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GLOBAL 
MARKET 
UPDATE

20 TO 26 NOVEMBER: DON’T BE A HATER

THIS WEEK’S GLOBAL EQUITY MARKET MOVERS

DEVELOPED
Top 3: Luxembourg 2.67%, Italy 2.55%, Switzerland 2.45%
Bottom 3: Denmark 0.37%, Ireland 0.76%, United States 0.91%

EMERGING
Top 3: Poland 2.97%, Russia 2.70%, China "H" 2.62%
Bottom 3: Turkey -3.41%, Abu Dhabi -0.93%, China "A" -0.39%

FRONTIER
Top 3: Mongolia 11.06%, Vietnam 5.02%, Venezuela 3.88%
Bottom 3: Chile -7.71%, Macedonia -2.55%, Ukraine -1.88%

Since the summer, Donald Trump’s tax reform has edged closer to reality. Indeed, next week the bill 
hits the Senate, where Republicans hope their wafer-thin 2-person majority will be enough to pass a 
vote of support. Back in November last year, when Trump won election, there was much hope pined 
on this fiscal re-balance – and in some ways, this is well founded. The US has some of the highest 
corporate tax rates in the world and aggressive cuts could well engender a revival in investment. 
However, there is another side to this coin. In order, to be long-run deficit neutral, the plan envisages 
large income tax hikes. And here lies the rub.  These increases are initially offset by a package of 
temporary tax breaks. This is to say, the Republican’s plan a very 21st century solution; stimulate now 
and let someone worry about the cheque in the future.

Of course, in the case of the US, with a market near all-time high valuations and after one of the 
longest periods of economic expansion in history, it’s easy to be a hater. However, for now, economic 
growth is “picture perfect” with good momentum and low inflation keeping interest rates low and the 
relative appeal of equities high.

US crude prices hit a 2-year high last week as a leak in South Dakota led to the shutdown of the 
TransCanada Keystone pipeline. OPEC meet on Thursday when an extension of production cuts could 
be announced.

UNITED STATES
S&P 2,602 +0.91%, 10yr Treasury 2.34% -0.17bps, HY Credit 
Index 317 -8bps, Vix 9.67 -1.76Vol

US equities rose last week, with all major indices touching 
new record highs. Financials, however, lagged as the US 
yield curve continued to flatten. As a reminder, the spread 
between long-dated and short-dated US Treasury bonds 
has narrowed continuously through the year, with the 
current 2s-10s yield differential sitting at 0.58%. This recent 

acceleration, has been driven entirely by the front end; 
the 2-year has moved 0.5% in under 2 months to a 9-year 
high. Relatedly, the probability of a March 18 rate hike has 
moved from 5% to 55%, with a 13th December hike now 
fully discounted. This week’s moves were prompted by 
the release of the minutes to the FED’s October meeting. 
Whilst “many policymakers” saw a near-term hike as 
warranted, “several” were concerned about soft inflation.

As we have commented previously, a flattening yield curve 
at this point of the cycle is not usually a comforting sign; 
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fixed income investors are suggesting more hikes in the 
near-term but little potential for longer-term growth and 
inflation to pick-up.

Economic data released on the week was mixed – leading 
indicators and Michigan consumer sentiment solid but 
existing home sales durable goods missing expectations.

EUROPE
Eurostoxx 3,574 +2.03%, German Bund 0.35% -0.10bps, 
Xover Credit Index 237 -8bps, EURUSD 1.194 -1.19%

Last week’s European PMIs were a blockbuster, with the 
composite index touching the highest level since April 2011 
(led by manufacturing but with services also at a 6-month 
high). Indeed, this was confirmed at the national level, with 
the French INSEE and German Ifo surveys at multi-year or 
all-time highs.

In contrast to the “dovish” FED meeting minutes, the ECB 
release showed evidence of some dissent over the long-
term direction of monetary policy. Concerns were voiced 
over the “open-ended” nature of the current programme, 
whether the 9-month extension was “overly long” and on 
financial stability risk, given the availability of cheap money 
to the banking sector.

