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Global Portfolio Holdings Weekly  
Executive Summary  
 

- Brazil: Stocks jumped to their biggest increase in seven months after a poll showed 
right-wing presidential candidate Jair Bolsonaro extended his lead. Brazilians will cast 
their votes on Sunday. 
 

- Oil: WTI crude sprinted past $75 to 
its highest level since November 
2014. The trade deal between the 
North American countries calmed 
fears of lower demand. 
 

- Canada and the U.S. reached a 
deal to keep NAFTA as a trilateral 
trade agreement just hours before a midnight deadline hit. The Canadian dollar jumped 
to a four-month high against the U.S. dollar on the news. The deal involves improved 
access to Canada’s dairy market 
for U.S. farmers, stronger 
intellectual property provisions, and 
tighter rules of origin for car 
production, according to two senior 
Trump administration officials who 
spoke to reporters on a briefing call 
on condition of anonymity. U.S. 
President Donald Trump had 
threatened auto tariffs if a deal 
couldn’t have been reached. 

 

- GDP: Economists left Q2 gross domestic product growth unrevised at a 4.2% rate. 
Some had expected a bump up to 4.3%. 
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Market Summary & Strategy 
 
Playing the tech slowdown 
We have seen several falling knives in the technology sector this week. Whether this was the 23% 
plunge of the Lenovo Group or the 3-4% fall of Facebook this week (Heijin Capital is exposed to FB). 
All in all, the Nasdaq lost approximately more 
than 3.5% this week.  
 
From a research note by BofAML & GS it is 
clear that the S&P 500 has significantly relied 
upon the incredible growth of the FAANG 
stocks (Facebook, Apple, Amazon, Netflix, 
Google). Since they have such large market 
capitalizations, they have a significant weight in 
the index. For the past year or so the FAANG 
stocks have been responsible for 98% of the 
gains of the S&P 500. Yes, that’s correct 98%. 
In fact, the reliance on them is so high, the 
index would be in the red if it weren’t for their 
stupendous outperformance year by year 
(check Exhibit 3).  
 
Thus, we could interpret this as an excellent trigger for a flash crash or even a crisis. Or at least it could 
be the first flake to the snowball effect. Most asset managers are heavily allocated into tech, and 
especially the FAANG stocks, this includes pension funds and sovereign wealth funds. So exposure is 
everywhere!  
 
But, you may wonder why the FAANG stocks would fall? After all, they are safe bets, are they not? 
Well, the issue here is we are nearing the end of the era of “easy money.” Rates are rising in the U.S; 
the FED is deleveraging their balance sheet, the ECB is slowly cutting back on QE... Overall, credit is 
getting more expensive. But does this have anything to do with the performance of the FAANG stocks? 
Yes, it does. As asset managers often utilize leverage to amplify returns, although leverage comes with 
costs, as interest has to be paid upon borrowed capital. This means that both the institutional and retail 
side will not be able to 2x base capital as quickly as before - as the debt servicing costs are too high. In 
fact, investment accounts globally have never been so highly leveraged - even more so than in 2008.  
 
The risk this causes to FAANG stocks is tightened liquidity. And liquidity is the name of the game! 
Fewer inflows mean less volume means less potential to upkeep the crazy momentum of these tech 
giants. The broader issue here is the fact that many asset managers have depended on momentum 
strategies in the past few years. Otherwise, this would be less of an issue. An even bigger problem is  
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the number of quant funds utilizing algorithms that make decisions on whether to retain stocks on their 
books, liquidate them, reduce them, or increase them. So since they are dependent on statistical 
analysis, a natural drop out of a long-term upward channel can kick off a sell order for funds like these.  
 
