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Global Portfolio Holdings Weekly  
Executive Summary  
 
→ WTI Crude Oil continues to slump below $50/b.  

  
  
  
  
  
  
 

	
	
	
	
	
	
	
	
→ The Greenback (USD) retraces after Powell’s comments and FED minutes were released suggesting that 
they would slow down the rate hike slightly. However, most members of the FOMC committee recognised 
rate hikes needed to continue and as soon as possible.  

 
→ The DJIA rose an astonishing 4.79% this past week alone, and the S&P 500 captured just above 4% in 
gains. This was mostly due to the FED’s comments on delaying the rate hikes and stating they were near 
“neutral levels”.  
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Market Summary & Strategy 
Equities & Commodities:  
The Kosmos Energy opportunity with LNG in West Africa 

 
We have started looking into Kosmos Energy (NYSE:KOS), which is an oil and gas exploration (O&G) 
company headquartered in Dallas, Texas but holds operations in Ghana, Senegal, Mauritania, and Suriname.  

 
We’ve uncovered several driving factors/catalysts that could propel this stock upwards after an incredibly 
disappointing October-November where it plunged just under 45% (now at $5.38/share - from market close 
on 30/11/2018). However, the two key drivers are without a doubt the LNG capacity that is about to go online 
in West Africa, and the incoming investment from Norway’s Sovereign Wealth Fund.  

 
1) LNG Capacity about to surge in West Africa 
 
New LNG capacity in West Africa (specifically in Senegal 
and Mauritania) is set to come online in December, and all 
of these specific projects are operated by Kosmos Energy. 
 
A lot of these projects are now using floating LNG, which 
can cut costs as well as lead times relative to fixed onshore 
facilities. Due to this many foreign firms are increasing their 
investment into Africa to use floating LNG. In fact, Lucas 
Schmitt, a senior gas analyst at Wood Mackenzie Ltd said 
“Africa is the hot spot for floating LNG”, and Bloomberg 
stated that “confidence in floating facilities is firming up”. 
 
Royal Dutch Shell is one of the pioneers in floating LNG 
with the biggest platform ever constructed with their 
Prelude FLNG vessel. Prelude FLNG cost RDS upwards of 
$10bn and measures an astounding 488m in length. Calling 
this vessel a ‘powerhouse’ would be an understatement 
when according to RDS it could satisfy as much as 117% 
of Hong Kong’s annual natural gas demand. 
 
In terms of the market, the demand for natural gas is 
expected to grow at 2% per year from now to 2035; twice 
the rate of total global energy demand. And demand for 
LNG is expected to grow at an average of 4% a year in that 
same period. This could squeeze prices of LNG high as 
many countries are almost finished upgrading their infrastructure in order to accommodate for it (and some 
countries needed to augment their import capacity such as Pakistan).  
 
In terms of LNG in West Africa, it was Kosmos Energy that discovered the Tortue site off the coasts of 
Senegal and Mauritania. The company sold off 60% to BP and is now in a joint-venture with BP. The Tortue 
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site could be expanded from 2.5m tonnes to 10m tonnes per year by the “middle part of the decade or 
sooner,” according to Inglis (CEO of Kosmos Energy).  
 
Kosmos Energy struggled to recover from the massive oil slump in 2016, and their share price halved in 2 
months. The company is set to report a net income loss of $177m for 2018, however, thanks to their joint-
venture with BP in the Tortue site their net income is set to surge to $242m for 2019 and $343m for 2020. By 
using a DCF model it is clear that the market is under-pricing this enormously when the market cap sits at 
$2.33bn, which would mean it has a PE of under 10 when earnings are discounted to present-time. On top of 
that, the Enterprise Value (EV) sits at $3.95bn alone. When we compare this data to the O&G industry, which 
has an average PE of 19.9 it is clear that with projected earnings generated by Kosmos Energy in 2019 it 
should have a share price of $10.8. Moreover, if we added uncertainty and less optimistic results from the 
Tortue/BP joint-venture the share price should still be in the range of $8.1-$9.3. This presents us with a 
opportunity of 50.6% in share price appreciation on the lower end, and just above 2x (100%) on the higher 
end.  
The production capacity of African LNG is seen almost doubling over the next decade, and most of that 
increase will be thanks to Mozambique, Mauritania, and Senegal. Their CEO said that Kosmos is “aiming to 
grow the gas delivered from Tortue in the early 2020s, when leading forecasters expect LNG demand to 
outpace supply given the low inventory of world scale greenfield projects ready for sanction”.  
 
