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Commentary (Founders Fund) 
March 2022  

Written by Devan Linus, Chief Investment Officer 

Objective 
MTC Founders Fund (“Founders”, “MTC” or the “Fund”) aims 
to achieve a net return of 8-12% p.a. over a 3-5-year period by 
investing in a portfolio of global listed equities. MTC invests 
predominantly in large cap companies listed in the US and other 
developed countries and employs a value driven, bottom-up 
investment approach. MTC’s benchmark is the Straits Times 
Index (“STI”) and the MSCI All Country World Index (“MSCI 
ACWI”). The STI was chosen as a benchmark as MTC’s 
investors are predominantly from Southeast Asia and benchmark 
themselves to Singapore. MSCI ACWI is the second benchmark 
as it was designed to best represent broad global equity-market 
performance. Performance is reported in USD. 
 

Performance & Benchmark Comparison 
Founders, STI & MSCI ACWI 

MTC delivered a since inception net return of 126.4% (8.8% 
p.a.), outperforming the STI but slightly underperforming the 
MSCI ACWI, which returned 6.0% (0.6% p.a.) and 134.3% 
(9.1% p.a.) respectively. 
 
For the quarter ending March and year-to-date 2022 (YTD), 
MTC underperformed both the STI and MSCI ACWI by -17.8% 
and -3.4% respectively. We underperformed the MSCI ACWI as 
we continued to “catch falling stars” in expectation that they will 
eventually rise again. Surprisingly, companies (mainly 
Singaporean) that constitute the STI index had a huge rebound 
for the quarter, a stark contrast to its past decade’s (since Jul 2012) 
performance where it only appreciated 6.0% (0.6% p.a.). We still 
don’t believe that Singaporean companies are a growth story, 
rather we feel that this is the general volatility that one must expect 
in the market these days, where performance can swing up and 
down ±10% in a quarter. The market these days can be irrational 
more often than not rather than it being an indicator of a pattern. 
A gentle reminder to our readers: volatility is something that 
should be accepted to get a return of >100% over a decade. A 
10% p.a. return cannot be achieved through a straight line.  
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Performance & Benchmark Comparison 
(continued) 
Economy & Markets 

The financial markets started 2022 with a general tone of 
negativity, mainly due to continued supply chain constraints in 
many industries, sky-rocketing inflation, and the pending increase 
in US interest rates to tame it. Further, the Russian invasion of 
Ukraine was widely expected to put a nail in the coffin for markets 
this quarter (and possibly for much longer). However, the global 
index returns were not as bad, given that after weeks having gone 
by since the 24th of Feb, it was quite apparent that a World War 3 
was not likely to take place, but rather a financial war which would 
not be as bad for the global economy given Russia’s minimal 
contribution to world GDP. Another saving grace for the markets 
was when China’s President, Xi Jinping confirmed that he was not 
going to side with Russia in the war. In spite of the calm in the 
comments above, those watching market prices on a day-to-day 
basis would have noticed tremendous volatility where the market 
reached a YTD low in the 3rd week of March, where many global 
blue-chip stocks were down close to 20% for the year, while 
Chinese tech blue-chips were down 35%. The month end figures 
include a short rebound since then. 
 
Geography / Company Listing Breakdown 

As mentioned in our previous Dec 2021 commentary, our HK 
breakdown was understated due to a timing issue, where it should 
have been 17% rather than 14%. A quote from that commentary 
“…year-end timing issue of us selling one Chinese tech company 
in Dec and buying the other in Jan 2022 (if we include Jan’s 
purchase, HK’s breakdown should be approx. 17%)”. Hence, on 
a quarter-on-quarter (QoQ) basis our allocation in HK increased 
from 17% to 20%, ending March. The increase was mainly due 
to us continuing to “catch the falling stars” on our Chinese tech 
holdings every time they crashed >10%, and with a more 
substantial purchase in the lows of March. The low of Chinese 
tech companies was exactly on the 15th March, where having 
already declined since the start of the year, many Chinese stocks 
on Monday the 14th suffered huge drops and ending the day down 
more than 20% Month-to-Date (MTD). However, on Tuesday 
the 15th, it declined even further to a -30% MTD return, and over 
these two days we had intra-day volatility of ±10% for many 
Chinese tech companies. These two days very much reminded us 
of the global financial crisis period of March 2009 (also in the 
same month), where many US bank stocks declined way more at 
-25% in one day (some even close to -50% – e.g. Bank of America) 
only to recover losses immediately the following day. If history 
repeats itself, this could be a turning point for Chinese tech, as 
potentially all the short sellers are out, and this is where the 
investors start getting in. Chinese tech has already rebounded 
from its lows on March 15th, some with a 20% increase, but its 
share prices are still below the start of the year.  
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Porfolio (continued) 
Geography / Company Listing Breakdown (continued) 