In the UK, the Chancellor of the Exchequer presented a 
budget in which he was forced to relax previous deficit 
targets owing to weakness in the UK economy. Elsewhere, 
EU negotiators are expected to complete a review of 
progress by the end of this week to determine whether 
there has been sufficient progress to move talks forward. 
Recent reports suggest that Europe may have won a battle 
of wills on the “divorce bill”, with PM May ready to offer 
EUR 40bn. As we have commented before, we believe this 
is one of the only “bargaining chips” held by team GB.

In Hungary, the NBH announced more unconventional 
measures. Specifically, long-term intertest-rate swaps 
to take duration risk from banks and a mortgage bond 
purchase programme to compress mortgage spreads. 
Elsewhere, in Turkey, continued weakness in bonds, 
equities and the currency forced the central bank to 
reduce overnight funding to zero – equivalent to raising 
rates by 0.25%.

ASIA PACIFIC
HSCEI 1,177 +2.62%, Nikkei 2,249.00 + 1.09%, 10yr JGB 0.04% 
0bps, USDJPY 111.230 -0.40%

Hong Kong stocks recorded their highest close since 
2007, after a generally strong earnings season, led by 
continued mega-cap outperformance.

From the beginning of 2017 to Wednesday 22nd November, 
the Hang Seng Index rose 36.4% in local currency to hit 
30,003.49, its highest level since October 2007. 

Index heavyweight Tencent, after posting another 
consensus beat for Q3, has now risen 125% year to date, 
and is responsible for around a third of the HSI’s gains this 
year. After becoming the first Chinese technology company 
to achieve a USD 500bn market cap, Tencent briefly 

overtook Facebook in market value. 

Elsewhere in the Chinese market, share prices of some 
of the largest online lending companies dropped sharply 
on news that local regulators are toughening their stance 
on the industry. Online microlender Qudian, backed by 
Alibaba, dropped 16% in reaction to news that approvals 
for new online lending licenses had been immediately 
suspended. This comes just weeks after the company 
raised US$900m in an oversubscribed New York IPO. 

We see this move as part of Chinese policymakers’ efforts 
to surgically tackle high-risk areas of the financial system, 
which aims to balance out macro-prudential de-risking 
efforts against the need to maintain sufficient liquidity to 
maintain a high GDP growth rate. The latest initiatives to 
tame online lending companies follow on from previous 
announcements that tightened conditions for P2P lenders, 
wealth management products and guaranteed return 
policies offered by insurance companies. 

Thailand’s economic growth rate accelerated in Q3 
to 4.3% YOY, up from 3.8% in Q2, beating market 
expectations. This is Thailand’s fastest YOY growth rate 
recorded since Q1 2013. Exports continue to be the most 
important driver of the Thai economy, outweighing the 
drag from softer domestic consumption, which has seen 
the effects of benefits transfers given to farmers in the first 
half of the year begin to fade out. 

Despite the acceleration in activity growth, we expect Bank 
of Thailand to keep rates flat on account of sub-1% inflation 
and the lack of breadth to the current economic recovery, 
which has yet to feed through to better domestic activity. 

President Duterte continued his efforts to diplomatically 
reposition the Philippines closer to China and further from 
the US. 

After some playground trash talk about former President 
Barack Obama’s mother shortly after taking office, Duterte 
announced last year in Beijing an explicit “separation” from 
the United States in terms of both economic and military 
ties. Since then, the populist president has moved the 
Philippines closer to China, securing $14bn in trade deals 
and $9bn in low-interest loans during his first state visit 
alone. This week, he gave Chinese companies the “privilege” 
of entering the Philippines’ telecom market to disrupt 
the current inefficient duopoly, in addition to the 14 joint 
agreements signed during Chinese Premier Li Keqiang’s 
visit to Manilla earlier this month. 

