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Green tea, 7-Elevens and the next 700 million 

As the proud owners of two Vietnamese and two Indonesian companies, this quarter we’re looking at a 

region that deserves more attention.  

By Sam Lecornu, co-founder and CIO 

t was chaos at Bangkok’s Ratchaprasong intersection. 

The 2010 red shirt protests against the ‘judicial coup’ 

under then Prime Minister Abhisit Vejjajiva’s rule were 

reaching a zenith. Blood-soaked demonstrators swirled 

around me, some carrying baseball bats wrapped in barbed 

wire. Many bore giant welts on their skin, marking the point 

where a rubber bullet had struck. 

This was a tragic, deadly demonstration that had received 

global media attention. Thailand had become 

‘uninvestable’ in the eyes of western commentators and I 

was doing some on-the-ground research, seeing things for 

myself whilst weighing up the likely economic 

consequences. My conclusion? It was a great time to buy 7-

Eleven, which is what I did. 

This was my tenth visit to Thailand. My first was inspired by 

Warren Buffett and a young stockbroker I had met at a 

conference in Western Australia. It was 1999 and we had 

been discussing the rise of the Asian middle class. After 

being reminded of Berkshire’s 1988 investment in Coca-

Cola, my thoughts turned to a potential Asian equivalent. 

Browsing travel magazines before my flight home, I noted 

an advert for Oishi green tea. A few months later, I invested 

the princely sum of AU$2,000 in the brand’s parent 

company. But something didn’t sit right. Buffett drank Coke 

daily; an Oishi cold drink had never passed my lips. I 

borrowed enough money for a flight to Bangkok, where the 

company was listed. Then the fun began.  

I 
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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. 

http://www.interbevgroup.com/brand-oishi-green-tea.php#:~:text=Oishi%20is%20the%20company's%20market,drink%20bottled%20and%20canned%20packs.
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After a shower from the hose provided by my 2.5-star 

hostel, I found a 7-Eleven and purchased every available 

Oishi flavour. Gazing in wonder at pushbikes piled high with 

bags of rice and families perched on a solitary scooter, I 

test-tasted them all as I strolled the city. 

Bangkok was hot, noisy, dirty and chaotic, a place where 

public transport was either a diesel-belching bus or a life-

threatening trip on a tuk-tuk. Oishi drinks offered a brief 

respite from sensory overload and they seemed popular. 

Perhaps I was onto something. 

Bangkok feels different now. The buses and tuk-tuks remain 

but there’s a shiny new airport with elevated freeways and 

train lines to get you there. The mass transit system is 

expanding and pollution levels have fallen. Finding an 

aromatic tom yum soup from a street cart is still possible 

but it’s getting harder. A sign of progress perhaps, if a 

disappointing one, offset by Thailand’s 32 Michelin-starred 

restaurants. 

In 1989, Thailand’s first 7-Eleven opened on Patpong Road. 

There are now 12,500 outlets, each offering competitively 

priced food and beverages, plus services like banking, 

flights and phone recharging. Most outlets are open 24 

hours a day. 

This too is a sign of progress. 7-Elevens are now a way of 

life for many Thais, one not requiring a fridge, fixed working 

hours or a 10-minute scooter ride for some pot noodles. 

This is street-level Asian industrialisation in action, a sign of 

development in the way that rice-laden pushbikes have 

been replaced by scooters, eventually traded up for a car. 

Personal anecdotes aren’t a replacement for data (witness 

the tables to come) but it is one thing to marvel at rapid 

economic growth from a distance and another to see it 

first-hand. Understanding Asia entails a continual reckoning 

with the pace of change. Little is permanent and nothing 

stands still. Frankly, it still amazes me. 
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As John Lam notes on page 8, in the early 1960s South 

Korea’s per capita income was lower than that of Haiti, 

Ethiopia and Yemen, and about 40% below India’s1. 

The country is now at the forefront of technology, featuring 

the world’s fastest internet speeds with leading positions in 

sectors like semiconductors and consumer electronics. 

Currently, the country is investing heavily in cybersecurity 

and artificial intelligence. 

If the populous Southeast Asian nations of Thailand, 

Indonesia, the Philippines and Vietnam achieve the success 

of South Korea, the combined economic impact will be 

spectacular. Assuming per capita GDP in these countries 

reaches US$30,000, as in South Korea, this would deliver a 

five-fold increase in GDP. 

 

1 
https://kellogg.nd.edu/sites/default/files/old_files/docume
nts/166_0.pdf 

Southeast Asia is a region of 700 million inhabitants with an 

economy forecast to grow at over 7% a year between 2020 

and 2026. There are decades of rapid growth ahead of it. 

Given the opportunities, it doesn’t get the attention it 

deserves, which is why I shall be focusing on it this quarter. 