2) Norway Sovereign Wealth Fund - Incoming investment 
Norway’s Sovereign Wealth Fund has just lifted its ban of investment on Kosmos Energy. It was excluded 
from their portfolio in 2016 after they found “an unacceptable risk related to petroleum off the coast of 
Western Sahara”. This should create an influx of funds flowing into Kosmos Energy stock from this month 
onwards as Norway’s Sovereign Wealth Fund owns shares in 9,100 companies or 1.4% of the world’s listed 
equity. Thus, it's no doubt that this could reinstate confidence in Kosmos Energy.  
 
On another note, the Goldman Sachs analyst covering Kosmos Energy upgraded it to a buy rating earlier in 
November. And Warburg Pincus recently helped Kosmos Energy conduct a secondary public offering to raise 
a fresh amount of capital ($81.45m) at the same time of buying back $188m of common stock.  
 
These announcements and financings should pave the way for Kosmos Energy in the near future.  
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Fixed Income: 
What can the flattening of the Yield Curve tell us? Should we be preparing for a 
recession? 

 
What is this phenomenon? 
When short and long-term bonds offer similar yields, there is usually little benefit in holding the longer-term 
instrument; the investor does not gain any excess compensation for the risks associated with holding longer-
term securities. If the yield curve is flattening, it indicates the yield spread between long term and short term 
is decreasing. For example, a flat yield curve on U.S. Treasury bonds is one in which the yield on a two-year 
bond is 3%, and the yield on a 30-year bond is 3.2%.  A flattening yield curve may be a consequence of long-
term interest rates falling more than short-term interest rates or short-term rates increasing more than long-
term rates. A flat yield curve is typically evidence that investors, and traders, are worried about the 
macroeconomic outlook. One reason the yield curve may flatten is under the expectation that inflation to 
decrease or the Federal Reserve to raise the federal funds rate in the near term. 
For example, if the Federal Reserve increases its short-term target over a specified time, long-term interest 
rates may remain stable (or even rise); however, short-term interest rates would increase. Consequently, the 
slope of the yield curve would flatten as short-term rates increase more than long-term rates. 

 
What is the current state of the yield curve? 
These expectations about future interest rates are directly connected with the outlook for the economy and 
inflation; strengthening of those measures forecasts higher yields and vice versa. These factors obviously also 
drive the Fed’s monetary policy decisions. 

 
 

Many investors interpret the flattening yield curve as a 
signal that the bull market may be coming to an end. 
Avoiding the euphemism, it's easier to say that a 
flattening yield curve shows that many investors 
believe that we're headed toward recession.  A flatter 
yield curve can also hurt lenders' profits and stability 
and their willingness to lend. If long-term and short-
term rates are close, markets must be expecting little 
growth or lenders would demand a bigger time 
premium. Theoretically, this slows down the business 
cycle and lowers the returns of the market.  

 
In the most recent release, the FED "dot plots" show 
the median member anticipating a range of 2.25% to 2.5% by the end of the year, implying two more 0.25% 
rate hikes in 2018. (In the March release, the dot plots indicated only one.) In 2019, we could be seeing 
another three quarter-point increases, which would bring us to the Fed's long-term 3% target. 
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Yield curves almost always flatten on the way to inversions, which tend to precede recessions. The chart 
below from the St. Louis Fed shows the spread between the 10-year and 2-year Treasuries-the peaks were 
periods when the yield curve was steepest, while the dips below the zero line indicate that the yield curve was 
inverted. The shaded vertical lines represent recessions. 