The proposed strategy: 
Our current approach to this is to track all the tech sector, namely the FAANGs and other tech large 
caps. As soon as we see large block trades coming from institutions to cut their positions in FAANGs 
or in general tech large caps, we will start looking more into the situation. If we see the slightest 
breakdown from momentum channels across the FAANGs, we will purchase DOTM Put options (buy to 
open) on the SPDR ETF and on the Nasdaq ETF ONEQ. Heijin Capital believes a strategy like this even 
with mediocre execution can generate significant alpha, as most of the market is not even looking at 
betting against tech. 
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Belgacom-Proximus, where investors are paid to hold 
The Proximus group is a Belgian telecom company based in Brussels primarily owned by the Belgian 
state (which holds close to 54% of the common stock). Proximus has strong financial incentive as it pays 
a healthy dividend of 7.3%, which exceeds most European telecom stocks. In addition to this, it has 
good valuations, with a trailing p/e ratio of 13 and a forward p/e ratio of 12 demonstrating its natural 
state of a value stock. This factor is bolstered as Euronext stocks are trading at an average p/e of 15 
and the European telecommunications sector around 14.1, allowing us to describe Proximus as a 
relatively undervalued stock. Fundamentally Belgacom is also the largest operator in Belgium with a 
market share of 41% which provides it with an economic moat that can help it compete against rivals. 
 
YTD the stock is down around 23%, and the stock is almost down 40% from its summer 2017 highs. 
This was mostly due to the Belgian state’s proposition to add a fourth telecommunications operator in 
the sector. Many investors sold the stock in fear of a repetition of Iliad’s entry in the French market. To 
give some context, when Iliad entered the French market in 2012 it heavily undercut prices and severely 
damaged profits of the already present operators. However, the possibility of undercutting prices is 
much lower in present-day Belgium than it was in 2012 France, due to two primary factors. Firstly, the 
Belgian market is already saturated as over the past couple years the operators have reduced prices 
which are now similar to France’s. Secondly, Belgium has a much smaller market with a population of 11 
million compared to France’s 67 million. Both factors also mean there is little incentive for the Belgian 
state to introduce a fourth competitor. Sandrine Dufour (CFO at Proximus) has stated that in the long 
term she believes the market cannot uphold four companies due to high fixed costs. This presents us 
with the opportunity to buy a high dividend yield value stock at a discounted rate.   
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Diageo’s growing potential  
Heijin Capital has had a continued interest in the alcohol giant Diageo throughout 2018. Their vice-like 
grip on much of the alcohol market combined with brilliant diversification throughout the industry has 
allowed them to flourish into an industry behemoth. Moreover, the recent emerging market currency 
sell-off has hit Diageo hard due to the exporting nature of the firm and their broad exposure to the 
emerging markets. This short-term currency volatility has shadowed the brilliant potential and robust 
financial health of the country, leaving it widely undervalued. 
 
A) Brexit - Although Brexit has been a tumultuous time for many FTSE 250 companies, Diageo has 

welcomed the result, with less than 10% of their revenues coming from the domestic market 
and their vast influence in the non-EU beverage market (this is refuted by their 50% rally since 
the Brexit vote). Diageo will benefit massively from the exit of the customs union, in particular 
in countries such as India (the world's largest whiskey consumer) as well as the continents of 
Africa which produces 14% of revenue,  and the Americas. The North American market is 
particularly interesting, as it consists of 49% of Diageo's revenues. With US-UK trade talks 
currently looking positive, Diageo seems set to become even more competitive in its highest 
income producing country.   
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B) A financially improving company - Diageo has massively outperformed its annual growth target of 

5.2 %, with a brilliant jump to 11% for this year. Moreover, they have made a continued effort 
to reduce debt, which is made clear by its improving debt-equity-ratio, which fell by 42%  to 
86%. Furthermore, Diageo has proven its competitiveness in this market, producing a return-
on-equity which is 3% higher than the industry average of 20%. Finally, the $2BN share 
buyback scheme announced in August proves the company's continued confidence into the 
future.   

   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
C) A diversified company, in the so-called "recession-proof" sin industry - the distillers/wineries, 

produce liquor and wine, which generally enjoy the highest margins of all beverage stocks. The 
large rate of mergers and acquisitions from Diageo, such as the acquisition of Casamigos 
tequila in 2017, has given the company a brilliant breadth of products which will help to both 
increases market share and provide a solid platform to build on for future growth. Moreover, 
research shows that people do tend to spend less on expensive alcohol and other costly vices, 
such as gambling during a recession. However, sales of more "middle shelf" brands increase 
as people buy less expensive products, thereby turning to brands such as the ones owned by 
Diageo, i.e., Smirnoff.  
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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.  
 
 


