
ASIA DIVIDEND INVESTING

GUINNESS ASIAN & EMERGING MARKET EQUITIES TEAM

POSITIVELY DIFFERENT

This is a marketing communication. Please refer to the prospectus and KID/KIID for the Fund 
before making any final investment decisions.
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RISK 
The Guinness Asian Equity Income Fund and TB Guinness Asian Equity Income 
Fund are equity funds. Investors should be willing and able to assume the risks of 
equity investing. The value of an investment and the income from it can fall as well 
as rise as a result of market and currency movement, and you may not get back the 
amount originally invested. Further details on the risk factors are included in the 
Funds’ documentation, available on our website. Past performance does not predict 
future returns.

INVESTMENT POLICY
The Funds are designed to provide investors with exposure to high quality 
dividend-paying companies in the Asia Pacific region. The Funds are managed for 
income and capital growth and invest in profitable companies that have generated 
persistently high return on capital over the last decade and are well placed to pay 
a sustainable dividend into the future. The Funds are actively managed, with the 
MSCI AC Pacific ex Japan Index (Guinness Asian Equity Income Fund) and MSCI 
AC Asia Pacific ex Japan Index (TB Guinness Asian Equity Income Fund) used as 
comparator benchmarks only.
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INTRODUCTION
Asia has become a destination for investors seeking income. They don’t, however, have 
to miss out on the growth that the region offers.

Since the Asia crisis in 1998, the backdrop to investing there has changed. Macro-
economic development has continued while Asia has diversified and matured. 
Headline growth is slower, but transaction velocity, and hence cash flow, has increased 
with broader individual economic participation. Improved standards of management 
practice and better corporate behaviour have also helped companies to allocate the 
cash being generated more effectively. 

This approach marries income and growth. It is about identifying companies that 
translate growth into cash flows in sufficient quantity to fund business growth and to 
leave a meaningful surplus to distribute to shareholders. A good quality business in 
these terms is one whose sustained market leadership delivers growing revenue, profit 
and dividend streams over time. 

With the region’s companies generally trading on lower valuations than their developed 
market peers, Asia is a good hunting ground for income investors. In this paper we 
explain how we approach the task, structured around five key elements of successful 
Asia dividend investing: a focus on quality companies; examining the use of cash and 
capital; ensuring the sustainability of dividends; considering valuation and sources of 
return; and disciplined portfolio construction. We then look at how these elements have 
combined in a rewarding real-world stock example.

ASIA DIVIDEND INVESTING
QUALITY MINDSET

A good investment begins with a good company. We use Return on Capital (ROC) as a 
measure to assess the quality of a business. When assembling our investment universe, 
we look for companies that have a track record of ROC being consistently higher than 
the cost of capital. 

In the case of the Asian Equity Income strategy, we screen for companies that have 
returned at least an 8% real return on capital for each of the past eight years. This 
requirement eliminates approximately 90% of companies from the investment 
universe.

CAPITAL ALLOCATION & REINVESTMENT FOR GROWTH

How a company uses the cash it is generating and how future capital is allocated 
becomes a crucial part of our analysis. 

Our preference is to see a balance between rewarding shareholders with dividends and 
reinvesting in the business for growth. We find that quality companies in our universe 
often tend to deliver growth that is both profitable and more consistent than those in 
the wider universe. 

By focusing on superior returns on capital, we define an investment universe that sees 
higher revenue growth, profit growth and dividend growth over time.
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DIVIDENDS AS A HEALTH SIGNAL

Dividends can be useful in communicating the condition of the business. Any 
disruption to the dividend, therefore, provides an important clue that something has 
gone awry in the underlying process of cash generation. 

Dividends also play at important role in demonstrating accounting integrity. Over time, 
we should see a link between growth at the top line, growth at the bottom line, and 
corresponding growth in dividends.

RETURNS FOR SHAREHOLDERS

Part of a shareholder’s return can come from valuation rerating, but part should 
come from earnings and growth of the business. We are conscious not to overpay for 
any given stock, but we generally expect the fundamental returns of the business to 
dominate overall shareholder returns, particularly over the medium to long term.

For shareholders, the process of reinvesting dividends can have an extraordinary impact 
on total returns. By putting dividends back to work in companies that are growing, 
those dividends can be further compounded. Over long periods of time, reinvested 
dividends can account for a substantial portion of overall shareholder returns.