 
As always, there is a level of uncertainty… 
While the yield curve has a strong record predicting downturns, seven recessions is not a large sample size. 
Many economists debate that policy shifts and fundamental changes mean the yield curve’s signal is now 
"distorted." The US Treasury is currently borrowing more money to finance predicted high budget deficits, 
and it has mainly done so with short-term debt. That increase in supply has pushed the price of bills and 
short notes down and their yields up (bond prices are inverse to yields).  

 
However, even though the yield curve flattening can be attributed more to financial rather than economic 
reasons, the FED is not always right. Let's not forget that in 2006, then-Fed chair Ben Bernanke insisted the 
yield curve’s signal was being distorted by structural factors, two years before the 2008 crash. 

 
Our sentiment 
In any case, Heijin Capital expects this market uncertainty and turbulent economic data to significantly 
damage returns on all asset-classes for the next 2 years. After a good week, the S&P and the Dow Jones are 
now only up around 4% YTD. We are expecting a significant market correction in the coming months, with 
the FED anticipating another rate hike sometime in mid-December. We urge our readers to start liquidating 
their positions in US & emerging market equities and start looking for opportunities in “safe-haven” markets 
such as Japan. Heijin Capital is currently in progress of establishing a flagship “Vulture Fund”, which will be 
able to capitalise on the heavily discounted price of the market when the recession finally hits.  

 

 
 
 
 
 
 



 
 
                                                                                             Investment Commentary  
                                                                                             November 18th – December 2nd  2018                                 

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 Housing Market Overview:  
Part 1 - China 
September and October are usually the “golden and silver” months for China’s property market, but this year 
has been severely anomalous. The property sales by floor area declined in November for the sixth 
consecutive month and decreased by 3.6% and 3.1% in September and October respectively. The FTCR 
China Real Estate Index which captures the MOM changes in housing market and sentiment has captured 
this decline and fell to 37.8%, its lowest level since January 2016. The lower housing sale levels have 
triggered a slump in the housing prices with the FTCR Housing Price Index to fall below 50 for the first time 
since august 2014. 

 
The key driver for the lacking demand for new homes is the fight of the Chinese government against housing 
market speculations and the thereby since 2016 imposed regulations on the housing market, which try to 
decrease the rates at which real estate prices grow. Furthermore, uncertainties surrounding the recent 
Economic slowdown in China due to the US tariffs decreased the demand for new homes even further. 
Although Chinese authorities keep a rhetorical hard line on housing market speculation and have not signalled 
an ease of their housing market regulations, city-level authorities have quietly begun to ease loan restrictions. 

 
 

