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FAF AUD $17.42 Core MED.

Getting out while ahead
Last week we reviewed the recent bullish developments in the Asia region with stronger exports while
highlighting its longer-term prospects thanks to an improving manufacturing base. This week, we’re providing
a brief update on Asia’s two largest economies China and India which recently reported another batch of
economic data. Over the long-term, we retain our bullish view on the Asian region, however we downgrade
our view on the Fidelity Asia Fund (APIR code: FID0010AU) to Sell.

Before we look at the updates, we believe that the Fidelity Asia Fund has performed reasonably well over the
two years since we have initially recommended it. However, as of late, the fund has been substantially
underperforming its benchmark and we believe it to be high time to take profits while we remain ahead.
Nevertheless, Members who still want exposure to the Asian growth story can do so with the better
performing Platinum Asia Fund.

Moving on, we start off our update with China, one of the region’s, and indeed the world’s, growth engines.
China recently beat expectations having reported a solid 2Q GDP which reported a solid annualised 6.9
percent year-on-year growth amidst a stable industrial sector while transport and logistics continue to
accelerate.

This was mainly the result of recovering business confidence which in turn supported industrial output. For
the 8-month period to August 2017, industrial output rose 6.8 percent year-on-year as manufacturing ramped
up as a response to a sharp increase in domestic orders for heavy industrial goods.  

Source: CEIC Data, IHS Markit

Retail sales continued to be robust with the latest figures in August reporting a 10.1 percent year-on-year
growth. A closer look at the data shows that an increasing number of purchases are coursed online with

Fidelity Asia Fund 10/10/2017  FAT-AUS-843



6/12/2018 members.fatprophets.com/Products/Australasian Equities/Fat Ideas?id=0a6cba2b-f302-4d6a-8163-596f3a147e43&article=yes

http://members.fatprophets.com/Products/Australasian%20Equities/Fat%20Ideas?id=0a6cba2b-f302-4d6a-8163-596f3a147e43&article=yes 2/10

more Chinese consumers relying on credit card and online platforms to shop. This will likely benefit financials
and tech companies like Alibaba.

Consumer confidence remained high as the stronger economic activity also led to improvements in the labour
market with more news jobs in the 2Q17. Most of the hiring is coming from the services sectors.

Capital Investment data also was continued to grow with the 8-month to August 2017 period growing at 7.8
percent year-on-year across both state and private sectors. Most of the growth comes from the transport and
storage space due to increasing economic activity from the higher tier to the lower tier cities.

Next, we take a look at India which still seems to suffer some headwinds from PM Narendra Modi’s
aggressive policies.

The recent sector to take a hit in the July-September quarter was the real estate sector which reported a
substantial 35 percent quarter-on-quarter drop in Housing Sales. According to a report from property market
research firm, PropEquity, housing sales in the 3Q17 dropped to 22,699 units from last quarter’s 34,809. The
demonetisation drive last November had a substantial impact as Indians, especially in the higher income
segments, prefer cash to maximise discounts.

Another sign came from the central bank itself with the Reserve Bank of India cutting GDP forecast by 60
basis points to 6.7 percent compared to the earlier 7.3 percent estimate. We believe this adjustment factors
in the reduced economic activity from the combination of the demonetisation last November and the recent
implementation of the Goods and Services Tax (GST).

Despite those headwinds, India’s service sector returned back to growth having expanded for the first time in
3 months with the Nikkei PMI data hitting to 51.1 in September from 49.0 in August.
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Source: Nikkei, IHS Markit

According to the IHS report, the services sectors went back to work ramping up their marketing activities after
achieving compliance with the GST requirements. That aside, job creation was also at its fastest pace in 75
months as the GST implementation led to increased interstate activity just as we predicted a few months
back in our previous coverage of India.

In our view, the Indian consumption story is intact and is unlikely to waver in the medium to long-term. While
temporary cynicism and bumps in the road from new policies are part and parcel, on growth we are not overly
concerned. We believe that the sector to benefit the most from the GST are consumer companies which have
a wider reach, sell mass market products and have fewer SKUs (stock keeping units).

Overall, we remain bullish on Asia, however, given that the Fidelity Asia Fund hasn’t performed up to par, we
prefer the Platinum Asia Fund and therefore recommend a SELL on Fidelity Asia Fund.

Consequently, we are removing the Fidelity Asia Fund from the portfolio and will cease coverage.

Fund Details

Strategy

The Fidelity Asia Fund is a concentrated, long-only, high conviction Asian equity fund.  

The objective of the fund is to achieve returns in excess of the MSCI AC Asia (ex-Japan) Index over the
medium term by investing in undervalued shares, derivatives and cash. The Manager uses bottom up stock
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selection to invest in up to a maximum of 35 holdings.

