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Counting the fish 
There is only one quality investors need right now, and they should do anything to achieve it. 

By Sam Lecornu, co-founder and CEO 

s Jürgen Zäck raised his arm and pointed towards 
a dot on the horizon, there was only one thought 
in my mind - surely he was joking. 

Jürgen is a former professional triathlete who now 
masquerades as my part-time training partner. I am a fund 
manager. It was not a fair request. ‘You can do it,’ he said 
glaringly. Feeling like I didn’t have a choice, I entered the 
water, pulled on my goggles and began to swim. 

Slowly, a rhythm kicked in. As the outside world receded, I 
felt the solitude and calmness of the Andaman Sea and 
recalled a question John Lam often asks: ‘How do you think 
you’ll behave when it tests you? Because it will test you.’ 

As the sand beneath me fell away and the ocean darkened, 
I redid the numbers on our Alibaba valuation. Even if we 
had overestimated the growth of its cloud business by 50%, 
or company-wide growth never exceeded single digits, this 
stock was cheaper than I ever imagined it could be. 

Just as Jürgen was testing me, Chinese stocks are now 
testing everyone. Some are not dealing with it well. Last 
month, days before the market surged, JP Morgan called 
China ‘uninvestable’, a large, well-known global private 
bank cut its China weight to zero, and an experienced 
investing friend of mine sold out of China entirely, 
acknowledging his panic whilst doing so. 

A 

QUARTERLY REPORT – MARCH 2022 

  

About Stonehorn Global Partners 
Stonehorn Global Partners believes an alignment of interest with their clients is what builds sustainable partnerships. 

• Founding members have partnered together in Asia for over 14 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, all-caps portfolio of Asian ex-Japan listed companies. 
• Actively managed, unconstrained and benchmark unaware. 
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The day after the Financial Stability and Development 
Committee (FSDC) met to support the stock market, JD.com 
(9618 HK) rose 35.4%, Alibaba (9988 HK) shot up 27.1%, 
Baidu (9888 HK) rose 20.2% and Hong Kong’s Hang Seng 
index rallied 9.2%, its biggest daily gain in a decade. 

I woke the next day to multiple texts and emails from 
clients Maria and I had seen in Europe in the preceding 
weeks. One way or another, each asked the same question: 
how did we know? 

The truth is, we didn’t. But the Stonehorn team has been 
through similar kinds of events in the past and have learnt 
to ‘read the tea leaves’, as described in our last quarterly.  

Before addressing this in more detail, I want to reiterate 
what I believe to be the first responsibility of those 
managing other people’s money in periods of high 
uncertainty, which is to remain calm. 

This is why I began this commentary with a self-indulgent 
anecdote. Swimming is my way of turning the world off. It 

helps me to focus on what we do know and what we can 
control rather than worry about what we don’t and can’t. 

Each of us has our own way of tuning out. Famed Australian 
fund manager Anton Tagliaferro explained in Masters of the 
Market how he spent his lunchtimes looking at the fish in 
Sydney Aquarium. His habit was so frequent that he 
purchased a season pass. 

John Lam closes his office door, turns off his phone and 
reads, sometimes for days. As he wrote in an email to me, 
“We observe, we read, we learn. We discuss and share our 
thoughts”. Duke, an engineer by training, takes a similar 
approach, diving into the facts and the data, Occam’s razor 
in hand. 

These human peculiarities serve a valuable purpose. Panic 
prevents investors from calmly assessing situations and 
value. Good fund managers develop their own techniques 
for remaining rational when the world seems crazy. No 
matter how weird, trivial or complacent they might seem 
from the outside, as long as these techniques work you 
should not care. 

About the Stonehorn Global Partners Investment Team 

   
Sam Lecornu 

Co-Founder & Chief Executive (CEO) 
Duke Lo, CFA, MBA. 

Co-Founder & Portfolio Manager 
John Lam, CFA. 

Co-Founder & Senior Analyst 

21 years industry and funds 
management experience 

17 years industry and funds 
management experience 

19 years industry and funds 
management experience 

Sam was born in Australia and has lived in Asia 
for 14 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 

Environmental, Social, and Governance (ESG) 
aspects. 

Duke was born in Taiwan and received his 
education in Australia and Hong Kong. He 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. 