With the US taking a more passive approach in the Asia 
Pacific region under President Trump, a tailor-made 
power vacuum is appearing that China will gladly fill. The 
most contentious issue for the specific Philippines-China 
relationship will remain to be the disputed South China Sea 
territories and China’s claims to the ‘nine dash line’ area, 
which stretches in to waters claimed by the Philippines. For 
now, Duterte is playing hard to get, encouraging China’s 
economic flirtations, without wanting to go all the way and 
publicly withdraw the Philippines’ objections to China’s 
claims on the South China Sea on the international stage. 

LATIN AMERICA
MSCI Lat Am 2,818 +1.52%
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On December 17, Sebastián Piñera and Alejandro Guillier 
will compete for Chile’s presidency. 

Market-favourite Sebastián Piñera has won the 1st round 
of Chile’s presidential poll, but failed to avoid a run-off. He 
obtained 36.6% of the votes, in contrast to 43% in the polls 
(average for polls published between September and early 
November). Relative to polls, the biggest outperformer 
was Beatriz Sánchez the candidate of the Frente Amplio, 
clinching 20.3% of the votes (vs. 14% in polls) and making 
her a close 3rd given Guillier’s 22.7% of votes.

However, moving to the composition of congress, the 
right-leaning parties did better than the corresponding 
presidential candidates. With 47% of the lower chamber 
and 44% of the senate from 2018 to 2022 (one of the 
highest figures since the return to democracy in 1989, with 
the exception of the 2009 election). A potential Piñera 
government would therefore probably have an easier 
time negotiating with moderate opposition members in 
order to get legislation approved, compared to his first 
term. Indeed, it would be very difficult for Guillier to pass 
any hard-left leaning reforms as he would face strong 
opposition in Congress. 

These results introduce a significant amount of uncertainty 
to the Presidential race which is likely to result in a much 
more volatile price action between now and the second 
round on December 17th.

Voter turnout came in at 46%. Participation in the run-off 
election is likely to hold the key for the final outcome. If 
part of Sanchez’s backing chooses to abstain from voting 
(as a form of protest against the political establishment), it 
would lead to a fall in participation, and likely favour Piñera. 
Up to now, the Frente Amplio seems far more successful 
politically as a channel of political dissatisfaction and anti-
establishment sentiment than as just representatives of 
another part of the ideological spectrum slightly left of 
Guillier’s “La Fuerza de la Mayoría”.

Chile’s GDP grew 2.2% YOY during 3Q17, reaching its 
strongest annual expansion since 1Q16 amid an improving 
private consumption and a better trade balance. Inventory 
rebuilding was a strong contributing factor. In QOQ terms 
economic activity expanded by 1.5%, its best result since 
4Q12. 

Chile’s current account recorded a 2.2% of GDP deficit 
in 3Q17 (USD 1.5Bn), taking the twelve-month-rolling 
deficit to 1.7% (USD 4.6bn), underlining the strong macro-
economic positioning of Chile. 

Argentina’s central bank kept its benchmark interest rate 
on hold, at 28.75%. The central bank said that the current 
level of tightness of monetary policy is adequate to slow 
inflation and minimizing impact of coming increases in 
regulated prices.

Argentina’s September GDP grew +3.8% YOY, below 
expectations of 4.5% and August print of 4.5%. Argentina’s 
October trade deficit of came in at USD 955Mn, which 
should bring the current account deficit of 3.8% of GDP in 
2017. 

The mix of high inflation and widening current account 
deficit points towards an overvalued currency. 

Mexico’s Central Bank kept the benchmark rate steady at 
7%, in spite of a deterioration in the inflation outlook. 

The board will monitor the relative monetary policy 
stance between Mexico and the US, exchange rate pass-
through, the output gap, and wage pressures as the most 
important variables for further policy decisions. Based on 
this statement, interest rates are unlikely to decline in the 
foreseeable future. 

Peru’s GDP growth accelerated in 3Q17 to 2.5% YOY (from 
2.4% in 2Q17).

Brazil’s current account showed its smallest deficit in a 
decade YTD and for the month of October, totalling USD 
343Mn, narrower than market consensus (USD -900Mn). 
This print brings the last 12 months current account deficit 
to 0.5% of GDP.

