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Year
Heritage Global 

Capital Fund 
(Class A)

MSCI Asia ex-
Japan Index  

(SGD, Dividends 
Reinvested)

MSCI World Index 
(SGD, Dividends 

Reinvested)

2012 +4.58% +22.73% +9.74%

2013 +47.98% +3.39% +31.57%

2014 +7.09% +4.96% +10.68%

2015 +9.91% -8.88% +6.63%

2016 +20.73% +5.71% +10.37%

2017 +11.80% +42.12% +13.64%

2018 -12.80% -13.93% -6.62%

2019 (YTD) +8.33% +16.64% +26.64%

Cumulative +132.27% +91.58% +153.46%

Annualised +11.11% +8.47% +12.33%
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For the twelve months ending December 2019, Heritage Global Capital Fund Class A has 
returned +8.33% and Class B has returned 1.04% in SGD terms. Our benchmarks, the 
MSCI Asia ex-Japan Index and MSCI World Index (Rebased to SGD with dividends 
reinvested) returned +16.64% and +26.64% respectively.  

Since inception, the fund’s Class A investment strategy has generated a cumulative return 
of +132.27% and an annualised return of +11.11% net of fees, while Class B has 
generated a cumulative return of +1.04% net of fees. This compares with the MSCI Asia 
ex-Japan Index and MSCI World Index (rebased in SGD terms) which has returned a 
cumulative return of +91.58% and +153.46% and an annualised return of +8.47% and 
+12.33% respectively. 

Market Overview 

The world seems to be a mildly better place than it was just one year ago. Trade tensions 
are eating with a Phase 1 deal signed just earlier this week. While the economic slowdown 
in China is concerning, it is now the top priority of the Central Government to deal with to 
maintain stability. We are confident that they will succeed. 

In our last memo, we wrote about the issues confronting Hong Kong. Thankfully, the worst 
seems have passed at the moment. Although there are long term political issues that are 
unresolved, the situation has calmed down significantly after the recent District Elections 
and a sense of normalcy is returning to the city. Although the city’s reputation has taken a 
dent in recent months, it has not done much damage to its efficacy as a financial hub. 

The recent extract from the Business Times Article is instructive 

Amid the city's tourism woes, the financial sector's resilience has been remarkable, with 
the Hong Kong Stock Exchange the top venue in the world after raising about US$40.3 
billion (S$54.3 billion) last year, according to data compiled by Bloomberg.  

Chinese companies accounted for almost two-thirds of the money raised.  

KPMG forecasts almost as many Hong Kong IPOs this year, raising as much as HK$300 
billion (S$52 billion) according to a December estimate.  

Chinese investors were also net buyers of city stocks for a 10th straight month in 
December, again signalling the city's role as the conduit for the Mainland.  

2

Heritage Global Capital Fund 
Investment Memo 

December 2019

Swiss Asia Financial Services 
AXA Tower #25-02 
Singapore 068811

heritagefund.com.sg

http://www.heritagefund.com.sg
http://www.heritagefund.com.sg


Money is flowing in the opposite direction. Offshore investors have been net buyers of 
mainland stocks via the exchange links with Hong Kong for all but four months since the 
Shenzhen link opened in December 2016.  

"There are a lot of global investors that want to invest in Chinese stocks and other financial 
products, and they do it through Hong Kong," said Tommy Wu, senior economist with 
Oxford Economics in Hong Kong. "That hasn't changed." 

It is worth repeating the point that many Hong Kong listed companies in fact derive most of 
their revenues outside of Hong Kong. Prominent examples include Tencent. Alibaba which 
has recently completed a dual listing in Hong Kong (the other being the US) is also 
another good example of this case. 

Reviewing The Decade 

The out-performance of US markets versus that of Asia has been hard to ignore with 
technology stocks like Facebook, Microsoft and Amazon driving significant portions of 
outperformance. 

We submit to you that the newfound dominance of these technology stocks are not to be 
dismissed easily. These companies have significant competitive advantages with business 
models that are far more scalable that traditional businesses. 

Einstein once remarked that the definition of insanity is to keep doing something despite 
getting the same results. Part of the hallmarks of investing is to adapt to the changing 
times. While the principles may remain the same, their application may differ. 
 
Churchill once remarked that you should never let a good crisis go to waste. We believe 
these words to be sage advice especially when it comes to investing. 

In 2019, we made notable new investments in companies in the Social Media & Social 
Networking Services Industry. We also deployed capital into solid businesses with 
significant competitive advantages  and earnings power like banks. 

These negative sentiments that rippled through the world had an impact on the share 
prices of these companies. At the same time, they continue to generate significant profits 
and maintain their market shares. 
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One significant difference we have made in our framework is to focus much more heavily 
on quality and the Return on Equity (ROE). This is a similar evolution to Warren Buffett’s 
own thinking of investments when we he evolved from investing in “cheap stocks” to 
finding good businesses at cheap valuations. 

