
June 17, 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:

May 2019 Year-to-date 

-6.7 % -0.2%
-9.4% 4.1%
-9.3% 11.7%

-10.1%  0.0% 

Hong Kong Partners LP *     
Hang Seng Index **
Hang Seng Small Cap Index 
MSCI HK Small Cap Index 
HS Mid Cap Index -10.2%  4.4% 

Partners’ NAV $2.4368 after management fee and provisions, but before annual incentive fees of 15% on appreciation. 

Financial markets were under pressure last month after the US 
Administration proposed raising tariffs on Chinese exports to the US (the 
Global Dow Jones Index was down 6.8% for the month).  Our cautious 
stance this year with our portfolios of small/mid cap holdings of Hong 
Kong-listed companies with fundamentally strong operations in China, 
held the Fund’s results above the Hong Kong market’s turmoil during 
May. 

Overall market conditions, though, were quite extreme. The Hang Seng 
Composite Index (a broader measure of the top 496 listed, market 
capitalized companies and which represent ~95% of total market 
capitalization of all listed companies) declined 9.4% for the month. There 
were no stocks or groups holding up the overall market (as in 2017 where 
one tech stock contributed 25 points of the 35% gain in the Hang Seng 
Index that year).  The poor sentiment dragged down almost all stock 
prices.  Remarkably, one-half (241) of the constituents in the Index 
declined over 16%, on average, as the tariff concerns took a fierce bite 
out of investors’ risk appetites. 

In the last trading days of May, during the extreme volatility, we began 
initial buys in several A-rated stocks that had declined to levels that met 
our stringent investing requirements.  These are solid companies with 
above average prospects for growth.  Normally, our investing style of 
seeking to own out of favor, cheap stocks is to be buying early, before 
market expectations are exuberant and, then, sometimes, selling a bit 



 
 

early (in the past, not hanging on to great stocks that kept appreciating 
thereafter has generally been our principal mistake).   
 
Recent apocalyptic news coverage, featuring financial ‘expert’ opinions, 
has definitely heightened investor concerns.  Stock market news has 
forever been that way, and coupled with the challenging news, the 
bearish outlooks always tend to be highly convincing.  Peter Lynch 
commented in his book, One Up on Wall Street, that selling because of 
these ‘expert’ views would be a mistake.  Being out of the market and 
missing just the top few days when stocks have their biggest gains, can 
result in disappointing results versus having been fully invested: 

 
If you put $100,000 in stocks on July 1, 1994, and stayed fully invested for five 
years, your $100,000 grew into $341,722. But if you were out of stocks for just 
thirty days over that stretch— the thirty days when stocks had their biggest gains—
your $100,000 turned into a disappointing $153,792. By staying in the market, you 
more than doubled your reward.  

  
A big difference.  As to ‘expert’ advice, Lynch added: 
 

In centuries past, people hearing the rooster crow as the sun came up decided 
that the crowing caused the sunrise. It sounds silly now, but every day the experts 
confuse cause and effect on Wall Street in offering some new explanation for why 
the market goes up: hemlines are up, a certain conference wins the Super Bowl, the 
Japanese are unhappy, a trendline has been broken, Republicans will win the 
election, stocks are “oversold,” etc. When I hear theories like these, I always 
remember the rooster. 

 
 
There’s much controversy today regarding the US’s trade war with China.  
Many of the reflections presented are superficial and incorrect.  A 
definitive work of the deeper, underlying issues about China’s historic rise 
and position in the world’s economy is succinctly outlined in a recently 
published book called China’s Change, The Greatest Show on Earth.  
Written by my friend, Hugh Peyman, a keen observer based in Shanghai, 
China’s Change is recommended reading, which I will no doubt be 
referencing in future letters. 
 
Two powerful opposing views on the US/China trade issues, differing 
from much in the main stream news, are presented below; one by 
Stephen Roach and another from the Financial Times (stating ‘an effort 
to halt China’s economic and technological rise is almost certain to fail.’)  
These viewpoints help counter-balance the discussions on the vital 
issues surrounding the tariff war. 
 



 
 

Our cash levels are below 10% (of total market value) today due to the 
opportunity in last month’s decline to become more fully invested.  Our 
portfolios have a weighted average price-to-earnings ratio on this year’s 
estimates of just 5.9 times. Our value holdings are extremely cheap 
today.   

