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Welcome To Our Second Quarterly Report 

What does value investing in Asia really entail? Without being prepared to wear out shoe leather, 

curiosity, deep research and intelligence aren’t as much use as you’d think.

By Sam Lecornu, co-founder and CEO 

n 159 BC, Roman poet Publius Terentius said, “nothing 
has yet been said that’s not been said before.” One 
might argue that this applies to the investment 

processes of most Asian-based asset managers. 

Many see company visits as a waste of time, more an 
opportunity for management to spin their PR talking points 
than to learn about a company. If nothing original is said, 
why make the effort? 

We take a different view; to trust, but also to verify. If you 
are easily persuaded then, yes, a company visit might be 
unproductive. But for us, there’s nothing like seeing the 
whites of the eyes of a management team to understand 
what’s really going on in Asia.  

The December quarter saw the Stonehorn Global Partners 
team travel extensively in China, Taiwan and Southeast 

Asia. For many professional investors, a company is not 
much more than a flickering stock price on a screen. For us, 
walking around a manufacturing plant, a research lab or a 
sales showroom, meeting the people that work there, 
makes investing real.  

In this region, nothing is more important than conducting 
deep-dive analysis. Wearing out shoe leather isn’t just 
evidence of our artisan approach to making Asian 
investments; it’s a matter of personal pride, evidence of us 
doing the jobs our clients expect of us, of being your eyes-
and-ears on the ground. 

Sometimes, that task takes us to unfamiliar places. You may 
not have heard of Taichung, an industrial Taiwanese city, 
the country’s second largest, known for its Sun Moon Lake 
and ornate railway station. Our Taiwanese-born Portfolio 
Manager Duke Lo now knows it a little better. 

I 

About Stonehorn Global Partners 

We believe that alignment of interest with their clients is what builds sustainable partnerships. 

• Stonehorn’s founding members have partnered together in Asia for over 10 years.  

• Strong track record investing in Asian equities. 

• Extensive network and relationships with Asian companies, government bodies and industry contacts. 

• A high conviction, long-only portfolio of Asian stocks, actively managed, unconstrained and benchmark unaware. 
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The Taichung-based company that interests us does not 

take calls from brokers or fund managers. A personal 

introduction is required, after which you may or may not be 

granted a face-to-face meeting. If so, you must go to them. 

The company also believes that conferences and 

presentations are a distraction from the daily task of 

business building. It sounded like our kind of company. 

Duke took the only flight of the day from Hong Kong, 

driving a further hour or so to the company’s headquarters. 

There, he had one meeting with company executives. He 

then drove for four hours to Taipei before his return flight. 

The company, which we’re quietly excited about, will now 

take our calls. Apparently, we passed their tests, and they 

are close to passing ours. 

Scuttlebutt 

Famed investor Philip Fisher developed the concept of 

scuttlebutt - of talking to company staff, suppliers and 

customers to get a deep and detailed picture of a business.  

If that involves days on roads less travelled that’s fine by us. 

Finding gems in places others haven’t heard of, let alone 

visited, is just how we like it. We would like to think that in 

Asian investing, Stonehorn is doing something that hasn’t 

been done before.  

In our view, an investment in knowledge pays the best 

long-term dividends. Not too much attention should be 

paid to short term performance. Nevertheless, we were 

pleased with the results from the December quarter. 

Preoccupied with Hong Kong protests, trade wars and 

impeachment, markets were volatile during the period. The 

Stonehorn Asia Equity strategy, which delivered an 11% 

return over the quarter, escaped the nervousness. 

“Good times,” said Howard Marks, “teach 

only bad lessons.” 

The fund’s net asset value (NAV) reached record highs this 

quarter. As of year-end, half the portfolio by weight is 

within 12% of its all-time high and 70% is within reach of 

52-week highs. Whilst gratifying, this should not be cause 

for celebration. 

Compounding our client’s long-term returns with a focus on 

the downside remains our mantra. As historian Yuval Harari 

About the team 

   

Sam Lecornu 
Co-Founder & Chief Executive (CEO) 

Duke Lo, CFA, MBA. 
Co-Founder & Portfolio Manager 

John Lam, CFA. 
Co-Founder & Senior Analyst 

20 years industry and funds 
management experience 

16 years industry and funds 
management experience 

18 years industry and funds 
management experience 

Sam was born in Australia and has lived in Asia 
for 11 years. 

Sam holds a Bachelor of International Business, 
a Bachelor of Commerce and a Graduate 
Diploma in Applied Finance and Investments. 
Recognized as one of Asia’s ‘Best-of-the-Best’ 
Chief Investment Officers (CIO), Sam received 
CIO of the Year-HK Equity by Asia Asset 
Management in 2014 & 2015. 

Sam is known for his very strong track record. 
He attests the performance from the mentoring 
he received early in his career.  

Sam and the team believe in responsible 
investing and have a key focus on environment, 
social and governance aspects (ESG).  

Duke was born in Taiwan and received his 
education in Australia and Hong Kong and has 
lived in Asia most of his life.  

Duke holds an MBA from HK University of 
Science of Technology, a Master of Commerce 
(University of NSW), a Bachelor of Engineering 
(1st Class Honors) and is a Chartered Financial 
Analyst (CFA).  
 
Duke is a realist. He is widely recognised for his 
ability to cross-check and ‘verify’ information. 
He is an expert in ‘scuttlebutt’ analysis and 
thinking laterally - checking information across 
customers, competitors and suppliers.  

 

John was born in Hong Kong and received his 
education in Australia and has lived in Asia most of 
his life. 

John holds a Bachelor of Engineering (Honors 1st 
Class), Bachelor of Science and is a Chartered 
Financial Analyst (CFA).  
 
Prior to his asset management career, John was an 
R&D engineer in Telecom, Artificial Intelligence and 
Geographical Information Systems based in 
Singapore and Hong Kong. 

John approaches investing as might a professor. 
With a high level of intellect (high IQ) and pedantic 
research, he tests investment opportunities with 
enormous detail and consideration.   

 

 



 For Professional Investor only          Quarterly Report – December 2019  |  3  

  

sagely notes, humans entering the forest looking for fairies 

and unicorns have a reduced chance of survival compared 

with those seeking mushrooms and deer. 

We learned a lot about that during the Global Financial 

Crisis (GFC), when fairy dust was sprinkled over the global 

economy through cheap and endless credit and the unicorn 

idea that recessions had been permanently banished was 

woven into every financial decision. 

