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Global Portfolio Holdings Weekly  
Executive Summary  
→ WTI Crude Oil & Brent Crude Oil 
slumped into a bear market over the 
past week as they plunged below 
$60/barrel. This was mostly due to 
comments from Trump which basically 
attacked Saudi Arabia and OPEC at 
large on their idea of slightly cutting 
supply. We are still long on oil, and 
figures can easily justify for oil to be at 
$65-70/barrel even with slowing 
demand growth (not less demand) 
moving into the future.  
 
→ Natural Gas spikes up and down post the release of bullish weather reports and bullish storage data 
(shortage). With news on the “polar vortex” and other weather reports traders loaded up on NG futures 
and prices rose >18% in a single day. This is also backed by extremely low storage level data, which 
occured for reasons explored in this report.  
 
→ Sterling slumps with turbulent Brexit 
deal and no-confidence vote situation 
with Theresa May. The Brexit situation is 
not looking great, especially with the 
propositions to oust May from within the 
Conservative Party (Jacob Rees Mogg). 
A divided government is something 
Britain should be cautious of as the 
deadline is approaching and the risks 
and opportunities that come from this 
are analysed in this report.  
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Market Summary & Strategy 
Currency:  
The Japanese Yen Opportunity / (Long JPY/USD pair)  
We have started building up a position in the Japanese Yen and will add to it over the next 12 months 
depending on how well the innings appear and we will adjust our size. Our long thesis on the Yen is 
very simple. It is a currency considered a “safe haven” and investors flock to it at times of turbulence or 
uncertainty. On top of that, if it is paired with the USD it faces limited levels of volatility, as Japan and 
the U.S are without a doubt the most developed economies.  
 
Our thesis: 
 
1) The Yen is a safe haven: There are many reasons to this, but the key ones are that the Japanese 
economy is stable + diversified, public debt is mostly domestically owned, stable monetary + fiscal 
policy, political stability, one of the largest exporting economies, low inflation, and because the Bank of 
Japan (BoJ) owns a lot of foreign bonds.  
 
2) BoJ Policies make it a frequent carry trade: Carry trades used to be very popular and still are to 
some extent. Bruce Kovner was one of the first hedge fund managers to really make a killing out of it. 
All in all, it is the borrowing of money in a country with low and stable interest rates to invest in other 
asset classes with greater yields than that of the interest rate it was borrowed at. And the difference in 
the yields/rates is the net gain carried out.  
 
The BoJ has continuously put an emphasis on low interest rates to stimulate the Japanese economy 
ever since the real estate and general stock market bubble in the 1990s that caused Japan to “lose a 
decade”. Here is a chart of the rates in Japan:  
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Clearly the BoJ has kept on cutting on them all the way to 0 (Risk-Free Rate/RFR) to stimulate the 
economy as much as possible, and even making them negative just like the Swiss National Bank (SNB) 
did. This type of monetary policy has never been seen in history until the past decade, it is brand new 
with a good short term output, but some argue it may have a dangerous long term effect. For a carry 
trade this is a “goldilocks” match, as they can borrow at almost no cost to then invest abroad in high 
yielding assets. This turns it into arbitrage trading with rates.  
 
For the Yen this is great, as investors are already starting to move into it since most DMs and EMs are 
hiking their rates together, almost in synchronisation. But, the BoJ is still staying put with its -0.1% 
interest rates. This translates into Japanese government bonds yielding 0% on most occasions. Thus, 
instead of borrowing at 3% in the U.S (pay above RFR for loans) they go to Japan to borrow at 0%.  
 
3) The Yen is not going to appreciate due to “hot money”: The “hot money” principle uses the 
analogy of the “hot potato”. As soon as a central bank hikes rates there will be flows of money into that 
currency. This really is one of the only reasons why FX markets react when they have enough 
information from a central bank to anticipate that rates will be hiked. So if you “follow the money” you 
just have to move your money into the currency that will experience a rate hike, but there are flaws to 
this.  
 
A lot of EMs have hiked their rates immensely to levels almost never seen before to attract this “hot 
money” and hope that there currency will appreciate and not be eaten up by (hyper) inflation. Turkey 
has done this, and their rates stand at ~24%. The issue here is the currency risk you will be taking on 
whilst moving your money into the Turkish Lira, and there is also some risk in moving it into Turkey as 
some may argue that the rule of law or deposit insurance is not fully respected. Turkey has an inflation 
rate >100% so the value of your Turkish Lira is basically destroyed in a very short period of time. This 
type of situation is occurring in Venezuela, Argentina, South Sudan and many more. So unless you 
want to carry out complete wealth destruction there is no need to go chasing rates in these countries.  
 
