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Global Portfolio Holdings Weekly  
Executive Summary  
→ It’s official, the yield curve has inverted. Back in December we had a slight inversion which caused 
the markets to go haywire, but since yesterday, it is clear we have an inversion. In our commentary 
released on the 2nd of December we wrote about an upcoming inversion, whereby we also wrote on 
reducing net exposures as markets usually spin in all directions (usually ending up in a recession 3-19 
months later statistically speaking).  
 

 
→ A wave of bad economic data was released over the past two weeks from the U.S., countries in Asia 
and countries in Europe. The recent FOMC meeting suggests that the FED is worried of hiking rates and 
is intending to not hike the rates in 2019 (previously it projected to do 2 rate hikes in 2019, after doing 4 
hikes in 2018). Even though, the U.S. is not necessarily in a bad area economically-speaking, FED chair 
Powell is worried about the state of the global economy and financial markets. A lot of EM debt is USD 
denominated and various countries have USD pegged currencies. This has already caused trouble for 
some as we’ve seen. Hong Kong for example has had to spend HK$1.77billion in order to keep their 
currency in check, since the Hong Kong monetary authority is obliged to keep the local currency trading 
in a range of 7.75 to 7.85 to the USD. These dovish FOMC comments will help the EMs as the dollar has 
already pulled back against most currencies apart from sterling.  
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Market Summary & Strategy 
Global Macro  
Baijiu is starting to takeoff 

 
Baijiu is a category of Chinese liquors usually made from grains. 
Although being the most consumed liquor in the world, baijiu is 
rarely found outside China. The traditional Chinese type of liquor 
is generally classified into four categories: strong aroma, sauce 
aroma, light aroma, and rice aroma. Baijiu plays a crucial role in 
the Chinese business world, whereby it is commonly used as a 
gift or to drink at business dinners. (Tip for your next Chinese 
business dinner: It is highly impolite to refuse toasting with baijiu 
when offered, even if it means taking 10 or more shots of the 
liquor with 25% to 65% alcohol concentration.) 
 
For decades, giving expensive bottles of baijiu has served as a 
silent way of bribing people. However, since Xi Jinping came to 
power in 2012 and started several anti-corruption campaigns, 
baijiu sales took a big hit from which it has not yet recovered 

completely. In the year 2018, almost 10 billion liters of baijiu were sold, making it the most sold spirit in 
the world. Vodka, the second most sold spirit in the world, does not even reach half of this amount. 
Moreover, the total amount spent on baijiu worldwide is three times the money spent on beer and fifteen 
times the money spent on wine.  
 
The price of baijiu varies significantly depending on brand and quality. Whereas cheap baijiu is sold at 
similar prices as beer, expensive baijiu is sold at multiple thousands of dollars per 250 ml bottle. Over 
the past decades, the baijiu market has shown a trend towards more and more expensive brands of 
baijiu due to the increasing size of the middle class and upper class in China. This, in addition to the 
increasing population of China and popularity of baijiu have made fueled very strong revenue growth. 
 
The economic slowdown in China over the past year prompted baijiu producers to lower their sales 
targets significantly and to cut their production rates. Indeed, given the reduced demand for other luxury 
products this was a rather obvious move. However, the baijiu market turned out to be far more resilient 
than expected and the sales were just slightly below the expectations. Moreover, the reduced production 
of baijiu was source of a shortage, which was especially noticeable during the Chinese New Year. 
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It is not entirely clear why baijiu never became popular outside China. Currently, 95% of its sales are 
focused in its country of origin. Moreover, it is interesting that Russian vodka and Mexican tequila 
became so popular in Europe and the US, although having been similar exotic to these markets as 
Chinese baijiu. Some people suggest that baijiu lost a big opportunity to become popular in the US due 
to the prohibition, because that was the time when Chinese food and culture became popular in the US. 
 