Our team’s first investment occurred on 28 May 2008. 

Within five months we had lost half our seed capital.  

We stuck with it and subsequently prospered, generating a 

130% net return the following year. 

Nevertheless, the experience of losing large sums of real 

money had a DNA-altering effect. “Good times,” said 

Howard Marks, “teach only bad lessons.” Bad times are 

valuable because of the pain.  

That gut-wrenching draw-down over a decade ago still 

anchors and informs our risk-averse approach. Our 

performance has been good but it’s imperative for our 

clients to know we are not leaping up the risk curve to 

deliver it.  

“You won’t hear us moan about high share 

prices and an absence of opportunities.”  

This is not to suggest an air of pessimism has entered our 

thinking. Asia remains a thrilling and enticing investment 

environment. This past quarter we added three new 

companies; a China A-share home appliance company; a 

Taiwanese tech stock positioned to benefit from the 5G 

rollout; and a China and Hong Kong gold and gem retailer. 

Many more new ideas are under consideration. You won’t 

hear us moan about high share prices and an absence of 

opportunities.  

Perhaps even more encouraging is the progress of existing 

contrarian positions such as Baidu (China’s #1 search 

engine), Kakao (Korea’s fully integrated messenger app) 

and ICICI Bank (one of India’s largest private banks). These 

companies have risen 23%, 13% and 25% respectively over 

the quarter and the longer-term projections look very 

bright indeed. 

Hidden value 

Our confidence in future performance rests in the hidden 

value in the current portfolio. Some of that was recognised 

by the market this quarter but there is a lot more to come, 

especially given the pace of growth in the companies we 

own.  

Potential investors in our fund might like to bear this in 

mind. Think not of the returns you may have already 

missed out on but the potential - and, we believe, far 

greater - returns in the years ahead.  

Our investment process, which mitigates against the 

madness of crowds by focussing on business performance 

rather than share price movement, is central to how we 

think. This is how we assess intrinsic value. At a time when 

everyone seems to be looking up, we are looking down, 

into the nuts and bolts of the businesses we own and into 

the whites of the eyes of the managers we are backing with 

our (and your) capital. 

In an industry that likes to overcomplicate things, this is 

easy to say but hard to do. There aren’t many fund 

managers that prefer a busy drive through the outer 

suburbs of Taichung to an airconditioned office overlooking 

Hong Kong’s fragrant harbour. We like to think we’re one 

such manager. From the feedback we’ve received from 

clients in our recent end-of-year European trip, that’s what 

you demand of us. It is also what we expect of ourselves.  

Covering 14 cities in less than three weeks, the trip 

affirmed the appetite for Asia’s structural growth. Although 

it might seem odd to say so, the purpose of such trips is not 

to receive your money but to earn your trust. As one client 

commented, “Asia is far from us here in the Nordics but 

when it comes to putting trust in a manager the distance 

apart should be short.” 

Establishing trust 

We agree. The basis of a good relationship, as Duke notes 

in his article on Alibaba, lies in establishing trust. That’s 

what our client meetings and quarterly reports aim to do. 

They should be transparent, interesting and honest, giving 

you the kind of information you need to make a decision 

about whether we are the kind of partner you’re looking for 

- a partner that earns your deserved trust.  

Whether we reach such lofty aims only you can judge, 

although we are encouraged by the 16,000 views that our 

firstly quarterly received. 

Wall Street legend Peter Lynch once claimed that the key to 

successful investing was to "know what you own, and know 

why you own it." With Stonehorn’s first anniversary 

approaching, the combination of patience, reasoning and 

discipline embodied in Lynch’s advice and our approach is 

beginning to pay off.  

But we are just at the beginning. Asia’s continuing 

industrialisation is only just getting started and so are we. 

The next decade promises to be every bit as loaded with 

opportunity as the one just past. 
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How Alibaba became our biggest holding  

The story of how Alibaba went from a questionable potential partner to our biggest holding offers a 

behind-the-curtains look at Stonehorn’s approach.

By Duke Lo, co-founder and portfolio manager

eciding to purchase a stock is much like entering a 

marriage. With any relationship you know there 

will be tough times ahead but, with trust and 

goodwill, it can endure and strengthen. 

Alibaba is one of our top conviction stocks. And yet for a 

long time we had what relationship counsellors might call 

“trust issues” with the company. 

In 1999, Jack Ma, Joseph Tsai and 16 other co-founders 

created Alibaba. The idea was to enable Chinese 

manufacturers to quickly and easily reach the country’s 

growing middle class. At the time, e-commerce was 

unknown territory. The Chinese Government, however, 

recognised its significance. Categorised as a strategic 

industry, foreign ownership of Internet companies was 

banned. China wanted its own Amazon and Facebook. 

Ma grasps the nettle 

Ma grasped the opportunity and, perhaps unwittingly, the 

nettle. Spearheading the push into a new sector of the 

economy entails addressing problems unforeseen. By 2011, 

Alibaba had lots of them. Representing over 500,000 

Chinese factories, the site, according to TechCrunch, was 

full of “fake laptops, poorly made clothing, and potentially 

life-threatening auto parts”.  

With anger from consumer protection groups and lawsuits 

mounting, what, we wondered, did it say about Alibaba’s 

management that it had allowed such a situation to 

develop?  

There were two further factors that aggravated our 

scepticism. In 2011, Jack Ma transferred the ownership of 

online payments company Alipay - then with over 300 

million registered users - to a new company owned by Ma. 

Much of the economic value of major shareholders Yahoo 

and Softbank went with it. 

There were concerns that the People's Bank of China would 

prohibit foreign ownership of a payment solution. The 

transfer reduced that risk. But the way in which it was 

handled caused great animosity between the major 

shareholders and Alibaba senior management. 

The second issue, which came to the fore around the time 

of the float in 2014, concerned the rights of minority 

shareholders, which is what Stonehorn would have been 

had we joined the register at IPO.  

Hong Kong rejection 

Alibaba listed on the New York Stock Exchange in 2014. 

What many fail to remember is that this was the company’s 

second choice. In 2013, Alibaba abandoned plans for a 

US$60bn Hong Kong listing after the local exchange 

rejected its proposed terms. These included a board 

appointed by company executives and a dual class 

structure favouring established interests. Sam took the 

opportunity to meet the CEO of the Hong Kong Stock 

Exchange to gain a deeper understanding why it was 

rejected. 

