
January 15, 2021 

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: 

Dec. 2020 Year-to-date 

 1.4% -9.9%
      3.4% -3.4%

 6.0% 18.5%
 0.3% 7.5%

Hong Kong Partners LP* 
Hang Seng Index** 
Hang Seng Small Cap Index 
MSCI HK Small Cap Index 
HS Mid Cap Index   7.9% 22.1%

Partners’ NAV $2.3316 after management fee and provisions, but before annual incentive fees of 15% on appreciation.   
The benchmark indexes cited above are not total return results whereby Hong Kong Partners LP’s return is inclusive and net of 
income and fees.  Three of these benchmark indexes are provided by HSI Services in Hong Kong and more information can be 
found at its website: https://www.hsi.com.hk/eng.  More info on the MSCI Index may found here: 
https://www.msci.com/documents/10199/73920289-8584-47fb-af65-7f57845bfb38 

New book: Insights of an American Investment Manager in Hong Kong, by Brook McConnell.  
Order a copy/Kindle eBook on Amazon.  Click this link: https://www.amazon.com/INSIGHTS-AMERICAN-
INVESTMENT-MANAGER-HONG-ebook/dp/B08KTWK2R4 

https://www.hsi.com.hk/eng
https://www.msci.com/documents/10199/73920289-8584-47fb-af65-7f57845bfb38
https://www.amazon.com/INSIGHTS-AMERICAN-INVESTMENT-MANAGER-HONG-ebook/dp/B08KTWK2R4
https://www.amazon.com/INSIGHTS-AMERICAN-INVESTMENT-MANAGER-HONG-ebook/dp/B08KTWK2R4


 



 



South Ocean’s portfolios of small/mid cap, Hong Kong-listed, China-geared holdings gained in 
December.  Our Hong Kong Partners LP increased 10.0% in the 4th quarter vs 11.2% for the blue-
chip Hang Seng Index and 11.3% for the MSCI small cap index. 

Last quarter, we began scaling out of long-held tech-related holdings, which were outperformers, 
reinvesting in stocks meeting our stringent buy discipline; that is, owning fundamentally strong 
companies selling below our longer-term intrinsic value calculation of the business.  We seek 15% 
annual returns and mandate a maximum price to pay for shares. 

This past summer, our proprietary screening process (the Banquet System, modeled after Warren 
Buffett’s investment process) trained our focus on leading down apparel producer, Bosideng 
Holdings (code:3998hk, HK$48.0 billion market cap, US$6.2 billion).  Bosideng ranked a top grade 
of ‘A’ on our fundamental check list, with earnings (EBIT) increasing (>21% CAGR) over the past 5 
years. The 40-year old, largest down manufacturer in the world was reorganizing its business lines 
from wholesale to labelled down apparel products being sold online via a branding program directed 
towards younger consumers on WeChat. We began buying at ~HK$2.30 price/share; 

 

The shares have increased to our near-term target and we are reducing the position today in our 
portfolios on the (surprising to us) short-term spike in price.   

Two ‘A-rated’ companies we purchased last quarter were heavy machinery maker, Lonking 
Holdings (code 3339hk, HK$11.5 billion, US$1.5billion market cap) and heavy machinery maker 
Zoomlion (code 1157hk, HK$ 14.7 billion, US$ 1.7 billion market cap).  These businesses should 
witness improving conditions with the ongoing infrastructure program in China and the ambitious 
Belt and Road Initiative.  Both positions are outperforming (Lonking up 15%, Zoomlion +50%) and 
we hold these single digit PE stocks for longer-term, higher valuations. 

We sold a large position in Alibaba late last year.  Though our total gain of ~25% was not as 
rewarding as hoped for, the Trump Administration’s opposition to US-listed China stocks and 

https://www.ebrd.com/what-we-do/belt-and-road/overview.html


China’s regulator sudden halting of Alibaba’s Ant Financial group China/Hong Kong dual IPO 
listing were cautionary events.  We may revisit the stock when things are less controversial.   

We continue to find many opportunities in Hong Kong’s very cheap stock market. 

In 2020’s first quarter, the WHO proclaimed a global pandemic and a Harvard study projected over 
half of the US population would contract the Covid-19 disease.  As credit markets seized and global 
stock markets panicked (rapidly nearing a waterfall in equity values), we decided in early to mid-
March to halve our top 10 holdings and move to cash.   

The Q1 crash was the shortest, sharpest, most volatile period in financial history (32 days, -35.4%, 
VIX at 85.47) concurrent with the shortest, sharpest, most volatile recession ever (Q1, -31.4% Q2, 
+33.1%). 

 

The collapse was abruptly halted on March 23 when the US Federal Reserve instituted a massive 
intervention.  At that time, countries worldwide were just beginning to ‘lock-down,’ the virus was 
spreading rapidly and Warren Buffett’s Berkshire Hathaway announced it had sold all positions in 
airlines.  We remained cautious with a ~30% cash position and lagged returns as the volatile markets 
rebounded.  (Had the Fed not intervened, who knows how much more markets would have sank!). 

