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Macro Update: Brazil and the US are growing at a moderate pace

❖ In Brazil the pension fund reform has passed the parliament and the 

subsequent law should be signed in the next weeks. This will significantly 

reduce government spending. However, market participants do expect more 

budget saving steps. This is as well reflected in the debt to GDP ratio which is 

stabilizing above 80%.

❖ The Brazilian central bank (a.k.a. COPOM) is expected to cut rates by another 

50 basis points. However, this is most likely already priced in as we have seen 

rising bond prices in the last weeks.

❖ The consensus growth outlook for 2019 is slightly below 1%. More important -

an increase to 2% for 2020 is expected. This should support not only the bond 

market but also the equity market. So far the equity market has increased 

more than 22% while 10-year government bond gained around 15%.

❖ The US and global PMI data confirmed that the global economic growth is 

slightly accelerating. Continuously tightening global bond spreads are pointing 

into the same direction.

Brazil’s government debt as a % of GDP: A peak at 85% is expected.

Bond spreads have tightened anticipating moderate growth❖ The FED cut rates by a quarter point for the third time this year and indicated a 

pause for further cuts as long as the economy is growing at a moderate pace 

and inflation stays around current levels.

❖ Hours before the rate announcement US Q3 GDP was announced. The economy 

grew at 1.9% almost at the Fed target of 2%. The main driver was consumer 

spending. 

❖ The latest US PMI and the US job report were in line with the Fed’s view, 

namely that the US growth is slightly picking up, the job market stays tight but 

there is no wage inflation.

❖ Worldwide we have seen rate cuts and consequently rising bond and equity 

markets. Meanwhile, real economic data came in weaker. The latest news was 

that Hong Kong is in a technical recession. This comes with no surprise after the 

continuous phase of protests and long lasting political instability.

❖ The key question is if the steepening of the US yield curve and the modest 

global rise in yields indicates that the slowdown is behind us.

Source: IMF October 2019
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Market Overview: Currencies, Commodities, Equity & Bond Indices

❖ This week we have seen new records in the US and in Switzerland. While the 

latter is mainly driven by the big three defensive stocks (Nestle, Roche and 

Novartis) in the US rally is broader based.

❖ Although most FAANG (Facebook, Amazon, Apple, Netflix, Google) stocks 

were lagging, other tech names filled the gap and pushed large caps to new 

highs.

❖ Microsoft’s Q3 earnings beat across the board while Amazon’s numbers were 

disappointing. Nevertheless, we think Amazon’s new strategy to invest in 

new distribution concepts (one day delivery) makes it an interesting 

company. We would consider adding during weakness.

New record highs in the S&P 500 and the SMI. Comparably weak DAX



Source: www.fuw.ch
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Investment Outlook: Politics make the world go round

Alternative Investments

❖ Gold: Although we have seen further rate cuts by central banks across the 

globe, the US yield curve for bonds maturing in 2 years or later has steepened. 

10-year US treasury yields are now above 1.8%, while in September we have 

seen levels below 1.45%. Since then, gold lost some ground and is now 

consolidating.

❖ Oil: Since the beginning of October the oil price is slightly increasing. The US 

Market PMIs have risen which partially explains the rise in WTI. Global New 

Orders PMI has risen and is supporting the oil price.

Gold is under pressure due to rising US treasury yields

Liquidity

❖ The volatility in cable (i.e. GBP) has risen over the last weeks based on the 

actual state of the BREXIT discussion. Overall GBP has appreciated and 

continues to rise.

❖ The US dollar is slightly depreciating against Euro, CHF and JPY. This might be 

in anticipation of further expected rate cuts in the US and the muted growth 

outlook.

Equities

❖ The US and for once the Swiss equity market have reached a new record high. A 

majority of US companies have beaten the low earnings estimates and continue 

to rise. Meanwhile, the guidance for revenue growth has been further 

decreased.

❖ Although European equites have kept pace with the US during 2019, the 

valuation gap got wider. Nevertheless, we would argue that the growth outlook 

in Europe is weaker than in the US. We prefer therefore US and emerging 

market equities over European ones.