Thailand and Vietnam both feature burgeoning middle 

classes and urbanising populations. Although Thailand is a 

decade or so ahead, these formerly tourism-dependent 

economies are at the vanguard of southeast Asian 

industrialisation. With borders now open, it was time to 

visit some of the companies that have been on our radar. 

 

Table 1: Vietnam population and GDP growth 

Year Pop. (m) 
GDP per capita - 

revised GDP - USD 

Manufacturing 
growth (real) 

Retail sales 
growth (real) 

2010 88.0 1,693 NA NA 

2011 88.9 1,964 14.1% 6.2% 

2012 89.8 2,202 9.1% 6.5% 

2013 90.8 2,381 7.2% 5.5% 

2014 91.7 2,573 7.4% 8.1% 

2015 92.7 2,609 10.6% 9.8% 

2016 93.6 2,773 11.9% 10.1% 

2017 94.6 3,003 14.4% 9.3% 

2018 95.5 3,264 13.0% 8.4% 

2019 96.5 3,452 11.3% 9.5% 

2020 97.3 3,548 5.8% -3.0% 

2021E 98.5 3,737 6.4% -6.2% 

Source: World Bank, General Statistics Office, VCSC 

Note: The GSO conducted a comprehensive GDP revision in 2019 and started using the new data set in 2021. However, the GSO 

has not yet released revised historical data on sector growth. 
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Our timing could not have been better. We left Vietnam 

enthused by the possibilities and our first Vietnamese stock 

in the portfolio. 

McKinsey indicates that in 2000, when Vietnam’s 

population was 80 million, the consuming (middle) class2 

accounted for 10% of the total population and 30% of the 

urban population. In 2020, the comparable figures were 

40% and 37%. By 2030, the consuming class is expected to 

reach 75% of the population, more than half of whom will 

live in cities. The result is per capita GDP more than 

doubling within a decade (see Table 1).  

For investors that have followed our musings on China’s 

rapid industrialisation, this might look familiar. Politically 

and economically, Vietnam’s early industrialisation is 

following that of China’s. 

This point was vividly made as we stepped into a lift 

carrying soldiers at Vietnam’s Military Bank. Exiting, my 

pre-conceptions of a state-owned enterprise were quickly 

dispelled. The office felt more like a Brooklyn co-working 

space than a communist government-owned bank. 

It was also more liberal and capitalist than I expected. 

“Vietnam has over 25 free trade agreements, including 

bilateral agreements with the US and EU,” an executive told 

me. “We like capital from everybody. We’re winning as a 

country,” he continued, “beating the Chinese at the game 

in which the Chinese beat the US.” [For the record, Vietnam 

limits foreign ownership to 49%] 

Vietnam booming 

Bravado, perhaps, but the sentiment stands. Vietnam’s GDP 

increased 7.7% year-on-year (YoY) in the second quarter of 

this year, the highest Q2 growth rate in a decade, and 6.4% 

in the first half. Retail sales of goods and services jumped 

27.3% YoY in June while YoY exports and imports grew 20% 

and 16.3% respectively3. Some of this is due to the Covid 

rebound but, from what we saw on the ground, Vietnam is 

booming. 

The zeal and enthusiasm of Chinese entrepreneurs is also 

common among their Vietnamese compatriots. One of the 

benefits of being a fund manager in a ‘frontier’ investment 

destination is wide-open doors that permit detailed 

discussions. During many high-level meetings in Ho Chi 

 

2 Consuming class is defined as having sufficient income to 
pay for necessities such as food, shelter, and clothing, plus 

Minh City (HCMC) and Hanoi, we experienced this first-

hand. There really is no substitute for being there. 

At FPT Retail, operator of 630 pharmaceutical and 

electronic consumer goods stores, we were introduced to 

about 40 staff, including the CFO. Thinking the request to 

remove our shoes was a cultural tradition common to Asia, 

we were instead informed it was to save money. 

Apparently, carpets suffer more wear and tear from shoes 

than feet. 

“In every area of consumer activity, there 

is demand for higher-value consumer 

products, often sold in a setting familiar to 

western consumers.” 

Such maniacal cost control is exactly what we look for in a 

rapidly-expanding retailer. That it exists within a company 

aiming for sales of US$1.2bn this year is even more 

impressive. FPT Retail aims to dominate an expanding but 

fragmented market and has every chance of doing so. 

Retail step-up 

As Southeast Asian cities urbanise and expand, incomes 

increase, facilitating the market for retail chains like 7-

Eleven, which conveniently and cheaply deliver life’s 

necessities. This year alone one company plans to open 800 

such stores. 

With more disposable income, Vietnam is undergoing what 

might be called the ‘retail step-up’. FPT Retail is one 

example, Phú Nhuận Jewellery (PNJ), Vietnam’s largest 

jewellery maker and retailer, is another. 

