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STRATEGIC INSIGHTS 
Executive Summary  
 
→ General Market Notes: 

 
U.S. stocks ended modestly higher as better-than-expected earnings and optimism around 
Brexit were offset by ongoing global growth concerns. 
The third-quarter U.S. earnings season kicked off last 
week, with major banks reporting solid earnings against 
depressed investor expectations, leading the group 
higher. Also helping investor sentiment was the news that 
the EU and U.K. agreed on a Brexit deal after days of 
negotiations. However, uncertainty remains as the deal 
will need to be approved by Parliament over the 
weekend. On the negative side of the ledger, U.S. retail 
sales disappointed, and the International Monetary Fund 
(IMF) once again lowered its projections for global growth 
this year from 3.5% to 3%. We continue to believe that 
consumer spending remains well supported and that 
global growth will stabilize, but we also expect volatility 
to increase in line with historical averages. 

 

INDEX CLOSE 2 WEEKS YTD 

Dow Jones Industrial Average 26,770 +1.1% +14.8% 

S&P 500 Index 2,986 +1.61% +19.% 

NASDAQ 8,090 +1.67% +21.9% 

10-yr Treasury Yield 1.75% +0.23% -0.93% 

Oil ($/bbl) $53.69 +1.7% 18.2% 

Bonds $112.8 -0.9% 8.2% 

         *bonds are represented by the iShares Core U.S. Aggregate Bond ETF (NYSEARCA:AGG)  
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Market Outlook & Strategy 
Global Macro 
Brexit, Brexit, Brexit, … no one wants to hear it 

Ever since the United Kingdom European Union Membership Referendum took place on June 
23rd 2016, almost everyone in the finance world has woken up every morning for 3 years 3 
months and 27 days with “Brexit” at the very top of their news feed on Bloomberg. Had enough? 
Probably. And so have we, but it seems as though Boris Johnson is going to lead the exit as 
planned on the 31st October 2019.  
 
We believe it’s fair to say that there is a sense of relief amongst basically everyone in the EU, 
UK, and especially amongst those with a business that has been put on “hold” due political 
chaos. Or shall we say at most times pure and simple stupidity and immaturity from EU and 
British politicians?  But after all, can we really blame them for being politicians… 
 
Due to 2 extensions, Brexit has been a more and more difficult to map out in a simple way, which 
is actually what Emmanuel Macron requested Boris Johnson to do. News outlets have been 
reporting Brexit on a day-to-day basis making it inconvenient for investors to properly process 
this whole debacle on a macro level. Thus we’ve decided to break it all down and simplify it.  
 
The Political aspect - Where are we going  
It adds little value to talk about the past as markets have already processed that so let’s outline 
where we are, and where we are going politically-speaking. 
 

- Currently, the official date for the UK’s exit out of the EU is on the 31st of October. 
- Yesterday, Parliament voted to delay Brexit once again as the Letwin Amendment was 

passed with 322 to 306 votes.  
- The Letwin Agreement states that Parliament will withhold approval of the Prime 

Minister’s deal until the withdrawal bill implementing Brexit has been passed. 
- Due to the passing of the Letwin Agreement, by law, Boris Johnson is obliged to ask the 

EU for an extension (the Benn Act was set in motion post the Letwin Agreement). We’ve 
been following the situation closely today and the letter for the extension shall be in the 
hand’s of the people at the European Commission in Brussels today.  

- Theoretically, the EU27 could veto the delay, which would help Boris Johnson as well as 
the EU - both parties have clearly signalled they want this done by October 31st.  

- Thus, the vote for the approval of Boris Johnson’s Brexit Deal has been moved to 
Monday/Tuesday. 

- And as Boris Johnson said in his latest remarks it is in both the interest of EU and of the 
UK to get this sorted now rather than later: “Let us come together as democrats behind 
this deal, the one proposition that fulfils the verdict of the majority but which also allows  
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us to bring together the two halves of our hearts, to bring together the two halves of our 
nation”. 

 
The Financial & Economics side - What’s been the effect and What may happen 
As most people are aware, financial markets and the economic “machine” of states process 
information when it comes out, which means a lot of Brexit’s impact has already been felt - in 
anticipation of future conditions.  
 

