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Ashvin Murthy
AVM Capital
Ashvin Murthy is the Founder and Chief Investment Officer of AVM Capital. Ashvin began his career in finance at UBS. He was involved in trading
complex derivatives across the Fixed Income spectrum, a journey that
involved working in 4 different teams across Singapore, London and
Zurich. He then moved to Hong Kong to lead the FX Options Team at
Natixis. This breadth of experience in financial markets enabled Ashvin
to develop a proprietary strategy that delivers robust and steady returns
through different economic regimes.

Navigating the storm
Many hedge fund firms have struggled with volatile markets
in the past year, but AVM Capital has been able to outperform
many of its peers. To find out more, HFM sat down with AVM
Capital chief investment officer Ashvin Murthy

Q While most of your peers
in the global macro have
been struggling over the
past year, you have generated 17.2% returns with a
Sharpe ratio of 6.8. What
have you done differently?
A We haven’t changed our investment
approach over the past five years. It
is a nimble strategy with a systematic
element that adapts to different volatility and market regimes. The same
strategy which allowed us to clock in
five straight monthly gains during the
height of the Covid market tantrum,
has also allowed us to navigate the
whole of 2021 with no monthly losses.
Our investment mantra is all about
separating the facts from the feelings,
and the signal from the noise. This
has become even more important
nowadays with the narrative in the

investment community often changing
quickly to match the smallest moves
in the markets, rather than focusing on
the underlying economic trends. Our
data driven process helped us remain
laser focused on the rapidly evolving
market regime as the world started to
reopen in 2021, and we were able to
capitalise on opportunities where the
narrative and positioning in the market
was out of line with economic reality.
Over the past year, with implied
volatilities relatively elevated in many
asset classes, our strict rules also
made us avoid crowded relative value
trades with lots of embedded leverage.
These trades tend to look optically attractive as they are meant to generate
steady returns if there is no change in
the interest rate regime, but can also
blow up quite spectacularly as we
have just seen once there is a shift in
central bank policy.

Q People tend to associate
macro hedge funds with
higher risk and volatility,
yet you are generating
steady double digit returns
with less volatility than
safe government bonds.
What differentiates AVM
from its competitors?
A Macro hedge funds are traditionally known to take big concentrated
bets on a few trades and thrive when
markets are chaotic. We wanted to
build something different in the macro
investing space that would be nimble
enough to adapt to any volatility or
economic regime.
We spend a lot of time analysing
where the global economy is heading
over the next three to 12 months, and
our data driven process selects trades
which have at least a 70% chance of
HFM ASIA TOP PERFORMING FUNDS
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making money in the economic regime
that we expect to be in. We keep taking small positions in different trades,
each with relatively high winning odds,
and this healthy win loss ratio helps
us generate the steady return profile
with volatility that resembles a fixed
income portfolio.
This deep understanding of how
financial assets have behaved in
different parts of an economic cycle is
critical to the strategy. History tends
to repeat and contrary to what people
might say, this time is rarely ever
different.

Q We have been through
several bull and bear
markets since the launch
of the fund, including the
sudden crash early last
year. How have you been
able to avoid steep drawdowns during these different market regimes?
A We always start by asking ourselves
how much we are willing to lose on
a trade if we are wrong. By being
disciplined and approaching every
trade in this manner, we will be emotionally ready to accept a loss when it
happens, and quickly move on to the
next trade.
One of the biggest mistakes
traders make is to focus on how much
they want to make on a trade without having a plan on how to manage
losses if things do not work out. Even
when they do have a plan, many do not
stick to it, and this can lead to outsized
losses in a portfolio. It is extremely
important to remove this element of
cognitive bias, which is why we have
implemented a systematic trading
strategy to manage our positions and
ASIA TOP PERFORMING FUNDS
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it gets us out of bad trades when our
stop loss levels are hit. We make no exceptions to the trading signals that are
generated from our proprietary model,
and this has helped us take our losses
early when trades have turned sour.
This is also why we only trade the most
liquid financial instruments as we need
to be able to exit trades easily when
we are looking to take a loss.
To complement this approach,
we stress test our portfolio daily to
see what would happen if there was
a sudden change in the economic
regime, like what we experienced in Q1
last year. This gives us a good idea of
where the major risks are in our portfolio, and we put on the appropriate tail
risk hedges to limit the losses in the
eventuality that such an event occurs.
Avoiding huge drawdowns is an
effective way of accentuating your
longer term compounded returns.
This is why we are happy spending
some money on tail risk hedges as it
can protect us against huge drawdowns during black swan events.

Q How has the business
grown since you launched
the fund?
A The fund’s assets have grown over
ten times since it was launched five
years ago. This growth picked up pace
in the second half of 2020 after having
successfully navigated the markets in
the earlier part of the year, with our AUM
more than doubling over the past year.
Investors look to us for diversification as our correlation to equity
and bond markets is close to zero.
We have also made money during
the three biggest crashes in equity
and bond markets over the past five
years, so it has been offering investors

protection on top of the long-term
diversification benefits.
We have also been seeing more
family offices come on board recently.
They have been seeking replacements
for their fixed income investments
which are struggling in this rising interest rate environment. The fund, which
has no lock ups, has been offering
them less volatility and drawdowns
than their fixed income instruments,
but generating the double digit returns
they seek from riskier investments like
equities.

Q What are the main risks
to financial markets you
see on the horizon?
A One issue we are closely monitoring the slowdown in the Chinese
economy as a result of the crackdown
on the tech and property sectors. China has grown rapidly over the past 20
years and is now the second biggest
economy in the world. A slowdown
in China will have an adverse impact
on overall global demand, and this
will have an outsized effect on many
emerging markets that exports goods
and commodities to China.
This crackdown has been picking
up pace recently, with business and
consumer sentiment plunging alongside poor economic data. In such a
large country where regulations are
intertwined and complex, change
needs to happen gradually so that
companies and individuals have time
to adapt. If we push through changes
too quickly for an extended period of
time, the economic impact may end
up being much larger than expected,
and no amount of monetary stimulus
would be enough to prevent a collapse
in the system.

Paul Gan
Gopher Redwoods Asset Management
Paul Gan has over 15 years of investment experience in global hedge funds.
At Noah Holdings, he is responsible for running the offshore multi-manager
business, leading the manager selection and portfolio construction effort internationally. Prior to joining Noah in 2016, he was Deputy Portfolio Manager
at LGT Capital Partners, a global alternative investment specialist headquartered in Switzerland with over $50bn in assets under management, and was
responsible for hedge fund research and manager selection in Asia. During
his 10-year tenure with LGT, he was a core part of the Asian investment team
which helped develop the framework for portfolio construction, manager
research and proprietary investment systems, and manage several
Asia-dedicated fund-of-hedge-funds and fund-of-long-only-funds portfolios.
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The Chinese
opportunity
Chinese equities are featuring in international portfolios like never
before, but this economic power has traditionally been a difficult
story to access for many investors. To get insight on how his firm
has been able to capitalise on Chinese growth, HFM sat down with
Paul Gan of Gopher Redwoods Asset Management Limited

Q What makes Gopher’s
setup unique and differentiated?
A Gopher has over 10 years of history
running as an independent asset
management firm, specializing in
alternative investments in China. With
its long history on the ground, there is
a lot of accumulated know-how and
connections, spanning across public
and private markets, both onshore and
offshore. Our onshore and offshore
multi-manager business lines started
in 2010 and 2013 respectively. We
are one of very few active players in
the market who can genuinely show
proven continuity with such long track
record in both worlds. The collaboration and interactions amongst different
teams internally can be highly synergistic and have proven to be very fruitful
for manager selection over the years.

Q What makes the fund’s
strategy unique and differentiated?

A With our long-term footprint on the
ground, we have been able to evolve
with the capital markets in China over
the years. Similar to our multi-manager
peers globally, our business has also
been constantly innovating just to stay
competitive and ahead of the curve.
Amongst the various initiatives that
we have gone after, the one that I feel
has become the most mature and has
even exceeded our expectations is our
all-out effort to embrace investments
in “emerging managers”.
This is not just about spotting
the newest generation money
management talent early, but also
about opening our minds to more
niche strategies and/or newer asset
classes in China. For many of our
global peers, the word “China” is
already quite adventurous enough, let
alone the combination of “emerging
managers” and “China”. However, this
is exactly where we see there is a lot
of value to be added, and where we
have shown to be able to create value
over recent years.