PORTFOLIO CONSTRUCTION

Our portfolio of 36 equally weighted stocks ensures that all positions have the potential 
to contribute meaningfully to performance. We operate the portfolio on a ‘one in, one 
out’ basis.

The income distribution across the portfolio is diversified and reasonably broad, with 
each stock in the portfolio making a contribution. We don’t operate a barbell process, 
whereby only a portion of the portfolio contributes to income and the remainder is 
invested in non-dividend paying growth stocks. 
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QUALITY MINDSET
A good investment begins with a good company. High-quality businesses exhibit 
characteristics such as competitive advantages, whether they are in the form of unique 
products, efficient cost structures, superior management, or intellectual property, 
based on a sound financial platform.

We use Return on Capital (ROC) to assess the quality of a business and look for 
companies that have a track record of ROC being consistently higher than the cost of 
capital. This approach focuses on creating wealth that is capable of supporting future 
expansion and generating growing cash flows for shareholders.

In the case of the Asian Equity Income strategy, we look for companies that have 
returned at least an 8% real return on capital for each of the past eight years. This 
requirement eliminates approximately 90% of companies from the investment 
universe, and specifically those with the following features:

• Negative or mediocre returns
• Excessively cyclical returns
• An insufficient track record

We then add two further criteria to our screening process. A company’s market 
capitalization must be at least $500 million to make it easy enough to invest in, and 
it must not be overly indebted. This narrows our investible universe to around 600 
companies with an average ‘real’ ROC of c.9.5% since 2010.
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CAPITAL ALLOCATION & REINVESTMENT FOR 
GROWTH
Companies that earn high rates of returns have the welcome problem of what to do 
with the cash. How that capital is used and how future capital is allocated forms a 
crucial part of our analysis. 

Companies that have earnt high returns on capital demonstrate that management 
have allocated capital judiciously. Such companies often have attractive opportunities 
to reinvest in projects with high returns that exceed the cost of capital. 

The importance of a company reinvesting in the business cannot be understated. Over 
long periods of time, it is the reinvestment of profits that drives future growth in the 
business. The growing capital base of the business supports growth in the top line, 
and feeds into a growing earnings stream and (assuming a stable dividend policy) a 
growing dividend stream.

When faced with decisions about which projects to reinvest in, management should, in 
our view, stick to what they know well. If a company has earnt high returns in the past, 
the probability that they will do so in future is much higher if it does not attempt to 
move into a very different line of business from its current operations. Large scale M&A, 
so called ‘transformative’ acquisitions, can work, but these tend to be the exception. Too 
often the transformation is a detrimental one. Similarly, management should be careful 
not to overpay, resulting in poor future returns on the capital invested. 

Our preference is to see a balance between rewarding shareholders with dividends and 
reinvesting in the business for growth. We find that our universe of quality companies 
often tends to deliver growth that is both profitable and more consistent than found in 
the wider universe. Indeed, companies with the highest level of expected growth often 
disappoint when it comes to realising this growth later.

Crucially, when paired with our focus on superior returns on capital, we end up 
with a universe which over time sees higher revenue growth, profit growth and 
dividend growth.
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If we look at the region, we can see individual countries differ in their balance between 
payout ratio and growth:
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While Australia is a big contributor to dividend payments, dividend growth has tended 
to be lower. Emerging Asia (particularly China and India) has seen faster dividend 
growth, though lower payout ratios. Taiwan has remained an outlier with both higher 
payout ratio and higher dividend growth.

However, if we look at the universe as a whole, we see that this subset of companies has 
achieved higher dividend growth than the regional index, despite a higher payout ratio:
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Generally, we have found a payout ratio of around 50% to be about the right level for the 
portfolio overall.
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DIVIDENDS AS A HEALTH SIGNAL
Dividends play an important role in signalling the underlying health of the business. We 
believe the businesses we are investing in – companies with attractive returns on capital 
in cash-based terms – should be able to return some of their cash to shareholders. Any 
disruption to this dividend, therefore, provides an important clue that something has 
gone awry in this underlying process of cash generation. 

