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July 22, 2019 

Dear investors, 

 

Economic conditions remain in a similar position from the last annual letter. Several indicators point to a 

growing economy. Specifically, GDP is rising, unemployment is still at historical lows, the job market is 

expanding, and inflation is under control. However, there are also concerning signals. Many uncertainties 

that existed a year ago continue to exist today, while new ones are being introduced. Corporate debt is rising 

while earnings are slowing. Inappropriate applications of protectionist and isolationist policies are hindering 

global economic growth. Lastly, international trade is facing severe challenges in today’s intensified 

geopolitical climate. 

Avid readers of these letters would recall my dour outlook towards the market conditions of late, pointing 

to, among other things, overstretched valuation and longevity of the current bull market. However, as a 

long-term investor my objective is to own great businesses and avoid acting on short-term events that have 

little influence on the future of well managed companies. With hindsight, it might have been possible for 

us to mitigate the incurred losses by using a variety of trading strategies. Unfortunately, hindsight is seldom 

available when needed and without hindsight, such action would have contradicted our investment 

principles which have delivered success in the past. This is the dichotomy between being an investor and 

being a trader.   

Although the Fund in aggregate is performing well since inception, many investors who initiated a new 

investment before the correction last year, particularly in the Offshore Fund, suffered heavy losses of more 

than 50% by December. By the same token, investments initiated in January of 2019 enjoy a massive gain 

as our portfolio recovers.  It is difficult to celebrate our aggregate performance while knowing that some 

investors have not yet profited and are still recovering from the last quarter of 2018. The wonderful thing 

about investing with a long horizon is that I am positive any losses caused by current market conditions can 

be recovered through our strategy. 

When times are good, it is easy to become complacent and not question our approach.  Yet, as soon as times 

get difficult, our instinct tells us that we must be doing something wrong. This behavior is destructive to 

our capital and we must resist it. Just because we’re facing a storm doesn’t mean we must abandon our ship, 

nor does it mean we must change its course. Our ship is built on the foundation of robust and profitable 

businesses. Our course is the long-term strategy that has delivered exceptional results despite prior storms. 

We must and will continue to navigate these volatile waters with fortitude and discipline. I am confident 

that time will prove we are on the right track. Thank you for your continued support and the opportunity to 

invest your family capital alongside mine. 

 

Sincerely, 

 

 

 

Danny K. Thai 
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PORTFOLIO AND MARKET 

Since our previous letter in mid-2018, the market has experienced increased volatility in frequency and 

magnitude. The S&P 500 peaked in September and subsequently suffered a massive correction in the fourth 

quarter. The index dropped nearly 14%, posting its worst quarter since 2011. October marked the beginning 

of this turmoil and naturally had an adverse impact on our fund’s performance pulling our year-to-date net 

gain from 42.51% to 18.33%. By December, several of our largest positions were severely punished in the 

market, driving our portfolio deep into negative territory and ended the year with a net loss of 24.71%.  

At the start of the market turmoil, we increased shares in a few positions within our portfolio following one 

of my integral investment principles: maintaining our convictions when the rest of the market runs in fear. 

Unfortunately, we were too early, and I bought too aggressively. Subsequently, the market steepened its 

downward trend for the remainder of the quarter, and we were unable to fully capture the opportunities 

presented. 

December was a painful month for portfolio managers around the world. It was also a fierce reminder that 

leverage management is vital in our risk management strategy. In fact, many fund managers were caught 

off guard and imploded during the final quarter of 2018. According to Bloomberg, 580 funds closed or 

converted into family offices by December 3; fortunately, we are not part of that statistic. 

MACROECONOMIC LANDSCAPE 

The market turmoil we’ve witnessed was surrounded by a blanket of uncertainty in the macroeconomic 

environment. One of the first and most substantial instances of a major volatility injection came from rate 

hikes initiated by the Federal Reserve. Since 2008, interest rates have been historically low to pump growth 

into the economy. With rates so low for so long, any signals representing more expensive borrowing will 

naturally drive concerns over financial capabilities and slower economic growth. 

