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Establishment Investment Trust plc

REVIEW 
 

The share price rose by 1.9% in February while the Net Asset Value 
advanced by 2.2%. The MSCI AC Asia ex Japan Index climbed 3.4%, the MSCI 
AC World Index rose 2.8% and the FTSE WMA Balanced Index gained 3.1%. 
Within Asia, ASEAN underperformed again as the prospect of the Federal 
Reserve lifting short-term rates prompted memories of the 2013 taper 
tantrum. We would argue conditions, especially valuations, are slightly 
different today. The limited exposure to commodity stocks and Chinese 
financials was unhelpful. 
 
All figures above are total return and in sterling terms. Source: Bloomberg. 
 

CHINESE FINANCIALS 

While the invisible hand of Adam Smith (generally defined as the  
unobservable market force that helps the demand and supply of goods in a 
free market to reach equilibrium automatically) is definitely playing a role in 
China's private sector companies, it has been the very visible, and somewhat 
heavy, hand of the state that has changed the dynamics in a number of key 
sectors, namely coal, steel and (indirectly) financials over the past year. 

There is a government defined range for domestic coal prices – ¥470-600 

per metric tonne (pmt) – with production across the country's mines 

adjusted to produce the "right" price.  Smaller, less efficient mines are being 
closed as illustrated by the soaring market share of the four largest 
producers. CLSA's China Reality Research (CRR) estimated that the market 
share of the top four northern producers has risen from 50% to 70% over 
the past two years. Gross profit margins have jumped from circa -20% to 
+20% over the past twelve months. 

It is a similar story in the steel sector where the government aims to 
eliminate some 140 million tonnes (mt) of capacity by 2020 which would 
(more or less) bring the industry into equilibrium, assuming unchanged 
demand. CRR estimate that most steel plants have already reduced their 
workforces by 10% or more. 

We continue to believe that we can identify less cyclical, more interesting 
longer-term investment opportunities than coal and steel but the huge 
swing in gross margins in these industries has proved transformational for 
the banks. According to the People's Daily, the net profits of State Owned 
Enterprises jumped 25% in January 2017 y-o-y.  Whether one believes that 
this is little more than an "extend and pretend" exercise with loans being 
rolled over or that the imposed capacity disciplines will restore long term 
profitability, there is no doubt that China's bankers are currently feeling 
rather more comfortable about the quality of certain sections of their loan 
book and this has been reflected in share prices over the past year.  

Whether they will be sufficiently confident to continue to pay pretty "full" 
annual dividends is another question, especially since the sector continues 
to trade below book value and therefore cannot undertake any plain vanilla 
equity issues. Needless to say, the ETF managers don't worry much about 
such concerns; they are only interested in the still substantial index 
weighting of Chinese financials! 
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Source: CLSA, CEIC Data, National Bureau of Statistics 

RESULTS 

The Philippines has been the most disappointing equity market in the region 
over the past six months, underperforming by some 20%. Ayala Land 
announced very steady 2016 results in February. Earnings grew 19% y-o-y, in 
line with forecasts, and the company remains optimistic. The company will 
accelerate residential launches in 2017 following a pick up in take up rates at 
recent launches. Meanwhile, parent Ayala Corporation plans an 13% increase 
in CAPEX for 2017. Recent investments in the energy and infrastructure 
segments will start bearing fruit over the next couple of years and help drive 
profitability. 

Ayala Corp and Ayala Land trade at 18x and 21x forward earnings – down from 

22x and 27x last August and 28x and 40x in May 2013 respectively. 

Indonesia's Astra International posted decent 2016 results that were held back 
only by provisions related to continued asset quality issues at 45% owned Bank 
Permata. Astra gained market share in both four and two wheelers: the auto 
financing business continues to grow strongly and listed subsidiaries United 
Tractors and Astro Agro benefitted from better commodity prices. 

Finally Sun Art Retail, China second largest hypermarket operator, turned in 
decent 2H16 results. Same Store Sales have stabilised and the group managed 
to increase Earnings before Interest and Taxes (EBIT) margins. While the 
challenge from online competition remains, the group continues to see good 
growth opportunities. A slightly higher inflation rate, plus additional store 
openings, should help the top line in 2017. The final dividend was raised 21%. 

OUTLOOK 

The recent North Korean missile launch, the murder of Kim Jong Nam and 
China's subsequent banning of North Korean coal imports serves to show that 
there is much more on the broader regional agenda than just President Thump 
and his thoughts on trade relations. 

