GLOBAL
MARKET
UPDATE
1 TO 7 JANUARY: BACK WITH A BANG
THIS WEEK’S GLOBAL EQUITY MARKET MOVERS
DEVELOPED
EMERGING
FRONTIER

Top 3:

Portugal 4.44%, Italy 4.38%, Norway 4.23%

Bottom 3:

UK 0.77%, Australia 1.59%, Switzerland 1.65%

Top 3:

Brazil 5.92%, Russia 5.70%, Colombia 4.97%

Bottom 3:

Egypt -0.20%, South Africa 1.04%, India 1.13%

Top 3:

Argentina 5.62%, Pakistan 4.74%, Peru 4.21%

Bottom 3:

Laos -1.19%, Bermuda -1.14%, Namibia -1.05%

Whilst 2017 was a year in which economic conditions were favourable for just about all asset classes,
2018 has kicked off in more traditional “risk-on” style. Last week equities rallied aggressively (with
more cyclical and emerging markets out-performing) but government bonds were mostly lower. If
this trend continues, at some point there will be a feedback loop in which higher borrowing costs
prompt a re-evaluation of equity prices and economic forecasts. Given the strength of global growth,
it is probably too early to worry about this. Indeed, the real “canary in the coal-mine” will be higher
inflation. This would force the hand of central banks and risk a proper bond market tantrum.

UNITED STATES
S&P 2,743 +2.60%, 10yr Treasury 2.48% +7.09bps, HY Credit
Index 292 -13bps, Vix 9.22 -1.82Vol
US markets painted an almost perfect risk-on picture last
week:
•

All major equity indices touched new all-time highs,
with defensive sectors lower.

•

The VIX volatility index registered a new all-time
closing low.

•

The US 10-year came close to its highest yield since
2014.

•

Oil prices reached their best level in 3 years.

Perhaps the only outlier was the shape of the yield curve,
with a further small flattening to the tightest differential on
the 2s-10s since before the financial crisis.
It was also an extremely heavy week for economic data,
with a positive tone to releases. The exception was the
employment report in which payrolls were lower than
expected and average hourly earnings again failed to

accelerate. Nonetheless, expectations for a FED hike in
March rose on the week to a 68% probability from around
51.7% at the turn of the year.

EUROPE

Eurostoxx 3,608 +3.17%, German Bund 0.45% +1.20bps,
Xover Credit Index 223 -10bps, EURUSD 1.199 -0.22%
Soft data for Europe started the year on a very strong
footing, with the manufacturing PMI for December
registering 60.6 (the highest level since records began in
1997). Inflation was however lower, with the core measure
at 0.9% YOY. Certainly, whilst the President of the Bank of
Austria and ECB governor Ewald Nowotny commented
that “if the economy continues to do so well, we could
let the [quantitative easing] program run out in 2018”,
we think this is less likely whilst price pressures remain
subdued.
The bullish tone even extended to Greek government
bonds, with the 10-year government security trading at
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the lowest yield in 12 years (3.73%). Indeed, all peripheral
markets out-performed.
In Germany, coalition talks between Merkel’s CDU and
the SPD re-started yesterday (and are expected to last
all week), with the Chancellor expressing confidence she
could form a new grand coalition; “I think that it can be
done. We will work very swiftly and very intensively.”
Although the UK is now clearly lagging continental
Europe, the December PMI’s point towards a resilient
economy, buoyed by the global backdrop. The composite
measure came in at 54.9, well ahead of the 50 level, which
separates contraction and expansion. The consumer is,
however, likely to be under pressure and the Gfk consumer
confidence index fell to a 4-year low.

ASIA PACIFIC

HSCEI 1,222 +4.21%, Nikkei 2,371.00 +3.64%, 10yr JGB 0.06%
0bps, USDJPY 113.370 +0.32%
Sparks were flying as Asian markets rang in the new year
with a week of strong gains. Taking a lead from strong US
performance and buoyed by continued positive Chinese
momentum, Hong King’s HSI rose 2.9% on the week to
touch a 10-year high. Chinese H shares pushed further, up
4.2%.
The Kospi rose 2.2%, as word that North and South Korea
have reached agreement to hold official dialogue for the
first time in two years was interpreted as a sign of thawing
relations on the peninsular.
China’s unofficial Services PMI jumped to a three-year
high of 53.9 in December, up from 51.9 the previous month.
This is the highest reading since August 2014 and, with the
tertiary sector accounting for over 50% of Chinese GDP, is
another strong signal of positive momentum.
Elsewhere in China, reports emerged that the government’s
official economic growth target will be left unchanged
at 6.5% for 2018, according to an unnamed government
insider. The official announcement is not expected for
another two months.
The Chinese growth target is a single number that
encapsulates all spheres of policy-making and allows
the collective set to be placed along a linear spectrum,
with ‘pure reform focused’ at one extreme and ‘pure
growth focused’ at the other. Keeping the GDP growth
target unchanged signals that the government’s position
along this spectrum will also remain constant. Having last
experimented with a more reform-focused policy approach
in 2015, only to narrowly avoid slipping in to a self-inflicted
economic crisis in the process, we envisage the current
spectrum position to remain a multi-year status quo. Within
this framework, growth naturally declines as China becomes
more developed, while the government’s stance towards
growth remains unchanged.

of ‘certain but gradual’ economic recovery, following
GST implementation and demonetisation, continues to
materialise.
Inflation in Thailand printed lower than expected at 0.78%
YOY, in large part due to base effects.
In Indonesia, inflation came out at 3.6% YOY for
December. The increase, from 3.3% in November, came on
the back of higher food and transport costs.

