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Global Portfolio Holdings Weekly  
Executive Summary  
 
Trump increases tariffs on Chinese goods 
 
President Trump announced on Monday that he will impose new tariffs on roughly $200 billion in 
Chinese goods and threatened to add hundreds of billions more as part of his campaign to pressure 
Beijing to change its commercial practices. The 10% tax on Chinese imports will take effect on Sept. 
24 and will rise to 25% at the end of the year, according to administration officials. The level was 
lowered following extensive public hearings and the submission of written comments where importers 
and others complained of the possible impact of the duties—and to try to reduce the bite on American 
consumers ahead of the year-end holiday shopping season, these people said. Trump made his 
decision late last week to move forward quickly with the tariff announcement, a few days after he had 
authorized aides to try and set a new round of talks with China. The two moves reflect divisions in his 
administration over handling escalating trans-Pacific trade tensions, with some urging an ongoing 
tough line and others hoping to keep open a dialogue that could foster compromises before the spat 
turns into a full-fledged trade war. 

 
Oil gets a push from Hurricane Florence and Natural Gas a push from a Nuclear Power Station 
shutdown. (read more on page 6) 
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Market Summary & Strategy 
 
The Petrobras Opportunity (NYSE:PBR) 
 
We have recently looked into Petrobras and have decided to allocate a portion of our liquidity into it for 
several reasons. Petrobras, also known as Petróleo Brasileiro S.A, is the Brazilian oil giant that is 64% 
State-Owned by the Federal Government of Brazil. The company encountered countless problems and 
setbacks over the past year, starting with the corruption scandal it was involved in with the 
government. In addition, to the sharp decline of oil prices in 2016, Petrobras suffered heavy losses and 
crunched margins along with sanctions and fines to pay to authorities. This resulted in a 84% decline in 
its share price on its US listing (NYSE:PBR) from the high it hit in 2014 to an all time low in 2016. After a 
slow recovery, its share price got hit again in May 2018 with strikes and pricing scandals that resulted 
in the resignation of the CEO Pedro Parente, this all in all halved the share price within 2 weeks.  
 
The Progress and Current Situation: 
Petrobras has now resolved a lot of its previous issues, and may be on its way back to $18-20 a share 
for several reasons.  
 
1) Debt reduction program:  
The majority of investors stayed away from Petrobras due to their heavy debt servicing costs over the 
past few years - as they accumulated debt at a fast pace for the past few years (to finance Deepwater 
Atlantic Oil Fields ~2014). However, the most recent announcement made by Petrobras signals that the 
future may be much brighter with their large debt cuts. The CFO announced that PBR aims to raise 
output as much as 10% to around 2.3m bpd in 2019 and to cut net debt by $10b. Thus, the debt 
would’ve gone from $106b (2014) to $69b in 2019, which is a significant improvement that many had 
not foreseen. This would place PBR in line other oil majors to a ratio of 1-1.5 net-debt-to-EBITDA - a 
much lighter capital structure long needed to gain back investor confidence.  
 
2) Iran Sanction & Higher Oil prices: 
Oil prices (WTI & Brent Crude) have just hit a three year high as supply fears over the summer 
squeezed prices above $71/barrel. Even though, Trump recently stated he did not want WTI Crude to 
rise above $80/barrel it is evident that he does not have control over the global demand and supply of 
oil, and the the U.S imposed sanctions are about to kick-in in November. This should send prices 
higher as we believe supply traders are underestimating the need for Iran’s output and that OPEC 
restrictions mean even countries like Russia will not be able to go much higher than it’s OPEC 
production target. From the research we conducted we think it’s highly probable for prices to hit 
$80/barrel in the winter if temperatures get as low as last year in the U.S. However, a few suspicious 
acts such as ghost tankers from Iran have been seen, which has slightly relaxed supply worries.  
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3) Partnerships and Joint-Ventures in Brazil with other oil giants: 
Brazil onshore and offshore regions are the next “hot” areas for oil majors to target to further expand 
their respective production capacity. This is especially 
important in the exploration and production arena (E&P) for 
the overall industry as a few companies can withstand 
huge CAPEX swings.  
 
