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Market Snapshot  
 

INDEX CLOSE 2 WEEKS YTD 

Dow Jones Industrial Average 25,605 +0.51% -11.30% 

S&P 500 Index 3,041 -0.47% -6.65% 

NASDAQ 9,588 +0.38% +5.46% 

10-yr Treasury Yield (% yield) 0.71% +0.05% -1.17% 

WTI Oil ($/bbl) $36.56 +3.16% -40.12% 

Bonds $117.58 +0.18% +4.35% 

         *bonds are represented by the iShares Core U.S. Aggregate Bond ETF (NYSEARCA:AGG) 
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Global Macro 
The Growing Disconnect Between The Stock Market And The Economy 

  
Everyone knows the well-known belief that Wall Street and the stock market is not an accurate 
representation of how the actual economy is behaving - and this philosophy is being tested now 
like never before. Driven by large stimulus packages and a slowing infection rate for the virus, 
US & global equities have been undergoing a V-shaped recovery as traders are pricing in a 
rebound in economic 
activity. Many investors 
agree that the most 
influential driver of the 
rebound has been the 
Federal Reserve's massive 
stimulus plan, combined 
with the U.S. government's 
efforts, which sent a signal 
that both were willing to 
step in like never before, 
propping up the fragile 
economy. As a result, U.S. 
stocks bottomed March 23, after the Fed cut rates to near-zero.  
  
Now, almost three months later, while the US is still seeing record-high infection rates (with high 
chances of a second wave), record-breaking unemployment levels, and anti-racism riots in 
almost every major city, the S&P index is up nearly 40%...why? 
 
First, let's talk about the political & social unrest that we are seeing in the US and compare it to 
events we have seen before. During past periods of civil unrest and protests, markets similarly 
mostly ignored these turbulent events. After the assassination of Martin Luther King Jr. in 1968, 
markets dropped briefly on the day of his death(down 0.5% from April 4 to April 5) but rose 
roughly 3.5% just a few days later. Similarly, the riots following the exoneration of police officers 
who had beaten motorist Rodney King in 1992 didn't agitate markets at all, as the S&P 500 
remained relatively flat from the beginning of riots on April 29 to May 1. They rose 1.2% from 
April 29 through May 4, 1992. In 2014, the riots in Montana, triggered by the fatal shooting of 
Michael Brown by police, prompted markets to fall only 0.16% on the Monday through Tuesday 
following the start of protests on August 9 and saw markets gain 2.86% from August 11 through 
August 21, 2014. Even in 1968, markets finished the year up over 7%. To many, 1968 was the 
year that "shattered America" as the US was engulfed with riots & violence. Despite that, the  
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equity markets managed to perform solidly. 1968 is an excellent example that stocks and world 

events are not always connected. 
 
The coronavirus' toll on the population and the economy has been gloomy.  In the U.S., more 
than 22 million Americans have sought unemployment benefits over the past few weeks & 
months, with hundreds of thousands losing their lives. Retail sales, a measure of purchases at 
stores, gasoline stations, restaurants, bars, and online, fell by 8.7% in March from a month 
earlier, the most severe decline since record-keeping began in 1992. According to FactSet, 
earnings for the first quarter among big U.S. companies are expected to decline nearly 15% from 
a year earlier, which would mark the most significant decline since 2009. As the data has 
darkened, investors have been buying stocks, extending the Dow's rally from its March low to 
30%. A sharp and almost seamless U-turn from March, the most volatile month in the stock 
market's history, when the 11-year bull market in equities abruptly ended. 
 
To put it simply, investors with a focus on negative upcoming earnings and economic 
developments (which is not a crazy proposition) are effectively fighting the Fed, which was 
historically a losing proposition. However, we believe that the US has already exhausted the 
strategy of drowning the coronavirus in cash, and here is why. 
 
For example, a $350 billion small-business loan program from the U.S. government has already 
exhausted its funding, highlighting the enormous challenge that lawmakers face—and the sheer 
amount of cash necessary— to support the entire economy and keep Americans employed. An 
on the personal level, the stimulus checks 
going to Americans around the country 
shows that the central bank and 
government can't alter human behavior 
and force people to leave their homes, eat 
at restaurants, shop at malls, or go to 
movies. Realistically, what are the 
chances that people will forget the 
pandemic and start going to restaurants 
and concerts anytime soon? With a stable 
vaccine nowhere near being ready, this is 
a question many investors are not asking 
themselves.  
 
Moreover, many investors are still anxious because the bond market is sending an even more 
cautious signal. Global asset managers have continued piling into traditionally safe assets like 
government bonds and gold, as stocks have rallied. The yield on the 10-year Treasury note has 
fallen to 0.655% from 1.26% in mid-March as bond prices have risen, while gold prices hit their  
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highest level in more than seven years this week. The concurrent gains across traditionally risky 
and safe assets alike suggest that many remain concerned about an extended downturn. 
 