 

 

http://www.stonehornpartners.com/wp-content/uploads/2021/12/Stonehorn%20Asia%20Equity%20Strategy%20-%20Quarterly%20Report%204Q2021.pdf
https://www.amazon.com/Masters-Market-Geoff-Wilson/dp/0731402944
https://www.amazon.com/Masters-Market-Geoff-Wilson/dp/0731402944
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The ugly alternative were the Asian fund managers 
dumping stock on March 14-15 and buying back after the 
rebound a few days later. There were more of these than 
you might think. 

I want to be clear about this because it is important. Whilst 
you are paying us to make decisions, there are times when 
you are also paying us to remain calm and do nothing. Both 
contribute to long term performance. 

Once an investor can inhabit a calm mental space, the value 
of the process described in our last quarterly can be mined 
to its full potential. 

The FSDC meeting determined that the government should 
"actively introduce policies that benefit markets," according 
to the committee led by Vice Premier Liu He, one of China's 
top economic officials.  

The aims were explicit: to stabilise battered financial 
markets, ease the regulatory crackdown, support property 
and technology companies and stimulate the economy. This 
was China’s whatever-it-takes moment, positive proof that 
the capitalism responsible for China’s incredible growth 
wouldn’t be abandoned but supported.   

The policy scope was so broad and explicit, some called it 
the China Put, recalling the Greenspan Put of the 1990s 
when the Federal Reserve supported ailing markets with 
interest rate reductions. The impact on share prices of a 
similarly oriented Chinese policy announcement was 
stunning. 

Information nuggets 

In a release to clients, we highlighted the ten most critical 
information nuggets announced at the FSDC meeting. 
Here’s the thing: whilst we had no knowledge of the 
meeting or its purpose, we did have advance knowledge of 
four of the ten policies because they had been announced 
beforehand.  

In our last quarterly, we noted that "In response to China's 
difficult conditions, we expect fiscal expenditure will be 
brought forward”, including increased infrastructure 
investment. The FSDC meeting confirmed these measures. 

As for a more accommodative monetary policy - the FSDC’s 
second major recommendation - the Central Economic 
Work Conference (CEWC) held last December 
recommended an autonomous monetary policy that 
envisaged rate cuts. The People’s Bank of China fourth-
quarter Monetary Policy Implementation Report from 2021 

also stated that prudent monetary policy should be flexible 
and appropriate. Again, these measures were well flagged. 

Moreover, rates have already been reduced. The medium-
term lending facility rate, the one-year Loan Prime Rate 
(LPR) and the five-year LPR have all been cut in recent 
months. 

For those that have been following the breadcrumbs, the 
monetary and fiscal policy measures announced by the 
FSDC were not a surprise. Nor was the announcement of a 
study to mitigate risk in the real estate sector (please see 
our Evergrande opinion piece from last September). 

“China wants to create standardised, 
predictable, transparent equity markets” 

New measures were also welcome. Chinese and U.S. 
regulatory bodies are cooperating to deliver a plan to 
regulate U.S.-listed Chinese firms. The Chinese government 
will also continue to support various enterprises seeking 
overseas listings. As an aside, we also think it is likely that 
the U.S. will remove some Chinese tariffs, especially those 
with an inflationary impact. 

The approach to the technology sector will also be light-
touch, with the FSDC saying that the regulation of internet 
platform companies should be "standardised, transparent 
and predictable" while the red and green light system for 
regulation is a healthy development and one we’re 
watching closely. 

In addition, there were measures announced to support 
markets through encouraging equity investment, a 
commitment to financial stability in Hong Kong and more 
market-friendly policies. This was such a broad suite of 
policies that the term ‘China Put’ is not inaccurate. 

Capitalism not at risk 

There are two points worth noting. The first is that China 
wants to create standardised, predictable and transparent 
equity markets. Capitalism is not at risk in China and the 
model that supported its development will be enhanced 
rather than abandoned. China is even more investible now 
than it was before these measures were announced. 