Jewellery sales are growing at a compound annual growth 

rate of around 7%. In the PNJ’s 4Q21 results, net sales 

increased by 29% year-on-year and net profit increased by 

43%. The company’s retail network now covers separately-

branded gold and silver stores, premium brand CAO Fine 

Jewelry and PNJ Style stores, totalling 341 outlets. 

In every area of consumer activity, there is demand for 

higher-value consumer products, often sold in a setting 

familiar to western consumers. 

discretionary goods and services and broadly alignes with 
definitions of the middle class. 

3 Viet Capital Securities Joint Stock Company research 

2 Consuming class is defined as having sufficient income to pay for necessities such as food, shelter, and clothing, plus 
discretionary goods and services and broadly alignes with definitions of the middle class. 

3 Viet Capital Securities Joint Stock Company research 

 

https://www.vcsc.com.vn/
https://www.vcsc.com.vn/
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Further up the value chain lies FPT, a Vietnamese digital 

transformation leader in telecommunications, internet and 

education that also owns a 47% stake in FPT Retail. This is 

the first Vietnamese stock to enter the Stonehorn portfolio. 

FPT is Vietnam’s largest information technology company, 

offering IT and telecommunications solutions and services, 

plus online educational services. What is happening in the 

homes, shopping centres and offices around the country is 

made possible by the kinds of services FPT delivers - 

broadband internet, cloud services, IT integration and 

online learning. 

Trading on a forward PE of 17x, FPT last year enjoyed year-

on-year revenue growth of 19.5% and a return on equity of 

24%. We expect this figure to head higher in the next few 

years. This is an exceptionally well-run business in a rapidly 

growing market, available at an attractive price. 

Whilst we’re excited by the opportunities, Vietnam is far 

from the perfect investment destination. As with China, the 

political environment is complicated, there is a corruption 

crackdown and the property sector is under scrutiny thanks 

to some unscrupulous developers. 

Ultimately, capital will go to countries where there is 

enough confidence to do so. That this point was 

acknowledged by the executives at Military Bank and 

elsewhere, supported by the investment framework 

established by the Vietnamese government, gives us 

confidence that it will continue to flow into Vietnam. 

These are good signs, although the country is still classified 

as a ‘frontier’ destination. When it is inevitably reclassified 

as an emerging market, it will become more popular as 

passive money seeks the required allocation. In the 

meantime, stocks are cheaper in Vietnam than in Thailand. 

The risk, as they say, is priced in. 

“Trading on a forward PE of 17x, FPT last 

year enjoyed year-on-year revenue 

growth of 19.5% and an ROE of 24%.” 

Much the same argument can be made for Indonesia, 

where we recently invested in Mandiri Bank, one of our 

biggest overweights. This is a country rich in natural 

resources with an economy half the size of Australia’s but 

10 times the population. In fact, metro Jakarta’s population 

of 31 million is five million greater than Australia’s. 

Per capita GDP is in the region of US$4,000, allowing a 

growing proportion of Indonesia’s 275 million inhabitants 

to eventually purchase their first washing machine, flat-

screen television, car or laptop computer. 

Image 1: Phú Nhuận Jewellery store, HCM City 

 

Source: Việt Nam News 

https://fpt.com.vn/en
https://vietnamnews.vn/economy/715428/phu-nhuan-jewellery-sees-revenue-up-but-profit-down-in-q1.html
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Chart 1: Indonesia & Vietnam 

 
Source: Macrotrends 

And yet there are still 80 million Indonesians yet to open 

their first bank account. Bank Mandiri stands a good chance 

of snaring around 20% of them as incomes move from 

subsistence to discretionary.  

With a low cost-to-income ratio and a return on equity that 

has increased from 14% to 18% in just six months, Bank 

Mandiri occupies a 5.5% weighting in the portfolio. In a 

single stock, it captures the enthusiasm we feel for 

southeast Asia. For readers interested in finding out more,  

I highly recommend the company’s most recent corporate 

presentation. 

The contrast with developed western economies suffering 

from weak economic performance, poor productivity 

growth, substantial debt, and anaemic wages growth could 

not be starker. Make no mistake, this is the Asian century, 

and it is about far more than the rise of China (a subject we 

shall return to next quarter).  

For those that want to take advantage of it, finding a 

partner that has lived and breathed the pungent aromas of 

durian, burnt gasoline and char kway teow, and is prepared 

to walk amongst armed demonstrators in the name of on-

the-ground research, is essential. This is the Stonehorn 

pitch. 

In the years since my first visit to Bangkok, I have studied 

Thai and built a deep contact network in the country. 

Improbably, this culminated in a police escort on my way to 

meet incoming Prime Minister Prayut Chan-o-cha in 2015. 

There really is nothing like being there, and if you can speak 

the language, even to a basic level, it goes a long way. 

