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For those who like watching Brazil

UTILICO EMERGING MKTS TRST

Net asset value
311p

Market cap
£490m

tilico Emerging Markets
Trust (UEM) shares
steamed from 200p to
300p between November
2024 and this February,
but have been wobbling since then.
Should investors be worried?

The firm has been touted as the
ideal vehicle for those who fancy a
dabble in notoriously volatile
emerging markets, but want to sleep
at night. These markets arise in
countries experiencing rapid
economic growth as they move from
“developing” to “developed”. But
those transitions have often been
punctuated by setbacks violent
enough to shake investors.

UEM tries to soothe such worries
by concentrating on essential
services: water, waste management,
electricity grids and toll roads, often
government-regulated, with
inflation-linked revenue streams.
The formula has generally worked,;
dividends have grown every year for
the past decade, thanks to 80 per
cent of the portfolio’s holdings
paying dividends to the fund.

UEM was conceived by Charles
Jillings, the present manager,
responding to investors in the more
broadly based Utilico Investment
Trust (now UIL), who wanted a
utilities trust focused on emerging
markets.

But in recent years, the fund seems
to have become unnervingly
unbalanced, with three of the top
four holdings based in Brazil, which
accounts for 28 per cent of total
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assets. This is despite the Brazilian
real being devalued by 22.5 per cent
against the US dollar during the
Covid pandemic in 2020. The top
two investments in that country are
both in water and waste treatment
while the third, Alupar Investimento,
is an electricity generator and
transmitter that also operates in
Colombia, Chile and Peru.

The South African-born Jillings
believes that drastic devaluations are
a thing of the past in Brazil, shielded
by high interest rates, so UEM can
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hook into South America’s
urbanisation, energy transition,
social infrastructure and expanding
middle classes. But the region is not
the only part of the world benefiting
from those trends; they apply equally
strongly to southeast Asia and other
areas. So Jillings and his team scour
the developing world, applying a
bottom-up policy to eyeball the best
prospects, although they avoid the
volatile Africa and Russia.

“We reduce every opportunity to a
common framework so we can
compare EV/ebitda [the enterprise
multiple| globally,” he says. “If
something comes up that looks
compelling, we make room for it.”

He went to Mexico, Colombia,
Brazil and Chile in March, to meet
managements on the ground and
kick the tyres. “Does it have a deep-
water port? Does the foreman

understand the business? Is there a
queue of ships? We don't like
greenfield sites, preferring businesses
that are up and running that we can
understand.”

Another country to catch Jillings’s
attention is the Philippines, where
data and call centres have
transformed the economy. “We also
like two water companies there,” he
says. “The government is pushing
hard for water and sanitation
improvements, creating a very
favourable regulatory framework.”

His star Philippines performer is
International Container Terminal
Services (ICTS), the world’s largest
independent terminal operator with
33 ports in 19 countries.

Despite a rising share price and
not unrelated aggressive share
buybacks, UEM’s discount to net
asset value remains stubbornly high
at 12 per cent. Don’t count on that
falling in a hurry, because the group’s
emerging-market bias means
investors are likely to remain wary
of bidding the discount away and
L5 per cent ongoing charges may
put some off.

As for that wobble over the past
three months, Jillings thinks it is
down to what he calls “Al/tech
on/off bubble”, in which the stock
market is trying to work out where
the value opportunities might arise
in emerging markets. Certainly, the
likes of ICTS are going to be
significantly boosted by Al, making
container movements more efficient.

UEM will not ride many high-tech
waves, but the shares’ historic 0.71
beta suggests a long-term ability to
minimise volatility and the current
3.25 per cent dividend yield is a
strong fallback.
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