❖ In case an investor wants to partially hedge his equity portfolio, an addition of 

value stocks or min. volatility ETFs could help to reduce risks.

Fixed Income

❖ The  steeping of the US yield curve continues. Soft economic US indicators start 

to reflect this as positive US fixed income market signal. We have seen losses in 

US treasuries by rising yields while at the same time US denominated bonds 

rallying was mainly driven by spread tightening.

❖ Very positive fact is that the steepening of the US yield curve is continuing. The 

2-year and 5-year buckets are slightly upwards sloping. The short end is still 

higher, but with the Fed buying bonds with a short maturity it is just a question 

of time until the whole US yield cure is upward sloping. Having said that we 

would argue that the US won’t face a recession.
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Emerging Market 

Update: Centrais Eletricas Brasileiras SA-Eletrobras

Bond Parameters:

❖ Country: Brazil

❖ Industry: Utilities

❖ Rating (Moody’s): Ba3  / Positive

❖ Coupon: 5.75%

❖ Maturity: 27.10.2021

❖ Indicative Bid-Ask:  104.75 – 105.125

❖ Yield to Maturity: 3.13%

❖ Issue Size:  $1’750 mln

❖ Average Lending Value: 60%

Price Development:

Company Profile:

❖ Centrais Eletricas Brasileiras S.A. (Eletrobras) generates, transmits, and markets 

electricity through regional companies in Brazil.

❖ Eletrobras' is the largest Brazilian electric utility with a total installed capacity of 

49.9 gigawatts (GW), equivalent to 30% of Brazil's total power generation segment.

❖ The generation business derived 67% of the company’s gross revenue, amounting to 

BRL 25 billions in 2018.

❖ Eletrobras is a holding company controlled by Brazil's federal government, which 

holds 51% of the company's voting capital and 41% of its total share capital.

Financial Indicators:

❖ Revenues: $ 5’705 mln (2018); $ 7’736 mln (2017)

❖ EBITDA: $ 2’732 mln (2018); 1’514 (2017)

❖ EBITDA Margin: 47.8% (2018); 20.5% (2017) 

❖ Net Debt: $ 14’429 mln (2018); $ 13’048 mln (2017)

❖ Net Debt / EBITDA: 5.3x (2018); 8.6x (2017) 

Investment Rationale:

❖ The company is of strategic importance for Brazil's electricity market, given its 

dominant position in generation and transmission businesses.

❖ The successful sale of unprofitable businesses and initiatives to support efficiency 

gains, will likely sustain a gradual improvement in the company’s recurring EBITDA to 

the range of BRL8.8 to BRL9.5 billion for the next 12 to 18 months.

❖ As of June 30, 2019, Eletrobras reported adjusted net revenue of BRL22.6 billion, 

which resulted in an EBITDA margin of 40.1%, compared to 20.5% in 2017. 

❖ Eletrobras was recently certified by the Brazilian Corporate Governance Program and 

it reinforced company’s commitment to the best management practices and 

sustainability.

❖ Moody’s positive outlook on the ratings considers the ongoing progress of Eletrobras’ 

multi-year business plan to enhance internal controls and improve profitability and 

diversification of its funding base
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Comparison of Asian Real Estate: Attractive CIFI Bond 

CIFI SUNAC ZHENRO KAISA

Employees 7000+ 500+ 2000+ 14000+

Capitalization $5’250 mln $20’140 mln $2’970 mln $2’620 mln

Gross Margin 25.05% 24.96% 22.76% 28.7%

Debt / EBITDA 6.65x 7.19x 10.96x 11.2x

Debt / Capitalization 58.2% 60.7% 62.2% 71.8%

Rating Ba3 Ba3 B1 B1

Outlook Positive Stable Stable Stable

Coupon 6.45% 7.5% 9.15% 11.95%

Issuance $400 mln $650 mln $300 mln $600 mln

Maturity 2024 2024 2023 2022

→ CIFI already has solid credit metrics and analysts expect further improvements

in upcoming months
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High Yield / Emerging Market 