Hong Kong’s stock market is inexpensive, relatively and absolutely.  Looking at the breakdown of 
the main indexes, our portfolios are concentrated in the small to mid-cap sectors;   

Dec 31 2020       P/E 2020 2021 

Hang Seng Index – 52 stocks – US$3.4 Trillion Market Cap 14.9x 12.4  10.4 

Sector make-up: – 35% Financials, 44% Tech, 5% energy, 5% Real Estate  

(South Ocean Mngt Owns 1: CK Hutchison) 

Mid-Cap – 193 stocks – US$846 Bn Market Cap   12.3x 10.7  9.8 

Make-up: - 22% Financials, 21% Consumer (includes cyclicals like auto, retailers), 12% 
Industrials, 11% Real Estate 



(SOM Owns 5: China Railway Construction, Kingsoft, Bosideng, Xinyi Glass, Beijing Ent Water) 

Small Cap – 187 stocks – US$255 Bn Market Cap   12.0x 10.8  9.5 

Make-up: - 25% Financials, 15% Industrials, 11% Basic Materials, 8% Consumer Cyclicals, 10% 
Real Estate 

(SOM Owns 10: ChinaSoft, Asia Cement, China Water, Lonking, VSTECS, Wisdom Edu, YiChang 
HEC, China Tian Lun Gas, China Lilang, Tongda) 

(Remarkedly, over the past year, the tech sector has dramatically increased its weighting in the Hang 
Seng blue-chip index, which used to carry a 58% weighting of financial stocks a year ago.  The 
Hong Kong Exchange allowed companies organized with dual voting rights to list such as Alibaba, 
Netease and JD.com).   

China managed to contain the outbreak of the virus (after initially mismanaging it), resuscitating its 
economy to where analysts (Nomura and China Int’l Cap’l Corp) are now projecting 9% GDP 
growth in 2021.  

As the new Biden administration is ushered in, China has inked two huge trade deals of importance 
since the November 4 election: The Regional Comprehensive Economic Partnership, including 15 
Asia-Pacific countries, and the Comprehensive Agreement on Investment (CAI) between the EU and 
China.  To the latter, the program is not only crucial to the EU’s future success for autonomy but the 
European Commission hailed the trade agreement as “the most ambitious agreement that China has 
ever concluded with a third country.”  The significance of these agreements, which promises to open 
China further, is not well appreciated by the investment community as of yet. 

Technological advancement is directly related to economic growth.  A bullet freight train, with a 
designed speed of 350km/h (220m/h), has recently rolled off the assembly line in China's Tangshan 
city, a world's first.  With a smart communications system, guided by its homegrown navigation 
satellite system (to precisely load and unload cargo), the PRC is entering a new era of on-demand 
delivery, advanced interconnectivity for innovative supply chain solutions and enhanced logistics.  
(Note the elevated rail tracks the freight train speeds along in this 1 minute video here).  To relate, 
Warren Buffett’s Burlington Northern/Santa Fe railroad company (which is handling more and more 
Asian bound/entered goods) has a systemwide average train speed of around 20 mph on its 32,000-
mile system. https://www.ble-t.org/pr/news/headline.asp?id=15831 

February 14 will start the Year of the Ox, the Chinese symbol of diligence, persistence, and honesty.  
We wish all our partners investing along with us a prosperous and safe 2021.  Please let me know 
your thoughts on the new book ����. 

Sincerely, 

Brook McConnell  

President – South Ocean Management, Ltd. 

https://www.thestartv.com/v/world-s-first-350-km-h-freight-train-off-assembly-line
https://www.ble-t.org/pr/news/headline.asp?id=15831


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

 
*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 

PS: We occasionally highlight trends and developments in the Middle Kingdom.  This video of a China 
school principal leading morning calisthenics with his pupils went viral:  

https://www.youtube.com/watch?v=MxXogZb1Xog 

The January issue of The Economist carried an article detailing China’s advanced consumer society... To 
quote: Yet as we explain this week (see article) it is in China, not the West, where the future of 
e-commerce is being staked out.   

Why retailers everywhere should look to 
China 
That is where they will see the future of e-commerce 

Leaders  Jan 2nd 2021 edition 
 

• https://www.economist.com/leaders/2021/01/02/why-retailers-everywhere-should-look-to-china?utm_campaign=the-economist-this-

week&utm_medium=newsletter&utm_source=salesforce-marketing-cloud 

Over the past ten months most people in the rich world have participated in the biggest 
shopping revolution in the West since malls and supermarkets conquered suburbia 50 
years ago. The pandemic has led to a surge in online spending, speeding up the shift from 
physical stores by half a decade or so. Forget the chimney; Christmas gifts in 2020 came 
flying through the letterbox or were dumped on the doorstep. Workers at a handful of 
firms, including Amazon and Walmart, have made superhuman efforts to fulfil online 
orders, and their investors have made supernormal profits as Wall Street has bid up their 
shares on euphoria that Western retailing is at the cutting edge. 

