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Hitting the road, and our stride
It’s been an incredible year for all sorts of reasons. And we’re only just getting started.
By Sam Lecornu, co-founder and CEO

H

istory has a way of surprising us. Before John, Duke
and I opened Stonehorn’s doors just over a year
ago, we considered every eventuality, or at least we
thought we did. Now, at our first anniversary, the
global economy has stalled, share prices are again
nearing record highs and our performance has been better
than we could have hoped.
Our clients are receiving strong absolute and excess returns
whilst our information ratio - a measure of significant riskadjusted returns - is 0.63 1.
This isn’t the only reason why it has been a memorable
year. While Beijing battles a secondary Covid outbreak and
the US struggles to contain the first wave in the south and
west, the underlying U.S. unemployment rate has reached
17.1%. Trade war tensions have escalated and large-scale
protest movements, a feature of Hong Kong for most of the
last year, have erupted in American cities and across the
globe. China’s new security laws for Hong Kong, which John
will address next quarter, have fed the sense of upheaval.
With governments acting to contain the pandemic, the
global economy was put on ice. In late March, share prices
collapsed. As in 2008, we saw this as our chance to shine.

With a calm, laser-like focus and strong expertise on the
ground, we added some attractive new stocks to the
portfolio like Hong Kong Stock Exchange and increased our
allocations in core holdings like Mediatek and Tencent. The
result was a strong performance in the June quarter.
The Stonehorn portfolio is built for the long-term and our
investors should approach it with that in mind. The aim is
always to buy cheaply and enjoy the returns whenever they
come. Usually, this can take years; this time, with
perceptions turning on a dime, it took a few months.
To June 30, the Stonehorn Global portfolio strategy (I) is up
23.8% for the quarter while the benchmark MSCI Asia exJapan All Cap Index rose 16.7%, our investment strategy
outperforming by 710 basis points (bps).
For the year ended June 30, Stonehorn’s strategy has
returned 4.9%, beating the large cap benchmark by 330bps
and small cap benchmark by 970bps. Whilst we have
bought well, we were assisted by central banks and
governments propping up collapsing economies. The
rebound this triggered has boosted share prices
everywhere, although we have done better than most.

1

The Information Ratio (IR) is often used as a measure of a portfolio manager's level of skill and ability to generate excess returns relative to a benchmark, but it also
attempts to identify the consistency of the performance by incorporating a tracking error, or standard deviation component into the calculation. A high IR ratio means
that, on a risk-adjusted basis, a manager has produced better returns consistently compared to the benchmark index.
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BYD HQ, Shenzhen. Source: Technode
The figures look good but the value we have added this
year is better expressed in the quality of the companies we
own and the prices at which we have purchased them than
any 12-month performance figure.
BYD, which now accounts for over 5.3% of the portfolio, is a
case in point. In Zurich last year, a potential client
expressed reservations about Chinese companies ever
becoming truly sophisticated. Having lived and worked in
the region for 15 years, I know this to be a misconception, if
an understandable one. If you buy something cheap in your
local shopping centre, there’s a good chance it will be made
in China.
Had this potential client been in the car with us late last
year as we made the hour and a half trip to BYD’s Shenzhen
plant, they might have seen things differently.
This was a memorable company visit. With the journey
ahead of us, we ate a huge breakfast in Hong Kong and
fuelled up on snacks and coffee at the border crossing.
Taking the path least travelled requires the stomach of a
trailblazer and is best achieved on a full one, too.

We were already familiar with BYD’s head office, spread
over a campus so large a monorail runs through it (see
below). The plant wasn’t quite that size but it had the feel
of a NASA space centre. After placing stickers on our phone
cameras - standard procedure in Chinese plants - we
entered an indoor space the size of five or six football
fields. Expecting to see thousands of employees in hard
hats, instead, we counted a handful of engineers
monitoring an army of robots.
Ostensibly, BYD makes batteries, solar panels, batterypowered bikes and vehicles. But what happens inside the
business is more revealing than the products that emerge
from it. With Covid getting a foothold in Wuhan in late
January, BYD began production of masks and disinfectant
gels. A special task force was appointed, including 3,000
engineers, that in two weeks completed a project that
would ordinarily take the company two months.
A production line that delivers high-quality face masks
requires about 1,300 parts to function. BYD made 90% of its
own parts and within a week was producing face masks and
disinfectant gels. By mid-March, the plant was the world’s
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largest, producing five million masks and 300,000 bottles of
disinfectant per day. In June, capacity had increased to 50
million masks a day.

