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Commentary Overview 

 
We are pleased to present to you the 32nd edition of our Bi-Weekly Investment Commentary. 
In this commentary we will be covering the following topics: 
 
Global Macro  

Auto Industry 3 
Investment Analysis  

Swiss Fragrance Manufacturer "Givaudan" Is Thriving  6 
Investment Analysis  

Allergy Assistance 8 
 
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 28,005 +1.98% +19.95% 

S&P 500 Index 3,120 +1.37% +23.56% 

NASDAQ 8,386 +1.28% +27.09% 

10-yr Treasury Yield 1.83% +0.1% -0.9% 

Oil ($/bbl) $57.81 +3.2% 26.4% 

Bonds $112.41 -0.5% 8.1% 

         *bonds are represented by the iShares Core U.S. Aggregate Bond ETF (NYSEARCA:AGG)  
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Market Outlook & Strategy 
Global Macro 
Auto Industry 

 
The auto industry is one of the first sectors to suffer when problems come up in an economy, 
which it is doing right now. In 2018, the slowing auto sector made up for 20% of the slowdown 
in global GDP and almost 30% of the slowdown in global trade. Volkswagen lowered its sales 
outlook two weeks ago justifying it with a faster-than-expected slowdown in auto sales. 
Continental recently suffered a write-down of $2.8 billion connecting it to weaker expectations 
for its global market. So, what’s behind the slowing auto industry? 
 
Trade Wars 
As with almost every economic phenomenon that can be observed at the moment, also the 
slowdown in the auto sector can to a large part be attributed to the trade wars between China 
and the US. The tariffs on raw materials such as steel and aluminum as well as on technology 
bite into both Chinese and US car manufacturers; indeed, so far numbers show that Chinese 
auto manufacturers are the biggest losers, followed by German manufacturers who suffer mostly 
from weak sales in China. 
 
Germany’s Center for Automotive Research (CAR) has predicted that the tariffs on the auto 
industry costs the global economy $770 billion over the next five years. Moreover, CAR predicted 
that global car and SUV sales will drop to 77.3 million by 2020, down from 84.4 million in 2017, 
before rebounding to 87.9 million in 2025. According to CAR 80% of the losses will fall on China; 
however, given the interdependence of the global economy it will lastly hurt the auto industry in 
almost every country. 
 
Change in Consumer Behaviour 
Besides the problem tariffs, that might soon be resolved if Trump and Xi are able to strike a deal, 
the auto industry faces a deeper and more fundamental problem, namely ride-sharing, car-
sharing and micro mobility. Whereas15 years ago it was almost essential to own a car, even if 
someone lived in a city, it isn’t anymore. Uber, Turo, Car2Go, Lime, and many other startups 
have put so much pressure on mobility prices, that cars are not necessary anymore for people 
who live in the city. Moreover, governments are increasingly investing in public transportation, 
which adds even more pressure on the auto industry. 
 
Tougher Regulations 
Governments follow the people’s trend towards sustainability and are constantly increasing the 
regulations on fossil fuel cars. Stricter pollution laws that are rolled out in countries like Europe 
and China force companies to invest a lot into R&D which bites into car companies’ margins.  
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Increasing prices of cars is not an option, since that is just another incentive for potential buyers 
to refrain from buying cars and opting for micro mobility, ride-sharing and car-sharing. 
 
Wait-and-See Stance 
Lastly, the current shift from fossil fuels to electricity does not just put pressure on auto 
companies through the requirement for higher R&D expenses; however, it also leads potential 
buyers to hold a wait-and-see stance in order to not miss out on the new technology and 
developments. Indeed, the average car ownership duration has increased by almost 70% since 
2005 and this without considering the increase car turnover rates through leasing contracts.  
 
Conclusion 
To put it in plain terms: it looks 
bad for the auto industry. Fiat 
Chrysler and PSA have 
recognized that and have in 
consequence agreed on a 
marger, in order to cut costs 
and hopefully boost profitability. 
Merging to cut costs is tradition 
in the auto industry when 
carmakers come under 
pressure; however, it might not 
work this time, given that not 
profitability is the problem, but 
the underlying demand. 
Regardless how low carmakers 
are able to drop their prices, 
with car-sharing, ride-sharing, 
micro mobility and better public transportation people have a very good alternative to owning a 
car, regardless of the price.  
 