Now we don’t necessarily think Chinese tech is out of the woods 
just yet in the short-term but for a long-term investor, those that 
bought in March would be standing on a good long-term return if 
they picked the right company (possibly 5X in a decade). Think 
about it: if one believed that Tencent was a bargain at a price of 
$450 HKD in August 2021 (after declining from its peak of $750 
HKD in July 2021), then at $300 HKD in March 2022, it should 
be a no brainer investment seeing that Tencent is still growing 
revenues and profits (albeit at a lower rate). Similar observations 
can be said for the other big names, like Alibaba, Baidu, JD, etc. 
Of course, we cannot look at the share price movement in 
isolation. We should compare it with the multiple over its 
revenues, earnings and expected growth. We can say some of these 
big-name Chinese tech companies are trading between 15-25x 
P/E; a better relative valuation than other less profitable 
companies such as Square and Tesla, and even highly profitable 
companies, such as Apple and Microsoft. (P/E is not the only 
valuation measure we use, but the above was just to illustrate a 
point). Hence, we are fairly certain that one or a handful of these 
Chinese companies are going to get a 5X return in the next 10 
years. If US ‘dinosaurs’ such as Microsoft and Apple could muster 
it in the last decade, why not tech companies in China staffed with 
a bunch of hungry, smart and financially motivated individuals? 
 
Ending this section, on a YoY basis, we largely increased our 
allocation to China at the expense of Australia, which declined 
from constituting 19% of the portfolio in March 2021 to 12% in 
March 2022. Whilst we are still very bullish on our Australian 
companies, relative to China, we prefer the latter. 
 
Sector Breakdown 

One of our other significant activities in the last days of February 
and continuing into March was selling down our traditional brick-
and-mortar holdings that held its share price despite Russia 
invading Ukraine. Our rational was to reduce our leverage by 
selling companies with lower growth prospects to shore up 
liquidity in the event there was huge market collapse due to the 
war. Despite the impact of the war in the short term not turning 
out as bad as initially expected, this action allowed us to load up 
on Communication Services and Consumer Discretionary stocks.  
 
We ended March with Communication Services accounting for 
44% of the portfolio compared to 39% in December 2021, and 
28% in March 2021. Over the course of 2021, we have been 
increasing our allocation to Communication Services, which 
constitutes telecommunication and media stocks which we believe 
to be both significantly undervalued in its own right and compared 
to its peers. 
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Portfolio (continued) 
Sector Breakdown (continued) 

We should also note that the ‘Communication Services’ sector 
also includes companies where a major portion of their business 
includes online advertising. These days, what people normally 
assume to be tech companies no longer sit in the ‘Information 
Technology’ sector classification, but rather the industry they 
operate in. For example, Google would be classified as 
‘Communication Services’ and Amazon as ‘Consumer 
Discretionary’ based on the GICS Sector Classification. Only 
pure tech companies selling software, services, etc., would still be 
classified in ‘Information Technology’. Microsoft and Intel are 
examples that fall under the Information Technology sector. We 
should also emphasize that our sector allocation is more 
concentrated compared to a year ago where Other Sectors shrunk 
from 26% in March 2021, to just 7% in March 2022. This is 
mainly due to us rotating out of our Fair Value companies and 
doubling down on Communication Services, Consumer 
Discretionary and Information Technology where a majority of 
these companies are trading at Deep Value valuations. 
 
