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Market Snapshot 
 

INDEX CLOSE 2 WEEKS YTD 

Dow Jones Industrial Average 28,990 +0.29% +0.42% 

S&P 500 Index 3,295 +0.22% +1.15% 

NASDAQ 9,315 +0.44% +2.45% 

10-yr Treasury Yield 1.70% -0.15% -0.18% 

Oil ($/bbl) $55.59 -4.29% -7.79% 

Bonds $113.78 +0.78% +0.99% 

         *bonds are represented by the iShares Core U.S. Aggregate Bond ETF (NYSEARCA:AGG)  
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Market Outlook & Strategy 
Investment Analysis 
GPA/Companhia Brasileira DE Distribuicao: A Great Company to Get Exposure to 
Non-Cyclicals in EMs 

 
GPA/Companhia Brasileira de Distribuicao (NYSE:CBD) is a market leader in Brazil/LatAm in the 
distribution business and via its multiple holdings it engages in the retail of food, clothing, 
appliances, and more. This gives investors exposure to a variety of non-cyclical consumer goods 
via a single company. Its subsidiaries distribute goods via hypermarkets, supermarkets, 
department stores, and specialised stores.  
 
( (1) does not include the 123 drugstores and 71 gas stations) 

 
 
Operating in the distribution of food (and purely non-cyclical consumer goods) can be tough as 
competition over time through economies of scales has significantly pushed down margins in all 
segments of the business. This is in part due to vertically integrated companies and non 
integrated ones cutting costs all along to make sure once a good was on a shelf they could keep 
their profit margins as high as possible. In order to successfully combat a tough environment 
such as this one it is imperative for companies to establish a large market share and from that 
to make sure the barriers to entry are higher year by year, i.e. widen the moat. Or have other 
activities generating so much cash flow that you can utilise destroyer pricing methods to drive 
out all the competition. Since so few are able to be a loss-making business for so long (e.g. 
Amazon’s move with the acquisition of Whole Foods).  
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GPA is split across two main business units: Multivarejo (all food retail, drugstores and gas 

stations), Assai (cash & carry wholesale segment), and GPA Malls (real assets management, 
expansion projects, and new store openings). This gives GPA exposure to almost every aspect 
of people’s lives since it distributes through this multi-channel goods that most consume on a 
day-to-day basis. Thus it is a repeatable business model that can perform well even in economic 
slowdowns or sluggish periods of growth globally or regionally speaking. For us this is interesting 
as it would be a company we would be more likely to hold even through phases of economic 
fears or when approaching the end of an economic cycle.  

 
GPA’s scale makes it a leader in LatAm - it has successfully built a large moat that protects it 
from smaller competitors trying to “disrupt” or just trying to get to the scale of GPA. On top of 
that, this makes it less likely for foreign companies to come in and establish their own network 
of hypermarkets, supermarkets, drugstores or others. In fact, GPA for instance is owned in part 
by Groupe Casino (22.8%) - the French retail giant - and the Géant supermarkets (present in 
Uruguay and Argentina) held by GPA are due to this partnership between both companies. 
Moreover, GPA has started to enhance its range of private labels (12.7% of total sales for the 
Multivarejo unit) whether that is incorporated into a hypermarket/supermarket or a standalone 
specialised store, and one of these is Casino itself.  
 
In terms of regional exposure in LatAm, GPA is present in Brazil, Colombia, Uruguay and 
Argentina. This makes it the prime company to benefit from this emerging economic region as 
today LatAm is one of the last regions to grow into a more developed economy. GPA is well 
positioned as it is benefitting from a synchronised rise in the GDP Per Capita in the region, which 
tends to lead to a shift in consumption even of the most basic day-to-day goods. More 
importantly, a larger portion of the population of each respective country it is present in will seek 
to purchase goods from their private labels or more premium supermarkets. This has already 
started to reflect in the earnings, whereby sales growth was up 30% for FY 2019, up by ~300bps  
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YoY revenue share. And this in turn has led to a 140bps rise in their EBITDA margin. The fact 

that GPA offers such a range in prices and products means it can maximise the amount of ways 
to generate more cash flow and broad organic growth consistently no matter what occurs in 
those economies.  
 