- Sterling has slid by more than 8% against the Euro since the referendum - 16% at its 
lowest. Heijin Capital has actually been bullish on the Pound recently as we hold a view 
that the pessimist outlook has put the Pound into territory whereby it just became cheap. 
Despite this, if the global economy were to fall into a recession in the coming months we 
would not be surprised to see parity (1/1 - GBP/EUR). For now, if the global economy 
holds up we see the UK getting a big push in 
business activity after being on “hold” for 
more than 3 years. 

- Unemployment rose steadily and stands at 
3.8% June, whilst the annual wage growth 
increased by 3.9% within the 3 months 
leading up to June. This makes it the highest 
growth rate the UK has seen since June 
2008. 

- The Composite PMI has been showing signs 
of weakness and a back to back contraction 
as it fell below 49 (level it hit in August) in September. This may be due to the no-deal risk 
that was present until recently, which heavily impacted the Services Sector (that severely 
impacted the composite PMI). With what has occurred yesterday, we should see an 
uptick in the Composite PMI in December.  

- UK inflation data (CPI) is not necessarily positive with a rate of 1.7% for September, but 
again due to the uncertainty surrounding the Brexit deal - a lot of political and economic 
matters are going to start clearing up in the coming week. A confident PM leading the UK 
should improve the morale amongst the population and businesses, despite him being 
disliked in some areas.  

- Another piece of merely concerning data are the house prices in the UK which have been 
sliding since August 2018 (peak of £232,000 average per house). But, London house 
prices have been falling the most since after all that is where all the “big money” is and 
where the foreigners have fled in the wake of the referendum. Prices in London dropped 
by >4% in the period May 2018-19 - in some areas Brexit has hit hard sending prices 
down 20-30% in the ultra-prime echelon. Heijin interprets the past 3 years as the 
“swallowing the pill” episode for the UK and that now once this is sealed everything will 
get back into full throttle. Being “over and out” by the 31st is definitely a possibility.  
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Global Macro 
Passive Investing and its Implications on Stock Markets 

 
Last month was the first time in history where more money was held in passive equity funds than 
in active equity funds. This is just another milestone for the relatively new investment style, that 
was pioneered by Vanguard founder Jack Bogle in the 1970s. The main reasons why passive 
investment funds are so popular is their simplistic approach to investing and the comparatively 
high returns.  
 
Although being our direct competitors, we think passive investment funds are great since they 
are a natural filter for bad active investment managers. Moreover, passive investment funds are 
a great way for retail clients to participate in stock markets without having to incur the risks of 
picking stocks themselves or trusting their money to an active fund. Index funds, for instance, 
have historically outperformed the average hedge fund, even without considering the higher 
management fees. ETFs, on the other side, allow retail clients to directly invest in a certain sector 
without having the unsystematic risk of analyzing and investing in a specific company. 
 
A major problem of passive investment funds is that it is such a great invention, that people often 
forget to talk about their risks; thus, we dedicate this research to the problems that can arise 
with passive investing.  
 
Market efficiency, one of the core pillars of the stock markets, has significantly improved since 
the early days with standardized reporting, higher regulations, better supervision, algorithmic 
trading and easier access to information. Passive investment vehicles, however, are the first 
major force making markets less efficient. The inefficiencies come from passive funds not 
considering the fundamentals of companies. 
 
For example, if company X is involved in a major scandal that will result in lower sales, active 
funds will sell company X's stock; passive funds, however, have to stick to their strategy and 
thus cannot sell their stock of company X. This results in X being traded at a premium to its 
actual value, just because it is a member of a certain index fund or ETF. Until passive investing 
was relatively small, this was not a big problem since the inefficiencies were relatively small. 
However, the current levels of passive investing significantly impair the stock market's ability to 
eliminate inefficiencies and decrease the value of bad companies.  
 