Sector Analysis 
Can The Shipping Industry Navigate The Treacherous Waters Ahead 

 
Unless your isolation has been a little too successful, COVID-19 is still very much the talk of the 
town and wall street. We have seen years of growth wiped off the market, with the total cost of 
the virus yet unknown yet current baseline forecasts putting the number around at 5.2% of global 
GDP. The fall in GDP has gone hand in hand with the massive decline in productivity and output 
we have seen in companies as workforces are furloughed, are forced to work remotely or must 
work under the strict social distancing rules. This has left many solid companies in key sectors 
significantly undervalued with a serious amount of spare productive capacity which may be 
indicative of a rather rapid bounce back in shareholder value in the near to medium-term future.  
  
It is useful for the economies of the West to once again look East for inspiration. Dissecting the 
trends and rebounds of the economies of the far-east that have come out or are in the process 
of coming out of lockdown, in particular China, can give us valuable insight into the way the 
economies of the West may react as we begin to see the post-COVID world on the horizon. One 
such sector that has been of particular interest to Heijin is Shipping, both during COVID, a 
possible rebound after and also how the ‘green’ economic recovery phase that has been coined 
by the western governments will affect these businesses and indeed the sector in the years to 
come. The shipping industry is inextricably linked to China with it being one of the world largest 
shipbuilders and exporters and has as such suffered a far greater impact than other sectors. 
Heijin’s investment strategy, in part, revolves around pinpointing key drivers of the industry so 
one can assess risk, spot patterns and preempt certain events. China is such one driver for 
shipping. They have the largest demand for both the import of the raw materials and demand for 
cargo and cargo space for the export of their goods. To paraphrase a well coined saying, “When 
China catches a cold, the whole shipping industry sneezes.” Very early on in the pandemic, the 
global community saw the potential gravity of the situation in regards to shipping. From nearly 
3.5 billion tonne miles per day at the same point in 2019, Daily demand for crude oil tankers 
dropped to almost 0. (see figure below)  
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This figure was before the virus even had a real footing in the West. Now many nations have 
implemented various new shipping restrictions to contain the virus, decimating trade across the 
globe, disrupting the supply of both essential and non-essential goods. Due to the world's 
dependence on Chinese imports and its subsequent influence on the shipping industry, the 
sector truly is in disarray. 
 
Despite this, the remaining optimists in the market predict a relatively swift bounce back in 
economic activity and value in the sector. Indeed, when one sees that those countries in the far 
east that are coming out of lockdown are experiencing a new trend of ‘revenge spending’ to 
make up for lost time and that China is already back up to 70% of its productive capacity, it is a 
somewhat promising sign for an industry that has been so beaten down in the past few months. 
Moreover, the recent tumble in oil prices is likely to help prop up and support the balance sheets 
for many shipping firms who are currently under strain.  
  
Our picks  
 
Kuehne + Nagel International AG (SWX: KNIN) - KNIN is a global transport and logistics 
company based in Schindellegi, Switzerland. It was founded in 1890, in Bremen, Germany, by 
August Kühne and Friedrich Nagel. It provides sea freight and air freight forwarding, contract 
logistics, and overland businesses. The company is extremely well established with high-quality 
long-term contracts and a relatively low-risk beta of 0.72, giving a relatively good amount of 
predictability to the firm. The company has a promising future growth potential of over 10% and 
has seen stable positive historical growth over the past decade. The company have a brilliant 
management team who have deployed capital well, with ROCE at almost 20%. Their liabilities 
both long and short term are extremely well covered and boast a dividend yield of 2.84%. 
Moreover, they are very well placed to benefit from the ‘green recovery’ as before COVID they  
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had already dedicated themselves to offsetting emission by the end of 2020 and become 
completely carbon neutral (alongside their suppliers and customers) by 2030. In KNIN we see a 
quality company, with a strong balance sheet and great growth potential.   
  
Our Second pick is SITC International Holdings Co., Ltd (HKG:1308)- the company is a leading 
shipping logistics company in intra-Asia area. Its business scope covers container liner shipping, 
ship management, ship brokering, international freight forwarding, LCL, project logistics, 
logistics delivery, customs broker, warehousing, container depot, port, shipping agency, bulk 
cargo, etc. the company operates 82 vessels and 6 dry bulk carriers, including 57 self-owned 
vessels. The existing 68 services routes cover 13 countries and regions, 69 major ports in area 
of Mainland China, Japan, Korea, Taiwan China, Hong Kong China, Vietnam, Thailand, 
Philippines, Cambodia, Indonesia, Singapore, Brunei and Malaysia. By all accounts, this thriving 
company is another solid pick. It has a brilliant free cash flow to sales ratio of 13.7%. The 
company has proven itself over the past five years to be able to grow effectively and profitably 
with ROCE at 14.3% in addition to high operating margins compared to the industry average. 
Furthermore, they have gone through a process of debt reduction over the past 5 reducing it 
from 50% to 27%. In addition to this, both their debt and interest are covered multiple times 
over. All in all, we see an industry leader, with rock-solid financials and brilliant management that 
is currently trading at a substantial discount.  
 
