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Market Snapshot  
 

INDEX CLOSE 2 WEEKS YTD 

Dow Jones Industrial Average 19,174 -19.61% -33.58% 

S&P 500 Index 2,305 -16.08% -29.25% 

NASDAQ 6,879 -13.47% -24.34% 

10-yr Treasury Yield 0.92% +0.38% -0.96% 

WTI Oil ($/bbl) $22.63 -27.30% -62.94% 

Bonds $110.03 -6.52% -2.35% 

         *bonds are represented by the iShares Core U.S. Aggregate Bond ETF (NYSEARCA:AGG) 
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Market Outlook & Strategy 
Global Macro 
Economic Realities & Balancing Risks Derived from the Coronavirus – Part 3  

 
Over the past two weeks our team has continuously monitored the markets as they went through the 
choppiest waters since the GFC of 2008. Our initial view on 2020 that was set out in our Annual Investor 
Letter is panning out. On top of that, the risk averse stance we took for our investors in the flagship fund 
(Vulture Fund) has certainly paid off. We are actively raising capital in this period of uncertainty as our 
flagship fund is structured specifically to continuously generate alpha no matter how markets are 
behaving.  
 
DMs are finally taking the situation seriously and have all ramped up their respective responses to this 
health crisis that as of 2 weeks ago has been declared a pandemic by the WHO. France, Germany, Spain, 
and others have finally begun realizing that Italy’s coronavirus crisis may very well be the situation they 
will be in just 2 weeks ahead.  
 
At the time of our previous IC, the Europeans were blaming the Chinese for their lack of proactiveness. 
But today, it seems as though the tables have now turned as China is rebooting all of its industries whilst 
Europe now has more cases that China ever did... A lack of urgency in Europe and in the US is the primary 
driver behind the colossal losses in the financial markets. The reality check has caught many investors off-
guard as politicians downplayed everything until just this week. 
 
As of Friday 20th March, US indices are now down over 30% YTD and the same goes for indices across 
Europe. Unfortunately, that is not the complete picture of how severe the impacts have been on the 
financial markets. It is the credit markets that are going haywire and anyone thinking they were protected 
from losses has turned out to be majorly wrong despite being in “safe haven” assets. For many families 
across the world huge portions of their wealth has vanished (depending on whether the losses were 
booked or not) even if they had allocated their funds into investment grade bonds. There is simply no place 
to hide and the era of easy money and easy returns has quickly gone. For many this has been a reality 
check, and is a good lesson for the young population entering the workforce that nothing should ever be 
taken for granted. There is no doubt that millions across the globe will no longer be able to sustain the 
lifestyles they once were able to sustain after this crisis. Easy come, easy go.  
 
The question everyone is asking now is: where do we go from here? 
 
Heijin sees the coronavirus crisis as an exogenous shock to the system, which has uncovered weaknesses 
in every market and economy. But we believe there are three different ways to view what's going on. 
 
1) An exogenous shock to the system (9/11 type panic situation) with significant short-term economic 
implications – Heijin's Strategic Advisory Division Outlook 
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• With effective policies and aid from governments we should only have to ride out an aggressive 

economic recession (2 consecutive quarters of negative GDP growth) 
• Governments and central banks already have a “whatever it takes attitude” 
• Most states, even the ones that are less impacted have prepared emergency funds for individual 

citizens, families, SMEs, and large corporations 
• Banks are much better capitalized than in 2008 and are literally here to save the day this time with 

credit lines being used and issued like never before 
• Corporations with significant short-term debt maturities will be able to enter talks with financial 

institutions to sort out reasonable solutions 
• SMEs that will have no business for the next 14-30 days due to the quarantine policies many 

governments have issued will be able to tap into credit lines prepared for them by the banks (e.g. 
Lloyds Bank 2bn set aside for this) as well as receiving emergency funds in some cases 

• There will be bankruptcies and a rise in unemployment as in the end we are entering a recession 
but that is what economic cycles are about – the unhealthy, toxic, and unsustainable businesses 
will have to close shop. The government cannot bail the whole system out, and it would not be 
responsible to do as the debt burden on the next generation will be astronomical 

• Bailed out corporations that were not prepared well enough for a recession and took on excessive 
amounts of debts may be restricted from conducting activities such as share buybacks in the 
future as proposed by Mark Cuban and others. Airlines in the US are seeking >$50bn in financial 
assistance, which is ridiculous as they had spent almost the equivalent on stock buybacks in the 
past 10 years instead of preparing for a rainy day. Again, the topic of moral hazard is one to review 
before handing over aid.  