Finally, we had concerns over the Variable Interest Entity 

(VIE) framework. This is a legal work-around that allows 

foreign entities to invest in strategic Chinese sectors, via 

affiliates and a service contract, that can only be owned by 

Chinese citizens. 

The structure is complex and subject to the potential abuse 

of foreign investors that lack the formal ownership 

entitlements common elsewhere in Asia. 

“We expected a 20-minute presentation. 

What we got were two hours of mutual 

confusion and frustration” 

Alibaba’s suspect record offered little reassurance. If we 

were to communicate these to our clients, we needed to 

understand the complexities. We approached the legal 

teams on the Alibaba IPO and asked for an explanation. 

What we expected was a 20-minute whiteboard 

presentation. What we got were two hours of mutual 

confusion and frustration. Memories of GDC-era structured 

products were at the forefront of our minds.  

Fundamentally, these factors were an issue of trust and 

verification of ESG concerns. As potential investors, could 

we trust whether Alibaba management would continue to 

D 



 For Professional Investor only          Quarterly Report – December 2019  |  5  

  

address the illegitimacy of many of the goods sold on the 

site? Could we expect minority interests to prevail over 

those of management? And would customer needs drive 

management behaviour? These were questions to which 

we had no definitive answers.  

There was one thing we did know; that without trust, the 

various attractions of a potential partner - and Alibaba’s 

were many - amounted to little. Stonehorn was one of the 

few buy side analytical teams that didn’t become Alibaba 

shareholders through the world’s largest IPO of 2014.  

We could see the value but part of our process involves an 

assessment of environmental, social and governance 

factors. Alibaba failed on these measures, and we went on 

CNBC television to say so. 

Trust issues 

For our position to change the trust issues had to be 

addressed. That same year, in Hong Kong’s Ritz Carlton, 

they began to be. 

Jack Ma was on stage, pitching the forthcoming IPO. I 

remember a slick presentation delivered by a charismatic 

leader. What stayed with me, though, was his description 

of the company - not that of a cat but of a tiger. Employees 

I spoke to at the time clearly inhabited this mindset. In that 

room, I was surrounded by the living, breathing evidence of 

an ambitious, confident, risk-taking culture.  

Was this the source of the Alipay restructure I wondered, a 

by-product of eagerness to comply with Chinese 

regulations - and naiveté in regard to the way that it was 

done - rather than something more sinister? 

We soon got our answer. That same year, Alipay was 

rebranded as Ant Financial and a profit-sharing deal was 

struck with the company’s foreign investors. The crown 

jewels, in admittedly a different form, had been returned 

and some of the damage was repaired. 

Fake manufacturers and fraudulent sellers, meanwhile, 

were kicked off the platform and employees that enabled 

them were sacked. Slowly, a more rigorous corporate 

governance regime was emerging. 

“The partnership, about a third of which is 

female, is the company’s talent pool.” 

The Alibaba Partnership was a good example. Asian 

businesses have a tendency towards hereditary succession 

and low female representation. The partnership, about a 

third of which is female, is the company’s talent pool.  

It votes on new partnership members and has the right to 

nominate a simple majority of Alibaba’s board. 

The dual class structure assigns more voting rights to minor 

shareholders. If they object to the partnership’s 

nomination, the board must propose other candidates. 

Clear succession planning was also apparent. Daniel Zhang 

was appointed Alibaba’s chief operating office in 2013 and 

became CEO two years later. Selected for his business 

acumen, the partnership is presumably already working on 

Zhang’s eventual successor. 

The company also became more transparent. Managers 

became more willing to share information and answer 

questions. Its investor relations team was replaced with a 

Morgan Stanley analyst that welcomed engagement. Our 

trust levels began to increase.  

Still, the VIE structure rang the alarm. We decided to do our 

own legwork, spending three months researching the 

structure. We then called in the legal advisers of the 

investment banks involved in VIEs. An audit of their risks 

was produced lots of whiteboard spaghetti and a deeper 

understanding of the structure.  

Then came the IPOs of companies like JD.Com, Baozun, 

VIPshop, all of which used the VIE framework. We pulled 

apart each one. As our knowledge grew, so did our 

confidence. Eventually, we came to see Alibaba, along with 

Sina, as pioneers of the structure. The widespread use and 

success of VIE means the Chinese Government is more 

likely to continue to support it. Over the years, the risks 

embedded in it have fallen. 

Going gangbusters 

Two further factors began to sway us. Within the first 

rolling year of the float, Alibaba’s share price had fallen 

33%. That offered a little more compensation for the risks 

we thought we might be taking. Second, Alibaba’s business 

was going gangbusters. Conventional retailers were 

struggling to offer an online strategy. Rather than trying to 

beat Alibaba, more and more were joining it. 

Our deep dive, including an audit of past financials, 

reconciling VIE structures and scuttlebutt analysis led us to 

our first purchase of Alibaba in mid-2015. Whilst 

appreciating the risks and rewards, we now felt able to 

discuss them with our clients in an honest, transparent and 

cohesive manner. 

By the end of the fourth quarter of 2019, our Stonehorn 

portfolio allocation had reached 9.3%. The stock is up 168% 
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since mid-2015 and up 38% since June this year. Alibaba is a 

classic example of a Stonehorn “Top-Shelf” company.  

Establishing trust takes time. Corporate governance is 

evolving in China and Alibaba’s stunning growth inevitably 

leads to internal strains and pressures. Mistakes are to be 

expected. Today, Alibaba is not yet a shining example of the 

best ESG in Asia but it has passed our intensive scrutiny. For 

any investor looking for confirmation of its significant 

improvement we refer them to Alibaba’s ESG and 

sustainability report. (Alibaba states “We believe public 

trust is earned by demonstrating that everything we do is 

sustainable. The pursuit of sustainability requires that we 

do the right thing when our business impacts the 

environment and society, and we need a system of 

governance to ensure that we are always choosing the right 

ethical path.” We couldn’t agree more.  

We could have jumped into the IPO in 2014 along with 

everyone else. Instead, we pursued a long engagement. 

Our journey with Alibaba and getting comfortable with its 

ESG was a journey the company needed to take, too.  