The future of baijiu poses big threats, but also big opportunities. On one side, there is the problem of 
more and more western alcohol producers gaining popularity in China. Producers of spirits such as gin, 
whisky and wine are strongly investing into the penetration of the country with the biggest population in 
the world, reducing the market share of baijiu. On the other side, baijiu producers have noted this 
development and are in consequence investing into the expansion of their product outside of China. 
Several producers have started marketing campaigns in Europe and the US to raise awareness about 
their product. This is a crucial situation in the history of baijiu, because a successful entrance into the US 
and European market could significantly increase sales and global product awareness.  
 
Heijin Capital believes that baijiu's growth potential is overlooked by many investors, because the 
product is almost unknown in the western world. Furthermore, we think that the increase in disposable 
income in the Chinese society in combination with baijiu producer's efforts to penetrate foreign markets 
will significantly increase demand. Nonetheless, we are aware that investing in the baijiu sector has 
notable risk due because of the threat of the diminishing market share due to foreign spirit types. 
However, the biggest threat is a slowing Chinese economy or even a Chinese or global recession, which 
might drastically decrease demand for baijiu. The most promising company we have identified so far is 
Kweichow Moutai, which in 2017 surpassed Diageo as the biggest alcohol producer by market 
capitalization in the world.  
 
Brief Summary of Kweichow Moutai: 
→ Sales of 73,058 million CNY in 2018, with 84,406 million CNY projected for 2019 
→ Net income is expected to rise from 34,056 million CNY (2018) to 40,156 million CNY for 2019 
→ Due to government reforms and such the cash flow per share was hit badly in 2017. It fell from 29,8 
CNY in 2016 to 11,0 CNY in 2017. For 2019 the company projects it will rise above 36,0 CNY.  
 
→ The stock roared by more than 50% since October lows, in part thanks to the Chinese New Year 
celebrations that make the company almost have shortages of Baijiu since it is favoured from other 
companies that sell cheaper and lower quality versions. On top of that, the stimulus from the government 
gave the CSI 300 Index a boost, which Kweichow Moutai is part of. And with increased inflows into 
trackers or etfs it pulled the stock to much higher levels at an incredibly rapid pace. Although, for now 
Heijin believes it is best to hold back as the stock has become less attractive with a P/E of 33 and growth 
worries mounting in the region. But it is still trading a discount in comparison to the industry that has a 
P/E of 60. It is projected for the P/E to fall back down, but we have to see whether demand for Baijiu 
stands against an economy that's slowing down (not shrinking).  
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Investment Analysis  
Case study of Telecom Argentina (NYSE:TEO) and poor FX hedging 
 
Brief Overview 
Telecom Argentina S.A. provides fixed-line telecommunications services in Argentina, and also provides 
other telephone-related services, such as international long-distance service, data transmission, 
information technology solutions outsourcing and various internet services. The company's three major 
segments are the following: 
 

● Fixed Telecommunications Services (Fixed Services) 
● Personal Mobile Telecommunications Services (Personal Mobile Services)  
● Nucleo Mobile Telecommunications Services (Nucleo Mobile Services).  

 
The company, through its subsidiaries, also provides mobile telecommunications services and 
international wholesale services. The Fixed services segment consists of basic telephone services, 
interconnection services, data transmission and 
Internet services, information and 
communication technology services, and other 
telephone services. Moreover, through its 
subsidiaries, such as Telecom Personal S.A. 
and Nucleo S.A., provides mobile services in 
Argentina and Paraguay, respectively. The 
company is one of Argentina’s leading fixed and 
mobile communication service providers. 
Following the merger with Cablevision last year, 
Telecom Argentina is now able to capture 
almost 60% of the Argentine broadband 
market, as well as nearly 40% of the “pay-tv” market. 
 
