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Global Portfolio Holdings Weekly  
Executive Summary  

 
→ WTI Crude Oil propelled higher  
WTI Crude oil rose this week after various events occurred in the Middle East. The tensions with Iran and 
around the Strait of Hormuz has made traders wary of how much the U.A.E, Saudi Arabia, and other 
countries in the region could export. On top of that, two Saudi Arabian tankers were attacked, which may 
increase insurance costs for the providers of oil tankers going through that region. The U.S. stated it was 
sending warships over along with as many as 120,000 troops, but President Trump quickly backed down 
after realising the backfire this could have in the region. It was reported that Trump met with the Swiss 
President earlier this week, and that the Swiss were acting as negotiators in this U.S. - Iran dispute.  
 
→ The Trade War is Back 
Trump announced that a new 25% tariff will be put in place on $200bn worth of Chinese goods. China 
stated this could easily cut their GDP growth by 100bps over the next year. These tariffs made markets 
tremble, especially in China where the CSI 300 slumped almost 600bps in a single day. The CBOE Volatility 
Index skyrocketed after a calm period post the pullback markets faced in December 2018. However, U.S. 
markets recovered in no time at all, which we view as slightly foolish as a lot of investors seem to not even 
know the exact impact this will have on U.S. consumers themselves since this will significantly increase the 
cost of goods in a lot of areas.  
 

INDEX CLOSE WEEK YTD 

Dow Jones Industrial Average 25,764 -0.7% 10.4% 

S&P 500 Index 2,860 -0.8% 14.1% 

NASDAQ 7,816 -1.3% 17.8% 

10-yr Treasury Yield 2.39% -0.07% -0.29% 

Oil ($/bbl) $62.69 1.7% 38.1% 

Bonds $109.03 0.3% 3.4% 

     *bonds are represented by the iShares Core U.S. Aggregate Bond ETF 
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Market Summary & Strategy 
Global Macro 
Therapeutics  

Another firm that has piqued our interest in the biotech field is Global Blood Therapeutics (GTB: NASDAQ). 
Global Blood Therapeutics is a developmental biotech concern that is focused on developing treatments 
for underinvested and undercapitalized health markets, revolving around ailments of the blood. The drug 
of particular interest is Voxeltor which remains on track for wide-scale launch in 2020. Voxeltor is a tablet 
taken daily to assist those with sickle cell disease. The drug itself helps to increase the blood's potential for 
holding oxygen more efficiently. This is because those afflicted with sickle cell disease have sickle 
hemoglobin which leads to deformation of the red blood cells and their ability to carry oxygen efficiently.  
Global blood therapeutics believes that Voxeltor may potentially modify the course of sickle cell disease. 
Whatsmore, another drug that works alongside Voxeltor, called Inclacumab has recently been approved. 
Inclacumab helps to tackle Vaso-occlusive crisis which affects over half of those with Sickle cell disease. 
VOC  occurs when circulation is blocked by the sickle cells, resulting in intense organ pain, which could last 
up to several days. These drugs give Global blood therapeutics a vice-like grip over the future of treating 
sickle cell disease. What's more, this is a vastly undercapitalized market, with little competition compared 
to other areas in the biotech/ pharma sector. I.e. cancer. The market for treating sickle cell disease is 
extremely promising too as shown by the image below.  

 
 
Global blood therapeutics Share price is $57.96 vs Future cash flow value of $237.92, which means Global 
Blood Therapeutics's share price is trading at a substantial discount. The market itself has had an annual 
earnings growth rate of around 14%, and biotech sector of 22.7%, however, GBT saw their annual earnings 
skyrocket 77%, with their “ star” product still yet to be launched. Global Blood Therapeutics's earnings are 
expected to grow significantly at over 20% yearly. What’s more, GBT has deep enough cash reserves to 
meet both their long and short term commitments as they have a sufficient cash runway for more than 3 
years based on current free cash flow. 

 



 
 

                                                                                                 Investment Commentary 
                                         May 5th – May 19th, 2019                                

The economic and market forecasts presented herein are for informational purposes as of the date of this presentation. There can 
be no assurance that the forecasts will be achieved. Please see disclaimer at the end of this presentation.  Past performance does 
not guarantee future results, which may vary.  
For internal purposes only - Accredited investors, Heijin Capital Family Investors*, and prospective investors.  

