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Global Portfolio Holdings Weekly  
Executive Summary  
 
→ WTI Crude Oil and Brent Crude slightly slid last week after weak economic data was reported 
from various countries. The El Sharara field (Libya) is now reopened and is currently producing 
180,000 bpd. This pulled oil prices further as it's a big addition to supply, but demand growth 
for oil is beginning to decline.  
 
→ DJIA and the S&P 500 slid down >2% as global economic data worried investors. This was 
also a much needed pullback as the 15% roar from December lows was making the market 
overheat. In Asia, after a poor economic outlook report was released by China the CSI 300 Index 
pulled back 5% from its highs.  
 

INDEX CLOSE WEEK YTD 

Dow Jones Industrial Average 25,450 -2.2% 9.1% 

S&P 500 Index 2,743 -2.2% 9.4% 

NASDAQ 7,408 -2.5% 11.6% 

MSCI EAFE 1,858 -1.1% 8.0% 

10-yr Treasury Yield 2.63% -0.12% -0.06% 

Oil ($/bbl) $56.03 0.4% 23.4% 

Bonds* $107.43 0.8% 1.4% 

* bonds are represented by the iShares Core U.S Aggregate Bond ETF (NYSEARCA:AGG) 
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Market Summary & Strategy 
Hedging in this Market: 
 
The markets have been sending various signals over the past 2 weeks with worrisome reports on the 
Chinese economy and Europe’s economy. Nevertheless, some data releases are still pointing to 
ongoing growth. At Heijin Capital, our base global macro view for now is to be cautious and to begin 
cutting down position sizes that may cause a portfolio to be overly volatile due to what’s going on. On 
top of that it means putting on hedges or just keeping 25% of dry powder (25% cash or more). A mix 
of these two could prove to be a diligent protection against what could be rocky and unstable path 
upward or downward in the markets. 
 
With little hedging in a post crisis market like this with a huge reduction in monetary and fiscal stimuli 
causes portfolios to swing severely. For example, Brevan Howard (UK based hedge fund) reported a 
>8% decline in their portfolio over the past month alone. And then there’s funds that fell on the right 
side but are now also getting hurt such as Odey Management that had a highly grossing year (+50% 
for 2018), and now lost 10% in February alone. On top of that, due to its incredibly bearish stance that 
means it has not actually recovered losses from the past years. At Heijin Capital, we believe it’s vital 
to never take one-sided bets in this type of environment since no one knows when the top off will 
occur but we do know it’s certainly in the not-too-distant future. Thus, in order to manage risk and 
cause gain reductions because of a lack of exposure or just being on the wrong side, it is wise to have 
a balanced allocation leaning more towards the bearish side. After all data and history is proving that 
probability speaking we are more likely to suffer losses and high volatility rather than a roaring market. 
 
Hedging with FX: 
 
→ Our big push since December was to allocate toward the Japanese Yen. And after closing our 2x 
leveraged short position on the USD/JPY with a ~10% gain back in February we saw the dollar rally 
against most currencies. However, again as we mentioned in the commentary that involved the pitch 
on the yen against the dollar, the dollar has little reason to go much higher and the momentum we’ve 
seen is not likely to be sustained. Thus, we will be looking to re-entering that position. 
 
→ Presidential elections are not far off in the U.S. and there is a lot of volatility in the political space 
because of that. Evidently, Trump is fighting for a re-election by carrying out “big” acts such as the 
push to build the wall and being incredibly public about the U.S./China trade talks and their results on 
the economy. U.S. jobs data is strong and unemployment extremely low, thus putting Trump in a good 
position to bargain against the Democratic Party. Nevertheless, there are two major concerns we 
believe will put Trump at a disadvantage and these are: the worry over climate change and inequality. 
These are the two main political facets that Trump has not played on the “politically correct side”, but 
the lax fiscal policy change he installed did boost disposable incomes and consequently the U.S. 
economy. But, climate change action is the big one and the democrats are going full steam ahead 
with it. Funnily enough there still is no concrete plan for “solving it” or “acting against it” it’s  
more of a pop topic to mention in order to back Trump against a wall (no pun intended). Thus, all in 
all the risk of having an incredibly socialist government in the next presidency is high with most  
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democrats running for office being mega socialists (e.g. Cortez and Bernie Sanders trying again). This 
should destabilise the dollar for now or at least make traders unsure about the direction, which puts 
safe haven currencies like the Yen at a big advantage.  
 
Hedging with ETFs: 
 
→ We’ve begun to allocate to inverse ETFs in order to get global or at least regional exposure and not 
having to go through the hassles (and risks) of shorting.  
 
