across the Information Technology and Communication 
Services sectors in recent years.  While much of the media and 
investor focus around AI and related tech investment has been on the 
U.S., perhaps nowhere has the impact been more acute than in Asia, 
and especially the tech-focused EM Asia economies.    

The global surge in demand for semiconductors, including high-end 
memory chips, and hardware components has been a key driver of 
economic growth for Taiwan and South Korea in recent quarters. 
Tech hardware exports powered GDP expansion for both economies, 
creating a strong but narrowly based growth dynamic. Three 
companies — TSMC, SK Hynix, and Samsung — exemplify this. 

Looking at the Taiwanese and South Korean economies together, 
those three companies’ combined sales have risen from 
approximately 15% of GDP (already a record high) to over 20% in the 
past year. Consensus expectations project that figure could reach 
over 40% of combined GDP by end-2027, which would be an 
extraordinary degree of economic reliance on a historically cyclical 
industry.  Meanwhile, domestic demand has remained below average 
across South Korea, Taiwan, and even China, meaning the regional 
economic growth story is heavily dependent on the continuation of 
external demand. 

Exhibit 1: Large Semis’ Growing Economic Import in EM Asia 

 
Source: Taiwan DGBAS, Bank of Korea, Bloomberg, WestEnd Advisors 

MARKET MAGNIFICATION 
Given the growing economic importance of semiconductors for EM 
Asia, it is not surprising that equity markets in the region have also 
become increasingly weighted toward semiconductors.  However, 
elevated expectations for continued growth in AI and related 
semiconductor demand have magnified the economic concentration.  
The rally of semiconductor and memory stocks in the first half of 
2026 led to one of the largest shifts in global market composition in 
years.  The three companies mentioned above have grown to 
represent over 50% of the combined market capitalization of Taiwan 
and South Korea.  While Taiwan and South Korea rank 22nd and15th 
in the world by GDP, according to IMF 2026 estimates, they were the 
3rd and 6th largest countries, respectively, by equity market cap as of 
June 30, together making up almost 50% of the MSCI Emerging 
Markets Index.  As a result, investment returns in EM, and especially 
EM Asia, are increasingly tethered to the global semiconductor sales 
cycle.   
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Exhibit 2: Taiwan and S. Korean in Economy and Markets 

 
Source: World Bank Group, Taiwan DGBAS, Bank of Korea, Bloomberg, 
WestEnd Advisors 

While trends in these areas have been strong, we believe investors 
should be cautious in assuming that profit margins for these 
companies will be less cyclical than in the past.  We see risk to the 
semiconductor cycle within our 6-to-18-month investment horizon. 
Semiconductor Industry Association data shows three-month average 
global semiconductor sales growth accelerated to 104% year-over-
year in May.  This growth, however, has been overwhelmingly driven 
by rising prices and shifting product mix rather than volume growth, 
which has been particularly beneficial for semiconductor margins.   

We also see a range of factors that could undermine the demand 
assumptions underpinning the semiconductor cycle.  While demand 
has yet to show signs of abating, the ability and willingness of 
companies to sustain massive AI infrastructure investment is based, in 
part, on AI usage and monetization assumptions that stretch many 
years into the future.  The economic reality of AI, however, is far from 
assured.  Community opposition to data centers, electricity supply 
constraints, and even availability of chips and other components could 
slow datacenter buildout.  Meanwhile AI model innovation, price 

competition, and uncertain macro conditions could also undermine the 
assumptions that support AI-related capital investment. 

Even if chip demand remains elevated, additional memory 
manufacturing capacity that could come online over the next few 
years could put downward pressure on prices.  For example, South 
Korea recently announced plans for over half a trillion dollars in state-
supported investment to double the country’s semiconductor 
fabrication capacity over five years, including fast-track approvals and 
state-funded infrastructure upgrades.  That sort of supply growth 
amid uncertain future demand could exacerbate the cyclicality of the 
industry and have a sharp impact on revenue growth, margins, and the 
anticipated profitability that underlies valuations.   

CONCENTRATION CAN MEAN FRAGILITY 
Investors tend to understand that diversification can help reduce 
volatility and risk.  The inverse of this corollary, though perhaps less 
discussed, is also true: concentration, in portfolios or markets, can 
increase risk.  As a market becomes increasingly reliant on one 
industry or sector, it may see outperformance when things go well for 
that area of the market, but that performance can be very fragile.  We 
have seen a clear example of this recently in EM Asia.   Shares in 
various tech and semiconductor companies began to pull back 
sharply in late June, in part as investors increasingly questioned the 
sustainability of anticipated tech capex spending.  As a consequence 
of its concentration in semiconductor exposure, EM Asia dramatically 
underperformed broad markets at the start of Q3. 

This EM Asia example can serve as a reminder that market 
concentration, particularly when it outstrips underlying economics and 
fundamentals, can be a source of fragility in portfolios.  We believe 
investors should actively evaluate and account for unintended 
concentration risk in their portfolios, whether due to passive 
exposures, bottom-up stock selection, or clinging reflexively to past 
winners. 
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Disclosures: The information contained herein is not intended to be an offer to provide investment advisory services.  Such an offer may only be made if 
accompanied by WestEnd Advisors’ SEC Form ADV Part 2.  This report should not be relied upon as investment advice or recommendations and is not intended to 
predict the performance of any investment.  These opinions may change at any time without prior notice.  All investments carry a certain degree of risk including the 
possible loss of principal, and an investment should be made with an understanding of the risks involved with owning a particular security or asset class. Portfolio 
characteristics and/or allocations are generally averages and are for illustrative purposes only and do not reflect the investments of an actual portfolio unless otherwise 
noted.  Portfolios that are concentrated in a specific sector or industry may be subject to a higher degree of market risk than a portfolio whose investments are more 
diversified.  The information presented herein has been gathered from sources believed to be reliable, however data is not guaranteed.   
The S&P 500®, Nasdaq-100 Index®, Russell 1000® Index, and MSCI USA Index are various common measures of the performance of the U.S. stock market.  An 
index is unmanaged and is not available for direct investment.   

Holdings, Sector Weightings, and Portfolio Characteristics were current as of the date specified in this presentation.  The listing of particular securities should not be 
considered a recommendation to purchase or sell these securities.  While these securities were among WestEnd Advisors’ holdings at the time this material was 
assembled, holdings will change over time.  There can be no assurance that the securities remain in the portfolio or that other securities have not been purchased.  It 
should not be assumed that recommendations made in the future will be profitable or will equal the performance of the securities presently in the portfolio. Individual 
clients’ portfolios may vary.  Upon request, WestEnd Advisors will provide a list of all recommendations for the prior year. 

WestEnd Advisors, LLC (“WestEnd”), an SEC-registered investment adviser, operates as an autonomous Victory Capital® Investment Franchise. WestEnd’s active 
principals are responsible for managing the firm and its day-to-day operations. Registration of an investment adviser does not imply any level of skill or training. 
WestEnd manages equity securities for individual, institutional and wrap clients.  
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