Image 2: PNJ Next Jewelry 

 

Victor and Sam wearing out their shoe leather in HCMC. 

https://www.macrotrends.net/countries/IDN/indonesia/gdp-per-capita
https://bankmandiri.co.id/documents/38265486/0/BMRI+2022+Q1+Presentation.pdf/948987d2-d169-e68d-b49a-25766570fc03?t=1655287082420
https://bankmandiri.co.id/documents/38265486/0/BMRI+2022+Q1+Presentation.pdf/948987d2-d169-e68d-b49a-25766570fc03?t=1655287082420
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It’s remarkable how life can change in a moment. In my 

case, a brief conversation with a stranger on Rottnest Island 

that led to a fleeting visit to Bangkok to test a green tea 

cold drink became a career in Asian asset management. As 

for my new stockbroker friend, he was best man at my 

wedding. My modest investment in Oishi was life-changing 

in every respect. 

I have told this story of the past few decades to make a 

larger point. There are moments in history where 

everything feels like it is falling apart. This was the sense I 

got at the Ratchaprasong intersection demonstrations all 

those years ago. During the Chinese tech crackdown last 

year, markets expressed equally heightened emotions. 

Now, with share prices tumbling everywhere, there is the 

same sense of visceral panic. 

Sense of opportunity 

Although well hidden, there is also an equivalent sense of 

opportunity. History delivers plenty of chances for investors 

to lose their nerve. It is easy to succumb to emotion and 

disregard the original reasons for investing in a company or 

a country, even though this is almost always a mistake. 

Over the past 14 years of living and working in the region, 

John, Duke and I know this to be true. Beginning with my 

initial investment in 7-Eleven when Thailand was deemed 

‘uninvestable’, we have seen this many times. 

We also understand that the panic and depressed 

valuations are a source of opportunity. I hope this will again 

be the case with FPT and Bank Mandiri. As the years ahead 

unfold, I believe we will add their names to the voluminous 

evidence that buying when others are fearful is wise and 

profitable. 

Of course, living and working in the heart of the world’s 

fastest-growing region means this is easy for us to say. The 

evidence is before us every day, and especially so on visits 

to places like Thailand and Vietnam. 

As Duke notes on page 13, we have underperformed this 

quarter, as we expect to do from time to time. The fear 

engendered by short-term, unrealised losses and emotional 

media reporting should not distract investors from the 

long-term view.  

 

 

“It is easy to succumb to emotion and 

disregard the original reasons for investing 

in a company or a country, even though 

this is almost always a mistake.” 

Having refined our craft of investing in the fundamentals of 

Asian businesses, usually after visiting their offices and 

interviewing management, we are deeply familiar with the 

tailwinds of the Asian region. These factors give us 

conviction about the stocks that we own. If history is any 

guide, this will stand us and our investors in good stead. 

This might be a brutal, punishing market but if you want to 

reap the benefits of Asia’s many opportunities, you need to 

stay the course. I hope this quarter I have given you some 

confidence to do so. 
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The promise and threat of technological progress 

The structure of one of the world’s most decisive sectors is undergoing a fundamental change.  

By John Lam, co-founder and senior analyst 

n 1985, Andy Grove approached the most 

consequential decision of his career. Around 90% of 

Intel’s revenues came from memory chip 

manufacturing. The economics were abysmal. Capital 

requirements were high and Japanese competitors were 

fierce. Whatever price Intel quoted, they would beat it by 

10%. If Intel matched the lower price, the Japanese would 

cut a further 10%. 

A vast new factory and a plan for a more advanced chip 

were considered but neither offered a plausible solution. At 

a loss, Grove turned to colleague Gordon Moore. “If we got 

kicked out and the board brought in a new CEO, what do 

you think he would do?” Moore didn’t hesitate. “He would 

get us out of memories.” 

Years earlier, Warren Buffett had faced a similar quandary. 

Berkshire Hathaway was in another commodity business, 

low-end textiles, and a loom manufacturer had pitched a 

new model that would do twice as much work as the old 

one. “Gee,” said Buffett, “I hope this doesn’t work because 

if it does, I’m going to close the mill.” 

Uncompetitive 

Buffett had realised that in textiles the benefits of every 

technological advance accrued primarily to the customer 

rather than the manufacturer. Grove and Moore faced the 

same issue. If Intel stopped investing in memory chip 

production it would rapidly become uncompetitive. If it 

continued, they were trapped in a sector where 

technological progress wasn’t an asset but a mortal threat. 

With no competitive advantage, Intel exited memory chip 

manufacturing to focus on microprocessors. It was a 

decision that would reverberate around the world, helping 

 

4 
https://kellogg.nd.edu/sites/default/files/old_files/docume
nts/166_0.pdf 

a country once one of the world’s poorest but now 

Stonehorn’s largest country overweight. An explanation for 

this longstanding portfolio position is long overdue. 

