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GLOBAL 
MARKET 
UPDATE

18-24 MARCH: THE US TREASURY MARKET IS RATTLED BY 
THE IDEA OF A RECESSION

THIS WEEK’S GLOBAL EQUITY MARKET MOVERS

DEVELOPED
Top 3: Japan 2.15%, New Zealand 1.22%, Singapore 0.38%
Bottom 3: Luxembourg -4.92%, Ireland -3.67%, Germany -2.95%

EMERGING
Top 3: Philippines 2.82%, China "A" 2.66%, Abu Dhabi 2.60%
Bottom 3: Turkey -8.36%, Brazil -7.12%, Chile -3.56%

FRONTIER
Top 3: Serbia 2.49%, Romania 2.00%, Oman 1.91%
Bottom 3: Argentina -7.45%, Vietnam -1.48%, Bangladesh -1.41%

By the end of the week, headlines on almost all major media outlets screamed that a recession in the 
US is imminent, as the Treasury curve inverted. Simply put, the yield on the 10-year US Treasury fell 
below the yield quoted on the 3-month bill – although only by a basis point. This phenomenon usually 
– but not always – predicts that a recession in the US is lurking around the corner. We do not want 
to downplay the significance of the yield curve’s inversion, but we are nowhere near a hundred per 
cent convinced that a recession is inevitable for the following reasons

• in the past, an inverting yield curve was not always followed by a recession,
• the ECB and the BoJ are unable to exit from their QE programmes, which deter some capital 

flows to the US weighing on Treasury yields, 
• recent US macro data releases do not imply economic stagnation or a recession, in our view,
• and most importantly, due to the Fed’s extremely bloated balance sheet, nobody actually 

knows whether pre-crisis and pre-QE rules and correlations still apply, i.e. if the yield curve’s 
steepness is a reliable predictor.

We sustain our view that the economic slowdown in the US is a normalisation from a somewhat 
overheated state and a decent real GDP growth is achievable this year. But of course, we continue 
to monitor incoming macroeconomic data closely. In conclusion, as long as rates in the US are low, 
the USD relatively weak and global economic growth is not meaningfully hurt, EM asset prices have 
convincingly strong reasons to rise. However, as long as the market is unconvinced that the growth 
story is not meaningfully derailed, it is likely that concerns can weigh on investor sentiment.
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UNITED STATES 
S&P 2,801 -0.77%, 10yr Treasury 2.46% -14.81bps,  
HY Credit Index 349 +7bps, Vix 17.09 +3.60Vol

Although the 3M-10Y steepness gauge turned to 
negative during the week due to macro data releases, 
other measures that capture the steepness of the yield 
curve remain “normal,” i.e. not signalling an upcoming 
recession. Nevertheless, the US stock market focused on 
the bearish aspects of the yield curve and consequently 
many of the major stock indices performed poorly, i.e. 
the Nasdaq Composite decreased 0.6%, the S&P500 
declined 0.8%, while the Russell 2000 lost 3.1% of 
its value. By the end of the week, Fed funds futures 
massively repriced and now imply a 25bp rate cut for 
4Q19 and on top of that a 25bp cut in 2020. 

The Fed is going to be patient, according to Chair Powell, 
and thus shifted to a wait-and-see stance in the context 
of a jittery investor sentiment, as the Treasury market 
increasingly expects a sharp slowdown in economic 
activity. Chair Powell presented the updated “dot plot,” 
which now expects no rate changes throughout 2019 
(vs. two 25bp hikes in the previous version). It was also 
confirmed that the balance sheet run-down will slow 
from May and end in September. 

The Fed’s approach to monetary policy should persuade 
markets that the FOMC is willing to err on the side of 
being “too dovish” and let inflation exceed the target 
to make sure that underlying economic growth remains 
unhurt. Having said that, should tight labour market 
conditions persist throughout 2019 and translate into 
faster inflation, while real GDP growth is decent, the 
FOMC will probably raise the Fed funds rate to prevent 
the build-up of unwanted excesses.

Looking forward: The release of the final 4Q18 GDP data, 
the January PCE inflation figure and 4Q18 current account 
statistics will provide guidance to markets on the state 
of the US’ economy. Furthermore, high-level trade talks 
between the US and China will continue, as US Treasury 
Secretary Mnuchin travels to China with the aim to reach 
an agreement by April.