Several other unfavorable timelines ran parallel to the rate hike. Regulatory concerns over consumer 

protection and data privacy, specifically regarding the tech-sector leaders such as Apple, Google and 

Facebook, sent the entire sector into retreat. Trade-war escalation sent fear into nearly every industry, 

namely technology, agriculture and automaker, amongst others. Additionally, the daily, threatening, 

cowboy-style rhetoric from the White House ran unchecked throughout the year. 

Despite these events appearing to be enormously impactful, I don’t believe they represent grounds for 

concern in our company-specific operation. Interest rates are typically in correlation with economic 

conditions - rates tend to rise when the economy expands to curtail inflation and fall when the economy 

contracts to stimulate spending. Our companies are selected based on their ability to be successful in any 

economic environment. An environment where the Federal Reserve believes that a rate hike is appropriate 

is one that not only suggests a robust economy, but also one from which our companies can greatly benefit.  

The trade war with China and other nations will be the more concerning issue because it has the broadest 

reach. So far, tariffs have impacted every sector of our economy due to the inherent nature of the modern 

supply chain. However, the adverse effects are mostly confined to companies with the deepest exposure to 

imports/exports from affected countries. In other words, not all companies are affected equally.  This tidbit 

is often ignored in the market. Market operators are indiscriminate when their emotions take control. Stocks 

within a sector are commensurately punished or rewarded based merely on categorical correlation, rather 

than on the merits of their fundamentals. 

The technology sector is an excellent example. Rapid and consistent growth in recent years, specifically in 

the semiconductor industry, captured the interests of momentum traders in 2017 and early 2018. As more 

and more investors piled into this sector, any opportunities that may have existed were quickly evaporated. 
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As 2018 ended and macroeconomic tensions were introduced, tech stocks led the aggregate market in 

freefall. This was partly due to investors fleeing the sector in droves. Consequently, pessimism swiftly 

carried tech stocks into freefall, just as optimism had delivered their gains throughout the year. In short, a 

few events of substance caused a tremor in the market, but investor emotion resulted in an earthquake. 

Finally, capricious communication from the White House introduced different types of risk that are difficult 

to calculate. Executives from various businesses have indicated that they can accept and endure trade wars 

or other unfavorable policies if they can clearly understand the requirements and implications. But when 

decisions are made erratically, companies can’t take the appropriate action to maintain their business 

position. Instead, they must rely on the most conservative or protective measures that may take a long time 

to reverse and add costs which could weaken their competitiveness and ability for growth. I believe such 

uncertainty is the worst kind of risk to our economy. 

Economic prosperity is dependent on political stability. In an increasingly globalized world, international 

stability is of incredible interest to the United States. Without proactive attempts at maintaining peace with 

other countries or constraint from reverting to isolationism, our economy will suffer. Radical and rapid 

changes in government policies can raise significant adverse effects because its constituents will be unable 

to reliably plan for the long term. Consistency in this case is synonymous to stability.  

Overall, if global economy does indeed deteriorate due to the factors we’ve discussed, our companies’ share 

prices may suffer with the rest of the market. These market gyrations have and will always occur at varying 

magnitude. Fortunately, I find this to be acceptable because share prices are not always a reflection of the 

company’s intrinsic value.  We know that our companies have the capability to withstand economic duress 

indefinitely. We also expect our companies to be treated unfairly by the market, sometime for long 

durations. 

With that premise in mind, we can be right about investment opportunities, but without proper market 

timing we can be wrong for a while. However, market value and intrinsic value will always converge over 

time. Thus, we must be prepared to be wrong before we can be right. Our objective then is to be sure that 

when we are right, we are significantly right. So as patient investors, volatility is our opportunity.   