Second, this period demonstrates the value of following the 
breadcrumbs, reading the source documents and thinking 
through the likely implications. Having done the work, 
deducing that the government was likely to extend further 
support in the event of market panic was an easy step.  

http://www.stonehornpartners.com/wp-content/uploads/2021/12/Stonehorn%20Asia%20Equity%20Strategy%20-%20Quarterly%20Report%204Q2021.pdf
https://www.linkedin.com/feed/update/urn:li:activity:6912914465957060608
http://www.stonehornpartners.com/wp-content/uploads/2021/12/Stonehorn%20Asia%20Equity%20Strategy%20-%20Quarterly%20Report%204Q2021.pdf
http://www.news.cn/english/2021-12/10/c_1310364779.htm
http://www.news.cn/english/2021-12/10/c_1310364779.htm
http://www.pbc.gov.cn/zhengcehuobisi/125207/125227/125957/4246985/4469772/index.html
http://www.pbc.gov.cn/zhengcehuobisi/125207/125227/125957/4246985/4469772/index.html
https://www.linkedin.com/posts/stonehorn-global-partners_this-is-chinas-evergrande-moment-activity-6846264675886362624-YegA?utm_source=linkedin_share&utm_medium=member_desktop_web
https://global.chinadaily.com.cn/a/202203/21/WS6237be37a310fd2b29e52122.html
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What looked from the outside like an inside track to 
Chinese decision making was just run-of-the-mill analytical 
legwork. Those not doing it were caught out. 

Aside from experience, an ability to shut out the noise and 
the reassurance offered by our research process, there was 
one further factor that helped us remain calm - valuations 
were, and largely remain, dirt cheap. 

The thing about China and Asia more broadly is that stocks 
are generally much cheaper now, especially compared to 
their western counterparts: 

• MSCI China is trading on a P/E multiple of 10.2, more 
than one standard deviation, and 20.9% below, the 
five-year mean P/E of 12.9;  

• MSCI Asia ex-Japan is trading at a P/E discount of 
37.3% relative to MSCI US, about 1.25 standard 
deviation less than the mean discount to MSCI U.S. 
over the past ten years; 

• The Kospi is trading on a P/E multiple of 10.5, one 
standard deviation, and 2.4% below the five-year mean 
P/E of 10.7; Korea is our largest country overweight. 

With almost 30% of the Stonehorn portfolio invested in 
China, the portfolio is trading at a 13.9% discount to its five-
year historical P/E. As for IT and Internet stocks, which 
account for 56.8% of the portfolio as of 21 March, they’re 
trading at a 52.1% PEG and 48.8% P/E discount compared 
to Nasdaq-listed IT and Internet stocks. 

Many unknowns 

Of course, there are still many unknowns. We do not know 
when the war in Ukraine will end, whether China will align 
itself with Russia or how the conflict might reshape 
geopolitical relations. Nor do we know how rate rises in 
response to rising inflation will affect equity prices nor the 
impact of draconian lockdowns in China.  

The secret to addressing such questions is not to seek 
unknowable answers but to ask whether a stock is cheap 
enough to account for the potential risks it poses. In the 
terminology of the value investor, is the margin of safety 
sufficient to account for all the things that might go wrong 
in the future? 

In his portfolio commentary on page nine, Duke gets into 
the nitty-gritty of some individual stocks as a means of 
addressing this question. For his part, John offers a detailed 
background context on page five. 

Our collective answer to the question as to whether 
Chinese stocks were cheap enough to account for the risks 
posed during the last quarter was a resounding ‘yes’ - the 
margin of safety was sufficient not just to hold onto our 
existing China positions, but in some cases to add to them.   

Further shocks 

None of this is to say that the worst is already behind us - 
our portfolio allocation to China remains at the low end of 
the team's historical weight to the country - and that there 
won’t be further shocks. 

Having lived and invested in the region for over 14 years, I 
can guarantee you there will be. As a team, we invested 
through the Global Financial Crisis, China’s A-share boom 
and subsequent collapse and now the pandemic. Each time 
we rose to the occasion with calmness and a steady hand. 

My swim with Jürgen Zäck reinforced the point about such 
periods. The important thing is not what happens but how 
you handle it. 

“Our portfolio allocation to China remains 
at the low end of the team's historical 
weight to the country” 

The events of March are a worthy demonstration of our 
approach, of remaining calm, doing the work and staying 
focused on those things we can control rather than those 
we can’t.  