And yet Chinese fabricators only account for 3% of
worldwide sales. The base is low and the growth ahead is
enormous.

Having seen the plant and its capabilities, he might have
understood why Charlie Munger, Warren Buffett’s business
partner, instigated Berkshire Hathaway’s investment in
2008, describing BYD in January as a “damn miracle”. In
February this year, he made a more general comment,
saying that "the strongest companies are not in America.
The Chinese companies are stronger than ours, and are
growing faster."

Whilst it is true that some of this growth is due to the
statistics including products like the iPhone and those of
the many Taiwanese companies that have located
production in China, the country is moving up the value
chain, making its own high-speed trains, pharmaceuticals,
silicon chips and aircraft.

Investors in Switzerland, Germany and Scandinavia, all
home to globally leading companies in high-tech fields,
might find this hard to believe. But the evidence is
everywhere on the ground in places like Shenzhen and in
the data.
China’s hi-tech exports are now four times larger than
those of the United States and growing far more quickly.
China is set to become a leading-edge chip manufacturer as
it consumes half of the world’s USD$450bn in global chips.

In its sights are many western companies with managers
that believe their businesses to be impregnable. I can’t
blame them for that. They probably haven’t seen the plant
where BYD’s new battery, with a range of over 600kms, is
manufactured. Nor are they likely to understand how the
company is best placed, not just in China, but globally, to
capitalise on the growth in electric vehicles. In the absence
of personal experience, other factors take over.
From a western perspective, there is low trust in China’s
government, negative perceptions of Chinese attitudes
towards corporate governance, poorly understood ESG
obligations and many questions over market access.
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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.
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Even differences between China A, B, H, shares, to say
nothing of red chips and N shares, can be confounding.
Investing in places like China and India entails risks that
simply don’t arise in the west. Being residents of the region,
we wrestle with these issues every day. The
announcements with regards to China’s new approach to
Hong Kong, for example, has a meaningful impact on our
lived experiences in a way it doesn’t for our investors.
But for Europeans and North Americans sceptical of the
‘China model’, reporting on this issue only serves to confirm
prior views. As a result, western institutional investors are
underweight Asia in general and China in particular.
With most of my personal wealth tied up in Asian
investments, I lean very much the other way. I prefer Asia
as a home for my capital not just because I see it full of
opportunity - the world’s growth engine for the 21st
century - but also because it’s where I live. Being the eyes
and ears of our clients takes me to places where I might be
the only westerner in the room, but it uncovers
opportunities not seen or unappreciated in the west.
By way of example, the image below was taken in April last
year at BYD’s annual results forum in Hong Kong. Speaking
before an audience of around 400 people was BYD
chairman, Mr Wang Chuanfu. From what I could tell, I was
the only Caucasian in the room.

allocation to Asia in favour of reward over risk. It’s in my
interests to do so, of course, but we believe it’s also a
sound investment strategy. For too many investors, Asia is
a missed opportunity.
Luckily, Stonehorn is not alone in its endeavours. A recent
report from Greenwich Associates states that, “Globally,
almost half of asset owners are not yet satisfied with their
China investment plans, and one-fifth plan to increase or
significantly increase their dedicated allocation to China’s
equity markets in the next 3-5 years.”
Eyes and ears
This is the reason why we started Stonehorn. In the coming
years, more and more asset managers will seek out the
opportunities in this region. And when they do, we’ll be
their eyes-and-ears on the ground, eating from Chinese
factory vending machines whilst listening to engineers hold
forth on the potential of lithium iron phosphate batteries
(someone has to do it, right?).
As we did with Alibaba, we are prepared to wait, watching
for those tell-tale signs before deciding whether a
management team can be trusted. We will visit their plants,
interview their staff and plough through their
announcements and policies to measure them against our
ESG framework. As Duke explains with Meituan, sometimes
this deep research means missing out on returns but this is
how we reduce risk.
The proof is not in the single-year performance achieved
since opening our doors but in the track record this team
achieved over a 12-year period before that.
This has been an action-packed year, ending with the third
crisis of our investing careers. All delivered outstanding
opportunities but this has been the most surprising in the
strength and speed of the recovery. Last quarter, we wrote
about Indian auto parts manufacturer Motherson Sumi
Systems, saying it was a “fabulous buying opportunity.”
Since our purchase, it has risen 50%. There are many more
examples, some of which you can read about in Duke’s
portfolio manager’s report.