Q How are Gopher Asset
Management and Noah
Holdings related?
A Gopher Redwoods Asset Management Limited was established in Hong
Kong in July 2018 as a spin-off of Gopher Asset Management’s (“Gopher”)
offshore public market investment
segment.
Gopher was founded in March
2010, headquartered in Shanghai with
220 full time employees. It is the wholly owned asset management affiliate
of Noah Holdings Limited. Gopher is a
leading alternative asset management
firm in China with $25bn in assets
under management.
Noah Holdings was founded in
2005, headquartered in Shanghai with
global offices in Hong Kong, Singapore, Taiwan, New York, and Silicon
Valley. It is one of China’s largest
wealth management firms with $84bn
in assets under advisory. It was listed
in the New York Stock Exchange
(NYSE: NOAH) in 2010.
HFM ASIA TOP PERFORMING FUNDS
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Q What are the biggest
challenges in the Chinese
equity market?
A The biggest challenge is no doubt
China’s evolving policy regime and its
enormous impact on the equity markets.
At times, the policy impact can be more
nuanced than obvious, which makes it
even more challenging to anticipate and
re-calibrate. This will remain the case for
years and even decades to come, but
this is also what we, as an active allocator in China, have learned to always live
with.
Another big challenge is that market
cycles have become much shorter
than in the past. What used to be
decade-long market cycles can now
be played out from boom to bust within
a few years. When it comes to China,
the notable bust years are 2008, 2011,
2015, 2018 and 2021 (so far) – there is
a bust year once every three years. A
lot of sectors and/or thematic trends
that were at some point popular plays in
China lasted even shorter than that. Of
course, one can always say China is a
structural growth story and be content
with the easier route of letting growth
ride out its volatility eventually. However,
as an active allocator, we need to work
that much harder to stay ahead of the
curve, constantly re-calibrate our portfolio, and hopefully reduce our volatility in
the process.

Q What are the biggest opportunities in the Chinese
equity market?
A The fact that market cycles have
become shorter in China is a big
opportunity in itself. This means, for any
given investable theme, its upside gets
concentrated around say a three-year
window (instead of over a decade). This
ASIA TOP PERFORMING FUNDS
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in turn means a much higher potential
annualised return if one manages to
capture it from beginning to end.
Equally importantly, the Chinese government does not mind showing their
“visible hand”, with an active agenda to
constantly push the nation and its people forward. Over time, this has become
a consistent engine to generate new
initiatives, new growth drivers, and thus
new investment opportunities. This
naturally results in an investment environment that punishes complacency
and rewards hard work, probably more
so than most other markets globally.
This can work to our big advantage as
an active allocator, as we take a lot of
pride in always working very hard for our
investors.

Q How important is manager selection when it comes
to investing in China?
A For this, one needs to look no further
than some factual performance statistics published by investment banks
and database vendors. The result
clearly shows wide dispersion of returns
amongst managers statistically, and I
think this is as objective as it gets.
From a practical selection standpoint, the manager landscape in China
has become increasingly bipolar. On
one hand, you have got a handful of
managers reaching the prestigious
“multi-billion-dollar” milestone, and continuing to grow assets strongly. On the
other hand, there is a very large group of
managers, despite credible background,
being stuck with very small asset base
and little signs of breaking through.
While asset management is obviously a
“survival of the fittest” game, this bipolar
nature is more so in China than any other
major geographies in my opinion.
The dilemma of course is then to

choose between a) staying with the
proven mega ones until their inevitable
return dilution, and b) taking the risk
of recycling capital to less proven but
potential hidden gems in order to stay
at the cutting edge. We have chosen
the harder but potentially much more
rewarding latter path.

Q What is the one thing that
a lot of people get wrong
about China?
A Post a series of severe regulatory
crackdown (and continuing) that has
taken the world by surprise, the “China
is now un-investible” camp has clearly
gained increasing popularity within
the global investment community. This
is clearly reflected by the massive
underperformance of Chinese equities
relative to the rest of the world over recent months. However, over the longer
term, investors in this camp might end
up in disappointment.
China is a nation with very long-term
aspirations, and has long utilized a
combination of socialism and capitalism
to manage its course both domestically
and globally over the past few decades.
There are times when the interest of
socialism and capitalism might conflict with each other, and this is when
priorities will be given to the longer term
prospects of the nation and its people.
The recent “visible hand” is not a complete change of course or, worse yet,
regression in China. Instead, I view this
as a series of “recalibration” maneuvers
to fix certain fundamental flaws in the
system while there is still enough time
and buffer to do so. This is about taking
some short-term pain, solidifying the
foundation, and coming out stronger
than ever further down the line. Obviously, being in my position, I am biased.
But we shall see.

Sponsored content
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Ken Xu
Strategic Vision Investment
Ken Xu is partner and CIO at SVI. Before this, he was managing director
and portfolio manager at Point 72/SAC Capital from February 2011 to
May 2014. His earlier career included spells at Och-Ziff Asia, Goldman
Sachs (Asia) and PricewaterhouseCoopers.

A visionary approach
to achieving industryleading results
Ken Xu of Strategic Vision Investment highlights his differentiated approach
to delivering best-in-class returns, despite market volatility, and where he’s
finding opportunities

Q The fund delivered net
returns of +205% in 2020
and +35% YTD, how were
you able to achieve this?
A Our approach is governed by three
key principles: we seek high return
potential opportunities, with a high degree of certainty, and protection from
significant downside risks. We employ
a top-down and bottom-up framework,
focused on high-quality winners of
identified structural megatrends in
China.
Top-Down: We invest in megatrends, backed by fundamental
drivers, that could re-define the future
and underpin sustainable long-term
returns. Key themes include Energy
Revolution, Advanced Manufacturing,
New Materials, Healthcare/BioTech,
AI Revolution, Cloud/SaaS and Industry Consolidation.
Bottom-Up: We conduct rigorous
research to find high-quality megatrend beneficiaries. However, they
must satisfy a stringent set of investment criteria:
1. 2-10x value growth potential
with 25-35% forecasted IRRs

2.

3.

4.
5.

over the next 3-10 years
Strong competitive advantages with a leading industry
position and growing market
share
Strong management team
with a demonstrated track
record of success
Robust business model and
healthy cash flows
Sound corporate governance
with concern for minority
shareholders’ interests

Many companies can meet some
of these criteria – few can meet all five.
Through this, we filter opportunities
down to a high-conviction long book
with the top 20-25 positions accounting for 80-95% of our long exposure.
However, investing in megatrends
doesn’t come without volatility. We
emphasise the importance of a robust
short book, which we view as a powerful ally to our long book. Our short
book provides balance to long-term
holdings and may help protect the
portfolio in downturns. This enables
patience in holding high-conviction
longs with minimal adjustments.

Q How were you able to
successfully weather
periods of elevated market
volatility?
A Our short book, combined with a
high-quality long book, has been instrumental in the fund’s resilience. We employ three types of shorts: single-stock
structural shorts, single-stock tactical
shorts, and market hedges via index put
options.
While our shorts can help generate
alpha, they are primarily designed to
mitigate significant downside tail risks.
Our market hedges serve as protection mechanisms that may act as
insurance against severe drawdowns,
without significantly dragging on
returns when markets rebound.
As a result, the fund has outperformed the market in eight of nine
down months since inception, where
the fund delivered average monthly
returns of +2.1% in down markets,
compared to -4.0% by the market.
When markets fell -10% in 1Q20
during the Covid-19 breakout, our fund
delivered +22% in returns through
three consecutive months of positive
HFM ASIA TOP PERFORMING FUNDS
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returns. During this period, our long
book was down -4.4%, while the short
book was up over +26%.

Q Chinese equities have
experienced heightened
policy risks as of late – how
do you navigate this uncertainty?
A It starts with our deep roots in China,
which enable an enhanced understanding of onshore dynamics. Our investors
were all born and raised in China and are
based across Hong Kong, Beijing, and
Shanghai. We’ve invested in local markets for many years and maintain strong
connectivity to the local community with
our fingers on the pulse of the society.
As shifts occur and filter through to equity markets, we’re able to anticipate risks
and opportunities earlier than many
international investors can.
We also employ a proprietary
macro risk monitoring framework with
escalating risk levels to help inform
investment decisions. By closely
watching potential risks as they move
from general societal angst, to mentions in the media and ultimately by
policymakers, we aim to position the
portfolio to avoid, and potentially profit,
from potential policy changes.
For instance, the market corrected
-11% in July 2021 due to policy tightening against Internet platforms and the
after-school tutoring (AST) industry.
However, our fund only corrected -1%,
with the short book generating +10% in
returns. Index puts were effective, but
more importantly, we sensed risks of
a regulatory crackdown earlier in the
year, leading us to exit our long positions in the AST segment in March 2021.

