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GLOBAL 
MARKET 
UPDATE

29 JANUARY TO 4 FEBRUARY: A LONG TIME COMING

THIS WEEK’S GLOBAL EQUITY MARKET MOVERS

DEVELOPED
Top 3: Finland 1.36%, New Zealand 0.74%, Australia -0.51%
Bottom 3: Denmark -6.42%, Canada -4.47%, Portugal -4.13%

EMERGING
Top 3: Egypt 1.40%, Malaysia 0.56%, Czech Republic 0.31%
Bottom 3: South Africa -5.94%, Philippines -3.93%, Brazil -3.85%

FRONTIER
Top 3: Ukraine 6.20%, Ghana 4.46%, Slovakia 4.04%
Bottom 3: Venezuela -22.79%, Argentina -6.74%, Lithuania -4.69%

Every week this year, we have written that the nature of the equity market rally has changed – that 
the acceleration in global growth has started to stimulate higher bond yields and energy prices, thus 
sowing potential headwinds. In the short run, we saw 3 “canaries” for investors: the US 10 year bond 
yield, the oil price and wage growth.

Last week, as if like clockwork, equities experienced their heaviest losses in 2 years after all 3 
measures broke out of their almost 4 year range. The question now is whether this represents the end 
of the bull market, or a release of pressure before new highs. We view the latter as more likely. Rising 
bond yields are rightly highlighting that global monetary policy is starting to tighten. However, aside 
a single US labour market data print on Friday (see below), core inflation pressures remain lacklustre. 
Moreover, we would suggest that the US is later cycle than its global peers and has less “slack” – i.e. 
whilst it is important, it is not fully representative of the global economy (see European inflation data 
below). Nonetheless, the market has confirmed the 2 big (and related) risk factors; higher bond yields 
and inflation.
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UNITED STATES
S&P 2,762 -3.85%, 10yr Treasury 2.85% +18.12bps, HY Credit 
Index 316 +21bps, Vix 17.31 +6.23Vol

US stocks recorded their 1st weekly loss of 2018, with the 
S&P 500 Index suffering its worst weekly fall in 2 years. 
This prompted the VIX volatility index to touch the highest 
level since November 2016 (17.60) and included heavy 
losses for healthcare (after Amazon, Warren Buffett and 
JP Morgan announced plans to establish a joint health care 
system for their employees) and Energy (following weak 
results for both Exxon and Chevron).

From a data perspective, the January jobs report was 
a blowout, with non-farm payrolls registering 200,000 
(ahead of consensus), unemployment holding at a 17-year 
low of 4.1% and, most importantly, average hourly earnings 
accelerating to 2.9% YOY (the best gain since 2009, with 
December numbers also revised higher). Other data was 
also broadly positive; consumer spending increasing 0.4% 
MOM in December, consumer confidence (both Michigan 
and Conference Board) at elevated levels and the Case 
Shiller house price index surging. Interestingly, however, the 
savings rate fell to a 12-year low and core inflation rose only 
1.5%. 

The net result of this data deluge, was a rise in bond yields, 
with the US 10-year moving to 2.83% (from 2.66% at the 
beginning of the year and 2.40% at the beginning of the 
year). The market implied probability of a rate hike by the 
FED on the 21st March is now at 77.5%, which is arguably 
too low.

Policy always acts with a lag, and the US is likely to see the 
impact of higher rates feeding through in the second half 
of this year. The old saying goes that when the US sneezes, 
the world catches a cold. Whilst it would be foolhardy to 
suggest that the US is unimportant to the global economy, 
we think it does not follow that FED rate hikes spell the 
end of the global expansion. The business cycle, on this 
occasion, is not fully synchronous and we view the US as 
later cycle than almost all the rest of the globe.