 
 

Global Macro 
Ripples in the Housing Markets all around the World 

All around the world from Vancouver to London to Sydney cities are facing problems in the housing markets. 
Although there are several factors influencing the magnitude and properties of the problems in the housing 
markets, the origin of the issues lies in most cases in the Great Recession of '08-'09 and its aftermath. On 
one side, the recession caused a severe slowdown of the housing supply which effects are still visible. On 
the other side, the recession caused extremely low-interest rates that in many cases are still in place or just 
slightly higher. Both these major factors, along with other factors specific to the cities, have caused the real 
home prices in 32 major cities around the world to increase by 35% on average in the past 5 years. In 
comparison, the real income in these cities grew on average by just 8% in the same time.  
 
The past quarters have shown that all around the world housing markets seem to have past the apex and 
are approaching major downturns. The downturns are mainly caused either by governmental intervention 
or an excessive gap between housing prices and income growth. The nature of housing market downturns 
in themselves is very problematic since they are usually very steep; As soon as potential buyers recognize 
that home prices are beginning to decline they take on a "wait-and-see" stance, leading to a rapid sharp 
decline of home prices. Additionally, the consequences of downturns in housing prices are severe since 
the wealth of a large part of the society is invested in their homes. 
 
A recent article released by the IMF describes the 
global housing situation as follows: "… in most 
advanced economies in our sample, weighted by GDP, 
the odds of a big drop in inflation-adjusted house prices 
were lower at the end of 2017 than 10 years earlier but 
remained above the historical average. In emerging 
markets, by contrast, riskiness was higher in 2017 than 
on the eve of the global financial crisis. Nonetheless, 
downside risks to house prices remain elevated in more 
than 25% of these advanced economies and reached 
nearly 40% in emerging markets in our study." Two 
countries where the ripples in the housing markets are 
currently evolving are Australia and Canada. 
 
Australia 
Australia is currently in the late stage of the housing market downturn that began in late 2017. Home prices 
in Sydney and Melbourne fell by 11.1% and 7.2% respectively; nationwide, housing prices dropped by 4.8% 
prompting Deutsche Bank to list the Australian Housing Crash as one of its 30 threats to the global 
economy. The reason for the downturn in Australia's housing market according to CoreLogic’s head of 
research Tim Lawless are tighter lending conditions sparking a downward spiral in home prices. The strong 
housing supply resulting from the past years of housing boom has catalyzed the downturn. 
 
Australians are calling the government and banks to lower their credit requirement; however, economists 
counter that this is not a viable solution, since it would just postpone a housing market downturn, not solve  
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it. Moreover, even if the lending restrictions were lowered, the effects are questionable given that the 
removal of two important lending restriction at the end of 2018 have had no significant impact. 
 
Especially problematic about housing market downturns such as the Australian one is when price declines 
cause negative equity, i.e. when the mortgage is worth more than the property. Especially critical is the 
combination of negative equity on real estate with increasing jobless rates; if borrowers lose their jobs and 
are unable to repay their mortgages, banks will suffer losses which results in even tougher lending 
conditions, thus in a downward spiral. Ultimately, this could 
culminate in a crisis in Australia's financial sector and 
potentially spread all across the world. Nationally, Australia 
is still far away from such a situation as default rates are still 
relatively low. However, in regions such as Queensland and 
Western Australia where property prices have declined for 
years, the risks of problems in the financial sector are 
beginning to worry authorities, since regional problems could 
spread nationally and then globally.  
 
Another risk for Australia's economy is the construction 
sector. Construction companies have taken on loans in order 
to build housing. However, due to the housing price decrease 
construction companies' returns will be significantly lower 
than expected and they might have issues with the 
repayment of their loans. Also in the long term the housing 
downturn is cause severe damage to Australia's 
construction companies and economy, since the current 
oversupply will result in lower home building rates and 
ultimately in heavy job losses in the construction sector. 
Currently, construction companies are able to compensate 
the low home building demand with infrastructure projects; 
however, this will just be able to remedy the damage for a 
short period of time.  
 