For example, the Libra area as shown in the diagram on 
the right, has been a great project whereby various oil 
companies collaborated and reduced investment 
requirements by hundreds-of-millions. Libra is the first 
project conceived under the production sharing model 
(operating and production system whereby one or more 
companies have signed a contract with a state company 
that calls for the compensation of the parties by sharing an 
oil field production) in Brazil. In this project, the partners 
are Shell (20%), Total (20%), CNOOC (10%), and CNPC 
(10%). To date more than eight wells have been drilled.   
 
Partnerships like these/joint-ventures are extremely beneficial to Petrobras. Firstly, it lowers their 
CAPEX, which is incredibly important to attract more investors from abroad. Secondly, it serves well to 
reduce their need for debt and thus over time Petrobras has much less debt servicing costs to finance. 
All in all this shapes the company in a great way to deliver higher earnings to shareholders in a healthier 
manner.  
 
4) Political Landscape & upcoming elections: 
The upcoming elections in October should be good for 
Petrobras with the far-right candidate Jair Bolsonaro 
gaining ground over his rivals in the first round. 
Unfortunately, behind him the far-left candidates 
(Haddad - Worker’s Party and Gomes - Democratic 
Labour Party) may generate issues for Petrobras as 
they might put in price controls, which may lead to 
heavily suppressed profit margins per barrel. A far-
right win would provide Petrobras with better 
economic policies to play with and since they are 
majority state-owned it could bring out a more positive  
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relationship with the government. Although, the plans to slash tariffs would be a huge advantage to 
lowering costs for Petrobras, it is unclear if Bolsonaro would want to privatise all companies including 
Petrobras.  

 
  
How to position oneself in a “no deal” post Brexit economy 
 
On the 29th of March 2019, the United Kingdom is scheduled to leave the EU. Despite frequent 
negotiations and conferences to settle the terms, there is a very real possibility of a no deal brexit. So 
how does one's position oneself for this eventuality? One would expect a further fall in the sterling, 
however longer term, Heijin Capital believes that the Euro (and the EU) will be worse off. With growing 
dissident in the eurozone, with eurosceptic political parties like the German AFD and the Italian Five 
star movement, have been gaining serious traction in their respective countries. If the United Kingdom 
end up benefiting from Brexit, it could trigger exits from other key EU nations, obviously leading to 
troubled waters for the Euro.  
 
However in the short term, one would expect a weak pound and the erosion of trade barriers to benefit 
exporting brands. In particular, the high end fashion house Burberry (LSE:BRBY). The majority of the 
firms profits come from the Asian market and almost a quarter of profits from the US market , which is 
only set to grow further, as Asia has the fastest growing middle class in the world. Moreover, the 
alcohol giant Diageo (LSE:DGE) has had outstanding post brexit health, with their shares up almost 
50% since the vote. Diageo will be able pursue interests in India, which is set to be the world's largest 
consumer of whiskey and spirits.  
 
Finally, Heijin Capital plans to open short positions on British leisure and farming industries, whose 
tight margins are greatly improved by the use of cheap labour from Eastern Europe. A no deal brexit 
would see the removal of the freedom of movement, thereby throwing the worker status of these 
foreign workers into question, thus posing a major threat to these “low-paid, low-skilled” industries. 
Despite the frequent scaremongering and possible threats to the economy, Heijin believes that 
regardless of the situation, one can easily profit from the fallout of Brexit, as after all change breeds 
opportunity. 
 
Micron Technology earnings opens opportunity for discounted stock purchase 
 
As Q3 earnings were published after-hours last Friday Micron (NASDAQ:MU) jumped 4%, however 
weak future returns (and a new round of tariffs) sent the stock falling 3% underneath the closing price. 
Opinion on the stock is deeply divided as many investors remain heavily bearish on the sector for 
microchips, however, the M.D of Appaloosa Management, David Tepper, is ‘very, very, long’ on the 
stock. Micron Tech makes up around 24% of Appaloosa’s portfolio which doubtlessly demonstrates 
their conviction.  
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One argument for entering Micron is that in terms of valuation, it is a deep value stock that has large 
upside potential. We also believe that the stock has bottomed out, and the the P/E ratio will not fall 
below 4 (it currently is at 4.53.) We believe that at a value of around $42-$44, downward momentum 
will unlikely take effect. In addition, Micron has begun a share buyback valued at $10 billion.  
 