EUROPE
Eurostoxx 3,523 -3.17%, German Bund 0.76% +13.80bps, 
Xover Credit Index 252 -16bps, EURUSD 1.245 -0.21%

Data in Europe, painted a different picture, reminiscent 
of the “Goldilocks” conditions in the US a year ago. GDP 
growth for the Eurozone 2017 came in at 2.5% (better 
than the US or UK), with continued positive momentum 
signalled by the PMIs (final January number confirmed at 
59.6). However, HICP inflation came in way below target, 
with the core measure at 1%. Recall, unemployment across 
the Eurozone is still at 8.8% (albeit this masks Germany at 
3.6%). As such, there is still spare capacity in the region, 
which prompted ECB Chief Economist Peter Praet to 
suggest stimulus needs to remain in place.

Nonetheless, European bond yields rose in sympathy with 
the US; the German Bund yield touching 0.76% (a 2 year 
high). As a reminder, on the 4th March, Italy holds a general 
election, with a hung parliament a strong possibility.

In the UK, the Manufacturing PMI came in lower for the 
2nd consecutive month, with both new orders and output 
declining. The BOE meets on Thursday with no change to 
policy expected.

The NBH in Hungary left rates on hold at 0.90%, continuing 
to prefer unconventional policy as its main tool (IRS 
auctions and mortgage bond purchases). The National 
Bank of Poland and Central Bank of Russia meet this 
week, when the latter is expected to cut rates give the 
strengthening rouble.

ASIA PACIFIC
HSCEI 1,351 -1.40%, Nikkei 2,268.00 -3.02%, 10yr JGB 0.08% 
+0bps, USDJPY 109.820 +1.47%

In India, the Modi government announced a budget for 
the upcoming year that contained a number of important 
nuances for the market. Whilst the headline deficit figure 
quelled fears of populism-led fiscal slippage, the imposition 
of a long term capital gains tax on equity holdings left a 
somewhat bitter taste in the mouth. 

With the economy still in the early stages of recovery 
from the dual shocks of GST implementation and 
demonetisation, in addition to crucial general elections 
on the horizon for 2019, this was an important budget for 
India’s political and economic future. 

The fiscal deficit target for the upcoming financial year, 
commencing 1st April 2018, was set at 3.3% of GDP. This 
is a narrowing versus the deficit expected for the current 
outgoing year, which is now set to come in at a revised 
3.5%. 

The revised 3.5% deficit for the year now ending, up from 
initial forecasts of 3.2%, had been cause for concern for 
the market. The Indian 10-year yield has risen 100bps since 
July 2017 to 7.5%, as investors priced in fiscal slippage and 
the repercussions for both country risk and inflation. Lower 
than expected GST revenue, plus a slower than expected 
economic recovery, led to the deficit expansion. The 
increase in the oil price exacerbated these trends. 

In the context of last year’s fiscal slippage, nascent 
economic recovery, and the upcoming general elections, 
there was a risk that the government would opt for a larger 
deficit this year, enabling higher spending to woo voters. 
Instead, the government’s return to the path of fiscal 
consolidation is a long term positive for the investment 
case for India, by way of reducing country risk and 
inflationary pressure.

Within the overall thrust of consolidation, the government 
did raise the budget allocation to targeted areas where 
popular support for the BJP had been showing signs of 
waning. By focusing on stimulating rural areas, providing 
tax cuts for SMEs, and healthcare for poorer households, 
the government concentrated resources in key election 
battle grounds. State election results this year showed 
that, whilst Modi’s overall popularity remains strong, the 
opposition Congress party is gaining traction among those 
areas of society that are yet to see the benefits of the 
government’s reform programmes. By providing support to 
disaffected areas of the population, Modi hopes to win back 
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ground from Congress ahead of the 2019 election. 

Despite these important implications for India’s fiscal 
position and Modi’s re-election prospects, media coverage 
of the budget focused on the imposition of long term 
capital gains tax on equity investments at a rate of 10%. 
Despite all existing equity gains being grandfathered 
in to the scheme, avoiding the draconian scenario of 
retrospective implementation, the tax imposition was 
enough to weigh on sentiment, as well as confuse retail 
investors. The Nifty closed the week down 3.9%, with a 
number of midcap stocks down considerably more, on 
account of a retail-dominated investor base. 