UNDER PROMISE AND OVER DELIVER 

Noble causes and novel objectives are keys to the constant evolution of humanity. It is important to dream 

of wondrous feats. However, it is equally important to recognize that dreams alone cannot deliver results. 

Hope can keep a dream from dying, but not forever. Unachievable goals only serve to renew those hopes. 

Execution and delivery on hope is the catalyst to eventual realization. 

Unicorns, companies that are valued above a billion despite the lack of profit, embody this notion that 

hopes, and dreams can replace results. They are created with the intention of solving some critical issue and 

are willing to sacrifice profit for market share. Their valuation is entirely based on their future potential. 

This perpetuates a reliance on raising capital from hopeful investors. While there are many of these unicorns 

running about Wall Street, I think Tesla is a perfect example. 

Under Elon Musk’s leadership, Tesla has accelerated the adoption of electric vehicles by challenging the 

industry’s antiquated engineering practices. Tesla proved that electric vehicles, built to reduce 

environmental impact, can still be both stylish and practical. Amidst this progress, however, is a heavily 

indebted company that burns through billions of dollars to try and meet Mr. Musk’s increasingly aggressive 

goals. As Musk’s goal settings become more and more unrealistic, so does his publicity and aggression 

towards analysts’ scrutiny.   
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Many of Musk’s grandiose and outright misleading promises have yet to come to fruition. As an example, 

Mr. Musk took to Twitter on multiple occasions to announce several production targets for the company. 

In 2016 Musk declared that Tesla would produce 500,000 vehicles by the end of 2018 when current 

production levels were only at 84,000 (2016 10-K. Item 7). And as expected, Tesla was able to produce 

255,000 (2018 10-K. Item 7) at the end of 2018, a remarkable improvement, but nowhere near what had 

been promised. Musk also indicated several times that the first quarter of 2019 would be profitable. When 

the results were announced, investors were again disappointed by losses; specifically, due to a drastic 

decrease in sales for the Model X and Model S. To give some context, GM delivered 700,000 vehicles in 

the 3rd quarter of 2018 alone while ending the year with 200,000 electric vehicles sold.  While Tesla had a 

net loss of $1 billion, GM delivered $8 Billion. Despite the glaring differences, investors were still willing 

to give Tesla the same market valuation as GM.   

These announcements from his sporadic engagement with the media consistently influenced Tesla’s share 

price. This unorthodox approach to press release might have been acceptable if the production targets 

announced weren’t so radical. Despite his blatantly unachievable targets, Tesla’s share price always spiked 

on these announcements. The recurring theme as it would appear is instilling hope to increase valuation, 

regardless of whether it can be met. While I am a believer in Musk’s grand vision for a better world, I’m 

not a fan of his approach to investor relations.  For the sake of Tesla stakeholders, the visionary CEO would 

do well to heed the adage: under promise and over deliver. 

I am, of course, not suggesting that all companies who sacrifice near term profit for long term value are 

doomed to fail.  In fact, I admire those managers who can distinguish between dreams and reality and avoid 

reliance on hope for success. One prime example is Jeff Bezos. In the early 1990s, Bezos had a business 

vision that would upend the traditional retail industry by capitalizing on the current internet growth trend. 

To realize this grand vision, Bezos didn’t begin offering everything that consumers can expect on the shelf; 

he instead focused mainly on a niche corner of the product line, books.  Only after Amazon was able to 

solidify its book selling operation did Bezos begin expanding into other products.  Every excess dollar 

Amazon generated since then was immediately reinvested into expanding its products and services. Despite 

many consecutive years of reporting net losses, a careful examination of its cash flow would indicate that 

it did not rely excessively on outside financing for its growth.  

One key takeaway from Amazon’s success is that businesses do not need to start out directly searching for 

a complete solution or to immediately realize its founder’s grand vision. A gradual progression toward 

expansion by crawling, walking, tripping and even falling before running is an effective, time-proven 

strategy to success. I believe that most business leaders recognize and agree to the concept of this strategy. 

