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Two major central banks – the Federal Reserve (Fed) 
and the European Central Bank (ECB) – sent very 
strong signals during the week that both stand ready 
to slash interest rates and pump liquidity to address 
the prevailing market and economic strains. Although 
the Fed and the ECB could opt for the same resolution 
(i.e. loosening financial conditions), the two will do so 
for very different reasons: the Fed needs to provide 
comfort to market players globally in the context 
of slowing growth and international trade tensions, 
whilst the ECB needs to address the Eurozone’s 
structural deficiencies with tools that can only 
manage cyclical woes. Meanwhile, the Bank of Japan 
has not even had the chance to consider the reversal 
of its ultra-accommodative stance. Therefore, we are 
stuck in an era of #QEinfinity, where central banks 
(need to) step up, while governments stay on the 
side lines instead of delivering structural reforms.

What does this mean in the world of emerging 
markets if the Fed (and the ECB) deliver dovish 
measures? Simply put, central banks in emerging 
countries will have greater flexibility to opt for 
more accommodative policies, which in turn will 
prop up economic growth and support asset prices. 
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DEVELOPED

Top 3 Italy 4.99%
Singapore 4.26%
France 4.21%

Bottom 3 Luxembourg -0.84%
Denmark 0.79%
Ireland 0.83%

EMERGING

Top 3 Brazil 6.05%
Hong Kong 5.21%
China “H” 5.02%

Bottom 3 Pakistan -1.99%
Egypt -1.01%
India -0.46%

FRONTIER

Top 3 Morocco 5.09%
Romania 4.04%
Kazakhstan 3.50%

Bottom 3 Kenya -2.20%
Bangladesh -1.41%
Nigeria -0.92%
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UNITED STATES 
 
S&P 2,950 +2.20%, 10yr Treasury 2.05% -2.64bps, HY 
Credit Index 324 -31bps, Vix 15.52 +.12Vol

The comforting remarks by the Federal Reserve boosted 
investor sentiment, and as a result, the major US stock 
indices gained: the S&P500 rose 2.2%, whilst the Nasdaq 
Composite increased 3%. As the market interpreted the 
Fed’ comments in a dovish manner, the broad dollar 
index (DXY) eased 1.4% and the whole Treasury curve 
shifted downwards and steepened, i.e. the 2-year yield 
declined 7bp to 1.77% and the 10-year decreased by 3bp 
to 2.05%, bringing the 2s10s spread to 28bp. Fed funds 
futures followed suit by slipping further downwards. 
Currently, market pricing implies that the Fed funds 
rate will be down from 2.25-2.50% to 1.50-1.75% by the 
end of this year, and might lower even further next year.

In line with market expectations, the Federal Reserve kept 
the Fed funds rate stable at 2.50-2.75%. Chair Powell 
delivered a comforting speech, which was ultimately 
interpreted in a dovish manner by the broad market.

In our view, the most important element of Chair 
Powell’s remarks was the reference to the balance 
sheet adjustment, i.e. the Fed will halt the balance sheet 
reduction (‘Quantitative Tightening’), should the FOMC 
opt for the reduction of the Fed funds rate. A massive 
structural shift, such as halting Quantitative Tightening, 
should persistently improve global investor sentiment.

EUROPE
 
Eurostoxx 3,465 +3.80%, German Bund -0.30% -3.00bps, 
Xover Credit Index 253 -19bps, USDEUR .879 -1.17%

The combined impact of the Fed’s remarks and ECB 
President Draghi’s comments improved investor 
sentiment in European markets. Consequently, the 
major stock indices in the Eurozone headed north 
during the week: the Spanish stock index rose 1.5%, 
the German index was up 3.2%, the French benchmark 
increased 4.2% and the Italian reference index 
gained 5% (all in USD). Meanwhile, yields on German 
Bunds eased, bringing the 10-year yield to -0.29%.

ECB President Mario Drahi delivered a surprisingly 
dovish speech in Sintra. The ECB President emphasised 
that the easing of financial conditions in the Eurozone 
may be inevitable to tackle the cyclical downturn.

ASIA PACIFIC
 
HSCEI 10,947 +5.02%, Nikkei 21,285.99 +1.66%, 10yr JGB- 
0.15% 0bps, USDJPY 107.440 -0.98%

Asian stock markets delivered a good performance in 
general during the week. Chinese “A” and “H” shares gained 
5% in USD, outperforming the majority of their regional 
peers. In contrast, the Indian market underdelivered, as the 
Nifty 50 lost 0.5% of its value in USD by the end of the week. 

The central bank of Indonesia left the policy rate at 6%. The 
MPC has shifted to an explicitly dovish stance, as the post-
decision communique specifically mentioned the possibility 
of a rate cut, should the international backdrop allow it.

In our view, the message by the MPC is clear: the probability 
of a policy rate cut is high, should the Federal Reserve deliver 
a rate cut and halt the balance sheet reduction in July.

