
August 10, 2018 

Dear Clients, Partners, and Friends, 

The results for South Ocean Management’s Delaware LP, Hong Kong Partners’ L.P., 
before incentive fees, were as follows: 

July 2018 Year-to-date 

 0.0% -12.9%
-1.3% -4.5%
-1.6% -0.1%

Hong Kong Partners LP *     
Hang Seng Index **
Hang Seng Small Cap Index 
MSCI HK Small Cap Index -1.2% -14.3%

Partners’ NAV $2.8143 after management fee and provisions, but before annual incentive fees of 15% on appreciation. 

The Hang Seng Index consolidated in July, on low volumes, after the June sell-off: 

Our holdings of small/mid cap shares of fundamentally strong companies with operations 
in China were firm last month. 

Though China-related equities in Asian trading centers currently lag world markets, it is a 
developing opportunity.  According to GuruFocus’ implied market projections, the 
risk/gain ratio has widened considerably in favor of China: 



 
 

 
 
Projected returns for the US are -2%, but +28% for China, annualized.   
 
What might change the directions of the two markets? 
 
High concentrations, especially in the Tech sector of the US (FANG stocks) are especially 
vulnerable to investor disappointment and loss of confidence. 
 
A recent article in  Seeking Alpha where Contrarian Thinkers published a report titled, 
"Why the co-dependence between big tech and passive and algorithmic investing could 
cause far more pain than most anticipate." 
 
…In this report, 13D argues that as the FAANG stocks lose momentum, the loss of upside 
momentum will inevitably turn into downside momentum and beget more downside 
momentum. 
We quote as follows: 

Throughout the near-decade-long bull run, tech giants and passive and 
algorithmic investing ascended hand-in-hand. The more a small group of 
tech companies dominated market returns, the less active investors could 
outperform tech-heavy indexes. And the more capital herded to passive and 
quant strategies, the less firm-by-firm price discovery could restrain tech 
stock inflation. 
It was a virtual feedback loop and the consequence is historic capital 
concentration in the tech sector. 
Companies in the NYSE FANG+ Index are valued at a multiple that’s 
almost three times that of the broader gauge, a greater divergence than at 
the top of the dot-com bubble. 
According to a Morgan Stanley analysis, “the e-commerce bubble” — which 
includes FANG plus Twitter and Ebay — has inflated 617% since the 



 
 

financial crisis, making it the third largest bubble of the past 40 years behind 
only tech in 2000 and U.S. housing in 2008. 

 
To add fuel to the fire, Morgan Stanley reported that tech now occupied the top ranking 
within momentum trade strategies (in the US): 

 

We have no concentration of tech stocks in our Hong Kong portfolios*.  Our weighted 
average price to earnings ratio on expected 2018 earnings is 6.7 times.  We will get a better 
read of those projections after interim reporting in August.   

Hong Kong’s local English paper is filled with analysis on the trade tensions between the 
US and China.  Our Hong Kong-listed holdings are generally domestically-oriented, China 
businesses.  Still, there’s much to consider and rather than dissect every angle, below are 
some of the recent headlines. 

Sincerely, 

Brook McConnell  
President   
Email: brook@south-ocean.com Website: www.south-ocean.com  
Hong Kong 
 

*31/07/2018 Tencent's $140 Billion Rout Is World's Biggest as Tech Sinks 

From Bloomberg L.P. 

If you thought the slump in U.S. technology stocks was bad, take a look at Tencent Holdings 

Ltd. The Chinese Internet giant has tumbled 25 percent from its January peak, erasing about 

$140 billion of market value. That’s the biggest wipeout of shareholder wealth worldwide, as 



 
 

measured from the date of each stock’s 52-week high. Facebook Inc., the F in the FANG block of 

mega-cap U.S. tech stocks, is the second-biggest loser with a $136 billion slump over the past 

three trading sessions.  

 

Top stories on the US-China trade war  

 
 

 

   

 

 

Top stories on the US-China trade war  
 

  

 
  

    

 

 

Beyond tariffs: China’s ‘precision strikes’ on US businesses  
  

 
  

 

 

 

Forget US-China trade war tariffs, 
this is what really worries Asia  

  

 

 

 

China holsters currency weapon as 
impact fades  

  

 



 
 

 

 

Chinese newspaper attacks 
Trump’s ‘street fighter-style trade 
drama’  

  

 

 

 

Opinion: Time for China to play 
hardball with US Treasuries in 
trade war  

  

 

 

Drinkers’ preference for local 
beers takes fizz out of US-China 
tariffs  

  

 

 

 

Trade war puts Asia’s big six in 
big trouble  

  

 

 

China ‘is talking to’ US, but is the 
trade war just getting started?  