In The Korean Miracle (1962-1980) Revisited4, the Kellogg 

Institute’s Kwan S Kim describes 1960s Korea as “a 

backward, desolate economy based on subsistence 

agriculture.” With little in the way of natural resources and 

only 30% of the land capable of sustaining farming activity, 

the country’s per capita income was lower than that of 

Haiti, Ethiopia and Yemen. 

Economic base essential 

What infrastructure existed during the Japanese occupation 

from 1910 to 1945 had been destroyed in the Korean War 

(1950-52). The post-war period was equally bleak. 

Overwhelmed militarily to the north and economically by 

the Japanese across the strait, unlike Taiwan, the existential 

threat to Korea was on its doorstep. Seoul is just 50km from 

the demilitarised zone and a mere 312km from Pyongyang. 

The Koreans had learned from the Japanese that a strong 

economic base was essential to survival. With a resolution 

to match Japanese success, compete in international 

markets and withstand the threat of imports, Korea 

reached for rapid industrialisation at scale. 

The government adopted favourable policies and 

channelled financial support to a group of successful 

entrepreneurs. The aim was not to pick winners but to let 

them compete. Governments selected a few companies in 

six strategic sectors - steel, non-ferrous metals, machinery, 

chemicals, shipbuilding and electronics - leaving the 

unsuccessful to perish. 

I 

“The great lesson in microeconomics is to discriminate between when technology is going to 

help you and when it's going to kill you. And most people do not get this straight in their heads.” 

Charlie Munger 

 

 

https://kellogg.nd.edu/sites/default/files/old_files/documents/166_0.pdf
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Today’s chaebols are a consequence of their performance, 

loyalty and willingness to take risks. The notoriously 

opaque structure prevalent among Korean-listed 

companies, including our two portfolio holdings of Samsung 

and SK Hynix, is a product of this history. 

Whilst China’s size and large domestic market allowed 

regional experimentation, Korea embarked on nation-

building projects often before the plans and necessary 

technologies were available. Such extemporising was 

facilitated by a pragmatic approach and a commitment to 

learning through failure. 

The approach was made possible by a strong government 

with a mission to develop economically and a disciplined, 

unified and motivated labour force. Western media tend to 

describe such systems as crony capitalism under the control 

of authoritative leadership. In this regard, where Korea has 

led, China has followed. 

It is hard to argue with the results. Within half a century, 

Korea has achieved a standard of living unimaginable to 

prior generations. Moreover, it has also achieved global 

leadership in essential sectors in which it had little to no 

prior expertise. 

Semiconductor memory is one such example. Like 

advanced semiconductor processors and low-end textile 

products, this is a capital-intensive, low-margin, 

commoditised sector where returns tend to accrue to 

consumers through consistently lower-priced electronic 

goods. 

Having learned the lessons of Buffett and Grove vicariously, 

our investors may be wondering why Samsung Electronics 

and SK Hynix - both ‘memory’ businesses - have respective 

weights of 7.3% and 5.6% in the portfolio. Our favourable 

view of the sector has little to do with the benign supply-

demand imbalance caused by the pandemic and reiterated 

in newspaper headlines. 

 
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 

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 

 

https://www.investopedia.com/terms/c/chaebol-structure.asp
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Instead, there has been a fundamental change in the 

sector’s economics that has led to today’s mispricing. 

As the rate of technology improvement slows, market 

participants are less prone to indiscriminate investments. 

After years of consolidation, there are now just three 

companies in this sector, with the Koreans capturing the 

lion's share of the market. 

This dynamic is common to many leading sectors in Korea’s 

economy, which is why it features a higher level of industry 

concentration, as measured by the Herfindahl–Hirschman 

index, than neighbouring countries.  

Chart 1: HHI Index for east Asian countries 

 

Source: World Bank 

In memory semiconductors, the result is an industry more 

focused on profitability than in the past. Return on capital 

is improving and we expect market downcycles to be 

shorter and less deep. This is a momentous structural shift 

whereby the benefits of capital investment are finally 

accruing to consumers and manufacturers. 

Our observations thus far support this view. The changing 

economics of the memory business, backed by government 

support, a disciplined labour force and an appetite for risk-

taking, is the fundamental reason why we are attracted to 

these Korean companies. 

Price is another. The market tends to look at the world 

through a rear-view mirror. This explains why these 

memory companies are viewed in the same way that Grove 

and Moore viewed Intel circa 1985. Investors have yet to 

appreciate how this industry is changing for the better. This 

is the epitome of a good opportunity - a global and growing 

market (see Chart 2) with improving economics yet to be 

priced as such. 

