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As the famous value investor Seth Klarman once stated, “The stock market is the story of cycles and of 
the human behaviour that is responsible for overreactions in both directions.” 

The same rings true for the venture capital (VC) market. It does not require a genius to conclude that VC 
markets globally are frothy. Many argue that the toppy phase of the current cycle began with SoftBank’s 
USD 100bn Vision Fund in 2017, which introduced an environment with optional due diligence, 
enormous financing rounds, and deep-pocketed non-VC investors who emerged as fast, and often easy, 
money. What kept the party going was loose monetary policy and the cheap capital that came with it. 
This has ended.

Interest rates are rising globally and valuations in public equity markets are quickly correcting, 
particularly for loss-making VC-backed companies such as Peloton (-91%), Teladoc (-91%), Robinhood 
(-85%), Beyond Meat (-84%), and Uber (-61%), among others.
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Asian VC markets are following in the footsteps of the US. Despite differences across geographies, the 
major VC markets of China, India, and Southeast Asia have similarly benefited from cheap capital and 
have experienced pockets of frothiness. A downcycle for Asia’s VC markets is already underway. In such 
an environment, how should venture capitalists behave?

1.  Triage your existing portfolio. In hindsight, it is dangerous to invest in companies without fully 
funded business plans. The reality today, given the enthusiasm for venture capital investments over 
the past cycle in Asia, is that most VCs will have portfolio companies that require capital to meet 
near-term obligations, never mind their strategic initiatives. With limited capital, fund managers will 
need to make difficult decisions about which companies to support. As a general matter, it is better 
to fully fund a smaller number of companies that are likely to survive than to spread limited capital 
across a group. Protect the strong, do not subsidise the weak.

2.  Access to capital is both a shield and a sword. The most efficient, and often the only way, for 
portfolio companies to raise money today is through an inside round. Companies that have a cap 
table with better-funded investors have a magnified advantage and should consider assertive 
operational and tactical moves to gain market share at the expense of competitors who may be in a 
more precarious financial position. For this reason, when times are buoyant, it often makes sense to 
trade valuation for deep, committed pockets when selecting new lead investors.

3.  Know the numbers. Many VCs focus on vision, opportunity, and the next big thing. This does not 
begin to replace an understanding of cash conversion cycles and relationships with trade finance 
providers. You cannot triage your portfolio if you do not understand return on invested capital or 
how to navigate a balance sheet.

4.  Do not ignore new investment origination. The opportunity set increases in both size and 
attractiveness when there is blood in the street. There is now blood in many streets. Stick to sectors 
where you have a network and a track record. Fortune favours the brave, but LPs are unforgiving 
when you catch a falling knife in your inaugural investment in a new sector during a market 
downturn. All things equal, consider businesses that cater to the proverbial “last dollar spent”. For 
consumer-facing companies, these are businesses that provide necessities like healthcare, shelter, 
food, and education.

5.  Go back to basics with business models. Retrench into the core of your companies’ business 
models and, if necessary, make sacrifices on the flank. Managers are well-advised to take a clear-
eyed approach to negative return projects and initiatives, which is especially relevant for businesses 
with high customer acquisition costs.  

6.  Prepare to streamline. Many CEOs today have not had to lay off staff. Be present and be a partner 
to your CEOs now. Be prepared to be in the room to take the blame when your CEO has to fire his 
old mates. There will be tears. But this is where you earn your 2 and 20.
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In the current environment, the best partners will add value in ways that will not show up in marketing 
communications or social media posts. In recent years, the most vexing portfolio management decisions 
revolved around high class problems like whether to settle for a clean 2x exit to a trade buyer or ride a 
potential 5x or 10x “to the moon”. Today, VCs will need to make fundamentally unhappy decisions about 
which cash-starved companies deserve the opportunity to generate the fund’s stated return target — 
with even the most supportive of LPs likely second-guessing you the entire time.



Marketing Communication Page 4

Disclaimer
This document, and the information contained in 
it, is prepared by Silverhorn Investment Advisors 
Limited (“Silverhorn”) and is strictly confidential. As 
such, this document must not be issued, circulated 
or distributed to any other person other than the 
intended recipient under any circumstances without 
prior written consent of Silverhorn. 

This document is not directed to any person in 
any jurisdiction which (by reason of that person’s 
nationality, residence or otherwise) is prohibited by 
law to access such information.

