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Commentary Overview 

 
We are pleased to present to you the 31st edition of our Bi-Weekly Investment Commentary. In 
this commentary we will be covering the following topics: 
 
Global Macro 

Market Update: US, EU & China……………………………………………………………..3 
Investment Analysis 

Vingroup………………………………………………………………………………………….5 
Investment Analysis 

Can defense stocks help fortify your portfolio in this uncertain market?..................7 
Investment Analysis 

CBRE is stronger than ever, but can it get any better?.............................................10 
 
If you have any questions about this, or questions about a specific Investment Commentary, 
please feel free to contact us at management@heijincapital.com 

 
Market Snapshot 
 

INDEX CLOSE 2 WEEKS YTD 

Dow Jones Industrial Average 27,347 +1.94% +17.14% 

S&P 500 Index 3,067 +2.00% +22.19% 

NASDAQ 8,386 +2.74% +25.81% 

10-yr Treasury Yield 1.71% -0.06% -1.00% 

Oil ($/bbl) $56.02 +4.1% 23.4% 

Bonds $112.96 +0.1% 8.5% 

         *bonds are represented by the iShares Core U.S. Aggregate Bond ETF (NYSEARCA:AGG)  
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Market Outlook & Strategy 
Global Macro 
Global Market Update: US, EU & China 

 
U.S. Economy 
 
The US economy added 128,000 jobs in October, well above the consensus estimate and more 
significant than the 100,000 jobs needed to support new entrants into the workforce each month. 
The unemployment rate rose slightly to 3.6% from 3.5% the previous month, a half-century low, 
as more workers entered the labor force. Moreover, U.S. job creation was able to avoid the 
impact of the G.M. worker strike and the loss of temporary U.S. Census jobs. Average hourly 
earnings grew by 3% from a year ago, beating consumer-price inflation over the same period.  
 
As expected, the Fed delivered on the third reduction in interest rates, reducing the federal funds' 
target to 1.5%-1.75% (a decrease from 1.75% -2.0%). Beyond the cut, there were other notable 
elements of the Fed's announcement. By stating that monetary policy was "in a good place," 
Jerome Powell signalled a halt in future rate cuts to assess the state of the economy with current 
stimulus measures. The Fed viewed the past three rate cuts as "insurance against rising risks 
from trade uncertainty and slowing global growth" rather than a mechanism for stimulating the 
still-robust economy, which in itself is worrying. Rate cuts have helped reshape the yield curve 
from inverted, a historically positive recession indicator, to mostly flat – a signal that is consistent 
with modest economic growth continuing.  
 
Not to be surpassed by economic data, the corporate 
sector is also showing modest earnings growth. 
Approximately 80% of firms that have reported Q3 
earnings so far have beat analysts' estimates, with 
companies in the energy sector straggling behind. 
Corporate results thus far have also reinforced our 
view that earnings will continue to grow but at a slower 
pace. However, share-price growth will need to 
advance in the face of headwinds from geopolitical 
concerns, like trade and Brexit, and the broad-based 
global slowdown, making it a bumpy and volatile 
climb. Feel free to read about how you can add an 
extra layer of protection to your portfolio with some 
more "weatherproof stocks" at the end of the 
commentary. Now, moving on from the U.S. 
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Europe's Economy 

 
The European Central Bank (ECB) kept rates unchanged and restarted its "asset purchase 
program", targeting €20 billion / month. President Mario Draghi passed the baton to Christine 
Lagarde, who took over leadership of the bank on Friday. In his final speech, Draghi, who 
governed the ECB for eight years, called for unity among ECB and eurozone leaders. Draghi also 
warned that there's growing political pressure on central banks and that this impacts any attempt 
at effective monetary policy. In the U.S., for example, Donald Trump has often criticized the 
Federal Reserve chairman for not lowering interest rates at a quicker pace. Acknowledging that 
monetary policy has become less effective in delivering a stimulus, he reiterated his call for 
governments to fill in the gaps with fiscal policy.  
 