Sam at BYD’s results in Hong Kong, April 2019
Institutional investors have the same biases I do, except
that they work in the other direction. My aim isn’t to get
them all in like me but to gently tilt their portfolio

Whether the recovery in stock prices is temporary or not
remains to be seen. Either way, this is less important than it
appears. When we opened our doors a year ago, we were
at the starting line of a marathon, not a sprint.
Only now, as the decades stretch out in front of us, are we
really beginning to hit our stride.
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The fruitful territory of human frailty
The future is never clear but with the right approach, it doesn’t need to be.
By John Lam, co-founder and senior analyst

T

he world is much changed in the last few months,
particularly here in Asia. If what follows feels a little
disjointed as a result, please bear with us.

Firstly, an update on the virus. China, South Korea, Hong
Kong, Taiwan and Singapore have emerged from lockdown.
A potential second outbreak in Beijing aside, the situation
remains stable. China retains some restrictions on public
gatherings – some cinemas have reopened with capacity
restrictions while sports events have resumed behind
closed doors - but, among the companies we follow,
operations are near normal, although logistics costs remain
high in some areas.
For India, Indonesia and the Philippines the situation is less
optimistic. Virus counts are still rising but economies are
being reopened. It is a difficult choice for policymakers; less
developed markets have less capacity to shutdown and it
appears their lockdowns have achieved little. Fortunately,
weather and demographics in these countries may help
limit fatalities relative to their enormous populations.
On the demand side the situation is more intriguing. The
notion that China’s economy would be first to normalize
because it was first to emerge from lockdown seems
mistaken. As China got the virus under control, overseas
demand collapsed, putting many small businesses under
pressure. The lack of timely direct government response,
partly due to the delay of the Two Sessions meetings to
May, made things worse. This is now reflected in higher
unemployment.
Self-reliance
With a culture of self-reliance, the Chinese tend to save
more than they spend. This made the timing of the
response to the crisis critical. Unfortunately, a prolonged
period of low business activity, conservative government
action and cultural factors combined to reduce local
Chinese demand. Then, after the local lockdown which
crushed many businesses, lockdowns began elsewhere in
the world.
Together, these factors weighed on demand in China in the
second quarter. Whilst the country has the outward
appearance of normality, economically there remains a way

to go. In India, the headline 20 trillion-rupee stimulus
package is heavier on reform than relief. India views the
virus as an opportunity to gain market share, especially
from Chinese manufacturers, as supply chains are
reshuffled.
Although South Korea’s manufacturing industry could
potentially experience selective supply issues from Japan,
with which relations are strained, it would be happy to take
overseas market share from Huawei, now subject to new
U.S. sanctions.
With a global oligopoly market structure in advanced
semiconductor chips, Taiwan’s foundry business has gained
strategic importance to the U.S., especially as TSMC is
building a new silicon fabrication facility in Arizona.