Chinese equities gave back some gains this week, with H 
shares falling -1.4%. Despite this, the HSCEI remains one of 
the world’s top performing markets year to date, up 15.5%. 

In addition to negative global cues, sequentially weaker 
Chinese PMI data for January dampened sentiment. 
The NBS Manufacturing PMI fell from 51.6 in December 
to 51.3 in January, a steeper fall than expected, driven 
largely by trade-related sub-index contraction. The Caixin 
Manufacturing PMI figure for January was unchanged 
month on month at 51.5. 

In four of the last five years, trade activity has weakened 
in China during January and February, followed by a 
rebound in March, on account of Chinese New Year-related 
disruptions. As such, we read little in to the January data. 

Taiwan’s economic growth rate surprised significantly 
on the upside in Q4 2017 at 3.3% YOY, a three-year 
high. The improvement was broad based, with domestic 
consumption and net trade both outperforming. 

Indonesia’s economic growth rate accelerated to a 
four-year high in Q4 2017. Growth came in at 5.2% YOY, 
surprising on the upside, up from 5.1% in Q3. Strong export 
growth and investment activity was enough to offset weak 
consumption, which is yet to respond to the 300bps of rate 
cuts delivered over the last three years.

The State Bank of Pakistan raised interest rates 25bps to 
6.0%, surprising the market, which had been pricing in a 
pause. 

Whilst policymakers in Pakistan are beginning to come 
to terms with their situation, raising rates and allowing 
a modest weakening of the currency, the potential for 
political chaos this year remains a cause of concern. With 
the Shariff family’s political dominance fading after the 
impeachment of Prime Minister Nawaz Shariff last year, 
opposition leader Imran Khan gaining popularity, and early 
indications suggesting a coalition as the best possible 
outcome for the ruling PML-N party, the political outlook for 
Pakistan is currently as clouded as at any other time in the 
last five years. 

LATIN AMERICA
MSCI Lat Am 3,139 -3.16%

Brazil’s 2017 current account deficit stood at USD 9.8Bn 
or 0.5% of GDP, 59% lower than in 2016 and the smallest 
value since 2007. The USD 64bn trade surplus in 2017 (vs. 

USD 45Bn in 2016) was the main positive contribution. In 
addition, Brazil’s 2017 consolidated public sector posted a 
primary deficit of BRL 111Bn (-1.7% of GDP), outperforming 
its target of BRL 163Bn by a wide margin thank to BRL 5Bn 
better revenue (higher GDP and corporate profits) and 
BRL 30Bn lower expenditures. Last, industrial production 
advanced 4.3% YOY in December, above the median of 
market estimates (2.0%). For 2017, industrial production 
expanded 2.5%, marking the best annual result since 2010, 
when it soared 10.2% (the credit-led boom, later proved to 
be unsustainable). 

Mexico‘s 2017 trade deficit narrowed to USD 10.9Bn (0.2% 
of GDP) and GDP growth for 4Q17 came in at 1.8% YOY, 
beating expectations and better than the 1.5% recorded 
in 3Q17. However, industrial sectors are still contracting 
(-0.7%). The Mexican government achieved all the targets 
set in the fiscal consolidation plan for 2017, including the 
first primary surplus in 9 years and a decrease in the public 
debt to GDP ratio to 46.6% (which had increased by 30 
p.p. between 2007 and 2016).

Colombia’s central bank cut the reference rate by 25bps 
to 4.50%. The communique made it clear that this will 
be the last cut of the easing cycle as it views that it has 
accommodated enough and the central bank is waiting for 
clear signals on the inflation front.   

Chile’s retail sales advanced by 2.5% YOY during 2017 and 
have remain resilient all throughout the economic cycle. 
Chile’s fiscal deficit reached 2.8% of GDP in 2017. 

One would expect the counter-cyclical framework to force 
some fiscal tightening in 2018, after several years where 
weak copper prices were offset but a loser fiscal policy. 