Chart 2: Memory growth

Source: Micron estimates (rounded) 

There are striking historical parallels between Korea’s 

development and China’s. Deng Xiaoping famously 

dispensed with ideology when he said, “It doesn't matter 

whether a cat is black or white, as long as it catches mice.” 

Korea’s approach to industrialisation was equally 

pragmatic. In both cases, the ends determined the means. 

At the planning level, Korean governments determined the 

growth path, establishing strategic sectors and directing 

resources towards them. China’s five-year plans perform a 

similar role. Financing then follows. Whilst Korean banks 

attend to government directives and channel financing to 

strategic industries, China’s state-owned enterprises do 

likewise. 

Even in intellectual property and political leadership, there 

are similarities. Japan was careful not to allow Korea to 

copy its know-how but succeeded anyway. So has China. 

Whilst there are differences - Korea’s organisational 

constructs, for example, are borrowed from Japan while 

Deng copied the Singapore model - the parallels are 

stronger. It is possible to understand one country’s 

approach to development and learn something of the 

other. 

This brings us to developments in China over the past 

quarter, which require some commentary. 

On 1st June, Shanghai ended its two-month lockdown. With 

wired fencing erected to isolate certain areas of the city, it 

was apparent that Covid had not been fully eradicated. In 

recent days, there have been newly reported outbreaks. 

Nevertheless, the future direction is clear. There has been 

an easing of pandemic-fighting policies within the China 

zero-covid framework. As quarantine rules for inbound 

travellers were further relaxed in June, the tourism sector 

enjoyed a comeback. 

https://tcdata360.worldbank.org/indicators/hh.mkt?country=KOR&indicator=2370&countries=CHN,JPN,TWN&viz=line_chart&years=1997,2015
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The overhaul of the antitrust law two years in the making 

has been approved and will come into effect in August. In a 

bid to curb online game addiction, last July China banned 

under-18s from playing online games for more than three 

hours per week and ceased approving new games. Online 

game licensing has now resumed, although Tencent games 

remain suspended. 

China’s State Administration for Market Regulation also 

fined Alibaba and Tencent earlier this month for not 

properly reporting past transactions. Despite the 

subsequent fall in share prices, the quarter delivered a 

recovery for both, especially Alibaba, up 57% from its 

recent lows. Whilst the regulatory threat is undiminished it 

has probably peaked. 

Finding new life 

The Chinese property market remains weak. Where local 

governments forbid price reductions, there are reports of 

developers receiving in-kind payments of watermelon and 

garlic. 

New Oriental Education and Technology Group, once 

China’s largest tutoring firm, has been equally creative. 

After its private education business was battered by new 

regulations restricting private profit, it has found new life 

through live streaming. 

“With many sectors heavily oversold, 

there was a strong recovery in Chinese 

equities this quarter.” 

An attempted pivot to dancing and drawing classes failed, 

as did selling agricultural products. Then teachers 

combined the live streaming approach with English lessons, 

promoting meat whilst explaining English terms like ‘steak’ 

and ‘seasoning’. Daily sales increased 15-fold. Such 

inventiveness is innate to Chinese entrepreneurs. There is a 

belief they are meant to work around the rules according to 

circumstances. 

Some of the effects of the 33 stimulus measures 

announced by China’s State Council in May are already 

being felt, notably in new auto sales where June figures 

rose 21% month-on-month. It was also the first time a 

domestic brand beat foreign joint ventures. 

Hybrid and pure electric vehicle sales are soaring. So-called 

new energy passenger car sales reached 571,000 units in 

June, a 141% increase year-on-year and 35% month-on-

month. Assisted by government policies and production 

recovery, the trend is expected to continue in July. Amidst a 

struggling domestic economy, history is being made. For 

the first time, Chinese new energy vehicles are penetrating 

the mass market. 

Image 1: China’s top-selling electric vehicle 

 

Wuling Hongguang Mini EV, around USD 5,000 new with a 

range of about 160km. Source: Carscoops 

Despite impressive statistics in certain sectors, the stimulus 

measures may not be sufficient to resurrect a fragile 

economy. 

The missing piece remains weak consumption. Constrained 

by budgets and interest rate considerations, fiscal spending 

might not bridge the gap. The impact of Covid and the 

policies designed to contain it will likely determine the pace 

of recovery for the foreseeable future. 

That said, the market is anticipating an improvement. With 

many sectors heavily oversold, there was a strong recovery 

in Chinese equities this quarter. The share prices of many 

businesses may have already bottomed. In this 

environment, valuation is what really counts. 

In Korea, the June inflation figure rose to 6%, causing a 

sharp depreciation of the Korean won. Capital has been 

flowing out of the Korean equity market as a result. Our 

underperformance in the country this quarter is the main 

reason for the portfolio’s underperformance.  