Many stock markets in Europe rose throughout the week, buoyed by the European Union's 
decision to grant the UK a three-month Brexit extension, encouraging Chinese manufacturing 
data, and overall strong asset inflows into the region. On Monday, the pan-European STOXX 
Europe 600 Index hit a 22-month high and rose on the week. The exporter-heavy German DAX 
and Italy's FTSE MIB Index also gained, while the UK's FTSE 100 Index dropped. 
 
 
 
 
 
 
 
 
China's Economy 
 
On Thursday, the Caixin manufacturing purchasing managers’ index (PMI) rose to 51.7 in 
October, it’s best reading since February 2017 and the fourth straight month of exceeding the 
50 thresholds, separating expansion from contraction. The surprisingly strong showing for the 
Caixin PMI survey, which tracks roughly 500 private factories, emphasized the resilience of 
China’s economy despite the impact of U.S. tariffs. China’s official factory activity gauge, the 
manufacturing PMI, fell to an eight-month low of 49.3 in October—the sixth straight month the 
index has stayed below 50. The country’s official non-manufacturing PMI fell to 52.8 in October 
from 53.7 in September. Unlike the Caixin PMI, the official PMI surveys roughly 3,000 mostly 
larger, state-owned companies.  
 
Ongoing trade-related uncertainty appeared to play a significant role in the discrepancy between 
the official and unofficial PMIs in October, making it difficult to ascertain the strength of China’s 
economy as it enters the fourth quarter. China’s economy grew a below-forecast 6.0% in the 
third quarter, marking the country’s slowest growth pace since 1992.  
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Investment Analysis 
Vingroup 

1D - Macro Drivers 
One of the biggest effects of the trade war between China and the US is that companies have 
begun to realize that relying on China as the only manufacturing country might not be the best 
idea. Moreover, the tariffs were a big incentive for companies to move away from China since 
labor in the country is not as cheap anymore as it used to be. The effects are already visible with 
FDIs in ASEAN countries surpassing FDIs into China this year for the first time since 1992.  
 
One of the biggest benefactors of the situations in Vietnam; the country is the ideal choice for 
many companies to locate their new manufacturing plants, given the low labor costs and ease 
of doing business. Indeed, Vietnam has had the third-highest FDIs this year in Asia after China 
and India; the first quarter of 2019 saw Vietnam's FDI raise by 86.2%. The problem now seems 
that there is too much demand for 
manufacturing in Vietnam, resulting in 
regular bottlenecks at ports, 
increasing traffic jams on streets and 
diminishing manufacturing capacity. 
Anyways, the current situation is a 
blessing for Vietnam's economy and 
will significantly increase wages in the 
country, consequently also consumer 
goods, real estate and everything 
connected to it. The great outlook in 
combination with the currency peg to 
the USD makes Vietnam at the 
moment the ideal choice for 
investments in EM. 
 
2D - Sector Drivers 
Analyzing the sector drivers for Vingroup does not really make sense, given that the company is 
present in so many sectors. However, something that combines most sectors that Vingroup 
covers is that they are a part of Vietnamese citizen's daily life such as apartments, supermarkets, 
hospitals, schools, clothes, etc. The current macroeconomic push for Vietnam's economy will 
lead to Vietnamese people and companies earning more and consequently spending more on 
Vingroup's products.  
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3D - Company Drivers 
Vingroup (HSX:VIC), sometimes also referred to as Vin-Everything, is the company that follows 
Vietnamese citizens throughout their daily life. The company has 47 subsidiary companies that 
operate in real estate development, convenience stores, shopping malls, hospitality, education, 
agriculture, technology, smartphone manufacturing, car manufacturing, healthcare and more. 
Since this company covers almost every aspect of Vietnamese people's lives, investing in 
Vingroup would almost be a pure bet on Vietnam's economy. Consequently, company-level 
analysis not as important as usual; Vingroup as a beta of almost 1 with respect to the Vietnam 
stock market. However, even at this point, Vingroup scores very high with strong management, 
sales growth of 36% in 2018 and decreasing debt/asset ratio.  
 
