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GLOBAL 
MARKET 
UPDATE

23 TO 29 OCTOBER: CRAMMNG IT IN

THIS WEEK’S GLOBAL EQUITY MARKET MOVERS

DEVELOPED
Top 3: Japan 2.04%, Singapore 0.90%, France 0.58%
Bottom 3: Luxembourg -4.23%, Finland -2.68%, Sweden -2.55%

EMERGING
Top 3: India 1.88%, Thailand 1.15%, Egypt 1.01%
Bottom 3: Turkey -4.01%, Colombia -3.55%, Brazil -2.98%

FRONTIER
Top 3: Venezuela 20.78%, Bermuda 5.25%, Kenya 2.75%
Bottom 3: Namibia -4.59%, Slovenia -3.33%, Romania -2.63%

With every data point, the strength and breadth of 2017’s global economic acceleration is confirmed. 
Truly, a synchronised expansion is in progress with considerable momentum. However, financial 
markets do not necessarily move in lock step with fundamentals and, of course, nothing lasts forever. 
Last week there were large divergences at the sector and country level, with global equities falling in 
aggregate. Indeed, we are in a period with considerable news flow and event risk – and (from a purely 
tactical standpoint) there are some signs of fatigue.

This coming week, corporate earnings season continues, the Bank of England is expected to raise 
rates (with the BOJ and FED also holding meetings), Republicans in the US are likely to reveal their 
tax reform bill, it is rumoured there will be the first arrests linked to Robert Mueller’s Russian vote 
rigging inquiry (prompting a string of tweets from the POTUS yesterday) and Donald Trump may 
announce the new chairperson of the FED. Events in Catalonia will also be in focus.

Brent Crude oil traded above USD 60 for the first time in 2 years on Friday.

UNITED STATES
S&P 2,581 +0.23%, 10yr Treasury 2.40% +2.19bps, HY Credit 
Index 312 +4bps, Vix 10.31 -0.17Vol

For the second week in a row, US equities dragged their 
feet until Friday, before rallying aggressively into the 
weekend. This included a 2.2% 1 day gain for the Nasdaq 
(best day in a year) and means the S&P 500 has just 
recorded 7 consecutive positive weeks for the first time in 
nearly 3 years. The basis for Friday’s rally was manifold:

• Blowout results from tech giants including 
Alphabet (Google), Microsoft, Intel, Twitter (1st 
ever quarter in profit) and Amazon (+13.22% on the 

day making Jeff Bezos the world’s richest man). 
After 45% of S&P 500 has reported, the blended 
year-over-year earnings growth is at 4.7% (2.5% ex 
Energy and with Information Technology growing 
at 14.8%). Another 135 firms report this week.

• A surprisingly strong advanced estimate for US Q3 
GDP at 3% (after 3.1% in Q2 and potentially lining 
up the first back-to-back quarters above 3% since 
2014).

• Reports that Donald Trump will appoint Jerome 
Powell as the next chair of the FED; the least 
controversial candidate and someone with a dovish 
bias. This is likely to be confirmed this week.
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 As a result, the US 10-year Treasury yield touched its 
highest level since March at 2.46%, before moderating 
to 2.42% (little changed on the week). Nonetheless, given 
news flow elsewhere (see below) the USD had its best 
week of the year, gaining some 1.3% on a trade weighted 
basis. Indeed, US bond volatility is at a 5 month high and 
numbers this week (payrolls and PCE inflation) could 
influence whether a “taper tantrum” is in the offing.

The rally did not, however, “float all boats”. Healthcare 
stocks fell sharply on weak results and news that Amazon 
had sought approval to become a wholesale distributor 
of drugs across a number of states. Indeed, the small-cap 
Russell 2000 Index also missed the tech party, ending the 
week lower. In terms of broader economic data, durable 
goods, real consumer spending and new home (fastest 
rate of increase in 10 years) sales all beat expectations.