EUROPE 
Eurostoxx 3,302 -2.57%, German Bund -0.01% -9.90bps, 
Xover Credit Index 280 -9bps, USDEUR .884 +0.20%

European stock markets had an awful week, as 
macroeconomic data in the Euro Area disappointed 
– proving that economic growth is frailer than most 
expected. As a result, the German stock index declined 
by 3% in USD terms, followed by the French (-2.7% in 
USD) and the Spanish (-1.7% in USD), while the Italian 
benchmark went sideways (in USD). The fixed income 
market in the Euro Area was driven by the same idea: 
the fear of a recession. Consequently, the 10-year German 
Bund plummeted by 10bp to -0.02%.

Business sentiment in the Euro Area has been 
sharply deteriorating. The German manufacturing PMI 
underwhelmed all expectations, as the index dropped to 
47.6 suggesting a considerable contracting in industrial 
output in the next few months. March was the third

ASIA PACIFIC
HSCEI 11,232 +0.11%, Nikkei 20,977.11 +2.15%, 10yr JGB- 
0.08% 0bps, USDJPY 110.170 -1.30%

Asian markets fared well last week, as the majority of the 
broad stock indices gained in USD terms. The Philippine 
stock market was one of the best performers rising 2.8% 
in USD, followed by Chinese “A” shares (+2.7% in USD) and 
the Taiwanese market (+1.9% in USD). 

The Thai central bank kept the policy rate stable at 
1.75%. The decision was unanimous. MPC members 
agreed that real GDP will grow around its potential, as 
domestic demand continues to firm. The Thai central bank 
foresees real GDP growth at 3.8% in 2019 and at 3.9% in 
2020. According to the central bank’s forecast, inflation 
could hover around or marginally above 1% both this and 
next year.

The MPC retained its hawkish bias, in our view, as the MPC 
emphasised its vigilant approach in terms of sustaining 
financial stability. Consequently, the central bank should 
decide in the coming months how it intends to constrain 
lending activity – i.e. through micro-, macroprudential 
policies and/or rate hikes.

The Taiwanese central bank held the policy rate at 
1.375%. The MPC maintained its accommodative stance 
given the benign inflationary environment and negative 
output gap. According to the central bank, Taiwanese real 
GDP may expand by 2.1% in 2019.

The Indonesian central bank left the policy rate 
unchanged at 6% for the fourth consecutive month, citing 
an uncertain external environment. The MPC emphasised 
that lending activity has become sub-optimal. 

In our view, the MPC will take into account the current 
account deficit and the external macroeconomic backdrop 
when it decides on the appropriate monetary policy 
stance. For the time being, we believe that the probability 
of a policy rate change over the next 3-6 months is low.

The Philippine central bank maintained the policy rate 
at 4.75%. The MPC cited that upside inflation risks have 
dissipated, implying that rate hikes are very unlikely. 
Although the new Governor strongly hinted that the 

consecutive month when the German manufacturing 
PMI was below 50. Meanwhile in France, not only the PMI 
gauge for manufacturing, but also the one for services 
declined below 50.

Soft indicators in the Euro Area have become increasingly 
worrying that the Eurozone might face a prolonged 
period of economic stagnation, or a recession. Due to the 
underwhelming economic activity, the European Central 
Bank may be forced to postpone the timing of the first 
rate hike even further out on the policy horizon, well into 
2020. 

Looking forward: The Euro Area’s aggregate economic 
diary does not contain any relevant macro data release 
for the week. Germany will reveal inflation metrics, while 
the UK will publish GDP and current account statistics.
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central bank could start an easing cycle before the official 
monetary policy meeting, the MPC as a whole refrained 
from indicating a preference for dovishness in the short-
term.

Should inflation fall below 3% and remain sub-3% for 
a prolonged period, the MPC will likely embark on an 
easing cycle. However, this scenario has a relatively low 
probability at the moment.

Looking forward: The Asian economic diary is filled 
with exciting data releases for the week. China and 
India will release their respective 4Q18 current account 
statistics, while Vietnam is set to publish a wide range of 
macroeconomic metrics. In addition, foreign trade data 
will be reported by Thailand and Sri Lanka. At the end 
of the week, the Pakistani central bank decides on the 
appropriate level of policy interest rate.

LATIN AMERICA
MSCI Lat Am 2,713 -4.83%

Investor sentiment in Latin American stock markets 
was gloomy, which was captured by the MSCI EM Latin 
America index decreasing 4.8% in USD. The Brazilian 
market was down by 7.3% in USD, followed by the 
Chilean index (-3.6% in USD). In contrast, the Colombian 
and Mexican markets rose by 0.6% and 0.8% in USD, 
respectively.

