
February 15, 2019 

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: 

Jan 2019 

 4.8 % 
 8.1% 
 7.5% 
 6.0% 

Hong Kong Partners LP *     
Hang Seng Index **
Hang Seng Small Cap Index 
MSCI HK Small Cap Index 
HS Mid Cap Index  8.7% 

Partners’ NAV $2.5587   after management fee and provisions, but before annual incentive fees of 15% on appreciation. 

Selling evaporated in Hong Kong’s stock market at the beginning of January, thus ending 
last quarter’s rout, after the Federal Reserve reversed course on raising interest rates.  Our 
portfolios of small/mid cap, Hong Kong-listed companies, benefiting from operations in 
mainland China, rose with the rebound.   

In January, the Hang Seng Index rose 2,100 points to close at 27,942.  The fourth quarter 
low for 2018 was 24,540 which was the low for the year.   

The blue-chip index has advanced 3,400 points (13.8%) from that point, but remains below 
the year ago (all-time) high set at 33,484.  

We ended January with 25% cash and 75% in long term commitments to companies that 
will prosper with China’s economic development.  We believe our cautious stance is a 
reasonable exposure to the geopolitical trade-war risks and economic/earnings slowdown 



 
 

concerns which are very much at the forefront of investors’ concerns today.  We do not use 
leverage and have conservative earnings assumptions about our companies’ growth 
prospects.  That puts our portfolios at very cheap levels today.  Our weighted average 
price-earnings ratio for 2018 expected earnings is 6.8 times (most companies will start 
reporting their 2018 year-end results in March) and 6.2 times this year’s expected earnings. 
 
To counter its economic slowdown, China has embarked on massive infrastructure projects 
(see 10 new rail and bridge projects and videos here). Worries of a ‘hard landing’ are 
muted for now.  We are confident in the prospects of our undervalued, fundamentally 
strong holdings. 

Sincerely, 

Brook McConnell  
President   
Email: brook@south-ocean.com Website: www.south-ocean.com Hong Kong 
PS: we view China’s infrastructure commitments as necessary budget expenditures.  For 
instance, newly built trains traverse between important cities and provinces of China and 
they are super-fast.  Journey times are cut from 6 hours to 2 hours.   
 
Over 4,000 bullet trains run in China, carrying 4 million passengers every day, according 
to the China Railway Corporation.  Chinese high-speed rail (HSR) service began operation 
in 2008, running at speeds from 250 km/h to 350 km/h (217 mph).  China’s HSR network 
is expected to exceed 38,000 kilometers by 2025, and 45,000 km (or 27,961 miles) in the 
longer term, far more rail lines than in the rest of the world combined.  As of the end of 
2018, the total length of China’s high-speed railways rose to 29,000 kilometers, more than 
two-thirds of the world’s total. 
 
If you have ever been disposed to travel during Chinese New Year’s on the mainland, you 
would certainly believe the spending as direly necessary. 
 
As an illustration of the continued, massive build-out of China’s transportation, energy, 
housing, education and high-tech undertakings are its new skyscrapers. 
 

China is at the forefront of the boom in skyscraper construction, building 88 in 
total this year.  After China, the U.S. comes a distant second in the 2018 skyscraper 
league with 13 completions while the UAE comes third with 10. Due to China's 
skyward ambitions, Asia is the global hub of skyscraper construction, accounting 
for 76.2 percent of all completions this year (see chart below). 

https://www.statista.com/chart/12382/china-dominates-skyscraper-construction/ 
 



 
 

 
 
That’s quite a remarkable build-out and it benefits under-developed China in the long run!  
As former Prime Minister of China, Zhu Rongji, once commented, “I don’t mind spending 
$1 today for long term projects that will return $3 to me tomorrow.” 



*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.   

 

 

 

 

 