Risks 
Currency risks, one of the major problems when investing in emerging markets, is not a too big 
risk when investing in Vingroup due to the currency peg to the USD dollar. It is true that it is a 
moving peg, which means the country can decide to lower the peg; however, in the past, the 
currency has lost on average 2% yearly of value to the USD, which should not be too big of a 
problem.  
 
The major risks facing Vingroup is its size. Although expanding to new business areas is usually 
positive, Vingroup might overdo it and consequently suffer. For instance, many analysts have 
criticized Vingroup's recent opening of a car manufacturing plant, since they say the company if 
underestimating the competitive automotive market. Another major risk for Vingroup is its 
dependence on and cooperation with the Vietnamese government. So far, Vingroup has been in 
very good terms with the ruling party in Vietnam; however, this might also lead to some scandals 
about high cooperation between the government and Vingroup. Some reports have already 
surfaced where police tried to silence people who criticized Vingroup, but this doesn't seem to 
have harmed the company's popularity in Vietnam.  
 
Heijin's Take 
Vingroup is a very investment to capture Vietnam's economic momentum due to its low labor 
cost. Both Vingroup and Vietnam have reached a maturity level which enables them to play a 
more important role at the international level, which is amongst others portrayed by the first 
Vietnamese F1 race taking place in 2020. Some risks prevail due to the size of Vingroup and its 
dependence on the Vietnamese economy; however, in a rather short term period such as 1 year, 
these risks remain relatively low.  
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Investment Analysis 
Can defense stocks help fortify your portfolio in this uncertain market? 
 

It is a sad and sobering reality that since the dawn of time humans have excelled in finding new 
and unconventional ways to kill each other whilst defending themselves. This innate human urge 
to wage war and conquer is the main reason why defense stocks are so weatherproof compared 
to other sectors. Despite what anyone says about why wars are fought, why these people were 
freedom fighters yesterday and terrorists today, it all boils down to the bleak fact that war is an 
economy, an economy in which business is booming, and has been for millennia. It costs over 
$17,500 to equip the average American soldier, over 2 million soldiers fought in Iraq and 
Afghanistan. Astonishingly the air conditioning bill for this war surpassed the GDP of many 
African nations ($4BN PA). The extraordinary figures involved in war make it extremely lucrative 
and as tensions rise in the world between nations and ideologies, it seems that defense spending 
shows no signs of slowing down. Let's have a look at some of the most interesting stocks in the 
sector. 
 