Another potential problem of passive funds is called "cascade effect". Passive funds do not have 
managers who can evaluate situations and think of the most appropriate response, they simply 
track their underlying assets. If there happened to be a sell-off like in 2008, passive investment  
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funds would have to redeem their shares which in turn could trigger other passive funds to 

redeem their shares and end in a self-reinforcing downward spiral. This could be made even  
 
worse by the contracts many institutional investors use, that allow them to immediately receive 
all their funds in case the passive investment fund is down by a certain percentage. 
 
Michael Burry, who famously called out the crisis in 2008 in advance, is probably the most well-
known asset manager to call out the problems of passive investing. In an email discussion with 
Bloomberg, he  compared passive investment funds to "synthetic asset-backed CDOs before 
the Great Financial Crisis in that price-setting in that market was not done by fundamental 
security-level analysis, but by massive capital flows based on Nobel-approved models of risk 
that proved to be untrue." According to his research, on the day he sent the email to Bloomberg 
(a random day), 1,049 stocks in the Russell 2,000 index traded at volumes below $5 million and 
456 at levels below $1 million if volumes from passive funds are neglected.  Similar behavior for 
the S&P 500, where 266 stocks had trading volumes of under $150 million if passive flows are 
left out. The point Dr. Burry is making is that value trading volumes for stocks, in general, are 
extremely low, which could bring up liquidity problems if there happens to be a major sell-off 
since few active investors are left to buy the potential dip. 
 
Heijin's take on the situation is that passive funds have not yet been tested during a major 
recession, which means predicting the outcomes is extremely difficult. However, pretty much 
every time in history when it was so easy to make high returns and so much money flowed into 
a certain investment, it ended up badly. This is obviously not a very scientific approach and no 
one should base investment decisions on this, but it makes it worth monitoring the situation. 
However, there are certain properties of passive funds that could justify calling them a bubble, 
but as so often the final outcome will depend on the behavior of investors. 
 
Moreover, we agree that passive funds can cause a major problem for economies since they 
diminish the filtering effect of stock markets. With passive funds, once a company has made it 
into the biggest index funds and ETFs it is partially protected from sharp downturns, even if 
management is bad or earnings are low. On the other side, good businesses that do not fulfill 
the requirements to be tracked by index funds might lack funding because so much money is 
tied up in passive funds. This leads to economic inefficiencies since it allows inefficient 
companies to survive more easily. 
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Investment Analysis 
Investing In The Future Of Hydropower Energy 
  

Energy used to be a 6 letter word, synonymous with environmental havoc, oil spills and pollution. 
The sudden growth of this new wave of environmentalism we are experiencing  has forced the 
hand of policy makers to enact sweeping laws to help save the planet. For example by 2040 all 
sales of new petrol or diesel cars will be banned in the UK. The threat of losing massive amounts 
of fossil fuel revenue has obviously caused massive upheaval in the industry, however it has also 
created one of the biggest opportunities ever seen, not only in the energy sector, but in the entire 
market. The race to become the successor of fossil fuels is well underway.  
 
Thus it is no surprise that the energy sector is forecast a 30.3% EPS growth in 2020, compared 
to the 10.2% forecast of the S&P 500. Of course, this market, despite its relative infancy, is 
already extremely saturated with a plethora of firms offering exactly the same service. Despite 
the crowded market place, there are some firms that are distinguishing themselves from the 
crowd, by providing value for shareholders, focusing on their bottom lines, and providing strong 
and stable growth. All of which 
sounds very simplistic however 
they're values that are becoming 
evermore scarce in the current 
market. Heijin is currently extremely 
interested in hydropower and believe 
it offers some of the most attractive 
growth of the various renewables. In 
simple terms, hydropower refers to 
the conversion of the kinetic energy 
of flowing water which passes 
through and rotates a turbine, 
subsequently creating mechanical 
energy.  This turbine is connected to an electromagnetic generator, which produces electricity 
when the turbine spins.  
 