Again, neither of these are speculative short term plays in which one simply ‘buys the dip’ and 
sells. At Heijin, we see this pandemic as an opportunity to gain positions in simple, predictable, 
well ran firms, with solid free cash flows at a discounted rate. This term has been stated before 
in one of our commentaries however, its message is ever clear, “it doesn’t matter if I am buying 
stocks or socks. I like to buy quality merchandise at a substantial discount”. Covid-19 has proven 
the world is still very much dependent on comparatively archaic industries such as shipping for 
the foreseeable future. 
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Investment Analysis 
Is Nikola The Next Tesla? 

 
Nikola Motor Company (NASDAQ: NKLA) hit the news over the past two weeks after its IPO 
through a reverse merger with the blank check company VectoIQ Acquisition Corp whereby it 
raised about $700 million. Nikola's stock price appreciated by more than 150% in the 
subsequent market frenzy to settle at nearly double the IPO price at the closing bell on Friday. 
Nikola's market cap, a company that has yet to generate revenue, even surpassed Ford's market 
cap for short periods, a company with $160 billion of sales in 2019. The thesis behind the 
exorbitant valuation of Nikola is for most investors that it might be next Tesla or the Tesla of 
hydrogen cars. To understand whether this thesis can hold, it is crucial to analyze the potential 
of hydrogen fuel cells and what the competitive edge of Nikola is.  
 
The propulsion system used by Nikola's vehicles, namely hydrogen fuel cells, is a fairly close 
relative of the battery-electric propulsion systems as Tesla uses them. Indeed, both propulsion 
systems use electric motors, and they retrieve the energy from electricity; however, they differ 
on how the energy is stored. While with battery-electric vehicles (BEVs), both the transformation 
of electricity into chemical potential energy and the transformation of chemical potential energy 
back into electricity is done onboard, fuel cell electric vehicles (FCEV) only do the latter on board; 
the conversion of electricity into chemical potential energy (hydrogen) is done at the fuel stations. 
More precisely, the chemical potential energy for FCEVs, in this case, hydrogen, is produced by 
splitting water into its components: hydrogen and oxygen. The hydrogen is then transferred and 
stored in vehicles' tanks similar to gasoline cars. When the vehicles need energy, they combine 
oxygen from the air with the hydrogen from the tanks in fuel cells, which produces electricity and 
water. The electricity is then used to power electric motors similar to BEVs. 
 
The three benefits of FCEV over BEV usually cited by FCEV promoters are refueling time, range, 
and cost.  
 
Refueling Time: Indeed, one of the most significant drawbacks of BEVs is currently that it can 
take multiple hours to recharge a car fully. FCEV, on the other sides, can refill their fuel tanks in 
a matter of a couple of minutes, similar to gasoline cars. However, BEVs make up on this with 
the fact that they can be charged at home. For most drivers, a fully charged BEV should last for 
a day, after which the battery can be recharged overnight. Consequently, while refueling is in 
sum probably still better with FCEVs than with BEVs, the difference is not substantial for the 
average user. 
 
Range: Hydrogen has so far a higher energy density than batteries, which means that more 
energy can be stored with less weight, which helps to achieve larger ranges. Indeed, while  
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Tesla's cars only have max ranges of about 370 miles, Nikola promotes its recently revealed 
pickup truck named Badger with 600 miles range.  
 
Cost: While FCEVs are currently mostly more expensive than BEVs, producers predict 
economies of scale will allow them to offer FCEVs at lower costs than BEVs because the 
hydrogen fuel cell technology is cheaper than batteries. 
 
However, hydrogen also faces major drawbacks: 
 
Fuel Station Requirement: Probably the biggest drawback of hydrogen fuel cells is that it requires 
fuel stations that need to be specifically built and will result in higher costs for the consumer. 
Moreover, transporting hydrogen over long distances is expensive and not practical, which 
means a significant number of plants that turn water into hydrogen would have to be built. BEVs 
on the other side can theoretically almost require no infrastructure at all, given that they can also 
be charged with normal plugs; however, for the sake of convenience high-capacity charging 
stations is probably sensible, but they are significantly cheaper than hydrogen fuel stations since 
all they need is being connected to the power grid. 
 