2) An exogenous shock to the system with extended economic implications  
• This would have been a probable scenario if governments across the world had responded slower  
• The rapid preparation of economic aid by governments and central banks significantly reduces 

the likelihood of this happening 
• Monetary stimulus is very limited for many central banks as rates are already at 0.00% or in 

negative territory 
• Fiscal stimulus on the other hand is going to be an effective way to get economies out of this 

incoming recession 
• Economic aid and other funds that will be deployed in order to hold the financial markets and 

economies together will certainly further boost debt levels across the board. This could have 
severe implications further down the line of which we will have no idea how to control as we are 
without a doubt in unchartered waters.  

3) An exogenous shock to the system that puts the whole system at risk  
• An unlikely scenario. If we look at history we’ve gone through much worse than this coronavirus 

crisis, and we believe the panic around the coronavirus has been overly exaggerated which has 
caused more strain on the financial system that was not necessary 

• Systemic risk will be kept to a minimal level by all governments, central banks, and other 
intergovernmental bodies such as the IMF, World Bank, UN, and etc 

Overall, markets will certainly get worse before they get better and we do not expect a recovery before 
coronavirus cases in Europe and the US hit an inflection point. There will of course be short term rallies 
across equity and credit markets, but these will continue to be short-lived as we saw this week. In several 
crises in the past, most notably in 08 there are several instances whereby markets rallied 10-20% and 
then continue to make new lows after.  
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Valuations in many regions and industries are still relatively expensive, however, we are beginning to see 

some sweet spots. After all, the markets are a discounting mechanism and after investors can price in the 
future and present risks of having poor performing Q2s and Q3s we will then be entering a more stable 
phase. What really killed markets was uncertainty around the repercussions the coronavirus would have 
on businesses and consumers, but we are starting to have a clearer view on what may happen.  
 
Update on our picks from the beginning of February: 
 

Equity Type Net PnL 
Royal Caribbean Cruises Ltd 
(NYSE:RCL) 

Short +78.3% 

Wynn Resorts Limited 
(NASDAQ:WYNN) 

Short +59.4% 

Las Vegas Sands Corp 
(NYSE:LVS) 

Short +36.5% 

Melco Resorts & Entertainment 
(NASDAQ:MLCO) 

Short +36.6% 

Estee Lauder (NYSE:EL) Short +27.6% 
Marriott International Inc 
(NASDAQ:MAR) 

Short +48.8% 

Yum China Holdings Inc 
(NYSE:YUMC) 

Short +4% 

Tianjin Teda Co Ltd 
(000652.SZ) 

Long +54% * 

*at inflection point of cases in China 
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Investment Analysis 
COVID-19 – Is This The Big Opportunity For Private Equity? 

 
The coronavirus triggered almost unprecedented sell-offs across many asset classes; Even bonds, an 
asset class that usually rallies when the stock market suffers, dropped significantly. However, while the 
traditional financial sector is almost standing at the abyss, private equity could have it's the golden years 
for the following reasons: 
 
Unprecedented Dry Powder  
One of the biggest concerns in private markets 
in the past years was the irrationally high 
valuations, like the WeWork case and many 
others demonstrated. Although some funds kept 
investing, hoping another investor might pay a 
ridiculous price, many funds began hoarding 
cash while waiting for private markets to cool 
down. As Prequin reported at the beginning of 
this year, private markets firms were sitting on 
$2 trillion of dry powder. Consequently, as soon 
as the situation normalizes a bit, private equity 
firms will have the money to hunt for cheap 
distressed companies.   
 
Low-Interest Environment 
Beyond the large amount of dry powder, private equity firms can benefit from the low-interest environment. 
The Fed, as most other central banks cut their interest rates to almost 0% to help distressed companies. 
This will help private equity firms in two ways: higher fund inflows as investors look for alternatives to 
bonds and low cost of capital to leverage acquisitions. 
 
Access to Emergency Capital 
Private equity funds will probably not be able to use their dry powder for acquisitions until in a few weeks 
since they have to wait for volatility to settle and business-as-usual to resume. However, they can use 
their dry powder to provide emergency funding to their portfolio companies. This could give private equity 
funds and their portfolio companies a huge advantage when markets recover, as these companies won't 
have to pay high-interest rates for the debt they issued during the current sell-off. 
 
