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Events last week unfolded so fast that investors 
are still gasping for air. It all started with Fed Chair 
Powell’s post-rate cut speech, in which he argued that 
the Fed was unlikely to deliver a long series of rate 
cuts – strengthening the USD and driving the S&P500 
lower. Later, US President Trump unexpectedly 
announced his plans to impose 10% tariffs on USD 
300bn worth of Chinese goods. The President’s idea 
further disrupted investor sentiment globally. And 
just this morning, the Chinese government delivered 
their response by weakening the Chinese renminbi 
above the threshold of 7 against the greenback. The 
renminbi’s slide strongly suggests, in our view, that 
the Chinese government could have lost its patience 
with the US President and are not going to hold back 
from using more aggressive tools anymore, such 
as the devaluation of their currency. Therefore, we 
believe that the trade war saga has entered a new 
chapter, where the opposing sides could resort to 
more drastic tools than the imposition of tariffs.
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DEVELOPED

Top 3 Switzerland -0.43%
Japan -0.72%
New Zealand -0.87%

Bottom 3 Ireland -5.54%
Luxembourg -5.09%
Portugal -4.69%

EMERGING

Top 3 Dubai 1.74%
Pakistan -0.09%
Greece -0.70%

Bottom 3 Peru -6.27%
Colombia -6.24%
Hong Kong -5.30%

FRONTIER

Top 3 Bahrain 1.76%
Romania 1.01%
Lithuania 0.78%

Bottom 3 Argentina -4.44%
Lebanon -2.70%
Kenya -2.69%
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UNITED STATES 
 
S&P 2,932 -3.10%, 10yr Treasury 1.77% -22.51bps, HY 
Credit Index 340 +31bps, Vix 19.94 +5.45Vol

Investor sentiment significantly deteriorated in the US 
stock market after Fed Chair Powell’s (more hawkish-
than-expected) remarks on Wednesday. Later, risk-
aversion further intensified when President Trump 
announced his plan for 10% tariffs on the remaining USD 
300bn of imported goods from China. As a result, the 
vast majority of the stock indices declined by the end 
of the week: the S&P500 lost 3.1% of its value, whilst 
the Nasdaq Composite declined 3.9%. In an attempt to 
find safe(r) assets, investors flocked to the Treasury 
market depressing the whole curve. Consequently, the 
2-year Treasury yield fell 14bp to 1.65%, whilst the 10-
year plunged 23bp to 1.78%. Despite the Fed Chair’s 
reluctance to start a large-scale easing cycle, Fed funds 
futures imply a significant degree of further rate cuts. If 
the scenario envisioned by the Fed funds futures market 
materialises, the Fed funds rate could be as low as 1% by 
the end of 2020.

The Federal Reserve cut the Fed funds rate by 25bp to 
2.00-2.25% in line with market expectations. According 
to the assessment by the FOMC, there are downside risks 
to the US’ GDP growth outlook due to the international 
trade tensions. Chair Powell emphasized that the rate 
cut is not the start of a full cutting cycle, but a ‘mid-cycle 
adjustment’ to ‘sustain the expansion.’ The Chair did not 
provide further clarification on the outlook for monetary 
policy.

Chair Powell’s vague remarks on the outlook for monetary 
policy and the Fed funds rate were more hawkish than the 
broad market expected. In our view, there might be one or 
two additional rate cuts in the pipeline, which is at odds 
with the implied terminal range by the Fed funds futures, 
i.e. 1.25-1.50%.

The jobs report in July was consistent with our view that 
the domestic economic activity in the US remained 
solid and virtually unhurt thus far by the trade tensions 
between the US and China. Although the unemployment 
rate increased by 0.1ppt to 3.7%, it was primarily due to 
the rise in labour force participation to 63%, as inactive 
workers (re-)entered the labour force. The US economy 
added 164,000 jobs in July, according to NFP statistics. 
Furthermore, nominal wage growth strengthened to 
3.2% YoY.

EUROPE
 
Eurostoxx 3,351 -4.28%, German Bund -0.53% -11.90bps, 
Xover Credit Index 277 -25bps, USDEUR .899 +0.07%

Risk aversion intensified in the European markets, as US 
President Trump threatened China with further tariffs and 
monthly macro indicators suggested that the economic 

slump in the Eurozone deepened. The German DAX 
delivered one of the poorest performances, as the index 
lost 4.5% of its value in USD by the end of the week. As 
investors sought safe-haven assets, flows targeted the 
sovereign bond market, where yields hit new all-time 
lows. As a result, the German 10-year yield dropped to 
-0.50%. The very high degree of risk-aversion is also 
captured by the fact that the whole Swiss sovereign yield 
curve has sunk deeper into the sub-zero territory: the 10-
year yield was at -0.83%, whilst the 50-year yield was at 
-0.20% at the end of last week, according to Bloomberg.

ASIA PACIFIC
 
HSCEI 10,086 -4.74%, Nikkei 20,720.29 -0.72%, 10yr JGB- 
0.19% 0bps, USDJPY 105.910 -1.93%

Investor sentiment in Asian stock markets substantially 
worsened: the MSCI Asia Pacific ex. Japan index declined 
4.7% in USD by the end of the week – erasing most of 
its gains year-to-date. The South Korean market (-5.1% 
in USD), Chinese “H” shares (-4.7% in USD) and the 
Taiwanese market (-4.4% in USD) delivered the poorest 
performances during the week. In contrast, Bangladesh 
and Pakistan outperformed their Asian peers, as both 
countries’ stock indices were flat in USD terms. One of the 
most notable moments happened this morning, when 
the USDCNY exchange rate crossed the 7-level, which 
further dampens investors’ appetite for riskier assets.