Brazil’s government announced that it will push a revised 
version of its social security reform to be voted in 
Congress. It further waters down the proposal approved 
by the Lower House Special Committee in May, focusing 
mainly on:

• the minimum retirement age (65 years for men and 
62 years for women)

• the transition rule 

• the unification of the retirement rules of workers in 
the private and in the public sector

According to the Finance Ministry, the revised pension 
reform would save approximately BRL 480Bn over the 
next 10 years, or 60% of the BRL800bn that the original 
proposal aimed to save but still saving 1.5% of GDP by 
2025. 

Even so, such watered-down reform would certainly be 
better than no reform at all and would allow Brazil to wait 
until after the 2018 presidential elections to revisit the 
fiscal adjustment. President Michel Temer and Lower House 
Speaker Rodrigo Maia have reportedly agreed to tentatively 
schedule the first Lower House floor on the pension reform 
for December 5th. However, at this juncture, it remains far 
from clear whether the government will manage to obtain 
the minimum 308 votes (2/3 majority) that are required to 
pass a constitutional amendment in the Lower House.

Colombia’s central bank delivered a new 25 bps rate 
cut, bringing the benchmark rate to 4.75%. The board 
felt confident in pursuing monetary stimulus (the output 
tap is estimated at around 1.5- 2%) as inflation is falling 
fast, despite concerns over the economy’s external 
vulnerabilities. 

AFRICA
MSCI Africa 921 +1.08%

S&P downgraded South African local currency debt to 
junk (BB+ from BBB-), citing further deterioration in the 
country’s economic outlook and public finances, while 
Moody’s, the only major rating agency with the country’s 
foreign and local currency debt in investment grade, placed 
them on review for a downgrade.

The rand weakened 2% against the dollar after S&P’s 
announcement, but the decision by Moody’s to hold fire, 
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should prevent a larger sell-off. Downgrade of the local 
currency debt to sub-investment grade by both S&P and 
Moody’s could have seen South African government bonds 
falling out of key indices which require investment grade, 
such as the Citi World Government Bond Index, a major 
index tracked by about USD3 trillion of funds. This would 
have triggered a sell-off of rand bonds from index-tracking 
and rating-constrained funds, and raise the country’s 
borrowing costs. The next fork in the road for South Africa 
is the ANC elective conference next month where a more 
fiscally responsible slate could be elected.  

Elsewhere in South Africa, CPI slowed to 4.8% YOY in 
October from 5.1% in September, while the central bank 
held its benchmark policy rate at 6.75%, citing increased 
risks to inflation posed by currency weakness, possible 
credit downgrades and political jostling. 

Moving on to Nigeria, its GDP expanded 1.40% YOY in Q3 
2017, from 0.72% in Q2, making it the second consecutive 
quarter of growth after a 1.6% contraction in 2016. The key 
drivers of the growth were:

1. Recovery in oil production – oil production increased to 
2.03mbpd compared to Q2 revised figure of 1.87mbpd. 
This plus stronger oil prices (Brent strengthened 3% in 
the quarter and 13% YOY) led to a 25.89% YOY real GDP 
growth in the oil sector, and saw oil sector contribution to 
GDP increase from 8.09% in Q2 to 10.04% in Q3. 

2. Resilient agricultural sector – agricultural sector grew for 
the 8th consecutive quarter, by 3.06% YOY, though 1.47% 
lower than the corresponding period in 2016.

The above brings YTD GDP growth to 0.43% but masks 
the state of the real economy, represented by the non-oil 
sector which contracted 0.76% YOY compared to a 0.42% 
growth in Q2. 

The recovery remains fragile and wedded to the oil market 
outlook. The weakness of the non-oil sector suggests that 
improvement in forex liquidity isn’t providing sufficient 
tailwinds for key sectors. Consumption remains subdued 
and increases the pressure on the central bank to boost 
growth through a more accommodative monetary policy.  
Nonetheless, the resilience of the agricultural sector which 
is being pushed through a range of policies, including 
import substitution, will be encouraging to the government, 
while further improvement in oil market outlook (oil prices 
have strengthened 10+ percent from the end of Q3 to date) 
bodes well for Q4 GDP growth.