“Many countries want China to provide
continuity to international order rather
than the destabilisation of it.”
The western media seem more wary of the liberal exercise
of U.S. hard power, via trade wars, than China’s growing
threat as a regional hegemon. Asian media outside China
are more focussed on the latter. The establishment of new
administrative districts in the South China Sea aggravates
China’s ASEAN neighbours, especially in Taiwan, which is
monitoring China’s frequent military drills in its vicinity.
The well-reported border tensions with India have led to
calls for a boycott of Chinese products and the Indian
government banning Chinese apps like TikTok and WeChat.
Despite the passing of China’s national security law in Hong
Kong (a move that elicited stronger responses from
international communities than Beijing probably
anticipated), in the absence of U.S. leadership many
countries want China to provide continuity to international
order rather than the destabilisation of it.
In particular, the threat of delisting of Chinese securities
from U.S. exchanges and the potential revocation of Hong
Kong’s special status with the U.S. may signal the start of
U.S. financial sanctions on China. In our view, this is likely in
the long term, once the U.S. has minimised the cost of so
doing. The recent sale of the U.S. embassy in Hong Kong for
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US$1.5bn, purchased over 70 years ago, might be seen as
the beginning of this unwinding.

opportunities are more frequent and typically available at
more attractive prices.

The virus has exposed human fragility at a time when some
of us were starting to think death was optional. It has also
stress-tested supply chains for resilience rather than
efficiency - the focus of the last decade - and has
graphically exposed the deep and global issue of inequality.

Sam has already mentioned Motherson Sumi, a good
example of the kind of opportunities we expect to snare
over the coming years. What he didn’t mention was how it
came about. As an insight into our thinking and process, I
shall now set that right.

The political environment - more antagonistic and polarised
- offers less room for politicians and policy makers to
address these problems. While the margin for error is
decreasing, poor decisions are more likely at a time when
their potential adverse impact is increasing.

Fruitful territory

Complex backdrop
The economic and geopolitical backdrop is more complex
and unpredictable now than at any point since we started
managing money in Asia 12 years ago. It would be easy to
think this translates to a poor investment environment for
an Asian-focused, bottom-up strategy like Stonehorn.
We beg to differ. There are two factors that counteract this
narrative. First, Asia’s US$30 trillion economy is one of the
few regions of the world where populations and economies
are growing rapidly. As our results from the last 12 months
prove, it is ripe with opportunity. Second, the extent of the
market inefficiencies in the region and the economic and
political complexity and unpredictability means such

One day in March, Sam sent me a message about this
Indian auto parts maker. The team had discussed it a few
months previously and I have been following it for years.
Sam had noticed it had fallen 16% that morning and knew I
would be interested. The company’s share price had
already fallen 40% year to date to that point. By the time I
got around to replying, my message read, “No, the stock
has fallen 23%”.
Things were moving fast. Infection cases were rising rapidly
and the market had only just begun to consider the impact
of extended lockdowns and depression scenarios. There
was talk of hedge funds getting into trouble and the
financial equivalent of toilet-paper hoarding was taking
place; asset managers everywhere were sitting on cash,
preparing for redemptions. There seemed to be no bottom
to how far prices could fall, nor any idea about how long
they might stay there. This was fruitful territory.

Stonehorn Global Partners looks for compounding opportunities

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

Blue chip and highest
quality

High castles and wide
economic moats

Strong tailwinds such as
regulatory support,
demographic growth

Dominant market share

Unique comparative
advantage

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

World-class stewardship
Simple and easy to
understand
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Clear earnings visibility
Monopoly or duopoly
businesses
Strong comparative
advantages
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Auto sales are negatively correlated to unemployment so
the questions flew between us. Would Indian auto demand
crawl back to its recent high over the next five years?
Would there be pent up demand after the lockdown?
Would an extended lockdown wipe out a large part of the
dealership and supplier network? Would there be
meaningful stimulus policies for automakers?
The media environment captured the uncertainty, albeit
belatedly. The image below, from May, shows that in April
Indian car sales hadn’t just plummeted but disappeared
altogether.