This inevitably leads to one final point. If you believe we 
have the skills I have outlined here and that Asian stocks in 
general and Chinese companies in particular are cheap, the 
current uncertainty is a source of opportunity. 
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On the value of perspective 
The complex investing environment is full of opportunities for those with the right mindset. 

By John Lam, co-founder and senior analyst 

ust three days after the Russian invasion of Ukraine, 
“nuclear” became a part of the conversation. How 
quickly things deteriorate when conflicts escalate. 

Much happenstance catalysed the most important 
geopolitical event in 83 years: high energy prices in a cold 
winter allowed Putin to believe Europe’s dependence on 
Russian energy tipped the scales in his favour; a pandemic 
constrained the ability of the west to respond; the recent 
focus on the Asia Pacific region by the U.S. and her 
weakened leadership more generally in international 
affairs; political and economic support from the Chinese; a 
divided Europe; underinvestment in fossil fuels; and a 
decade-long accumulation of Russian foreign reserves. 

All played their part in shaping the circumstances that 
eventually led to the events of February 24, the butterfly 
effects of which have yet to fully play out. With many of the 
economic impacts well covered in the media, we shall keep 
it brief. 

In the energy sector, we are heading towards a big reset. 
The supply of oil, gas and, to a lesser extent, coal, will be 
impacted. This cuts across transportation, heating, power 
generation and industrial production. 

Knock-on effects 

Raw material supply, including items such as steel and 
aluminium, will also be affected, with knock-on effects in 
construction, automobile manufacturing and other sectors 
where these inputs are used in substantial quantities. A 
prolonged conflict could also affect the inert gas inventory 
of semiconductor manufacturers, where Ukraine and Russia 
sustain a large market share. 

Nickel ore supply could also impact parts of the electric 
vehicle (EV) supply chain while freight and logistic costs will 
surely rise further, impacting delivery times of already 
stretched supplies. 

In short, the supply-side pressures of last year will endure 
and perhaps worsen. As for demand, it is weakening in 
Europe and Asia. Quarterly iPhone production has been cut, 
for example, a concern of extensive Asian supply chains.  

Across the world, banks are inspecting their balance sheets 
to ensure they are not potential targets of secondary 
sanctions and, in the media, a propaganda war is waging. 
Ongoing social media regulations will persist and likely 
tighten the world over. 

These factors contribute to a geopolitical environment that 
is unstable, unpredictable and ripe for opportunists. 

North Korea has embarked on a series of intercontinental 
ballistic missile tests, a nuclear deal with Iran is back on the 
table and the Chinese have sent aircraft carriers through 
the Taiwan strait, this time without aircraft on deck. 

As for Japan, it has revived the idea of abandoning its ban 
on nuclear arms while a pro-U.S. candidate won the recent 
South Korean election. Cyberattacks on U.S. allies, and 
subsequent counterattacks, continue to mount. 

“This is a complex, demanding and 
unstable environment in which to invest. 
What is needed is perspective.” 

China appears to be distancing herself from the war but not 
from Russia, suspending lending by the Asian Infrastructure 
Investment Bank to the country whilst also signing long-
term gas purchase agreements. It has also been careful 
with Hong Kong financial institutions, determined to avoid 
getting caught in secondary sanctions. 

Unstable environment 

As for India, its abstention from the vote to remove Russia 
from the United Nations Human Rights Council reflects the 
political reality of being sandwiched between two nuclear 
powers. The risk of secondary sanctions, while low, 
remains. 

This is a complex, demanding and unstable environment in 
which to invest. What is needed by investors is perspective. 
Beyond all the headlines, though, remains China’s long-
term potential, driven by the consumer and demographic 
trends from which we have long aimed to profit. 

J 
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We are excited by the mispricing opportunities the current 
instability is likely to deliver. 

Portfolio impacts 

Stonehorn has no direct investment in any Russian 
company, but in terms of assets, sales and procurement, 
some portfolio holdings are indirectly impacted.  

Samsung Electronics, although exempt from the U.S. export 
ban, has suspended product shipments to Russia. DRAM 
suppliers such as SK Hynix use Ukrainian and Russian inert 
gas but have viable alternatives. With inventory of around 
three months, there should be little impact. 

BYD ceased Russian auto sales in 2014 when Russia invaded 
Crimea. Didi, however, planned to re-enter Russia using 
BYD EVs for its ride-hailing service. There is therefore a 
potential impact on sales for this company. 