Staying in Nigeria, the central held its policy rate at 14%, 
driven in part by the still high food inflation (20+ percent), 
while the bond market’s appetite for Nigerian government 
debt remained strong. A dual tranche USD3bn Eurobond 
issued at 6.5% and 7.25% respectively for 10yr and 30yr 
debt instruments, was oversubscribed by USD11bn.

In Kenya, the Supreme Court upheld the October 26th 
election results confirming President Uhuru Kenyatta’s 
re-election. The opposition NASA party maintained that 
the re-election was illegitimate, however, the President is 
expected to be sworn in on Tuesday 28th November 2017. 
Elsewhere, in Kenya, the central bank held its policy rate at 
10% in line with expectations. 

Lastly, Robert Mugabe finally succumbed to pressure 
from the military and his own party, and resigned as 
president of Zimbabwe on Tuesday. This brings an end to 
Robert Mugabe’s 37 years authoritarian rule. Emmerson 
Mnangagwa, who Mugabe sacked as his deputy earlier this 
month, was sworn in as the new president.

Under Mugabe, Zimbabwe went from the breadbasket 
of Africa to economic ruin. Mr Mnangagwa could usher 
in a new era but being an old ally of Mugabe, there are 
concerns that he will attempt to maintain the autocratic 
hold on power. The world will have to wait and see, though 
initial signs from his inauguration where he committed 
to holding democratic election next year and called for 
re-engagement with all the countries of the world, appear 
positive. 

PLEASE CONTINUE FOR 
MARKET DATA

THE WEEK AHEAD
Date Consensus

UNITED STATES
Case Shiller Index (SEP) % YOY Tue/28 6.0

GDP (Q3) % QOQ saar Wed/29 3.2

ISM manufacturing Index (NOV) Fri/01 58.3

EUROPE
Eurozone M3 (OCT) % YOY Tue/28 5.1

Israel rate decision % Tue/28 0.1

Frnce GDP (Q3) % QOQ Wed/29 0.5

Eurozone industrial confidence 
(NOV) 

Wed/29 8.6

Eurozone consumer confidence 
(NOV) 

Wed/29 0.1

Switzerland GDP (Q3) % QOQ Thu/30 0.6

Eurozone HICP (NOV) % YOY Thu/30 1.6

Poland GDP (Q3) % YOY Thu/30 4.7

Eurozone manufacturing PMI 
(NOV) 

Fri/01 60.0

ASIA PACIFIC
Japan industrial production 

(OCT) % MOM
Thu/30 1.8

Korea rate decision % Thu/30 1.5

India GDP (Q3) % YOY Thu/30 6.5

Jaapan CPI (OCT) % YOY Fri/01 0.8

Korea GDP (Q3) % YOY Fri/01 3.6

China manufacturing PMI (NOV) Fri/01 51.0

LATIN AMERICA
Brazil GDP (Q3) % YOY Fri/01 1.5

AFRICA
Ghana rate decision % Mon/27 20.0
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GLOBAL MARKET DATA 
20 TO 26 NOVEMBER
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GLOBAL MARKET DATA (CONTD.)
20 TO 26 NOVEMBER
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All performance data is weekly and in USD unless otherwise specified.

The information in this document (this “Document”) is for discussion purposes only. This Document does not constitute an offer to sell, or 
a solicitation of an offer to acquire, an investment (an “Interest”) in any of the funds discussed herein. This Document is not intended to be, 
nor should it be construed or used as, investment, tax or legal advice. This Document does not constitute any recommendation or opinion 
regarding the appropriateness or suitability of an Interest for any prospective investor.  