China’s Caixin manufacturing PMI decreased to 49.7 
– indicating the industrial output could contract in the 
coming months. According to the details, domestic 
demand has been strengthening as opposed to new 
export orders, which have been decreasing for several 
months now. Elsewhere in Asia, manufacturing PMIs were 
mixed. The PMI in India further rose and reached 52.5 
due to increasing consumer goods and intermediate 
goods production. The index in Vietnam remained 
very strong, at 52.6. Meanwhile, the Philippine figure 
strengthened to 52.1. Domestic demand in both Vietnam 
and the Philippines further improved in July. In contrast, 
manufacturing PMI in Indonesia declined to 49.6, 
indicating industrial weakness ahead.

The monsoon rains in India have intensified recently, as 
the amount of rainfall was over the long-term ‘normal’ 
amount by 4%, reducing the overall deficiency to 9% 
from 33% in July. According to professional weather 
forecasters, rainfall should be ‘normal’ in August and 
September, which should further reduce the deficiency 
and help replenish reserves.

In our view, this is positive news for the rural economy as 
well as investor sentiment. 

Consumer price inflation in South Korea was 0.6% YoY in 
July. Inflation remains depressed due to low oil prices and 
a sharp decline in vegetables prices. Meanwhile, exports 
continued to decline, by 11% YoY in July, mainly due to 
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sharply contracting semiconductor exports. The decrease 
in imports moderated to 2.7% YoY.

LATIN AMERICA
 
MSCI Lat Am 2,762 -3.43%

The majority of Latin American stock indices declined 
during the week, due to the escalation of trade tensions 
between the US and China. The Peruvian (-6.3% in USD) 
and Colombian market (-6.1% in USD) underperformed 
their regional peers.

The Brazilian central bank reduced the policy rate by 
50bp to 6%. The MPC revised down its inflation forecast 
to 3.6% for end-2020. According to the statement, the 
MPC saw further room for monetary easing in a benign 
inflationary environment. 

It is highly likely that the Brazilian central bank will opt for 
further rate cuts in the coming months. The terminal level 
of the policy rate will depend on the degree of disinflation 
in Brazil as well as on the extent of Fed’s rate cutting cycle.

Real GDP growth in Mexico slowed to 0.4% YoY (0.1% 
QoQ) in 2Q19. As a result, the country avoided slipping 
into a recession. The weakness in the Mexican economy 
was broad-based, since output in all major industries 
contracted. 

Mexican Finance Minister Herrera announced that the 
government will use MXN 121bn from the budgetary 
income stabilization fund (FEIP) to fill this year’s revenue 
shortfall to comply with fiscal targets. 

In our opinion, the overall impact of the transfer will 
be limited on GDP growth. Over the longer run, the 
government’s room for fiscal manoeuvre decreases 
should Mexico’s economic slowdown further deepen.

Peruvian President Vizcarra proposed bringing forward 
the general election to April 2020 from July 2021. In order 
to do this, the constitution needs to be changed, which 
requires both congressional approval and a referendum. 

AFRICA
 
MSCI Africa 771 -4.18%

The South African stock market was one of the worst 
performers compared with its African peers during the 
week, as the country’s benchmark stock index lost 4.9% 
of its value in USD terms. The South African market 
was followed by the Kenyan one (-2.7% in USD) and the 
Nigerian market (-1.3% in USD). In contrast, the Egyptian 
stock market realised one of the smallest losses vs. other 
African stock markets last week, as the index was down 
0.8% in USD. constrained’ room to manoeuvre. 

South Africa’s economy further weakened in 2Q19, when 
unemployment rate climbed to 29% - the highest jobless 
rate since 2008. In terms of absolute numbers, it meant 

UNITED STATES DATE CONSENSUS

PPI inflation (Jul) YoY Fri/09 1.7%

EUROPE DATE CONSENSUS

Eurozone: Markit Services 
PMI (Jul) Mon/05 53.3

UK: GDP growth (2Q19) 
YoY Fri/09 1.4%

ASIA PACIFIC DATE CONSENSUS

India: policy rate decision Wed/07 5.50%

Philippines: policy rate 
decision Thu/08 4.25%

Philippines: GDP growth 
(2Q19) YoY Thu/08 5.9%

China: CPI inflation (Jul) 
YoY Fri/09 2.7%

China: current account 
(2Q19) USD bn Fri/09

LATIN AMERICA DATE CONSENSUS

Brazil: retail sales (Jun) 
YoY Wed/07 0.6%

Mexico: industrial produc-
tion (Jun) YoY Fri/09 -2.7%

Peru: policy rate decision Fri/09 2.75%

AFRICA DATE CONSENSUS

South Africa: manufactur-
ing production (Jun) YoY Thu/08 2.75%

Egypt: CPI inflation (Jul) 
YoY Thu/08

THE WEEK A HEAD

PLEASE CONTINUE FOR 
MARKET DATA

that there were 6.7 million people without jobs.

Consumer price inflation in Kenya rose to 6.3% YoY in 
July, due to a sharp increase in food prices and transport 
costs. Despite the acceleration in the headline inflation 
gauge, it remains within the 2.5-7.5% inflation target band.
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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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