LATIN AMERICA

MSCI Lat Am 2,969 +4.99%
Chile’s manufacturing production increased by 1.9% YOY
during November 2017, while the unemployment rate
decreased to 6.5% in the quarter to November (-20bps vs.
the previous quarter).
Brazil Retail sales fell 0.9% MOM in October in seasonallyadjusted terms, below market consensus.
In the course of 2018, consumption should start benefiting
from lower interest rates, lower household debt levels
and gradual improvement in the labour market (declining
unemployment rate to 12.0%), which is pushing the
aggregate real wage bill by 4.5% YOY in November.
Brazil’s Industrial production expanded 0.2% MOM in
October, sustaining its gradual rebound.
Brazil’s trade balance posted its largest surplus in the
series history, completing its 3rd strong consecutive print.
The trade balance posted a USD 67.1Bn surplus in 2017
(from USD 47.7Bn in 2016).
Argentina placed USD 9bn of debt last week at favourable
rates. The government sold bonds with maturities of 5, 10
and 30 years to yield 4.625%, 6% and 6.95% respectively.
Demand for the bonds totalled USD 21.4Bn.
There is still very strong appetite for EMD and high yield
fixed income. The market seems very confident when
pricing the 30y Argentinian bond only less than 12bps
below its 100-year bond.

AFRICA

MSCI Africa 1,018 +0.42%
South Africa’s private-sector economic activity
contracted for a fifth consecutive month in December to
a 20-month low, driven by contraction in factory output
and new orders. The Standard Bank PMI contracted to 48.4
(vs. 48.8 in November). The weak business conditions led
to 83,000 formal jobs losses between September 2016 and
September 2017.

The data flow in India demonstrates that our thesis

This shows the extent of the country’s decline under
President Jacob Zuma. Given the low base, an early
resignation (which is being rumoured) will provide a shortterm relief to the economy, however the new leadership
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faces a daunting task to return the country to sustainable
growth.
In Egypt, we saw further signs of strengthening fiscal
position:
•

•

•

International reserves increased marginally
to USD37bn in December (vs. USD36.7bn in
November) despite a net debt repayment of
USD3.2bn in the month; the CBE paid USD5.2bn
dues to African Export–Import Bank but received
USD2bn as the third tranche of the IMF loan.
Trade deficit fell 26% YOY to USD31bn in 11M2017
due to a 10bn decline in imports, and 2bn increase
in exports.
However, private sector activity contracted to 48.4
from 50.7 in November, though up from 42.8 a year
earlier after the devaluation of the EGP.

In Nigeria, manufacturing activity increased to a
record high of 59.3 points compared with 55.9 points in
November, driven by growth in business activities and
inventories.
The recovery has been attributed to stability in the foreign
exchange market. While the Naira has been stable since
the introduction of a FX trading window for investors in
April 2017, the stability has been supported by recovery in
oil production and prices which has given the central bank
(still the primary source of liquidity in the FX market) more
ammunition to defend the Naira.

THE WEEK AHEAD
Date

Consensus

UNITED STATES
PPI (DEC) % MOM

Thu/11

0.2

Initial Jobless Claims, k (4wma)

Thu/11

245.0

CPI (DEC) % MOM

Fri/12

0.2

Retail Sales (DEC) % MoM

Fri/12

0.3

RETAIL SALES (DEC) % MOM
Germany factory orders (NOV)
% MOM

Mon/08

0.0

E19 consumer confidence (DEC)

Mon/08

0.5

Romania policy rate (%)

Mon/08

1.8

Germany industrial production
(NOV) % MOM

Tue/09

1.8

Denmark CPI (DEC) % YOY

Wed/10

1.4

France industrial production
(NOV) % MOM

Wed/10

-0.5

Czech Republic CPI (DEC) % YOY

Wed/10

2.4

UK industrial production (NOV)
% MOM

Wed/10

0.4

Poland policy rate (%)

Wed/10

1.5

France CPI (DEC) % YOY

Fri/12

-

China CPI (DEC) % YOY

Wed/10

1.9

China PPI (DEC) % YOY

Wed/10

4.8

Australia retail sales (NOV) %
MOM

Thu/11

0.4

Japan BOP current account balance (NOV) JPY Bn

Thu/11

1839.0

India CPI (DEC) % YOY

Fri/12

-

India industrial production (NOV)
% MOM

Fri/12

-
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LATIN AMERICA
Brazil retail sales (NOV) % YOY

Tue/09

2.8

Mexico CPI (DEC) % YOY

Tue/09

6.8

Brazil CPI (DEC) % MOM

Wed/10

0.3

Mexico industrial production
(NOV) % YOY

Thu/11

-0.9

Peru policy rate (%)

Thu/11

-

Thu/11

-

AFRICA
South Africa manufacturing production (NOV) % YOY
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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.
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