This material is for distribution to Professional Clients only, as defined under the Financial Conduct Authority’s (“FCA”) conduct of business 
rules, and should not be relied upon by any other persons. Issued by Alquity Investment Management Limited, which is authorised and 
regulated in the United Kingdom by the FCA and operates in the United States as an “exempt reporting adviser” in reliance on the 
exemption in Section 203(m) of the United States Investment Advisers Act of 1940.

The Alquity Africa Fund, the Alquity Asia Fund, the Alquity Future World Fund, the Alquity Indian Subcontinent Fund and the Alquity Latin 
American Fund are all sub-funds of the Alquity SICAV (“the Fund”) which is a UCITS Fund and is a recognised collective investment scheme 
for the purposes of the Financial Services and Markets Act 2000 of the United Kingdom (the “FSMA”). This does not mean the product is 
suitable for all investors and as the Fund is invested in emerging market equities, investors may not get back the full amount invested.

This Document is qualified in its entirety by the information contained in the Fund’s prospectus and other operative documents (collectively, 
the “Offering Documents”). Any offer or solicitation may be made only by the delivery of the Offering Documents. Before making an 
investment decision with respect to the Fund, prospective investors are advised to read the Offering Documents carefully, which contains 
important information, including a description of the Fund’s risks, conflicts of interest, investment programme, fees, expenses, redemption/
withdrawal limitations, standard of care and exculpation, etc.  Prospective investors should also consult with their tax and financial advisors 
as well as legal counsel. This Document does not take into account the particular investment objectives, restrictions, or financial, legal or tax 
situation of any specific prospective investor, and an investment in the Fund may not be suitable for many prospective investors. 

An investment in the Fund is speculative and involves a high degree of risk. Performance may vary substantially from year to year and even 
from month to month. Withdrawals/redemptions and transfers of Interests are restricted. Investors must be prepared to lose their entire 
investment, and without any ability to redeem or withdraw so as to limit losses.

References to indices herein are for informational and general comparative purposes only. There will be significant differences between such 
indices and the investment programme of the Funds. The Fund will not invest in all (or any material portion) of the securities, industries 
or strategies represented by such indices. Comparisons to indices have inherent limitations and nothing herein is intended to suggest or 
otherwise imply that the Fund will, or are likely to, achieve returns, volatility or other results similar to such indices.  Indices are unmanaged 
and do not reflect the result of management fees, performance-based allocations and other fees and expenses.

All Fund performance results presented herein are unaudited and should not be regarded as final until audited financial statements are 
issued.  Past performance is not necessarily indicative of future results. All performance results are based on the NAV of fee paying investors 
only and are presented net of management fees, brokerage commissions, administrative expenses, and accrued performance allocation, if 
any, and include the reinvestment of all dividends, interest, and capital gains. Net returns shown herein reflect those of an investor admitted 
at inception of the Fund, and are representative of a regular [shareholder], net of applicable expenses and reflect reinvestment of dividends 
and interest. In the future, the Fund may offer share in the Fund with different fee and expense structures.

The Fund’s investment approach is long-term, investors must expect to be committed to the Fund for an extended period of time (3-5 
years) in order for it to have an optimal chance of achieving its investment objectives.

This Document may not be reproduced in whole or in part, and may not be delivered to any person (other than an authorised recipient’s 
professional advisors under customary undertakings of confidentiality) without the prior written consent of the Investment Manager.

SWISS INVESTORS:

The prospectus, the Articles of Association, the Key Investor Information Document “KIIDs” as well as the annual and semi-annual report of 
the Fund is available only to Qualified Investors free of charge from the Representative. In respect of the units distributed in Switzerland to 
Qualified Investors, place of performance and jurisdiction is at the registered office of the Representative. Funds other than the Luxembourg 
domiciled Alquity SICAV mentioned in this document may not be admitted for distribution in Switzerland. 

Swiss Representative: FIRST INDEPENDENT FUND SERVICES LTD., Klausstrasse 33, 8008 Zurich. 

Swiss Paying Agent: Neue Helvetische Bank AG, Seefeldstrasse 215, CH-8008 Zurich.