TransDigm Group (TDG: NYSE) - As we all know warfare is becoming increasingly technical 
and ‘hands-off’ with equipment such as drones becoming an ever increasingly key tool on the 
modern battlefield. TransDigm is a leading global designer, producer and supplier of highly 
engineered aircraft components, systems and subsystems for use on nearly all commercial and 
military aircraft in service today. TransDigm make valves, pumps and other various parts that are 
essential components of military drones and planes. Their business model relies more on M&A 
than research and development. For almost three decades they have worked to create a 
monopoly for themselves in the ‘aerospace parts’ market. They have acquired over 60 firms in 
this time, which together are vital to over half of the military aerospace equipment in use today. 
Over the past year, TDG has outperformed the market by 45% and the defence/Aerospace 
sector by 38%. Moreover, with their monopoly over their respective area of the market, this 
brilliant YTD growth looks set to continue with forecast growth for the next year at 24.9%. This 
quarter has seen the continuation of TDG’s organic revenue growth above 10% for the third 
consecutive quarter. The firm is also a brilliant cash generator, with a free cash flow of almost 
$280m above net income, further highlighting TDG’s skill at maintaining high profitability. TDG’s 
private equity style business model has served them extraordinarily well, allowing them to 
generate truly outstanding returns and profit shares for their investors. TransDigm Group is and 
will continue to be a brilliant choice for any portfolio. 
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Raytheon (RTN: NYSE) - Raytheon is the grandfather of the defence industry, it's a well 
managed, confident firm that has stood the test of time, yet is still able to keep and manoeuvre 
with the ‘new blood’ of the industry. Raytheon is a technology and innovation leader specializing 
in defense, civil government and cybersecurity solutions. Founded in 1922, Raytheon provides 
state-of-the-art electronics, mission systems integration, C5I™ products and services, sensing, 
effects and mission support services. Raytheon is really well-positioned to profit from the new 
phase of modern warfare, shifting their attention from the traditional tanks, heavy artillery and 
warships to cyber-based warfare yet still maintaining their famed missile systems. Moreover, 
unlike many defense contractors that deal exclusively with America, over ⅓ of Raytheon’s 
revenue comes from Europe and Middle East sales. Shareholders have recently green-lighted a 
$121bn merger with United Technologies that will create the world’s second-largest defense 
contractor, putting the deal on track to close in the first half of 2020. The new company, to be 
called Raytheon Technologies of which United Technologies holders will get 57% of the new 
company, and Raytheon holders, 43%, will make Tomahawk missiles, the F-35 fighter jet engine 
and space suits for astronauts among other items. Raytheon has had a stellar return on equity 
of over 20% for the past decade. Furthermore, Raytheon has maintained a 9.8% EPS annual 
growth in addition to a 9% growth in profit margins. Raytheon is financially stable with RTN's 
short term assets ($12.0B) exceeding its long term liabilities ($11.6B) as well as its short term 
liabilities ($7.6BN). RTN's debt to equity ratio is  35.5% and the company has been committed 
to reducing debt over the past 5 years by 5%. Raytheon is a well-managed company with a 
strong portfolio of businesses and a solid growth outlook and with their upcoming merger with 
United technologies, it looks like Raytheon Technologies will become an industry behemoth, a 
worthy addition to any portfolio.  
 
It is of course truly terrible to have to dissect such a sector that affects so many lives in the most 
tragic of ways so emotionlessly; condensing war down to Dollars, Euros and Pounds Sterling. 
However, all the pity in the world will not take away from the fact that history shows us that 
mankind has never been able to resist the temptation of war and it is unlikely that this will change 
in the future, thus defense sector stocks are a brilliant addition to any all-weather portfolio. 
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Investment Analysis 
CBRE is stronger than ever, but can it get any better? 
 

CBRE, or otherwise known as Coldwell Banker Richard Ellis, has without a doubt become a 
behemoth in the world of commercial real estate services and is continuously striving to increase 
its market share day by day. 
 
Ever since Bob Sulentic took over as CEO in 2012, CBRE has really propelled itself up the ladder 
in all sorts of market segments on a global scale whilst astutely improving its financials post 
2008.  
 
Today, CBRE holds the leading position globally in Leasing, Property Sales, Outsourcing, 
Appraisal & Valuation, Property Management and finally as the best US Commercial Developer. 
In the U.S. alone, in terms of commercial real estate services, CBRE has 47% of the market. 
Essentially, CBRE’s management has established an even larger moat (barriers to entry) which 
in today’s rapidly shifting economy is vital for consistent long-term growth.  
 
CBRE has embraced the so-called “tech revolution” and has initiated several technology 
investments such as: 

- CBRE Floored: Interactive creation of 3D floor plans and virtual environments  
- CBRE DEAL IQ: CRM and deal management platform  
- Deal Flow & Connector: Listing and digital marketing platform  

 
These have massively improved the way CBRE can interact with their recurring clients, current 
one-off clients, and to attract prospective ones. Instead of acquiring “famed” startups part of the 
digital revolution in real estate - CBRE has carefully selected acquisition targets that are highly 
scalable and offer immense value adds for current and future clients.  
 