Brazilian President Bolsonaro revealed the granular 
details of the Military Pension Reform complementing 
the ordinary Pension Reform bill. If the bill is passed in 
its current form, it will mean an additional BRL 10.3bn in 
savings per year over the next 10 years. Overall, the whole 
Pension Reform is set to save about BRL 1.1tn over 10 
years’ time – unless the measures in the bill are diluted by 
the Congress during the debate.

The Brazilian central bank kept the policy rate stable 
at 6.5%. The central bank foresees inflation in the range 
between 3.9-4.1% YoY at the end of 2019, i.e. around the 
mid-point of the inflation target. The tone of the MPC’s 
message was broadly neutral, citing data dependency for 
future rate decisions.

Domestic demand growth in Mexico decelerated to 0.8% 
YoY in 4Q18, as public expenditures, private spending. In 
addition, exports growth lost momentum as well. Headline 
GDP growth slowed to 1.7% YoY in the last quarter of 
2018, while full-year growth amounted to 2%. Meanwhile, 
inflation in Mexico was 4% YoY in the first two weeks of 
March, while the core gauge was 3.5% YoY. The degree 
and persistence of disinflation in 1Q19 was greater than 
expectations – primarily due to non-core inflationary 
developments, while core inflation has proven to be 
somewhat stickier.

Real GDP growth in Chile was 3.6% YoY in 4Q18, 
supported by both mining and non-mining sectors. In 
full-year 2018, the Chilean economy expanded by 4% 
on the back of the recovery of domestic demand (i.e. 
investments and household spending). 

The Colombian central bank kept the policy rate at 

4.25%. The decision was unanimous and MPC members 
hinted that the policy rate is likely to be kept stable in 
the coming months. According to the central bank’s 
assessment, the negative output gap has been closing, 
as GDP growth has been strengthening, while inflation 
remained contained.

Argentine real GDP fell sharply in 4Q18, as economic 
activity contracted by 6.2% YoY (-1.2% QoQ). In full-year 
2018, real GDP declined by 2.5%. As GDP decreased in the 
last quarter of 2018, unemployment rose and hit 9.1%.

Looking forward: The Latin American economic diary 
is fully loaded for the week, including a monetary policy 
decision by the central banks of Mexico and Chile. 
Furthermore, the central bank of Brazil will release the 
minutes from its last monetary policy meeting. 

AFRICA 
MSCI Africa 779 -0.43%

Risk-averse market sentiment plagued African stock 
markets, as most of the benchmark indices declined. 
The Egyptian and Kenyan markets underperformed 
their peers, as they decreased by 0.7% and 0.8% in USD, 
respectively.

Retail sales in South Africa rose 1.2% YoY in January 
after a 1.6% YoY decline in the previous month. Meanwhile, 
inflation was 4.1% YoY in February, as food inflation 
remained steady. February was the third consecutive 
month when the headline CPI inflation gauge was below 
the mod-point of the central bank’s inflation target band 
(3-6%).

Morocco’s central bank left its policy rate at 2.25% in the 
context of a disinflationary environment. The monetary 
authority foresees inflation to slow to 0.6% in 2019 from 
1.9% in 2018.

The Egyptian Finance Minister announced the official 
estimates for this financial year’s GDP growth and budget 
deficit target. The FinMin foresaw real GDP to grow 6.1% 
in FY2019-20 (July-June) and set the deficit target to 7.2% 
of GDP.

Looking forward: Central banks take the centre of 
the stage in Africa this week, as the Nigerian, Kenyan, 
Moroccan, Egyptian and South African monetary 
authorities are scheduled to decide on their respective 
policy interest rates. Later, Moody’s is set to deliver its 
rating review decision on South Africa on the 29th. 
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THE WEEK AHEAD
Date Consensus

UNITED STATES
GDP growth (4Q18) annualised 

QoQ
Thu/28 2.3%

PCE deflator (Jan) YoY Fri/29 1.7%

EUROPE
Germany: CPI inflation (Mar) YoY Thu/28 1.5%

UK: GDP growth (4Q19) YoY Fri/29 1.3%

ASIA PACIFIC
China: industrial profits (Feb) YoY Wed/27

China: current account (4Q18) Fri/29

LATIN AMERICA
Brazil: monetary policy meeting 

minutes
Tue/26

Mexico: policy rate Thu/28 8.25%

AFRICA
South Africa: policy rate Thu/28 6.75%

South Africa: Moody's credit 
rating review

Fri/29

PLEASE CONTINUE FOR 
MARKET DATA
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GLOBAL MARKET DATA
18-24 MARCH
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GLOBAL MARKET DATA (CONTD.)
18-24 MARCH
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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.


