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GLOBAL 
MARKET 
UPDATE

The market continues to focus on the trade 
negotiations between the US and China. For a 
very short period of time last week, it looked like 
the two parties could reach a deal soon, which 
encompasses the removal of tariffs. This optimistic 
idea, however, was short-lived, as US President 
Trump downplayed it on Friday. In our interpretation, 
the glass remains half full, as trade tensions have 
potentially peaked and a ‘Phase One’ interim trade 
deal remains in the pipeline, which could be signed 
as early as the end of 2019. However, the path to 
reach such an outcome will very likely be volatile.
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UNITED STATES 
 
Market sentiment in the US was broadly positive during 
the week, in our view. The improvement in investor 
sentiment was largely due to the better-than-expected 
soft macro indicators (e.g. ISM non-manufacturing 
index rose to 54.7 in October). The increasing market 
optimism regarding the US’ economic cycle was 
reflected in the marked rise in market-based gauges 
for inflation expectations as well as the Treasury yield 
curve, which significantly steepened by the end of the 
week (the 2-year yield was up 12bp to 1.67%, whilst the 
10-year yield increased 23bp to 1.71%). Due to the rising 
optimism, the broad market expects no more substantial 
monetary easing by the Federal Reserve, as the pricing 
by the Fed funds futures imply no rate cuts in 1Q-2Q20 
and a 25bp cut in 2H20. However, the implied probability 
of a rate cut in 2020 has been continuously decreasing.

EUROPE
 
European stock indices delivered a mixed performance 
during the week. While the Italian, French and German 
benchmarks gained, indices in Spain and the UK 
declined (in USD). Meanwhile in the fixed income space, 
the 10-year German Bund yield rose 12bp to -0.26% 
by the end of the week. In our opinion, the sovereign 
yield moves largely imply that the degree of investor 
risk-aversion has abated, whilst economic growth 
expectations for the Euro Area remained depressed.

ASIA PACIFIC
 
Asian stock markets delivered a mixed performance 
during the week. On one hand, Chinese “H shares, the 
South Korean and Thai market headed north. On the 
other hand, stock indices in Indonesia and India declined.

Consumer price inflation in China further accelerated 
in October, to 3.8% YoY. The fast-paced price increase 
was largely driven by spiking pork prices (20.1% YoY; 
pork represents about 57% of total meat consumption), 
which in turn gave a push to prices of pork substitutes. 
As opposed to food prices, non-food item inflation 
remained depressed in October, at 0.9% YoY. Meanwhile, 
producer prices further eased, dipping to -1.6% YoY.

The sustained sharp increase in pork prices is due to 
supply-demand imbalances brought about by the African 
swine flu. Excluding the impact of the pork related negative 
supply side price shock, the Chinese economy continues to 
exhibit depressed inflation on a broad base. As a result, the 
PBoC can maintain its accommodative stance, in our view.

Credit rating agency Moody’s adjusted India’s credit 
rating outlook from ‘stable’ to ‘negative,’ whilst keeping 
the assigned Baa2 credit rating intact (equivalent of BBB 
rating at S&P and Fitch; two notches above the threshold 

for the investment grade category). Moody’s was the only 
credit rating agency out of the three major agencies to 
raise India’s credit rating to this high in 2017, whilst S&P and 
Fitch kept the rating stable at BBB- (the lowest investment 
grade category). According to Moody’s, India is going 
through a period of ‘worsening liquidity crisis,’ ‘a prolonged 
slowdown in the economy’ and ‘rising public debt.’

It is important to point out that this is not a credit 
downgrade by Moody’s, but a downward adjustment 
to the outlook, which does not automatically lead to 
a downgrade over the next 12 months. In our view, 
Moody’s assessment is backward-looking and has not 
fully factored in the impact of the measures taken by 
the government (e.g. the growth-positive impact of 
the corporate income tax cut, recapitalisation of state-
owned banks, etc.) and the central bank (e.g. interest 
rate cutting cycle, enhanced liquidity framework). 
Moody’s decision will not derail the strong foreign equity 
inflows to the Indian stock market seen in September 
and October, as those flows are primarily driven by the 
government’s pro-growth anti-cyclical economic policies.

Economic activity in the Philippines visibly strengthened 
and surprised positively in 3Q19 after two consecutive 
quarters of – transitory – weakness in 1Q-2Q19. In 3Q19, real 
GDP growth accelerated to 6.2% YoY. The acceleration in 
GDP growth was primarily driven by government spending 
and secondarily by a solid household consumption.

In our view, GDP growth will remain strong in 
the coming quarters due to the fiscal support 
and the accommodative monetary policy stance.

GDP growth in Indonesia held its own, as the annual 
rate of growth was 5% YoY in 3Q19. Domestic demand 
remained resilient, whilst net external trade was aided by 
commodity exports (e.g. nickel ore). Meanwhile, the current 
account deficit in Indonesia was USD 7.7bn in 3Q19, ca. 
2.7% of GDP in annualised terms. Relative to the same 
period in 2018, the deficit narrowed by 0.5ppt. Although 
the trade balance somewhat improved, remittances and 
tourism-related revenues were relatively weak. In 3Q19, 
net foreign direct investment inflows amounted to about 
1.7% of GDP, falling short of covering the external funding 
requirement, stemming from the current account deficit.