The Manager targets companies with a compelling business model, an above-average earnings growth rate
relative to the sector, the ability to allocate capital resources effectively, a track record of increasing returns
on equity over time and attractive valuations. Cash of up to 10 percent may be held when undervalued
securities cannot be found.

Investors in the Fund can expect the Portfolio to contain listed companies based in ten countries: China,
Hong Kong, Taiwan, Korea, Malaysia, Singapore, India, Thailand, Indonesia and the Philippines. The
Managers suggest the fund is appropriate for investors with a minimum time horizon of five to seven
years.

Management

The fund is managed by Anthony Srom who has been with Fidelity since 2006 and he has been the portfolio
manager of the Asia Fund since June 2014. Prior to this Mr Srom managed the Fidelity Thailand Fund from
April 2008 to March 2012 and under his guidance the fund performed exceptionally well, generating a
cumulative return of 132.6 percent over the three years from 2009 to 2011. He has also managed an internal
Asia Pacific ex-Japan pilot fund and is based in Singapore, so has extensive experience in Asian markets.

Given his relatively short tenure at the helm of the Fidelity Asia Fund we cannot attribute the fund’s past
performance to Mr Srom’s decision making, nevertheless we are satisfied with his track record of managing
the Fidelity Thailand Fund and his length of tenure with Fidelity.  

When considering investing in a fund it is important to look further than the Portfolio Manager to also consider
the depth of the resources available to them to draw upon for research. In this case the Portfolio Manager is
able to tap into the knowledge of more than 30 research specialists and 50 analysts who specialise in Asian
Equities and are on the ground in Asia. The team is located in Shanghai, Dalian, Seoul, Hong Kong, Taiwan,
Singapore, Mumbai and Delhi. They are further supported by Fidelity’s global research team of 100 equity
research professionals.

Risks

Given the concentrated nature of the portfolio, the risks associated with investing in emerging markets,
currency exposure and its strong tilt towards China, an investment in this fund should be considered to be at
higher end of the risk spectrum.  Given the Manager’s track record and growth potential of the region
however we feel investors will be adequately compensated for these risks. 

The Fund is long only so does not have a mandate to be able to short sell securities.

The Fund is not hedged back to Australian dollars so any appreciation of the AUD will reduce returns in AUD
terms.

Fees and terms

The Fund’s management expense has slightly increased to 1.19 percent per annum (previously 1.15%). This
includes GST, administration and investment costs, and there is a buy/sell spread of 0.4 percent.
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The minimum investment is A$25,000. Applications and withdrawals may be made every Sydney business
day.

The fund may pay distributions annually on June 30. The latest cash distribution was at 30 June 2017 and
amounted to A47.38 cents, with a reinvestment price of $16.63 giving a running yield of 2.84 percent. This
was down markedly on the June 2015 distribution of A62 cents which generated a yield of 4.24 percent.

The fund size is A$95.92 million as at 06 October 2017. A smaller fund is often more agile in volatile markets
with the ability to add to, or liquidate positions without moving the market. It also opens up the opportunity to
invest in less liquid stocks that would otherwise be deemed un-investable by bigger funds, which increases
the size of potential investment opportunities available to this fund.

Performance

Historically, the fund has outperformed the benchmark (MSCI AC Asia ex Japan) by 2.0% per annum since
inception back in 2005, net of management fees. However, much like the classic mantra of “past
performance not being indicative of future results” rings true as evidenced by the significant
underperformance as of late.

Source: Fidelity Asia, 31 August update

Over the past quarter (3-month return) the fund’s performance dragged behind the benchmark by 3.15% and
likely dragged down by the fund’s overweighting in consumer staples which were impacted by the policy
moves in India and high inflation (+9.7% yoy) on vegetable staples in China due to bad weather.

While over the 3 and 5 year periods, the fund performed substantially better than the benchmark (4.07% and
3.36%, respectively). However, we cannot directly attribute the longer term (5 year onwards) performance to
the current fund manager as his tenure on the fund fits 3 years and 2 months and has inherited the historical
positions from the previous.

Nevertheless, the fund’s overweight positions in sectors such as Consumer and Financials benefitted the
fund in the last five years.

Country & Sector Allocation

The graphic below illustrates the current positioning of the Fund, which has exposures in many countries
across the Asian region though has a substantial overweighting in the Chinese economy (China, Hong
Kong and Taiwan) with an exposure of 63.7 percent (previously 56.2). Compare this with the
benchmark’s 58.9 for the three countries.
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While almost a quarter of the fund is invested in Hong Kong it is important to note that many Chinese firms
are listed in Hong Kong so it is likely the true exposure of the fund is more tilted towards China than the
above chart indicates at almost 50%. Therefore, movements in Chinese equity markets will have a
disproportionate impact and, on the other hand, the recent rally in Chinese stocks will likewise be a
disproportionately positive result.