Sumitomo Electric, the parent of JV partner Sumitomo 
Wiring Systems in Motherson Sumi, announced a 
suspension of Ukrainian operations, adding production 
lines in their Romanian and Moroccan plants. We also own 
a gas company in China, where Russian gas supply 
constitutes around 4% of overall China gas imports. Again, 
the impact is likely to be minor. 

“The war has also reminded nation-states 
that the pursuit of climate goals can 
involve a trade-off between economics 
and energy security” 

With the butterfly’s wings still oscillating, further indirect 
impacts are hard to assess. Higher input costs, for example, 
will impact margins and affect end demand but a higher oil 
price could also positively impact electric vehicle demand. 

A retrospective example concerns the breakthrough in 
hydraulic fracking and shale, without which the impact of 
the war on crude oil supply would be more dramatic. This is 
a reminder of the importance of second-order effects, 
which we are constantly evaluating. 

On energy 

The war has also reminded nation-states that the pursuit of 
climate goals can involve a trade-off between economics 
and energy security. There are limitations on how much 
crude oil can be stockpiled and prices can easily spike with 
supply disruptions. With a handful of system-wide choke 

points and sustained under-investment in recent years, 
energy security isn’t as secure as it was. 

In the short term, this is conflicting with the long term goal 
of transitioning to renewables. In Asia, coal is making a 
comeback. China has renewed its commitment to funding 
overseas coal projects and restarted two mothballed coal 
power plants. Petrochina is raising its capital investment 
budget to the highest level since 2014 and South Korea is 
reversing its plan to phase out nuclear power. 

Renewables are indispensable to the sustainability 
roadmap but will not constitute a stable energy supply for 
some time. The required transition of a global economy 
worth some US$90 trillion in three decades is a mammoth 
task. To achieve it, we must first address the supply stability 
problem.  

On China’s policies 

Sam has offered a briefing on the economic policies 
announced at the National People’s Congress. It is equally 
important to understand what was not said: there was no 
mention of dual circulation, property tax, third distribution 
or Taiwan; common prosperity was mentioned only once. 
In addition, the plan to raise the retirement age appears to 
have stalled. 

Long term ambition has been superseded by immediate 
events. What was signalled was the need for foreign 
investment and healthy equity markets. Hong Kong’s role 
as an international financial centre is now more important 
than ever. A small but significant sign of this occurred at 
BYD’s 2021 results presentation when a simultaneous 
translation into English occurred for the first time in years. 
It may not be a coincidence. 

On Sino-Russia relations 

Through the Russia-Ukraine war, China has found a new 
method of power projection into European affairs, without 
resorting to force. This is being deployed on a regional 
scale. From the Himalayas to the South and the East China 
Sea, China has been redrawing facts on the ground without 
firing a shot. Geopolitically, China and Russia’s interests 
align in some areas but clash in Central and East Asia. China 
taking Taiwan by force is now off the table for a long time. 

The actions of western multinationals in Russia also have 
echoes elsewhere. Whilst Chinese companies that don’t 
pull out of Russia might face a consumer boycott in the 
West, western companies may be met with consumer 



  

  FOR PROFESSIONAL INVESTORS ONLY                Quarterly Report – March 2022  | 7 

boycotts in China if they denounce China’s approach in 
Xinjiang.  

The calculations for each company vary. Lenovo, for 
example, chooses to stay silent. Sinopec, wary of sanctions, 
has suspended talks regarding two projects in Russia. Great 
Wall Motors discontinued supplying new cars to dealers in 
Russia due to “exchange rate fluctuation”. In both 
geographies, market opportunity must be measured 
against political complexity.  

On Sino-US relations 

China, also a nuclear power, accounts for 15% of global 
GDP, has a large domestic market and is deeply integrated 
into the world economy. Withdrawal from China would be 
an existential crisis for many companies.  

The issue, however, is greater than any one individual. The 
dramatic human progress we have made in the past 
century was not achieved through zero-sum strategies and 
a confrontational approach. 

The challenges we face require global co-operation. It is 
neither wise nor sustainable to continue along a path of 
escalating tension while blindly pursuing absolute national 
security. Such an approach is utterly counterproductive. 