After lagging for the first half of the year, US economic data 
has turned decidedly better over the last 2 months. The 
Q3 advanced GDP estimate may yet be revised lower, but 
for now suggests impressive resilience despite the hit from 
recent hurricanes. Moreover, core inflation is still well below 
target at 1.3%, which will moderate the pace of the FED’s 
hiking cycle. At first glance the US economic backdrop is 
therefore impressive – and the renewed impetus surprising. 
Our interpretation is that despite being a relatively closed 
economy, this last acceleration is in large part explained 
by a delayed feed through from the synchronised global 
expansion. The data supports this thesis; US exports 
struggled in 2015/16 but have improved over the last 2 
quarters, with net trade contributing 0.4% to growth in the 
Q3 estimate.

Nonetheless, we reiterate our view of a late cycle 
positioning for the economy. Whilst low inflation can 
temper monetary tightening, the FED will continue to taper 
and raise rates (ahead of the rest of the world). Fiscal 
stimulus remains a possibility, albeit we struggle for faith 
in the Trump administration. Last week the House passed 
the budget blueprint by a slender 216-212 votes (following 
Senate’s 51-49 vote approval the week prior).

EUROPE
Eurostoxx 3,658 -0.36%, German Bund 0.39% -6.90bps, 
Xover Credit Index 231 -9bps, EURUSD 1.163 +1.51%

At last week’s ECB meeting, the governing council 
achieved a “dovish taper”, announcing it would reduce its 
bond buying from EUR 60bn to EUR 30bn in January for a 
minimum of 9 months. Moreover:

• Principal repayments will be reinvested “for an 
extended period of time after the end of net asset 
purchases”.

• The GC decided “with a large majority” to keep the 
open-ended nature of QE, that is to say leaving 
it probable that asset purchases will not end 
completely in September.

• Interest rates are still forecast to stay at present 
levels well past the end of the QE programme.

The net result, was a decline in bond yields and a 
weakening in the EUR.

The ECB’s announcement was at the more accommodative 
end of analyst expectations in terms of the balance 
between length and size. As in the US, it is low inflation that 
is allowing the central bank more rope. Unlike the US, the 
European economy still has significant slack and therefore 
policy still has a net loosening bias.

In terms of economic data, PMIs moderated from elevated 
levels, but are still consistent with above trend growth. The 
Ifo survey in Germany was more bullish, with the Business 
Climate index hitting an all-time high. The DAX index also 
touched a new record.

In Spain, the Catalan parliament voted for a unilateral 
declaration of independence, which prompted an 
immediate approval by the Spanish Senate of measures to 
remove the Catalonian President and his government. After 
anti-independence protests this weekend, today will be a 
key test of the state’s authority; will ministers defy direct 
rule?

Ahead of the Bank of England meeting on Thursday, the 
preliminary release of Q3 GDP for the UK came in better 
than expected at 1.5% YOY. This all but cements an interest 
hike – albeit there may be 1 or 2 dissenters and the market 
expects this to be a “one and done” policy tightening. 
Elsewhere, 5 British business groups, including the 
Confederation of British Industry and the British Chamber 
of Commerce, wrote to Prime Minister Theresa May to 
push for clarity and progress on Brexit. In particular, they 
highlighted the potential for reduced business investment 
and moving jobs abroad.

The Turkish lira declined sharply last week after the 
central bank kept rates on hold and amid souring relations 
with international partners. Turkey has an over-reliance on 
foreign funding and reports suggest Germany is seeking to 
reduce credit from European institutions. Meanwhile, the 
National Bank of Hungary kept the deposit rate at 0.9%, 
but gave a dovish outlook with the potential for further 
unconventional policy to bring down long-term yields.

ASIA PACIFIC
HSCEI 1,159 +0.72%, Nikkei 2,201.00 + 2.04%, 10yr JGB 0.07% 
0bps, USDJPY 113.690 +0.13%

In Japan, the Nikkei’s longest ever winning streak of 16 days 
came to an end but brought the index to its highest level in 
21 years. Inflation figures however disappointed, with YOY 
Nationwide core inflation coming in at 0.7%.