The biggest hope for Australia's housing market is that the 
record high immigration rates along with decreased 
housing supply will set a floor to home prices and end the 
downturn. However, until it could already be too late when 
this happens and Australia's economy could already have suffered irreversible damage. 
 
Heijin's take on Australia's property crisis is that the global economic situation will be of high significance to 
whether the housing market downturn will entail a major economic crisis in Australia or not. Moreover, if the 
overall global economy will be able to remain in relatively good shape for the next two years, foreign 
investors attracted by low home prices will be able to give Australia's construction sector and economy 
strong momentum. On the other hand, if the global economic situation will worsen over the next two years  
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the situation in Australia will not be good. We expect housing prices in Australia to bottom out at the end 

of 2019. 
 
Canada  
Canada seems to be at an early stage of a housing market downturn. Canadian home prices have increased 
almost steadily since 2003 with an overall increase in home and property prices of 337%. For reference, 
the S&P 500 grew around 210% over the same time period. The apex of the Canada New Housing Price 
Index seems to have been reached in early 2018 and it has remained constant since then. More concretely 
in Westminster a home that was bought for C$ 260,000 in 2015 could be sold for C$ 450,000 in 2018, which 
means an almost 75% price increase in three years.  
 
The rally of property prices is rooted on years of low interest rates, lenient lending and low controls of 
foreign money. Whereas low interest rates and lenient lending is the cause of most property bubbles, strong 
foreign investments is what makes the Canadian bubble a bit more unique. Moreover, a considerable 
number of the Chinese citizens who gained their wealth through the economic boom in China have moved 
their wealth abroad into Canada's real estate sector in order to protect it from potential downturns and 
slowdowns of the Chinese economy. Canada is especially attractive for Chinese individuals, since they 
could exploit several laws in Canada and China which ultimately allowed them to have no capital gains tax 
on returns on their investments in real estate.  

 
The effects of the housing rally on the general economy of 
Canada are bad. The price-to-rent ratio has surpassed the 
levels of the US housing bubble in 2006. Private sector debt 
has risen to 218% of the GDP and household debt has 
surpassed the 100% GDP mark, which led the IMF to sound 
the alarm and warn Canada that its situation is very 
vulnerable to economic shocks. Toronto and Vencouver, the 
two cities with the highest Chinese investments rank 3rd and 
4rd on UBS's housing bubble index. 
 
Similarly to Australia, the slowdown and potential downturn in 
Canada's real estate sector was caused by government 
regulations that restricted the access to credit and that limited 
the access for foreign investors to the domestic real estate 
market.  

 
The effects of the housing market downturn are not yet visible in the mortgage arrears, since they are still 
at very low rates. However, interest rates are on the rise with 3 increases since July 2018, settling at 1.25%. 
Mortgages have passed the threshold of consuming more than half the monthly budget of the average 
Canadian household.  
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Bullish investors on Canada keep pointing out that the downwards risks from mortgages are low, since 
every homebuyer with a downpayment of less than 20% must buy an insurance against default. However, 
the increasing home prices gave many homebuyers the possibility to refinance after a few years and obtain 
mortgages without insurance. In 2017, 75% of the mortgages issued by banks were uninsured, up from 
67% in 2014; In Vancouver, almost 90% of mortgages are uninsured. Ironically, the mortgage insurance 
system in Canada, which borrowers seem to 
be able to avoid easily after a few years, allow 
Canadian banks to hold extremely low 
provisions for credit losses. For instance, 
Royal Bank of Canada has C$ 33 million 
credit loss provisions for their C$ 231 billion 
mortgage portfolio, a one-hundredth of 1%. 
(The credit loss provisions of Canadian Bank 
is subject to a short thesis on Canadian 
Banks promoted by Steve Eismann, known 
as Mark Baum in the movie "The Big Short").  
 
Canada's problems in the housing raise the alarm bells of many people who have experienced the US 
housing crisis. The banks seem to fail (or don't want) to realize the rising problems in Canada's property 
market, similar to the "too-big-to-fail" stance in 2008. However, it is worth noting that a big part of Canada's 
mortgages are insured by the Canada Mortgage and Housing Corporation (CMHC), a governmental 
institution providing mortgage insurances. Vicious tongues claim that the CMHC is moving the risks of 
mortgages to the taxpayers, similar to the bailouts in 2008.  
 