Efficiency: While BEVs reach efficiency levels from well-to-wheel of about 70%-90%, FCEVs 
only have efficiency rates of about 25%-35%. Given that the electricity grid is still heavily 
dependent on fossil fuels, this suggests that FCEVs are not really as environmentally friendly as 
promised. Indeed, current generations of FCEVs are not significantly more environmentally 
friendly than methane-powered vehicles.  
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As the benefit-drawback analysis demonstrates, the drawbacks of FCEVs in comparison to BEVs 
probably outweigh their benefits. However, there are certain classes of vehicles where hydrogen 
fuel cells might be the superior propulsion system, namely trucks and semi-trucks. These 
vehicles require high ranges and short refueling time, while the number of refueling stations can 
be kept relatively low due to their high ranges. And indeed, Nikola's main focus is on trucks, a 
vehicle class where FCEVs could by superior to BEVs. From this, we can conclude that there is 
indeed potential for hydrogen fuel cells. 
 
The other question to answer is what the competitive edge of Nikola is. Analyzing Nikola's 
business model assumption reveals some impressive numbers; however, they seem to be out of 
touch with reality. For instance, Nikola promotes a truck with 700 miles range and 80kg hydrogen 
fuel cell; however, a similar truck built by Toyota & Kenworth has a 300-mile range with a 60kg 
fuel cell. Given that it seems unlikely that Nikola has some breakthrough technology since it relies 
on third-party suppliers for their FCEV technology, a range of 400 miles seems far more likely. 
Moreover, Nikola assumes that materials for their truck will cost about $173,624; however, taking 
similar trucks as a reference, the chassis alone costs $126,000 (Peterbilt 389) without all the 
advanced features such as autopilot that Nikola promises. The fuel storage costs can be 
estimated at $45,000, taking a number from the lower end of the spectrum. Lastly, the fuel cell 
stack, regenerative batteries, and electric motors would need to be added, whereby $3,000 are 
left from Nikola's budget; Sunlight Transit budgeted $686,000 for these items in their busses. 
Even if Nikola made some breakthrough advancements in cutting costs for fuel cells, they 
significantly understated their costs. 
 
Another part of Nikola's business model is building refueling stations for their hydrogen vehicles. 
Nikola is budgeting $16 million for a station that produces 8,000 kg of hydrogen per day; 
however, Sunline just built a station that provides 900 kg of hydrogen per day for $8.7 million. 
Consequently, also, this cost estimate seems broadly understated.  
 
Heijin's take on Nikola is that it is built on many uncertainties that make the current stock price 
surge unreasonable. First of all, there's the question if hydrogen fuel cells are sensible on a large 
scale. While most big car companies are holding their doors open to both BEVs and FCEVs, over 
the past years, they seem to have come to a consensus that at least for personal vehicles, BEVs 
are the future. Indeed, even the head of Toyota's FCEV Mirai admitted that "Elon Musk is right – 
it's better to charge the electric car directly by plugging in," however, Toyota still wants to keep 
its door open to hydrogen fuel cells. The truck sector is the only sector where there is no clear 
winner yet between BEVs and FCEVs, which could be the competitive niche for Nikola, but it is 
uncertain whether it is financially sensible to build an entire hydrogen fueling grid just for trucks.  
Another problem we see with Nikola is the company itself. Unlike Tesla, which was founded in 
2003 when almost no one was even thinking of building electric cars, Nikola was founded five 
years ago, when the theory of hydrogen fuel cell vehicles was already a popular concept. The  
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problem hereby is whether Nikola was able to establish a competitive advantage that cannot be 
easily copied by the large carmakers and their huge budgets. Moreover, it is questionable how 
disruptive Nikola's technology can be, given that it relies heavily on suppliers and partnerships 
to source technology and manufacture their cars.  
 
Our answer to the question of whether Nikola is the next Tesla or even a worthy competitor to 
Tesla is a definitive no. Tesla launched its company more than a decade before its competition 
took EVs seriously, they are global leaders in autonomous driving, battery technology, and 
electric engines, and experts suggest their technology is 6 years ahead of their competition. 
Nikola, on the other side, entered the game late since companies such as Toyota had hydrogen 
fuel cell cars on the market before the company even existed. Moreover, betting on a technology 
that will likely only be successful for a specific category of vehicles, if at all, has yet to prove its 
competitive advantage. 
 
Nonetheless, even if Nikola is not the next Tesla, we acknowledge the company's potential of 
being a successful company; however, we think that a valuation of $23 billion for a company 
without revenue, without a definitive competitive advantage, and the certainty of demand is 
excessively high, even for the risk appetite we see due to the low-interest environment. 
Consequently, we have a price target of $30-$40, which is about half the current stock price. We 
are evaluating a short position ourselves. 
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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. 
 