As such, we view dividend growth to be the ultimate mark of success, and we can see 
how the universe companies have grown dividends over time:
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Country data comes from the corresponding MSCI country index, e.g. China uses MSCI China Index data.
Source: Data from Bloomberg, Universe names from Guinness Global Investors. 31.12.2001 to 31.12.2021

Companies often get into difficulties with the dividend when there is a mismatch 
between the dividend they have committed to paying (often as a result of history) and 
their ability to generate the cash to pay the dividend on an ongoing basis. We want to 
see dividends that represent a genuine return on capital, rather than a return of capital. 
Management may struggle when the dividend comes to represent more than 100% 
of earnings (particularly when defined in cash terms). Typically, these companies do 
not have attractive reinvestment opportunities (and hence are paying out all of their 
earnings), forcing the shareholder to look elsewhere for avenues for reinvestment.

Moreover, looking at dividend growth in conjunction with dividend cover is often a 
better indicator of dividend health than merely dividend cover by itself, especially for 
the types of companies we are looking at. Companies that generate cash and have 
opportunities to reinvest that cash should be able to achieve growth in profits over 
time, which provides the underpinning for the dividend. 
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Dividends play at important role in demonstrating accounting integrity. Because 
they represent an actual cash payment to shareholders, dividends can act as a useful 
indicator of underlying cash generation. Over time, we should see a link between 
growth at the top line, growth at the bottom line, and corresponding growth in 
dividends. Assuming margins remain constant, and the dividend policy does not 
change, all three should grow at roughly the same long-term rates, as the following 
chart shows:

Dividends and dividend growth are therefore a sign that operating performance is 
predictable and management have the confidence to reinvest in the growth of the 
business while also rewarding shareholders.
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RETURNS FOR SHAREHOLDERS
So far, we have discussed dividends in terms company fundamentals – what a company 
generates in earnings, and what proportion of that is paid out as dividends. The 
valuation placed by the market on those dividends, the dividend yield, is the subject of 
this section.

It is important to separate this market element from the fundamental aspects of 
the company, as both components can drive overall returns to shareholders. While 
these two areas are interlinked – good fundamental results often generate favourable 
appraisal by the market – it is important to distinguish them. Focusing solely on the 
dividend yield conflates the valuation and the operating performance.

In our decomposition of total shareholder return, part of a shareholder’s return 
can come from valuation rerating, but part comes from earnings and growth of 
the business over time. We are conscious not to overpay for any given stock, but 
we generally expect the fundamental returns of the business to dominate overall 
shareholder returns, particularly over longer periods.

Crucially, for shareholders it is the process of reinvesting dividends that can have an 
extraordinary impact on total returns over time. By putting dividends back to work in 
companies that are growing, those dividends can be further compounded. Over long 
periods of time, reinvested dividends can account for a substantial portion of overall 
shareholder returns. The following chart shows the price return of the index and the 
total return (i.e. with reinvested dividends) over the past 20 years:

The effect of the dividend reinvestment is to increase the overall return from 220% 
to 563% (an increase in the annualised returns from 5.9% to 9.8%).
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Returning to dividend yield, our rule of thumb when entering a position is that 
the stock should yield at least 1.5% to 2% (though of course the initial yield can be 
considerably higher). Assuming we believe a business is undervalued by the market, 
and that business pays out a substantial dividend (as defined above), then it should be 
relatively easy to obtain a minimum yield at these levels.

With a dividend payout ratio of around 50% or so, we would expect the initial yield to be 
around 3.5% to 4%. This would correspond with an earnings yield (the inverse of the P/E 
ratio) of around 7% to 8%, equivalent to a P/E ratio of 12x to 15x. 

(References in this section to yields relate to the investment environment at time of 
writing, February 2023. In different market environments, yield levels may vary.)

PORTFOLIO CONSTRUCTION
Once our investment due diligence is completed, we assemble our holdings in a 
36-stock portfolio that is equally weighted and periodically rebalanced. 

With 36 equally weighted stocks, each position equates to 2.75% of the net asset value 
of the portfolio, with a 1% residual cash position. By rebalancing the positions, we ensure 
that they are maintained within a band, ensuring that each stock has the potential to 
contribute meaningfully to performance. We do not have a ‘long tail’ of positions in the 
portfolio that make only a minimal contribution to overall performance.