Key points from 2018 
 

● TEO becomes Argentina’s biggest player in the Argentine cable/pay-tv market following 
the Cablevision merger. Nearly 41% of revenues from this market are captured by TEO, 
ranking #1 in broadband (at a 57% share) and pay-tv (37% share), as well as ranking #2 
in fixed and mobile communications (37% share).  
 

● Synergies created as a result of the merger will lead to major cost-cutting and improved 
competitive positioning, allowing EBITDA margins to increase at a forecasted rate of 5pp 
over the next five years.  
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● Nevertheless, even after a stellar 52% stock jump 

after the merger was announced in June 2017 (at the 
time TEO was trading at a 7.4x EV/EBITDA, with an 
industry average of 7.5x), the stock has fallen sharply 
following a combination of currency instability in the 
Argentine Peso and a lack of appropriate FX 
hedging, leading to major losses due to USD 
exposed debt.  
 

● With TEO currently trading at $15/share, we believe 
that the company has significant potential to recover 
and be appropriately priced in, considering the situation in Argentina stabilises. Given the 
higher country risk (360 bps vs 160bps on average for LatAm), negative cash flow 
generation for 2018 and a higher capex for 2019E, we are not going long or short on 
TEO. We are simply providing this investment analysis for the educational purposes of 
our readers as well as investigating into what exactly went wrong with Telecom 
Argentina’s USD exposure.  

 
Result of the merger 
At the end of 2017, Telecom Argentina and Cablevision concluded their merger, in which the TEO former 
shareholders got 45% of the shares of the combined entity, while Cablevision got 55%. TEO contributed 
57% the EBITDA of the combined entity in the last 12 months, while Cablevision contributed the rest.  
 
 
 
 
 
 
 
 
 
 
 
The higher ownership of Cablevision relative to its EBITDA contribution is likely a consequence of higher 
global multiples for cable vs telecom, given more favorable outlook for the cable industry. As a result of 
this, Telecom Argentina will now be able to offer a quadruple play packages, including mobile, fixed, 
broadband and pay-tv.  The impact on revenue is still questionable; however, given that the service will 
be offered at a discount relative to peers, more customers may be willing to switch to TEO’s service. 
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Devaluation of the Argentine Peso (ARS) and USD denominated debt  
Following the devaluation of the ARS, the company undertook poor measurements to try and minimise 
their exposure in USD denominated debt. In essence, the company did not foresee that the ARS 
devaluation would continue to such an extent, hence 
they did not hedge accordingly. The chart to the right 
shows TEO’s share price (white line), as well as the 
value of the ARS vs the USD (purple line).  As a result, 
the company’s income statement took a big hit in Q2 
and Q3 2018, following the lack of appropriate 
hedging to account for their exposure in the USD. 
Additionally, the company has cash and cash 
equivalents, and investments denominated in U.S. dollars and Euros (approximately 53% of total cash 
and equivalents and investments) that are also sensitive to changes in peso/U.S. dollar exchange rates 
and contribute to reduce the exposure to commercial and financial obligations in foreign currency. 
Actions taken by the Argentine government could cause future exchange rates to vary significantly from 
current or historical exchange rates. Fluctuations in exchange rates may adversely affect the value, 
translated or converted into U.S. dollars, of the company’s net assets, earnings and any declared 
dividends. It is highly likely that any future movements in the exchange rate of the peso against the U.S. 
dollar and other foreign currencies will adversely affect our results of operations, financial condition and 
cash flows. However, we believe that a significant depreciation in the peso against major foreign 
currencies may have a material adverse impact on TEO’s capital expenditure program and in our 
operating expenses denominated in foreign currencies. 
 
Delving deeper into 
their income 
statement, we can 
see that the biggest 
associated loss 
occurred because of 
foreign exchange 
activity.  
 
Conclusion 
Despite Telecom Argentina’s dominant presence in the Argentine telecom market, we will refrain from 
investing in the company in the time being. We will closely be monitoring the macro-economic state of 
the Argentine economy and will proceed when the opportunity arises.  
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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.  
 
 