We’re glad we did so; it created the opportunity for us to 

deeply interrogate the sources of our concerns and gave 

Alibaba time to evolve, mature and address them. The 

result is a stronger foundation for a more enduring, 

profitable relationship.

History: an Asian stock picker’s secret weapon   

When looking for undervalued Asian stocks, the region has a clear second mover advantage. 

By John Lam, co-founder and senior analyst 

ecently, I picked up yet another industry report on 

artificial intelligence (AI). Read enough of these 

feature a chart or diagram showing how the cost of 

sequencing the human genome has dramatically fallen over 

the last decade. 

Then begin the generalisations and extrapolations; 

everything is going to improve as quickly as AI, featuring 

the same rapid declines in cost. Ergo, in due course almost 

everything will be disrupted. 

Reality is more complicated. Information technology has 

the promise of scaling quickly, if you get it right. But in 

order to do so, addressing the underlying dependencies is 

essential. 

For us at least, relying on the promise of scale isn’t enough 

to justify an investment case. Thinking through those 

dependencies forms a major part of our investment 

process. 

For Alibaba’s e-commerce business to scale, an extensive 

and efficient logistics infrastructure must be built. For 5G 

adoption to move quickly, regulatory hurdles must be 

overcome. And users need access to 5G phones, affordable 

plans and a reliable network infrastructure. 

Depending on dependencies 

Each of these dependencies will themselves have their own 

dependencies. Establishing a reliable 5G network 

infrastructure requires capital, technical skill and engineers 

and construction workers to build it. 

R 

Historical penetration of new technologies in US, showing typical S-shape patterns 

 

Source: Michael Felton, The 

New York Times, HBR.ORG 

 

https://esg.alibabagroup.com/
https://esg.alibabagroup.com/


 For Professional Investor only          Quarterly Report – December 2019  |  7  

  

This is why the trajectories of growth-orientated businesses 

typically have gestation periods - to raise capital, hire staff 

and build out technical capability. Inevitably, they 

encounter bottlenecks or physical capacity limits as they 

grow. Apple, for example, makes phones in China because 

the country offers a massive pool of engineering talent. 

Superior unit economics are not the sole factor. 

This explains the familiar start/stop patterns we see within 

an otherwise smooth S-shape penetration pattern of many 

growth industries. When dependencies kick in, producing 

bottlenecks and constraints, the rate of growth stalls. Once 

they’re addressed, it picks up. And eventually everything 

slows once market penetration reaches a certain level. 

Predisposed to the extrapolation of short term factors, this 

is where many investors get caught out. Seeing a business 

in a fast but often temporary growth spurt, they take this as 

a proxy for future overall growth and bid the price up. The 

same happens in reverse when the inevitable constraint 

kicks in. This is a major source of mispricing in growth 

industries, one from which we have profited many times in 

the past. 

In the case of artificial intelligence, the list of dependencies 

varies with the end applications. Autonomous driving, for 

example, depends on extensive road data for every kind of 

traffic condition, supporting road infrastructure, 

advancements in sensing and processing hardware, 

advanced communication networks and a new regulatory 

environment. The capex-driven infrastructure in turn 

depends on economic cycles, political will, government 

budgets and so on.  

Most importantly, the eventual success of autonomous 

driving depends on how quickly the self-driving computing 

system can perfect itself. When human lives are at stake, 

having something function well 99% of the time isn’t good 

enough. This sector is a good example of how more 

dependencies undermine a preconceived notion of smooth, 

exponential growth. 

Stonehorn has a secret weapon to help us address what we 

might call the ‘growth runway forecasting problem’. We 

open our history books. 

Asia offers a particular advantage in this regard. Where 

industry conditions are similar to past experience in the 

developed world, history offers a useful guide. What we 

need to figure out is how things are actually different. 

Knowing the growth trajectory of a European-based 

industry, for example, and understanding what factors 

impacted its growth, is easier than figuring out all the 

conditions required in a new Asian sector that might make 

it work. 

In China, we own an airport with a dominant market 

position. Developed market data shows that the passenger 

capacity and cruising speed of airliners long ago 

approached their limits. Operating efficiencies, meanwhile, 

show linear improvements. But growth in worldwide air 

traffic has been exponential. Owning a monopoly airport 

has long been a good investment as a result. In our view, 

owning one with a huge population catchment in a country 

with a rapidly growing middle class makes for an even 

stronger investment case.  

We can also look at airports in the developed world and see 

how profit is distributed in relation to size, and we can see 

the track records of busy airports and how they have 

performed over time. 

Reduced risk 

This developed world reference is particularly useful when 

considering Asian investments in newer sectors like online 

retail, social media advertising, cloud computing and AI. 

Understanding how Yahoo and Facebook’s growth 

trajectory in the US has helped us better understand 

Tencent’s likely growth in China and Kakao’s growth in 

South Korea.  

In effect, companies like this have a first mover advantage 

in their domestic markets but a second mover advantage in 

how we might assess their future growth. As a result, 

compared with similar stocks in western markets, the 

Asian-based opportunities are often quantifiably greater 

but the risks involved in assessing their potential 

substantially lower. 

 

 

 



 For Professional Investor only          Quarterly Report – December 2019  |  8  

  

Stock Spotlight: Baidu going cheap

There was a point when China’s dominant search engine was trading on our estimated single-digit 

earnings multiple. So why were we only one of the few buyers at the time? 

By John Lam, co-founder and senior analyst 

he main performance contributor this quarter was 

Chinese search giant and AI company Baidu, up 22% 

over the period and up over 40% from its lows last 

quarter. As a high conviction fund, our investors should expect 

major holdings like this to visit this column frequently.  

Late last October, we received a goodwill call from a colleague 

who had read yet another negative news article on Baidu and 

the Chinese search market. “Perhaps,” he suggested, “you 

should reconsider your position?” 

The Financial Times article detailed how people were now 

spending more time in feeds provided by Baidu’s competitors 

and that “recommendations rather than search play a larger 

role in the information they consume”. 

Other concerns were raised. The Chinese advertising market is 

slowing within a slowing economy; the search market is losing 

advertising dollars to other channels; and new competitors 

are entering the domestic search market. Why anyone would 

want to own Baidu was the general theme. 