Heijin Capital's take on the situation is that Canada has a strong downward risk in its housing and 
construction sector, adding up to other fears in the Canadian economy such as the oil exports. We do not 
think there will be a big recession in Canada, since the fundamentals of the economy are still relatively 
strong and a big part of Canada's housing market is based on insured mortgages. However, there is a 
possibility of a correction in the Canadian markets due to the problems in the housing markets which will 
especially affect the financial sector such as. Moreover, we are evaluating potential short positions in Home 
Capital, RBC and CIBC. 
 
Our overall opinion on the housing market in many cities all around the world is bearish, as housing prices 
have increased enormously backed by low interest rates and credit conditions, without being backed by 
proper fundamentals. Canada and Australia are the two most recent prominent examples of what is going 
on in housing markets around the world; however, Hong Kong, London, Munich and could share the same 
faith. Making profits from downturns in the real estate market is in most cases difficult and risky; however, 
keeping money in 1 year treasury bills and buying physical real estate at the bottom could be very profitable 
while having relatively low risk. 
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FX 
Chinese Tariffs and the Australian Dollar 

The Australian dollar has fallen through a critical level as the global economy falters. The dollar is now 
worth under 70 US cents, following the news that President Donald Trump's trade war is escalating into a 
new and dangerous phase. Moreover, data out of China revealed its factory output, fixed asset investment, 
and retail sales all missed their estimates in April, raising questions over demand for Australian commodities 
(China's biggest trading partner). The 70 cent level is a critical one for the Australian dollar. The dollar fell 
below that level for about nine months during the global financial crisis. It also briefly dipped below that 
level during the market weakness in January this year. Otherwise, there has only been one period in 
Australian history where the dollar was worth less than US 70 cents for any decent length of time — the 
early 2000s. Moreover, the option markets indicate a highly bearish outlook on the AUD, more than any 
other G-10 currency as the risk-sensitive currency suffers from a sudden escalation in U.S.-China trade 
tension and a slowing economy. But it is not all bad news... 
 
Imagine you are an Australian company that exports a precious ore, say iron. Last week, when you sold 
something worth 71 US cents, you got one Australian dollar. Now, when you sell something for 71 US cents, 
you get more than one dollar - essentially, it's "free money".  In this way, a lower Australian dollar makes 
Australian exporting companies better off, and at the moment, Australia has a lot of exporting and mining 
companies.  
 
Some key players in the industry are:  
 
! Fortescue Metals Group Limited (up 18.5% over the last week) 
! Rio Tinto (up 5.44% over the last week) 
! BHP Group (up 3.1% over the last week) 
! South32 (up 8.1% over the last week) 
 
Australia is currently in a significant trade surplus with the rest of the world, as the chart below shows. When 
the dollar falls, Australian goods get more 
competitive overseas, and Australian 
exporting companies can either cut prices to 
sell more, or sell the same amount and make 
more profit. In order to take advantage of this 
opportunity, one must be closely watching the 
next decisions of Donald Trump regarding the 
trade war. If matters escalate, a wise decision 
would be to long the USD/AUD pair, or in 
other words, short the Australian Dollar.  
 
On the other side of the spectrum, it is 
estimated that the new tariffs imposed on 
Chinese imports into the US will cause the  
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GDP growth of China to shrink by as much as 1%. This will create a lower demand for consumer and 
industrial goods, meaning fewer imports from Australia and thus reduced income to Australian mining 
companies. This will mean that a lower quantity of AUD will be bought on the open market, creating an 
effect which will damage the Australian economy.  
 
An interesting play would be to go long on Australian mining and extraction companies, benefitting from the 
poor data out of China and the benefit of the weak AUD, yet, for a hedging technique one could go short 
on the USD/AUD pair, as these two markets are not perfectly correlated and one takes longer to react than 
the other. Ultimately, it depends on the new developments we see coming from Washington and how China 
reacts to the new trade agreements. We will keep you updated with this progress in next weeks 
commentary, where we will discuss the impact of the trade-war on the marine shipping industry.  
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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.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