Trade growth around the region has finally picked up – in volume as well as 

value terms – and the most important consideration in the short term will be 

the outcome of the next meeting of the Federal Reserve. 
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LISTED EQUITIES SECTOR 95.1%

BATS UK CONSUMER STAPLES 5.4%

SAMSUNG ELECTRONICS KOREA TECHNOLOGY 4.5%

TSMC TAIWAN TECHNOLOGY 4.4%

IMPERIAL BRANDS UK CONSUMER STAPLES 4.2%

ZEE ENTERTAINMENT INDIA COMMUNICATIONS 3.7%

LPN DEVELOPMENT THAILAND FINANCIAL 3.7%

ITC INDIA CONSUMER STAPLES 3.6%

HDFC INDIA FINANCIAL 3.4%

MINTH GROUP CHINA CONSUMER DISCRETIONARY 3.3% Market Data

UNILEVER UK CONSUMER STAPLES 3.2% Share Price 198.25p

GLAXOSMITHKLINE UK HEALTH CARE 3.0% Net Asset Value 250.42p

SAMSONITE CHINA CONSUMER DISCRETIONARY 3.0% Premium / (Discount) (20.8%)

SANDS CHINA CHINA CONSUMER DISCRETIONARY 2.9% Shares Outstanding (mn) 20.0

NATIONAL GRID UK UTILITIES 2.9% Market Capitalisation (mn) £39.7

AYALA LAND PHILIPPINES FINANCIAL 2.9% Historic Yield (incl special div)** 4.5%

SUN ART RETAIL CHINA CONSUMER STAPLES 2.4% Ongoing Charges 1.3%

UNI-PRESIDENT TAIWAN CONSUMER STAPLES 2.3% Listed London Stock Exchange

SHINHAN FINANCIAL KOREA FINANCIAL 2.3% Bloomberg Ticker ET/ LN <Equity>

SIAM CITY CEMENT THAILAND MATERIALS 2.2% ISIN GB0031336919

KT CORP KOREA COMMUNICATIONS 2.2% Website www.blackfriarsam.com

IJM CORP MALAYSIA INDUSTRIALS 2.0%

AYALA CORP PHILIPPINES FINANCIAL 1.8% Investment Manager

ASTRA INTERNATIONAL INDONESIA CONSUMER DISCRETIONARY 1.8% Blackfriars Asset Management Ltd

JOHNSON ELECTRIC CHINA INDUSTRIALS 1.7% 9 Cloak Lane

ALIBABA CHINA TECHNOLOGY 1.5% London Telephone

WANT WANT CHINA CHINA CONSUMER STAPLES 1.2% EC4R 2RU +44 (0) 20 7332 2270

TENCENT CHINA TECHNOLOGY 1.0% Administrator

IND & COMM BANK OF CHINA CHINA FINANCIAL 1.0% Praxis IFM Fund Services (UK) Limited

CHINA COMMUNICATIONS CHINA INDUSTRIALS 1.0% 3rd Floor, Mermaid House

VOLTRONIC POWER TAIWAN INDUSTRIALS 0.9% 2 Puddle Dock Telephone

SILVER HERITAGE AUSTRALIA CONSUMER DISCRETIONARY 0.9% London EC4V 3DB +44 (0) 20 7653 9690

LG HOUSEHOLD & HEALTH KOREA CONSUMER STAPLES 0.7% Directors Harry Wells (Chairman)

Jim Ryall

Gregory Shenkman

Susan Thornton

Thomas Waring

Corporate Broker Stockdale Securities

BLACKFRIARS ORIENTAL FOCUS FUND 14.2%

LIQUIDITY 2.6%

COUNTRY BREAKDOWN (all equity positions) 95.1% Investment Objective

CHINA 19.0% MALAYSIA 2.0% UK 18.7%

HONG KONG 0.0% PHILIPPINES 4.7% JAPAN 0.0%

INDIA 10.6% SINGAPORE 0.0% AUSTRALIA 0.9% Management Fee

INDONESIA 1.8% TAIWAN 7.7% ASIA EX REGIONAL* 14.2%

KOREA 9.7% THAILAND 5.9% * via investment vehicle

SECTOR BREAKDOWN (directly held equities only) 80.9%

COMMUNICATIONS 5.8% FINANCIAL 15.0% MATERIALS 2.2%

CONSUMER DISC. 11.9% HEALTH CARE 3.0% TECHNOLOGY 11.4%

CONSUMER STAPLES 23.0% INDUSTRIALS 5.5% UTILITIES 2.9% Financial Year 31st March

* NAV performance prior to 2009 are displayed in Ex Par.** based on interim, final and special divdend approved by EIT Board for FY2016. † Morningstar Investment Trust Flexible Investment.
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Establishment Investment Trust plc

One per cent of the market capitalisation per annum

To achieve long-term capital growth from a managed 

international portfolio of securities. 

Compound Annual Growth Rate since Inception 

(total return)

18th March 2002 - 31st January 2017

February 2017

MARKET

8.6%

7.2%

18th March 2002 - 31st January 2017

Share Price

http://www.blackfriarsam.com/