Sector or country rotation to mimic benchmark 

performance is never a good idea. Under present 

macroeconomic circumstances, this is especially true. The 

increasing number of systemic variables does not favour 

more decision-making. 

https://www.china-briefing.com/news/china-releases-33-new-stimulus-measures-to-boost-economy/
https://www.carscoops.com/2020/04/heres-how-four-people-will-fit-inside-the-2-92-meter-long-wuling-e5c-ev/
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With a focused portfolio, higher sector concentration and 

lower turnover, volatility in performance is inevitable. Our 

responsibility is not to change course but to maintain 

communication with our investors and explain why we’re 

comfortable with the chosen path. 

Having explained our long-standing view of Korea as an 

investment destination and our semiconductor memory 

holdings, I trust our investors better understand why. We 

cannot tell you what will happen to markets next quarter or 

next year but, as the above chart suggests, we can say that 

our portfolio exposure will look roughly the same three 

years from now. 

This requires no additional decision-making on our part. 

Our investments in technology and internet businesses will 

remain high throughout each cycle. These are the 

businesses of the 21st century, operating in the world’s 

fastest-growing region. We are confident they will prevail. 

Note: Whilst the West uses the term South Korea, the 

country’s official name is Republic of Korea, and its people 

generally refer to it simply as ‘Korea’.

  

Chart 3: Stonehorn sector allocation
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Portfolio Commentary

Despite a tumultuous quarter, the portfolio is largely unchanged.  

By Duke Lo, co-founder and portfolio manager

s John notes, since the strategy’s launch in 2019, 

Korea and the information technology sector have 

been two of the biggest contributors to portfolio 

performance. This quarter, they have had the opposite 

impact. With the IT sector benchmark down 20% for the 

period and Korea’s KOSPI index falling 15.4%, the 

benchmark was down 9% while the Strategy fell 12.3%. 

It was a quarter when market psychology changed, altered 

by a less favourable reality. Whilst many countries around 

the world have fully opened up, China, Hong Kong (which 

came out of semi-lockdown in April) and Taiwan have not. 

Covid persisting 

Taiwan experienced cases of around 90,000 a day and 

Shanghai’s May lockdown has hurt Chinese GDP growth. 

June’s reopening offered a sense of normality, although 

cases in the region are again increasing. Covid persists in 

North Asia as elsewhere but unlike in the west, there are at 

least some measures to contain its spread. In Taiwan and 

Korea, for example, wearing a mask in public places 

remains mandatory. 

Whether such measures will prove beneficial over the long 

term remains to be seen. For now, it is having a negative 

impact on GDP and future expectations, assisted by a 

couple of factors impacting supply and demand. 

Supply chains have again been hit by Chinese lockdowns 

while slowing global GDP growth and higher inflation are 

affecting demand. Where such growth has been weak, 

including in US consumer electronics and apparel, 

customers are cutting inventory levels on one side of the 

Pacific, creating a corresponding increase at the point of 

manufacture in Asia. 

Combined, these factors are having an impact on 

employment. There is the possibility of unemployment 

increasing beyond the levels experienced during the initial 

phases of the pandemic. Add in the impact of interest rates 

rising faster than anticipated and you have the main 

reasons for the shift in market psychology towards 

pessimism. 

 

Naturally, this impacted many of the stocks in the portfolio, 

including our semiconductor and memory holdings. John 

has explained why the long-term outlook is favourable for 

these businesses. In the short-term, volatility may continue. 

Taiwanese chip maker MediaTek fell 27.0% during the 

quarter and TSMC was down 20.0%. Whilst quarterly 

earnings were largely unaffected, there is a distinct 

possibility they will be in coming quarters. With higher 

exposure to China’s smartphone market, we have reduced 

our position in MediaTek, although both stocks remain core 

holdings. 

Once inventories clear, the same structural growth trends 

will be evident. With ever more devices needing silicon 

components and higher levels of 5G penetration and data 

consumption, the increasing digitalisation of our daily lives 

will drive demand for years to come. 

The same argument applies to the memory sector. Korea’s 

SK Hynix faces a down-cycle in memory prices, a fact 

reflected in the 22.9% decline in its share price this quarter. 

But for the same reasons, the long-term trend is 

favourable. 

Overweight Korea 

MegaStudyEdu, Korea's leading online education platform, 

is another that underperformed this quarter, down 24.3%. 

Concerns that a star teacher may be leaving the company 

provoked fears that some students may reconsider their re-

enrolment. This is yet to be confirmed, although our 

assessment of the potential impact to earnings should it 

occur was less than the share price reaction the rumour 

provoked. 

With three Korean stocks in the portfolio falling 

considerably, and our overweight exposure to the country, 

Korea explains most of our underperformance this quarter. 

Although disappointing, it is essential to view this short-

term performance through a suitable lens, as offered by 

John this quarter. Over the life of the Strategy, Korea has 

been an exceptional contributor. Meanwhile, Korean stocks 

and TSMC remain historically cheap. 