The Hydropower market is expected to grow by over 50% to $98.6 Billion by 2026, this is due 
to the long life cycle and very low investment cost. Hydropower produced energy cost less than 
5 cents per kilowatt-hour, which is less that solar, wind, nuclear and even coal. Thus hydropower 
seems the renewable of choice for many developing nations 
 
Our primary interest is Brookfield Renewable Partners (NYSE:BEP) - Brookfield Renewable 
Partners operates one of the world’s largest publicly-traded renewable power platforms. Its  
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portfolio holds 882 generating facilities in North America, South America, Europe and Asia. Its 

investment objective is to deliver long-term annualized total returns of 12%–15%, including 
annual distribution increases of 5–9% from organic cash flow growth and project development. 
Brookfield plans to invest $4 billion over the next five years on expansion-related initiatives, 
Brookfield believe that this, in addition to the continuation of their acquisition programme, will 
add almost 5% to their bottom line. It has an established track record of creating value for 
shareholders through acquisitions, buildings and asset financing.  
 
The company is a global leader in hydroelectric power, which comprises approximately 75% of 
its portfolio. It is also an experienced owner, operator and investor of global wind, solar, 
distributed generation, and storage facilities. Brookfield has already provided brilliant returns for 
investors, providing a very attractive 5.8% dividend yield and 46.5% grow YTD. Despite this 
colossal growth,  Brookfield ($42.65) is still  trading below the estimate of fair value ($104.92). 
Furthermore, the majority of their power produced is sold on long term fixed contracts which 
guarantees almost 90% of their cash flow, helping to reduce much of the volatility around 
earnings releases.  
 
Moreover, the future of hydropower looks bright as countries such as America looks to follow 
that of Norway for which hydropower makes up over 90% of their energy use, by implementing 
plans to double their hydropower use to 15% of their total energy use by 2030. Brookfield is an 
excellent addition to any portfolio, it has solid financial holdings, brilliant dividends and is 
extremely well placed in a market that is set to rapidly grow in the coming decades. 
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Real Estate 
Proptech: When Real Estate Meets Artificial Intelligence 
 

A couple of months ago, the Heijin Team met with the CEO of Global Land (a leading independent 
asset management and investment firm specializing in real estate) in London to discuss the real 
estate scene and how Brexit is set to affect this sector. Within a couple of minutes, our 
discussion went on an interesting tangent, which ended up dominating our conversation. The 
topic of this was Proptech.  
 
Proptech is the acronym used to describe any technology for the real estate space. This 
technology can include software (like Rightmove or Zoopla ), hardware (like motion detectors & 
other sensors), materials (new technologies such as bricks being able to act as solar panels), or 
manufacturing (3D printing). In 2008, a mere US$20 million were invested into proptech start-
ups. Ten years later, in 2018, this number reached a whopping US$12 billion. Proptech has 
already produced some highly valued companies like Zillow, Airbnb, Compass, Opendoor (& 
WeWork) - attracting the top VC firms and now getting the attention of big investment banks.  
 
Despite being the world's largest and most valuable asset class (valued at over $200 trillion), the 
property sector has regularly been a late adopter of technology. New technologies in real estate 
faced many headwinds as authorities were slow to embrace them, and entrepreneurs often 
struggled to distribute their solutions efficiently. However, as we entered a "super-cycle of 
innovation" in the last decade, with "deep tech" developments such as AI, machine learning and 
the Internet of Things (IoT), tech-enabled real estate companies experienced a rapid expansion 
around them, necessitated by the consumers' increasing adoption of technology. As an effect, 
proptech emerged as one of the biggest trends in Real Estate.  
 
Some examples of this are: Microsoft, which has teamed up with agent chain Ricacorp to launch 
Rica+, an AI-powered home searching platform in Hong Kong. According to Microsoft, Rica+ 
combines AI and machine learning to analyse listings, transactions, bank valuations, prices and 
customer preferences to maximise the chance of closing a sale for Ricacorp, which has a has a 
database of 1.7 million flats, 4.8 million individuals and documents related to 1 million companies 
to organise. Moreover, Estate agents are embracing virtual reality (VR) and augmented reality 
(AR) technologies to offer immersive viewing experience, especially when the buyer or property 
is overseas. Centaline and expat-focused agent OKAY.com use Matterport, a US-based VR 
company, to produce and publish VR footages on their websites. Sotheby’s International Realty 
has also launched a mobile AR app,which it says, brings a home’s virtual staging images from 
2D perception into augmented reality allowing the user to virtually furnish and decorate a vacant 
space. 
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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. 
 