Support 
Another reason why portfolio companies might be able to recover faster than independent companies is 
because private equity firms can support their companies and make sure portfolio companies support 
each other. For instance, KKR has already connected its medical portfolio companies to its other portfolio 
companies to provide masks, sanitizer, and know-how. Some of KKR's medical portfolio companies have 
reportedly even donated supplies to its other companies. 
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Moreover, private equity portfolio companies have the benefit of shared knowledge. While independent 

companies have to find the best work-from-home solutions themselves, private equity firms can share the 
best-practices across all its companies and thereby save costs and time.  
 
Share-Price Indifference 
While publicly traded companies are likely to use excess cash in the next years to buy back stock to 
compensate for investor and employee losses on the stock, portfolio companies and private equity funds 
can use excess cash to acquire companies, giving them a competitive advantage for the future.  
 
Risks 
The strengths of private equity laid out above mostly apply to firms of the size of Blackstone, KKR, Apollo, 
etc. Smaller firms usually don't have enough dry 
powder and diverse companies for the benefits laid 
out above to work. However, larger firms also come 
with their problems, in this case, mainly private credit 
to SMEs. As investors were looking for alternatives 
to low-yielding bonds in the last years, private equity 
firms developed a vast market for private lending, 
mostly to SMEs. The market for private credit in the 
US more than doubled since 2010 and reached $1 
trillion in 2018. The problem hereby is that private 
credit is not well regulated, as lender and lendee 
have leeways to establish their terms. As more and 
more investors moved to private debt, the terms on 
these loans deteriorated, which could become 
problematic now.  
 
Heijin's Take 
The current situation has the potential to be a golden hour for large private equity firms if they use their 
vast resources wisely. Moreover, this could be a good opportunity to invest in publicly traded private 
equity companies, as their stocks suffered, on average more than 25% higher losses than the average 
market. However, significant risks are the large private equity firm's private debt holdings. If the global 
economy does not recover fast, SME defaults could deteriorate and generate high losses for private equity 
firms. Consequently, we would refrain from investing in private equity firms now but waiting a few months 
until the coronavirus situation calms, and if default rates remain low, invest then. 
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Global Macro 
Gold’s Peculiar Swings 

 
It is abundantly clear that the cocktail of Covid-19 and Oil’s spectacular fall has sent markets into free fall. 
This month all of 2020’s gains have been wiped, with the S&P500 falling 14.98% this week and almost 
30% in the past month. Thus, it would seem peculiar to many as to why gold, the ‘original’ safe-haven 
asset has also experienced a significant slump.  (figure one shows gold (black) plotted against the S&P500 
index (yellow) over the past month) 
  
Shockingly, returns from 
commodities are at their 
lowest level since 1987. 
Gold itself is down over 
8% this month, with 
prices falling 4.7% on 
Friday alone, 
subsequently wiping out 
4 months of gains. This 
selloff was caused by 
two main factors: Firstly, 
the slow in demand for 
precious metals caused 
by the stagnation in 
economic growth due to 
Covid-19 has put enormous strain on the raw commodities complex with silver, lithium, platinum and other 
precious metals also taking large hits. Secondly, this gold slump comes from the backdrop of the current 
oil price wars and their ‘race to the bottom’, with Opec’s internal disagreements and reduced demand 
caused by Covid-19, as output levels fall to an expected 435,000 barrels per day, putting large pressure 
on portfolios. Therefore, it is likely that the decline in gold prices we see is, in fact, a result of traders 
needing liquidity to cover their margin calls. With market liquidity deeply compromised, Heijin expects to 
see a continuation in the heightened market volatility, in addition to emotional, mood-based market 
swings. The current momentum is, of course, bearish in the small to medium term with current levels 
around 1477, and the resistance of 1460 which the bulls are likely to defend. However, in medium to long 
term, Heijin is bullish on gold as the same market drivers that helped it reach its pre virus highs are still 
very much in play.  
  
The current prices we see are reactionary to the current climate, rather than a bearish sentiment toward 
the commodity itself. As the market continues to panic, the combination of reduced appetite for risk 
amongst traders, a lack of confidence in equities and the decline in interest rates (The Bank of England 
has introduced its the second cut in interest rates in just over a week, bringing them down to 0.1% from 
0.25%, putting interest rates at its lowest ever rate in its 325-year history. As well as the Federal Open 
Market Committee (FOMC) lowering the federal funds rate to a target range between 0-0.25 per cent.), will 
act as a brilliant catalyst for keeping gold prices elevated and the spark for a bullion bull run in the future.  
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FX 
Is The Russian Ruble Oversold? 