For investors in Hong Kong: Any products and 
services contained and described in this document are 
intended only for “professional investors” as defined 
in Part 1 of Schedule 1 to the Securities and Futures 
Ordinance (Chapter 571 of the Laws of Hong Kong). 

For investors in Singapore: Any products and 
services contained and described in this document 
are intended only for “institutional investors” and 
“accredited investors” as defined in section 4A of the 
Securities and Futures Act (Chapter 289 of the Laws 
of Singapore).

Not intended for U.S. Persons: Any products and 
services contained and described in this document are 
not intended for any U.S. Person under Regulation S of 
the U.S. Securities Act of 1933, as amended.

This document is provided for information purposes 
only and does not constitute an offer to anyone, or 
a solicitation by anyone, to make any investments in 
securities. Such offer will only be made by means of 

a personal, confidential memorandum. The content of 
this document has not been audited or reviewed by 
any regulatory authority in Hong Kong, Singapore or 
elsewhere. 

All information contained in this document is subject 
to copyright with all rights reserved.

Investing involves risk
You should remember that the value of investments 
can go down as well as up and is not guaranteed. Past 
performance is not a guide to future performance 
and may not be repeated. The actual performance 
realised by any given investor depends on, amongst 
other things, the currency fluctuations, the investment 
strategy invested into and the classes of interests 
subscribed for the period during which such interests 
are held. Emerging markets refer to the markets in 
countries that possess one or more characteristics 
such as certain degrees of political instability, relative 
unpredictability in financial markets and economic 
growth patterns, a financial market that is still at the 
development stage, or a weak economy. Respective 
investments may carry enhanced risks and should only 
be considered by sophisticated investors.

No liability
This document is intended for information and 
discussion purposes only and is not intended to be 
promotional material in any respect. The views and 
opinions contained herein are those of the author(s), 
and do not necessarily represent and may differ from 

the views of Silverhorn as expressed or reflected in 
other communications and promotional materials. 
Information contained herein is believed to be reliable, 
but Silverhorn does not warrant its completeness or 
accuracy.

Nothing contained in this document constitutes 
financial, legal, tax, investment or other advice, nor 
should any investment or any other decisions be 
made solely based on this document. This document 
does not provide any advice or recommendation as to 
whether any securities or investment strategy referred 
to in this document is suitable for the intended 
recipient.

Although all information and opinions expressed in 
this document were obtained from sources believed 
to be reliable and in good faith, no representation 
or warranty, express or implied, is made as to its 
accuracy or completeness and no liability is accepted 
for any direct or indirect damages resulting from 
or arising out of the use of this information. All 
information as well as any prices indicated are subject 
to change without notice. Any information on asset 
classes, asset allocations and investment instruments 
is only indicative. Before entering into any transaction, 
investors should consider the suitability of the 
transaction to their own individual circumstances 
and objectives. We strongly suggest that you consult 
your independent advisors in relation to any legal, tax, 
accounting and regulatory issues before making any 
investments.

If you have any enquiries concerning the document, 
please contact your Silverhorn client advisor for 
further information. Any communications with 
Silverhorn (including telephone conversations) may 
be recorded. 
 
marketing@silverhorngroup.com 
silverhorngroup.com

Silverhorn Investment Advisors Ltd 
incorporated in Hong Kong with registration number 
1456284 and licensed by the Securities and Futures 
Commission under CE Number AWE828 to carry on 
Type 1 (dealing in securities), Type 4 (advising on 
securities) and Type 9 (asset management) regulated 
activities under the Securities and Futures Ordinance 
(Chapter 571 of the Laws of Hong Kong) 
 
 
18/F, 100 QRC 
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Hong Kong
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Contact Silverhorn
Silverhorn Investment Advisors (Singapore) Pte Ltd 
incorporated in Singapore, licensed by the Monetary 
Authority of Singapore with licence number 
CMI100970 to carry on fund management regulated 
activities under the Securities and Futures Act 
(Chapter 289 of the Laws of Singapore) and exempt 
from holding a financial adviser’s licence under the 
Financial Advisers Act (Chapter 110 of the Laws of 
Singapore) 
 
168 Robinson Road 
#20-11 Capital Tower 
Singapore 068912

Tel: (65) 6977 6902


