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FEDERAL RESERVE QUANTITATIVE EASING - THE BEGINNING OF THE END?

The widely expected announcement that the Federal Reserve would stop, or slow,
the reinvestment of maturing Treasuries and mortgage-backed securities duly
materialised in September. The fact that the change of policy had been so heavily
signalled to the market over the past few months is, perhaps, the significant
difference to the 'taper tantrum' of 2013 that proved so destructive to many Asian
(but not all) equity markets. While it remains unclear what the exact impact the
shrinking of the Federal Reserve's balance sheet will have over time, it is of some
comfort that policy makers have emphasised that they will remain flexible. As one
would expect, the dollar has rallied.

CHINA - GENIE BACK IN THE BOTTLE?

China bears have long pointed to the rapid growth of the shadow banking system
as evidence that the entire Chinese financial system must, at some point, collapse.
In a free market world they would be correct. In China - where the state owns and
controls the main players in many sectors but especially finance - their arguments
increasingly fall on deaf ears.

China renminbi bank loan growth and 
social financing outstanding growth

Source: CLSA, CEIC Data, PBOC

The chart above, courtesy of CLSA, shows the year-on-year growth of total social
financing and bank loan growth. During the post-GFC credit boom the genie was
well and truly out of the bottle and threatening to cause chaos. We are certainly
not suggesting that the post-GFC Chinese credit boom did not result in poor
investment decisions, nor are we suggesting that significant (and unreported) NPL
problems do not exist. Neither would we argue that the entire shadow banking
system is captured by the social financing data.

The important point is the obvious change in policy. Measures to contain, or
squeeze, the growth of the shadow banking system in recent years have been
remarkably successful. It seems clear that the People’s Bank of China also believe
the genie is back in the bottle. On 30th September they signalled a future cut in
reserve requirement ratio (currently 17%) for banks who extend a sufficient
proportion of new loans to SMEs, start-ups and rural areas. Not a loosening of
monetary policy as such but a clear inducement to banks who direct funding
towards favoured policy areas. The 19th National Congress of the Communist
Party of China takes place this month and should give a good insight into policy
objectives for the next five years and beyond.

REVIEW

The share price fell 1.5% in September while the Net Asset Value declined 3.2%.
The MSCI AC Asia ex Japan Index fell 3.9%, the MSCI AC World Index declined
1.9% and the FTSE UK Private Investor Balanced Index slipped 1.3%.

For the first half of the Company's financial year the share price rose 7.7% while
the Net Asset Value slipped 0.7%. Including the final and special dividends paid
in July 2017, the total returns were 11.5% and 2.2% respectively. For
comparative purposes, the MSCI AC Asia ex Japan Index rose 8.1%, the MSCI AC
World Index advanced 2.7% and the FTSE UK Private Investor Balanced Index
gained 1.9%.

All figures above are total return and in sterling terms. Source: Bloomberg.

PERFORMANCE REVIEW

We noted a few months ago that the tobacco holdings in the portfolio were
facing particular issues. Both BATS (-10.8%) and Imperial Brands (-16.4%)
underperformed significantly over the period, as did GlaxoSmithKline (-8.1%)
and National Grid (-6.6%). Only Unilever (+11.3%) performed strongly, thanks to
the attention received from Mr Buffet et al. Four of these five holdings are
multinational corporations with significant overseas earnings so the recent
strength of sterling has proved a headwind.

The 6% average absolute decline of the UK equity holdings (a little under one
fifth of the portfolio) has certainly been a drag on overall performance. These
are large blue chip companies with strong long term records and, after the
recent setback, yield an average of almost 5%. We remain rather more
suspicious of sterling's outlook than the longer term future of the equity
holdings.

In Asia there have been two standout performers over the past six months. By
country, MSCI China (+18.7%) and by sector, MSCI Information Technology
(+20.4%) have outperformed. They also happen to be the biggest country and
sector constituents in the regional index. While the Company has retained
decent exposure to both Chinese equities and Information Technology stocks
(circa 20% and 10% respectively over the period), this has simply not been
enough in a relative sense.

Bright spots in the portfolio include Tencent (+40.9%), Voltronics (+30.6%),
Minth (+24.3%), Ayala Land (+22.3%) and Johnson Electric (+21.3%). The more
disappointing performers in Asia have been almost exclusively consumer-
orientated companies, an area where the Company retains significant exposure.