Sincerely, 

Brook McConnell  
President   
Email: brook@south-ocean.com Website: www.south-ocean.com Hong 
Kong 
 
Highlights of the two articles: 
 

1- America is in denial about the trade deficit — 
it’s not China, it’s us 
By  STEPHEN S. ROACH 

Published: May 28, 2019 4:06 p.m. ET 
  
U.S. trade deficit is made at home with appalling low savings 
rate 

 
MARK SCHIEFELBEIN/AFP/Getty Images 
Lighthizer as clueless today as he was then 

 
NEW HAVEN, Conn. (Project Syndicate) — “When governments permit 
counterfeiting or copying of American products, it is stealing our future, 
and it is no longer free trade.” So said President Ronald Reagan, 
commenting on Japan after the Plaza Accord was concluded in 
September 1985. 
Today resembles, in many respects, a remake of this 1980s movie, but 
with a reality-television star replacing a Hollywood film star in the 
presidential leading role — and with a new villain in place of Japan. 

This article was published with permission of Project Syndicate — Japan Then, China Now. 
https://www.ft.com/content/52b71928-85fd-11e9-a028-86cea8523dc2?segmentId=933f0c4f-25db-
597a-cd3a-423ed8ffe012 

 

2 - The looming 100-year US-China conflict 



 
 

Donald Trump’s unnecessary fight for domination is 
increasingly being framed as a zero-sum game 
William Thayer Sr June 5, 2019 

The astonishing white paper on the trade conflict, published on 
Sunday by China, is proof. The — to me, depressing — fact is that 
on many points Chinese positions are right. The US focus 
on bilateral imbalances is economically illiterate. The view that 
theft of intellectual property has caused huge damage to the US 
is questionable. The proposition that China has grossly violated 
its commitments under its 2001 accession agreement to the 
World Trade Organization is hugely exaggerated.  

Articles copied below: 
 

America is in denial about 
the trade deficit — it’s not 
China, it’s us 
Published: May 28, 2019 4:06 p.m. ET 
  
U.S. trade deficit is made at home with appalling low savings 
rate 

 

By 
STEPHENS. ROACH 

COLUMNIST 



 
 

MARK SCHIEFELBEIN/AFP/Getty Images 
Clueless U.S. Trade Representative Robert Lighthizer and Chinese Vice 
Premier Liu meet in Beijing in February. 
 
NEW HAVEN, Conn. (Project Syndicate) — “When governments permit 
counterfeiting or copying of American products, it is stealing our future, 
and it is no longer free trade.” So said President Ronald Reagan, 
commenting on Japan after the Plaza Accord was concluded in 
September 1985. 
Today resembles, in many respects, a remake of this 1980s movie, but 
with a reality-television star replacing a Hollywood film star in the 
presidential leading role — and with a new villain in place of Japan. 

Back in the 1980s, Japan was portrayed as America’s greatest economic 
threat — not only because of allegations of intellectual-property theft, but 
also because of concerns about currency manipulation, state-sponsored 
industrial policy, a hollowing out of U.S. manufacturing, and an outsize 
bilateral trade deficit. 

The tough macroeconomic constraints facing a saving-short 
U.S. economy are ignored for good reason: there is no U.S. 
political constituency for reducing trade deficits by cutting 

budget deficits and thereby boosting domestic saving. 



 
 

In its standoff with the U.S., Japan ultimately blinked, but it paid a steep 
price for doing so — nearly three “lost” decades of economic stagnation 
and deflation. Today, the same plot features China. 

Notwithstanding both countries’ objectionable mercantilism, Japan and 
China had something else in common: They became victims of America’s 
unfortunate habit of making others the scapegoat for its own economic 
problems. 

Like Japan bashing in the 1980s, China bashing today is an outgrowth of 
America’s increasingly insidious macroeconomic imbalances. In both 
cases, a dramatic shortfall in U.S. domestic saving spawned large 
current-account and trade deficits, setting the stage for battles, 30 years 
apart, with Asia’s two economic giants. 

Deficits made in America 

When Reagan took office in January 1981, the net domestic saving rate 
stood at 7.8% of national income, and the current account was basically 
balanced. Within two and a half years, courtesy of Reagan’s wildly 
popular tax cuts, the domestic saving rate had plunged to 3.7%, and the 
current account and the merchandise trade balances swung into 
perpetual deficit. 

In this important respect, America’s so-called trade problem was very 
much of its own making. 

Yet the Reagan administration was in denial. There was little or no 
appreciation of the link between saving and trade imbalances. Instead, 
the blame was pinned on Japan, which accounted for 42% of U.S. 
goods trade deficits in the first half of the 1980s. 
Japan bashing then took on a life of its own with a wide range of 
grievances over unfair and illegal trade practices. Leading the charge 
back then was a young deputy U.S. trade representative named Robert 
Lighthizer. 

