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Market Snapshot  
 

INDEX CLOSE 2 WEEKS YTD 

Dow Jones Industrial Average 23,723 +0.31% -17.82% 

S&P 500 Index 2,830 +0.27% -13.11% 

NASDAQ 8,605 +0.52% -5.36% 

10-yr Treasury Yield (% yield) 0.64% +0.01%  -1.24% 

WTI Oil ($/bbl) $19.69 -3.62% -67.75% 

Bonds $116.87 +2.25% +4.59% 

         *bonds are represented by the iShares Core U.S. Aggregate Bond ETF (NYSEARCA:AGG) 
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Global Macro 
Australia’s First Significant Recession In A While Could Present Opportunities 
 

The last time we wrote about Australia was in August 2017, when we outlined our thesis on why 
we thought Australia’s economy could be facing a severe economic contraction in the not-so-
distant future. And almost three years later it seems as though our thesis has proven to be right.  
As we can see from the chart below, back when our team looked at Australia’s economy in Aug 
2017, the house price growth was at one of the highest levels (in excess of 10%). As we have 
seen with any real estate market, the music can only go on for so long... The rapid fall in house 
price growth began a year after we published our piece. Despite this, growth was still growth, 
and some suggested it was simply a consolidation in the market, which to some extent was true. 
It was only from 2019 (and into 2020) that the house prices in Australia had begun contracting.  
 
The Australian economy had been 
highly dependent on the booming 
property market, most notably on 
the East Coast. It had turned into 
a property bonanza.  The prices 
rose sharply, the borrowing 
increased for large or small, 
commercial or residential projects 
- essentially the number of 
mortgages given out by the banks 
increased dramatically (over-
leveraged). Since these are real 
estate projects, their investment 
return horizon is longer than most 
basic investment products so 
there were risks present in the time of borrowing for the project to the completion of it. This gap 
which can be 5 years long or more is highly dangerous in so-called ‘property bonanza’ style 
markets, where the real estate market experiences a sudden gap up in prices since the market 
may be fantastic with all the demand in 2003, but absolutely disastrous and in recession in 2008. 
At this point the market is flooded with a supply of unoccupied real estate as there is simply not 
enough demand present to meet the level of supply. And when this surplus is too big for the 
market to ever fill, a default domino occurs across the whole nation. This ‘lag’ present in real 
estate projects because of their construction time can generate strong levels of economic growth 
but can then hit the economy in the worst way possible when defaults on non-performing real 
estate loans because no demand is present. And this is what we are seeing now.  
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Policymakers in Australia are part of the reason why Australia has been doing so well for the past 
30 years, which cannot be said about most nations elsewhere. The contraction in housing prices 
is also due to the stricter lending requirements that were forced upon lenders by the 
policymakers back in 2018.  
 
Contrary to popular belief, Australia’s economy is less dependent on mining exports and etc. 
than it was previously. With the Chinese economy contracting severely for the first time in a while 
due to the COVID-19 crisis it could translate into an economic disaster for Australia. Since the 
Chinese not only almost single-handedly drove up Australia’s mining exports.  On top of that, 
excessive property purchases abroad (especially Vancouver, Sydney, Melbourne, etc) have been 
restricted by the Chinese government and local governments.  
 
Today (2020) this is what the Australian economy looks like broken down by key industries: 
 
Health & Education --> 13% 
Mining --> 10% 
Finance --> 9% 
Construction --> 8% 
Manufacturing --> 6% 
 
As we can see, the mining sector is still significant. But the construction and the finance are also 
key contributors, which will also experience a tough next 1-2 years as result of this suppressed 
property market in part due to the COVID-19 induced recession. Another way to look at the 
Australian economy is to look at the real gross added value by industry: 
 
From this we can see that from 2017-2018, ownership of dwellings was responsible for 9.3% 
and construction was responsible for 
8.1% of the GVA. This amounts to 
17.4% of GVA directly attributable to the 
real estate market, which is immense. 
The more worrying aspect of this, is that 
as of April 2020, household wealth as a 
share of income stands at 798%. And 
for most of the population their house 
represents the largest portion of their 
household wealth. Paper losses are 
beginning to emerge across the country 
as developers and owners thought the  
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property bonanza would keep it going. This will certainly cause damage to the level of 
consumption for the foreseeable future.  
 
Overall, Heijin agrees with economists like Joseph Schumpeter that viewed recessions as 
healthy for an economy. We view the contraction in Australia as a benefit for the economy in the 
long run. It will readjust lending, construction, borrowing and more. This will adjust real estate 
prices to levels that are in better proportion to the average household income and all in all ensure 
the younger generation is not in peril because of an overly inflated market even inflation-wise in 
day-to-day consumables. We will be closely monitoring the Australian equity markets and private 
markets to map out opportunities for our investors and partners.  
 