China’s 19th Party Congress drew to a close on Wednesday. 
The key events of the congress all unfolded largely in line 
with expectations, including the membership of the new 
Politburo Standing Committee and the additions to the 
Communist Party’s constitution. 

The most significant development regarding the new 
Standing Committee relates to the lack of an obvious 
successor to President Xi Jinping among the membership, 
should he choose to step down in 2022 after serving 
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the customary 10-year presidential term. Given the 
institutionalised retirement age of 68 among China’s top 
leadership ranks, none of the current Politburo members 
would be young enough in 2022 to be able to succeed the 
current president, the first time such a situation has arisen 
for over 20 years. 

The prospect of President Xi breaking from the traditional 
10-year presidential term presents two interesting points. 

Firstly, Xi’s consolidation of power over the last five years, 
compounded by his healthy popularity both within the 
Communist Party and among the Chinese population, 
creates a platform for the type of strong leadership of 
which much of the West is currently devoid. With this 
platform, Xi has the power to continue making progress in 
economic reforms as part of his plans for the “rejuvenation” 
of China. 

The second point, however, is what a 15 or 20-year 
presidential reign represents in terms of a departure 
from the norms which have served China for the last two 
generations, providing the policymaking bedrock for the 
world’s most dramatic economic transformation in history. 
Term limits and mandatory retirement ages have helped 
China avoid the pitfalls of leadership entrenchment and 
staleness of policymaking that plagued communist regimes 
of other nations, while providing continuity frameworks and 
long term succession guidelines. On a longer term view, 
breaking these structures potentially opens the door to a 
more dictatorial and single-minded leadership environment. 

Given his relative degree of success in guiding the 
economy through an ongoing transition phase over the 
last five years, including avoiding a hard-landing for the 
economy in 2016 and making important progress on 
supply-side reform, we believe the market would view a 
prolonged period of President Xi-induced stability among 
the Communist Party leadership as a long term positive for 
China. 

Marking the President’s unprecedented centralisation of 
power since taking office in 2012, President Xi formally 
became arguably China’s most powerful leader since Mao 
after having a new body of political thought added to the 
Communist Party’s constitution under his name. Along 
with Mao Zedong, only Deng Xiaoping’s influence has been 
enshrined in the party’s DNA in this way, making Xi only the 
third President with a specific entry in the constitution. 

On the macro side, China’s industrial profit growth rate 
came in at 28% YOY in September, accelerating from the 
24% growth rate registered in August, and hitting a six-
year high. This has been supported by both volume and 
pricing growth, with both PPI inflation and industrial output 
volumes posting strong gains in 2017. 

India’s government announced a US$32bn recapitalisation 
programme for public sector banks, in an attempt to tackle 
the chronic asset quality and undercapitalisation issues 
which have plagued the state institutions which together 
account for around 80% of the banking sector, and have 
significantly weighed on system-wide credit growth in 
recent years. 

The Indian government has bitten the bullet on a 
longstanding politically sensitive issue, by investing 

the equivalent of 1.3% of GDP in to essentially failing 
institutions, in an attempt to break the cycle of high NPLs, 
weak balance sheets and slow credit growth. 

We see this as overall positive for the Indian economy. 
Whilst the impact on fiscal discipline is negative, we believe 
this is likely to be overridden by higher credit growth over 
the medium term, in addition to the further vindication 
this development offers to our view that this government 
is able to execute on big ticket economic reforms and 
prioritise long term development objectives over and 
above any desire to inject short term growth through fiscal 
freebies. 

South Korea’s economy grew faster than expected in 
Q3, with GDP expanding 3.6% YOY, versus consensus 
expectations for a 3.1% expansion. This is an acceleration 
from the 2.7% growth rate witnessed in Q2. The impact of 
net exports flipped over during the quarter, from detracting 
-0.8pp from GDP growth in Q2, to contributing +0.9pp 
in Q3, though domestic demand showed sequential 
weakness. 