Amid the tensions, moderation is required. In this regard, 
the restoration in March of waivers for some Chinese goods 
subject to Trump sanctions is encouraging, as is the U.S. 
court ending ZTE’s penalty for shipping telecom gear to Iran 
and North Korea. As Churchill said, “Meeting jaw to jaw is 
better than war.” We need more of that. 

On Covid 

As of writing, around 40% of China’s GDP and almost 400 
million people are in full or partial lockdown. The policies to 
address the outbreaks are becoming increasingly stringent. 
Should they fail, this approach is likely to prolong the 
pandemic, with all of the attendant risks this brings. 

The damage to the economy this time could be greater 
than what took place in 2020 when the pandemic hit. The 

joint venture between automaker Stellantis and its Chinese 
partner GAC Group has ground to a halt, selling just one 
vehicle in China in March. 

The bright spot is BYD. With strong demand for electric 
vehicles, it became the first automaker to discontinue its 
full combustion engine vehicle production and is on track to 
again double sales volume in 2022. 

As for the health of the country’s citizens, Chinese vaccines 
lack the efficacy of their Western counterparts. With a low 
vaccination rate among the elderly and a zero-covid 
strategy, Omicron is proving a challenge. The likely 
economic impacts on consumption and logistics may be 
dramatic. We are monitoring the situation closely.  

On Stonehorn 

The market is a complex adaptive system where many 
outcomes are simply unknowable. We are not fortune 
tellers. Our task is to manage risks rather than predict the 
future. 

Clearly, the world’s previously business-as-usual approach 
to climate change is unsustainable and is due for a reset. 
Whether this will be a war in Europe, a terrorist attack on 
critical crude infrastructure or something else is impossible 
to say. 

The current trajectory of Sino-U.S. relations is similarly 
unsustainable but we cannot say what will bring about a 
change in direction. Our job is far simpler than accurately 
forecasting either of these things: to take advantage of 
cheap stock prices as and when they arise. This is upside to 
the current uncertainty.   

In addition to delivering attractive investment returns to 
our investors, we also hope to address the dialogue gap 
between east and west by bringing about a deeper 
understanding of the issues on the ground here in Asia. In 
addition to this discussion, we hope to offer more such 
commentary as events unfold. These are challenging times. 
Perspective can help everyone to navigate them. 
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Portfolio Commentary
Chinese stocks look historically cheap, especially when compared to their U.S. peers.  

By Duke Lo, co-founder and portfolio manager

t was a tough quarter in Asian markets, down close to 
8% over the period. China, down 14%, was most 
adversely affected, followed by Korea and Taiwan. 

With each featuring prominently in TV news bulletins and 
the mainstream media, the reasons were many, and well 
known. 

From Russia’s invasion of Ukraine and the geopolitical 
upheaval it has provoked to the more prosaic concerns of 
inflation, interest rate rises and the increasing costs of raw 
materials, investors searching for reasons to panic were 
given plenty of options.  

Investors in China had even more reasons to feel aggrieved. 
As we have previously noted, the quarter featured 
increasing regulatory pressure on the country’s largest 
technology platforms and concerns that U.S.-listed Chinese 
stocks, using the American Depositary Receipt (ADR) 
structure, would be delisted. 

MediaTek, our worst contributor in the period, captures 
some of the macroeconomic struggles. This fabless 
Taiwanese semiconductor company provides chips for 
wireless communications, high-definition televisions, 
smartphones and tablets.  

Slowing demand 

Rumours of slowing demand for smartphones in China had 
already raised fears of order cuts. The subsequent Covid 
shutdowns in Shenzhen, a heavy tech manufacturing hub, 
and Shanghai, the country’s premier financial hub, only 
exacerbated them. 

Aside from the impact of lockdowns on Chinese GDP, 
supply chains are now further strained. While the NASDAQ 
was down 9.5% for the quarter, MediaTek (2454 TT), a 
business with excellent long-term prospects, fell 24%. SK 
Hynix (000660 KS), a South Korean supplier of memory 
chips that is part of our heavily overweight position in the 
memory sector, fell 9.9%.  

An even more harrowing month faced China’s internet 
platform companies, with Alibaba feeling particularly 
pinched. Last quarter, we detailed our sum-of-the-parts 

valuation of this business. More recently, Sam has informed 
us of how he rechecks the numbers on a morning swim. 