Firstly, their Host platform (awaiting patent approval) combines software and services all in one. 
In essence, Host is a highly scalable product suite that includes concierge services provided by 
CBRE ‘hosts’; world-class customer service training and certification; and a powerful enterprise-
grade tech platform. This platform delivers recurring SaaS revenues (software-as-a-service - 
software licensing model where clients gain access on a subscription basis) which is another 
stream of cash flow for CBRE that achieves economies of scale without increasing costs too 
significantly.  
 
Secondly, CBRE acquired FacilitySource in June 2018 which serves as a tech-enabled 
aggregator. This acquisition further strengthens CBRE’s lead in the provision of integrated  
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solutions for occupier clients. Again, FacilitySource has a proprietary SaaS platform that makes 
it a leader in the space of technology-based procurement and facilities management.  
 
Thirdly, CBRE has developed an in-house data analytics platform called QUANTUM. This data 
centre management platform reduces the costs CBRE has to incur over the long run if it was 
relying on a third-party service for all its data analytics activities. Once more, CBRE is clearly 
embracing the tech revolution and is attacking the age of Big Data to retain that top spot in real 
estate services.  
 
Lastly, in the wake of the tumultuous fall of WeWork even after its restructuring thanks to 
SoftBank’s involvement, CBRE is quietly but surely gaining ground in the flexible space sector 
with Hana. For WeWork investors it is evident that simply being a flexible space provider would 
be a tough business, especially during recessions due to the long term lease agreements. 
However, CBRE has a massive amount of free cash flow ($903.4m in FY 2018) coming from their 
other principal business activities, which means they can make sure that Hana survives those 
tough times that may be around the corner. Hana offers three different types of solutions: 
 

1) Team: For organisations with 15-300+ employees and for teams looking for a 
professional workspace with access to a suite of amenities 

2) Meet: For those needing short-term space with capacity for 4-25+ people, for teams 
needing offsite meeting space, and for groups wanting a comfortable space for get-
togethers  

3) Share: For freelancers or consultants, for small 1-2 teams, and for overflow space for 
other tenants in the building 

 
In terms of CBRE’s financials, there has been a significant deleveraging strategy since 2012, a 
notable increase in FCF, and a vital improvement in the resilience of their business.  
 
CBRE has reduced its leverage ratio from 1.7x in 2012 to 0.8x in June 2018 (measured by Net 
Debt to TTM Adjusted EBITDA). On top of that, CBRE is highly liquid and has a lot of dry powder 
compared to some of its peers - a position many would envy in tough times. As of Q2 2019, 
CBRE held $394m in cash and with its credit facilities, it would bring them to $2.96bn. 
Furthermore, CBRE has no debt maturities until 2023-2024, which puts them in an incredibly 
comfortable position even if the world economy were to be slowing down.  
 
Furthermore, over the past 9 years, CBRE has managed to deliver double-digit adjusted EPS 
growth, which is quite staggering when taking into account how developed the company already 
was. Their constant drive to make their clients as satisfied as possible has paid off when seeing 
that the FCF has almost 2.5x in 12 years, going from $374m in 2006 to $903m in 2018. What is 
worth noting is the fact that whilst many companies have used the past decade of low-interest  
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rates to take on cheap debt, CBRE has remained strict with its financials and is still in front of its 
peers.  
 
Lastly, CBRE has managed to make their business much more contractually based rather than 
non-contractual one-offs. This puts CBRE in a much better position compared to where they 
were in 2006. Back then, the total contractual revenue amounted to $716m, today that figure sits 
at $5.1bn. In a recession, this 
business mix is as CBRE stated, 
significantly more resilient. 
Moreover, today 40% of their 
growth is generated by new clients 
and the remaining 60% is driven 
by existing ones. The amount of 
business recurring clients are 
bringing in is making it easier for 
CBRE to deliver returns to 
shareholders every single year.  
 