In the short-term, we see manufacturers of cheaper cars in a better position, given that many 
people will opt for cheaper cars in light of the problems the global economy is currently facing. 
However, in the long-term luxury car manufacturers are likely to do better since their higher 
margins allow them to spend more on R&D to transition into the EV sector. Moreover, will loose 
on importance in everyday life and become more of a luxury object, which would obviously 
benefit luxury car manufacturers.  
 
In terms of specific companies, we recommend hold/sell position for most car manufacturers in 
light of the uncertainties that lay ahead. Tesla is a good contender for a long position, given that  
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its technology is years ahead of its competition and other manufacturers seem to struggle to 

catch up, the historical volatility of the stock make it quite a risky investment. 
 
Daimler and BMW have taken an interesting approach with their joint venture “your now”. Under 
this name, the two German manufacturers are trying to secure the future of mobility for 
themselves, especially in Europe. “your now” includes several services and apps that range from  
 
ride-hailing to EV charging stations. Moreover, both companies are making strong progress with 
their electric fleets and the according technology. However, given the strong reliance of Daimler 
and BMW on the Chinese market, we recommend to continue monitoring the two companies 
until the economy in China gains better traction again 
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Investment Analysis 
Swiss Fragrance Manufacturer “Givaudan” Is Thriving  
 

Givaudan is by far one of the 
largest fragrance manufacturers 
these days along with companies 
such as Firmenich and Symrise.  
 
The fragrance market comes with 
huge barriers to entry, which is a 
significant advantage in today’s 
rapidly evolving markets. 
Innovation & Creation, a global 
presence, regulation, suppliers, IP, and consumer testing just to name a few. Having a strong 
moat in economic expansions and contractions is a huge plus for investors looking into 
Givaudan. Just to put matters into perspective, Givaudan has over 3,600 patents, sells over 
74,000 different products a year, and incurred >CHF450m in R&D last year.  
 
For FY 2018, Givaudan generated CHF5.5bn in sales (the size of the total flavours & fragrances 
market is valued at $26bn) and CHF700m in FCF - a very solid margin of 12.7% of sales. On top 
of that, for the past two years 57% of total sales were generated by mature markets and the 
remaining 43% from high growth markets. In a world nearing the end of an economic cycle this 
bodes well for Givaudan as it could still be an incredibly resilient business in bad times.  
 
According to Givaudan, customer repurchases continue to be the most important driver to their 
central business of supplying fragrances & flavours. In the fine fragrance segment of the market, 
the scent itself is 78% of the reason behind a customer’s purchase - with brand and fragrance 
image coming with <5%. Despite this, in the general flavours and consumer fragrance segment, 
45% of the reason behind a customer’s purchase was smell & taste. This further displays the 
importance of quality in the fragrance market - which is what Givaudan focuses on the most and 
never makes compromises in.  
 
Givaudan has been concentrating on creating value in all aspects of its business - namely using 
raw materials. Today, 60% of raw materials used for flavours are natural, 20% of all raw materials 
bought for fragrances are natural, and 60% of active beauty ingredients are natural. Demand for 
this has been growing in the sector, and Givaudan has very swiftly adapted to that.  
 
On another note, Givaudan has made over a dozen acquisitions in the past since 2014 -  such 
as Soliance, Induchem, Activ International, and Naturex. Givaudan’s acquisition of Naturex in  
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2018 proved to be a great value add for their business when looking at customer feedback. With 

Naturex, they combined differentiated natural ingredients into their portfolio in the areas of 
natural preservatives (e.g. Rosemary), natural taste (e.g. Acerola Cherry) and etc.  
 
