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Last December | professed that 2023 would
likely be a good year for UK mid-caps. Many
would have found it difficult fo envisage that
at the time, given how poorly the UK mid-
cap equity market performed in 2022. It felt
the full brunt of the inflationary spiral that
was turbo-charged by Russia’s invasion of
Ukraine, finishing the year down over 18%.
My projection isn’t looking too clever now,
with UK mid-caps having been modestly in
the red last week since the start of the year.

All was looking good up until 6 March 2023,
with UK mid-caps up 8% and our own UK
equity portfolio up 12%'. But then Silicon
Valley Bank (SVB) got itself into a spot of
bother, soon followed by other questionably
managed mid-sized banks, Signature Bank
and First Republic Bank. Credit Suisse’s
demise didn’t help senfiment.

Whilst one was unlikely to have foreseen
such banking failures that brought into
question the health of the entire US banking
system, it also wasn’t that surprising in
hindsight, given the record-breaking speed
at which the Federal Reserve had raised
intferest rates. However, authorities were
quick to react to the crisis. The US Federal
Deposit  Insurance Corporation (FDIC)
quickly moved to guarantee all deposits,
whilst Union Bank of Switzerland (UBS) was
strong-armed into acquiring Credit Suisse.
These prompt actions significantly reduced
the risk of contagion.

Since then, UK mid-caps are now down
9% and our own portfolio has suffered
too? despite some good earnings releases
and healthy share price performances
from the likes of Games Workshop (the
fantasy miniature games manufacturer),
and household name Marks & Spencer.
Ironically, both are exposed fo the UK
consumer, the outlook for whom is arguably
now what is holding the stock market back.

There’s one thing that markets don't like
and that’s uncertainty. Where and when
interest rates will peak has been a big
source of uncertainty this year, made worse
by the UK’'s most recent inflation print (core
inflation was up for the fourth month in a
row), swiftly followed by a “surprise” 50bps
hike in interest rates by the Bank of England.

That said, the market now has much better
visibility on this than it did 12 months ago.
Arguably, it is the prospect of a recession
and what that means for the UK consumer
that occupies the mind of equity investors
the most, especially investors in UK mid-
caps.

As perverse as it may seem, an imminent
recession could actually be good for UK
mid-caps. There are plenty of companies
reporting decent current trading, but the
problem is that the market often has the
affitude of “things might be okay now, but
what about this time next year or even in six
months’ time”. They do say one should sell
on the rumour and buy on the news.

Companies are therefore not being
rewarded for delivering in-line results or
even results that are ahead of expectations.
A great example was Marston’s, the
national pub operator, when it delivered
a healthy set of inferim results in May. The
shares opened higher but then quickly sold
off and have continued to do so since. They
are now frading close to where they were in
the depths of the pandemic in March 2020.

Back then, its pubs were shut and there was
no sign of them reopening any time soon.
It also had much higher debt levels than it
does tfoday, having since sold some property
assets and 60% of its brewery business to
Carlsberg. The valuation it achieved when
selling the 60% stake to Carlsberg means
that the remaining 40% of the brewery
business that Marston’s still own is valued at
around £250 million tfoday?. That compares
to a market capitalisation for Marston'’s
of just £190 million* and | strongly believe
somebody will look to buy that remaining
40% ownership stake from Marston’s in the
future.

Also, bearin mind that Marston’s has close to
£1.8 billion of freehold property with just £1.2
billion of debt against it?, i.e., £600 million of
equity in its property estate which dwarfs the
market capitalisation of the whole business.
The entire pub estate should also be able to
generate earnings before interest and tax of
more than £170 million in the near future®. In
my opinion, it is obvious that the shares are
currently massively mispriced.

Ifit was clear we are currently in a recession,
then the market could look through an
imminent drop in profits and start to price
in a subsequent recovery. However, the
economy has been remarkably resilient so
far, which is complicating matters. Roll on
a recession, allowing UK mid-caps and the
likes of Marston’s to rally.
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
MERERBERAE

9th Floor, Centre Mark I

305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest
Investment  Services  Limited and/or
Belvest related companies (collectively,
and individually Belvest) solely to its
clients, qualified prospective clients or
institutional and professional investors.
Unless stated otherwise, any opinions or
views expressed in this communication do
not represent those of Belvest. Opinions or
views of any Belvest company expressed
in this communication may differ from
those of other departments or companies
within Belvest, including any opinions or
views expressed in any research issued by
Belvest. Belvest may deal as Distributor or
Agent, or have interests, in any financial
product referred fo in this email. Belvest
has policies designed to negate conflicts of
interest. Unless otherwise stated, this e-mail
is solely for information purposes.

This message may contain confidential
information.  Any use, dissemination,
distribution  or reproduction of this
information outside the original recipients
of this message is strictly prohibited. If
you receive this message by mistake,
please notify the sender by reply email
immediately.

Unless specifically stated, neither the
information nor any opinion contfained
herein constitutes as an advertisement, an
invitation, a solicitation, a recommendation
or advise to buy or sell any products,
services, securities, futures, options, other
financial instruments or provide any
investment advice or service by Belvest.

Tel +852 28271199
Fax +852 2827 0270
belvest@bis.hk

www.bis.hk

No representation or warranty is given as
to the accuracy, likelihood of achievement
or reasonableness of any figures, forecasts,
prospects or return (if any) contained in the
message. Such figures, forecasts, prospects
or returns are by their nature subject to
significant uncertainties and contingencies.
The assumptions and parameters used
by Belvest are not the only ones that
might reasonably have been selected
and therefor Belvest does not guarantee
the sequence, accuracy, completeness
or timeliness of the information provided
herein. None of Belvest, its group members
or any of their employees or directors shall
be held liable, in any way, for any claims,
mistakes, errors or otherwise arising out
of or in connection with the content of this
e-mail.

This e-mail and any accompanying
attachments are not encrypted and cannot
be guaranteed to be secure, complete or
error-free as electronic communications
may be intercepted, corrupted, lost,
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore
does not accept any liability for any
interception, corruption, loss, destruction,
incompleteness, viruses, errors, omissions
or delays in relation to this electronic
communication. If verification is required
please request a hard-copy version.
Electronic communication carried within
the Belvest system may be monitored.