The central bank of Philippines held the policy rate at 
4.50%. The MPC argued that a ‘prudent pause’ was needed 
to assess the efficiency of the monetary transmission 
mechanism, i.e. whether the lower policy rated had translated 
into lower lending rates to the underlying economy.

The MPC did not put great emphasis on the external 
backdrop and it how may influence the conduct of 
monetary policy. In our opinion, a ‘prudent pause’ could 
be an implicit reference for a cautiously dovish stance, 
which entails a wait-and-see approach to scrutinise 
how the Fed’s decision impacts markets in July.

LATIN AMERICA
 
MSCI Lat Am 2,879 +4.55%

The majority of Latin American stock markets benefitted 
from the improving global investors sentiment. The 
Brazilian and Colombian markets were among the greatest 
beneficiaries, as the respective indices increased by 5.9% 
and 5.5% in USD. Mexico lagged its regional peers, as the 
country’s stock index rose only 1.2% in USD during the week.

The Brazilian central bank held the policy rate at 
6.50% and shifted to a more dovish stance. The MPC 
argued that the inflation outlook has softened, while 
economic recovery has proved to be slower than 
expected. The MPC added that meaningful progress with 
the pension reform is key to lowering the policy rate.

In a benign inflationary environment and a supportive 
external backdrop, the MPC could initiate a loosening cycle, 
in our view. However, it is not clear whether the MPC wants 
to see the pension reform progress to be fully done or 
members would suffice to see a successful vote on it in the 
Lower House. We are of the view that the pension reform 
will be passed in 3Q-4Q19, which will allow the central 
bank to start a rate cutting cycle. Such a scenario would 
strengthen the credibility of the Brazilian central bank.

The Mexican Senate approved the bill for the USMCA. 
However, the bill has not been passed by the US yet. 
It is difficult to call whether the Trump administration 
will be able to find the common denominator with the 
Democrats to pass the bill before the August recess.
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According to credit rating agency Fitch, Colombia 
is unlikely to lose its investment grade rating in the 
coming two years (rated BBB with ‘negative’ outlook 
by Fitch). Although Fitch has expressed concerns 
on the credibility of the Colombian government’s 
growth forecasts and ability to reach fiscal targets in 
2020, the agency has given the administration time. 

The Colombian central bank held the policy rate 
at 4.25% in a unanimous vote. The communique by 
the central bank remained more-or-less the same 
compared to the previous ones, as the tone of the 
post-decision statement remained broadly balanced.

AFRICA
 
MSCI Africa 830 +4.87%

Many of the African markets had a challenging week. The 
South African and Moroccan markets were the exceptions, 
as both countries’ benchmark indices rose, by 4.7% and 
4.8% in USD, respectively. In contrast, the Nigerian and 
Egyptian markets performed poorly, as their respective 
stock indices declined by 0.9% and 1% in USD, respectively.

Headline inflation in South Africa was 4.5% YoY in 
May, while the core inflation gauge was 4.1% YoY. The 
headline inflation measures were at the midpoint of the 
inflation target range (3-6%). Core inflation, a measure 
that captures the underlying inflationary developments, 
indicates that inflation expectations have been 
anchored and demand-side pressures remain weak.

Should abating inflationary pressures prove to be 
persistent and broad-based, the central bank could 
find some room to decrease the policy interest rate in 
order to boost the cyclical recovery of the ailing South 
African economy. However, the central bank needs 
to be cautious not to upset local market sentiment.

During the second State of Nation Address (SONA) 
in South Africa, it was reaffirmed that Eskom’s already 
allocated fiscal support of ca. ZAR 230bn will be 
disbursed over the period of 10 years in a front-loaded 
manner. However, no exact details were released.

The Moroccan central bank left its benchmark interest 
rate at 2.25%, claiming that the policy rate was 
consistent with its medium-term inflation and growth 
outlook. According to the central bank’s projection, 
inflation could slow to 0.6% in 2019 and pick up to 
1.2% in 2020. Meanwhile, real GDP growth is expected 
to ease to 2.8% this year and bounce to 3% in 2020.

UNITED STATES DATE CONSENSUS

GDP growth (1Q19) SAAR Wed/26 3.2%

PCE deflator (May) YoY Fri/28 1.5%

EUROPE DATE CONSENSUS

UK: GDP growth (1Q19) 
YoY Fri/28 1.8%

Eurozone: CPI inflation 
(Jun) YoY Fri/28 1.2%

ASIA PACIFIC DATE CONSENSUS

Thailand: policy interest 
rate Wed/26 1.75%

China: Balance of Pay-
ments (1Q19) Fri/28

LATIN AMERICA DATE CONSENSUS

Mexico: retail sales (Apr) 
YoY Tue/25 1.8%

Mexico: policy interest rate Thu/27 8.25%

Brazil: unemployment rate 
(May) Fri/28 12.3%

AFRICA DATE CONSENSUS

Egypt: GDP growth (1Q19) 
YoY Thu/27

Morocco: GDP growth 
(1Q19) YoY Fri/28

Kenya: GDP growth (1Q19) 
YoY Fri/28 5.6%

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.
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