Fast-forward some 30 years and the similarities are painfully evident. 

Predictable decline in savings 

Unlike Reagan, President Donald Trump did not inherit a U.S. economy 
with an ample reservoir of saving. When Trump took office in January 



 
 

2017, the net domestic saving rate was just 3%, well below half the rate 
at the onset of the Reagan era. But, like his predecessor, who waxed 
eloquently of a new “morning in America,” Trump also opted for large tax 
cuts — this time to “make America great again.” 

 
The U.S. national savings rate has fallen from 7.8% of GDP when Reagan took office to 
just 2.8% today. 
The result was a predictable widening of the federal budget deficit, which 
more than offset the cyclical surge in private saving that normally 
accompanies a maturing economic expansion. As a result, the net 
domestic saving rate actually edged down to 2.8% of national income by 
late 2018, keeping America’s international balances deep in the red — 
with the current-account deficit at 2.6% of gross domestic product and 
the merchandise trade gap at 4.5% in late 2018. 

And that’s where China assumes the role that Japan played in the 1980s. 
On the surface, the threat seems more dire. 

After all, China accounted for 48% of the U.S. merchandise trade deficit 
in 2018, compared to Japan’s 42% share in the first half of the 1980s. But 
the comparison is distorted by global supply chains, which basically didn’t 
exist in the 1980s. 



 
 

Data from the OECD and the World Trade Organization suggest that 
about 35%-40% of the bilateral U.S.-China trade deficit reflects inputs 
made outside of China but assembled and shipped to the U.S. from 
China. That means the made-in-China portion of today’s U.S. trade deficit 
is actually smaller than Japan’s share of the 1980s. 
Like the Japan bashing of the 1980s, today’s outbreak of China bashing 
has been conveniently excised from America’s broader macroeconomic 
context. That is a serious mistake. Without raising national saving — 
highly unlikely under the current U.S. budget trajectory — trade will 
simply be shifted away from China to America’s other trading partners. 

With this trade diversion likely to migrate to higher-cost platforms around 
the world, American consumers will be hit with the functional equivalent 
of a tax hike. 

Lighthizer as clueless today as he was then 

Ironically, Trump has summoned the same Robert Lighthizer, veteran of 
the Japan trade battles of the 1980s, to lead the charge against China. 
Unfortunately, Lighthizer seems as clueless about the macro argument 
today as he was back then. 

In both episodes, the U.S. was in denial, bordering on delusion. 

Basking in the warm glow of untested supply-side economics — 
especially the theory that tax cuts would be self-financing — the Reagan 
administration failed to appreciate the links between mounting budget 
and trade deficits. 
Today, the seductive power of low interest rates, coupled with the latest 
strain of voodoo economics — Modern Monetary Theory — is equally 
alluring for the Trump administration and a bipartisan consensus of China 
bashers in the Congress. 
The tough macroeconomic constraints facing a saving-short U.S. 
economy are ignored for good reason: there is no U.S. political 
constituency for reducing trade deficits by cutting budget deficits and 
thereby boosting domestic saving. 

America wants to have its cake and eat it, with a health-care system that 
swallows 18% of its GDP, defense spending that exceeds the 
combined sum of the world’s next seven largest military budgets, and 
tax cuts that have reduced federal government revenue to 16.5% of 
GDP, well below the 17.4% average of the past 50 years. 



 
 

This remake of an old movie is disconcerting, to say the least. Once 
again, the U.S. has found it far easier to bash others — Japan then, 
China now — than to live within its means. This time, however, the movie 
might have a very different ending. 

This article was published with permission of Project Syndicate —
 Japan Then, China Now. 
 
 
This Financial Times article, with points arguing effectually against much of the 
US’s contentions regarding the negotiations. 

The looming 100-year US-China 
conflict 
Donald Trump’s unnecessary fight for 
domination is increasingly being framed as a 
zero-sum game 
William Thayer Sr June 5, 2019 
 



 
 

 

The disappearance of the Soviet Union left a big hole. The “war on 
terror” was an inadequate replacement. But China ticks all boxes. 
For the US, it can be the ideological, military and economic enemy 
many need. Here at last is a worthwhile opponent. That was the 
main conclusion I drew from this year’s Bilderberg meetings. 
Across-the-board rivalry with China is becoming an organising 
principle of US economic, foreign and security policies. 