Q What differentiates you
from your peers?
ASIA TOP PERFORMING FUNDS
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A Our long-term strategic vision means
we see markets differently. With our topdown focus on future megatrends and
stringent bottom-up investment criteria,
we see through short-term noise to
find attractive long-term opportunities.
This leads to differentiated portfolio
exposures compared to peers, and
subsequently, lower returns correlations as well.
For example, we have minimal exposure to segments like e-commerce.
As a relatively mature industry with
intensifying competition and mounting
regulatory pressures, we struggle to
find the growth potential and risk-reward profile required. Top players
would’ve made good investments
ten years ago, when Chinese banks
and consumer goods companies
were popular. But as forward-looking
investors, we’re looking to invest in the
winners of tomorrow, not today.
Our differentiated approach can
allow us to be earlier than market
consensus. We’ve been investing
in renewable energy companies as
early as 2015, well before they were
popular amongst investors. Tech
innovation was driving down cost
curves and pushing Chinese players
to the industry forefront. Meanwhile,
burgeoning demand was creating
powerful long-term earnings growth
drivers. We invested in some of the
leading players earlier on in their life
cycle, which eventually became top
contributors to portfolio returns.

Q What are some of the
structural megatrends
you’re most excited about
today?
A We are constructive on advanced
manufacturing, which includes the
high-precision manufacturing, industrial

automation, and semiconductors and
semiconductor equipment segments.
Leveraging a massive and highly
educated workforce, Chinese corporates are investing heavily in R&D to
rapidly innovate and climb the global
value chain. Increasingly competitive
players are emerging, with scope for
some to grow revenues by over 20x or
more in the next decade.
Chinese high-precision manufacturing companies have a long
runway for growth ahead. The market
is currently dominated by Japanese
and European players, while Chinese players currently have a small
share of the market. However, these
companies are catching up – they are
beginning to substitute imports and
even export their expertise abroad.
We see significant upside potential
as they capture more higher market
share globally.
We see a similar story in semiconductors and semiconductor equipment, where we forecast 20-50x
greater demand in the next 20 years.
Chinese manufacturers only account
for approximately 1% of the global
market, but geopolitical tensions are
pushing China to develop its own
ecosystem at home. We believe policy
support with a focus on improving
self-sufficiency should also boost
long-term expansion.
Finally, we believe industrial automation could offer sustained growth,
driven by an ageing population
domestically and abroad. Corporates
are struggling to find affordable labor
while pushing for higher productivity
and efficiency. These challenges can
be alleviated by increased adoption of
industrial robots and related software leveraging artificial intelligence,
areas that China is already or quickly
becoming a global leader in.
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Vaibhav Sanghavi
Avendus
Vaibhav Sanghavi has an overall work experience of 20 years with
deep domain expertise in hedge funds. He joined Avendus in 2016 and
is currently the co-CEO for Avendus Capital Public Markets Alternate
Strategies LLP, based in Mumbai. As part of his role, he heads the investment team and is the lead portfolio manager for all its funds. He holds a
track record of outperforming markets across cycles. His expertise in
generating risk-adjusted returns in equities across strategies has played
a key role in Avendus being able to secure its position as the largest
onshore hedge fund in India.

Delivering enhanced
returns in India
Avendus operates the largest onshore hedge fund in India.
While the market offers excellent long-term potential, the
firm successfully combines long and long-short strategies to
mitigate short-term risk

I

ndia’s long-term potential means
it continues to be a very attractive economy for investment.
But its market is also prone to
market drawdowns so a strategy
involving a long-short component is well
placed to provide downside protection.
India has one of the best demographic profiles in the world, with 70%
of the population estimated to be in
the workforce by 2041. With great progress being made in education, it will
have one of the largest English-speaking talent bases globally.
GDP is likely to grow at around 7.7%
for the next three years and the potential for longer term growth at similar
rates remains extremely robust. Its
corporate profits to GDP ratio of 3.7%
is around 42% below its 2008 peak
of 6.4%, so there is plenty of room for
recovery and an enviable return on
equity profile. The potential for longer
term returns on investment is very
attractive.

Ongoing reforms by the Indian
government, focusing on the supply
side, are noteworthy. Goods and
Services Tax (GST), Real Estate Regulation Act (RERA), the rationalisation
of corporate tax and the focus on the
ease of doing business have been the
standouts.
The attractiveness of India’s
economic growth is coupled with the
buoyancy of its vibrant capital markets.
With an average of three months daily
cash equities volume of US$10billion,
daily futures volume of US$16billion
and daily options volume of notional
US$870billion aids easy access. A
strong, efficient and independent
securities market regulator, Securities
and Exchange Board of India (SEBI),
has helped its markets grow consistently without any mishaps.

Investment strategy
While we have an excellent story,
backed by strong fundamentals for

long-term investments, the opportunity has not reached its full potential.
India, being part of the emerging
market basket, has been marred by
higher drawdowns and volatility. In
the past, the capability to effectively
hedge risk was limited. The top five
drawdown months on Nifty 50 over
the last 10 years have been in excess
of 7.5%, with highest being 23.25%.
India is generally considered as a beta
market.
Our investment strategy emanates
from a core of seeking out attractive
risk-adjusted returns . Risk mitigation has always been our approach
across our investment strategies. Our
focus on capturing long-term growth
while simultaneously managing
shorter-term large drawdown risks
is well demonstrated by our Avendus
Enhanced Return Fund. The objective
of the strategy is to deliver returns
that are better than its benchmark,
while containing drawdowns. Our
HFM ASIA TOP PERFORMING FUNDS
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investment objective is well supported
by thorough institutional processes,
helping us to be consistent.
Investment in the fund gets segregated into two buckets viz long-only
portion which constitutes 70–85%
of the total portfolio with the balance
into long-short portion. The objective
of operating a segregated book is to
capture the long-term capital appreciation from the long-only portion while
mitigating drawdowns, and adding to
returns, with the long-short portion.
On the long-only portfolio, we try
to identify companies that ideally fall
into categories such as mega trends,
management change, underperforming business with a long-term positive
change and special situations. These
are layered with valuation parameters,
detailed models and ranking tools to
help portfolio construction. We will
have 15–25 high conviction stocks in
this portfolio. The underlying theme is
to manage a portfolio of good quality
businesses with a two to three year
time horizon.

Risk mitigation
During the process of constructing
the long-short strategy, there were a
few important aspects that needed
to be addressed, especially with the
nature of Indian markets viz drawdown
profile, sanctity and the length of data
availability and fundamental overlays.
For an institutional process to be
devoid of emotion, applying it consistently across different market scenarios, it was imperative that data analysis
sat at its core. When doing in-depth
analysis of various trends, patterns,
momentum indicators and mean
reversion, the foremost requirement is
clean data.
As India hasn’t got a long history of
available data, unlike developed mar-
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“As India hasn’t got a long history
of available data, unlike developed
markets, it’s difficult to completely
base a thesis on data alone. Understanding data and the meaning behind the data are equally important.”
kets, it’s difficult to completely base a
thesis on data alone. Understanding
data and the meaning behind the data
are equally important. Our team has
among the longest experience of managing quant strategies in India, which
has helped to anchor our long-short
strategy. This rich experience allows
us to test each model while reducing
the overfitting risk by testing consistency with global indices, which comes
from the quant team also having global
experience.
The strategy consists of diverse
models with low correlation, aiding
longer term consistent returns. It endeavors to generate absolute returns
especially in stressed market conditions. The strategy’s models arrange
across pattern recognition, mean
reversion and momentum tracking
various price-based variables.
The primary investment instruments are the Nifty 50 and Nifty
Bank indices, which have extremely
robust liquidity and therefore lead to
negligible impact costs. On an overall
basis it’s a trend-following system that
aims to capture strong returns in both
up-trending as well as down-trending
markets, which is rare to find in India.
The long-short strategy goes from
100% net short exposures to 100%

net long exposures while the long
portfolio remains between 70-85%
long exposures at all points in time.
Hence, the net exposures for the Fund
can range from -25% net short to
+185% net long, which makes it unique
in Indian markets. It also provides low
correlation to equities while maximising the MAR ratio (annualized return
/ max drawdown). All the models are
reviewed on a consistent basis to
ensure the efficacy and stability within
their defined objectives.
The long-short strategy fantastically complements the long-only portfolio,
by enhancing returns in a trending
bullish market and mitigating some
risks in a trending bearish market. This
combination of both long and longshort portions of the portfolio aims to
deliver returns that are better than the
Nifty 50 benchmark while at the same
time mitigating drawdowns. It thereby
delivers not only higher long-term
compounded returns but also compelling and superior risk-adjusted returns.
From an India investment perspective, it’s a great vehicle to capture the
long-term returns of equity markets,
and at the same time have inbuilt risk
mitigation. The Avendus Enhanced
Return Fund is therefore true to itsrisk adjusted returns philosophy.
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WINNER’S
ANNOUNCMENT
Congratulations to all our winners at this year’s
HFM Asia Performance Awards!

FUND OF HEDGE FUNDS
GOPHER CHINA EQUITY
SELECTION FUND

CHINESE EQUITY
OVER US$250M
GH CHINA CENTURY FUND

MULTI STRATEGY
AVENDUS ENHANCED RETURN
FUND

LYGH CAPITAL

AVENDUS CAPITAL PUBLIC MARKETS
ALTERNATE STRATEGIES

One-stop asset management solutions platform
for both China inbound and outbound allocators

LyGH Capital is a bottom-up Greater China
equity manager investing in China’s critical mass.
Rigorous fundamental analysis and extensive
on-the-ground research enables the early
identification of differentiated ideas within long
term structural growth sectors.

