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GLOBAL 
MARKET 
UPDATE

5 TO 11 FEBRUARY: GROWING PAINS

THIS WEEK’S GLOBAL EQUITY MARKET MOVERS

DEVELOPED
Top 3: Denmark -3.10%, Luxembourg -4.19%, New Zealand -4.90%
Bottom 3: Sweden -8.04%, Netherlands -7.70%, Europe -7.53%

EMERGING
Top 3: Abu Dhabi -0.28%, Egypt -1.79%, Dubai -2.54%
Bottom 3: China "H" -12.06%, China "A" -9.55%, Hong Kong -9.46%

FRONTIER
Top 3: Ghana 4.85%, Laos 2.19%, Sri Lanka 0.73%
Bottom 3: Venezuela -99.94%, Argentina -9.98%, Vietnam -9.12%

After the volatility explosion of the past 2 weeks, which came after 2 years of market calm and 
serenity, it would be easy to get carried away. However, the outlook can really be distilled to a single 
question: 

Is enough inflation building to prompt a monetary tightening that will derail the (booming) global 
economy?

In a word, our answer is no. As we have repeated over the past few weeks, the US (where there is the 
greatest potential for higher rates) is later cycle than most peers and therefore not a fair proxy for 
the rest of the world. Indeed, even state-side inflation expectations remain relatively subdued (the 
5Y5Y forward inflation swap roughly unchanged over 12 months at 2.39%). However, we should be 
equally clear that the market has entered a new, more volatile, regime. Central bank liquidity will 
now be biased to tighten, and every strong data print will have investors considering the negative 
implications of overheating and inflation. Our judgement is simply that (for now) the build up of such 

headwinds will be modest and insufficient to stop growth in its tracks.

UNITED STATES
S&P 2,620 -5.16%, 10yr Treasury 2.88% +1.01bps, HY Credit 
Index 354 +52bps, Vix 29.06 +11.75Vol

US equities suffered their 2nd consecutive weekly loss 
and the worst for 2 years. After such extreme low volatility, 
it is perversely refreshing to report the narrow-focused 
Dow Jones Industrial Average registered declines of over 
1,000 points for the 1st and 2nd time ever during the week, 
with Monday’s loss the 25th worst day on record. This led 
to multi-year highs in the VIX. From a sector perspective, 
no one was spared although energy fared worst given an 

almost 10% drop in the oil price (WTI trading below USD 
60) as US production was reported to have topped 10 
million barrels per day.

Despite the price action, fundamental data was extremely 
positive. At the macro level, the ISM non-manufacturing 
index reached its highest level in 10 years and weekly 
jobless claims fell to their lowest since 1973 (when 
the labour market was a fraction of its current size). 
Moreover, earnings season continues to progress better 
than expected; after 70% of the S&P 500 have reported, 
81% have beaten expectations (more than normal) and 
aggregate earnings growth estimates have been upgraded 
to 14% (the 3rd quarter out of the last 4 with double-digit 
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gains).

Market moves are because of rather than in spite of strong 
data. Even with safe-haven buying, the US 10-year appears 
to have settled in a new, higher yield, trading range and the 
probability of a FED rate hike next month (21st March) was 
little changed at 72% versus 76% a week ago and 67% a 
month back. We believe the February employment report 
released during the first week of March now becomes 
critical. If average hourly earnings pop above 3%, the US 10 
year could break 3% yield.

In the background, Jerome Powell was sworn in as 
chairman of the FED on Monday. His first major public 
appearance will be on the 28th February, when he appears 
before the House Financial Services Committee. Elsewhere 
in Washington, the House and Senate finally agreed a 
longer-term budget. After a 2-hour shut-down, a 2-year 
agreement was signed by President Trump.

EUROPE
Eurostoxx 3,334 -7.53%, German Bund 0.77% -2.20bps, 
Xover Credit Index 269 -28bps, EURUSD 1.226 +1.67%

In Germany, Angela Merkel finally concluded a new “grand 
coalition” between her CDU party and the left of centre 
Social Democrats. The deal is subject to approval by 
members of the SPD via a postal vote, which will take at 
least to the end of the month. A part of the deal, the SPD 
will control the finance, labour and foreign ministries. In 
addition, the treaty is seen as broadly pro-Europe, which 
may help French President Emmanuel Macron’s vision of an 
“ever closer union”. 

In the UK, the Bank of England MPC voted unanimously to 
leave rates on hold at 0.50%. However, the accompanying 
inflation report was hawkish stating “The Committee 
judges that, were the economy to evolve broadly in line 
with the February Inflation Report projections, monetary 
policy would need to be tightened somewhat earlier and 
by a somewhat greater extent over the forecast period 
than anticipated at the time of the November Report, in 
order to return inflation sustainably to the target.” This 
raises the prospect of a 2nd rate hike by the end of the 
summer.

