
 I  1alquity.com

GLOBAL 
MARKET 
UPDATE

Last week we pointed out that global investor 
sentiment deteriorated because of the escalating 
trade tensions between the US and China, despite 
the release of encouraging macroeconomic data 
from the US and China. During the week, risk 
aversion further intensified as the world’s two largest 
economies continued to play ‘tit-for-tat.’ As tensions 
further escalated, several media outlets sounded the 
alarm that China could off-load a vast amount of 
US Treasuries to push back against an increasingly 
impatient President Trump. We are of the view that 
China will not resort to the nuclear option, because 
it would have severe repercussions for China itself 
too. In addition, it would be highly impractical, as 
China would not find easily any other market with 
such size and depth. There is a bright side though, 
which remains underappreciated by the market: the 
Fed and the PBOC have a pretty good excuse now 
to maintain accommodative financial conditions in 
an environment where inflation remains benign and 
GDP growth decent. In our view, the market will 
just need find solace in the fact that the overwatch 
of central banks will stand pat to aid economic 
growth and floor asset prices, as the chance for 
extending the olive branch is quite slim anytime soon.

DEVELOPED

Top 3 % Bottom 3 %

Switzerland 2.07 Singapore -3.13

Norway 1.56 Luxembourg -2.39

France 1.42 Denmark -1.64

EMERGING

Top 3 % Bottom 3 %

Russia 3.21 Brazil -7.85

India 0.69 Pakistan -7.80

Mexico -0.05 Indonesia -7.02

FRONTIER

Top 3 % Bottom 3 %

Vietnam 2.42 Kenya -3.32

Morocco 1.68 Bahrain -2.56

Jordan 1.08 Lebanon -2.19
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Will the quarrel ever 
end? 
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UNITED STATES 
 
S&P 2,860 -0.76%, 10yr Treasury 2.41% -7.63bps, HY 
Credit Index 352 +1bps, Vix 15.89 -.08Vol

During the week, the greenback stole the show, as it 
appreciated like there was no tomorrow: the broad DXY 
index rose 0.7%, bringing the year-to-date gain to 1.9%. 
Much of the strength is explained by the devaluation of 
the Chinese renminbi, which lost 1.4% of its value vis-à-vis 
the US dollar during the week. As the dollar strengthened, 
safe haven flows intensified and drove US Treasury yields 
down massively, as the whole curve shifted downwards. 
By the end of the week the 2-year yield eased 7bp to 
2.20%, while the 10-year yield decreased by 8bp to 2.39%. 
In this risk-averse environment, the S&P 500 declined 
by 0.8% and the Nasdaq Composite decreased by 1.3%. 
Despite the fact the US stock market struggled in the last 
couple of weeks, year-to-date gains remain hefty (S&P500 
up by 14.1% YTD, Nasdaq Composite up by 1.8% YTD).

EUROPE
 
Eurostoxx 3,416 +1.26%, German Bund -0.08% -5.90bps, 
Xover Credit Index 282 -3bps, USDEUR .896 +0.65%

European stock markets weathered the dollar strength 
quite well, as stock indices in the four largest Eurozone 
economies gained in USD terms: the Italian benchmark rose 
0.5%, the German index was up 0.8%, the Spanish one gained 
1.1%, while the French index increased 1.4%. In contrast, the 
UK’s stock index declined by 0.3% in USD terms, as the 
sterling lost ground during the week vs. the greenback. 
Intensifying safe haven flows pushed government bond 
yields further down, and as a result, the 10-year German 
government bond yield declined by 6bp to -0.10%.

ASIA PACIFIC
 
HSCEI 10,620 -2.23%, Nikkei 21,301.73 -0.69%,10yr JGB- 
0.04% 0bps, USDJPY 110.120 +0.25%

Asian markets had a challenging week due to the 
escalation of trade tensions between the US and China. 
As a result, the MSCI Asia Pacific ex. Japan index declined 
3.5% in USD by the end of the week. Vietnam (+2.4% 
in USD) and India (+0.7% in USD) were the brightest 
spots within the Asian universe, as both countries’ 
reference indices rose, despite the risk averse investor 
sentiment. In contrast, the Indonesian stock market 
was among the poorest performers (-7% in USD).

According to the exit polls, incumbent President Modi’s BJP 
party won the elections in India. It is very likely that the BJP 
is going to have a stable majority without losing any seats.
This outcome is highly positive for the market, 

as concerns can about the present government 
retaining office can be put to rest. In other words, the 
Modi-led government can carry on with its reform 
agenda further enhancing India’s growth potential.

Consumer price inflation in India was 2.9% YoY, while 
wholesale price inflation was 3.1% YoY in April. CPI 
inflation remained subdued (below the RBI’s target) due 
to broad-based disinflation in a wide range of products.

Both gauges signal that inflationary environment in India 
is benign, which– in our view – allows for further monetary 
easing by the RBI this year. We maintain our out-of-
consensus view that the policy rate will be further reduced.