Value Breakdown 

Our strategic efforts of us rotating out from Fair Value into Deep 
Value has resulted in Deep Value stocks now accounting for 56% 
of the portfolio, compared to 42% in December 2021, and 28% 
in March 2021. As mentioned throughout this commentary and 
in the last one, we have continued to buy into Deep Value 
companies and have been deliberately ‘catching falling stars’ as 
nobody ever knows when the exact bottom is. We have financed 
these purchases both by using our leftover cash from March 2021, 
taking some leverage, and completely selling down our companies 
we had held before. Hence, half of our portfolio today is 
completely different from the start of 2020, pre-Covid. Of the 9 
companies we had at the start of 2020, only 4 remain in our 
portfolio out of the 8 today (companies with >5% of portfolio). 
Out of these 4 new companies, one is a (Deep Value) company 
we held before sometime in the last decade in the Information 
Technology sector, and 3 are new companies (with 2 being Deep 
Value) which we recently took positions in during H2 2020 and 
2021. The act of us buying these falling stars is why we only 
returned 6.6% in 2021 and are -8.9% in YTD 2022. Given these 
new acquisitions were bought at bargain prices, we are extremely 
confident on our future upside, as these 4 new companies will 
drive the growth of the Fund for the next decade. 
 
Total Portfolio Leverage Breakdown 

Following from our last commentary, we are continuing to 
improve the presentation of our commentary to give better 
insights to our readers.   
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Portfolio (continued) 
Total Portfolio Leverage Breakdown (continued) 

We have added a new chart called ‘Total Portfolio Leverage 
Breakdown’, which shows how much leverage we are taking. As 
of March 2022, we are 32% levered (or 1.5x of the portfolio). For 
readers that are not familiar with how leverage is reported, a 32% 
leverage (or 1.5x) is substantially lower than what you hear some 
hedge funds take (e.g. Bill Hwang of Archegos Capital, who had 
a huge margin call in Q1 2021, had lever of 5x). In property 
transactions, most take 70-90% leverage (3.3-10x), so that is 
another point of comparison. Without sounding like a pessimist 
on the property sector, if you strip the lever away and bought 
property with cash (and taking into account legal, agent, repair, 
interest, other fees), many investors are barely hitting 5% p.a. 
returns in most developed countries and Malaysia. Plus, it is 
illiquid! To remind our investors of our investment philosophy on 
leverage, we try to manage to a soft leverage limit of up to 50%, 
and our strategy is to buy only profitable companies where close 
to ¾ of its profits are actual cash flows, as opposed to just 
accounting earnings. That, combined with some leverage is much 
safer than buying speculative stocks or ‘high growth one day 
earning’ stocks. A recent Southeast Asia darling, Grab is another 
example of huge risk present for a ‘high growth one day’ earning 
stock. Grab made its trading debut on 2nd Dec 2021, at $10.15 
and on 31st Mar 2022, it is trading at $3.50 (-66% decline). 
Imagine you took margin on that! 
 
Looking at our total portfolio leverage breakdown, we had 4% 
cash in March 2021 as a result us holding cash during the parts of 
Covid-19 market recession as we would rather be safe than sorry. 
We have always found it perplexing that the general stock market 
recovered so quickly despite probably the biggest shutdown in the 
world since World War 2. Much of it was due to the major 
injection of liquidity into the markets by most countries’ central 
banks and the low interest rates, hence why one should not expect 
the same market returns experienced from 2010-2020 to continue 
in the next decade. Index returns is expected to be lower, and this 
is where a securities or stock-picker should shine.  
 
Since this is the first time we are officially presenting our leverage 
numbers, we provide a more detailed illustration as follows: In the 
month ending Dec 2019 we had 25% cash, owing to our view that 
general markets were too expensive, especially tech stocks. Once 
Covid-19 hit and lockdowns were in effect, stock prices were 
crashing 10% a week in March. It was then when we started taking 
some leverage to buy into the drop – we ended March 2020 with 
30% leverage. As a quick recovery followed, erring on the side of 
caution, we pared down our leverage ending Apr 2020 with 16% 
leverage and ending May 2020 with 15% cash. We held cash for 
over a year, and only started leveraging again in Apr 2021, ending 
the month with a 11% leverage. Finally at March 2022, we are 
32% levered.  
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Portfolio (continued) 
Total Portfolio Breakdown (continued) 

We sacrificed huge upside in 2020 by deleveraging so early, despite us being perfect in terms of timing 
when we doubled down on stocks, but our philosophy and objective of the Fund is that of ‘capital 
preservation’ first. We never want to have a margin call and end up like Bill Hwang of Archegos Capital, 
who folded in early 2021 because of huge leverage and excessive risk. 
 