The BOE remains on the back foot, with stubborn inflation 
forcing a tightening bias. However, the economy is near the 
bottom of the global pile. This week, the services PMI came 
in at the lowest level in over a year (compared with a multi-
year high in continental Europe). 

The Central Bank of Russia cut rates by less than some 
expected (by 25bps to 7.50%) but struck a dovish tone. The 
National Bank of Poland left rates on hold at 1.50%.

ASIA PACIFIC
HSCEI 1,189 -12.06%, Nikkei 2,138.00 -6.66%, 10yr JGB 0.07% 
0bps, USDJPY 108.620 -1.20%

Asian markets continued to succumb to profit taking last 
week, with MSCI Asia Pac ex Japan falling -5.6%, taking 
the index in to negative territory for the year. 

Global factors continue to drive volatility in Asia, with 
economic growth within the continent itself remaining firm 
and monetary policy remaining largely benign. The Reserve 
Bank of India, the only major central bank in Asia that had 
the potential to signal accelerated tightening in keeping 
with the Fed’s trajectory, opted for a pause last week. 

Chinese H Shares saw the largest correction of any major 
market globally, with the HSCEI down -12.1%. After a 
narrow mega-cap rally in 2017, those same stocks took 
significant pain during the selloff. A Shares fared marginally 
better, with SHCOMP down -9.6%. 

Switching focus from markets to fundamentals, Chinese 
economic data for 2018 continues to suggest that 
last year’s positive momentum is continuing, though 
seasonality effects should rightly dampen any over-
excitement.

China’s import growth for January came in at 36.9% YOY, 
up from 4.5% in December. In 2017, however, Chinese New 
Year fell in January, whereas this year it falls in February, 
meaning that January 2018 had a higher number of 
working days than the corresponding month last year. Even 
adjusting for this, however, the underlying trend shows 
acceleration from the previous month, on the back of 
strong domestic demand. Exports grew 11.1% YOY, up from 
10.9% YOY in December.

Inflation in China softened slightly in January. CPI fell from 
1.8% YOY in December to 1.5%, while PPI slowed from 4.9% 
YOY to 4.3%. 

The Reserve Bank of India left rates on hold at 6.0% last 
week.

With government bond yields rising 100bps in India since 
mid-2017, inflation running above target, and oil prices 
near three-year highs, markets began to ask whether the 
RBI’s multi-year easing cycle was on the verge of reversing. 
Despite these factors, the RBI left rates on hold, while 
striking a neutral but cautious tone. 

We believe that the jigsaw puzzle of the RBI inflation 
forecasts, growth forecast, rhetoric and rates action 
suggests in aggregate that the central bank is reluctant to 
raise rates in the current environment. 

The central bank is forecasting inflation in the range of 
5.1% to 5.6% for the first half of fiscal year 2019; the six 
months beginning 1st April 2018. This is well above the 
RBI’s target rate of 4%. The combination of forecasting 
above-target inflation and keeping rates on hold confirms 
our view that the RBI is willing to look through short-
term factors in policymaking, allowing CPI inflation to run 
above 4% so long as the underlying cause is perceived as 
being transient. In this instance, the RBI is signalling its 
preparedness to wait out the effects of higher oil and food 
prices. 

In addition, with the economy still in a nascent stage of 
recovery from the disruptions of GST and demonetisation, 
the RBI can call on the arguments that spare capacity will 
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help moderate inflationary pressure, in addition to not 
wanting to tighten while growth is underperforming. 

Inflation accelerated in the Philippines in January, to 
3.9% YOY, from 3.0% in December. Despite this, the central 
bank left rates on hold this week, citing the short term 
inflationary impact of new tax reform measures, though 
signalling vigilance in the face of further price pressure in 
the coming months. 

LATIN AMERICA
MSCI Lat Am 2,952 -5.95%

Brazil’s central bank cut the SELIC rate by 25bps, taking it 
to 6.75%, a new historical low. 

Since October 2016, the central bank brought the real 
interest rate from 6.9% to 2.8%, an easing cycle that is 
nearing the end (as the neutral rate of interest rate is 
estimated to be around 3% by the central bank). 

Chile’s business confidence indicator returned to 
expansionary territory after almost 4 years, reaching 
53.8 pts in January. The 9.8 points increase compared to 
the previous month is the biggest monthly advance in the 
index’s history. This publication was accompanied by a 
good retail sales print for December, coming in at 4.8% 
YOY in December (from 5.6% in November), above the 
market consensus.

Peru’s central bank decided to keep the benchmark 
interest rate on hold at 3.0% despite persistent declines 
in both headline and core inflation (both standing below 
the BCRP’s 2% target as of January) coupled with 
disappointing GDP growth in 4Q17. 

