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Global Portfolio Holdings Weekly  
Executive Summary  

 
● WTI Crude Oil slumps to ~$63.45/bbl (the lowest seen for the past 6 months). This was 

due to supply surprises again this week, which has taken off a lot of the perceived risk 
with Iran.  

● Last month's market pullback was fairly sharp, but perspective is always warranted. 
Stock market corrections have, on a historical basis, been few and far between in this 
nearly 10-year-long bull market. After extended periods of tranquility, normal market 
swings can feel abnormal.  

● Trade tensions with China: an all-out trade war will most likely be averted, but tariff 
tensions will remain a source of anxiety heading into 2019. 

● Tightening monetary policy: a healthy economy, rising input costs and higher wages 
could lift inflation. Fed rate hikes will be a primary focus for the markets ahead. 

● Slower global growth: Deceleration in China and tepid growth in Europe have sapped 
the momentum in global growth.  Markets are likely to be influenced by policy 
responses in those markets.  

 
Market Correction  Length of Pullback (# 

days) 
Decline # of Days to 

Recover 
Next 12-mo. 

Return 

Apr '10 - Jul ' 10 49 -16% 90 34% 

Apr '11 - Oct '11 108 -19% 100 35% 

Aug '15 26 -12% 48 19% 

Nov '15 - Feb '16 68 -13% 79 29% 

Jan '18 - Feb '18 9 -10% 137 ? 

Sep '18 - Oct '18 27 -9.9% ? ? 

-  
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Market Summary & Strategy 
 
The risks ahead as we approach the end of a market cycle  
It is official that volatility is now back! The VIX has been roaring over the past month and has consistently 
remained in a range between 15-25. But all of this is for valid reasons backed by fundamental fractures 
that are starting to come out across the global markets. In comparison to the February correction of also 
about 10%, this one has been much more severe as it impacted equity markets worldwide and not just 
the U.S.  
 
Here are some of the key factors that are going to affect the markets in the near future: 
 
1) Tapering of QE by the ECB 
→ The ECB has halved its bond purchasing program (QE) by 50% this month to $15bn. Although this is 
quite a big cut it's not enough to have a big impact on the european debt market. What will have a big 
impact is cutting QE to $0 by the end of year, which is Draghi’s target. This could cause a spike in bond 
yields and cause a mass asset rotation away from equity markets and into the bond markets (all due to 
how models are utilised by asset managers these days). This could extend the selloff by a big margin.  
 
2) More cutting down on the FED’s balance sheet 
→ We all know that liquidity is the name of the game, and when it comes to liquidity the biggest players are 
the central banks. In the U.S. it is the FED that helped the american markets recover quickly from the 
2007/08 recession. They poured huge amounts into bonds and mortgages when nobody else was buying. 
This eased liquidity, stabilized markets, and sent them on their way back up. While this isn’t necessarily the 
most organic ways to run financial markets, it's what they did! But their actions of the past could pose some 
dangerous threats for the markets of today. The FED today has a balance sheet valued at around $4.2 
trillion, and with their unwinding program they will begin to cut it by approximately $800bn a year. Here, the 
issue is “uncertainty”, which is what markets hate as we are stepping into uncharted waters since its the 
first time the markets have had this much in liquidity swings.  
 
3) Global Central Banks cutting asset holdings to release some cash 
→ There are various central banks around the world that also have massive balance sheets that contain 
equity holdings (not just debt). Such as the Swiss National Bank (SNB) that holds $836 billion of assets on 
their balance sheet, 20% of which is invested into equities and half of that into U.S. equities specifically. 
Their portfolio is so big it would account to 0.3% of the U.S. stock market.  
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Here are some of their notable holdings: 

- Apple Inc → $2.96bn (27th largest shareholder) 
- Alphabet → $2.2bn (39th largest shareholder) 
- Microsoft → $2.03bn (33rd largest shareholder) 
- Facebook → $1.51bn (34th largest shareholder) 
- Amazon → $1.44bn (35th largest shareholder) 

 
 
From this we can say that there is some risk with the FAANG stocks. Since if the SNB needs more 
liquidity (cash) to help out its own economy it 
will start by unloading its biggest equity 
positions that are the most liquid. These will 
without a doubt be its largest holdings, which 
happen to be part of the FAANGs that have 
helped out the entire market grow this year 
(excl. Netflix - not held by SNB). (Especially 
since the SNB’s balance sheet is 127% of 
Switzerland’s GDP it would not be surprising for 
them to pullback a little as this leverage was 
mainly used to try to devalue the Swiss Franc).  
 