Whether it is Donald Trump’s organising principle is less 
important. The US president has the gut instincts of a nationalist 
and protectionist. Others provide both framework and details. The 
aim is US domination. The means is control over China, or 
separation from China. Anybody who believes a rules-based 
multilateral order, our globalised economy, or even harmonious 
international relations, are likely to survive this conflict is 
deluded.  

The astonishing white paper on the trade conflict, published on 
Sunday by China, is proof. The — to me, depressing — fact is that 
on many points Chinese positions are right. The US focus 
on bilateral imbalances is economically illiterate. The view that 



 
 

theft of intellectual property has caused huge damage to the US 
is questionable. The proposition that China has grossly violated 
its commitments under its 2001 accession agreement to the 
World Trade Organization is hugely exaggerated.  

 

Accusing China of cheating is hypocritical when almost all trade 
policy actions taken by the Trump administration are in breach of 
WTO rules, a fact implicitly conceded by its determination to 
destroy the dispute settlement system. The US negotiating 
position vis-à-vis China is that “might makes right”. This is 
particularly true of insisting that the Chinese accept the US role as 
judge, jury and executioner of the agreement.  

A dispute over the terms of market opening or protection of 
intellectual property might be settled with careful negotiation. 
Such a settlement might even help China, since it would lighten 



 
 

the heavy hand of the state and promote market-oriented reform. 
But the issues are now too vexed for such a resolution. This is 
partly because of the bitter breakdown in negotiation. It is still 
more because the US debate is increasingly over whether 
integration with China’s state-led economy is desirable. The fear 
over Huawei focuses on national security and technological 
autonomy. Liberal commerce is increasingly seen as “trading with 
the enemy”. 

 

A framing of relations with China as one of zero-sum conflict is 
emerging. Recent remarks by Kiron Skinner, the US state 
department’s policy planning director (a job once held by cold war 
strategist George Kennan) are revealing. Rivalry with Beijing, she 
suggested at a forum organised by New America, is “a fight with a 
really different civilisation and a different ideology, and the United 
States hasn’t had that before”. She added that this would be “the 



 
 

first time that we will have a great power competitor that is not 
Caucasian”. The war with Japan is forgotten. But the big point is 
her framing of this as a civilisational and racial war and so as an 
insoluble conflict. This cannot be accidental. She is also still in her 
job. 

Others present the conflict as one over ideology and power. Those 
emphasising the former point to President Xi Jinping’s Marxist 
rhetoric and the reinforced role of the Communist party. Those 
emphasising the latter point to China’s rising economic might. 
Both perspectives suggest perpetual conflict.  

 

This is the most important geopolitical development of our era. 
Not least, it will increasingly force everybody else to take sides or 
fight hard for neutrality. But it is not only important. It is 



 
 

dangerous. It risks turning a manageable, albeit vexed, 
relationship into all-embracing conflict, for no good reason. 

China’s ideology is not a threat to liberal democracy in the way the 
Soviet Union’s was. Rightwing demagogues are far more 
dangerous. An effort to halt China’s economic and technological 
rise is almost certain to fail. Worse, it will foment deep hostility in 
the Chinese people. In the long run, the demands of an 
increasingly prosperous and well-educated people for control 
over their lives might still win out. But that is far less likely if 
China’s natural rise is threatened. Moreover, the rise of China is 
not an important cause of western malaise. That reflects far more 
the indifference and incompetence of domestic elites. What is seen 
as theft of intellectual property reflects, in large part, the 
inevitable attempt of a rising economy to master the technologies 
of the day. Above all, an attempt to preserve the domination of 4 
per cent of humanity over the rest is illegitimate.  

 



 
 

This certainly does not mean accepting everything China does or 
says. On the contrary, the best way for the west to deal with China 
is to insist on the abiding values of freedom, democracy, rules-
based multilateralism and global co-operation. These ideas made 
many around the globe supporters of the US in the past. They still 
captivate many Chinese people today. It is quite possible to 
uphold these ideas, indeed insist upon them far more strongly, 
while co-operating with a rising China where that is essential, as 
over protecting the natural environment, commerce and peace. 

 

A blend of competition with co-operation is the right way forward. 
Such an approach to managing China’s rise must include co-
operating closely with like-minded allies and treating China with 
respect. The tragedy in what is now happening is that the 
administration is simultaneously launching a conflict between the 
two powers, attacking its allies and destroying the institutions of 



 
 

the postwar US-led order. Today’s attack on China is the wrong 
war, fought in the wrong way, on the wrong terrain. Alas, this is 
where we now are. 

martin.wolf@ft.com 

 
 
 



*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.   

 

 

 

 

 