Another vital aspect of the business that CEO Ronaldo Labrudi has been focusing on with his 
teams is the digitalisation of their activities. Through the e-commerce company Cnova (owned 
>45% by Groupe Casino) GPA conducts most of their e-commerce activities. On top of that, 
GPA has acquired 66% of Stix, a company that provides a platform of goods and services earn 
and redeem points. It is the first loyalty coalition with nationwide presence in Brazil’s retail sector 
with over 56m active customers. Stix also uses Itaú bank as their commercial partner, which we 
are also looking into as an potentially interesting equity pick. Through Stix, James (delivery), and 
other e-commerce platforms - GPA has now secured up to 73% in market share of the food e-
commerce business in the region and achieving 40% in growth in 2019.  
 
All in all, Heijin sees GPA as more of a long term play compared to our usual equity picks. But 
the regional growth and nature of the business (non-cyclical consumer good) makes it a 
company with solid pillars that we are definitely considering to hold as it can deliver in all phases 
of an economic cycle.  
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Global Macro 
European Banks's Struggle For Profitability 

 
It is no secret that European banks are in bad shape in comparison to the rest of the world; 
however, most people fail to understand the real reasons why European banks are doing so 
poorly. Countless articles try to explain why European banks were not able to restore profitability 
after the Great Recession, usually blaming the low-interest environment and narrow spreads. 
This explanation is not entirely wrong, but the premise that European banks were profitable in 
the first place is inaccurate.  
 
The European Banking System 
The European banking system builds historically on three pillars, namely private (public) banks, 
savings banks, and cooperative banks.  
 
Private banks are big name banks such as UBS, Morgan Stanley, Bank of America Merrill Lynch 
that are usually publicly traded and whose primary purpose is to generate profits for 
shareholders.  
 
Savings banks began to emerge since the 18th century all across Europe. These banks were 
usually set up by governments, socially committed groups, or socially-responsible individuals to 
encourage low-income people to save money and to give them access to banking services. The 
goal of savings banks is usually to provide savers the highest interest rates possible. 
 
Cooperative banks, the first of whom date back to the Middle Ages, are owned by their members 
and build on the cooperative principle of one person, one vote. Cooperative banks traditionally 
offer financial services such as savings accounts and loans to members and non-members to 
benefit members. Different from private banks that only distribute profits through dividends and 
buybacks, cooperative banks often distribute benefits by offering higher interest rates on 
savings, lower interest rates on loans, investing in the community, or offering cheap insurance. 
 
Core Problem 
The problem with Europe's three-pillar banking system is the high competition and consequently 
that banking services which are too cheap. The main reason for the low prices is that two pillars, 
namely savings banks and cooperative banks, do not have profits as their primary goal while 
together holding about 50% of the market share. Given that they both distribute their earnings 
to their customers in the form of better conditions on financial products, it was historically 
challenging for private banks in Europe to achieve high-profit margins. In the US, in comparison, 
cooperative banks (credit unions) exist but play a significantly smaller role than in Europe, which 
enables the big private banks to set prices at their will. 
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This problem was made even worse with the introduction of the Euro. Before, each country had 

some established banks with significant market share and thus also some pricing power. 
However, the Euro made it very easy for banks to expand into other Euro countries and for 
customers to move their money abroad if there were better conditions, thus eroding all the 
market power. 

 
Until the regulations on leverage in the aftermath of 2008, banks were able to hide their high 
costs with high leverage. For instance, at the beginning of 2008, European banks had an average 
leverage ratio of 50, while US banks had an average leverage ratio of 20. In other words, 
European banks were able to hide their high costs from not charging customers enough by taking 
on more risk. However, when the ECB forced banks to leverage down, and banks were not able 
to increase prices due to competition, the profitability problems of European banks that hold on 
until today emerged.  
 
