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Comparative Analysis in Fastener Market:

China-based Companies

by Shervin Shahidi Hamedani

The fastener industry continues its steady growth and analysts expect
that the global market will reach USD81 billion by 2018. Motor vehicle
production, construction industry, electrical and electronics, and aerospace
sectors are the main resources for fasteners demand and market growth.

Industrial fasteners as a highly fragmented market is characterized
with many competitors; hence no single enterprise has enough market
shares to influence and become a market leader. In various regions, more
specifically in Asia-Pacific, several large and small players compete to
maintain their respective market positions. This region is the fastest and
largest growing regional market worldwide, in which industry consolidation
was a predominant trend as small players merged operations with larger
prominent players to leverage their resources; however, the market
in this region is mainly attributed to China, as the leading producer and
exporter of industrial fasteners in the world. Increased production of motor
vehicles, industrial machinery, and electrical and electronic components
and renovation of infrastructure provided great opportunities for growth of
industrial fasteners market in China. Moreover, government investments
in both commercial and military aircraft and aerospace projects have
increased the fasteners demand in the market; however, some import
boundaries on Chinese fasteners have given the precious opportunities for
Taiwanese fasteners in the global market. Fastener production in China is
projected to surpass domestic demand in the next couple of years.

Financial Analysis

In regards to the importance of the fastener market in Asia Pacific in
general and China in particular, three major companies in this region are
examined financially in this article. Selected companies are all China-based
public listed companies, in the same industry and sector in which fastener
is their core business. To assess the companies’ strength and performance
of their businesses, the major financial ratios of the industry, sector, and
companies are studied.

Valuation Ratios

A valuation ratio is a measure of how cheap or expensive a security (or
business) is, compared to some measure of profit or value. The most widely
used valuation ratio is the P/E ratio which compares the cost of a share to the
profits made for shareholders per share. The P/E ratio gives us a clue to what
the market is willing to pay for a company’s earnings. The higher the P/E, the
more the market is willing to pay for the company’s earnings.
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As it can be derived from Table 1, Gem-
Yem Industrial Company, listed in Shanghai
Stock Exchange, has a high P/E ratio which
is significantly above the industry and sector
average. A high P/E suggests that investors
are expecting higher earnings growth in the
future, which is aligned with the steady growth
rate of company’s sales illustrated later in this
article.

The dividend yields, as a measure of
investment’s productivity, for selected three
companies are exhibited in the next page.

Tong Ming Enterprise, listed in Taiwan Stock
Exchange has the highest dividend yield, 4.24,
compared to other companies, which is 3 times
higher than the industry average. Without
considering any capital gains, this dividend
yield shows the great return on investment for
the stock of Tong Ming Enterprise.
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In general the growth rate exhibits the amount of increase that a specific
variable has gained in a specific period and context. The table below shows
the sales growth from the most recent quarter compared to the 1st quarter of
the last year. Gem-Year Industrial has meaningfully high sales growth which
is more than the industry average; in contrast Shanghai Prime Machinery has

negative growth rates.
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Financial Strength

The commonly used ratios to analyse the financial strength of the companies,
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as shown in the following table. Shanghai Prime Machinery, public-listed

company in Hong Kong Exchange market has the current and quick ratios close

to the sector average although all companies have significantly lower ratios
than industry average. Debt ratios of companies are all lower than average
ratio in the sector, which could be considered as their strength.
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Profitability Ratio

With no doubt every firm is most
concerned with its profitability. One
of the most frequently used tools of
financial ratio analysis is profitability
ratios which are used to determine the
company’s bottom line and its return
to its investors. Gross, operating
and net profit margins, as a class
of financial metrics are illustrated
in the following table to assess the

business’s ability to generate earnings as compared to its expenses and
other relevant costs incurred during the specified period of time.
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Efficiency Ratio

The efficient ratios are typically
used to analyse how well a firm uses
its assets and liabilities internally. In
this part three major efficiency ratios
are examined. These ratios are more
meaningful when compared to peers
in the same industry and can identify
business that is better managed
relative to the others. Moreover,
these ratios are important because
an improvement in the ratios usually
translates to improved profitability.

Conclusion

The strong financial position of
three selected companies in the
fastener market could be another
proof for this fast growing market in
Asia and more specifically in China.
Sharp fixed investments and growth
in number of manufacturing bases
have raised fastener demand from
the emerging economies compared
to the more developed markets.

With the increased number of
manufacturing activities, investments
and developments in the direction of
becoming an economic superpower,
China is anticipated to register
largest gains compared to any other
national market in the world. Further,
favourable economic environment
and rising income levels leading to
increase in demand for durable goods
would drive growth in other countries
such as Taiwan. O
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