The window for making investment decisions is narrow. The
investor needs to know the companies well beforehand to
maximise the opportunity.
The future is never clear but it doesn’t need to be. The key
to market-leading returns is the availability of durable
growth opportunities at attractive prices and then the
ability to take a swing at them. This is what a high
conviction strategy like ours is all about. Having prepared
for the opportunity, we must then apply that knowledge for
the benefit of our clients.
First big advantage
This is our first big advantage; a proven track record of
being able to act at a point when pessimism is as deep as
stock prices are low. The second is the region in which we
make those decisions. The investor can form whatever
investment outlook he or she pleases, but it would be a
mistake to underestimate what the creativity and work
ethic of Asian entrepreneurs can achieve.
There will be no shortage of future opportunities, especially
in China where the growth outlook of strategic industries
will likely see supportive government policies to foster
more rapid development. These industries include
telecommunications, computing infrastructure, renewables
and industrial automation, all of which we have
scrupulously followed for years.

Source: CarAndDriver.com
We quickly ran a few “what if” scenarios, none of which
helped us predict what the company might be like in six
months or a year. But they did help us formulate a
valuation range.
We could not be sure exactly what Motherson Sumi was
worth, but after eliminating some of the more extreme
scenarios we figured out what it was not worth, concluding
the price more than compensated for the risks. We had
another discussion around lunchtime covering the main
risks once more and made the purchase that afternoon.
It’s a good summary of our investing approach, which is not
about prediction but having a sufficiently large margin in
the purchase price that renders accurate forecasts of the
future redundant.
The next morning, I received another message from Sam
telling me the stock we bought the day before was down
another 20%. This triggered a few doubts, which we reexamined before dismissing them. At the close, Motherson
Sumi had recovered to be down just 6% on the day.

In theory, top-down and bottom-up investing end up at the
same place. In practice, top-down managers seldom go
down and bottom-up managers rarely go up. In the current
investment environment, natural advantages are conferred
to bottom-up managers because macroeconomic
uncertainties are just too great.

“It would be a mistake to underestimate
what the creativity and work ethic of Asian
entrepreneurs can achieve.”
There is a better return on effort to figure out how much
uncertainties have already been discounted by the market
for a particular company through bottom-up analysis than
trying to forecast geopolitical events based on rational
calculations of vested interests.
Motherson Sumi is a great example of this approach. Over
the coming years, we expect many more such
opportunities, regardless of the macro and political
environments.
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Stock contribution
The June quarter was notable for its abnormality.
Stonehorn’s strategy rose 23.8% during the period,
outperforming the market by 710bps. As much as we would
like to make such returns a habit, we confidently predict we
won’t. The returns have been exceptional in the truest
sense of the word.
The top contributions came from Kakao, which Duke
discusses in more detail, Samsung SDI, BYD and Mediatek.
In our first quarterly report, we noted that there were 15
quarters in the past decade when BYD registered a 20%
move compared to the previous quarter. Over the past
year, the company added two more to that count. Since
writing about it in our first quarterly, it’s up 55%.
Sam noted the company’s impressive switch to becoming
the largest mask producer in the world, obtaining a US$1bn
order from the Government of California. BYD also
announced it will be rolling out a safer, cobalt-free battery

that can reduce battery cost by 30%. Tesla will be adopting
this chemistry in Model 3 deliveries in China, helping shift
the industry roadmap towards a safer, more efficient
future.

“BYD is a good example of how Chinese
companies are already leading the world
in some sectors.”
BYD is a good example of how Chinese companies are
already leading the world in some sectors. In future, there
will be more of them.
The combination of China’s burgeoning hi-tech prowess, a
growing middle class and cashed-up millennials, makes for
a fertile investing landscape. We’re pleased with the seeds
we’ve planted over the past year and looking forward to
seeing them blossom in the years ahead.

BYD share price chart
(Jun 19 - Jun 20)
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Portfolio Commentary
Sticking to a process means missing some opportunities but making fewer mistakes.
By Duke Lo, co-founder and portfolio manager