Colombia January CPI came in at 3.68% YOY, within the 
target range of the central bank for the first time since 
September 2017. This came as a result of a favourable 
statistical base due to the VAT hike established a year ago, 
stronger currency and lower indexation mechanisms (like 
a more moderate increase in the minimum wage in 2018 
compared to previous years).

The monetary policy committee may have acted pre-
emptively, stating in its last communique that they had 
delivered the last cut of the easing cycle. 

Mexico’s gross fixed investment fell another 4.5% YOY 
in November. The weakest component of domestic 
demand was dragged down by the fiscal consolidation 
and uncertainties associated to NAFTA renegotiation and 
presidential elections. 

This confirms the late stage of the Mexican economic cycle, 
also concomitant with the US cycle.  

AFRICA
MSCI Africa 967 -4.44%

The political impasse in South Africa rumbled on for 

another week. The State of the Nation address scheduled 
for February 8 was postponed following 1) calls from within 
the ruling ANC party for President Zuma to step aside for 
Cyril Ramaphosa, and 2) opposition parties threatening to 
disrupt the address. In the background, Ramaphosa and 
the new ANC leadership continued engaging with Zuma 
to force a transition of power before Zuma’s term officially 
ends next year. A new date for SONA appears to depend 
on the outcome of this discussion. 

Staying in South Africa, data prints were mixed:

• Private-sector activity contracted in January for the 
sixth consecutive month. The rate of deterioration 
eased to 49.0 in January from 48.4 in December, 
however the index remained below the 50 mark that 
separates expansion from contraction.

• Business confidence rose to 99.7 in January from 
96.4 in December, its highest since late 2015, on 
expectations that the new leadership of the ruling 
party will stabilise economic policy. 

The outlook for the South African economy in the next 
12 to 18 months will be driven by the outcome of the 
negotiations with Zuma. The Rand has advanced c.20% 
since Ramaphosa was elected president of the ANC in 
December, while other indicators, though weak, have been 
ticking up. A quick transition of power to Ramaphosa will 
see this positive trend continue, while continuation of 
Zuma’s tenure through to 2019 could see a reversal back to 
the lows of November 2017.

In Egypt, consumer price inflation fell to 17.1% YOY in 
January from 21.9% in December. On A MOM basis, 
inflation contracted 0.2%, while core inflation also fell to 
14.4% YOY from 19.9% a month earlier.

Easing inflation is encouraging for the central bank which 
has declared its intention to cut rates soon.

Moving on to Kenya, PMI came in at 52.9 points in 
January, little-changed from December’s 12-month high 
of 53.0. Output rose to its highest reading since January 
2016; 57.0 from 54.5 in December. This marks the second 
consecutive month of expansion and compares to the 34.4 
reported in October 2017 amid political deadlock after a 
disputed election. 

Lastly, Tunisia’s annual inflation rose to a 20-year high of 
6.9% YOY in January from 6.4% in December. 

PLEASE CONTINUE 
FOR MARKET DATA.
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THE WEEK AHEAD
Date Consensus

UNITED STATES
US fiscal balance (JAN) Bn USD Fri/12 50.0

US CPI (JAN) % YOY Wed/14 2.0

US retail sales (JAN) % MOM Wed/14 0.3

US industrial production (JAN) % 
MOM

Thu/15 0.2

Michigan consumer sentiment 
(FEB)

Fri/16 95.5

EUROPE
UK CPI (JAN) % YOY Tue/13 2.9

Eurozone GDP (Q4) % QOQ Wed/14 0.6

Sweden interest rates % Wed/14 -0.5

Eurozone industrial production 
(DEC) % YOY

Wed/14 4.2

Poland GDP (Q4) % YOY Wed/14 5.2

Eurozone trade balance (DEC) 
Bn EUR

Thu/15 22.5

UK retail sales (JAN) % YOY Fri/16 2.3

ASIA PACIFIC
India CPI (JAN) % YOY Mon/12 5.1

Japan GDP (Q4) % QOQ annu-
alized

Tue/13 1.0

Taiwan GDP (Q4) % YOY Tue/13 3.3

Malaysia GDP (Q4) % YOY Wed/14 5.7

Thailand interest rate % Wed/14 1.5

Indonesia interest rate % Thu/15 4.3

LATIN AMERICA
Colombia GDP (4Q) Thu/15 1.9

AFRICA
Nigeria CPI (JAN) % YOY Wed/14 15.1

Egypt interest rate % Thu/15 17.8
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GLOBAL MARKET DATA
5 TO 11 FEBRUARY
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GLOBAL MARKET DATA (CONTD.)
5 TO 11 FEBRUARY
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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.