Chinese macroeconomic data for April were released:

• Industrial output grew by 5.4% YoY in April

• Retail sales increased by 7.2% YoY in April

• Fixed-asset investment growth was 6.1% YoY in 
the period between January and April

All three datapoints were weaker than the median 
market estimate. It is now up to the PBOC to decide 
whether the degree of moderation call for further 
– targeted – monetary policy easing measures. 

The People’s Bank of China verbally intervened 
during the weekend citing that the central bank has 
‘the confidence and ability to maintain FX market 
stability.’ In addition, the PBOC stands ready to ‘adopt 
necessary counter-cyclical adjustment measures 
and enhance macro prudential management.’

In our interpretation, the PBOC is not going to weaponise 
its currency in order to retaliate against the US, as it 
would harm China just as much. Going forward, the 
USDCNY cross is likely to hover around the 6.90-level 
as long as tensions between the US and China persist.

LATIN AMERICA
 
MSCI Lat Am 2,527 -4.86%

Investor sentiment soured in Latin America, as the 
US dollar strengthened. Consequently, the MSCI Latin 
America index decreased by 4.9% in USD by the end of 
the week. The Brazilian market received the largest blow, 
as the country’s reference index declined by 6.9% in USD. 
In contrast, the Mexican market outperformed its regional 
peers, as the country’s reference index was flat in USD terms.

The central bank of Mexico kept the policy rate steady at 
8.25% in a unanimous decision. The MPC acknowledged 
the recent acceleration in inflation and claimed that 
it may be transitory in nature. The corresponding 
minutes did not strike a more dovish tone, as members 
pointed out the persistent upside risks to inflation.



 I  3alquity.com

A rate cut in the next couple of months is rather 
unlikely, but cannot be ruled out in the second 
half of the year, should inflationary pressures 
ease and/or economic activity further falter.

Real GDP growth in Peru was 2.3% YoY in 1Q19, driven 
mainly by the non-agricultural sector. Construction 
activity recovered and grew fast, while services 
activity and manufacturing output growth was steady. 

The monthly GDP proxy index in Brazil decreased 
by 0.3% MoM (in seasonally adjusted terms), 
underwhelming the median market expectation. 
On a quarterly basis, the index implies a 0.7% 
contraction in economic activity throughout 1Q19. 

Colombian economic activity increased by 2.8% 
YoY in 1Q19, matching the pace seen in the previous 
quarter. In the first quarter of 2019, construction activity 
contracted sharply, weighing on headline GDP growth.

AFRICA
 
MSCI Africa 792 -3.65%

African stock markets delivered a mixed performance 
during the week. The South African (-2.6% in USD) and 
Egyptian (-1.9% in USD) were among those African markets 
that were affected to a great extent by the USD strength. In 
contrast, the Nigerian stock index was flat (in USD terms) 
on the week, while the Moroccan gained 0.7% (in USD).

The IMF reached an agreement with Egypt in its final 
review of the country’s economic reform programme, 
unlocking the final USD 2bn tranche in financial aid. 
According to the IMF, Egypt was on track to achieve 
its three-year fiscal consolidation objective of 5.5% 
of GDP in the primary balance (excluding net interest 
expenses). The progress the country has achieved by 
the implementation of the structural reforms is also 
reflected in the sharply declining unemployment rate, 
which was 8.1% in 1Q19, 2.5%ppt lower than a year 
ago and 0.8ppt lower than in the previous quarter.

South African President Ramaphosa said in a speech 
that the ANC-led government will speed up economic 
reforms to move the country ‘out of a low growth 
economic scenario.’ The Ramaphosa-led government will 
need to take swift and decisive steps in order to mend 
the economy’s ailments, such as very high unemployment 
rate (27.6% in 1Q19) or depressed domestic demand 
(retail sales volume growth at 0.2% YoY in March).

UNITED STATES DATE CONSENSUS

FOMC minutes Wed/22

Markit manufacturing PMI 
(May) Thu/23 52.7

EUROPE DATE CONSENSUS

UK: CPI inflation (Apr) 
YoY Wed/22 2.2%

ECB monetary policy 
meeting minutes Thu/23

ASIA PACIFIC DATE CONSENSUS

Thailand: GDP growth 
(1Q19) YoY Tue/21 2.8%

Taiwan: GDP growth 
(1Q19) YoY Fri/24 1.7%

LATIN AMERICA DATE CONSENSUS

Chile: GDP growth (1Q19) 
YoY Mon/20 1.8%

Mexico: GDP growth 
(1Q19) YoY Fri/24 1.4%

Peru: GDP growth (1Q19) 
YoY Mon-Fri 2.3%

AFRICA DATE CONSENSUS

Nigeria: GDP growth 
(1Q19) YoY Mon/20 2.6%

Egypt: monetary policy 
decision Thu/23

South Africa: poicy rate 
decision Thu/23 6.75%

PLEASE CONTINUE FOR 
MARKET DATA

THE WEEK A HEAD
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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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