Source: Fidelity Asia, 31 August update

Aside from the large position in China, the fund also has a larger exposure to India than the benchmark at
11.6% versus the benchmark’s 10.1%. Since our last update, the fund has reduced their exposure to South
Korea, from 16.2% to 11.6% and is also substantially underweight compared to the benchmark’s 17 percent.
The fund is currently holding circa 7.1% in cash, higher than our last review in April (6.8%), and leaves room
for the manager to take new opportunistic positions.
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Source: Fidelity Asia, 31 August update

In terms of sector allocation, the portfolio is heavily weighted towards Financials, the Consumer sectors,
Industrials and Information Technology. These four sectors still make up more than half of the portfolio at
67.3% (previously 65%).

Since our last coverage, the fund has had some significant changes having reduced exposures to Industrials
(-370 bps), Telecom Services (-350 bps), IT (-240 bps), and Consumer Discretionary (-210 bps) while
substantially increasing exposure to Consumer Staples (+810 bps), Financials (+240 bps) and Energy (+200
bps) which we believe is the fund manager’s efforts to position ahead of the recovery in India and the oil
market.

Top 10 holdings

With a maximum of 35 holdings the Fund is relatively concentrated, and the top 10 holdings make up more
than half (62.6%) of the fund. The top 10 holdings are solid blue chip companies which we would expect to
be some of the key beneficiaries of economic growth in the Asian region, with a reduced level of risk when
compared to smaller cap stocks. Now we look at select stocks from the top 10 holdings.
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Source: Fidelity Asia, 31 August update

First off, we take a look at Taiwan Semiconductor MFG Co. (TSM), the world's leading semiconductor
maker and also recommended as a Conviction Buy by our Fat Prophets Asia equities team. Since our last
coverage, the fund’s exposure to TSM has increased from 8.7% to 10.3% and now occupies the top spot.

The company recently announced that they plan to setup the world’s first 30nm fabrication plant at the Tainan
Science Park in southern Taiwan. Estimates on investment costs for the new plant are at around NT$500
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billion or circa $16.467 billion and would cover 50 to 80 hectares (123 to 198 acres) of land. The company
expects the project to completed by circa 2022.

That aside, the company’s founder and chairman, Morris Chang has announced that he will retire in June
2018 and no longer be active in any TSM activities. This marks the beginning of an era of change for the
company which owed its success to smartphones in the past but has now moved towards emerging
technologies such as artificial intelligence and autonomous driving.

The company will now be under the dual leadership of Mark Liu as Chairman and C.C. Wei as CEO.

China’s biggest distiller, Kweichow Moutai takes up the third spot with a weighting of 8.2% (previously
7.1%). The company produces high end Baiju liquor under the brand name Moutai that sells at Australian
discount liquor chain Dan Murphy’s for A$279.99 a bottle or A$3,326.40 for a case of 12. 

The drink is considered to be one of the most revered of Chinese liquors, primarily consumed as a
celebratory drink and favoured in state banquets and gifts for officials. The brand’s aroma and taste are
reminiscent of Soy Sauce, pear, walnut and almond.

The company is on the move to raise efficiency and reduce “brand abuse” by slimming down their total
number of brands from 214 to 59. This move aims to prevent its franchisees and subsidiaries from passing
off lower quality liquor under the Moutai label.

We like this recent development as it shows commitment to the company’s plans to reform its manufacturing
and distribution system. The discontinued will be disposed of by the end of the year.

That aside, the company has provided hints that their 3Q17 sales figures are on a rise with the
announcement that they will supply 6,200 tonnes of liquor between August and September to match the
strong demand for the Golden Week period, which is a holiday period that workers in Chinese companies
have seven continuous days of holiday to promote tourism and consumption.

Over the longer term, Moutai has noted that they see substantial growth opportunities for the 26 countries
along the Belt and Road region, which are Eurasian countries part of China’s Silk Road project. As of the
1H17, sales in the region accounted for 19% of the total and management plans to study the markets in the
region as well as setup franchise opportunities.

Summary

The prospects for the Asian region remain highly positive as supported by a good mix of economic data
highlighting increasing business activity and interregional trade. Over the long-term we remain positive on
Asia’s investment story, with a rising and affluent middle class setting the stage for a large ‘demographic
dividend.’

While growth in Asia will not be without its challenges, we believe that improvements in key countries like
India as well as emerging markets including Indonesia, Thailand, Vietnam, and the Philippines will drive
investment performance and opportunities for the Fund.

Overall, we remain bullish on Asia, however, given that the Fidelity Asia Fund hasn’t performed up to par, we
prefer the Platinum Asia Fund and therefore recommend a SELL on Fidelity Asia Fund.
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Consequently, we are removing the Fidelity Asia Fund from the portfolio and will cease coverage.

