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Rather than review in detail the known economic and stock market damage left in the wake of the coronavirus 
pandemic, I’d like to begin this quarterly commentary with its conclusion.  Yes, the virus has been hugely damaging 
to the world economy.  A deep, worldwide recession should be expected.  Financial markets have anticipated this 
outcome and risk premiums have soared; asset prices have declined.  It has been a painful period.  All this shall pass.  
The focus now should be on the opportunity to invest in markets that had been eerily sanguine prior to the onset of 
the outbreak and priced as if immune to any potential calamity.  The truly extraordinary financial support provided 
by governments and central banks world-wide should serve to liquify markets and fill the aggregate demand hole 
that contagion protocols have produced in the global economy.  It is hoped that through a combination of social 
distancing, the introduction of a variety of therapeutics and a change of season, the virus curve of new infections 
will bend down and allow for a gradual resumption of productive activity.  It is already happening in Asia.   We are 
not there yet, but markets will sniff out recovery six to nine months ahead of the upturn.  Although difficult to do, 
our plan is to buy slowly, and run down the larger than average cash position in place in the portfolio at the 
beginning of the virus episode.   

It is really about the virus at this point. This crisis makes all investment managers amateur epidemiologists as the 
numbers associated with the pandemic have become as relevant to expectations for portfolio performance as are 
economic data and company results, both of which we know will be poor in the near term.  As of the writing of this 
commentary, the news flow on the virus continues to disappoint.  The U.S. and Europe are in the throes of the 
pandemic.  The Southern Hemisphere awaits its turn as the winter seasons arrives.  There are few bright spots at 
which to point.  One is in Asia. 

The coronavirus that has so wounded the world started in China and quickly spread to the rest of Asia.   After 
initially misapprehending the nature of the threat, China took extraordinary steps to limit contagion.  Fully 50 
million people were put on total lockdown.  South Korea also aggressively responded to the outbreak by quickly 
initiating widespread testing and deploying technology to track carriers and their points of contact.    Hong Kong 
experienced a relatively small outbreak attributable to a falloff in Chinese tourism that accompanied, and then 
lingered beyond, the anti-China street protests that roiled Hong Kong for much of last year.  Additionally, the 
memory of SARS, a limited, but more deadly coronavirus outbreak of 2003, kicked in.  Social distancing did not have 
to be imposed.  It just happened.   Taiwan and Singapore also had more limited outbreaks.   While there have been 
some more recent flareups of the virus in the region because of residents returning from overseas, the virus 
generally appears to be contained.   

China’s economy is slowly recovering from the exogenous shock of the pandemic.  A number of gauges of economic 
activity, while down over the same period last year, are up significantly from the peak of the crisis in late February.  
Some notable statistics:  For the month of February, China’s PMI plummeted to 28.  A reading below 50 signifies 
contraction.  Year-to-February exports declined 17% in U.S. dollar terms over the same period last year.   The year-
to-February trade balance was forecast at U.S.$40 billion; instead, a deficit of U.S.$7 billion was realized.  These 
numbers are not surprising.  Much of the country was locked down during the month.  Economy activity ground to a 
near stand-still. 

Fast forward to March.  Employees are returning to work, production lines are starting to roll and even the original 
outbreak epicenter of Wuhan is expected to end its lockdown soon.  According to the Economic Times, data 
released in late March showed that car sales in China, the world’s largest market, have now increased week-on-



week since the end of February.  Car sales are still down 40% from a year ago but they had been down 80% in 
February, according to data from China Passenger Car Association. At the nation’s airline industry, scheduled 
capacity rose 2.4% last week as of March 25th from the previous seven days to 9.2 million seats, while all the other 
top 10 markets in the world continued to decline. Other signs of economic healing include Chinese subway traffic 
increasing 21% last week, and a rebound in online sales of large appliances. In March, energy consumption posted 
strong week-on-week increases over the prior month. 