Consequences 
European banks eventually managed to leverage down to the current level of 25, but not without 
problems. Years of high leverage and low lending standards resulted in a proportionally high 
level of non-performing loans. Until banks could maintain high leverage, they could use profits  
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to write-off non-performing loans. Still, when they began reducing leverage, this was more 

difficult and resulted in financial distress. Moreover, high leverage allowed Europe to establish a 
banking system that it cannot sustain with lower leverage. A core problem is the high cost-to-
income that is partly caused by overbaking. Overbanking means that there are too many banks 
with too many branches  competing for the same markets. Consolidation through M&A would 
be the obvious solution; however, given the social nature of cooperative and savings banks, they 
often refrain from consolidating because they are regionally integrated, higher profits are not 
their primary goal, and to prevent job losses. 
 
Other Problems Emerged 
As if these problems of lower leverage weren't enough, other problems emerged after the Great 
Recession.Firstly, the ECB introduced the Basel norms and replaced Bank's internal risk rating 
models with standardized risk weights and/or a minimum floor level. Additionally, most European 
countries took action themselves and implemented new banking regulations themselves. The 
implementation of the new rules increased the costs of fore banks and resulted in many banks 
in fees when they failed to comply with regulations in time. Regulatory misconduct costs 
amounted to 122bn euro over 2011-2015.  
 
The next problem of European banks are the narrow spreads. The ECB's negative interest policy 
has forced many banks to decide whether to charge negative interests on deposits. Most banks 
decided not to charge negative interests, thus sitting on the negative interest rates the ECB 
charges themselves. For instance, while the spread for European banks averages around 1.6%, 
the US spread is about 3%, almost double.Additionally, many banks are still sitting of piles of 
expensive debt they had to take on in 2008 which does not better the situation. 
 
Lastly, Fintech firms such as Revolut, N26, and TransferWise are putting enormous pressure on 
conventional banks to cost-intensive upgrades of their IT infrastructure and lower their fees. Both 
cost a significant amount of money which banks currently struggle to come up with. 
 
Heijin's Take 
European banks will have a challenging future. It would be crucial that they charge more, but 
that will be difficult due to the high competition. The competition problem could be solved with 
M&A, but the willingness to do so is limited. Until the economy is doing fine, there won't be 
significant problems because the default rates remain low. However, when the next economic 
slowdown kicks in, European banks will face severe challenges. In all likelihood, governments 
will decide to bail out the banks with taxpayer's money, which will again postpone the problem.  
 
Finding a solution to Europe's banking problem is severe, given how sensitive the situation is.  
However, in order to prevent more significant issues in the future, the first step would be to 
promote M&A with all means possible in order to lower competition and give each bank higher  
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pricing power. Ideally, banks should then charge more, although the competition makes it 

impossible. Furthermore, it might be a good idea for the ECB to hike rates since the negative 
interest rates do not reach customers.  
 
From an investor's perspective, there are not many ways to profit from the struggle of European 
banks. The intuition would be a short position, but the valuations of European banks are already 
extremely low, sometimes even below the book value, that it might not be worth the risk, 
especially since it can almost be taken as granted that banks would be bailed out in the case of 
severe distress. The Stoxx Banks index that tracks European banks is currently trading at 142, 
whereas it was at 534 in May 2007 and 223 in January 2010. In the meantime, the Dow Jones 
US Bank Index almost doubled since January 2010.  
 

Investment Analysis 
Can Cosmetic Surgery Stocks Give Your Portfolio a Face Lift? 