Interestingly, most investors interpret the current decrease 
in home sales and prices in China as a small correction, 
however, Heijin takes its research further and was able to 
spot the entire ice berg instead of the just peak. The core 
asset to find the entire ice berg was to analyze the house 
price development in China, which is astonishing. For 
instance, some homes in Beijing that were sold in 2003 for 
4,000 yuan ($580) per square metre are now worth more 
than 60,000 yuan ($8,600) per square metre, which is a 
15,000% increase in 10 years. This high growth in home 
prices is followed by similar high increases of rents, which 
are a severe problem for Chinese citizens, since the 
increase of their pay checks do not follow the pace of the 
rents. This triggered two types of reaction, the first of 
them is the idea amongst young Chinese people of “if you 
don’t buy a flat today, you will never be able to afford it”, 
since the housing prices increase so quickly. The second 
type of reaction is the speculation on house prices, which 
many Chinese people see as a 100% secure investment 
given the 30-year history of steady, steep increase in 
home prices. However, since many Chinese citizens don’t have the financial means to buy homes, they take 
on huge amount of debts and mortgages. The on-taking of new debt has gone so far that people start 
accumulating credit to buy cars and other consumer credits, but use the money to invest into the housing 
market.  
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The combination of steeply increasing housing prices and high debts and mortgages is getting out of control. 
The Chinese government is aware of that and has created tighter regulations on the debt that can be issued 
to buy new homes, which has had the expected effect of slowing down the housing sales and decreasing 
prices. However, the problem is that the economic slowdown due to the US sanctions and the debt of 
existing homeowners has not been taken into account. The current economic slowdown in China has 
leveraged the slowdown of the housing market pursued by the Chinese government to territories that are not 
beneficial for the China’s overall economy. Given the fact that real estate accounts for roughly 70% of urban 
Chinese families’ total assets a decrease of the housing market can be a huge socio-economic threat for 
many Chinese families. This threat has become reality during the recent real estate market downturn where 
the prices for homes slumped by up to 30%. Chinese citizens’ reaction to the recent price fall were protests 
in different cities, which is reasonable, given that many people have high debts on their homes and essentially 
lost 30% of their entire wealth. The interesting part, however, is that local authorities in China have silently 
begun to lower their requirements for new credits and mortgages in order act against the recent downturn. 
This demonstrates that they fear that Chinese citizens might not be able to pay the interests on their loans 
with a lower housing market and the uproar amongst citizens if they have to lower their living standard. 
Consequently, it seems that a crash of the Chinese mortgage system and real estate market is just a matter of 
time, since if they keep slowing down the housing market Chinese citizens will not be able to repay their loans 
and the credit system will crash. However, if Chinese authorities ease their position on regulating the housing 
market, it will delay a crash of the housing and mortgages market, but not prevent it, since the bubble would 
keep growing. 

 
Our sentiment 
Heijin Capital’s opinion is that a crash of the Chinese housing market not a matter of the if, but a matter of 
time. Besides being generally very cautious with China, we are constantly monitoring the newest 
developments in the Chinese housing market, because we predict that the crash of the Chinese housing 
bubble might trigger the global recession that we are expecting in the upcoming years. However, even if it is 
not the flash point of the predicted upcoming recession, we think that it will catalyze the recession when it 
comes and have a very bad effect on the Chinese economy. Either ways, the crash of the Chinese housing 
market would very likely be followed by a deep social crisis in China, since the wealth of a big part of the 
society relies almost entirely on the value of their real estate.  
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FX: 
Could a no-deal Brexit be positive for Britain?  

 
The pound has had an erratic year, to say the least, with all the trials and tribulations of finalising a Brexit deal, 
as well as the slow down on markets across the globe, the pound has been rather fickle. However, 
unfortunately for investors, this erraticism is set to continue until a deal, or no deal has been agreed. 
Scaremongers argue that a no-deal Brexit would send the pound crashing, causing the Bank of England to 
cut interest rates to tackle the cost-push inflation caused the currency's decline. Despite this, one can see 
many positives of a no-deal Brexit. Firstly, the UK has a £100Bn trade surplus with the EU, this would allow 
Britain to strike individual trade deals with key EU member states (such as Germany) and keep this trade 
going. Moreover, despite rumours and stirrings of key financial institutions leaving London (with foreign direct 
investment supposedly dwindling in a post no-deal economy), many statisticians and theorist fail to take in to 
the non-quantifiable reasons. For example, language, infrastructure, culture, legal system, time zone and 
historical geopolitical alliances which are just as, if not more, important that the financial aspect of these 
firms. What’s more, with sterling expected to have a short-term fall in the wake of a no deal Brexit, portfolios 
with global exposure would rally. Despite some small British firms being slightly worse off, investors with the 
US focused funds and overseas firms would surely benefit. Of course, regardless of the outcome, a no-deal 
Brexit would certainly be more interesting, as more volatility breeds more opportunity and with the GBP up in 
the proverbial sky, the next coming weeks and months will be a very interesting and challenging time in the 
FX markets. 
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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.  
 
 