LATIN AMERICA
MSCI Lat Am 2,852 -2.63%

Argentina’s president Macri received a big vote of 
confidence in favour of his reform agenda last week after 
his Cambiemos alliance gained ground in congressional 
mid-term elections. Macri’s ally, Esteban Bullrich, defeated 
ex-President Cristina Fernandez de Kirchner in the key 
battleground of Buenos Aires province. At a national level, 
Cambiemos won in 12 out of 24 provinces and gained 
between 42% of the total vote. 

The result means gains for Macri in both houses of 
Congress, and will likely strengthen his chances of passing 
an overhaul of tax and labour laws that he says are an 
impediment to economic growth.

Argentina’s central bank raised the monetary policy rate 
by 150 bps to 27.75%, while consensus was for no change. 

However, this move was not a surprise to us after 
September’s inflation reading (1.9% headline inflation 
and 1.6% core inflation) that showed an acceleration from 
August that brought YOY inflation to 23.8%. This move 
was inevitable as the central bank must anchored inflation 
expectations much lower and show it is not afraid of 
tightening to fight an inflation that is proving much stickier.  

Brazil’s central bank delivered a widely expected 75bps 
rate cut to 7.5%. There were no reasons not to reduce 
real rates as inflation remains stable around 2.5%, inflation 
expectations are well anchored, the external environment 
is benign and the economy shows signs of recovery. 
Consensus is now for a 50bps cut next meeting in 
December, there is more uncertainty and data dependency 
with regards to the monetary policy I 2018. 

Brazil’s Lower House rejected the request to open a 
criminal charge against President Temer by 251 votes 
against 233 votes (vs. 263 and 227 in the previous charge).  
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The lower number of votes for Temer as compared to the 
previous charge may be a signal of a very low chance of 
approving the Pension Reform. Although Finance Minister 
Enrique Mereilles keeps pushing a sense of urgency, even 
on a watered-down version of the pension reform, the 
president of the Chamber of Deputies, Rodrigo Maia, 
pointed out that it is going to be very difficult to find a 
2/3 majority to pass this reform. With elections coming 
in next fall (October 2018), some reform fatigue and the 
sense of urgency fading away as all economic indicators 
are recovering, one must wonder if the opportunity 
window for structural reforms is not closing too fast for this 
administration. 

Brazil’s business confidence in the industrial sector 
rose 2.0 points mom/sa in October to 94.7. The index 
maintains an upward trend, in line with a gradual recovery 
in economic activity.

Brazil’s last 12 months current account deficit fell to USD 
12.6Bn or 0.6% of GDP after the September figure reached 
its highest level since 2007. 

Fitch reaffirmed Colombia’s BBB rating and increased the 
outlook from negative to stable. Although “structural and 
cyclical constrains such as commodity dependence, limited 
fiscal flexibility, low GDP per capita, and weak governance 
indicators continue to weigh on Colombia’s ratings”, “the 
country’s positive track record of credible, flexible and 
consistent macro policies, in addition to its macro-financial 
stability” saved Colombia from being downgraded. 

The direction of travel for Colombia is positive but it is not 
moving fast enough:

• The current account deficit is closing (from 6.4% of 
GDP in 2015 to 2.8% in 2017, as per Fitch),

• Inflation now stands within BanRep’s target range 
after a sharp downward trend from the 16-year high 
of 9% in mid-2016, while it is expected to fall further 
next year to 3.6%,

• The fiscal deficit is still too high (2017 deficit target 
of 3.6% of GDP). Revenue-enhancing reforms are 
limited after the VAT reform of December 2016 
and a corporate tax rate that already burdens the 
competitiveness of Colombian companies. At the 
same time, cutting expenditure will be difficult 
before 1H18 elections. 

• The economy is facing an extended period of sharp 
slowdown in economic activity with GDP reaching 
1.9% growth in 2017. The output gap remains large. 

