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Inflation in the US was 1.8% YoY in May, coming 
in below the consensus forecasts. Consumer price 
inflation slowed from the 2% pace recorded in 
April, which coincided with the Federal Reserve’s 
2% inflation target. In addition, in core CPI inflation 
(a gauge that excludes volatile prices, such as 
fuel, etc.) also slowed to 2% YoY. Benign inflation 
combined with slowing growth and escalating 
trade tensions could increase pressure on the 
Federal Reserve to bow to the market and cut 
interest rates this year. The market now takes it 
for granted that the Jerome Powell-led FOMC will 
slash the Fed funds futures by 25bp by the end of 
July and initiate an easing cycle. Fed policymakers 
meet this week, where a rate cut is not expected 
just yet, but the post-meeting communication will 
be one of the most scrutinised events this year. 
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THIS WEEK’S GLOBAL  
EQUITY MARKET MOVERS

Benign inflation puts fuel 
to the fire for the Fed 
to cut the interest rate
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DEVELOPED

Top 3 Luxembourg 1.08%
Denmark 1.07%
Singapore 1.06% 

Bottom 3 Norway -1.80%
Spain -1.60%
Ireland -1.54%  

EMERGING

Top 3 Greece 2.65%
Egypt 2.39%
Mexico 2.22%

Bottom 3 Pakistan -5.10%
Turkey -4.53%
Hungary -3.21%

FRONTIER

Top 3 Argentina 16.28%
Bangladesh 1.79%
Kazakhstan 1.70%

Bottom 3 Slovenia -2.73%
Romania -2.12%
Mauritius -1.85%
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UNITED STATES 
 
S&P 2,887 +0.47%, 10yr Treasury 2.11% -0.05bps, HY 
Credit Index 354 -9bps, Vix 15.28 -1.02Vol

Investor sentiment in the US’ stock market improved 
during the week, as the majority of the stock indices 
gained: the S&P500 rose 0.5%, while the Nasdaq 
Composite gained 0.7%. During the week, the broad dollar 
index rose 1.1%, while the most scrutinised tenors on the 
Treasury curve were broadly unchanged, i.e. the 2-year 
yield hovered at 1.87% and the 10-year at 2.10%. The market-
implied forward-looking rate trajectory has not changed, 
as Fed funds futures continue to price 50bp worth of rate 
cuts throughout 2H19 and an additional 25bp cut in 1H20.

US retail sales rose 0.5% MoM in May and the previous 
two months were revised higher. ‘Core’ retail sales 
(excluding automobiles, gasoline, building materials 
and food services) grew 0.5% MoM, suggesting 
that underlying consumer demand remains robust.

The promising broad-based sales growth data will 
likely ease some of the growth-related concerns.

EUROPE
 
Eurostoxx 3,382 -1.13%, German Bund -0.25% +0.20bps, 
Xover Credit Index 273 -8bps, USDEUR .892 +1.17%

Investor sentiment in European stock markets 
remained rather frail. Out of the four largest Eurozone 
stock markets, the Spanish reference index (-1.6% in 
USD) delivered the poorest performance during the 
week, while the Italian benchmark was the strongest 
by gaining 0.1% in USD. The UK’s benchmark index 
lost 1% in USD. Yields on the German Bunds were 
broadly stable, as the 10-year yield stood at -0.26%.

Eurozone industrial production fell 0.5% in April MoM, 
increasing the fear of a prolonged manufacturing slump. 
Industrial production peaked in December 2017 and has 
been on downward trajectory since. Last week, ECB 
president Mario Draghi noted that the economy was 
suffering due to ‘geopolitical factors, the rising threat of 
protectionism and vulnerabilities in emerging markets.’ 

Should the ECB president’s assessment be correct, the 
contraction in industrial activity will be transitory and the 
Eurozone’s economy could re-emerge from the slump 
soon. If it persists for a prolonged period, the ECB is 
ready to ‘use all the instruments that are in the toolbox.’

ASIA PACIFIC
 
HSCEI 10,438 +1.00%, Nikkei 21,124.00 +0.71%, 10yr JGB- 
0.12% 0bps, USDJPY 108.590 +0.40%

Asian stock markets delivered a mixed performance 
during the week. Chinese “A” shares were among the 
brightest spots within the region, as the broad benchmark 
rose 1.7% in USD. They were followed by the Sri Lankan 
market (+1.5% in USD) and the Thai market (+1.2% in USD). 
In contrast, India (-1.1% in USD) and Pakistan (-5.1% in 
USD) went through a challenging period during the week.

In line with expectations, China’s CPI for May increased 
2.7% YoY. This was the fastest pace since February 2018. 
Food prices rose 7.7% YoY (primarily due to pork price 
increases, by 18.2% YoY), while the prices of non-food 
items rose 1.7% YoY. Pork prices have risen considerably 
this year as Africa swine fever hit herds in the country, 
and as a result, constrained supply. Meanwhile, 
producer price inflation slowed to 0.6% YoY in May. 

China’s industrial output growth slowed to 5% YoY in May, 
below market consensus. Sectors that witnessed a sharp 
slowdown were medical products, computer equipment 
and automobiles. Retail sales showed resilience, 
expanding 8.6% YoY, partly due to a longer May Day holiday 
which encouraged tourism. The Governor of the People’s 
Bank of China claimed that there was ‘tremendous’ room 
to adjust monetary policy if the trade conflict worsened.