We came into the year believing there was significant value in Asian stocks.  The trade deal between the U.S. and 
China had been signed.  Protests in HK seemed to be abating.  There was more clarity on Brexit.  Assuming we get 
through this nightmare of Covid-19, we think the value proposition is all the greater.   The following is one 
illustration.  At one point in March, the Hang Seng Index traded below its book value for only the third time in 
almost as many decades. In 2016 and 1998, this multiple may have been an early signal for a market advance of as 
much as 175% within two years.  Yes, the course of the pandemic is still unknown; and yes, we also concede that 
Hong Kong’s relationship with China has deteriorated in the last few years, a factor that is unhelpful to market 
sentiment.  But it is our view that the stocks may be pricing in worst case outcomes, in Hong Kong and elsewhere in 
the region.  

Readers of our commentaries know that our belief is that Europe, on a very macro level, offers an unattractive 
investment proposition.  The economic, political and cultural disparities among constituent states call into question 
the durability of the Union and suggest that Brexit is merely a dress rehearsal for other defections.  More 
immediately, the coronavirus pandemic, which has hit Europe hard, will likely badly damage two normally reliable 
components of economic stability in the region: German exports and tourism.  Europe will likely have a tough time 
managing through the pandemic and may struggle post crisis.   Likewise, while we admire Japanese engineering and 
precision manufacturing, we prefer the rest of Asia, with its better demographics and growth profile, to Japan for 
investment opportunities. 

The next quarter or two for stocks may be difficult.  The resilience of the portfolio may be tested from time to time.   
Although all companies will feel some stress from this pandemic, those with free cash flow, strong balance sheets 
and stand-by liquidity options should be best positioned to persevere and come out stronger on the other side of 
this.  In our opinion, virtually all of our companies meet these criteria. 

There will be lasting changes to the way we live post crisis.  The idea of distancing may be a residual consequence of 
the mitigation exercises we are currently experiencing.  Specific investment theses stand out in a less densely 
packed, “remote access” world.  They include the 5G rollout, ecommerce, cloud computing, and artificial 
intelligence, each of which facilitates remote business and social interactions and factory automation which 
promotes productivity through the reduction of factory workers operating in enclosed production facilities.  By our 
count fully 1/3 of our companies are engaged in these industries. 

There is a notion now circulating in Asia called “revenge consumption”.  This is the idea that people who have been 
socially distanced, consigned to quarters, and frustrated with public venue closures are spring-loaded for 
consumption once the virus threat passes.  We look forward to the day. 

 
David C. Descalzi 
Matt Falkowski 
April 02, 2020 
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Note: Some accounts may not have participated in some of the trades mentioned in this summary due to client-specific factors. 

We were more active on the buy side during the quarter as the swift downturn wiped out much of the multiple 
expansion from last year and presented more attractive valuations. With the length of the COVID-19 disruption 
widely unknown, we plan to continue using our elevated cash balances to add to positions at a very slow pace. We 
also expect to recycle capital by selling or trimming names that have held up better than others in order to move a 
portion of the proceeds into the more beaten down names. 

We initiated positions in: 

• Keppel REIT - This trust owns very prime, Grade A commercial property in Singapore. It also has a presence 
in Australia and, most recently, Seoul. Its customer base is, for the most part, multinational corporations 
who have the wherewithal to persevere through the short-term downturn we expect worldwide due to 
Covid-19. Rent reversions for the year 2020 are limited to about 7% of space. Because of Covid-19 turmoil, 
we may see vacancies tick up and rent rates decline, modestly. The company is extremely well run. Its 
capital management is very impressive.  KREIT has a habit of buying buildings at high discount rates on cash 
flows and selling them at more modest rates. The current yield is about 7% after a precipitous price decline 
which we believe does not reflect the fundamentals of the company.  Singapore’s credentials as a world 
class international city and financial center, already in place before the onset of the coronavirus crisis, will 
likely only be enhanced as a relative safe haven, and its status as “the” place for business in SE Asia likely 
become even more secure. Given the turmoil experienced by its rival Hong Kong, the quality of its work 
force, the sophistication of the health care system and the relative bargains available for prime office space, 
Singapore should be a first choice for multinational companies looking for a foothold in Asia. 