Fortunately (or unfortunately depending on how you think about it), such opportunities to 
buy these companies at undervalued prices are rare. After all, many of these companies 
can be considered as “blue-chips” at a normal times trade at premium valuations and 
subdued dividend yields. 

This is not to say that investing in statistically cheap stocks cannot work. They do 
out-perform in aggregate over the long run. However upon deeper reflection, we have 
come to the firm conclusion that it is far more satisfying to invest in good businesses that 
are growing constantly as opposed to businesses that are trading at extremely cheap 
valuations as long as a reasonable valuation is paid. 

One challenge with that is that while cheap in aggregate, performance is entirely at the 
hand of events such as the controlling shareholder taking actions to unlock value, for an 
external party to pursue management changes and so on. 

In contrast, good businesses with well-defined economic moats already have management 
teams in place that are focused on compounding shareholder wealth. The following table 
illustrates the power of businesses that are earning good returns on their capital and the 
effect of compounding over time. 
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The shift in our thinking is a subtle one but one we are confident will deliver dividends to us 
as investors going forward into the future.  

Our positions in these high quality companies purchased at undervalued prices during the 
market turbulence in the last year have already yielded results for 2019. With sentiment 
improving across the board,  we are confident that this is just a sign of things to come as 
these market leaders continue to take market share from their weaker competitors in the 
market shakeout. 

Investment Opportunities  

We have always believed that it is within chaos do we find opportunities and the past few 
quarters having written quite extensively on the Hong Kong Situation, we do feel that Hong 
Kong has a lot of opportunities to offer.  

We have noticed Hong Kong-listed companies being unfairly sold down. Especially when 
not all Hong Kong-listed companies are 100% exposed to Hong Kong be it in terms of 
earnings or assets. If we are able to breakdown the exact percentage either in terms of its 
assets or earnings for Hong Kong companies that have been sold down heavily, we will 
definitely discover some gems. For example, Hong Kong Property Developers that have 
minimal exposure to Hong Kong but are highly diversified be it regionally or globally.  

One such example would be Tencent. Tencent is a Chinese Internet company with one of 
the most powerful network effects in the world – both direct and indirect – in the Chinese 
mobile-first market. The more users they got onto their platform, the more other users want 
to join, in order to be connected with their friends and families.  
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Furthermore, WeChat was smart to open their platform to third-part developers, who 
started offering their services on WeChat’s platform. Such indirect effects apply here – 
more users on the platform, more and more third-party developers will want to offer 
services on it, and vice versa.  

The company operates in numerous businesses that generate significant free cash flow, 
take very little capital to grow, and have long runways for growth in China. These 
businesses and investments consist of video game publishing, music and video 
subscriptions, e-commerce, mobile payments and online advertising, etc.  

However, the company’s key asset is WeChat, a mobile app that is unlike any application 
that exists in the world. WeChat is famously China’s app that can do everything – 
messaging, calls, hailing a cab, ordering food, social networking, online shopping, 
transferring money and much more. Having been to China, one will seriously feel 
handicapped without WeChat, for a better explanation watch this 6 min video.  

WeChat is an asset that has barely been monetised yet, but is in prime position to 
capitalise on numerous fast-growing industries worth hundreds of billions of dollars. 
Tencent is growing free cash flow at double digit figures every year, and given its unique 
competitive position and the markets in which it operates, there is likely a very long runway 
ahead for the company, despite already being one of the most valuable companies in 
China.  

Another great example would be Wharf Holdings. Wharf Holdings have 5 main business 
segments consisting of Development Properties, Investment Properties, Hotels, Logistics 
and an Investment Portfolio. However, if we were to split the Development Properties and 
Investment Properties into its respective regions - Mainland China vs. Hong Kong 
Properties, one would notice the Gross Asset Value Breakdown as shown in the image 
below. 
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These are essentially what we are referring to – Hong Kong-listed that slowly divested 
away from Hong Kong or virtually no exposure to Hong Kong at all. Over time, as the 
phrase, ‘This too shall pass’, we believe that these words will likewise apply to Hong Kong 
in the time to come and market will reprice such companies with much higher valuations.  

DISCLAIMER: This document is for informational purposes only and does not constitute an offer or 
solicitation to sell shares or securities in any funds managed by Swiss-Asia Financial Services Pte Ltd., or 
any related or associated company. Any such offer or solicitation will be made only by means of the Funds 
Private Placing Memorandum and in accordance with the terms of all applicable securities and other laws. 
None of the information or analysis presented are intended to form the basis for any offer or 
recommendation, or have any regard to the investment objectives, financial situation or needs of any specific 
person. 
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