L

ast quarter, I began my commentary with the
following:
“Ever since the financial crisis of 2008/9, our
philosophy has been to hold quality businesses that can
stand the test of time. That also means standing firm at a
time like this, taking advantage of opportunities but without
making radical changes that would imply a departure from
that philosophy.”
The opportunities last quarter were surprisingly plentiful.
This quarter it is the returns that have been surprising. Our
investment strategy returned 23.8% for the quarter,
outperforming the benchmark by 710bps.
In terms of geography, Hong Kong, China and South Korea
were the biggest contributors, especially Kakao, a top five
active position and one of the best-performing stocks of the
quarter. In our October 2019 quarterly, we called Kakao
“South Korea’s Tencent”. There are certainly similarities
between the two businesses and this quarter the share
price, rising 72%, began to reflect that fact.
Kakao is one of the few businesses that benefited from
Covid-19 with time spent on the company’s chat product,
KakaoTalk at a record high. Monetisation through digital
advertising continues while gross merchandise volume grew
55% year-on-year on the company’s ecommerce platforms
while gifting grew 46% year-on-year. Since our original
purchase, Kakao’s share price has risen 114%.
These are impressive figures, showing that our original
investment thesis is playing out as planned. Despite the
rapid share price rise, the company remains attractive.

$400,000

Kakao Pay, which allows new businesses like virtual banks to
launch on its platform, in the manner of Tencent, remains an
under-appreciated asset. South Korean regulators are also
likely to encourage the development of the fintech sector.
With Kakao playing a central role and many of its business
units firing, we’re very satisfied shareholders right now.
The same cannot be said of Meituan-Dianping, a Chinese
group buying website for food delivery services, consumer
products and retail services that listed on the Hong Kong
exchange in September 2018.
Pays to wait
In our experience, it usually pays to wait until a company
lists before buying in. This can mean missing out on a few
opportunities but tends to avoid even more problems. A lot
can be hidden in the pre-IPO phase of a company’s life. We
gave Meituan a year or so and then in January, got stuck into
it, trawling through the prospectus and the ensuing annual
reports and announcements.
Meituan is in a sweet spot, offering a local services app for
lower-tier cities where consumption is growing fastest.
Despite few barriers to entry and unattractive marginal
costs, this business is growing quickly and has more
opportunities to do so, especially in the areas of vertical
integration, including private labelling.
Unfortunately, time wasn’t on our side. With long-standing
questions on operating cashflow, which no one seemed to
be able to satisfactorily answer, we dug deeper, challenging

Kakao share price chart
(Jun 19 - Jun 20)
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our thesis and testing our assumptions, asking ourselves
what the company might look like in 5-10 years.
By the time we got comfortable, the stock had gotten away
from us. In the most recent quarter, Meituan’s share price
has risen 83% and now accounts for 1.6% of the MSCI exChina. No one enjoys spending six months researching a
company only to see its price rise 180% whilst doing so. But
either you stick to your guns and your process, or you make
rash, instinctive decisions. We prefer the former.
Our performance figures for the quarter would have been
even better had we acted sooner but we were not in a
position to do so. Some fund managers might call this a sin
of omission; we call it the price of doing our job properly.
As a further example, Sam was recently pitched by the CFO
of a company about to list. This was a prominent IPO which
had the hallmarks of listing at a potential premium. It was
also an attractive, digital business. Sam went into the
meeting with a list of 80 questions. Unsurprisingly, the CFO
didn’t have the time to go through them all. He asked us to
participate but, without satisfactory answers, we would
never have done so.
Sin of commission
To a genuine sin of commission, CRRC Corp, the biggest
detractor from portfolio performance this quarter.
CRRC Corp is a largely state-owned enterprise, a maker of
high-speed trains and locomotives, competing with the likes
of Siemens and Hitachi. We originally purchased the
company because it was cheap, trading below book value
and at less than 10 times earnings, seeing it more as a
technology stock with one of the highest rates of R&D
expenditure in China. Others saw it as a metal basher.
Both of those factors remain intact but circumstances have
changed. First, the NPC conference in late May did not offer
any increase in infrastructure spending or a stimulus
package that would have assisted the company. Second,
China’s industrial sector is undergoing a deep cyclical
downturn that will probably last longer than we originally
expected. Third, in late June, the US announced a list of
companies suspected of having close ties with the Chinese
military.
We cannot know the accuracy of these accusations or verify
the facts. What we can say is that the introduction of such
sanctions would likely adversely affect CRRC. We cut our
losses and put the proceeds to work into more certain,
higher growth opportunities, one of which was Hong Kong
Exchange (HKEX).