Unfortunately, its application is uncomfortably rare. I supposed business managers, like investors, are also 

susceptible to FOMO (fear of missing out). 

Speaking of FOMO, the sky-high valuation of businesses willing to forego profit for size is fueled by 

investors’ fear of missing out on the next Facebook, Amazon, Apple, Netflix, and Google (collectively 

coined as FAANG stocks by CNBC contributor, Jim Cramer). In addition to FOMO, low yields on safe 

assets for almost a decade has cranked up risk appetite for investors seeking better yields elsewhere.  I 

believe that the longer the low rates environment persist, the more abundant capital will become.  Such 

investment landscape has formed a feedback loop – investors become attracted to higher yields, valuations 

continue to creep up, more investors come on board, and so on until risk and return are no longer a 

consideration in calculating intrinsic value.  Wasn’t this one of the core reasons for the previous market 

meltdowns?  I supposed as long as people continue to show up to the party, the music will continue to play.  
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INVESTING 

The process of how we discover great companies is multidimensional. It requires a combination of 

qualitative and quantitative analysis, the ability to spot red flags and an understanding of human behavior. 

The combination of these pillars serves to determine an intrinsic value for the company. It took me a 

relatively short time to understand the mechanics of a financial statement and what its components indicate. 

However, non-technical behaviors in the investment world is a constant learning endeavor. The quantitative 

aspect can be learned and executed reliably by anyone with a decent competency in accounting, but the 

qualitative result of each analysis is unique to the analyst doing the calculations. 

Our specific investment strategy is straight forward. Our goal is to confirm that a company’s fundamentals 

are currently healthy and will remain healthy if not improve substantially. In calculation, we observe current 

value and growth opportunities and employ a variety of financial metrics, models and ratios that guide our 

interpretation. In qualitative analysis, we assess management and leadership, business’s competitive moat, 

and the company’s dynamic relationship to the society. Our strategy aims to determine the real value of a 

company and make decisions based on how that may differ from the market price.  

Economic conditions can certainly impact the fundamentals of businesses, but no one specific event should 

call for action. Trade-offs exist in nearly every aspect of the economy – nothing is all bad and nothing is all 

good. Additionally, impacts of economic events do not become apparent in a matter of days or weeks, 

instead they unravel over the span of many months or even years. Economic perils are created by a 

collection of events that leads to a drastic imbalance between pros and cons. Thorough assessment and 

thoughtful analysis should be the bedrock to decision making rather than the daily headlines that create the 

illusion of extreme urgency.  
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Disclaimers and Notes to Performance Results  

Presentation of Performance Results and Other Data   

The performance results of Thai Capital Management, LLC (the “Company” or the “Fund” or “Thai Capital”) shown 

in this letter are presented on a gross and net-of-fees basis.  Gross and net performance includes the reinvestment of 

all dividends, interest, and capital gains, and reflects the deduction of, among other things, brokerage commissions 

and administrative expenses.  Net performance reflects the deduction of accrued performance fee, if any.  All 

performance provided herein assumes an investor has been in Thai Capital since its inception date.  Depending on 

the timing of a specific investment and participation in “new issues”, net performance for an individual investor may 

vary from the net performance stated herein.  Performance data for the period described in this document is estimated 

and unaudited and provided by Interactive Broker account report.     

The inception date for the Fund is January 1, 2017.  The performance data presented in this document for the market 

indices is calculated from January 12, 2017.  The market indices shown have been selected for purposes of comparing 

the performance of an investment in Thai Capital with certain well-known, broad-based equity benchmarks.  The 

statistical data regarding return on invested capital and the indices has been obtained directly from Interactive 

Brokers reports and the net returns are calculated and provided by the Fund’s independent administrator. The indices 

are not subject to any of the fees or expenses to which the funds are subject.  Thai Capital is not restricted to investing 

in those securities which comprise any of these indices, its performance may or may not correlate to any of these 

indices and it should not be considered a proxy for any of these indices. The volatility of an index may materially 

differ from the volatility of the Fund. Past performance is not an indication of future performance.  All investments 

involve risk including the loss of some or all principal.  It should not be assumed that investments made in the future 

will be profitable.  

