
 

 
 
 

“Chance only favours the prepared mind”- Louis Pasteur. 
 
The economic data coming out of China has shown the consequences of the government’s zero-COVID 
policy, and it seems very unlikely that, after 65 days of isolation, China will be able to reach their stated 
target of 5.5% growth in GDP this year despite the recent stimulus measures that they have put in 
place. The lockdowns have had far reaching effects not only for the national firms, residents and 
workers but also the multi-national firms that do business in the region.  
 
The Fund felt the consequences of the Chinese lockdowns as various holdings cut their 2022 forecasts 
owing to the reduction in consumer traffic, and a limited ability to ship orders from their distribution 
facilities. Fortunately, the worst of these lockdowns now seem to be behind us, and case rates have 
fallen to levels where the administration is prepared to allow certain areas to reopen and business to 
resume. We expect that the full consequences of the lockdowns will become apparent in the next 
quarter’s results, but with that, a greater visibility on the rest of the year, as well as a positive impact 
from pent-up demand after weeks of being confined to apartments. 
  
Inflation has also been close to the top of investors’ minds in recent months. Here too there have been 
some positive indications, with data showing a small respite from the rapid increase seen over the 
past six months. The chart below shows the Federal Reserve’s preferred measure of inflation where 
the April reading marked the second month of slower growth since the peak of 5.29% in February. We 
expect that this number will continue to fall in the coming months, but the long-term inflation to 
remain at higher levels than that experienced over the past 10 years. 
 

US Core Personal Consumption 
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Despite commodity prices (ex-energy) declining, inflation in Europe shows little sign of abating, with 
Eurozone CPI rising 8.1% in May, owing to German and Spanish inflation increasing by 8.7% and 8.5% 
respectively. The rise in energy prices resulting from the war in Ukraine and the EU’s decision to wean 
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itself off Russian fossil fuels is likely to keep inflation in Europe at higher levels for longer, but here too 
we expect the headline rate to fall as we progress through the year. 
 
The Federal Reserve has continued with its hawkish rhetoric, calling for multiple 50 basis point rises 
in the upcoming meetings, however with inflation already starting to roll over, the number of rate 
hikes expected by the market has fallen, and with it, the 10-year yield. We believe that the Federal 
Reserve will start quantitative tightening by allowing its stockpile of treasury bills to mature, and not 
simultaneously renewing them, and that this will have a greater impact on the rate of inflation than 
the rate rises that the Federal Reserve is placing so much sway by.    
 

Composition of Federal Reserve’s Assets 
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Maturity Profile of Federal Reserve Treasury Securities 
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While it is easy to become fixated on all the negative data that gets released almost daily, epitomised 
by the rock bottom consumer confidence charts, it is worth remembering that most of this data is 
backward looking and the markets are forward looking, often only trading on the current 



 

macroeconomic environment temporarily. We believe that focussing on company fundamentals and 
looking through the current economic malaise and the multiple headwinds will prove to provide 
investors with the best long-term returns, even if in the short-term, our holdings may feel some 
pressure.  
 

Economic Confidence is at the lowest (or lower than) during the Financial Crisis 

 
 

We do, however, take heart in the fact that many quality companies with high percentage of recurring 
revenues, solid balance sheets and pricing power that helps to offset the inflationary pressures, have 
re-rated significantly this year, and some are trading below their 2020 pandemic lows, or even pricing 
in a recession. We do not see a recession as our base case scenario, although we do stress test our 
holdings for such an outcome.  
 
Government stimulus has defied, the former CEO of Intel, Andy Grove’s adage that “Bad companies 
are destroyed by crisis, good companies survive them, and great companies are improved by them”. 
We do not, however, expect governments to be as lenient in any forthcoming period of slower growth 
and thus those who survived the past two years on life support may yet face their judgement day; 
thus we remain focussed on the quality end of the spectrum. Given that Intel’s market capitalisation 
increased by 0ver 4,500% under Andy Grove’s tenure as CEO, his words are worth paying attention to. 
 

The Fund had a difficult month owing to the headwinds facing global markets and fell to the lowest 
level this year, before recovering towards the end of the month, but still ending up 4.28% lower. As a 
result, the VT Tyndall Global Select Fund B Acc (GBP) returns for 2022 thus far are -13.02%. 
 
Fund Activity and News 
 
After almost a year of the Chinese politburo attempting to curb the influence of the major Chinese 
technology companies, clamping down on almost every sphere of e-commerce, from fintech to 
gaming, came the announcement from Vice-Premier Lui He that the government supported the 
development of the sector. Combined with President Xi Jinping’s comments that the government 
would step up policy support, including that for the platform economy, led to an increase in optimism 
towards the embattled Chinese technology sector. Tencent, however, admitted that it would take 
time for Beijing to act on these promises and that the industry may struggle to grow in the short-term.  
 
The Chinese adoption of zero-COVID targeting has hurt both multi-national and local companies alike 
as factories, shops and offices closed in both Beijing and Shanghai as well as in the technology centre 
of Shenzhen. While the severity of the lockdown should have had little impact on gaming revenues of 



 

Tencent, the inability for companies to complete deliveries was always likely to impact the company’s 
advertising and e-commerce revenues in the past few months.  
 