New Issue: CIFI Holdings Limited

Bond Parameters:

❖ Country: Cayman Islands

❖ Industry: Real Estate

❖ Rating (Moody’s): Ba3  / Positive 

❖ Coupon: 6.45%

❖ Maturity:   07.11.2024

❖ Indicative Bid-Ask:  99.75 – 100.00

❖ Yield to Maturity: 6.51%

❖ Issue Size: $400 mln

❖ Average Lending Value: 60%

Price Development: n.a. (new issue)

Company Profile:

❖ CIFI Holdings Group Co Ltd. is a real estate development company, which currently 

has 170 hotels and residential properties projects in Western and Southern China.

❖ The company has a presence in over 55 cities, with total and attributable land banks 

of 41.2 million and 20.7 million square meters, respectively.

❖ CIFI reported revenue growth of 33% to around RMB42.4 billion in 2018 from RMB31.8 

billion in 2017. 

Financial Indicators:

❖ Revenues: $ 6’413 mln (2018); $ 4’710 mln (2017)

❖ EBITDA: $ 1’456 mln (2018); 1’228 (2017)

❖ EBITDA Margin: 27.7% (2018); 26.1% (2017) 

❖ Net Debt: $ 7’122 mln (2018); $ 3’574 mln (2017)

❖ Net Debt / EBITDA: 4.8x (2018); 2.9x (2017) 

Investment Rationale:

❖ CIFI focuses on housing demand from upgraders in upper-tier cities, which supports 

strong sales execution.

❖ The Company increases its geographic diversification with an attributable land bank 

totaling 20.7 million square meters with a presence in 44 cities, up from 16.0 million 

square meters in 39 cities as of year-end 2017.

❖ Moody’s positive Ba3 outlook on CIFI reflects our expectation that the company is 

likely to improve its credit metrics over the next 12-18 months, given its strong sales 

execution and more prudent land acquisition strategy.

❖ CIFI's total cash of RMB44.6 billion as of year-end 2018 and its operating cash flow 

will be sufficient to cover both its short-term debt obligations and attributable 

outstanding land premiums.

❖ The company has been growing its sales and land bank gradually since 2014, mainly 

through joint venture partnerships.
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US Equities

Initial Coverage: Visa Inc.

Equity Parameters:

❖ Country: USA

❖ Industry: Specialty Finance

❖ Rating (Moody’s): Aa3  / Stable outlook

❖ Price / book: 11.95

❖ Earnings per Share: 5.37 (current); 7.24 (Est 2020)

❖ Dividend Yield: 0.56%

❖ Enterprise Value: $350’500 mln

❖ Indicative Price (30.Oct.19):  $177.55

❖ Consensus Price Upside Potential:  14%

❖ Average Lending Value: 70%

Price Development:

Company Profile:

❖ Visa operates the world's largest retail electronic payments network which enables 

bank customers to provide credit, debit, prepaid, and cash access programs for 

cardholders. The Company also offers global commerce through the transfer of value 

and information among financial institutions, merchants, consumers, businesses, and 

government entities. Visa is present in more than 200 countries and its projected 

annual revenues approaches $22 billions.

Financial Indicators:

❖ Revenues: $22.5 bln (E 2019); $20.6 bln (2018)

❖ EBITDA: $15.3 bln (E 2019); $14 bln (2018)

❖ EBITDA Margin: 68% (E 2019); 68% (2018)

❖ Net Income: $10.3 bln (2018); $6.7 bln (2017)

❖ PE  Ratio: 36.2 (current); 24.5 (E. 2020)

❖ ROA : 17.4%

Investment Rationale:

❖ Visa benefits from its brand strength and strong demand characteristics driven by the 

secular shift to electronic payments worldwide. 

❖ Company’s high profitability is supported by world wide transactions and growth of 

card payment volumes (10.7% YoY growth for FY 2018).

❖ Very high barriers to entry within the payment ecosystem allows the company to 

continue to generate strong revenue and earnings growth over the intermediate term.