However, short-term risks coming from the US and China trade war should not be overlooked. Trump’s 
latest round of tariffs will put pressure onto net margins and they will suffer. This was another reason 
beats on top and bottom lines were overlooked. However it is important to mention that Micron 
manufacturers across the world, and as CEO Sanjay Mehrotra stated within their current supply chain it 
may be “easy to mitigate the supply chain impact”. He argued that within the next 3 to 4 quarters the 
result of the tariff will smooth out as manufacturing locations will shift.  
 
Fundamentally the quarter was heavily positive as Y/Y revenue growth rose by 40% and net income 
and operating cash flows nearly doubled. Heijin has set a buy rating for MU and a price target of $70, 
however it may be best to wait out the current down-period, which we believe is very close to ending, 
and relying on EPS growth due to their share buyback.  
 
Hurricane Florence: A Macroeconomic analysis 
Summary 
 
Despite the immense path of devastation left by Hurricane Florence, its effect on the U.S. economy is 
likely to be moderate.The storm is projected to slow economic growth in the current quarter by 0.2%, 
according to Moody’s Analytics, as 
residents will be avoiding trips to the mall 
or restaurants and manufacturers 
temporarily shut down production. That 
means an economy projected to grow a 
robust 3.9 percent in the current quarter 
could instead increase by a still healthy 3.7 
percent. The damage to homes, 
businesses and public infrastructure is 
expected to total from $16 billion to $20 
billion (Moody’s estimates). Such 
estimates are still in flux because of severe 
flooding that could last for days. Florence 
has killed at least 32 people and disrupted 
the lives of millions. 
 
Hurricanes Harvey (in Texas) and Irma (in Florida) last year damaged U.S. economic growth in the third 
quarter by about 0.5%, as well as causing a whopping $180 billion in damage. Harvey struck Houston,  
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the heart of the nation’s energy industry. About 15 Texas oil refineries representing 25% of U.S. refining 
capacity shut down, pushing up gasoline prices. 
 
Oil Markets 

 
Even after the devastation of the storm , 
the oil markets are not highly exposed to 
direct damage from Florence – no major oil 
refineries and no upstream production are 
found off the coast of North Carolina. As a 
result, there shouldn’t be any supply-side 
issues, other than localized fuel problems 
at the retail end during the storm.  
 
However, crude prices rose almost 5% as 
Hurricane Florence threatened America’s 
east coast gasoline markets. US 
government data also showed domestic  

 
 
crude production in 2019 is expected to grow slower than previously estimated: the US Energy Information 
Administration said it forecasts domestic crude output to rise by 840,000 barrels a day to 11.5m b/d next 
year. This is lower than the just over 1m b/d rise to 11.7m b/d it had initially expected. 
 
Oil Market movers 
 
ExxonMobil (NYSE: XOM) agreed to the sale of natural gas from the Prudhoe Bay and Point Thomson 
fields in Alaska’s North Slope to an entity owned by the state of Alaska, which would fuel an LNG 
export terminal. The estimated $43-billion Alaska LNG project would consist of an 800-mile pipeline 
from the North Slope to a liquefaction and export terminal on Kenai Peninsula at the southern end of 
the state.  
 
Suncor Energy (NYSE: SU) said that it would consider building new oil sands projects in the future, 
beating back the ongoing market assumption that greenfield oil sands investments are a thing of the 
past. “The Canadian oil sands are one of the biggest and best oil reserves in the world,” CEO Steve 
Williams said at the opening of the company’s $17-billion Fort Hills project. “We will open mines.” 
However, Suncor said that new major oil sands investments would likely be contingent on the 
completion of an export pipeline, a problem that has plagued Alberta for years.   
 
Petrobras (NYSE: PBR) slashed its net debt target for 2018 to $69 billion, down from $89 billion in 
2017. PBR also says that it expects $15 billion in free cash flow this year, up from $13.9 billion last year 
(read more on page 1). 
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Other markets 
 
October hog futures surged as much as ~3% last week as Florence took aim at North Carolina. The 
state's $2 billion pork industry is second only to Iowa's in value. Florence could potentially slow slaughter 
rates at east coast farms, offering a "clear underlying tone of support" for high hog futures prices, 
Allendale's Rich Nelson told Bloomberg. That pushed October hog futures to their sixth-straight daily 
increase, which is the longest stretch of gains since the contract debuted in May 2017. 
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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.  
 
 