 

Commodities 
Why The USO ETF Is Not Reflective Of Long-Term Oil Prices 

 
In 2008 the USO ETF (United States Oil Fund) began to negatively influence the US oil market 
when its AUM started to grow disproportionately under the influence of passive investors. Under 
its investment mandate, the fund's obligation was to invest in front-month (current) WTI 
contracts, which it was tasked with rolling over in an anticipated manner every month. 
Essentially, this investment approach exposed the fund's investors two types of scenarios on 
any given month: firstly, backwardation, which is a phenomenon that occurs when we experience 
disproportional outperformance (as the oil market is discounting the future contract versus the 
front-month), making it cheaper to 
maintain the same position over time. 
Secondly (and probably the one you are 
more familiar with in light of recent 
events), contango, when the market 
prices in the future contract at a premium 
relative to the front-month, meaning it 
becomes more expensive to maintain 
positions over time. From the very 
beginning, the fund's transparency was a 
crucial part of the problem. It was just too 
easily anticipated in the market. 
 
As investors piled into USO's front-month derivatives (which at the time in '08 was a contango), 
some started to realize that if they start buying the contracts ahead of the fund, they could profit 
at its expense, as it would cost the USO fund significantly more to roll over to the next month, 
thus increasing the value of the future contract.  This mentality, of course, exacerbated the  
 



 
                                               Heijin Capital Investment Commentary 

                                                                                                      April 19th – May 3rd, 2020                               
 

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.  

6 

 
 

contango and made buying physical oil (and storing it) more profitable while at the same time 
securing future sell dates for a "guaranteed profit." As a result, many regulators soon imposed 
strict derivative limits as they saw that these so-called "passive funds" were beginning to distort 
and damage the underlying market.  
  
What made people curious was why at the time (a heavily bearish and risk-averse environment) 
were retail investors piling into an oil fund? How come their risk appetites were so much higher 
than many of the larger money managers or investment banks? Attributing this to discount-
seeking investors is merely incorrect, and we will try to explain why.  
  
Fast forward to March 2020, and we see the same scenario in play here. Despite a coronavirus 
induced crisis, it seems that investors are still eager to pile into the USO fund, despite the conflict 
between Saudi Arabia and Russia and looming oil demand. Since the end of January 2020, 
USO's AUM has grown from $2bn to $4.2bn, with the fund occupying a dominant share of open 
interest in the front-month contracts. For an ETF like USO, it's AUM growth or contraction is not 
entirely determined by its buying interest, but whether that buying activity is overpriced or 
underpriced relative to the indicative value of the underlying holdings of the fund (the front-month 
oil contracts). When there is excessive demand for an ETF relative to its underlying as well as 
more selling pressure in the underlying security, the ETF's premiums start to behave quite 
irrationally (this is a complicated principle which we will not be explaining in this commentary). 
The fund's AUM growth is then driven not by "retail demand" but, to the contrary, the desire of 
institutions to offload overpriced ETFs to potentially unsophisticated investors who don't 
recognize the mis-valuation.  
  
By design, an ETFs AUM is structured to grow whenever the ETF unit (the $ amount you pay for 
one share) is overpriced relative to the underlying, and contract when it is underpriced relative 
to the underlying. This makes them highly countercyclical and relatively accurate at calling 
market bottoms despite investor sentiment. This does not mean that the increase in the value of 
a specific ETF cannot be attributed to natural demand, but what investors fail to realize is that 
this growth is mainly attributed to the selling of the underlying, as ETFs are structured to absorb 
that excess supply into them by the arbitrage mechanism outlined above.  
 
Furthermore, the USO ETF has just announced it will be halting new creations because it has run 
out of preregistered shares to provide to authorized participants (APs). With many ETFs like this 
one, USO has to preregister shares in bulk to avoid having to go through a regulatory process 
every time a new share is offered to the market. What this means for investors is inherently more 
bad news: wider spreads, more significant deviations from the normal, and of course, even more 
of a disconnect between the underlying price of oil and the price of the shares. More importantly, 
this will most likely have a greater effect on the WTI oil markets over which the USO already has  
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significant dominance. Any buying support the fund had been offering to front-month futures 
thus far will, in effect, be removed. This could lead to yet more weakness for oil prices. 
 
In general, we would recommend retail investors to stay clear of investing in the USO fund. If 
you had any trouble understanding some of the concepts that we outlined above, then you are 
definitely not well-positioned to be risking your money with this ETF. Furthermore, we believe 
that the issues we presented here will be exacerbated even more as we embark on this 
coronavirus-induced economic contraction. ETFs (or ETPs, such as the USO) are very 
complicated in nature and often not what they advertise to be. Please use extreme caution when 
considering investing in any ETFs, which are marketed as a "passive-approach to investing," as 
most of the time, they are, in fact, not. 