4) Asset rotation amongst money managers 
(HFs, IBs, etc.) 
Today, most money managers heavily depend 
upon algorithms and models to make their 
investment decisions and decide the overall 
asset allocation breakdown. One key common 
feature they hold is that they all assess the risk 
adjusted return across all asset classes. From the risk free rate (RFR) to yields on IG bonds to yields on 
junk bonds and so on. Thus, even a minor change in bond yields can generate a big shift in funds across 
the markets - out of equities and into bonds.  
 
On top of that, we have seen a more specific type of rotation amongst money managers called sector 
rotation. This has been a major cause for the tech sector rolling over this month along with other “high 
growth” considered sectors/industries. Money managers are moving into “value stocks” as the economy 
is stabilising, inflation steadily rising, and so on. In other words, there is a small shift in regime that is 
occuring whereby instead of pouring into high growth stocks, now, people are chasing the value stocks. 
Moreover, since the tech sector is the largest by size in terms of market capitalisation it will totally sink the 
gains made by value stocks, which could trigger a deeper correction.  
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Advanced Oncotherapy , a beam of new LIGHT for cancer patients? 
Advanced Oncotherapy (AVO) is a promising firm, still in its infancy, which is set to cause upheaval in the 
cancer treatment process. The company specializes in making powerful proton-beam machines which 
can be used to treat cancerous tumors. Although the market is somewhat saturated as proton beam 
therapy has been around for years, Advanced Oncotherapy’s financial profile and competitiveness are 
what makes them stand out from the crowd. Advanced Oncotherapy’s machines will cost less than a 
quarter of the price of its rivals, costing only around $30 million, compared to the rivals pricing around 
$200m.  Most of the leading G8 countries are already queuing to add these cheaper machines to their 
healthcare programmes.   
 
Proton therapy is faster, more precise and stronger, despite this, due to the astronomical prices, 
previously the more harmful side effect inducing X-ray based treatments have been the industry standard. 
However, with this pioneering step by AVO, more people will be able to get not only cheaper cancer 
treatment but also better treatment. Whatsmore, Advanced  Oncotherapy does not stick to the 
stereotypical volatility the biotech sector is famous for, with funding secured for 2018/19, and more 
importantly, overcoming the primary challenge of engineering the product, having successfully integrated 
the components of their LIGHT ( Liniac for Image-Guided Hadron Therapy) accelerator at CERN, the 
company’s risk profile is a lot more attractive. Now all that stands in their way is the comparatively more 
manageable task of construction and distribution of their machinery.  
 
As a small cap stock, Heijin believes that AVO has been widely overlooked and unvalued in this market, 
and if continuing on its current trajectory, it has the potential to grow into an industry leader.  
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Why US government bond yields are on the rise 
The 10-year Treasury note yield jumped 10.3 basis points to 3.161%, its highest since July 2011, marking 
its largest one-day yield rise since March 1. The 30-year bond yield advanced 11.3 basis points to 
3.320%, its loftiest since September 2014, staging its largest daily climb since Nov. 9, 2016. Rising yields 
appeared to dampen a rally for stocks, which finished well off of session highs. The Dow Jones Industrial 
Average still notched a record close, while the S&P 500 clung to a 0.1% gain. Bond yields are rising 
because of America's strength. Intent on keeping inflation in check, the Federal Reserve is gradually 
raising its target interest rate, making borrowing more expensive. That also increases the cost of paying 
back existing debt, which could slow spending -- and the economy along with it. 
  
Fed chair Jerome Powell said at a speech Wednesday that rates are a "long way from neutral," In other 
words, one more rate hike is likely this year and several more could be coming in 2019. Jeff Gundlach, 
CEO of investment firm Doubleline Capital, believes that even higher rates could be problematic because 
it could further slow down the housing market as mortgages rates climb. Many different types of loans for 
individuals and businesses are based to the 10-year Treasury yield. Gundlach, who said that the US 10-
Year yield could climb to 3.5% and the 30-Year rate could hit 4%, also said higher rates will hurt the big 
auto companies. He noted that General Motors (GM) and Ford (F) are already starting to report a slump in 
sales.  
  