Tencent’s Revenue by Segment 

 
Source: Company Results 

 

In the recent quarter WeChat’s payments business declined from the pre-recent lockdown growth 
rate of greater than 30% to a low teens percentage, however with the governments push for the e-
CNY payment solution to regain a greater degree of control over national payments, we doubt that 
WeChat payments will be able to return to the previous growth rates. There also remains the threat, 
as seen with AliPay, that the fintech business may have to be spun off into a separate holding structure 
with would disrupt the business and cause a significant decline in the synergies that the company 
enjoys from the combined business. 
 
The expected growth in domestic gaming failed to appear in the last quarter as the continuing and 
increasing restrictions on minor playing hours and other protection measures impacted the number 
of paying accounts. In the longer-term we expect domestic gaming to return to growth despite 
growing competition in the sector from companies such as NetEase. Of greater concern is the rapid 
deceleration in the growth of international gaming (from 24% growth in the previous quarter to only 
4% in the latest quarter), which the company highlighted as one of its three key pillars for growth last 
year (video accounts and cloud being the other two). International gaming was not impacted by COVD-
restrictions, and the company believes that the pipeline of large-budget games will enable this 
segment return to growth, however the recent trend highlights the difficulties to grow outside of 
China, where the company is the default distributor of titles.   
 
 

With growth slowing in two of the company’s stated growth areas and the company yet to properly 
monetise video accounts, we fear that Tencent will grow at a rate well below that which it has 
experienced in the past. When this, is, combined with growing competition in the gaming sphere, and 
the ever-present spectre of government regulation we feel that capital appreciation may be limited 
going forward. 
 
 
 
 
 
 
 



 

Tencent’s growing problems 

 
Source: TIM/ Company data 

 
The Fund has had an interest in Tencent since 2008, firstly though Naspers, which held a 30% stake in 
the company, before switching to the pure play option in 2017. During this period the stock has 
appreciated by 3440%, however the company’s market capitalisation is currently 50% below its peak 
in 2021. We halved the position in 2021 owing to valuation concerns while growth was appearing to 
slow, and the threat of governmental interference following Alibaba founder’s comments and the 
backlash that ensued, and thus only a small positioned remained before we exited it completely this 
month. 
 
Richard Scrope, Fund Manager, VT Global Select Fund, 31st May 2022  
Data source (unless otherwise stated): Bloomberg. 
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Disclaimer 
 
WARNING:  
Not for retail distribution. This document is intended for professional clients only. 
All information about the VT Tyndall Global Select Fund (‘The Fund’) is available in The Fund’s prospectus 
and Key Investor Information Document which are available free of charge (in English) from Valu-Trac 
Investment Management Limited (www.valu-trac.com). Any investment in the fund should be made on 
the basis of the terms governing the fund and not on the basis of any information provided herein. 
The information in this Report is presented using all reasonable skill, care and diligence and has been 
obtained from or is based on third party sources believed to be reliable but is not guaranteed as to its 
accuracy, completeness, or timeliness, nor is it a complete statement or summary of any securities, 
markets or developments referred to. The information within this Report should not be regarded by 
recipients as a substitute for the exercise of their own judgement. 
The information in this Report has no regard to the specific investment objectives, financial situation or 
particular needs of any specific recipient and is published solely for informational purposes and is not to 
be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. In 
the absence of detailed information about you, your circumstances or your investment portfolio, the 
information does not in any way constitute investment advice. If you have any doubt about any of the 
information presented, please consult your stockbroker, accountant, bank manager or other independent 
financial advisor. 
Capital at Risk- Value of investments can fall as well as rise and you may not get back the amount you 
have invested. Income from an investment may fluctuate in money terms. If the investment involves 
exposure to a currency other than that in which acquisitions of the investments are invited, changes in 
the rates of exchange may cause the value of the investment to go up or down. Past performance is not 
necessarily a guide to future performance.  
Any opinions expressed in this Report are subject to change without notice and Tyndall Investment 
Management is not under any obligation to update or keep current the information contained herein. 
Sources for all tables and graphs herein are Valu-Trac Investment Management Limited unless otherwise 
indicated. 
The information provided is "as is" without any express or implied warranty of any kind including 
warranties of merchantability, non-infringement of intellectual property, or fitness for any purpose. 
Because some jurisdictions prohibit the exclusion or limitation of liability for consequential or incidental 
damages, the above limitation may not apply to you. 
Users are therefore warned not to rely exclusively on the comments or conclusions within the Report but 
to carry out their own due diligence before making their own decisions. 
Employees of Tyndall Investment Management, or individuals connected to them, may have or have had 
interests of long or short positions in, and may at any time make purchases and/or sales as principal or 
agent in, the relevant securities or related financial instruments discussed in this Report.  
© 2022 Tyndall Investment Management.  
Tyndall Investment Management is a trading name of Odd Asset Management. Authorised and regulated 
by the Financial Conduct Authority (UK), registration number 660915. This status can be checked with the 
FCA on 0845 730 0104 or on the FCA website (UK). All rights reserved. No part of this Report may be 
reproduced or distributed in any manner without the written permission of Tyndall Investment 
Management. 
Investment Manager: 5-8 The Sanctuary, London, SW1P 3JP. 