The other bright spot has been the narrowing of the discount. This has closed
from 23.9% to 17.5% over the past six months. The interim results and dividend
will be announced towards the end of November.
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LISTED EQUITIES SECTOR 97.8%

BATS UK CONSUMER STAPLES 4.8%

SAMSUNG ELECTRONICS KOREA TECHNOLOGY 4.0%

LAND & HOUSES THAILAND CONSUMER DISCRETIONARY 3.7%

CHINA MOBILE CHINA COMMUNICATIONS 3.6%

UNILEVER UK CONSUMER STAPLES 3.5%

ZEE ENTERTAINMENT INDIA CONSUMER DISCRETIONARY 3.4%

IMPERIAL BRANDS UK CONSUMER STAPLES 3.3%

HDFC INDIA FINANCIAL 3.3%

AYALA LAND PHILIPPINES FINANCIAL 3.1% Market Data

SAMSONITE CHINA CONSUMER DISCRETIONARY 3.0% Share Price 215.75p

TSMC TAIWAN TECHNOLOGY 3.0% Net Asset Value 261.38p

SIAM CITY CEMENT THAILAND MATERIALS 2.8% Premium / (Discount) (17.5%)

JOHNSON ELECTRIC CHINA INDUSTRIALS 2.7% Shares Outstanding (mn) 20.0

MINTH GROUP CHINA CONSUMER DISCRETIONARY 2.6% Market Capitalisation (mn) £43.2

GLAXOSMITHKLINE UK HEALTH CARE 2.6% Historic Yield (incl special div)* 4.6%

ITC INDIA CONSUMER STAPLES 2.4% Ongoing Charges 1.2%

UNI-PRESIDENT TAIWAN CONSUMER STAPLES 2.4% Listed London Stock Exchange

NATIONAL GRID UK UTILITIES 2.4% Bloomberg Ticker ET/ LN <Equity>

SANDS CHINA CHINA CONSUMER DISCRETIONARY 2.3% ISIN GB0031336919

IND & COMM BANK OF CHINA CHINA FINANCIAL 2.1% Website www.blackfriarsam.com

SUN ART RETAIL CHINA CONSUMER STAPLES 2.0%

AYALA CORP PHILIPPINES FINANCIAL 2.0% Investment Manager

ASTRA INTERNATIONAL INDONESIA CONSUMER DISCRETIONARY 1.9% Blackfriars Asset Management Ltd

CHINA COMMUNICATIONS CHINA INDUSTRIALS 1.8% 9 Cloak Lane

SK TELECOM KOREA COMMUNICATIONS 1.8% London Telephone

SHINHAN FINANCIAL KOREA FINANCIAL 1.8% EC4R 2RU +44 (0) 20 7332 2270

IJM CORP MALAYSIA INDUSTRIALS 1.8% Administrator

SILVER HERITAGE NEPAL CONSUMER DISCRETIONARY 1.6% Praxis IFM Fund Services (UK) Limited

SINGER SRI LANKA SRI LANKA CONSUMER DISCRETIONARY 1.5% 3rd Floor, Mermaid House

ALIBABA CHINA TECHNOLOGY 1.4% 2 Puddle Dock Telephone

HANSSEM KOREA CONSUMER DISCRETIONARY 1.3% London EC4V 3DB +44 (0) 20 7653 9690

TENCENT CHINA TECHNOLOGY 1.2% Directors Harry Wells (Chairman)

VOLTRONIC POWER TAIWAN INDUSTRIALS 1.0% Jim Ryall

LG HOUSEHOLD & HEALTH KOREA CONSUMER STAPLES 0.9% Gregory Shenkman

Susan Thornton

Thomas Waring

Corporate Broker Stockdale Securities
BLACKFRIARS ORIENTAL FOCUS FUND 14.6%

LIQUIDITY 2.2%

COUNTRY BREAKDOWN (all equity positions) 97.8%

CHINA 22.9% MALAYSIA 1.8% TAIWAN 6.4% Investment Objective

HONG KONG 0.0% NEPAL 1.6% THAILAND 6.5%

INDIA 9.1% PHILIPPINES 5.1% UK 16.6%

INDONESIA 1.9% SINGAPORE 0.0% JAPAN 0.0% Management Fee

KOREA 9.8% SRI LANKA 1.5% ASIA EX REGIONAL
~ 14.6%

~via investment vehicle

SECTOR BREAKDOWN (directly held equities only) 83.2%

COMMUNICATIONS 5.4% FINANCIAL 12.3% MATERIALS 2.8%

CONSUMER DISC. 21.3% HEALTH CARE 2.6% TECHNOLOGY 9.6%

CONSUMER STAPLES 19.5% INDUSTRIALS 7.4% UTILITIES 2.4% Financial Year 31st March

 * Based on interim, final and special dividend approved by EIT Board for FY2017.
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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 - 30th September 2017

September 2017

MARKET

8.7%

7.7%

18th March 2002 - 30th September 2017

Share Price

Performance Data

Net Asset Value
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