In our case, cheapness had 

something to do with it. In the 

space of 15 months, Baidu had 

lost two thirds of its market 

capitalisation, leaving China’s 

dominant search business 

trading on our estimated 

single-digit earnings multiple 

by June. At Stonehorn, Baidu 

is a classic “Charlie and 

Warren” opportunity. As we 

explained in the Stonehorn 

September quarterly, we 

made a large investment of 

circa 6.5% of our fund and 

seized the opportunity.  

To do justice to the potential opportunity entailed focus and 

organisation. I set to work, holing up in my office, holding all 

my calls, failing (again) to answer my emails. And I asked my 

colleagues not to interrupt me. This was a situation I really 

wanted to get to grips with.  

For the next few months I read many technical papers on 

search technology, sketching out a theoretical model of how a 

new search engine might be built or replicated (this is not as 

odd as it sounds - I’m an R&D engineer in telecommunications, 

artificial intelligence and geographical information systems by 

training). I built a sum-of-the-parts valuation model and 

examined everything I could about the competitive 

environment, comparing it with the U.S. market. Eventually I 

emerged, convinced that the market had it wrong. 

Short sellers everywhere 

At the time, short sellers were everywhere. The company had 

posted its first-ever quarterly loss and founder Robin Li had a 

bottle of water poured on his head at a presentation he was 

giving. Out-of-favour hardly describes Baidu’s status. 

One day, we might tell the full story of how we became one of 

the few asset managers to buy Baidu in mid-2019 at its lows. 

In the meantime, here’s a summary of why we did. 

With maps, cloud, artificial intelligence and social networking 

products, Baidu is more than just a search business. But at a 

single-digit earnings multiple only one question needed to be 

answered. Would Baidu’s search business keep on growing? 

We believe it will. First, Chinese demand for search should 

continue to grow. App makers might like the idea of keeping 

proprietary information within their mobile apps but people 

and businesses want their products, services and ideas to be 

known and users want to find them. A search engine remains 

central to that purpose. 

Second, search is easy to do badly and difficult to do well. 

With switching costs at zero, a slightly better search engine 

would cause users to change. For Baidu, with a long and 

durable lead in search technology, that risk is remote.  

In a recent earnings call, Baidu’s CEO Robin Li said that “the 

technology barrier to search is very high. If you can solve the 

search problem, you basically solve the AGI problem - artificial 

general intelligence - because whatever the users say, you 

have to be able to understand that and come up with relevant 

results, which requires a lot of research, a lot of investment, 

and it's a very hard problem.” 

T 

 
 

Baidu share price is up 22% 

this quarter and up over 40% 

from its lows last quarter. 
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Google shows the way in this regard. Over the years, other 

search engines have come and gone but none have had more 

than a minor impact on the company’s growth. We think 

Baidu’s future growth is likely to follow this template, and for 

similar reasons. 

Powerful competitive position 

Baidu occupies a powerful competitive position. Emergent 

competitor ByteDance might find it harder to compete in the 

search business than it, and investors, seem to expect. Third, 

the company’s most recent quarterly report suggested that its 

core advertising business was improving. 

For many years, the company enjoyed an operating margin of 

close to 50%. That might have made life a little too easy. Now 

that times are tougher we expect a tighter rein on costs, 

especially in regards to marketing and promotion expenses 

and speculative development projects. 

During last year’s second quarter earnings call, Robin Li and 

his CFO Herman Yu mentioned Return on Investment (ROI) 

over seven times. This appears to be their mantra now. It was 

also the moment when the rest of the team got it. Finally, 

evidence of Baidu being financially disciplined! With a 

determined focus on ROI the company has put its first ever 

quarterly loss behind it. In the most recent quarter, Baidu 

generated US$1bn in free cash flow. For a company selling for 

less than US$40bn at the time it looked like a steal. 

Nor was the downside huge. Even if traffic were to steadily 

decline each year, Baidu, with US$10bn cash and other 

marketable securities worth another US$10bn at the time, 

could return our original investment even in run-off mode. 

The next Baidu 

Despite the strong share price run last quarter, the latest 

result does not yet vindicate our thesis. Baidu may have 

recaptured some of its latent earnings power but the macro 

environment remains weak, the competitive threat is yet to 

fully play out and enduring growth remains elusive, at least for 

the moment.  

But with the stock up materially since our original purchase 

and the free cash funding a US$1bn share buyback, we really 

could not be happier. And I’m glad to be back in circulation 

looking for the next Baidu-like opportunity for our clients.  

IDENTIFY – at Stonehorn, what are we looking for? 
 

     

Northern Pikes Super Jumbos Top Drawers Charlies and Warrens 

“Introduce a northern pike 
into a pond and sooner or 
later you have a pond of 

only northern pikes.” 

“Companies with a very 
long runway ahead of it.” 

“Put it in your top drawer 
and leave it there for the 

grandchildren.” 

“Berkshire Hathaway styled 
companies in Asia.” 

• Disruptors of the market 

• Takedown the 
competition  

• Constantly adapting to 
the environment 

• New industries and new 
technologies  

• Innovation  

 

• Clear long-term trend 
ahead 

• Strong tailwinds such as 
regulatory support, 
demographic growth 

• High growth industries, 
the industry is growing 
GDP-plus. 

 

• Blue chip and highest 
quality  

• Dominant market share 

• World-class stewardship  

• Simple and easy to 
understand 

 

• High castles and wide 
economic moats 

• Unique comparative 
advantage  

• Clear earnings visibility  

• Monopoly or duopoly 
businesses  

• Strong comparative 
advantages 
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Mutualistic capitalism and ESG in Asia 

An interview on responsible investing with Trawalla Group, Stonehorn’s cornerstone investor. 

tonehorn investor, Trawalla Group, has a long track 

record of being socially responsible, impact investors, 

along with philanthropic and activist activities. The 

group invests in property, private operating businesses and 

other asset managers in pursuit of commercial returns that do 

not cause social or environmental harm. 

Here, company founders Alan and Carol Schwartz explain how 

they became involved with Stonehorn, and their role in 

helping the company’s Environmental, Social and Governance 

(ESG) framework develop. 

Q. What initially attracted you to Stonehorn? 

Obviously, Sam, John and Duke have a wonderful investment 

track record in the region. But what really attracted us was 

their high-conviction Asia strategy with an ESG overlay. In our 

view, it was far superior to anything else we’d seen, and 

unusually progressive. 

Q. How did you go about assessing Stonehorn’s ESG 

capabilities?  