The team has a skill set around managing long/
short strategy in India and generate risk-adjusted
returns with relatively better volatility / drawdown
profile in various market scenarios.

Find out more

Find out more

Find out more

MACRO
UNDER US$500M
AVM GLOBAL OPPORTUNITY FUND

UCITS
INDIA ACORN ICAV - ASHOKA INDIA
OPPORTUNITIES FUND UCITS

AVM CAPITAL

WHITE OAK CAPITAL PARTNERS

3 YEARS
SEPT 2018 – AUG 2021
(OVER US$250M)
CLOUDALPHA TECH FUND

GOPHER ASSET MANAGEMENT

Find out more

CLOUDALPHA CAPITAL MANAGEMENT

AVM Capital is discretionary macro firm with a
systematic, data-driven investment approach. The
Asia focused strategy is uncorrelated to equity
markets and has been delivering double digit
returns with less volatility than a safe government
bond portfolio.

White Oak Capital group provides investment
management and advisory services for equity assets
of over $5.6bn. White Oak Capital group was founded
by Prashant Khemka, formerly CIO of Goldman Sachs
AM’s India Equity and Global Emerging Markets
Equity businesses. White Oak’s performance-first
investment culture is founded upon four pillars: stock
selection-based philosophy, high calibre research team,
disciplined analytical process and balanced portfolio
construction framework.

CloudAlpha Capital runs a global technology
long short equity strategy with a focus on Greater
China, which invests in the disruptive leaders in
each core sub-sectors on the megatrends along
the whole technology value chain all the way from
chips to applications, empowered by deep-dive
fundamental research with a proven track record.

Find out more

Find out more

Find out more
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Asia Performance Awards
EVENT DRIVEN
ATHOS ASIA EVENT DRIVEN FUND

AUSTRALIAN EQUITY
SANDON CAPITAL MASTER FUND

ATHOS CAPITAL

SANDON CAPITAL

CHINESE EQUITY
UNDER $250M
SVI VALUE MULTIPLIER FUND
STRATEGIC VISION INVESTMENT

Specialists in Event Driven, Capital Markets and
Special Situations strategies.

Sandon Capital invests in opportunities that it
considers to be trading below their intrinsic value
and that offer the potential of being positively
influenced by taking an active role in proposing
changes in the areas of corporate governance,
capital management, strategic and operational
issues, management arrangements and other
related activities.

Strategic Vision Investment (SVI) is a Greater China
equity investment firm focused on long-term, deepdive fundamental research to invest in structural
megatrend winners.

Find out more

Find out more

Find out more

INDIAN EQUITY
HORNBILL ORCHID INDIA FUND

FIXED INCOME, HIGH YIELD
& DISTRESSED
EVERBRIGHT DYNAMIC
BOND FUND

EMERGING MANAGER / SMALLER FUND
(US10M – US$50M)
Tantallon Tech & Sustainability Fund
Tantallon Capital

HORNBILL CAPITAL ADVISORS

CHINA EVERBRIGHT ASSET
MANAGEMENT

MANAGED FUTURES, COMMODITIES AND FX
Systematica China Markets Fund
Systematica Investments
SINGLE COUNTRY
AFC Vietnam Fund
Asia Frontier Capital
JAPANESE EQUITY
Zyg Fund
Zyg
ASIA EX JAPAN – UNDER US$500M
Asian Equity Special Opportunities Portfolio
RAYS Capital Partners

Hornbill Orchid specialises in building a
concentrated portfolio of high conviction stocks
in technology, consumer and healthcare sectors
in India.

Dynamic Capturing of Macro and Idiosyncratic
opportunities in China Credits.

Find out more

Find out more

GLOBAL EQUITY
OVER US$250M
PURE HEART VALUE INVESTMENT
FUND

ARBITRAGE
(RELATIVE VALUE / QUANT &
MARKET NEUTRAL)
REGAL INVESTMENT TRUST

PUREHEART CAPITAL ASIA

REGAL FUNDS MANAGEMENT

ASIA EX JAPAN – OVER US$500M
PYN Elite
PYN Fund Management
SPECIALIST FINANCE & CREDIT
TCM Asia Opportunities Master Fund
Tahan Capital Management
GLOBAL EQUITY - UNDER US$250M
Trafalgar Capital - Trafalgar Trading Fund
Trafalgar Capital Management (HK)
MACRO - OVER US$500M
Quantedge Global Fund
Quantedge Capital
NEW FUND OF THE YEAR
Prudence Multi-Strategy SPC - Credit SP
Prudence Asset Management

Pureheart seeks mid-to-long-term capital growth
through searching for investment opportunities
in countries and sectors with great potential to
outperform based on our unique “boom and bust
cycle” global investment theory.

The Regal Investment Fund (ASX:RF1) provides
investors with exposure to a selection of
alternative investment strategies, with an
objective to produce attractive risk-adjusted
absolute returns over a period of more than five
years with limited correlation to equity markets.
Since listing in June 2019, RF1 has delivered a
total return to investors of 121%.

Find out more

Find out more

MANAGEMENT FIRM OF THE YEAR
Platinum Asset Management
5 YEARS- SEPT 2016- JUL 2021
(OVER US$500M)
Anatole Partners Master Fund
Anatole Investment Management
ASIA INC JAPAN
Anatole Partners Enhanced Master Fund
Anatole Investment Management
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Prashant Khemka
White Oak Capital Group
Prashant Khemka is the founder of White Oak Capital Group of Companies,
a boutique investment advisory firm. He launched White Oak Capital in June
2017 simultaneously in India, Singapore, Maurius and over the years have
geographically expanded it to London and Switzerland. Prior to this, he has
spent 17 years at Goldman Sachs Asset Management, most recently as CIO
and lead PM of global emerging markets and India equity strategies.

The benefits of a strong
investment culture
White Oak Capital founder Prashan Khemka recently sat down with HFM to explain
what had made the firm’s flagship strategy the best performing Ucits in India

W

hite Oak Capital
was established by
Prashant Khemka
in June 2017, with
the vision of building
a performance centric organisation that
has a strong investment culture. With its
operations based across India, Mauritius,
Singapore, Switzerland, and UK, White
Oak has attracted among the largest
Foreign Portfolio Investment inflows into
India over the last four years. White Oak
group entities collectively have AUM of
over $5.8bn with a global client base of
institutions, individuals and family offices.
Here, Citywire AAA-rated fund manager Prashant shares the key learnings
from his investing journey and outlines
the investment philosophy which has
made White Oak’s Ashoka India Opportunities Fund (AIOF, Bloomberg ticker:
AIOFDUS ID Equity) the best performing
India UCITS fund since its inception in
January 2019.

Q Can you talk more about
White Oak and its accomplishments since it started
four years ago?
A My most important accomplishment
here has been to bring together a top-
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notch team that is driven to accomplish
this objective based on a sound stock-selection based philosophy and a balanced portfolio construction approach.
Collectively the team has nearly 200
years of research experience across
India, emerging markets and developed
markets having evaluated approximately
3,000 companies globally.
The biggest asset that the team has
created for the firm has been the extraordinary performance since the inception
of the strategy over four years ago. Our
top-ranking performance has come
on the back of our strong and focused
investment culture, which I believe is a
prerequisite to generate and sustain
consistent performance.

Q Given your global investing experience, what would
you say is the unique aspect
of investing in India?
A India’s nominal GDP growth rate is
expected to be low double digits going
forward and similar would be our expectation for the market return in rupee
terms.
What makes the investing case for
India most compelling is that it offers
the highest alpha generation potential

compared to any sizeable equity market
around the world. India comes out on top
as the market where active managers
have most successfully outperformed
their benchmarks over long periods of
time with high degree of persistency.

Q Why do you think India
commands a significant
premium over EM peers?
A For one, India has a large profitable
and diverse corporate universe. Unlike
several EMs which have a disproportionately large weightage to lower
multiple sectors like commodities, India
has a diverse representation of sectors
in the benchmark indices. India’s lower
weightage in commodity like sectors
versus EM average makes its earnings
less susceptible to global downturns,
going by the experience of the past
cycles.
The other major difference is the
level of government ownership. In India
it is a single digit percentage whereas for EMs on average government
ownership makes up for nearly 20% of
the index weight. For countries such
as China and Russia it is even higher.
It is a well-accepted fact that government-owned companies everywhere

Sponsored content
White Oak Capital Group

trade at a fraction of their private peer
valuations and for very good reason, as
government owned entities have social
objectives that assume greater priority
over investor interests.
Finally, and most importantly, the
market deservedly ascribes a premium
for investing in a stable democracy with
entrenched institutional framework including an independent judiciary. Many
EMs are ruled by authoritarian regimes
and hence suffer from risks inherent to
investing in such countries. The recent
developments in certain authoritarian
countries further justify the premium
that has historically been observed for
equity markets of the democratically
run countries. Keeping in mind these
and other factors, India appropriately
attracts a higher multiple relative to most
other EMs.