Colombia’s Manufacturing output and retail sales 
respectively fell by 3.1% and 1.2% YOY in August

Peru’s trade balance registered a surplus of USD 433Mn in 
August, bringing the rolling 12-month trade surplus to USD 
4.97Bn (2.3% of estimated 2017 GDP) boo sted by mining 
exports.

AFRICA
MSCI Africa 861 -2.46%

The South African Rand weakened 3% in the week 
to its 10-month low (R14.10/USD) after the mid-term 
budget flagged weaker growth expectations and rising 
government debt:

GDP growth estimates were revised down from 1.3% to 
0.7% for 2017, 1.1% in 2018 and 1.5% in 2019;

• Tax revenue shortfall of R209.5bn over three years 
vs. R34.8bn expected, and tax revenue growth 
revised down to 6.1% in the current fiscal year from 
10.6%;

• A c.R14bn bailout of two SOEs, South African 
Airways and South African post office, will see 
budget deficit widen to 4.3% of GDP in 2017/18 
vs. 3.1% projected in the February budget, and 
expenditure ceiling breached by R3.9bn though 
the government plans to dispose some of its 39.3% 
stake in Telcom and other assets to avoid the 
breach;

• Gross national debt is forecast to increase to 61% of 
GDP by 2022 while c.15% of budget revenue would 
go towards servicing debt by 2020/21, up from 
8.8% in the 2008/09. 

The revised GDP growth estimates are in line with both IMF 
and World bank’s estimates, and were therefore expected. 
However, sale of assets to plug holes in poorly managed 
SOEs, the high likelihood of more demand from other SOEs 
(particularly ESKOM which is a benefactor of a R350bn 
government guarantee), rising debt and deferring difficult 
decisions (i.e. tax measures to fund revenue shortfall) 
to the next budget in February 2018, heightens the risks 
of a  further credit rating downgrade (decisions from 
Moody’s and S&P are expected in November, Fitch has 
already junked both foreign and local South African debt) 
which would  lead to the ejection of rand-denominated 
bonds from widely tracked global indices and heap more 
pressure on the currency. South Africa urgently needs good 
governance and growth. The dire state of the country’s 
finances ought to be a watershed moment for the ANC. 

In Kenya, the repeat presidential election went ahead with 
a much lower turnout, as low as 34%, and without the 
leading opposition party. Early official results suggested 
that the incumbent, President Uhurru Kenyatta, would win 
96% of the vote. The country remains polarised and further 
legal challenges are expected.

Lastly, MSCI will retain Nigeria in its Frontier Market Index 
on the back of an “improved outlook for foreign investors”. 
This comes a year after MSCI said it was considering 
removing Nigeria from the index.

PLEASE CONTINUE FOR 
MARKET DATA
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THE WEEK AHEAD
Date Consensus

UNITED STATES
Case-Shiller Index (AUG) % YOY Tue/31 5.9

FED rate decision % Wed/01 1.0

Manufacturing PMI (OCT) Wed/01 59.1

Non-farm payrolls (OCT) th Thu/02 310

Tarde balance (SEP) USD Bn Fri/03 -43.5

EUROPE
Eurozone industrial confidence 

(OCT)
Mon/30 7.1

Eurozone consumer confidence 
(OCT) 

Mon/30 -1.0

Eurozone unemployment rate 
(SEP) %

Tue/31 9.0

Eurozone GDP (Q3) % QOQ Tue/31 0.5

Eurozone HICP (OCT) % YOY Tue/31 1.5

BoE rate decision % Thu/02 0.5

ASIA PACIFIC
Japan industrial production 

(SEP) % MOM
Tue/31 -1.6

Taiwan GDP (Q3) % YOY Tue/31 2.1

China manufacturing PMI Wed/01 51.0

LATIN AMERICA
Mexico GDP (Q3) % YOY day-date x%
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GLOBAL MARKET DATA 
23 TO 29 OCTOBER
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GLOBAL MARKET DATA (CONTD.)
23 TO 29 OCTOBER
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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.