❖ Compared to peer MasterCard, Visa is currently >40% bigger in total payments volume 

with greater domestic focus (45% vs 30%).

❖ Visa is expected to increase its payment volume. Despite the outlook of a modestly 

growing economy we expect Visa to increase its payment volume. Company 

demonstrated sustainability during the last economic recession due to the continuing 

shift to electronic payment and geographic diversity.
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US Equities

Initial Coverage: Amazon.com Inc.

Equity Parameters:

❖ Country: USA

❖ Industry: Consumer Discretionary

❖ Rating (Moody’s): A3  / Positive outlook

❖ Price / book: 15.5

❖ Earnings per Share: 22.5 (current); 39.2 (Est 2020)

❖ Dividend Yield: 0%

❖ Enterprise Value: $876’513 mln

❖ Indicative Price (30.Oct.19):  $1’768.5

❖ Consensus Price Upside Potential:  23.8%

❖ Average Lending Value: 60%

Price Development:

Company Profile:

❖ Amazon.com, Inc. is the world's largest online retailer and a leading web-service 

provider through its Amazon Web Services division, with revenues of around $265 

billion as of September 2019. Amazon is the undisputed leader in e-commerce, where 

there is still significant secular growth, and the world’s biggest cloud software 

company. Apart from retail business, Amazon focuses on cloud computing, digital 

streaming, and artificial intelligence.

Financial Indicators:

❖ Revenues: $ 265 bln (Q3 2019); $ 232 bln (2018)

❖ EBITDA: $ 27.9  bln (Q3 2019); $ 18.3 bln (2018)

❖ EBITDA Margin: 12.6% (Q3 2019): 10.3% (2018)

❖ Net Income: $ 11.4 bln (Q3 2019); $ 10.1 bln (2018)

❖ PE  Ratio: 78.1 (current); 44.9 (E 2020)

❖ ROA : 6.65%

Investment Rationale:

❖ Revenues continue to grow by almost 50% annually, and margins are holding steady 

despite heightened competition from Microsoft, Oracle, Google, and IBM.

❖ Amazon remains the leading and best online retailer in the US by any measure. Its 

success is supported by online spending, which constitutes around 15% of total retail 

sales in the US and it is expected to grow up to 20% in the coming years.

❖ Amazon maintains excellent liquidity, the recently-established $7 billions credit line. 

which provides the company with a significant degree of flexibility.

❖ Company’s “One-Day-Delivery” initiative continues to deliver desired effects and 

supports an acceleration in revenue and unit growth of 25% and 22% respectively 

during Q3

❖ Operating performance in 2018 has been sufficient to equalize heavy investments in 

2017 (around $35 billion in new debt added), which was a key factor in Moody’s 

upgrade from Baa1 to A3
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These Bond Recommendations (hereafter «BR») are provided for information purposes only and for the use by the recipient. This document

was produced by Blackfort Capital AG (hereafter «BF») with the greatest of care and to the best of its knowledge and belief. Although

information and data contained in this document originate from sources that are deemed to be reliable, no guarantee is offered regarding the

accuracy or completeness. Therefore, BF does not accept any liability for losses that might occur through the use of this information. The BR

does not purport to contain all of the information that may be required to evaluate all of the factors that would be relevant to a recipient

considering entering into any transaction and any recipient hereof should conduct its own investigation and analysis. In addition, the BR

includes certain projections and forward-looking statements. Such projections and forward-looking statements are subject to significant

business, economic and competitive uncertainties and contingencies, many of which are beyond the control. Accordingly, there can be no

assurance that such projections and forward-looking statements will be realised. The actual results may vary from the anticipated results and

such variations may be material. No representations or warranties are made as to the accuracy or reasonableness of such assumptions or the

projections or forward-looking statements based thereon. This document is expressly not intended for persons who, due to their nationality or

place of residence, are not permitted access to such information under local law. It may not be reproduced either in part or in full without

the written permission of BF.

© Blackfort Capital AG. All Rights reserved.