Yet as we explain this week (see article) it is in China, not the West, where the future of e-
commerce is being staked out. Its market is far bigger and more creative, with tech firms 
blending e-commerce, social media and razzmatazz to become online-shopping emporia for 
850m digital consumers. And China is also at the frontier of regulation, with the news on 
December 24th that trustbusters were investigating Alibaba, co-founded by Jack Ma, 
China’s most celebrated tycoon, and until a few weeks ago its most valuable listed firm. For 

mailto:brook@netvigator.com
http://www.south-ocean.com/
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a century the world’s consumer businesses have looked to America to spot new trends, 
from scannable barcodes on Wrigley’s gum in the 1970s to keeping up with the 
Kardashians’ consumption habits in the 2010s. Now they should be looking to the East. 

China’s lead in e-commerce is not entirely new. By size, its market overtook America’s in 
2013—with little physical store space, its consumers and retailers leapfrogged ahead to the 
digital world. When Alibaba listed in 2014 it was the world’s largest-ever initial public 
offering. Today the country’s e-retailing market is worth $2trn, more than America’s and 
Europe’s combined. But beyond its sheer size it now stands out from the past, and from the 
industry in the West, in several crucial ways. 

For a start it is more dynamic. In the past few years new competitors, including Meituan 
and Pinduoduo, have come of age with effervescent business models. One sign of fierce 
competition is that Alibaba’s share of the market capitalisation of the Chinese e-commerce 
industry has dropped from 81% when it listed to 55% today. Competition has also led e-
commerce and other tech firms to demolish the boundaries between different types of 
services that are still common in the West. Point and click are passé: online-shopping 
platforms in China now blend digital payments, group deals, social media, gaming, instant 
messaging, short-form videos and live-streaming celebrities. 

The obvious, multi-trillion-dollar question is whether the Chinese model of e-commerce 
will go global. As has been the case for decades, Silicon Valley’s giants still tend to 
underestimate China. There are few direct links between the American and Chinese e-
commerce industries, partly owing to protectionism on both sides (Yahoo sold much of its 
stake in Alibaba, far too early, in 2012). And Western firms have long been organised in 
cosy, predictable silos. So Visa specialises in payments, Amazon in e-commerce, Facebook 
in social media, Google in search, and so on. The main source of uncertainty in e-commerce 
has been just how many big traditional retailers will go bust—over 30 folded in America in 
2020—and whether a few might manage the shift online, as Walmart and Target have. 

Yet however safe and siloed Western e-retailing may appear to be, it is now unlikely that it 
will become the world’s dominant mode of shopping. Already, outside rich countries, the 
Chinese approach is gaining steam. Many leading e-commerce firms in South-East Asia 
(Grab and Sea), India (Jio), and Latin America (Mercado Libre) are influenced by the 
Chinese strategy of offering a “super-app” with a cornucopia of services from noodle 
delivery to financial services. The giant consumer-goods firms that straddle the Western 
and Chinese markets may transmit Chinese ideas and business tactics, too. Multinationals 
such as Unilever, L’Oréal and Adidas make more revenue in Asia than in America and their 
bosses turn to there, not to California or Paris, to see the latest in digital marketing, 
branding and logistics. 

Already, Chinese characteristics are emerging in the retail heartlands of the West, partly as 
a result of the pandemic. The silos are breaking down as firms diversify. Facebook is now 
promoting shopping services on its social networks, and engaging in “social commerce”, 
including in live-streaming and the use of WhatsApp, for messaging between merchants 
and shoppers. In December Walmart hosted its first live shopping event within TikTok, a 



Chinese-owned video app in which it hopes to buy a stake. In France in the past quarter the 
sixth-most-downloaded e-commerce app was Vova, linked to Pinduoduo’s founder. And 
new entrants may finally make progress in America—the share price of Shopify, a platform 
for Amazon exiles and small firms, has soared so that it is now valued at more than $140bn. 

This shift to a more Chinese-style global industry promises to be excellent news for 
consumers. Prices would be lower, as China has seen fierce discounting by competing 
firms. Choice and innovation would probably grow. Even so, Chinese e-commerce has 
flaws. In a Wild West climate, fraud is more common. And there are those antitrust 
concerns. It is tempting to see the crackdown on Mr Ma as just another display of brutal 
Communist Party power (see article). It may partly be that, but China’s antitrust regulators 
are also keen to boost competition. That means enforcing interoperability, so that, for 
example, payments services on one e-commerce platform can be used seamlessly on a rival 
one. And it means preventing e-commerce firms from penalising merchants who sell goods 
in more than one place online. So far American and European trustbusters have been 
ineffectual at controlling big tech, despite a flurry of lawsuits and draft laws at the end of 
2020. They, too, should study China, for a sense of where the industry is heading and how 
to respond. 

There is a pattern to how the West thinks about Chinese innovation. From electronics to 
solar panels, Chinese manufacturing advances were either ignored or dismissed as copying, 
then downplayed and then grudgingly acknowledged around the world. Now it is the 
Chinese consumer’s tastes and habits that are going global. Watch and learn.■ 

 

https://www.economist.com/finance-and-economics/2020/12/29/is-china-right-to-tame-ant


*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.   
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