Once again proving Ben Graham’s dictum that ‘in the short 
run the market is a voting machine but in the long run is a 
weighing machine’, Alibaba’s NYSE-listed ADR had a wild 
quarter. 

The period kicked off with the shares changing hands at 
US$118.9. Within a couple of weeks, that price had 
increased by about 14% and we were beginning to feel a 
slight and premature sense of vindication. 

By March 15, Alibaba’s ADR had plunged to US$76.76 after 
the U.S. Securities and Exchange Commission announced an 
initial plan to delist five Chinese ADRs due to a failure to 
comply with accounting rules. This delisting measure is 
included in the Holding Foreign Companies Accountable 
Act, passed in December 2020. 

“The State Council announcement that 
signalled stability over more regulatory 
change led to a huge shift in sentiment” 

The first tranche of companies cited under the Act included 
Yum China and three biotech stocks. The expectation was 
that many more would join them. This provoked a broad 
sell-off in U.S.-listed Chinese stocks and a 4.3% fall in the 
Hang Seng Tech index the following day.  

Our actions around that time - adding to our Alibaba 
holding - speak louder than any words I might write here 
but the rollercoaster hadn’t finished just yet. 

As Sam notes previously, the State Council announcement 
that signalled stability over more regulatory change led to a 
huge shift in sentiment. Chinese tech stocks got a massive 
boost and Alibaba, as with the other platform companies, 
ended the quarter not far below where it had started. 

We were happy to get the opportunity to increase our 
Alibaba exposure near its 2014 U.S. IPO listing price of 
US$68. Back then, revenues were US$8.5bn. The company 
has since increased revenue 15-fold and yet Alibaba is now 
trading at a P/E multiple two standard deviations below its 
five-year average. 

I
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Chart 1: Alibaba U.S. PER 2017-2022 

Source: Bloomberg, 22-03-2022 

It is staggering to think that a company of this size, quality 
and opportunity was briefly available at a price-to-earnings 
ratio (P/E) close to single digits. This proves the value of 
Graham’s famous quote. If there was any doubt we remain 
in the ‘voting machine’ period, surely this is it. 

We expect it will be many years before our confidence is 
vindicated. In the meantime, I’d like to share some data 
that explains that confidence, not just in the case of 
Alibaba, but with regards to Chinese stocks in general and 
Stonehorn’s IT exposure in particular. 

Even after recent falls, the current average P/E of the 
NASDAQ top 10 IT/Internet stocks is 28.1. In comparison, 
the average P/E of the IT/Internet stocks in the Stonehorn 
portfolio is 15.6. The distribution of this collection of stocks 
is shown in Chart 2 below. 

Chart 2: Stonehorn IT & NASDAQ IT Stocks P/E Ratios 

 

Source: Bloomberg, 22-03-2022 

Not only are earnings relatively cheap among Chinese 
technology stocks compared with their U.S. counterparts, 
but growth is relatively cheaper, too. 

The PER to growth ratio (PEG ratio) is a stock's P/E divided 
by the growth rate of its earnings over a specific time. 
Theoretically, a PEG ratio of one indicates a perfect 
correlation between a company’s market value and 
expected future earnings growth while a ratio greater than 
one can indicate an overvalued stock. Conversely, a PEG 
ratio below one suggests undervaluation. 

Chart 3: Stonehorn IT & NASDAQ IT Stocks PEG Ratios 

 

Source: Bloomberg, 22-03-2022 

Again, the comparison is striking. NASDAQ's top 10 IT stocks 
feature a PEG ratio almost twice that of those in the 
Stonehorn portfolio. Chinese stocks look cheap on a 
historical basis and much more so when compared with 
their U.S. counterparts. 

Of course, these are vastly different investment 
environments, but right now, investors are being rewarded 
for taking the plunge through the availability of very cheap 
prices. 

It is also notable that whilst the U.S. has committed to 
increasing interest rates, China has committed to reducing 
them. Then there is the Chinese Put that Sam refers to, 
which caused the incredible rise in share prices of Chinese 
Internet stocks on March 15 as policymakers established a 
floor under the sector below which they will not let prices 
fall. 