Higher rates also often lead to a boost in value for the US dollar. However, a stronger dollar often hurts 
overseas profits for giant multinational companies like Apple, Caterpillar and Boeing.  
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Italy may be drifting into a recession 
Italy, the current problem child of the EU, is drifting more and more towards a recession amidst market 
insecurities due to the new administration elected in the spring. The growth of Italy’s economy stagnated in 
Q318 with 0% growth, whereas the average growth rate in the EU is at 0.2%. The 10-Year bond yield has 
almost doubled from 1.78% in May to 3.38% in November. The reason for Italy’s economic slowdown is 
incontestably the current government, a coalition of the anti-establishment 5 Star Movement and the 
nativist League, which wants to increase spending on welfare and pensions. The new budget has a 
forecasted deficit of 2.4% the GDP of Italy, which would furthermore increase Italy’s debt that is already at 
130% of its GDP and highest in the EU after Greece. The motivation for the Italian government and its 
finance minister Giovanni Tria is that the increased government spending will expand the economy by 
1.5% in the next year. However, leading economists and even Italy’s fiscal council have judged the 
expected growth as being too optimistic. Moreover, the doubled bond yield would eliminate the growth and 
bring Italy into an out of control spiral of borrowing and indebtedness. 

Italy 10 Year Bond Yield 
 
The only institution that has the power to stop Italy from implementing the new budget is the EU, which has 
already rejected the new budget plan on the 23rd October and given Italy three weeks of time to review 
and tweak the plan. Brussels argued that Italy had already used up all of its flexibility given by the EU 
budget rules known as the Stability and Growth Pact, including exceptional spending on infrastructure and 
refugees. Notably, it is the first time that the history of the EU that Brussels has rejected a budget draft of 
one of its member states, what should be signal enough the demonstrate the fear the EU has from a 
recession in Italy. However, the Italian government said that it will ignore the EU commission's demands to 
alter the budget plan, suggesting that it can still alter the plan if the economic growth is not as large as 
expected. If Italy will, in the end, fail to comply, it will probably be subject to fines under the EU's excessive 
deficit rules. 
 
Also from a political standpoint, Italy is very likely to face turmoil in the next months. Polls have 
demonstrated, that Matteo Salvini's Lega has grown its popularity significantly, foremost due to his hard 
position in the refugee crisis. Luigi di Maio's Movimento 5 Stelle (M5S), which was by far the most popular 
party during the last election, has lost popularity since Matteo Salvini overshadows it. If the governing 
coalition is not able to upkeep their promises regarding the economy and labor, it is very likely that the M5S 
will furthermore lose popularity,  
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since Luigi di Maio is the minister for labor. Italy's unemployment rate has risen for the first time in years 
during September jumping from 9.8% in August to 10.1% in September. If, in the end, Italy alters its budget 
plan and complies with the EU regulations, Matteo Salvini might use the opportunity of the moment, blame 
the slightly more moderate M5S for the not kept promises and ask for new elections, which he would very 
likely win. Also if it does not happen in consequence to the budget plan, considering the average Italian 
government lasts 10.8 months and the chance that Salvini could form a new government without the M5S, 
it would not be surprising if a change in government will take place in the next months. 
 
Heijin is very concerned about the current events in Italy since a recession in Italy might lead to a 
European and even a global recession, considering the current fragility of most economies around the 
world. Therefore, we are looking we are looking at a range of different short selling opportunities in Italy, 
foremost for the Italian stock index FTSE MIB and ETFs containing large stakes in Italian banks. 
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DISCLAIMER 

 
Heijin Capital or HeijinCapital.com, is not an investment advisory service, nor a registered investment advisor, nor a capital 
management firm or broker-dealer and does not purport to tell or suggest which securities customers should buy or sell for 
themselves. The analysts and employees or affiliates of Company may hold positions in the stocks or industries discussed here. 
You understand and acknowledge that there is a very high degree of risk involved in trading securities. The Company, the authors, 
the publisher, and all affiliates of Company assume no responsibility or liability for your trading and investment results. Heijin 
Capital operates as a private family fund where we oversee several managed accounts.  
 
It should not be assumed that the methods, techniques, or indicators presented in these products will be profitable or that they will 
not result in losses. Past results of any individual trader or trading system published by Company are not indicative of future 
returns by that trader or system, and are not indicative of future returns which be realized by you. In addition, the indicators, 
strategies, columns, articles and all other features of Company’s products (collectively, the “Information”) are provided for 
informational and educational purposes only and should not be construed as investment advice. Examples presented on 
Company’s website are for educational purposes only. Such set-ups are not solicitations of any order to buy or sell. Accordingly, 
you should not rely solely on the Information in making any investment. Rather, you should use the Information only as a starting 
point for doing additional independent research in order to allow you to form your own opinion regarding investments. You should 
always check with your licensed financial advisor and tax advisor to determine the suitability of any investment. 
 
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.  
 
 