 

A
A
I 
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Table 1: Major portfolio stocks historically cheap 

 
Forward 

PE 
5-year 

mean PE 
Discount 
to avg. 

KOSPI (long term 
average) 

8.8x 10.8x 17.9% 

MegastudyEdu 7.0x 8.4x 15.6% 

SK Hynix 5.5x 8.1x 32.2% 

TSMC 12.8x 19.0x 33.2% 

MediaTek 7.6x 17.8x 57.6% 

4-Stock Average 8.2x 13.3x 38.3% 

In contrast, China’s stockmarket posted positive returns 

and outperformed the rest of the region. John has noted 

how stimulus measures and the relaxation of Covid policies 

boosted economic activity, assisting a share price rally. This 

was most evident among tourism-related stocks. China 

Tourism Group, for example, rose 41% in the quarter. As 

travel resumes, this monopoly asset should enjoy growing 

earnings. 

China’s ecommerce players also savoured a share price 

boost this quarter. Despite weak quarterly earnings and 

another round of regulatory penalties, Alibaba has bounced 

back from its lows. The regulatory environment has 

stabilised and whilst revenue will remain soft this year, the 

focus is on cutting excessive spending and reducing the 

cash burn. 

The work towards a more sustainable cost structure is good 

news for profitability. Resumption of normalised growth 

and stabilisation of policy may well see more positive 

sentiment return to the company. As the economy and 

company growth stabilises, there is room for further share 

price appreciation. 

This quarter, Sam describes the rationale behind our first-

ever investment in Vietnam. Having researched this country 

in detail for seven months, this is an exciting moment. 

Vietnam, with a young and growing population, is mirroring 

China’s growth trajectory. For consumer-led businesses, it 

offers exciting potential. 

The two companies we have identified to take advantage of 

these dynamics are FPT and PNJ. Both fit what we are 

looking for: companies that benefit from rapidly 

accelerating consumption and higher incomes, establishing 

a broad presence in an underpenetrated market. With 

attractive valuations, we expect these firms to be good 

compounders over time and hope to find more 

undiscovered gems like them in the months and years 

ahead. 

Despite a turbulent quarter, as the chart John offers on 

page 12 makes clear, we haven’t changed our sector 

allocation. Semiconductors are developing a stronger 

competitive position and we’re happy to ride through this 

part of the cycle. Whilst we have reassessed our allocation 

to the smartphone sector, our exposure to technology 

overall remains overweight. 

“Whilst we have reassessed our allocation 

to the smartphone sector, our exposure to 

technology overall remains overweight.” 

We’re still underweight materials and energy and haven’t 

chased value stocks or commodities, although there is value 

in some Chinese stocks that have been punished over the 

past year. 

The themes and long-term trends that determined our 

portfolio allocation when we launched the Strategy on 11 

June 2019 remain firmly in place. The difference is that we 

now have more data points to confirm them. Despite the 

volatility, it’s business as usual. 
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Stonehorn Portfolio Overview – As at end of June 
 

Class I USD Net Performance 
 

Stonehorn Asia 
Equity Strategy^ 

Relative to 
MSCI AxJ † 

1 month -5.75% -1.26% 

3 months -12.33% -3.33% 

6 months -19.12% -2.85% 

YTD -19.12% -2.85% 

1 year -29.01% -3.99% 

Since Inception* 13.57% 3.91% 

Since inception (CAGR) 4.25% 1.19% 

* 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* 103.21% 98.26% 0.25 

* 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 -5.72% -1.23% 

3 months -12.23% -3.23% 

6 months -18.96% -2.68% 

YTD -18.96% -2.68% 

1 year -28.63% -3.60% 

Since Inception* 21.62% 7.15% 

* 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 Positions      Portfolio Weight 

Alibaba Group 9.52% 

TSMC 8.07% 

Samsung Electronics Co. 7.30% 

SK Hynix Inc 5.63% 

Bank Mandiri 5.53% 

 

 

 
 

Sector Allocation Weight 

Information Technology 31.21% 

Consumer Discretionary 26.70% 

Financials 16.76% 

Communication Services 9.04% 

Industrials 6.01% 

Utilities 2.80% 

Health Care 1.37% 

Consumer Staples 0.00% 

Energy 0.00% 

Materials 0.00% 

Real Estate 0.00% 

Cash 6.12% 

Total 100.0% 

 

Country Allocation Weight 

China 32.09% 

South Korea 21.34% 

Hong Kong 10.47% 

Taiwan 9.58% 

Indonesia 8.57% 

India 4.15% 

Vietnam 3.26% 

Philippines 3.25% 

Singapore 1.17% 

Thailand 0.00% 

Others 0.00% 

Cash 6.12% 

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. 
 
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 shares in 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. 
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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 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 

 

 

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