In terms of DMs, Heijin Capital certainly believes that from all the numbers and projected data on 
inflation + growth there is limited space for much more rate hikes (especially in America) without 
causing dangerous tremors in the markets. The FED was not very smart over the past few years. They 
did not raise rates at booming times when markets were roaring and instead waited for now to start 
hiking when markets have begun becoming fragile, and where the end of the cycle seems close. This 
has completely dislocated the markets on a global level since the U.S rates determine a lot of the credit 
spreads in EMs and so much more. We agree with Druckenmiller on the fact that rates in the U.S 
should be at 5% right now. But instead mortgages with low credit scores can get 5%. It’s simply 
ridiculous. Unemployment is at an 80-year low, inflation is at 2.5%, but note it did hit 2.9% back in July 
and 2.7% in January 2017. So why did the FED not start hiking earlier? It is probably because they 
were afraid to scare the markets and stop the market rally. But all they did is make everything worse. 
As this is the reason why there has been a spur in commercial and private debt (levels not seen since 
2007/8).  
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If they had tightened before it would’ve made the markets healthier and given them the chance to 
properly adapt to the good economic environment.  
 
For the Yen this is good, since it will become an interesting carry trade again for one reason, which is 
that the FX markets have already priced in the next anticipated rate hikes in the U.S. Thus, the volume 
of “hot money” flocking to the U.S is unlikely to  be a reason for a stronger and appreciating USD. This 
was one of the key drivers of the USD over the past year, and for the JPY/USD pair a weaker USD is 
obviously good news.  
 
4) The Yen has proven to be strong and liquid at times of turbulence: These days seven currencies 
account for 80% of the FX markets, and the Yen is one of the largest of these. There are several factors 
that are important when considering a play at a time of turbulence, and the most vital one is without a 
doubt liquidity, which we have emphasised upon a lot in previous commentaries. The second is proof 
of performance by good old history. And all in all the Yen ticks both boxes.  
 
In 2008, the Yen appreciated 35% from 2007 to 2008 against the USD, and 28% against the Euro. 
These are remarkable gains for FX markets especially when taking into account that these pairs should 
have limited volatility as they have stable economies and are important for global trade. It appreciated 
>40% against the USD in the 1987 period and leading up to the 2000 tech crash. Of course the 
Japanese economy was also at the risk of the tech crash with Softbank, Yahoo and all other big tech 
names that held its markets up high. So in the 2000s it did not perform well, although it recovered way 
before the U.S markets hit a bottom.  
 
However, many economists and financiers argue that the Japanese markets are finally back and have 
recovered from their horrid days (apart from the low inflation situation, high debt, and ageing 
population). So their equity markets are in a much better place, with valuations that are actually more 
reasonable than in many other countries (Nikkei 225 PE of 21 compared to S&P at 23).  
 
On the flip side, some have argued that because of all this consistent historical performance going long 
the yen is also a self-fulfilling prophecy. Whereby many traders are not aware of the fundamental 
drivers and just go long due to their “book knowledge”. We believe this is foolish, on the side that with 
the shape of markets in 2000 it should have been obvious that going long on the Yen would not have 
been the best idea, but that in other periods such as 08, 98, 87, etc. it would have been backed by data 
and common sense. And from our research we have reason to believe that the current market 
structure/setup can be a big push for the Yen in the next extend risk-off/aversion period.  
 
5) Going long on the Yen: There are various ways to capture the upward move of the yen. We have 
decided to move into a 2x exposure ETF (Ticker: YCL) that depends on the JPY/USD to amplify 
returns. And although it is taking on more risk and potential decay, we can see from multiple instances 
in history that even if you entered 1-2 years before the market slowdown the maximum risk is only on 
rare occasions >10%. Another way, is to move into the normal non-leveraged ETF (Ticker: FXY),  
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which we have started to do as well. This reduces big decay risk, and amplified losses. Lastly, our third 
step to this play is to purely pile into the Yen against the USD. All in all, we at Heijin Capital believe 
that from numbers (which always tell the story), this trade is good on a risk-adjusted basis and is highly 
liquid at times of crisis so going in and out is realistic even with large sums.  
 
Commodities:  
What is going on with Natural Gas? 
 
Background on shale gas: 
Shale is a fine-grained sedimentary rock that forms when silt and clay-size mineral particles are 
compacted, and it is easily broken into thin, parallel layers. Black shale contains organic material that 
can generate oil and natural gas, which is trapped within the rock's pores. 
 
US shale gas production has multiplied in recent years as the natural gas industry has improved drilling 
and extraction methods while increasing exploration efforts. Driven by new applications of hydraulic 
fracturing technology and horizontal drilling, development of unique sources of shale gas has 
compensated declines in production from conventional gas reservoirs, and has led to significant 
increases in reserves of US natural gas. Shale production is projected to increase from 23% of total US 
gas production in 2010 to 49% by 2035. The availability of vast shale gas reserves in the US has driven 
some to suggest natural gas-fired power plants as lower-carbon emission replacements for coal plants, 
and as backup power sources for wind energy. 
 