Crucially, the number of positions is fixed, meaning that in order to add a new stock 
into the portfolio, one must first be sold. This requirement, in conjunction with the 
portfolio concentration, means that the portfolio contains only our highest-conviction 
ideas. Moreover, the majority of our efforts can be devoted to stock selection rather than 
position sizing.

Taking the income received in the Guinness Asian Equity Income portfolio over the 
course of 2022, we can perform an attribution analysis to determine its source by 
country and sector:
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Dividend Distribution vs Fund Distribution by Sector for the Portfolio
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The chart above uses holdings within our portfolio as of 31.12.2022. 
Source: Data from Bloomberg, Guinness Global Investors.

As the charts show, the distribution of income closely matches the allocations at the 
portfolio level. Some sectors or countries have a greater propensity to pay dividends 
than others; for example, our Taiwan and Hong Kong stocks contribute a slightly bigger 
share of overall income than their portfolio weights. Correspondingly, Australia and 
China contribute slightly less. At the sector level, Financials makes a larger relative 
contribution; Consumer Discretionary makes a smaller one.

Crucially, however, the income distribution across the portfolio is reasonably broad, 
with each stock in the portfolio contributing. We believe this provides benefits from a 
diversification perspective. It is also indicative of the discipline with which we run the 
investment portfolio – the stocks in the portfolio reflect the type of company we are 
looking for (dividends represent a meaningful part of the capital allocation process; 
moderate yields with growing dividends over time and so on).

It is illustrative to compare this with what we don’t do. We don’t run a barbell process, 
with only a portion of the portfolio contributing to the income, sandwiched together 
with high-growth non-dividend paying stocks. In an environment of slowing growth, 
higher inflation and higher interest rates, we would expect both groups to more 
vulnerable to the downside.



15

Regional Index is the MSCI AC Asia Pacific ex Japan Index. 
Source: Data from Bloomberg, Guinness Global Investors. Data as of 31.12.2022

EXAMPLE: ELITE MATERIAL
Elite Material is a manufacturer of PCB materials, which are used in various end devices 
including consumer electronics, automotive applications and computer infrastructure. 
The company is the word leader in halogen-free laminates, and this niche has been 
highly profitable for Elite.

The following tables shows annual sales, operating profit, earnings and dividends per 
share achieved by the company and by the regional index since 2010:

Elite 
Material 
Co (2383 

TT)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Sales per 
Share 
(NT$)

46.4 49.8 52.9 54.3 60.3 65.9 69.3 74.0 71.6 77.8 83.5 115.6 116.2

Operating 
Profit per 

Share 
(NT$)

4.7 4.2 4.1 3.3 5.9 10.3 12.4 12.6 8.6 12.8 14.4 20.8 18.7

Earnings 
per Share 

(NT$)
3.9 2.8 3.5 2.7 4.8 7.5 8.6 8.5 5.3 9.7 11.1 16.5 14.9

Dividend 
per Share 

(NT$) 
1.7 1.8 1.8 1.8 2.5 4.3 4.7 4.8 3.8 5.8 7.0 10.0 8.5

Payout 
Ratio (%) 43.7 64.2 51.0 67.9 51.6 57.5 54.3 56.3 71.4 59.2 63.2 60.8 57.2

Dividend 
Yield (%) 6.2 6.9 6.6 6.6 7.9 7.4 6.6 3.9 4.4 5.3 4.8 4.9 4.2

Return on 
Capital 

(%)
16.7 11.3 13.9 9.4 15.4 22.2 24.2 22.4 12.7 21.0 21.3 26.4 18.8

Regional 
Index 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Sales per 
Share ($) 446.3 396.3 400.6 410.4 439.8 390.0 346.6 362.8 398.9 386.0 373.4 390.3 369.1

Operating 
Profit per 
Share ($)

39.9 50.7 46.7 49.4 53.8 47.4 39.7 49.8 58.6 48.1 42.4 54.2 51.2

Earnings 
per Share 
($)

50.7 38.1 34.9 37.6 40.8 36.3 31.5 37.2 42.6 35.3 31.3 42.9 39.4

Dividend 
per Share 
($) 

14.7 16.0 16.2 15.9 16.5 15.6 13.9 16.6 17.2 17.2 13.9 15.9 17.5

Payout 
Ratio (%) 29.0 42.1 46.5 42.3 40.4 42.8 44.2 44.6 40.3 48.7 44.5 37.0 44.4