It was difficult. Doing our due diligence, we assessed their ESG 

policy, which stood up pretty well. But it was only a document. 

We didn’t know how deeply the ESG mindset was embedded 

in the reality of the business. 

Did our potential partners understand what ESG meant and 

the challenges it presented? Would they find other investors 

who would genuinely value it and share our desire for 

tangibility and verifiability? 

“There’s got to be a gradual acceptance of 

the importance and truth of ESG.” 

And even with the best of intentions, how could Stonehorn 

deliver ESG compliance in Asia (ex-Japan), a region with a 

relatively undeveloped ESG infrastructure? Without first 

making an investment, the truth is we would never really 

know. 

So we posed questions like these in our discussions. As those 

progressed, we became more confident about the character 

and competence of our future partners and the company’s 

commercial prospects.  

As for the tangibility and verifiably of its ESG commitment, we 

appreciated their commitment but knew there would be 

things to work on.We focussed on the positives. As Voltaire 

said, “the perfect is the enemy of good.” You can have a 

perfect ESG policy but without a personal commitment from 

management it doesn’t amount to much. With Stonehorn, we 

feel we’ve got the raw material of a good policy, good people 

that want to implement and improve it, and a market that we 

hope will be receptive to it.  

We also felt that, with our background and experience in ESG 

implementation and compliance, over time we could gently 

help them develop. So far, that has proved to be the case. 

Q. How should ESG be embedded in corporate cultures more 

generally? 

There’s no point walking into a business with the 

stormtroopers, demanding that they “do ESG”. That just 

doesn’t work. Duke has written elsewhere of Alibaba’s 

developing governance culture. That’s a good example of how 

cultural change can take years. ESG needs to be nurtured and 

cultivated each and every day. 

There’s a growing acceptance that harming people or the 

planet is bad for business. But if you mandate it, it just 

becomes compliance, a tick-the-boxes approach. That denies 

the prospect of any meaningful, lasting change. There’s got to 

be a gradual acceptance of the importance and truth of ESG. 

After that, there needs to be a real cultural embedding of the 

notion that we shouldn’t be investing in businesses that harm 

people or the planet. 

S 

 

Alan and Carol Schwartz 
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If you’re in it for the long haul, as we are, that means subtle 

and gentle direction and encouragement over many years. 

Cultures don’t change with a couple of top-down memos and 

a few forms. You need to find a way to get ESG into the 

bloodstream of an organisation.  

On this issue, Stonehorn recently attended a meeting with a 

potential Scandinavian client who said that, “Deciding to be 

ESG conscious shouldn’t be something you just decide one 

day; it’s a commitment you make the first day and everyday 

thereafter. Consistency is what counts.” That’s sums it up 

pretty well. That’s what we’re doing with Stonehorn; that will 

be our contribution to their success. 

About Trawalla’s founders 

Alan Schwartz is a member of the Order of Australia (AM) and 

past President of Philanthropy Australia, the peak body 

representing Australian philanthropists and Foundations and 

founder of the Universal Commons Project, an organisation 

that seeks to contribute to the reform of capitalism so that it 

serves not only capital but also humanity and the 

environment.  

Carol Schwartz is an Officer of the Order of Australia (AO) and 

a leading advocate for women in leadership in business. She is 

the founder of Women’s Leadership Institute Australia and, 

together with Melbourne University, Pathways to Politics for 

Women. 

 

 

Sam Lecornu travelled to Europe to discuss ESG 

in Asia. Pictured here with Arnau Gil Senior 

Associate at Phenix Capital Group BV in 

Amsterdam. 

Phenix Capital is an investment consultant that 

supports institutional investors in committing 

capital to impact and SDG investments 

 

Sam’s three-week tour of ESG projects and 

management meetings in Europe included over 

USD$2.3trillion AUM of some of the most 

influential government bodies, asset allocators 

and consultants in Europe.  

Discussions included PRI in Asia, China A-Shares 

within an ESG framework and European trends in 

impact investing, SDG and PRI. The tour included 

12 countries and over 60 formal meetings.  

One day Asia will be at Nordic and EU standards 

on ESG and responsible investing. 

Stonehorn’s ESG policy can be found at 

www.stonehornpartners.com/esg/ 

At Stonehorn Global Partners we believe in 

everything that we do, in all that we represent, 

and with all our fiduciary powers and 

responsibilities, we are investing for a more 

sustainable economy. We believe in the 

sustainability revolution.  

We balance social, environmental and economic 

factors in the decisions that we make. We believe 

this enables us to thrive and contribute to the 

health and growth of communities. We believe 

that fiduciary powers are not a barrier to 

investing sustainably but rather an opportunity. 

 

 

http://www.stonehornpartners.com/esg/


 For Professional Investor only          Quarterly Report – December 2019  |  12  

  

Portfolio Commentary

A bifurcated market is delivering some interesting opportunities, especially among Chinese companies. 

By Duke Lo, co-founder and portfolio manager

he Stonehorn Asia Equity All-Cap is up 11% this 

quarter, 3.4% more than the small-cap benchmark 

slightly behind the large-cap benchmark. Our 

portfolio was set and fully invested before the market gains 

so portfolio turnover remains low at 4% this quarter. Our 

time is spent on looking for good ideas, not sector rotation 

or chasing the hottest thing in town. 

There were no notable individual stock detractors this 

quarter. Our batting average remains high. Information 

technology and communication services have been the top 

performance contributors on a sector level, and South 

Korea, where we own Kakao (Korea’s largest fully 

integrated mobile messaging app), Samsung SDI (a leading 

battery and storage manufacturers) and Samsung 

Electronics (a multinational electronics company), all 

performing well. Korea is the top contributor on a country 

level this quarter. 

A bifurcated market 

In our view, the Asian equity market is currently bifurcated. 

Companies in hot sectors are selling at prices way beyond 

what they have historically commanded. At the other end 

of the spectrum, those at the wrong end of their business 

cycle have valuations that look statistically depressed. 

This probably reflects the many uncertainties in the market 

– the unpredictable tweets by Trump being just one factor. 

Investors loathe uncertainty, despite the fact it is always 

with us. Companies relatively insulated from such 

uncertainties have risen in price; those that are more 

exposed have fallen. The result is a large disparity in 

valuation that allowed us to add to our Chinese exposure at 

attractive prices. 

One of the new additions to the portfolio this quarter is a 

household appliance brand in China, a Shanghai A-Share. 