  

 

 

 

China says latest tariff threat is a 
‘necessary and justified’ move  

     

 



*Hong Kong Partners LP risk disclaimer:

 Hong Kong Partners LP (The “Fund”) primarily invests in the Hong Kong equity market with a Greater China focus. 

 The Fund invests in China-related companies which involve certain risks not typically associated with investment in more developed markets, such as greater political, tax, economic, foreign exchange, liquidity 

and regulatory risks. 

 The Fund is also subject to concentration risk due to its concentration in Hong Kong, particularly China-related companies. The value of the Fund can be extremely volatile and could go down substantially within a 

short period of time. It is possible that a substantial value of your investment could be lost. 

 You should not make investment decision on the basis of this material alone. Please read the explanatory private placement memorandum for details and risk factors. 

**Index Descriptions: The Hang Seng Indexes are a widely recognized capitalization-weighted indexes that measures the 
performance of the three largest-capitalization sectors of the Hong Kong stock market in descending order.  The Hang Seng Index 
measures the largest 52 market capitalized listed companies in Hong Kong’s stock market.  The Hang Seng Mid Cap Index 
represents the next 193 largest capitalized listed companies, the Hang Seng Small Cap Index represents the next 187 largest 
capitalized listed companies in Hong Kong. 
The MSCI HK Small Cap Index is a free float-adjusted market cap weighted index designed to measure the performance of small 
cap equity securities in the bottom 15% of equity market capitalization in Hong Kong. With 69 constituents, the index represents 
approximately 14% of the free float-adjusted market capitalization of the Hong Kong equity universe. 
The Hong Kong Partners LP (HKP) is benchmark agnostic and its corresponding portfolio may have significant noncorrelation to any 
index.  The portfolios may invest in all sectors (within and/or on other stock markets) and the composition of securities in the 
portfolio may change periodically depending on market conditions at the time.  Securities in the portfolio will not match those in any 
index.  
Index returns are generally provided as an overall market indicator. You cannot invest directly in an index. Although reinvestment of 
dividend and interest payments is assumed, no expenses are netted against an index’s returns. Index performance information was 
furnished by sources deemed reliable and is believed to be accurate, however, no warranty or representation is made as to the 
accuracy thereof and the information is subject to correction. 
Before investing you should carefully consider the Partnership’s investment objectives, risks, charges and expenses. This and other 
information are in the prospectus, a copy for Accredited Investors may be obtained by inquiring to info@south-ocean.com.  Please 
read the prospectus carefully before you invest. 
The principal risks of investing in HKP: Equity Securities Risk. The value of the equity securities the Fund holds may fall due to 
general market and economic conditions.  Foreign Securities Risk. Investments in the securities of foreign issuers involve risks 
beyond those associated with investments in U.S. securities. Industrials Sector Risk. Companies in the industrials sector may be 
adversely affected by changes in government regulation, world events, economic conditions, environmental damages, product 
liability claims and exchange rates.  Consumer Discretionary Risk. Companies in this sector may be adversely impacted by changes 
in domestic/international economies, exchange/interest rates, social trends and consumer preferences. Information Technology 
Sector Risk. Information technology companies face intense competition, both domestically and internationally, which may have an 
adverse effect on profit margins. Detailed information regarding the specific risks of Hong Kong Partners LP can be found in the 
prospectus. Additional risks of investing in HKP include equity, market, management and non-diversification risks, as well as 
fluctuations in market value and NAV. An investment in a private limited partnership is subject to risks and you can lose money on 
your investment in the limited partnership.  
There can be no assurance that HKP will achieve its investment objective. The LP’s portfolio is more volatile than broad market 
averages. Shares of HKP cannot be bought or sold publicly, there is no active market in the Units and there are restrictions imposed 
on Limited Partnership unit transfers.  Partnership redemptions are handled by Authorized Administrators of the Partnership.   