We added to existing positions in: 

• CK Hutchinson – The conglomerate holds the non-property investments of the Cheung Kong Group, a 
venerable Hong Kong company. It counts retail, telecom, ports and infrastructure, and energy among its 
businesses. It has a large European exposure (56% of revenue) but half of that is in the UK, which we prefer 
to the Continent. It will be affected by the Covid-19 downturn, but there are a few mitigating factors. Its 
telecom business (30% of revenue) should prove resilient in the coming recession. Its retail operation is 
largely consumer staples, which too should provide some stability in the coming hard times. It is a 
significant free cash flower. It is leveraged 1 x Debt to Equity. (The debt has been very stable during the 
crisis.) It is now a 5x, P/E company on a trailing 12-month basis and P/B is an incredibly low 0.4. The look-
back yield is 6%. We think it is a company that is built to endure the damage of a recession and poised to 
come out of it when the recovery occurs. 

• Kerry Logistics – The company provides logistics services in Asia and internationally. It is the leading such 
company in Asia, a region which accounts for more than 50% of world-wide trade flows. The company has 
been a steady, if unspectacular grower, with all regions showing solid growth in the first half of their fiscal 
year ending March 2020. Europe is a notable outlier with imports from that region into Asia declining 
during the period. The company has been a bit of a market casualty as a result of the U.S. China trade war 
and now the coronavirus scare. The former issue has been settled, at least in terms of a Phase 1 solution; 



the latter is a work in progress, but our expectation is that the dampening of business, especially as it 
relates to cross border (China – Hong Kong) activity, will go away at some point. 

• Pacific Textiles – The company is more than a fabric manufacturer. It is akin to a specialty chemical 
company with a strong affiliation with Tory Industries, the Japanese specialty materials producer.  The 
Japan connection extends to Uniqlo, a multinational Japanese apparel retailer and a major Pacific Textiles 
customer. The company had been hurt by a Vietnamese plant strike in 2018, which was anniversaried last 
year. A warm Japanese winter does not help. However, the valuation is undemanding. The dividend yield, 
14% on a trailing 12-month basis, is extremely attractive even if under some threat because of Covid-19.  
The company is a strong free cash flower and in a net cash position on its balance sheet. 

• Amata – We added to our Thai industrial estates company.  The company has two sources of revenue -- 
land sales to manufacturers looking to locate or extend their manufacturing footprint in Thailand and 
Vietnam and recurring fees, from utility sales to the installed base of clients and rental income on 
properties the company chooses to own.  Land sale revenue can be choppy but recurring fees have grown 
to a level that affords a stabilizing element to company operations.  The company for us has always been a 
legitimate alternative for manufacturers looking to diversify out of China to a locale where the 
infrastructure including labor market, roads, utilities and port exists.  The Coronavirus, of Chinese pedigree, 
we think, will only enhance the company’s reputation as a China alternative. 

• Bangkok Bank – It is known as the premier commercial lender in Thailand.  The purchase here is predicated 
on valuation with shares priced as if a depression were imminent.  Non-performing loans will likely 
increase, a fallout of the coronavirus pandemic.  However, it may be the most conservatively provisioned 
among all Thai banks.  Shares typically trade at around book value; the corresponding number at the time 
of our add was roughly 0.6 times book value. 

• AIA Group – The company is the premier multi line, Asia ex Japan insurer.  Two thirds of its business is in 
China and Hong Kong, the rest is primarily Southeast Asia.  It has a tough year given the trade dispute 
between the U.S. and China, the street protests in Hong Kong and now the Coronavirus pandemic.  With  a 
Phase 1 trade deal complete, more quiet on the streets of Hong Kong and with China now hopefully turning 
the corner on the virus, insurance might possibly be viewed as more of a staple rather than a discretionary 
consumer good; therefore, the company may come out stronger on the other side of the pandemic.  The 
shares have fallen with the market and look attractive at current levels. 

• Ascott Residence Trust – The properties of the trust include service apartments and hotels in various 
geographies around the world.  The shares are off significantly from their high, understandably because of 
the virus. Obviously, there is a high likelihood that revenues will fall, but there is significant stability 
attached to 40% of EBITDA, because of master leases and management contracts with minimum 
guaranteed income (stable income).  Furthermore, the properties are predominantly focused on business 
travelers, who have a longer average length of stay, offering further stability to the portfolio. On a trailing 
12-month basis, the shares yield about 10%. We expect distributable income to decline but expect the 
resulting yield to be attractive in an ultra-low interest rate environment.  Credit spreads on the trust’s debt 
are relatively stable in a volatile environment.   