Peru’s GDP grew 2.5% in 2017, mostly driven by the 
19% YOY increase in public investment due to important 
reconstruction projects following floods. Peru’s core 
inflation dropped to 2.0% YOY in January, its lowest level 
in 5 years. Headline annual inflation decelerated to 1.3% 
YOY from 1.4% a month prior and remained below the 
midpoint of the BCRP’s target range (2%). The negative 
output gap and the stronger PEN are pushing inflation 
down.
 
A rate cut is now highly likely at the next central bank 
meeting. 

AFRICA
MSCI Africa 1,012 -7.24%

Egypt’s foreign reserves rose to another historic high of 
USD 38.2bn in January from USD 37.0bn in December, 
driven by USD 1.5bn foreign currency inflows into the 
banking system.

Egypt’s Reserves plummeted to as low as USD 13.5bn in 
March 2013 after years of economic and political turmoil 
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triggered by the 2011 uprising against former President 
Hosni Mubarak. However, since the country took the tough 
decision to implement a raft of economic reforms to secure 
a USD 12bn loan from the IMF, confidence has returned, 
the reserves now cover an equivalent of 8 months import. 
This bodes well for the broader economy, particularly the 
domestic segment which is still challenged by high inflation. 

In South Africa, PMI rose to a 9-month high in January. 
The Absa PMI rose to 49.9 in January from 44.9 in 
December driven by recovery in business activity and sales 
orders. In contrast, consumer confidence remained in the 
doldrums; the FNB consumer confidence index improved 
marginally from -9 in 2Q17 to -8 in 4Q17, but made it the 
third consecutive year of negative consumer confidence 
reading, the longest streak since 1982. 

In Kenya, the leader of the opposition, Raila Odinga, 
inaugurated himself as the people’s president and moved 
to form a parallel government. This comes after a short 
period of normalcy (3 months) after a protracted and 
disputed presidential election. The resistance of Odinga 
and his party risks making an already polarised country 
ungovernable. 

Elsewhere in Kenya, inflation edged up to 4.8% in January 
from 4.5% in December, driven by increases in the cost of 
corn and crude, while new car sales fell 20.8% in 2017 due 
to slower economic growth which was exacerbated by a 
combination of political turmoil and a cap on commercial 
interest rates. 

Lastly, Nigeria’s manufacturing PMI remained in the 
expansionary territory in January at 57.3 points. This 
marks the 10-consecutive month of expansion. Non-
manufacturing PMI was also positive at 58.5 points and the 
9th consecutive month of expansion. 

PLEASE CONTINUE 
FOR MARKET DATA.

THE WEEK AHEAD
Date Consensus

UNITED STATES
US trade balance (DEC) Bn USD Tue/06 -52.1

EUROPE
Eurozone  PMI (JAN) Mon/05 58.6

Eurozone retail sales (DEC)  % 
YOY

Mon/05 1.9

UK PMI (JAN) Mon/05 54.9

Poland interest rate % Tue/06 1.5

BoE interest rates % Thu/08 0.5

Russia interest rate % Fri/09 7.5

ASIA PACIFIC
Indonesia GDP (Q4) % YOY Mon/05 5.1

Australia interest rate % Tue/06 2

China FX reserves (JAN) Bn USD Wed/07 3170

Japan current account (DEC) sa 
Bn JPY 

Thu/08 1660

Philippines interest rate % Thu/08 3

China trade balance (JAN) Bn 
USD

Thu/08 54.7

India interest rate % Wed/07 6.0

Japan M3 (JAN) % YOY Fri/09 3.1

China CPI (JAN) % YOY Fri/09 1.5

LATIN AMERICA
Brazil interest rate % Wed/07 6.75

Mexico interest rate Thu/08 7.5

Mexico CPI (JAN) % YOY Thu/08 5.5

AFRICA
Egypt CPI (DEC) % YOY Sun/11
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GLOBAL MARKET DATA
29 JANUARY TO 4 FEBRUARY
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GLOBAL MARKET DATA (CONTD.)
29 JANUARY TO 4 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.