Dividend 
Yield (%) 3.2 4.2 3.6 3.5 3.6 3.9 3.4 3.0 3.7 3.2 2.2 2.7 3.7

Return on 
Capital 
(%)

6.0 6.7 5.6 5.8 5.9 5.2 4.5 5.3 5.7 4.6 3.6 5.1 5.1
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Return on capital has fluctuated, but has typically been above 10%, and in recent years 
has often exceeded 20%: 
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Although the numbers from Elite Material fluctuate year-on-year and do not show a 
constant upwards trajectory, the overall CAGR of each line is actually superior to that of 
the regional index, as shown below.
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The company’s payout ratio has varied between 44% and 71%, but the overall result has 
been growth in the dividend, as the following chart showing dividends per share (DPS) 
illustrates:

As we have said before, it is the reinvestment of dividends and their compounding that 
can produce extraordinary returns over long periods of time.

A hypothetical investment of $10,000 at the end of 2010 would have grown to a figure 
of $82,000 by the end of 2022 with dividends reinvested. The following table shows 
that by making regular reinvestments of the dividend income generated, the number 
of shares held by the investor almost doubles from a starting number of 9,731 to reach 
17,597:

Dividend per Share for Elite Material
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Source: Bloomberg. Data as of 31.12.2022

Investment 
of $10,000 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Shares at the 
start of the 
year

(none) 9,730.7 10,359.1 11,048.3 11,776.0 12,442.6 12,976.2 13,753.7 14,271.7 15,072.9 15,601.5 16,221.0 16,776.5

Dividend per 
Share (NT$) n/a 1.69 1.80 1.79 1.80 2.50 4.29 4.70 4.80 3.80 5.76 7.0 10.0

Dividend 
received 
(NT$)

(none) 16,415.2 18,621.3 19,821.3 21,174.3 31,060.1 55,679.9 64,618.2 68,504.2 57,277.1 89,894.6 113,546.7 167,764.7

Reinvested 
into 
additional 
shares

(none) 628.5 689.2 727.6 666.7 533.6 777.4 518.1 801.2 528.6 619.5 555.5 820.5

Shares at the 
end of year 9730.7 10359.1 11048.3 11775.9 12442.6 12976.2 13753.7 14271.7 15072.9 15601.5 16220.9 16776.5 17,597.0



18

Mark Hammonds, CFA

Mark joined Guinness in 2012 and is 
portfolio manager on the Guinness 
Asian Equity Income strategy. Prior 
to joining Guinness, Mark worked at 
Ernst & Young, where he qualified as a 
Chartered Accountant. Mark graduated 
from Corpus Christi College, University 
of Cambridge, in 2007 with a First Class 
degree in Management Studies and is a 
CFA Charterholder.

Edmund Harriss

Edmund has managed Asian Funds 
since 1994 both from London and 
from Hong Kong. He graduated from 
Christ Church, University of Oxford, 
with a Master’s degree in Management 
Studies and has a Bachelor’s degree in 
History from the University of York.

Valerie Huang, CFA

Valerie joined Guinness in 2022 and 
is an investment analyst in the Asia & 
Emerging Market equities team. Prior 
to joining Guinness, Valerie worked as 
a research analyst at Ardevora Asset 
Management. Valerie graduated from 
University College, London, with a 
Master’s degree in Mathematics and 
Statistics and is a CFA Charterholder.

Sharukh Malik, CFA

Sharukh joined Guinness in 2015 and 
is a portfolio manager in the Asian 
& Emerging Market equities team. 
Sharukh graduated from Fitzwilliam 
College, University of Cambridge, in 
2014 with a degree in Economics. 
Sharukh holds the IMC and is a CFA 
Charterholder.
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IMPORTANT INFORMATION 
ISSUED BY GUINNESS GLOBAL 
INVESTORS, a trading name of Guinness 
Asset Management Limited, which 
is authorised and regulated by the 
Financial Conduct Authority. 