Our portfolio has a very good exposure to A-Shares; we like 

the market’s inefficiencies and continue to find interesting 

opportunities there. Shortly after this A-share purchase, our 

investee announced that it was seeking to privatize their 

the company in Hong Kong, and that the group is 

undergoing a restructuring plan with the investee to be 

listed in Hong Kong instead. As the valuations were 

undemanding, both stocks jumped in price. 

Top Active Positions Active Weight 

Baidu Inc 5.9% 

Kakao Corp 5.1% 

Shanghai Int’l Airport  3.8% 

BYD Co 3.8% 

Largan Precision Co 3.8% 

 

Class A Net Performance  
 

Stonehorn 
Asia Equity 

Strategy 

Relative 
to MSCI 

AxJ † 

Relative to 
MSCI AxJ  

Small Cap†† 

Oct 19 +2.17% -2.38% -1.64% 

Nov 19 +2.22% +1.97% +2.95% 

Dec 19 +6.26% -0.39% +1.89% 

Since Inception* +5.70% -1.83% +3.27% 

* Inception date 21 Jun 2019 
† Benchmark MSCI AC Daily Total Return Net Asia Ex Japan USD Index 
†† MSCI AC Asia Ex Japan Small Cap USD Net Index 

 

Class I Net Performance  
 

Stonehorn 
Asia Equity 

Strategy 

Relative to 
MSCI AxJ † 

Relative to 
MSCI AxJ 

Small Cap†† 

Oct 19 +2.19% -2.36% -1.62% 

Nov 19 +2.24% +1.99% +2.97% 

Dec 19 +6.29% -0.37% +1.91% 

Since Inception* +7.42%^ -2.54%^ +4.33% 

* Inception date 11 Jun 2019 
† Benchmark MSCI AC Daily Total Return Net Asia Ex Japan USD Index 
†† MSCI AC Asia Ex Japan Small Cap USD Net Index 
^ Includes (net) 70bps of costs and impact on inception date (one-off) 

 

The message here is multi-fold. At a high level, 2019 saw 

some 10 listed companies in Hong Kong being privatized. 

That’s a big step up from the past, and most of these names 

are familiar. This tells us something about the valuation of 

some of these companies trading in Hong Kong. 

 

T 
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Hong Kong importance 

The fact that the restructured entity plans to list in Hong 

Kong also says a lot about the importance of Hong Kong as 

a window for China to access foreign capital. Some stocks 

about to be privatized are state-owned enterprises, which 

falls broadly under the mixed-ownership reform initiatives 

by the Chinese government. Prices in the Hong Kong/China 

market don’t always reflect true value. For fundamental 

investors like us, this is a bonus.  

Our biggest country exposure is China and biggest sector 

allocation in information technology and communication 

services. We have a good exposure to asset-light 

businesses. Our country and sector allocation changed little 

over the quarter. We ended this quarter with 2% cash, a 

result of our continued effort in locating new ideas in the 

past three months.  

Our hunting ground is companies that have good market 

potential and that can weather storms. If they have been 

sold off aggressively, due either to being at the wrong end 

of the business cycle, caught up in a slowing economy, or 

negatively impacted by geopolitical events, we take a closer 

look. We added one such name this quarter – a gold 

jewellery retailer that has been hit by the recent protests in 

Hong Kong, where 30% of its market capitalization is 

backed by gold inventory.  

Pleasing progress 

Overall, we’re pleased with the progress made by the 

companies we own this quarter. Many are more profitable 

this quarter than the one before it, with improved 

competitive positions. Last year was busy, eventful and 

profitable. We have no crystal ball for 2020 – although we 

can say with certainty it will fluctuate – but are happy with 

our portfolio positions. 

We hope this year has more quarters like this one and the 

compounding returns we are generating for our clients 

continue at these strong rates of returns. Wishing you all a 

fabulous 2020 and Happy Chinese New year, too.  

The team from Stonehorn. 

 

 

  

Sector  Allocation Weight 

Information Technology 22.0% 

Consumer Discretionary 21.6% 

Financials 17.6% 

Communication Services 17.0% 

Industrials 7.1% 

Consumer Staples 5.7% 

Real Estate 5.0% 

Health Care 2.1% 

Cash 2.0% 

Country Allocation Weight 

China 41.7% 

South Korea 16.4% 

Taiwan 12.8% 

Hong Kong 8.2% 

India 7.9% 

Philippines 4.1% 

Indonesia 3.6% 

Thailand 3.3% 

Cash 2.0% 

China 41.7% 
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Fund and Share Class Overview 

The Stonehorn Asia Equity Strategy is a long-only equity fund whose investment objective is to outperform the MSCI AC Asia ex 

Japan Net Total Return USD Index (NDUECAXJ Index) over a long-term investment horizon. Although the investment objective is 

to outperform the Benchmark Index, equities will be selected by the Fund solely based on merit without consideration as to 

whether it is a constituent of the Benchmark Index. 

General Information 
  

Fund Stonehorn Asia Equity Strategy 

Umbrella Stonehorn Asia ICAV 

Legal Structure UCITS, Ireland 

Investment Manager Stonehorn Global Partners Ltd 

Management Company Bridge Fund Management Limited 

Auditors – Fund  PWC Auditors  

Legal Counsel  Eversheds  

Legal Advisors  Dillion Eustace  

Fund Administrator  HSBC Securities Services (Ireland) DAC 

Custodian  HSBC France, Dublin, 103, avenue Champs-Elysees 75008 Paris, France 

Inception date June 11th 2019 

Base Currency USD 

Benchmark Index MSCI Asia ex Japan Net USD 

Valuation and Dealing Day Daily 

Performance Fee Period Yearly 

Investible countries HK, China (H Shares, A Shares, B-Shares, US-ADRs), India, Korea, Taiwan, Philippines, 
Thailand, Malaysia, Singapore and Indonesia 

Trusted counterparties JP Morgan, Credit Suisse, HSBC, Citigroup  

 

Share Class Details 

Share 
Class 

Launch 
Date 

Currency ISIN Code Bloomberg 
Ticker 

Management 
Fee 

Performance 
Fee 

Minimum 
Investment 

Class A 11-Jun-19 USD IE00BJXRGV39 SAEFUSA ID 1.25% 
15% excess over 

benchmark 
$USD300,000 

Class I 11-Jun-19 USD IE00BJXRGW46 SAEFUSI ID 1.00% 15% excess over 
benchmark 

$USD1,000,000 

Class I 
(EUR) 

11-Jun-19 EUR IE00BJXRGY69 SAEFEUI ID 1.00% 
15% excess over 

benchmark 
$USD1,000,000 

Class I 
(AUD) 

11-Jun-19 AUD IE00BJXRGZ76 SAEFAUI ID 1.00% 15% excess over 
benchmark 

$USD1,000,000 

Super-I 
(USD) 

11-Jun-19 USD IE00BJXRGX52 SAEUSSI ID 0.75% 
10% excess over 

benchmark 
$USD70,000,000 
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Disclaimers 
 

This document is prepared by Stonehorn Global Partners Limited 

(Stonehorn Global Partners).  