 
The ruble tumbled the most out of any emerging market currency last Wednesday, erasing nearly 20% of 
its value in the first few months of 2020. It is now one of the worst-performing currencies year-to-date, 
being battered by an oil-price war with Saudi Arabia, a weak economic forecast from the Russian CB, and 
the looming coronavirus threat, which is expected to cripple supply chains in and out of Russia. Overall, 
fears of a worldwide recession and a flight to the dollar are squeezing all risky assets, but the markets of 
the world's biggest energy exporter are being hit particularly hard - possibly too hard.  
 
If you have not been following the development between Saudi Arabia and Russia, here is a quick recap 
to get you caught up:  
 
The OPEC+ coalition between OPEC's leader (Saudi Arabia) and the leader of the non-OPEC nations 
(Russia) abruptly ended earlier this month after Russia refused to support a substantial supply cut in 
response to depressed global oil demand. Saudi Arabia didn't take that break-up too well, and made a full 
U-turn in its oil policy, saying it will begin pumping at full capacity and (over)supply the oil market with 
record-high volumes of crude oil in the coming months. Both Russia and Saudi Arabia are set to suffer 
from the oil price war, as $30 (or lower) oil is below both countries' fiscal break-evens, especially below 
Saudi Arabia's $80-plus oil price breakeven. Russia forecasted this week that its revenues from oil and 
gas would be US$39.5 billion (3 trillion rubles) lower than planned due to the tumbling oil prices and that 
Russia's national budget would be in deficit this year. Neither Saudi Arabia nor Russia are currently 
backing down from the oil price war, but the one who flinches first will likely be the one whose finances 
will be hurt more. 
 
Even though Russia's CB fiscal activities have lowered RUB's sensitivity to the oil price fluctuations (Bank 
of Russia started to conduct sales of FX on the market in the amount of around US$50m per day), it did 
not remove the link altogether. We see 2Q20 as the weakest quarter for the ruble, with the USD/RUB pair 
bottoming somewhere in the 75-80 range – followed by some recovery. Here is why we are expecting this. 
 
Firstly, there are several non-oil factors, which may partially mitigate the negative impact of the oil price 
drop – suggesting some potential for a stronger-than-expected USDRUB.  Alongside Russia's CB FX 
sales, the "non-oil current account" of Russia should benefit as well. The lack of net visitor inflows from 
countries blocked by local authorities will be offset by a potential reduction in the outward tourism this 
year on the general coronavirus fear, suggesting that there will be a likely lowering of merchandise imports 
& higher domestic spending in Russia. In 2019, net Russian visits to popular tourist destinations, including 
Turkey, Thailand, and others totalled to around 12 million. 
 
Furthermore, the fundamental difference now from the previous ruble crisis episodes (2008 and 2014) is 
that the Russian capital account is in healthier shape. This can be attributed to higher macro stability 
indicators, a free-floating FX regime, a more transparent banking system, and higher real rates.  The 
current market stress has not generated any speculation of tighter capital controls, pressure on the CB to  
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make certain monetary policy decisions, or any other factors which in the worst case, could have 

increased pressure on the Russian capital account. The current outflow that can be observed is not 
Russia-specific, and currently ignores the country's macro stability relative to EM peers - in other words, 
it is more of a panic than an underlying rational decision. The scope for increased local capital outflow is 
limited, as foreign liabilities of the real sector have already been reduced in comparison to 2014. Russian 
banks are running a net asset position of around US$80bn, while households have accumulated over 
US$110bn in cash outside Russia (see the figure below from Russia's CB).  
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Finally, a forthcoming handover of Sberbank from the CB to the Minfin (the Russian Ministry of Finance), 
which is still on the agenda, will likely result in CBR's FX sales in the amount of US$30bn. This number is 
much lower than the previously expected US$45bn due to the drop in the market price of the 50% equity 
stake (MCX:SBER) in question. Initially, this period has been identified at 3-7 years; however, a more 
concentrated sale cannot be excluded due to the turmoil in the markets. Overall, a return to USD/RUB 65-
70 is possible if the capital account shows signs of improvement, and the oil market undergoes some 
stabilization (assuming Brent averages at US$33/bbl). 
 
In our opinion, the ruble will stabilize (backed up by Russia's strengthening capital accounts and the 
resolution of an oil price war) by the end of 2020, and we, therefore, would see a possible short position 
on the USD/RUB pair. We believe that the currency has been widely oversold with investors fleeing EM's 
as a result of the coronavirus panic despite no clear warning signs. In fact, Russian local currency bonds 
and the ruble were one of the biggest overweight calls in the asset class last year, and we believe that 
they still deserve a spot on the pedestal. 
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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. 
 