With the benchmark returning -8.0% for the quarter and 
the portfolio delivering -7.8%, the outperformance was 
0.2%. China, where we remain underweight, accounted for 
most of the outperformance, although this was down to 
stock selection rather than asset allocation. 
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Stonehorn Portfolio Overview – As at end of March 
 

Class I USD Net Performance 
 

Stonehorn Asia 
Equity Strategy^ 

Relative to 
MSCI AxJ † 

1 month -1.48% 1.29% 

3 months -7.75% 0.25% 

6 months -8.34% 0.79% 

YTD -7.75% 0.25% 

1 year -14.97% -0.33% 

Since Inception * 29.54% 9.03% 

Since inception (CAGR) 9.66% 2.79% 
* Inception date 11 Jun 2019 
† Benchmark MSCI AC Daily Total Return Net Asia Ex Japan USD Index 
^ Includes (net) 70bps of costs and impact on inception date (one-off) 
Minimum investment is USD 1 million – For Professional Investors (PI) only 
 

Class I Upside 
Capture 

Downside 
Capture IR** 

Inception-to-date* 104.56% 93.04% 0.61 
* Inception date 11 Jun 2019   
** The annualized Information Ratio (IR) is a measurement of portfolio 
returns beyond the returns of a benchmark compared to the volatility of 
those returns. 
 

Class Super-II USD Net Performance 
 

Stonehorn Asia 
Equity Strategy 

Relative to 
MSCI AxJ † 

1 month -1.45% 1.31% 

3 months -7.67% 0.33% 

6 months -8.16% 0.97% 

YTD -7.67% 0.33% 

1 year -14.61% 0.02% 

Since Inception * 38.57% 12.78% 
* Inception date 17 Apr 2020  
† Benchmark MSCI AC Daily Total Return Net Asia Ex Japan USD Index 
Minimum Investment is USD 150 million – For large institutional clients only 
 

Top 5 Active Positions Active 
Weight 

Portfolio 
Weight 

Alibaba Group 5.75% 9.14% 

SK Hynix Inc 5.10% 5.94% 

MegaStudyEdu 4.50% 4.50% 

Bank Mandiri 4.21% 4.37% 

Ayala Corp 4.11% 4.18% 
 

 

Sector Allocation Weight 

Information Technology 37.78% 

Consumer Discretionary 23.29% 

Financials 14.79% 

Communication Services 9.48% 

Industrials 7.04% 

Utilities 2.23% 

Health Care 1.77% 

Consumer Staples 0.00% 

Energy 0.00% 

Materials 0.00% 

Real Estate 0.00% 

Cash 3.61% 

Total 100.0% 

 
Country Allocation Weight 

China 28.88% 

South Korea 25.94% 

Taiwan 14.27% 

Hong Kong 9.47% 

Indonesia 6.82% 

India 4.93% 

Philippines 4.18% 

Singapore 1.92% 

Malaysia 0.00% 

Thailand 0.00% 

Others 0.00% 

Cash 3.61% 

Total 100.0% 

Past performance is not a guide to future performance, capital is at risk.  
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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. 
 
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. 
 
Before investing in any Strategy, 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 strategy, 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 sharesin any 
funds.  The information disclosed in this document remains subject to 
revision without prior notice. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

General Risk Factors: 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. 
 
No representation, warranty or undertaking, expressed or implied, is 
given as to the accuracy, timeliness or completeness of the 
information and no liability is accepted by Stonehorn Global Partners 
for the information or opinions contained in this document.This is a 
marketing communication. 



12 | P a g e  

 

 

 

     
 

 

 

 

 

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 14 
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 please visit: www.stonehornpartners.com 

FOR PROFESSIONAL INVESTORS ONLY 

 

Stonehorn Global Partners Limited 
 
For more information, please contact us. We are looking forward to hearing from you. 
 
ASIA 
Phone: (852) 3619 4721 
Fax: (852) 3619 4727 
Email: contact@stonehornpartners.com 
 
Suite 2806, 28th Floor, Lippo Centre,  
Tower One, 89 Queensway, Hong Kong 

 

EUROPE  
(Swiss Representative Office) 
Phone: +41 78 692 6621 
Email: maria.llanes@stonehornpartners.com 
 
Churerstrasse 47, 8808,  
Pfaeffikon, Switzerland 
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