Stonehorn Global Partners is regulated by the Securities and Futures 

Commission of Hong Kong under Hong Kong law, which differ from 

Australian laws. Pursuant to Class Order 03/1103 issued by the 

Australian Securities and Investments Commission, as it continues to 

apply by force of ASIC Corporations (Repeal and Transitional) 

Instrument 2016/396 and ASIC Corporations (Amendment) Instrument 

2018/807, Stonehorn Global Partners is not required to hold an 

Australian financial services licence under the Corporations Act 2001 

(Cth) in respect of its provision of financial services in Australia.  

Stonehorn Global Partners is only permitted to provide financial 

services in Australia to wholesale clients as provided for in the 

Corporations Act 2001 (Cth). This document must not be relied on for 

purposes of any investment decisions. The contents of this document 

have not been reviewed by any regulatory authority in Hong Kong.  

Neither the fund nor the fund’s offering memorandum have been 

authorized or approved by the Securities and Futures Commission in 

Hong Kong. You are advised to exercise caution in relation to the 

offer. If you are in any doubt any of the contents of this document, 

you should obtain independent professional advice. Investors should 

rely only on the fund’s offering documents when making any decision 

to invest. Before investing in any Company, we recommend that all 

relevant documents, such as reports and accounts and prospectus 

should be read, which specify the particular risks associated with 

investment in the Company, together with any specific restrictions 

applying and the basis of dealing. 

This document is published as a service for reference purposes only 

and not to solicit any action based upon it. This document does not 

constitute or form part of any offer or invitation to sell or any 

solicitation of any offer to purchase or subscribe for shares in the 

Company. The information disclosed in this document remains subject 

to revision without prior notice.  

General Risk Factors (for more details, please refer to the fund’s 

offering document): The value of any investments or any income 

generated may go down as well as up and is not guaranteed. Past 

performance will not necessarily be repeated. Changes in exchange 

rates may have an adverse effect on the value, price, or income of any 

investment. There are additional risks associated with investing in 

emerging or developing markets.  

 

 

 

 

 

There is no assurance or guarantee that the investment objective of 

the Company will be achieved, and investment results may vary 

substantially overtime. This document may only be distributed in or 

from Singapore to (i) "institutional investors" pursuant to Section 304 

of the Securities and Futures Act, Chapter 289 of Singapore (the 

"Act"), (ii) "relevant persons" pursuant to Section 305(1) of the Act, 

(iii) to persons who meet the requirements of an offer made pursuant 

to Section 305(2) of the Act, or (iv) pursuant to, and in accordance 

with the conditions of, other applicable exemption provisions of the 

Act.  

In Switzerland, the Fund is considered foreign investment schemes 

pursuant to Art. 119 of the Swiss Federal Collective Investment 

Schemes Act (CISA). No application has been submitted to the Federal 

Financial Market Supervisory Authority (FINMA) to obtain approval 

within the meaning of Art. 120 CISA to offer or distribute the 

investment in or from Switzerland to “Non-Qualified Investors”, and 

no other steps have been taken in this direction. Consequently, 

investors do not benefit from the specific investor protection and/or 

FINMA supervision pursuant to the CISA and its implementing 

ordinances. Any offer or sale must therefore be in strict compliance 

with Swiss law, and in particular with the provisions of the Collective 

Investment Schemes Act and its implementing ordinances, and FINMA 

circular 2013/9 on distribution of collective investment schemes.  

No person or entity is authorized to offer or sell the Shares or 

distribute any Fund Documentation, including the Prospectus, the 

Articles of Incorporation and annual reports issued by the Fund from 

time to time or promotional material pertaining to the Fund in or from 

Switzerland other than to "Qualified Investors", as defined in Article 

10 of the CISA and Articles 6 and 6a of the CISO and any circulars 

issued by FINMA.  

The Fund has appointed as Swiss Representative Oligo Swiss Fund 

Services SA, Av. Villamont 17, 1005 Lausanne, Switzerland, Tel: +41 21 

311 17 77, email: info@oligofunds.ch. The Fund’s paying agent is 

Helvetische Bank AG. Any Fund Documentation may be obtained free 

of charge from the Swiss Representative in Lausanne. In respect of the 

Shares distributed in or from Switzerland, the place of performance 

and jurisdiction is at the registered office of the Swiss Representative. 
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About Stonehorn Global Partners 

Stonehorn Global Partners (Stonehorn) is majority owned by its staff who 

believes that alignment of interest with their clients is what builds 

sustainable partnerships. 

Stonehorn’s founding members have partnered together in Asia for over 

10 years and have a long and strong record investing in Asian equities. 

Since then they have built an extensive network of relationships with 

Asian companies, government bodies and industry contacts. 

This level of access together with their experience allows them to select 

investments carefully by cross-checking investment assumptions with 

management discussions, financial analysis and industry checks. 

Stonehorn conducts research via a deep dive bottom up approach 

focusing on Environmental, Social and Governance (ESG) factors. 

Stonehorn’s proprietary due diligence and research methods are based 

on a seamless collaboration with each member correctly trusting each 

other. 

For more information visit: www.stonehornpartners.com 

For Professional and Institutional Investors Only 

Stonehorn Global Partners Limited 
 
For general enquiries:  
Phone : (852) 3619 4721 
Fax : (852) 3619 4727 
Email : contact@stonehornpartners.com 
 
Suite 1203, Beautiful Group Tower 
77 Connaught Road, Central, Hong Kong 
 

http://www.stonehornpartners.com/
mailto:contact@stonehornpartners.com
mailto:contact@stonehornpartners.com
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