→ We’re staying balanced on China. After closing Huya Inc and Iqiyi as they roared over 30% in less 
than a month. We think it makes sense that we are seeing retracements across that board in that 
region, thus we are not yet hedging against a further slide in the Chinese markets yet. Furthermore, if 
the trade-deal between the US and China becomes reality, Chinese stocks are bound to re-bounce 
from their current low. 
 
→ Small-caps in DMs is mainly what we’re looking into right now. These are companies with market 
caps typically inferior to $1-2bn. They face high volatility due to poor volume consistency at times of 
risk-off periods as well as not having the best spreads. This generates faster sell-offs. This week we 
saw small-caps tumbling nearly 10% pre-lunch breaks and recovering sharply after, but still ending 
the days in the red. This could scare off small-cap investors which would put a strain on those small-
cap indexes as a consequence. The ETF we selected for this is the ProShares Short SmallCap600 
(NYSEARCA:SBB).  
 
→ We are staying away from bear index funds on the US economy, because although there might be 
a downturn in the upcoming months or years in the US economy, we believe that there are many 
strong companies in the US indices. By shorting indices, we would automatically short those strong 
companies and thus lower our returns. Therefore, we think it is better to find bear ETFs in sectors 
which will be strongly affected by the recession and load up on them.  
 
Hedging with Derivatives: 
 
→ Due to increased tension in the markets and higher volatility risk (as well as VIX being at all time 
lows for the past few weeks), we have decided to purchase VIX call options, with a staggered expiry 
between April and July. This will allow us to reduce our exposure to the US equity markets, as well as 
give us the opportunity to speculate on the potential correction that we may see occurring sometime 
within the next couple of months. Our team believes that the markets staggering 10% rally since the 
correction in December is not very sustainable, and based on recent events, our research and past 
trends, we are predicting that a correction is in order very soon (at least in the US markets). 
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6-month chart of the CBOE Volatility Index (VIX) 
Commodities 
Palladium and Platinum 
Palladium is currently one of the hottest commodities on Wall Street, given that it has surged by almost 
80% since august 2018. Moreover, it has been bullish since the diesel-scandal in Germany, because 
80% of its supply is used in gasoline cars as a catalyst to convert noxious gases such as carbon 
monoxide and nitrous oxide into less toxic compounds. Indeed, palladium reversed its downward 
momentum during the unveiling of the emission scandal of German car makers around the end of 
2015 and has since grown by more than 226%.  
 
The biggest driver of the palladium price are the increasing gasoline car sales since the diesel scandal, 
whereby in 2017 European gasoline car sales have overtaken diesel car sales for the first time since 
2009. On the other side, the supply of palladium has remained relatively flat, since it has historically 
just been extracted as a side product of the platinum or rhodium production. Furthermore, the 
continuous geopolitical tensions with Russia, one of the biggest suppliers of palladium has 
furthermore affected the palladium supply.  
 
Platinum, the more known counterpart of palladium, is used in diesel cars for a very similar purposes 
as palladium is used in gasoline cars. Since platinum had a big bull run of almost 500% from 1999 
until the Great Recession, producers expanded their production plants drastically. However, as more 
and more of these new production plants were activated, the supply has surpassed the demand and 
thus the platinum prices dropped since around the beginning of 2011. The oversupply has furthermore 
been fuelled by the decline of diesel car demand due to the emission scandal.  
 
The big gap between palladium and platinum, two historically correlated commodities used for a very 
similar purpose, might bring up an investment opportunity. Indeed, those two metals can to some 
extent be used interchangeable in their biggest market, namely as catalytic converters in cars. The 
huge price difference between the two metals is a strong incentive for gasoline car makers to replace 
their palladium-rhodium catalytic converters with platinum-rhodium catalytic converters. Trevor 
Raymond, director of research at the WPIC, said "You don’t need much substitution out of palladium 
to make much difference to the platinum market [...] Just a 5 per cent substitution would mean a 14 
per cent increase in platinum demand from the automotive segment.” 
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Heijin Capital believes that there will be a downward trend reversion in the upcoming months in the 
palladium market as producers try to increase output and carmakers try to used platinum as a 
substitute. On the other side, we believe that platinum might turn bullish again as gasoline car makers 
will likely replace their palladium catalytic converters with platinum ones and supply will decrease. 
Indeed, statistics show that there have been strong inflows into platinum ETFs in 2019. At Heijin we 
keep tracking the supply and demand as well as the technological developments in the catalytic 
converters to find favourable entry points for this opportunity, since we think it might still take some 
time for the reversion to happen. However, on the long term we are bearish on both, platinum and 
palladium, since their biggest demand derives from fossil fuel vehicles, which will gradually be 
replaced with electric vehicles in the future. 
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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.  
 
 