India’s CPI accelerated to 3.1% in May, up marginally from 
2.9% YoY in April. The increase was largely due to a rise 
in food prices, which rose to 2% YoY (up from 1.4% YoY 
in the previous month). All other segments remained 
under control, while fuel inflation eased to 2.5% YoY.

LATIN AMERICA
 
MSCI Lat Am 2,754 +0.31%

The Argentina and Mexican stock indices increased 
significantly, as the respective benchmarks rose 
16.3% and 2.2% in USD. In contrast, Brazil’s stock 
market delivered a weaker performance, the 
country’s reference index declined by 0.7% in USD.

There was progress in Brazil with the pension reform. 
The plan – presented by President Bolsonaro’s coalition 
partner to the Lower House’s Special Committee 
– proposes BRL 930bn (ca. USD 240bn) fiscal 
savings in 10 years, which is a good basis to start 
rebalancing the budget and stabilize public debt.

Mexico breathe a sigh of relief as the government 
reached a deal with the US to curb irregular migration 
through their borders. Consequently, Mexico avoided the 
imposition of tariffs on their exports to the US. The next 
45 days are crucial for Mexico’s border patrol, with the 
help of their national guard, to prove that they can make 
meaningful progress to halt illegal migration into the US. 

Unlike other Latin American economies, it is 
more challenging for the central bank of Mexico 
to lower rates, despite the weakening economic 
outlook. This is in part due to the widening risk 
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premium induced by the worsening credit outlook. 

The biggest surprise during the week was in Argentina, 
where President Macri selected Miguel Pichetto, 
the leader of the Peronism in the Senate, as his VP 
candidate for the upcoming presidential elections 
in October. In essence, Macri formed a coalition 
between his Cambiemos party and the centrist part 
of the Peronist party to improve his chances of re-
election by attracting a greater portion of centrists.

In our view, Macri truly needs all the help he can get 
given the dire state of the economy. Nevertheless, 
adding Pichetto to his ticket helps Macri’s second 
term given Pichetto’s capacity to manage the 
Senate and dialogue with Peronist governors.

So far, the country with the largest impact from 
the trade wars are seen in Chile, due to its open 
economy. As a result of weaker than expected 
demand-driven activity, supply shocks in the primary 
sector and lower copper production, Chile’s growth 
outlook has become more subdued than expected.

GDP growth is expected to be around 2.5% this year 
and slightly below 3% next year. Chile’s output gap and 
lack of wage driven inflation drove the central bank to 
cut rates by 50bp to 2.50%, its largest cut since 2009.

AFRICA
 
MSCI Africa 792 +0.94%

The Egyptian and South African stock markets 
performed strongly during the week, as they 
gained 2.4% and 1.3% in USD, respectively. In 
contrast, the Nigerian market declined by 1% in USD.

Inflation slowed to 4.4% YoY in April, below the 
4.5% midpoint of the target band. The below-target 
inflation figure explains the support of two out of 
the five monetary policy committee members for 
an interest rate cut at the last rate-setting meeting.

South Africa’s central bank governor indicated that their 
internal forecasting models support the idea of interest 
rate cuts next year due to the economy’s weakness. 
However, the governor reminded the limits of monetary 
policy and indicated that structural reforms are required 
to improve the economy’s output and employment levels.

The ruling ANC party’s controversial secretary general, 
Ace Magashule, voiced his desire for the central bank to 
expand their mandate beyond inflation targeting towards 
growth and job creation. Fortunately, Magashule’s views 
were not shared by the fiscally responsible members of 
the ANC and was quickly swiped away by ANC officials.

An African country that keeps bucking the trend is Morocco, 
which showed a healthy pace of expansion. Morocco’s 
manufacturing output rose by 2.9% YoY during the first 
quarter of 2019, though moderately slowing (from 3.6% 
YoY in 4Q18). Mining output was also strong at 7% YoY 
and electricity output expanding by almost 25% YoY.

UNITED STATES DATE CONSENSUS

Fed interest rate decision Wed/19 2.50%

Markit manufacturing PMI Fri/21 50.5

EUROPE DATE CONSENSUS

Eurozone: CPI inflation 
(May) YoY Tue/18 1.2%

UK: CPI inflation (May) 
YoY Thu/19 2.0%

ASIA PACIFIC DATE CONSENSUS

Taiwan: interest rate de-
cision Thu/20 1.38%

Indonesia: interest rate 
decision Thu/20 6.00%

LATIN AMERICA DATE CONSENSUS

Argentina: GDP growth 
(1Q19) YoY Wed/19 -5.7%

Colombia: interest rate 
decision Fri/21 4.25%

AFRICA DATE CONSENSUS

South Africa: CPI inflation 
(May) YoY Wed/19 4.4%

THE WEEK A HEAD

PLEASE CONTINUE FOR 
MARKET DATA
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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.

DISCLAIMER

EUROPE & UK
Benoit Ribaud
+44 207 5577 862
benoit.ribaud@alquity.com

MIDDLE EAST, ASIA & UK
Suresh Mistry
+44 207 5577 854
suresh.mistry@alquity.com

LATIN AMERICA
Cyn Cano
+44 207 5577 871
cyn.cano@alquity.com