Q Can you please elaborate
further on the investment
philosophy of White Oak?
A Our investment philosophy is that
outsized returns are earned over time by
investing in great businesses at attractive values. It is a stock selection-based
approach of investing in businesses
rather than betting on macro. The two
critical elements of our philosophy are
business and valuation. We want to
invest in companies that present most
compelling combinations of these two
elements. To be considered great a business should possess three key attributes: (a) superior returns on incremental
capital, (b) scalable, (c) well managed in
terms of execution and governance.
These are rooted in the fundamental value equation where value is
a function of cashflows and growth.
Superior return on incremental capital
is a pre-requisite to sustainable free
cashflow generation. Scalability is

about growing the business manifold
over time compared to its present size
relative to the industry, which in turn
results in stronger growth of cashflows.
When you have such potential for free
cashflows and growth you need the
right management that can execute with
a long-term value creation focus. Lastly,
but most importantly, the governance
DNA of the company should be robust.
This is critical because absent good
governance a business possessing all of
the above wonderful attributes may be
great, but only for the controlling shareholders or the management and not
for the minority shareholders. The best
way of making money from such poorly
governed companies is by staying away
from them.
The team strives to buy these
businesses when they are available at
a substantial discount to their intrinsic
value. Our proprietary OpcoFinco™
analytical framework provides insights
into economic cashflow generation
characteristics and the intrinsic value of
a business. The team shuns the use of
PE or EV/EBITDA multiples, because
such metrics can be very misleading
and lead to wrong decisions.

discretionary, chemicals and healthcare.
We seek to avoid companies with
poor governance, structurally low
returns on capital and those facing existential risk. Consequently, sectors such
as commodities, utilities and telecoms
are usually avoided as they suffer from
some of these unfavourable business
characteristics. So far, the team has also
not invested in SOEs due to reasons
mentioned earlier.
From a market cap perspective while
the portfolio is invested across the spectrum, we find greater number of opportunities in the mid-cap segment which
is highly fertile for alpha generation due
to greater inefficiencies that exist in this
area. Regardless of sector or market
cap, our portfolio companies tend to
be leaders in their respective industry
segments that are gaining market share
on the back of superior management
execution. In doing so they are typically
growing faster than the industry as
well as generating superior returns on
capital while maintaining high levels of
corporate governance. The team buys
these companies and holds them as
long as they present a substantial upside to fair value, as determined by the
framework we discussed earlier.

Q India has been one of the
best performing markets in
2021 so far. Which sectors
are you betting on?

Q How can investors access
White Oak’s investment
funds?

A We believe money is made in stock

A We have a global client base that in-

selection rather than betting on sectors
or themes. The latter is merely a source
of macro risk that ought to be properly
managed. We keep a balanced portfolio
to neutralise such risk relative to the
market.
Having said that, from a stock selection perspective at this time our team
finds a lot of opportunities in private
sector financials, IT services, consumer

cludes sovereign wealth funds, pension
plans, endowments, individuals, and
family offices investing into India through
a combination of separately managed
accounts and investment funds. On the
back of peer leading performance, our
Ashoka India Opportunities Fund has
seen one of the fastest scale-up for any
country dedicated UCITS fund, growing
to $1.4bn in less than three years.
HFM ASIA TOP PERFORMING FUNDS
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Grace Lu
LyGH Capital
Grace Lu is Founder/CIO of LyGH Capital. Grace has more than 21 years’
investment experience in Greater China equities with proven track records of generating alpha across multiple market cycles. Grace founded
LyGH in 2013 and holds an MBA from London Business School and BS
from Beijing University of Aeronautics and Astronautics.

Investing in China’s Critical Mass
Grace Lu, chief investment officer at LyGH Capital, explains how the firm’s investment process
has created exceptional long-term value for investors

I

n the past 21 years of my investment career, the Chinese economy and society have evolved rapidly, with economic growth today
increasingly driven by innovation,
technology and advanced manufacturing, enabled by China’s critical mass. The
nature of innovation and change is such
that only few believe in things that seem
absurd at the outset when compared
to the deeply entrenched status quo. It
is only later when innovations succeed
and changes entrench themselves, that
what first appeared ludicrous becomes
consensus.
Many investors and analysts prefer
the safety of the herd. At LyGH Capital,
we pride ourselves as a team of China
experts with the ability to identify differentiating ideas and long-term structural
growth sectors at their inflection point.
While history is littered with the carnages
of those who participated in dubious
innovations or speculative manias, it
also bears deep imprints of mankind’s
ingenuity and inventiveness in bettering
society. Hence, an open mindset coupled
with a deep curiosity and innate drive for
knowledge is of paramount importance.
I believe our differentiated views
are driven by independent thinking and
rigorous research beyond the numbers. I
pride myself in building a team of diverse
thinkers who actively share and debate
their unique perspectives while also
having a passion for exploration and
understanding, going out into the field
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to talk to companies, suppliers, employees and managers. Information is never
useful in isolation – our team needs to
understand how companies and industries in different regions compare and
analyse trends both horizontally across
industries and the global value chain as
well as laterally across time periods and
past cycles. This depth and collective
effort allow us to think long term, select
the best-positioned companies poised to
benefit and build conviction in our ideas.
Companies in our portfolio typically have
profitable, scalable business models
that are capable of sustainable growth,
strong competitive advantages and
moats, high-quality management and
strong corporate governance.
Market participants are increasingly well-informed and computerised.
While we tend to be early in identifying
quality companies capable of sustainable growth, it is still important to contextualise our knowledge against market
consensus. Identifying expectation
gaps and catalysts are a key part of the
process and, more importantly help us
practice second-level thinking, which is
deep and complex. Being right is a necessary condition for investment success,
but it is not sufficient. I believe the best
opportunities lie where our deep industry
and company insights are most differentiated and misunderstood by most market
participants.
A manager’s competence should go
beyond above-average gains in good

times; it takes superior performance in
bad times to prove that those gains were
earned through skill. Our goal is not just
superior investment performance, but
exceptional risk-adjusted performance.
Over eight years, our China Century
Fund has meaningfully protected capital
in bear markets through stock selection
and single-stock alpha shorts. When we
decide to invest in companies, we want
to know them from the boardroom to the
break room, which we think is the best
way to manage risk.
We believe that environmental, social
and governance (ESG) considerations
have a material impact on investment
outcomes. Integrating ESG into our
investment process allows us to make
better investment decisions and aligns
our commitment to impact investing with
excellence in fundamental analysis.
Our results reflect an unwavering desire and deep commitment to unearthing
the best, most durable investment opportunities. Our portfolios consist of concentrated and high conviction stock picks,
which have generated attractive longterm risk-adjusted returns. The team and
I invest our own money in the fund and
have the utmost gratitude for the trust
placed in us by global institutions and
endowments who have invested with us
over the long term. The Chinese growth
story continues to draw investors from all
over the world. I believe our team remains
best positioned to create long-term value
sustainably.

Sponsored content
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Stanley Tao
Golden Nest Capital Management
Stanley Tao is one of the most experienced portfolio managers in China,
having been investing professionally in the Chinese equity market
since 1992. He has navigated all the boom-and-bust cycles of China’s
securities and futures market since its establishment three decades
ago. Stanley launched his first China onshore A-shares fund back in
2007 and won the Best China Fund Manager and Best New Private Fund
the following year. After a period managing his own money, he founded
Golden Nest Capital Management (HK) in 2017 and launched the
Greater China Fund in July 2018. He graduated with a BA in Piano from Si
Chuan Conservatory of Music, and later earned an executive MBA from
Guang Hua School of Management at Peking University.