This document is designed to inform 
you about the Guinness Asian Equity 
Income Fund and TB Guinness Asian 
Equity Income Fund. It is provided for 
information only and all the information 
contained in it is believed to be reliable 
but may be inaccurate or incomplete; any 
opinions stated are honestly held at the 
time of writing, but are not guaranteed. 
The contents of the document should not 
therefore be relied upon. It should not be 
taken as a recommendation to make an 
investment in the Funds or to buy or sell 
individual securities, nor does it constitute 
an offer for sale. 

GUINNESS  
ASIAN EQUITY INCOME FUND

DOCUMENTATION

The documentation needed to make an 
investment, including the Prospectus, 
the Key Investor Document (KID) / Key 
Investor Information Document (KIID) 
and the Application Form, is available in 
English from www.guinnessgi.com or free 
of charge from:

 • the Manager: Link Fund Manager 
Solutions (Ireland) Ltd (LFMSI), 2 
Grand Canal Square, Grand Canal 
Harbour, Dublin 2, Ireland; or,

 • the Promoter and Investment 
Manager: Guinness Asset 
Management Ltd, 18 Smith Square, 
London SW1P 3HZ. 

LFMSI, as UCITS Man Co, has the right to 
terminate the arrangements made for 
the marketing of funds in accordance 
with the UCITS Directive.

INVESTOR RIGHTS 

A summary of investor rights in English 
is available here: https://www.linkgroup.
eu/policy-statements/irish-management-
company/

RESIDENCY 

In countries where the Fund is not 
registered for sale or in any other 
circumstances where its distribution is 
not authorised or is unlawful, the Fund 
should not be distributed to resident 
Retail Clients. NOTE: THIS INVESTMENT IS 
NOT FOR SALE TO U.S. PERSONS.

STRUCTURE & REGULATION 

The Fund is a sub-fund of Guinness 
Asset Management Funds PLC (the 
“Company”), an open-ended umbrella-
type investment company, incorporated 
in Ireland and authorised and supervised 
by the Central Bank of Ireland, which 
operates under EU legislation. If you 
are in any doubt about the suitability of 
investing in this Fund, please consult your 
investment or other professional adviser.

SWITZERLAND

This is an advertising document. The 
prospectus and KID for Switzerland, the 
articles of association, and the annual 
and semi-annual reports can be obtained 
free of charge from the representative in 
Switzerland, Carnegie Fund Services S.A., 
11, rue du Général-Dufour, 1204 Geneva, 
Switzerland, Tel. +41 22 705 11 77, www.
carnegie-fund-services.ch. The paying 
agent is Banque Cantonale de Genève, 17 
Quai de l'Ile, 1204 Geneva, Switzerland.

SINGAPORE 

The Fund is not authorised or recognised 
by the Monetary Authority of Singapore 
(“MAS”) and shares are not allowed to be 
offered to the retail public. The Fund is 
registered with the MAS as a Restricted 
Foreign Scheme. Shares of the Fund 
may only be offered to institutional and 
accredited investors (as defined in the 
Securities and Futures Act (Cap.289)) 
(‘SFA’) and this material is limited to the 
investors in those categories.
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G L O B A L  I N V E S T O R S

Guinness Global Investors is a trading name of Guinness Asset Management Ltd., 
which is authorised and regulated by the Financial Conduct Authority (223077).

GGI-AADI-V13-19/05/23

TB GUINNESS  
ASIAN EQUITY INCOME FUND

DOCUMENTATION

The documentation needed to make an 
investment, including the Prospectus, the 
Key Investor Information Document (KIID) 
and the Application Form, is available in 
English from www.tbaileyfs.co.uk or free 
of charge from:-
T. Bailey Fund Services Limited (“TBFS”)
64 St James’s Street
Nottingham
NG1 6FJ
General enquiries: 0115 988 8200
Dealing Line: 0115 988 8285
E-Mail: clientservices@tbailey.co.uk
T. Bailey Fund Services Limited is 
authorised and regulated by the Financial 
Conduct Authority.

RESIDENCY

In countries where the Fund is not 
registered for sale or in any other 
circumstances where its distribution is 
not authorised or is unlawful, the Fund 
should not be distributed to resident 
Retail Clients.

STRUCTURE & REGULATION

The Fund is a sub-fund of TB Guinness 
Investment Funds, an investment 
company with variable capital 
incorporated with limited liability and 
registered by the Financial Conduct 
Authority.

Telephone calls will be recorded and 
monitored. 