• Stanley Black & Decker - The primary source of revenue for the company comes from hand tools, power 
tools, and accessories under brands such as Black & Decker, DeWalt, and Craftsman. Of the building 
product companies, SWK’s supply chain has one of the higher exposures to China. While 40% of the Tool & 
Storage segments output comes from China and this segment represents 70% of company revenue, 
management has stated that “revenue is likely to be pressured in the back half of 1Q to a degree due to 
production issues, but the overall impact should not be that massive”. At a discount to the market multiple, 
we felt it was a good time to add to this second derivative play on the housing market. The longer-term 
growth prospects for housing are driven by factors including demographics, aging housing stock, 
affordability metrics, and historically low home ownership rates. 



• Citigroup – The financial sector has been one of the hardest hit sectors YTD and Citigroup is no exception. 
With COVID-19 bringing the economy to a grinding halt, non-performing loans will almost certainly rise, but 
to what extent is very difficult to predict and will hinge on the length of the social distancing exercise and 
getting people back to work. With a Tier 1 capital ratio of >11% and a valuation of 0.5 time book, we feel 
this offers an attractive risk-reward. 

• Liberty Latin America - With the recent weakness, we saw an opportunity to add to tax-exempt accounts 
and reinstate for taxable accounts. The Latin American broadband and mobile provider’s business offers 
defensive demand characteristics and operates in markets experiencing consolidation which we expect to 
further rationalize the competitive environment. As its segments return to normalized operations following 
the 2017 hurricanes and subsequent rebuilding efforts, 2019 earnings reports showed steady forward 
progress with accelerating topline growth and healthy margin expansion in Q4. We see risks including the 
company’s leverage level; however, adjusting for M&A related debt sitting in restricted cash, we see that 
the leverage ratio drops to 3.8 times or slightly below the company’s long-term target of 4 times. The 
company faces no material maturities until 2024 and maintains a sizable unrestricted cash position.  

• Mohawk - The global ceramics and flooring company has lagged the market in 2020. We added to the 
position late in Q1 and on the first day of Q2. The stock is now trading at a mid-teens FCF yield. Cash flow 
was depressed in 2017 and 2018 due to investment cycle (new manufacturing plants), but these 
investments began to bear fruit in 2019. Just as utilization rate were steadily improving at these factories, 
the company to decrease/stop production in order to match the falling demand amid the COVID-19 crisis. 
While 1H earning will certainly be depressed, we feel the company will be able to return to the trajectory 
being seen at the end of 2019. As with Stanley Black & Decker, the longer-term prospects for strength in the 
housing market should be a tailwind. Lower oil prices are also a positive for the company due to lower 
transportation cost and lower input cost as many inputs are petrol based. Strength in housing at the end of 
2019 / beginning of 2020 and healthy household balance sheets also bode well for demand. At 7.5x 
earnings and 0.6 book value, we think that we are being compensated for some of the near-term risks. Filip 
Balcaen, executive chairman, purchased a combined $30M in company stock during the month of March. 
Having an insider make such a large commitment during the downturn adds an extra layer of confidence.   

We exited positions in: 

• Fisher & Paykel – We first trimmed the New Zealand based medical equipment provider before exiting the 
position about a week later. The company operates in two segments-- Hospital, which makes up about 60% 
of revenue, and Homecare, which is at 40%. The company manufactures and distributes medical devices for 
use in the hospital where patients are receiving invasive and noninvasive respiratory assistance. The 
company has obviously been a direct beneficiary of COVID-19. The company has raised its 2020 guidance 
multiple times due to increasing demand and a weakening New Zealand Dollar. This demand increase may 
be short-lived. The stock has massively outperformed and is trading at a very expensive level. We feel it is 
prudent to use proceeds from our sale to continue investing in more beaten down names.   

We trimmed positions in: 

• Microsoft – At the time of the trim, the company’s shares were valued at $1.4T and trading 32 times free 
cash flow. This valuation seemed excessive given long-term competitive dynamics of the cloud business. 
Although we consider the cloud opportunity still early in its cycle, there are signs the first-mover 
advantages enjoyed by Amazon and Microsoft may be fading as pricing competition increases from new 
entrants. At such a large premium to market multiples, we felt it was prudent to trim.  

Dave Descalzi 
Matt Falkowski 
4/3/20 
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