 
Younger, fresher, tighter, leaner this is the battle cry of image-conscious men and women 
everywhere in this social media fueled, insecure world. More and more consumers are comparing 
themselves to celebrities and fitness gurus online and wish to emulate them,  often spending (or 
wasting, depending on your perspective) billions of dollars a year in the goal of 'self-
improvement'. The global cosmeceuticals and surgery market is forecasted to reach 85 billion 
dollars by 2024 growing at a CAGR of 8.81%. This figure is expected to skyrocket further as we 
progress onwards to 2030. We see that this trend of cosmetic surgeries both invasive and non-
invasive already have a stranglehold on the countries of Europe and America.  However, it is only 
in recent years that nations such as China and India are beginning to take an interest in western 
beauty standards and trends, subsequently opening up a massive new market with colossal 
growth potential. For example in the past 10 years, Japan has become one of the top 5 largest 
consumers of cosmetics and aesthetic surgeries. A further benefit to this market is the fact that 
health insurance doesn't cover aesthetic/cosmetic procedures, thus there are no insurance firms 
to deal with and it is 100% cash pay which puts wind in the sails of this sector. Another key 
factor in the rapid expansion of this sector is a topic we have touched on frequently in previous 
commentaries, the ageing world population. The obsession with chasing beauty isn't just the 
past time of vain  millennials, baby boomers are now spending more than ever on methods and 
procedures to maintain, improve or alter their appearance to achieve a more youthful look. With 
liposuction, tummy tucks, breast augmentation, facelifts and Botox becoming more and more 
common amongst the over 40s, who now account for a massive proportion of those undergoing 
both invasive and non-invasive cosmetic surgeries and spending vast sums on cosmeceuticals. 
So which firms have piqued Heijins interest in this sector?  
 
 
InMode (INMD:NASDAQ) - InMode is a leading global provider of innovative medical 
technologies. InMode develops, manufactures, and markets devices harnessing radio-frequency  
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devices that enable new emerging surgical procedures as well as improve existing treatments. 

InMode offers a comprehensive line of minimally invasive products across several categories for 
plastic surgery, gynaecology, dermatology, otolaryngology and ophthalmology. InMode is 
undervalued compared to its fair value of $53.32 by over 7.5%. Earnings have  
 
experienced consistent growth over the past three years, with 2020 forecasted annual earnings 
to breach 24%. The company has a brilliant ability to generate very good levels of profit 
compared to its capital base with a ROE of 34.9%. Moreover InMode employs its capital 
extremely efficiently and is in brilliant financial health being debt free for over 5 years, low levels 
of unsold inventory and a large asset pool to meet both its long and short term liabilities. Inmode 
is a classic growth play and Heijin expects this stock to be held for a medium to long period of 
time for it to reap its potential rewards. 
 
CUTERA (CUTR:NASDAQ) -  Cutera has been a quality manufacturer of medical devices for 
cosmetic procedures for over 15 years.  The company specialises in laser-based products over 
a range of cosmetic surgery categories. One such category is body sculpting which in recent 
years has seen rapid growth in the number of body sculpting and body contouring procedures 
performed. The trend is projected to continue growing with the overall market growth of 16.3% 
year over year through 2020. The reason why the  Cutera treatment is superior to other 
noninvasive contouring devices is that it is truly customizable to the patients’ needs and can 
treat multiple areas in a single 15-minute treatment. This ease of use for the medical professional 
coupled with the lack of discomfort for the patient and time efficiency is a huge bonus for Cutrera 
whose technology allows them to reduce the procedure time to a third of their competitors.    This 
efficiency spans across their other products tackling Vascular lesions, hair and tattoo removal, 
as well as pigment treatment.Cutera’s history has been one of reliability and quality, and they 
continue to lead the way in providing key devices for non-invasive cosmetic procedures. Cutera 
had a brilliant 2019, beating the US medical Equipment sectors returns of 27.3% convincingly 
by 89.2%. The stock is currently trading at the lower end of its fair value of around $30.21, with 
current revue flows and forecast growth we expect a large upside over the course of 2020, with 
the stock breaching the $35 mark around Q3. For a small-cap Medtech stock, Cutrera has 
remarkable financial health with ample assets to cover short and long term liabilities, in addition 
to being debt-free. Heijin expects Cutera’s stock price to settle from the atmospheric growth it 
experienced in 2019, and for the price to steadily appreciate well into 2020 and beyond. 
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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. 
 