John mentioned the new security laws now being
implemented in Hong Kong, a subject we will address in
more detail next quarter. In the meantime, readers might
like to draw their own conclusions from our recent purchase
of HKEX, one we’re really excited about.
Everyone loves a monopoly business like HKEX, which is a
very effective north and southbound toll road on Asianorientated capital flows. Being based in the city, we have a
clear view on the attractions of this business and the
political environment in which it operates, believing that
Beijing has a vested interest in seeing this business thrive.
China is moving quickly towards self-reliance, which includes
capital markets. There are dozens of Chinese stocks listed on
U.S. markets, via American Depository
Receipts. There was also a clear trend for some of the
biggest to seek listings in Hong Kong as a way of tapping a
wider investor base across Asia. With tensions between the
U.S. and China increasing, this trend is only likely to increase.
As Sam explained in this interview on CNBC, there are
potentially dozens of Chinese ADRs that will be coming
home. Alibaba, JD.com and NetEASE have already listed on
the Hong Kong Stock exchange.
Other factors make HKEX attractive. It is taking market share
from Singapore, with derivatives, ETFs and ADRs driving
future growth. Regulators also seem positively disposed to
an expansion of the securities eligible for connect
programmes.
Key advantage
We originally purchased HKEX in late April and see the
geopolitical tensions as a growth driver rather than an
inhibitor. This purchase better than most illustrates a key
advantage of being Asian-based investors familiar with the
local geopolitical environment. In the west, this might seem
like a strange acquisition; from our perspective here on the
ground, it seems anything but.
Last year, the team produced a video to communicate the
three things that form the core of Stonehorn’s approach.
Those three things were openness, transparency and
keeping our promises. This quarter, and indeed this year, I
think we’ve more than delivered on those measures.
But as Sam noted, when we opened our doors just over a
year ago, we prepared for a marathon, not a sprint. It’s
gratifying that as more clients place their trust in us, they’re
doing so not for our quarterly performance but for the
returns we can deliver over the decades to come.
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Top 5 Active Positions

Weight

Sector Allocation

Weight

BYD Co Ltd-H

5.2%

Communication Services

20.1%

Baidu Inc - Spon ADR

4.5%

Consumer Discretionary

26.0%

Kakao Corp

4.4%

Consumer Staples

9.9%

Hong Kong Exchanges & Clear

4.2%

Energy

0.0%

JD.com Inc - ADR

4.2%

Financials

Strategy (A) Net Performance
Stonehorn
Asia Equity
Strategy

Relative
to MSCI
AxJ †

Relative to
MSCI AxJ
Small Cap††

13.8%

Health Care

1.4%

Industrials

0.0%

Information Technology

26.6%

Materials

0.0%

Real Estate

0.0%

5.97%

Utilities

0.0%

4.18%

5.97%

Cash

2.3%

4.58%

2.89%

9.37%

Total

100.0%

5.10%

2.68%

9.37%
Country Allocation

Weight

China

47.5%

Hong Kong

12.5%

1 month

9.72%

1.35%

1.13%

3 months

23.60%

6.89%

-2.61%

6 months

-0.56%

4.18%

YTD

-0.56%

1 year
Since inception*

* 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

Strategy (I) Net Performance
Stonehorn
Asia Equity
Strategy^

Relative to
MSCI AxJ †

Relative to
MSCI AxJ
Small Cap††

1 month

9.74%

1.37%

1.15%

3 months

23.77%

7.06%

-2.43%

6 months

-0.36%

4.38%

6.17%

YTD

-0.36%

4.38%

6.17%

1 year

4.94%

3.25%

9.73%

Since inception*

7.03%

2.29%

10.68%

* 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)

India

5.3%

Indonesia

0.0%

Malaysia

0.0%

Philippines

3.0%

Singapore

0.0%

South Korea

14.8%

Taiwan

11.9%

Thailand

2.7%

Others

0.0%

Cash

2.3%

Total

100.0%
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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
and believes an 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
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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
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