Investing in Chinese
equities in a true
hedge fund style
Stanley Tao of Golden Nest Capital Management discusses
how his approach to investing in Chinese equities could be a
winning strategy

O

ur investment philosophy is based around
a six-dimension stock
analysis framework
that we have developed
over the past three decades. Consistently applied by all the team for stock
selection, we believe that analysis
of these six dimensions provides a
good understanding of a company’s
business and growth capacity. These
dimensions include:
•
Products and services
•
Business model
•
Demand and supply
•
Competition
•
Management team
•
Margin of safety
Those stocks that satisfy our qualitative and quantitative assessment will
then be added to Golden Nest’s pool of
potential stocks and then subjected to
case verification and financial modelling.
Generally, we favour businesses that
have an ‘edge’ or unique value proposition, as well as having solid and growing
demand from customers for their products or services. The business should be
scalable with enough potential to grow,
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and with certain market-entry barriers to
give an advantage over any competition.
The management team is key in our consideration as its vision, efforts, resilience
and ethics will drive the success of the
business.
Our strategy has led to the Golden
Nest Greater China Fund outperforming
the MSCI China Index from the fund’s
inception in June 2018 to September
2021, posting a return of 65.8% (source:
Golden Nest Capital Management.)
Protecting our client’s investments
is an important objective. We carefully
manage risk exposure, taking account for
such factors as safety margins, valuation
and NAV drawdown.
Among the many objectives for hedge
fund managers, controlling risk is always
more difficult than scoring impressive
returns. Limiting downside risk ensures
NAV never strays too far away from its
high-water mark, a decent Sharpe ratio
is maintained, and investors get a good
compounded return. A careless mistake
in a year like 2021 could ruin the accumulated success of the past few years. This
is why Golden Nest takes risk management so seriously and puts it at the core
of our corporate culture.

Our rigorous risk management and
downside protection has helped performance during market downturns. The
chart opposite shows our performance
in contrast to when the MSCI China Index
lost more than 3.5% within a month. Our
accumulative maximum drawdown since
the fund inception is only 4.74%.
How exactly should risk be managed?
Golden Nest’s approach is outlined below:

Avoid blind spots in research
Our equity long/short investments are
based on deep fundamental research of
underlying companies. We try to verify as
many sources as possible for our investment thesis and look for solid support
of our assumptions. We question how
things could possibly go wrong and find
ways to track the top risk factors.

Looking at the big picture
Although we apply a bottom-up
approach to stock selection, we still
consider the big picture. We think it is
necessary to track changes in demographics, liquidity conditions, inflation
and interest rates. The housing market
in particular plays a fundamental role
in China’s economy. This could help

Sponsored content
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mitigate systematic risk when there are
changes in macroeconomic policy.

Concentration
Unlike many peer China managers, our
long and short books are relatively diversified, with 30-50 names. Concentration
is a double-edged sword, and reasonable diversification can help limit NAV
damage from individual stocks.

Leverage
Many argue that being a hedge fund
means you should use a great deal
of leverage, but we beg to differ. With
annualized volatility as high as 25-30%
in an equity market like China’s, decent
returns can be achieved without levering
up your portfolio. We call that greedy and
irresponsible gambling with clients’ capital, as evidenced in the demise of several
high-profile hedge funds this year. Our
aim is to achieve satisfactory return on invested capital (ROIC) instead of return on
equity (ROE) in our long/short strategy
with little use of leverage, and we believe
the skills of a true hedge fund manager
should lie with the quality of alpha.

Stop losses
We monitor and act upon stop losses at
both stock and portfolio level. Again, it is
about admitting mistakes when the market goes against you and not let personal
ego stand in the way.

No pair trading
In our long/short strategy, we are not
big fans of pair trading, which, in theory
takes the beta component away, leaving
only the alpha. We think this approach
may dampen the value of each investment idea. We prefer to look for
idiosyncratic opportunities that remove
the beta risk. Each trade on its own is
alpha-oriented.

After a good run of two consecutive
years in 2019 and 2020, when investors profited handsomely from Chinese
equities, this year has been extremely
challenging. The Hang Seng Index
has fallen by nearly 10% in 2021 to the
end of September, and MSCI China
was down 17.4% over the same period,
lagging behind global equities by a
large margin.
The best-performing sectors in
the past, such as liquor, e-commerce,
and education, suddenly became the
worst as regulation was tightened and
curbs put on the real estate market.
Non-regional investors failed to see
this coming and are unlikely to fully
comprehend the implications. Some
blame the policymakers’ unpredictability and thought this may drive away
global capital. However, feedback from
several recent global allocator forums
and industrial conferences indicated
the opposite.
Despite the challenges, many
institutional investors believe they are
still too underweight Chinese equities
in their global portfolios given China’s robust growth outlook and vast
demand from its 1.4 billion population.
We also believe that these short-term
uncomfortable regulatory policies will
benefit China’s economic development
in the long run. The question is: what is

the best way to invest?
The simplest way is via passive
indices. However, the lack of market
efficiency and periods of retail investor
frenzy in China’s stock market have
created a perfect environment to find
alpha among the extreme price swings.
Opportunities lie on both sides: the
longs and shorts. Choosing an equity
long/short hedge fund strategy in this
space is, in my opinion, a far better
choice than simply going long, and with
a much-improved risk-reward payoff.
When selecting managers in
China, global investors should look for
sustainable, high quality alpha makers
that have been able to generate excess
return and manage risk over the long
term.
Diversification, too, is important.
Investors that wish to deploy more capital to China nowadays have the luxury
to build a portfolio with different strategies and sources of alpha, including
trading, long/short, and event-driven.
Within each strategy, choosing multiple
managers that are less correlated with
each other can make for a smoother
curve and a better Sharpe Ratio.
Last but not least, finding Chinese
local experts who are experienced and
deep-rooted in the region and understand what is happening on the ground
is essential.
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Jan F. Moermann
Quarz Capital
Jan F. Moermann is founder and CIO of Quarz Capital. Prior to this,
Moermann was with the equities & wealth management Groups
of UBS, Credit Suisse AG and LGT in Germany, Switzerland and
Hong Kong. He subsequently joined the Investment Banking Division of Bellevue Group (Switzerland). Moermann holds a Bachelor
of Arts in Business Administration as well as a Master of Arts in
Banking & Finance from University of St.Gallen in Switzerland.

Havard Chi
Quarz Capital
Havard Chi leads Quarz Capital’s research activities in Singapore.
Mr. Chi joined Quarz following a successful six year career at Bellevue Asset Management where he was the co-fund manager of the
firm’s Asian and African investment portfolios. Prior to that, he was
with Citibank. He holds a Master in Arts in Banking and Finance from
the University of St. Gallen and a Bachelors in Economics from the
National University of Singapore. Chi is a CFA charter holder.

Pioneering activist
investing in Singapore
Quarz Capital Asia has outperformed most of the region’s stock markets with its
“Active Value Strategy” since its fund started in 2014. Quarz Capital founder and CIO
Jan Moermann and head of research Harvard Chi explain to HFM how they have
been able to do this

Q

uarz Capital Asia has
been one of the pioneers
of activism in Singapore.
Other funds are based
in the city state but focus
on companies in other
parts of the world. Quarz however is the
first asset manager being headquartered in
Singapore and having the Southeast Asian
country as one of its main target areas.
This unique approach has seen their
flagship Quarz Active Value Fund generate an annualised return of 15.3% over
the past five years net of fees, essentially
doubling the capital every five years. It has
also significantly outperformed the MSCI
Asia Ex-Japan Index by 60 percentage
points since inception.
This is partly due to the portfolio
managers’ intimate knowledge of the
Singapore market. Quarz Capital founder
Jan Moermann, and his partner and head
of research Havard Chi, started the Quarz
Active Value Fund in 2014. From the outset,
they realised the opportunities Singapore’s stock market offered – the regulatory protection, and financial stability of a
developed market, the undervaluation of
equities stemming from managements’
inactivity, the focus on dividends rather
than buybacks, the underleveraged balance sheets laden with cash or real assets
ASIA TOP PERFORMING FUNDS
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being a drag on return on equity, and the
lack of alignment between management
incentives and shareholder interests as
well as corporate governance issues.
“Singapore’s stock market is one of the
most undervalued in the world,” says Moermann. “One of the reasons is that many
publicly listed companies are treated by
the founding family as if they owned 100%.
They just don’t care about the share price.
And as long as they can pay a tax-free
dividend yield of five to seven percent, as
is the case in Singapore, the family owing
the majority is happy. And the free float
shareholders mostly do not care because
they aren’t aware of the undervaluation of
their shares.”
In Europe, the US and other parts of
Asia, managers’ renumeration is more
likely to be linked to growth in profitability
and share price. As a consequence, managements are incentivised to operate their
companies in a leaner and more efficient
manner, undertake acquisitions and build
new factories to increase profitability.
With tax on dividends, companies prefer
to undertake share buybacks which
increases the share price to return capital
to shareholders. The higher share price
also helps companies in their acquisitions
and growth plans. All that means that most
companies trade at a higher valuation and

with a lower dividend yield compared to
Singapore.
Quarz Capital does not only target
Singapore, but also invests in undervalued small- and mid-cap equities in
other strongly regulated developed Asian
markets such as Hong Kong, Australia,
and Japan.
While there are many value investors
who add undervalued shares to their
portfolio and then ‘wait, pray and hope’ for
a rerating of the stock, Quarz is pursuing
what they call their “Active Value Strategy”.
“Being a passive investor is not enough,”
says Moermann. After screening data
bases and finding undervalued stocks like
other funds do, the Quarz team takes a
second step by scrutinising the annual reports and exchange filings, analyzing the
shareholder structure, visiting the company premises, monitoring the company’s
operations, talking to clients, competitors
and (potentially disgruntled) former employees, and eventually approaching the
company’s board and management.
Critical changes often suggested to
the management of their target companies are:
•
Return of excess cash to shareholders as dividend
•
Reduce excessive salaries to
upper management and direc-
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•

•

•

tors as well as administrative and
operation costs
Identify and divest underutilized
assets such as buildings and
return cash to shareholders
Reduce loss-making businesses
and invest in business areas with
structural growth and competitive advantage
Increase investors’ knowledge of
the company (research coverage,
better investor relations).