For 2020, Givaudan is well on track to meet its objectives. It is expected to generate 4-5% in 
organic sales growth, 12-17% in FCF, which is on top of their great innovative partnerships. 
Moreover, Givaudan’s acquisitions have generated CHF1bn in annualised revenue since 2014 - 
in part due to their great integration process in order to turn their acquisitions into the most 
efficient assets. With a dividend yield >2%, Givaudan can be a great addition to a portfolio 
looking for stability and strong underlying growth in mature markets. Heijin holds a bullish outlook 
on Givaudan as the fragrance market will only continue to grow as more and more people are 
being lifted out of poverty and with many economies maturing globally.  
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Investment Analysis 
Allergy Assistance  
 

A food allergy is a medical condition in which exposure to food triggers a harmful immune 
response. The immune response called an allergic reaction occurs because the immune system 
attacks proteins in the food that are normally harmless. The proteins that trigger the reaction are 
called allergens. The symptoms of an allergic reaction to food can range from mild (itchy mouth, 
a few hives) to severe (throat tightening, difficulty breathing) and in extreme cases, Anaphylaxis, 
which is a serious allergic reaction that is sudden in onset and can cause death. On the first 
appearance, a food allergy can seem a minor ailment that should be easily dealt with through 
abstaining from certain groups of food. However, in the modern world, much of our food comes 
in pre-prepared packaging. Thus, it is extremely hard to keep track of exactly what is in our food, 
and if the food we are eating has come into contact with any such harmful allergens such as nuts 
in the industrial kitchens where the food is prepared. This point was both poignantly and sadly 
made by Natasha Ednan-Laperouse, 15, who tragically went into cardiac arrest on a flight after 
buying a sandwich from Pret-a-Manger containing sesame seeds at Heathrow Airport in 2016.  
Sadly this is not an isolated case, allergy related deaths are on the rise, as is the number of 
people diagnosed with food allergies (ranging from extremely mild to ultra-severe). FARE (Food 
Allergy Research & Education) estimates that 32 million Americans have food allergies, including 
5.6 million children under age 18. That’s one in 13 children or roughly two in every classroom. 
Shocking Every three minutes, a food allergy reaction sends someone to the emergency room, 
with medical procedures to treat anaphylaxis resulting from food allergy increasing by 380 
percent between 2007 and 2016. 
 
Aimmune Therapeutics (NASDAQ: AIMT) - The company's mission statement is "to transform 
the lives of millions of people who live with serious food allergies". They are developing 
groundbreaking treatments that aim to provide real-world protection from potentially life-
threatening allergic reactions. Their research has shown that delivering food allergy treatment 
through the gut/gastrointestinal tract enables people to build a level of tolerance against potential 
reactions due to accidental exposures.  Their pipeline is abundant with potentially 
groundbreaking drugs such as PALFORZIA, the only drug of its kind, which is to be taken daily 
in a regimen known as oral immunotherapy. The therapy, in its simplest terms, involves ingesting 
small doses of peanut protein, gradually increased over months, to blunt the immune system's 
overreaction to peanuts. This allows patients to withstand small to medium amounts of peanut 
that would have previously caused dangerous and life-threatening allergic reactions.  The trials 
have had stellar results with Patients aged 4 to 17 who were administered increasingly larger 
doses of peanut protein during the study, saw a 67.2% improvement taking Palforzia compared 
to meager 4% improvement experienced by patients administered the placebo. They are also  
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developing drugs that act, and are administered in the same fashion as Palforzia for other 
allergens, as shown in the figure below.   

 
If the drug is approved by the FDA in January which at the current date (17/11/19) is looking very 
promising, Palforzia could generate upwards of $500m in revenue by 2022, not including the 
potential of the rest of this very exciting pipeline. As with many pioneering biotechs, their financial 
profile is not be 
relatively strong nor 
attractive compared to 
the standard bread and 
butter blue chips, due 
to the nature of the 
high cost of R&D and 
the fickleness of the 
FDA. Despite this, 
Aimmune is more than 
able to control their 
long-term liabilities 
$52.2m, which are covered by their short term assets of $202.2m. Furthermore, a high level of 
insider buying in the past 3 months indicates the confidence the board has in their future. Heijin, 
has confidence in the sector of allergen research and in particular Aimmune, despite their shaky 
financial profile, they have the required capital to service any debts 5x over and more than 
enough capital to keep the lights on for the foreseeable future. Their products standalone in their 
own niche and if/when they are approved they will drastically improve the day to day lives of 
millions of people who are affected by food allergies. Thus from this Heijin firmly believes that in 
2020 Aimmune will move from strength to strength. 
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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. 
 