So, what’s going on with Natural Gas? 
US natural gas prices rose 18% on Wednesday  (their largest one-day gain in eight years) as the start 
of winter stress-tests the ability of shale gas production to supply the country over the coming months. 
The rise suggests concerns that winter heating demand may draw heavily on stocks of US gas in 
storage that now remain at 3.2tn cubic feet, the lowest in more than a decade for the start of the winter. 
Meteorologists have renewed projections to predict a colder than usual December, and freezing 
temperatures are already gripping parts of the country.  
 
Keep in mind that residential and commercial uses account for over a third of US natural gas 
consumption, as gas is utilized in homes for space and water heating and for cooking. About half of all  
 
US homes used natural gas for heating in 2017,  and 70 percent of all new homes are constructed with 
gas heating systems.  
 
A sweltering summer has led to heavy use of gas (electricity production for A/C units), preventing a 
rapid replenishment of reserves during what is known as the “injection season.”  A significant source of 
US natural gas comes from wells drilled for oil in regions such as the Permian Basin of Texas and New  
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Mexico. A lower oil price could lead to less incentive for drilling, potentially limiting growth in so-called 
“associated gas” production - not great news.  
 
What happened in gas markets?  
The Daily 3x Long Natural Gas ETN (NYSEARCA:UGAZ) rose 37 percent, bringing its gain this week to 
79 percent. Meanwhile, the United States Natural Gas Fund LP (NYSEARCA:UNG) surged 12 percent 
and is up 22 percent for the week. In the first 90 minutes of trading, almost 16 million shares of UNG 
worth $580 million changed hands, the 
most since 2014 and more than six times 
the average daily volume over the past 12 
months. 
 
Heijin Capital was able to take advantage of 
this opportunity, simultaneously going short 
on the 3x Inverse Natural Gas ETN 
(NYSEARCA:DGAZ) and going long UGAZ.  
 
Our outlook   
Heijin Capital believes that NG will continue 
to trend higher in the coming months 
leading up to and throughout winter. As 
shown in our analysis above, the industry is already struggling to keep up with the storage 
requirements. Moreover, with the  growing effects of climate change becoming ever more prevalent, in 
the form of extreme weather, it is unlikely that the natural gas industry will be able to meet the 
increased demands in energy which the festive period brings along with it. Thus Heijin expects to see a 
sustained rise in the price of natural gas leasing up to and throughout the winter period. Heijin believes 
that nat gas ETF products are especially interesting , especially when the position is hedged with nat 
gas put options with a trailing purchase date. 
 
Global Macro:  
Brexit 
An essential macroeconomic topic during this week has been Brexit with the publication of a 
withdrawal draft on Wednesday and UK’s prime minister May announcing the cabinet’s approval of the 
draft on Thursday. The announcement was accompanied by the resignation of many senior cabinet 
members and junior ministers, amongst others Dominic Raab (Secretary of State), Esther McVey (Brexit 
secretary) and the Work & Pensions secretary.  
 
The most critical point of the draft is the Irish border since the EU and UK are both trying to avoid a 
"hard border" with physical checks and infrastructure. Until now both sides were not able to find a 
solution to this problem, however, in the withdrawal draft, they have agreed on a backstop in the case  
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they cannot find a resolution by the end of the Brexit transition period in December 2020. The backstop 
includes that Northern Ireland would remain aligned to some rules of the EU single market, which  
requires a check for EU standards for import from the rest of the UK. It would furthermore include a 
single customs territory keeping the whole UK in the EU customs union until both the EU and UK agree 
that it is no longer necessary. 
 
Although May and Michael Barnier, the EU' chief Brexit negotiator, have emphasized that the backstop 
will just be employed in the worst case scenario, key UK politicians reject the draft because of 
concerns that the UK would continue to follow EU rules for an indefinite time without having any say 
over them. Furthermore, the DUP, Northern Ireland's unionist party, objects that the current draft would 
break the prime minister's promise that Northern Ireland would not be treated differently from the rest 
of the UK. 
 
Although it might seem reasonable that the market reacted positively to the progress in the Brexit deal, 
investors are increasingly concerned about a no-deal Brexit due to the lack of support of the current 
draft.  
 
Moreover, on Thursday after the announcement of the of the resignation of some of May's cabinet 
members, the Sterling plunged 1.54% and the FTSE 250 decreased by 2.60% during the last week. For 
the coming week, there is no improvement of the situation in sight as Conservative MPs are asking for 
a no-confidence vote. A successful no-confidence vote would significantly increase the possibility of a 
no deal Brexit, due to the upcoming deadline on the 29th of March.  
 
Heijin Capital is very cautious about the current proceedings with the Brexit deal since a no deal Brexit 
would be an economic disaster for the UK. Considering what happened in the past days, we are 
expecting the worst case scenario, namely a no deal Brexit, which will negatively impact the UK 
economy. However, there are also some investment opportunities which arise in the real estate market 
in Paris and Frankfurt and with UK based companies with a big part of their operations and revenues 
abroad which Heijin is currently analyzing.  
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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.  
 
 