 
Investment Analysis 
Zoom Out (NASDAQ:ZM) 

 
Zoom (NASDAQ:ZM) has been in the spotlight of investors since the very first day of this 
pandemic, given that videoconferencing software is essential to keep businesses running. 
Indeed, a company many people didn't know before this pandemic has become the proprietary 
eponym of videoconferencing. How often do we hear people writing "Let's Zoom to discuss this" 
or something similar? Zoom's stock price also reacted to the growing popularity and appreciated 
almost 100% year-to-date, which raises the question if the stock is overbought or the share price 
justified.  
 
The reason why Zoom is currently leading the market for videoconferencing software is its 
simplicity. To participate in a call, everything someone needs to do is click on the respective link. 
Unlike many other solutions, there's no need to create an account or to download and install 
anything. Being intuitive is probably the most crucial aspect for a video conferencing software 
at the moment, given that also people with limited IT knowledge have to use it. Beyond simplicity, 
a likely reason why so many companies are using Zoom is the relatively large amount of features 
it offers, such as polling, virtual background, breakout rooms, and more. Lastly, as so often, a 
large portion of luck is also involved in Zoom's current success, given that many similar services 
exist, and the trend could have benefitted one of Zooms competitors. However, although Zoom 
is the company of the hour, it is questionable whether it can turn all of its current customers into 
long time customers.  
 
The first and most important reason why Zoom will lose customers is not that companies will 
stop using videoconferencing software after the pandemic, but because most companies 
already have a videoconferencing solution integrated into their IT systems. For instance, almost 
100% of Forbes 500 companies either have an Office 365 and G Suite (Google) subscription,  
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with Teams and Meet respectively both subscriptions offer videoconferencing solutions for free. 
Now someone might argue that Zoom is better and provides more features, but while this is only 
arguably accurate, both Microsoft and Google have stepped up their efforts to improve their 
Videoconferencing solutions. With their resources, it is just a matter of time until their answers 
will offer the same functionalities as Zoom.  
 
Moreover, a big pain point for using Zoom is its high price tag. For companies beyond 1,000 
employees, the Zoom subscription costs $19.99 per month (per user) compared to $6 per month 
for Office 365 and G Suite, whereby the latter do not only include the video conferencing software 
but also their office software bundles (Word, Docs, Excel, Sheets, etc.). While companies' priority 
for business continuity might justify paying the premium at the moment, it surely won't when the 
pandemic is over, and the situation normalizes. Consequently, Zoom will either have to reduce 
its price tag or lose customers, but either way, there will be a significant decrease in revenue.  
 
Lastly, Zoom's security and privacy issues are harming the company in the short-term and the 
long-term. Over the past weeks, numerous instances of "Zoombombing" have been reported, 
whereby uninvited people join a meeting and often display pornographic or other sensitive 
content or disrupt the meeting. The most atrocious example is a Zoom Holocaust Memorial 
which was "Zoombombed" with Hitler images. Moreover, multiple governments have issued 
concerns that Zoom is vulnerable to foreign surveillance and therefore banned Zoom for official 
uses. Even schools and universities such as the New York school district have announced they 
will ban Zoom and move to Microsoft Teams as soon as possible. Although Zoom is likely to fix 
these security and privacy issues over time, there has already been enormous reputational 
damage, and many companies are expected to switch to one of Zoom's competitors after the 
situation normalizes. 
 
In conclusion, we think that the current pandemic is a tremendous boost for the 
videoconferencing market, not just in the short-term but also in the long-term. We expect most 
companies to maintain a videoconferencing solution active even after the pandemic either to 
enable employees to work from home or as a contingency plan for unexpected. However, we do 
not think it will be Zoom because most companies have already included a free 
videoconferencing subscription in their other business subscription; consequently, it is irrational 
to keep the Zoom subscription. Moreover, we think competition in general for videoconferencing 
software will increase, given the low market barriers. Building a videoconference software is no 
rocket-science; most CS students have to develop a videoconference software for one of their 
classes. They could take that software, improve it, and sell it at a fraction of Zoom's price. 
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From an investment perspective, Heijin Capital thinks Zoom is a strong shorting opportunity. The 
rally in April has elevated stock prices to a level where we expect stock prices to either remain 
relatively flat or decrease for the rest of the year; consequently, we expect markets to work in 
favor of a short position. Moreover, we think the 100% rally of Zoom's stock this year is by no 
means backed by sustainable fundamentals. Indeed, Zoom will likely post a substantial revenue 
increase during their earnings call on June 2, but we expect revenues to normalize over 
subsequent quarters. Our price target is around $100-$110, which would still represent a %50 
increase year-to-date, but be significantly lower than the 138 it is currently trading. 
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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. 
 


