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More tigers in the mix
While Asia has been rocked by the entry of China into the currency wars, we remain very positive on the
region as an investment destination over the longer term. The growing urbanisation of a rising and wealthy
middle class, with mounting disposable income, is a key thematic across many countries in the area. There
has also been an overriding theme of reform, with bigger economies such as China and India leading the
way, to shift the balance away from the old export driven model, towards a more domestic demand, domestic
consumption-driven model.

This trend has already seen the combined GDP of the top ten countries in Asia overtake and pull away from
that in the US.

Source: Fidelity Asia

While some Asian countries are going through a relatively weak patch in terms of growth, we expect to see
ongoing policy responses (as we have seen in China, and also this week in India) to support economic
expansion. Whilst some volatility may persist, we see the prospect of more easing by several countries in
Asia as potentially setting up for a strong end to the year for stock markets in the region.

In looking at fund options to gain exposure to the Asian thematic we believe that the Fidelity Asia
Fund is another strong play.

The Fidelity Asia Fund is a concentrated and actively managed fund with a flexible mandate, which results in
returns that can deviate significantly from its benchmark. The Fund has an impressive track record of
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outperformance over the medium term.

We are bullish on the Asian region longer term, and believe that recent volatility has set up an entry point into
the Fidelity Asia Fund.

Accordingly, we are initiating coverage with a buy on the Fidelity Asia Fund.

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
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% may be held when undervalued securities
cannot be found and currently this sits at 8.8% of the fund.

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.

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 Anthony managed the Fidelity Thailand Fund from
April 2008 to March 2012 which returned 69.6%, 61.8% and 1.2% for the years 2009 to 2011 respectively.



He has also managed an internal Asia Pacific ex-Japan pilot fund and is based in Singapore so his
investment experience in the Asian region is extensive.

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 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 and
exposure to currency an investment in this fund should be considered to be at higher end of the risk
spectrum. Given the Manager’s track record and exposure to emerging market themes on which we are
positive we feel investors should be adequately compensated for this risk. 

The Fund is long only so doesn’t have a mandate to be able to short sell securities.

The Fund is not hedged back to Australian dollars.

Fees and terms

The Fund’s management expense is 1.15% per annum. This includes GST, administration and investment
costs. There is a buy/sell spread of 0.4%.

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 last distribution on 30 June 2015 was $1.18, with a
reinvestment price of $14.29 giving a running yield of 8.26%.

The fund size is relatively small, sitting at $12.69 million as at August 31. A smaller fund can though be 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 uninvestable by
bigger funds, which increases the size of potential investment opportunities available to this fund.    

Performance

The Fidelity Asia Fund has a robust track record of outperformance over the medium term but has
seen exceptional outperformance over the past 5 years in particular.



Source: Fidelity Asia

On a one year basis the fund has delivered a return of 19.95% which compares favorably to the benchmark
(MSCI AC Asia ex Japan) which delivered 10.75%. This equates to an impressive 9.2% of outperformance.

While the quantum of this outperformance is unlikely to be sustained, looking further back to the three year
and five year numbers we note the fund has outperformed the benchmark by 5.12% and 4.02% which on a
per annum basis is very respectable.

The current positioning of the Fund illustrates how it holds a diverse portfolio across the Asian region. It is
worth noting that the fund had cash of 8.8% as at the end of August. Given the recent volatility in the market
and the long only nature of the Fund, holding cash helps mitigate the downside risk should shares become
oversold and enable the Fund to take advantage of any significant buying opportunities when they arise.

Source: Fidelity Asia

The fund’s top holdings by country are Hong Kong, India and China which fits well with our own
investment view. While over 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.



We like the 16% weighting towards India, which is undergoing structural reforms that will make the economy
more competitive. Indeed India is set to overtake China to become the fastest growing large economy in the
world at just over 7 percent p.a.

The fund has an 11 percent weighting in Korea, a market which is cheap at around 10 times earnings but has
been feeling the pinch from a strong won. We see scope for further easing by the Korean authorities, and we
are also looking for an appropriate entry point to recommend an exposure to the region. We have traffic
lighted the South Korean ETF a couple of times in recent months.

Source: Fidelity Asia

With a maximum of 35 holdings the Fund is very concentrated, with the top 10 holdings making up 53.4% of
the fund.



The top 10 holdings are solid blue chip companies that are set to become some of the key beneficiaries of
economic growth in the Asian region.

The largest holding is Kweichow Moutai Company Limited which is a large state owned enterprise in China
specialising in the production and sales of Maotai liquor (white wine) with the annual output exceeding
10,000 tons. The company is currently trading on a PE of 15 and a yield of 2%, and is well placed to benefit
from growth in demand for ‘luxury’ products like white wine. As can be seen in the below chart the trend is
definitely encouraging with net profit tripling in the last five years to $15 billion RMB in 2014 (US$2.358 billion
at today’s exchange rate).  

Source: Reuters

We note that some of the Funds top 10 holdings are also held in our Fat Prophets portfolios.

Taiwan Semiconductor Manufacturing Co Ltd  is one of the leading semiconductor manufacturers in
Taiwan. While not immune to the recent sell off in China, it has held up better than many of it’s peers, which
we put down to it’s diverse customer base and leading market position. It is currently trading on an
undemanding valuation of around 11.5 times projected earnings and and EV/EBITDA multiple of 5.6 times
with a projected dividend yield of 3.2 percent.

We also have HSBC as a buy in our UK portfolio. While it has underperformed recently due to rising
compliance and business restructurinig costs we believe it is well positioned to capitalise on a recovery in
economic activity in the region.



Source: Fidelity Asia

In terms of sector allocation the portfolio is heavily weighted towards Financials, Industrials, Information
Technology and Consumer Staples. These four sectors make up 67.8% of the portfolio. We expect the areas
will ride the long term growth story in Asia well and we are comfortable with the weightings.

Summary

While the region has been rocked by the entry of China into the currency wars, Asia is an area we remain
very positive on as an investment destination over the longer term.

The growing urbanisation of a rising and wealthy middle class, with mounting disposable income, is a key
thematic across many countries in the area. There has also been an overriding theme of reform, with
bigger economies such as China and India leading the way, to shift the balance away from the old
export driven model, towards a more domestic demand, domestic consumption-driven model.

While some Asian countries are going through a relatively weak patch in terms of growth, we expect to see
ongoing policy responses to support economic expansion. Whilst some volatility may persist, we see the
prospect of more easing by several countries in Asia as potentially setting up for a strong end to the year for
stock markets in the region.

In looking at fund options to gain exposure to the Asian thematic we believe that the Fidelity Asia Fund is a
strong play. With the Fund’s concentrated portfolio, research capability and 9 percent cash to call on to take
advantage of the recent volatility, we are confident in the manager’s ability to continue to outperform going
forward.

Accordingly, we are placing a buy on the Fidelity Asia Fund.



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.
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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:A$12.69M
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