Despite CBRE being in a better position than it has ever 
been in, the main concern Heijin has is their dependence 
on the Americas and the fact that today transaction 
velocity is reaching levels comparable to the ones in 
2006 (prior to the downturn) relative to today’s markets. 
And of course, CBRE is dependent upon high levels of 
activity in the commercial real estate sector. But when 
taking into account CBRE’s significantly more resilient 
business makes it a tough call on whether to steer clear 
or go in. Our view, for the time being, is to hold a cautious 
stance but to not ignore this company when the music is 
still going. After all, when the U.S. sneezes the world 
catches a cold so in the end, no one can escape from 
economic realities.  
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DISCLAIMER  
Persons who access the information made available on the Heijin Capital S.A.  and its affiliates (collectively, “Heijin”) website (the 
“website”) agree to the following:  
  
While the material on this website is often about investments, none of it is offered as investment advice. For members of the public, 
this means that neither the receipt nor the distribution of information through this website constitutes the formation of an investment 
advisory relationship or any similar client relationship. The materials on this website are for informational purposes only and may not 
be relied on by any person for any purpose and are not, and should not be construed as investment, financial, legal, tax or other 
advice, recommendation or research. 
  
The information contained herein does not constitute a distribution, an offer to sell or the solicitation of an offer to buy any securities 
in any jurisdiction in which such distribution or offer is not authorized.  
  
This website may contain forward-looking statements on our current expectations and projections about future events. Statements 
that are predictive in nature, that depend upon or refer to future events or conditions or that include words such as “expects,” 
“anticipates,” “intends,” “plans,” “believes,” “estimates,” “thinks,” “seeks,” “targets,” “forecasts,” “could” or the negative of such 
terms or other variations on such terms or comparable terminology. Similarly, statements that describe Heijin's objectives, plans or 
goals are forward-looking. Any forward-looking statements are based on Heijin's current intent, belief, expectations, 
estimates and projections. These statements are not guarantees of future performance and involve risks, uncertainties, assumptions 
and other factors that are difficult to predict and that could cause actual results to differ materially.  
  
These factors include, among other things, (1) general economic and business conditions; (2) new governmental regulations and 
changes in, or the failure to comply with existing governmental regulation, (3) legislative proposals that impact our industry or the 
way we do business, (4) competition, and (5) our ability to attract and retain qualified personnel. Accordingly, you should not rely 
upon forward-looking statements as a prediction of actual results and actual results may vary materially from what is expressed in 
or indicated by the forward-looking statements.  
  
No representation or warranty is given in respect of the correctness of the information contained herein as at any future date. Certain 
information included in this communication is based on information obtained from third-party sources considered to be reliable. Any 
projections or analysis provided to assist the recipient of this communication in evaluating the matters described herein may be 
based on subjective assessments and assumptions and may use one among alternative methodologies that produce different 
results. Accordingly, any projections or analysis should not be viewed as factual and should not be relied upon as an accurate 
prediction of future results. In addition, this website may contain performance and other data. Past performance is not indicative of 
future performance. 
  
This website contains hyperlinks to websites operated by Heijin and other parties. Heijin does not control the content or accuracy 
of information on third-party websites and does not otherwise endorse the material placed on such sites.  
  
All information and content on this website is furnished “AS IS,” without warranty of any kind, express or implied. Heijin will not 
assume any liability for any loss or damage of any kind arising, whether direct or indirect, caused by the use of any part of the 
information provided. Heijin and its licensors do not warrant that the content is accurate, reliable or correct; that the website will be 
available at any particular time or location; that any defects or errors will be corrected; that unauthorized access to or 
misappropriation of the content will not occur; or that the content is free of viruses or other harmful components. Your use of the 
website is solely at your risk.  
  
The entire website is subject to copyright with all rights reserved. No permission is granted to copy, distribute, modify, post or frame 
any text, graphics, video, audio, software code, or user interface design or logos. The information contained in  shall not be 
published, rewritten for broadcast or publication or redistributed in any medium without prior written permission from Heijin. 
 
Thank you for your understanding, 
Heijin Capital Management 
 
*Past performance does not guarantee future results, which may vary. The value of investments and the income derived 
from investments will fluctuate and can go down as well as up. A loss of principal may occur. 
 