“We have three main criteria when we
look at companies,” says Chi. “First, we
only invest when we see upside potential
of at least 30%. Second, we seek downside protection by focusing on undervalued and cash-generating companies
with strong balance sheets as a margin
of safety, where we can be sure to get a
dividend yield of at least 5%. And third, we
don’t invest without the ability to influence
the management.”
In particular, Quarz Capital looks for
“trigger points” to unlock shareholder value.
Such a trigger point can be an intense
conversation with the majority owner who
then might agree to take the company
private at a substantial premium. Or it can
be a private-equity firm or strategic buyer
willing to take over as well as a family
member who wants to sell his shares and
seeks to invest in higher-yielding assets,
thus giving Quarz more influence. Another
trigger point is the option to talk to local
banks and brokers and convince them
to write research reports pointing to the
undervaluation. As a matter of last resort,
Quarz might go public and talk to the
media. Such a campaign can create momentum for the shares and put pressure
on boards and managements eager to
maintain their reputation.
One of Quarz Capital’s most successful campaigns to date has been the
investment in Singapore-based industrial

Quarz Capital's Flagship Fund
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Reit Sabana, where Quarz currently is
the second-biggest shareholder with
more than 11%. Dissatisfied with poor
management and corporate-governance
problems, Quarz ran a public campaign
in 2020 and convinced independent
unitholders to vote down a value-destructive merger proposed by the Sabana Reit
manager.
Sabana has delivered a return of more
than 33% since the merger failed in Dec
2020, indicating how much the Sabana
management disregarded investor
interests at the time. Quarz is still invested
in Sabana and working on multiple options
to further unlock value for shareholders.
As a result of the about 30 campaigns
Quarz has run since inception in 2014, the
USD 105m flagship fund Quarz Active
Value has returned 108%, outperforming
the MSCI Asia ex Japan by 60 percentage
points.
This is even dwarfed by the Quarz
Global Opportunities Fund, which has
delivered a 124% upside since its start two
and a half years ago, outperforming the
MSCI Asia ex Japan by a remarkable 102
percentage points. Quarz Global Opportunities is a more concentrated case-by-
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Apr-21

case fund focusing on the one or two
most recent cases and giving investors
the opportunity to just participate in those
cases instead of the 15 to 20 positions of
Quarz Active Value.
The focused approach of only investing in undervalued companies with strong
balance sheet such as net cash and
properties has also provided Quarz Active
Value’s investors with significant downside
protection during volatile periods.
Quarz Capital’s third fund is the Quarz
Active Value Liechtenstein Fund, which
mirrors the Quarz Active Value strategy
and gives European investors the option
to invest in an onshore vehicle as the
other two funds are based in the Cayman
Islands.
The return figures, the niche strategy,
the downside protection as well as the
low correlation (between 0.4 and 0.6)
with leading Asian and global equity
indices make the Quarz Capital Funds an
excellent addition for any investor seeking
to diversify his portfolio and bracing for the
correction of momentum-driven stocks
as inflation is rising and central banks are
about to remove the punch bowl of easy
money.
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Optimus Prime Asset Management
Contact Us: ir@optimusprimefund.com

AWARDS

OVERVIEW
•
•
•
•

HFM AsiaHedge Awards 2020 – Global
Equity Winner
HFM AsiaHedge Fund Performance Awards
2017 – Long/short Equity Global Winner
Bloomberg Brief: 2013 Global Best Hedge
Fund Under $500mm

Inception: Oct 2011
Total AUM: ~ US$1.6bn
Headquarters: HK & Beijing
Founder & CIO: John Wang, 15+ years
TMT investing experience & 10+ years
of Tech industry experience

PERFORMANCE

STRATEGY

• Net Annualized Return: ~37.3%
• Net Cumulative Return: ~23.6x
• Compare with NASDAQ: Outperform NASDAQ
by ~17% on an annual basis

• Sector Focused: Hard Core Tech
• Approach: Business Perspective &
Fundamental Research Driven
• Long Term Investor
OPF (Net Performance)
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Since 2011, OPF has never had a
negative return in any calendar year.
We protect our downside by investing
in the best quality Tech companies, as
well as being very conservative in
using leverage.

Cloud Computing

TECH GENE
As a tech investor, we set a very high
bar and only hire talent with deep
knowledge in the Tech space. Our
investment/research team members
all graduated with advanced STEM
degrees and their expertise spans
various TMT subsectors.
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AUM has grown from ~$6.4mm to
~$1.6bn over the past 10 years. Our
investor base has also expanded
from UHNW to Top Tier Institutional
investors. Our GP commitment is
~60%, indicating strong alignment
of interest.
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Optimus Prime Fund’s
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Louis Chan
Rock Hill Asset Management
Louis Chan is the co-founder & co-CIO of Rock Hill Asset Management.
He has over 14 years of investment management experience. He was a
portfolio manager at Sinopac Asset Management, a portfolio manager at
Yuanta Securities and an equity analyst at Guotai Junan Securities. He is
also a CFA charter holder.

Solid as a rock
China is home to a vast universe of investment opportunities,
but accessing these is not always easy. Louis Chan, of Rock
Hill Asset Management, explains how his firm’s investment
philosophy has been designed to find the best returns for
investors in this market

R

ock Hill Asset Management is a truly long-term
investor that has taken
every building block of an
asset manager in a longterm and sustainable approach, from
forming company culture, constructing
investment framework, recruiting
team members, designing of incentive
scheme, to selecting investors. We are
Hong Kong based, looking at global investment opportunities and specialised
in Chinese company investments. The
Rock Hill Dragon Fund is our flagship
product, which mainly invest in China,
including but not limited to Hong Kong
stock market, China A-shares market
and the US market. As of 30th June
2021, the fund recorded an annualised
return (net of fees) of 31.7% in nearly six
years of investment period.

Investment framework
We invest in industries with sustainable
growth potential. The key is to identify
structural and sustainable trends. The
beauty of investing in structurally growing sectors is that they are normally
multi-year stories and the growth is
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sustainable regardless of the status of
economic cycle. For instance, when
people become more health conscious,
consumer behaviour will change and
they are willing to spend more on health
and wellness related items such as
supplements, plant-based products,
sportswear etc.
The macroeconomic cycle will not
change these consumer trends. Theoretically, companies that benefit from
these consumer behaviour trends will
still grow even in economic downcycles. We may expect these companies
to outperform in both bull market and
bear market in the long run. Within
these growing industries, we like companies that create the largest value in
the industry value chain and compete
in a favourable competitive landscape.
To highlight some key metrics in our
company fundamental research, most
importantly, we try to validate their
business models including financial
analysis. Targeted companies’ founder/management team’s vision, learning
and execution capabilities are also
major elements that we are looking
at, especially for many outstanding

Chinese companies run by founders.
It’s fair to say that the fund’s alpha in
the past six years has contributed
by our in-depth research and understand of industries and companies not
because of market timing. Some of our
holdings date back to the inception of
the fund.

Company culture
A core competitive element of Rock Hill
is our company culture. We create and
sustain an ethical culture in our organisation, emphasising the responsibility
and duty to act in the best interest of
our investors. In Rock Hill, we embrace
humbleness and curiosity. We are a
team that continues to learn, with team
members continually sharing their
research with one another.
Everyone at Rock Hill is extremely
open-minded and on the way of a long
and endless pursuit of rationality and
objectivity. Therefore, communication/
discussion within the team is free and
very effective. We are team players such
that every team member understands
well that while in the pursuit of individual
success, team victory prevails.

Sponsored content
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Incentive structure
It’s worthwhile that we spend
some time discussing the incentive
structure of the asset management
industry. We observed many defects
in the designing of incentive structures which causes some “principal
and agent” problems and a mismatch
between the team’s assessment
period and the long-term investment
approach of the fund. We have taken
several steps to avoid problems such
problems.
First, every team member including
portfolio managers and analysts are
investors in the fund, contributing a
major portion of our personal wealth.
Second, incentives are formulated
in such a way not only individual
performance is counted but also team
performance. Third, the assessment
period is not on a yearly basis but a
longer one which matches our longterm investment approach.

2.

Investor selection
We select our investors. We value
those investors who are truly longterm investors which match our
long-term investment approach. We
talk to our potential investors before
they are investing with us to make sure
that they understand our investment
framework well. This will usually go
through a self-selection process.