General Notes   

This letter, which is being provided on a confidential basis, shall not constitute a recommendation, an offer to sell or 

a solicitation of an offer to purchase any security or investment product which may only be made at the time a qualified 

offeree receives a confidential private placement memorandum (“PPM”) which contains important information 

(including investment objective, policies, risk factors, fees, tax implications and relevant qualifications), and only in 

those jurisdictions where permitted by law. In the case of any inconsistency between the descriptions or terms in this 

letter and the PPM, the PPM shall control. These securities shall not be offered or sold in any jurisdiction in which 

such offer, solicitation or sale would be unlawful until the requirements of the laws of such jurisdiction have been 

satisfied.  This letter is not intended for public use or distribution.  

Thai Capital may currently or in the future buy, sell, cover or otherwise change the form of its investment in the 

companies discussed in this letter for any reason.  While all information prepared in this letter is believed to be 

accurate, Thai Capital makes no express warranty as to the completeness or accuracy, nor can it accept responsibility 

for errors, appearing in the letter.  Thai Capital hereby disclaims any duty to provide any updates or changes to the 

information contained here including, without limitation, the manner or type of any Thai Capital investment.   

Forward-Looking Statements  

This letter also contains forward-looking statements, which reflect Thai Capital’s views. These forward-looking 

statements can be identified by reference to words such as “believe”, “expect”, “potential”, “continue”, “may”, 

“will”, “should”, “seek”, “approximately”, “predict”, “intend”, “plan”, “estimate”, “anticipate” or other 

comparable words. These forward-looking statements are subject to various risks, uncertainties and assumptions. 

Accordingly, there are or will be important factors that could cause actual outcomes or results to differ materially 

from those indicated in these statements. Should any assumptions underlying the forward-looking statements 

contained herein prove to be incorrect, the actual outcome or results may differ materially from outcomes or results 

projected in these statements. None of the Company, Thai Capital or any of their respective affiliates undertakes any 
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obligation to update or review any forward-looking statement, whether as a result of new information, future 

developments or otherwise, except as required by applicable law or regulation.  

Risk Factors   

Investors in Thai Capital may lose all, or substantially all, of their investment in the Fund. Any person acquiring 

shares in Thai Capital must be able to bear the risks involved. These include, among other things, the following:   

• The Fund is exposed to a concentration of investments, which could exacerbate volatility and investment 

risk;   

• Thai Capital may fail to identify suitable investment opportunities. In addition, the due diligence performed 

by Thai Capital before investing may not reveal all relevant facts in connection with an investment;   

• The Fund may invest in derivative instruments or maintain positions that carry particular risks. Short selling 

exposes the Fund to the risk of theoretically unlimited losses;   

• Opportunities for capital redemption and transferability of interests are restricted, so investor may not have 

access to capital when it is needed; 

• There is no secondary market for the interest and none is expected in the future; 

• Leverage may be employed, which can make investment performance volatile; 

• There is no guarantee that the investment objective will be achieved; 

• Adverse changes affecting the global financial markets and economy may have a material negative impact 

on the performance of the Fund’s investments;   

• Changes in laws or regulations, or a failure to comply with any laws and regulations, may adversely affect 

Thai Capital business, investments and results of operations;  

• Thai Capital is dependent on Danny K. Thai;   

• The ability of potential investors to transfer their Fund’s shares may be limited by the impact on the liquidity 

of the Fund’s shares resulting from restrictions imposed by ERISA and similar regulations;   

• Thai Capital is exposed to changes in tax laws or regulations, or their interpretation. 

 