Market Insights & Outlook 
Our insights on the markets are varied and plentiful. However, to simplify it for the purposes of this 
commentary, we break it down to three categories; fixed income, general equity markets, and our 
portfolio. We will not be talking about other asset classes or non-asset classes (such as crypto and NFT 
which, while we agree that the underlying technology such as blockchain has some value, the infinite 
digital currencies and NFTs being introduced is ridiculous and are worthless). We start with fixed 
income, which is anything that was invested in for a fixed yield, whether it be bonds, fixed deposits, 
property investments for rental yields, dividend stocks, etc. (our definition in layman’s terms, rather than 
the official investment definition). Those who are already invested in this category prior to 2021 are 
probably going to be sitting on terrible returns, as the values of the investments have or will drop, given 
that interest rates are going up. Now for those who are entering this category today because prices have 
fallen, it is also a risky investment, as you don’t exactly know how high or how quickly interest rates are 
going to rise. For comparison purposes, the reason why so many people did reasonably well with fixed 
income investments over the last few decades was because US interest rates in the 90s were above 10% 
while it is close to 0% today, so even with the low yields, people benefitted from appreciation. But now, 
it is the inverse scenario, so the market is right to be worrying. 
 
As for the general equity markets, as mentioned earlier, what would do terribly are investments that were 
historically bought for a fixed yield, so mature dividend stocks would also do badly with rising interest 
rates. The next issue is that the market in 2010-2020 can be argued to be propped up by people taking 
margin on the cheap and therefore lifting up the prices. Now that interest rates are going up, they have 
to start reducing their margins on fixed yield stocks as it may not be as beneficial anymore. Secondly, 
whilst GDP growth has returned, not much is known of how much of that is real and actual spending 
growth or just stimulus money. Without the excessive monetary stimulus of the past, will there be growth 
or will it move into a decline? We do believe that work-from-home and hybrid work options for employees 
are less productive, so it could be a drag on growth if we end up producing less. Further, we should be 
cognisant that Covid-19 is still lingering and could be another potential drag on productivity – evidenced 
as recently in March, where Shanghai had to go into lockdown again. Which begs the question – can 
people and businesses still afford to pay for these goods and services and lifestyle they desire if higher 
prices are here to stay? Hence, our overall conclusion of the general market is while we are not certain, 
we are leaning towards expectation of significantly lower market index returns for the next decade 
compared to the last. 
 
Lastly, on our portfolio. Despite our pessimism on the general market given the macro environment, a 
stock picking portfolio can always outperform, and though we are inherently bias being bottom-up value 
investors, it is not without merit. For the last decade, value stocks have underperformed growth stocks. 
In the next decade as interest rates rises and growth companies can’t chase growth at all costs or no cost; 
they must start paying higher interest costs. Hence, it is reasonable to expect investment dollars to rotate 
back to value stocks. Secondly, as mentioned again we have room for much upside, given the 4 new 
stocks in our portfolio and with 3 of them being Deep Value, in addition to the 1 Deep Value incumbent 
position we continue to have since pre-pandemic. 
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Market Insights & Outlook (continued) 
For the companies that are Fair Value and Value, they continue to deliver strong and growing profits, 
robust cash flows, are market leaders with strong brands and have other high barriers to stave off 
competition. They are expected to continue growing given their competitive advantages, despite the 
pending increase in interest rates. Coupled with the use of some slight leverage and accompanied with 
the discipline and lessons learned from the past, we should be able to etch out the same double digit 
(annualised) return over the next decade, if not more. 
 

 

Appendix: Performance 
Since Inception (Jul 2012 – Mar 2022), net of fees, USD 

 
 
 
 
 
 
 
 
 
 
 
 
 

Disclaimer 
The views expressed in this report are those of Devan Linus Rajadurai, MTC’s Co-Founder, CEO & Chief Investment Officer. MTC’s 
investment strategy is implemented by the Fund’s Investment Manager, MTC Asset Management (M) Sdn. Bhd. licensed by Securities 
Commission Malaysia (CMSL: eCMSL/A0333/2015). The Fund is a regulated mutual fund under the Mutual Funds Law of the 
Cayman Islands and is registered with the Cayman Islands Monetary Authority. 
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