3.

Risk management
There are five aspects in our risk management approach:
1.
High threshold for stock
selection. When we take a
long-term investment perspective to identify sectors
with sustainable growth
prospects, most risks can be
avoided. Take Chinese prop-

4.

5.

erty developers as example.
Primary housing market is
no longer a growing sector
after years of fast development, not to mention potential
policy risk to curb housing
bubble. We therefore avoided
Chinese property sector in
our investable sector list even
they were trading at low-single-digit PEs (value-trap).
Within our investable sectors,
we try to identify long-term
winners by analysing their
business models, financials,
corporate cultures as well as
managements’ vision etc.
We invest in our circle of competence. For example, we never invest in any pharmaceutical
company as we honestly don’t
have the expertise or edge to
gain in-depth understanding of
the sector/company. We don’t
invest in something we don’t
understand.
Effective sector diversification. Our portfolio holds 15-20
stocks, ranging from different sub-sectors as we only
buy one or two companies
within a sector and only one
company within a sub-sector.
Statistically, our fund is well-diversified. In terms of stock
concentration, for instance,
top one holding accounts for
low-teens percentage of total
portfolio. Individual stock risk
is manageable in our view.
No leverage. Even in the bull
market last year, we did not
use leverage to enhance
return.
Large-cap stocks with ample
trading liquidity. More than

90% of our holdings are large
companies with a market cap
of more than HK$50bn, and
more than 65% are blue-chip
companies with a market cap
of more than HK$200bn.

Future opportunities
First, we are excited to see huge
growth opportunities in China’s consumption space. There is a fast-growing middle class which provides a
compelling consumer base for high
quality consumer goods (both foreign
and domestic brands), tourism, restaurant etc.
Also, the Generation Z, an internet
savvy and highly educated group,
presents a very different value and lifestyle comparing to older generations.
We see huge growth potentials in
some companies targeting this group
of population.
Second, the global commitment
for carbon reduction provides another investment opportunity in the
renewable energy space with very
high visibility. To note, the Chinese
solar supply chain has gone through
a prolonged consolidation process
in the past few years. Cost of solar
energy has become very competitive
recently and cell technology improvement will drive cost down even further.
Solar supply chain is also one of our
focuses in the renewable energy
space.
Third, we believe that the electrical vehicle industry is one of the
unprecedented investment opportunities. This industry has entered
into a fast-growing stage when the
price point reaching a mass-market
level. The EV supply chain represents
another investment opportunity with
great certainty.
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Simon Ng
Amber Hill
Mr. Ng joined Amber Hill in 2017. He is responsible to build and power the innovative investment, research and technology platforms that provides Amber Hill
to Be the World Leading Fintech Research Powerhouse. Mr. Ng developed
a unique new frontier evolutionary algorithms system and AI system. Mr. Ng
have several research interests like designing, analysing and implementing efficient algorithms, utilizing algorithms (i.e. computing logics or a kind of artificial
intelligence) to seek out lucrative opportunities from complex data analysis
and mathematical models, researching and developing blockchain technologies and disruptive technologies). Mr Ng. has more than 10 years of experience
in fintech, investment management, banking, and principal investment. Mr. Ng
graduated from University of Sun Yat-Sen with a Bachelor of Physics

Sporting chance for
outperformance
The ability to consistently beat the market – much like opposition on the sports field – is hard to
maintain. But Amber Hill managed to do so even during the pandemic, says Simon Ng

A

s a sports fan – growing
up playing football, or
soccer as they call it
in the US – I see many
parallels with the asset
management industry. I still have fond
memories of summer nights watching
the World Cup at 1am while I should
have been studying for exams. I was
rooting for Diego Maradona for his
amazing individual skills and wished he
could stay as the soccer king forever.
Sure, this was wishful thinking. As
always, other soccer kings would come
along, such as Ronaldinho, Lionel
Messi and ‘CR7’ or Cristiano Ronaldo. Similarly, in other sports Michael
Jordan was followed by Kobe Bryant
and Lebron James in the National Basketball Association (NBA) league, and
Jack Nicklaus by Tiger Woods in golf.
Having been in the financial industry
for a long time, I have seen many star
traders and portfolio managers. They
have their ups and downs, but some
with superior intellect and relentless
diligence can stay at the top for years.
As an industry participant, I always
admire someone who can consistently
beat the market and stay in top-notch
condition. The question I always ask
myself is: how can we consistently
achieve this?
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When I joined Amber Hill in
2017, I witnessed something amazing
here too. Amber Hill’s first fund was
launched in April 2018. It started with
US$11million seed money and used the
founder’s algorithm trading system to
execute trades in FX markets. It’s not
a mind-blowing return fund, but I was
amazed by the first year’s return after
accounting for risk. The Sharpe ratio
was above 5 and it still stands at 4.57
currently.
Fast forward three and a half years
and we are now managing a few more
funds, with around US$1.4billion AuM.
We are a boutique firm, so the AuM
growth is not explosive, but not bad
compared to others. More importantly,
our stable returns are winning us the
trust of our investors.
Over the last two years, during the
pandemic, financial markets have been
on a particularly rollercoaster-like ride.
We saw investor sentiment plunge
from pretty optimistic at the start of
2020 to extremely pessimistic in March
2020. The Dow retreated over 10,000
points from its peak within one month
and, even worse, almost all sports was
cancelled; that was the definition of
fear. Investors just fled to safety and
dumped everything. Many risk-averse
investors saw their returns fall by as

much as half during that time, and many
suffered huge losses and were forced
out the market.

The Amber Hill approach
At Amber Hill we experienced a different world. The markets’ increased
volatility actually helped us. We always
strive to provide superior returns with
minimal risk, regardless of market
conditions. In March 2020, we took
calls from investors fearful about their
investments. We were glad we could
ease their minds – despite many comparing market sentiment to the outlook
during the Great Depression. While lots
of the funds in the market were suffering huge losses, our flagship fund Class
C returned over 6% during the month.
We are not bragging about the
return, just want to make a point that
human emotion is really the biggest
enemy to investing. Many good traders
get caught up in the commotion and are
forced to do something out of character in times like these. It’s human nature,
no matter how diligent someone is. We
try to minimise the risk, letting our systems take care of it. Our track record
has shown very low or no correlation
to the general markets thanks to our
cold-headed investment process.
Now, with all major equity markets
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Amber Hill ES Currency Arbitrage Fund SP Cumulative Return since launch

Source: Amber Hill

hitting all-time highs and sentiment
so bullish, investors will look back and
think it was silly they thought we were
heading into a Great Depression. This
is so typical of a greed-and-fear dynamic. Warren Buffet often describes
the importance of the human mind to
investing. Sports have resumed: the
NBA is playing again, and Messi has
also joined Neymar in Paris Saint-Germain Football Club. I guess the world is
returning to normal.
We are very proud of what we have
achieved over the past few years and of
being recognised in many areas. Modern portfolio theory states there should
always be a big portion of the portfolio
invested in uncorrelated instruments
so that it can lower overall risk and enhance the ‘efficient frontier’. In the last
few years, our fund has consistently
done this and we hope to replicate the
philosophy and success in our other
managed funds. Who doesn’t want
Messi and CR7 to stay at the top and
keep performing forever?

Amber Hill milestones
Amber Hill Group is a fintech-based leading global asset manager that operates from Hong
Kong and Singapore as well as offshore in the Cayman Islands and British Virgin Islands. It aims to
deliver superior returns to investors through cutting-edge technology and proprietary quantitative
algorithms and risk control systems.
2010
Established a team on Wall Street and started building trading systems with artificial intelligence,
ultra-high speed computing and risk management modules.
2014
Group subsidiary obtained Type 9 licence for asset management from the Securities and Futures
Commission (SFC) in Hong Kong.
2017
Group subsidiary obtained Type 4 licence for advising on securities from the SFC in Hong Kong.
2018
Launched Amber Hill ES Currency Arbitrage Fund SP, our first flagship fund for external investors.
Obtained a licence from the Asset Management Association of China.
Established our investment consultant firm in Taiwan.
2020
Group subsidiary obtained Capital Markets Services Licence for Fund Management from the
Monetary Authority of Singapore.
Established Amber Hill Capital Management Ltd, a Cayman Islands Investment Manager.
2021
Established British Virgin Island Approved Manager.
Rolled out separately managed account (SMA) services.
Amber Hill Group’s total AuM is over US$1.4 billion.
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H F M G LO B A L
M E M B E RSH I P

TAILORED
T O YOU A ND
YOUR FIRM

Benefit from an enterprise
wide membership, offering
everyone within your company
access to the latest hedge fund
industry news and trend analysis;
educational and networking
events; and detailed hedge fund
performance and investor data.

Discover your bespoke package
hfm.global/membership