DISCLAIMER

Fat Prophets has made every effort to ensure the reliability of the views and recommendations expressed in the reports published on its websites. Fat
Prophets research is based upon information known to us or which was obtained from sources which we believed to be reliable and accurate at time of
publication. However, like the markets, we are not perfect. This report is prepared for general information only, and as such, the specific needs,
investment objectives or financial situation of any particular user have not been taken into consideration. Individuals should therefore discuss, with their
financial planner or advisor, the merits of each recommendation for their own specific circumstances and realise that not all investments will be
appropriate for all subscribers. To the extent permitted by law, Fat Prophets and its employees, agents and authorised representatives exclude all liability
for any loss or damage (including indirect, special or consequential loss or damage) arising from the use of, or reliance on, any information within the
report whether or not caused by any negligent act or omission. If the law prohibits the exclusion of such liability, Fat Prophets hereby limits its liability, to
the extent permitted by law, to the resupply of the said information or the cost of the said resupply. As at the date at the top of this page, Directors and/or
associates of the Fat Prophets Group of Companies currently hold positions in: ASX-listed Australian stocks: ASX-listed Australian stocks: AAC, AAD,
AGO, AJA, AMP, ANZ, APA, APG, AVG, BCI, BHP, BKN, BOQ, BRL, BRU, BTR, BWP, CBA, CCL, CDD, CFE, CGL, CKF, CNQ, CVO, CWN, DLS, DNX,
DUE, ELD, ENV, EVN, FID, FMG, FXJ, GJT, GMG, GNS, GOR, GPT, GXL, HUB, IAU, IFL, ILU, IMF, JHX, MFG, MGR, MML, MMS, MND, MNF, MPL,
MTR, MTU, NAB, NCM, NMG, NUF, OBS, ORE, OSH, OVH, POS, PPS, PRG, PRT, PXG, QAN,QBE, RIO, RXL, RRS, S32,SDG, SFR, SGP, SIV, SLR,
SPK, STO, SUN, SYD, TAM, TEN, TLS, TME, TTN, WBC, WFD, WES, WHC, WOW, WPL, WSA. International stocks 3i Group, Acacia Mining, Amec
Foster Wheeler, Anglo American, Archipelago Resources, Arian Silver Corp, Aviva, Avocet Mining, Bank of China, Barratt Developments, BMW, Berkeley
Energy, BG Group, BOLSAS Y MERCADOS ESPANOLES,SOCIEDAD, Bovis Homes, BP, Braemar Shipping Group, British American Tobacco, BT
Group, Cairn Energy, Centamin Egypt, China Life Insurance, China Mobile, China Overseas, China Taiping, China Vanke, Country Garden, Daejan
Holdings, Development Securities, Dragon, Enquest, Esure, Euronext, FedEx, Fresnillo, Ibiden, Infosys, Glaxosmithkline, Glencore International,
Goldbridges Global Resources, Google (Alphabet), Grainger, Gulf Keystone Petroleum, Highland Gold Mining, HSBC,ICICI Bank, Ironveld, iShares
Physical Metals, J Sainsbury, JKX Oil & Gas, John Wood Group, Kazakhmys, Legal & General, Lloyds, Low and Bonar, Market Vectors Junior Gold
Miners, Market Vectors Oil Services, Market Vectors Vietnam, Marstons, Medusa Mining, Mitchells & Butlers, Mitsubishi Tokyo Financial, Mitsubishi UFJ,
National Grid, Nippon Telegraph and Telephone, Panasonic, Paragon Group of Companies, Petra Diamonds, Petrofac, Petropavlovsk, PICC Property &
Casualty, PPHE Hotel Group, Randgold Resources, Rank Group, Reckitt Benckiser, Royal Dutch Shell, Solgold, Sony Corporation, Standard Chartered,
STV Group, Sylvania Platinum, Tata Motors, Tencent, Tertiary Minerals, Teva Pharamaceutical, Toyota Motor, Tullow Oil, Unilever, Vedanta Resources,
Vodafone, Walt Disney, Zillow.

Snapshot FAF

Fidelity Asia Fund

Latest Closing Price: $17.4207

The objective of the fund is to achieve returns in excess of the MSCI AC Asia (ex-Japan) Index over the medium term by investing
in undervalued shares, derivatives and cash. The Manager uses bottom up stock selection to invest in up to a maximum of 35
holdings.

Investors in the Fund can expect the Portfolio to contain listed companies based in the ten countries China, Hong Kong, Taiwan,
Korea, Malaysia, Singapore, India, Thailand, Indonesia and the Philippines. The Managers suggest the fund is appropriate for
investors with a minimum time horizon of five to seven years.

Market Capitalisation:$96.45M

 
Copyright © 2000 - 2016 Fat Prophets. All rights reserved. No portion of this website may be reproduced, copied, or in anyway
reused without written permission from Fat Prophets.