The Thai central bank reduced the key interest 
rate by 25bp to 1.25%. The decision was not 
unanimous, as two MPC members saw the economic 
momentum resilient enough to strengthen without 
increasing the degree of monetary policy support.

LATIN AMERICA

Investors turned risk-averse in Latin America during 
the week. Consequently, the majority of the broad 
stock indices declined. In this environment, the Brazilian 
benchmark underperformed most of its regional peers, 
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whilst the Mexican index outperformed by going sideways. 

The pension reform was approved by the Congress 
in a Brazil and is expected to be promulgated in 
November. The reform will yield about BRL 738bn 
in savings over 10 years and is crucial to achieve 
the sustainability of the country’s fiscal account. 

The Brazilian government unveiled wide-ranging 
economic reform proposals promoting a more 
sustainable fiscal management framework: (1) the 
‘emergency fiscal package’ introduces triggers to 
automatically cut earmarked spending once it reaches 
critical levels; (2) the ‘federal pact’ increases budgetary 
flexibility and changes the relationship between the federal 
government, states and municipalities; (3) the ‘public funds 
measure’ would free up stranded assets in public funds.

In Chile, the Lower House of Congress approved 
the 40-hour work week bill by a large majority and 
sent it to the Senate. The specific article reduces 
working hours from 45 to 40 per week. In addition, 
President Pinera signed the Guaranteed Minimum 
Income Project and sent it to Congress. The bill 
raises the minimum gross income of employees. 

The Central Bank of Peru cut the policy rate by 25bp to 
2.25%. The central bank expects inflation to hover around 
the target of 2%. However, the MPC identified downside 
risks due to the possibility of a lower than expected 
domestic demand growth. The BCRP underscored that this 
decision does not necessarily imply additional rate cuts. 
Further rate cuts will be data dependent going forward.

AFRICA
 
Stock markets in Africa delivered a mixed performance 
during the week. During the week, the Egyptian stock 
market delivered one of the strongest performances, 
followed by the South African index.

South Africa’s manufacturing output fell 2.4% YoY in 
September after contracting by 1.5% YoY in August. The 
latest Purchasing Manufacturing Index (PMI) painted a 
bleak picture of the South African economy’s outlook 
suggesting that manufacturing activity can further 
weaken. The index was 49.4 in October, remaining below 
the 50-point threshold, which separates expansion from 
contraction. South African private sector activity shrank 
for the sixth consecutive month in October as output 
and new orders continued to slide, partly linked to recent 
nationwide power cuts. Consumer confidence in South 
Africa hit its lowest level in nearly two years in 3Q19, 
with consumers likely to hold off on major spending in the 
near term, according to the latest survey. Sentiment fell 
across the board, with household budgets increasingly 
becoming constrained by slow wage growth, high tax 
rates and rising electricity prices. 

Although Moody’s refrained from downgrading South 
Africa’s sovereign credit rating to non-investment 
grade, the credit rating agency pushed state power 
firm Eskom’s credit rating deeper into sub-investment 
territory (from B3 to B2, six notches below investment 

grade) claiming that a government plan to reorganise the 
firm would be hard to implement without explicit support 
from the cabinet.

The Finance Minister of Egypt set a (more) ambitious 
public debt reduction target for FY2021, as the 
Ministry expects gross public debt to drop to 80% 
of GDP by the June 2021. The government forecasts 
GDP growth at 6.5% in FY2021, up from a target of 
6% for the current fiscal year ending in June 2020. 

Kenya’s President has signed a law that removes a cap 
on banks’ commercial lending interest rates. Under the 
law passed by parliament, existing loans will be shielded 
from an increase in interest rates, for the duration already 
agreed on between the lenders and borrowers. Besides 
boosting credit flow to the real economy, lifting the cap 
on interest rates is also expected to help unlock a stand-
by credit facility with the International Monetary Fund. 
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UNITED STATES DATE CONSENSUS

CPI inflation (Oct) YoY Wed/13 1.7%

Retail sales (Oct) MoM Fri/15 0.2%

Industrial production 
(Oct) MoM     Fri/15 -0.4%

EUROPE DATE CONSENSUS

Euro Area: GDP growth 
(3Q19) YoY   Thu/14 1.1%

UK: GDP growth (3Q19) 
YoY Mon/11 1.1%

ASIA PACIFIC DATE CONSENSUS

India: CPI inflation (Oct) 
YoY Wed/13 4.4%

China: industrial produc-
tion (Oct) YoY Thu/14 5.4%

Philippines: policy rate 
decision Thu/14 4.0%

LATIN AMERICA DATE CONSENSUS

Brazil: retail sales (Sep) 
YoY Wed/13 2.3%

Mexico: policy rate deci-
sion   Thu/14 7.50%

Colombia: GDP growth 
(3Q19) YoY Fri/15 3.3%

AFRICA DATE CONSENSUS

South Africa: retail sales 
(Sep) YoY Wed/13 1.9%

Egypt: policy rate decision Thu/14 12.25%

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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