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The Presidential election in the US arguably kept the global 
investor community on its toes. The resulting victory of 
the Democratic Party’s Presidential candidate will bring 
an economic regime change to the US. Mr. Biden chose 
former Fed Chair, Janet Yellen as his candidate to head the 
Treasury, who is known for being an advocate of moderate 
centre-left economic policies and in favour of macro-
financial sustainability. In the first half of his term, Mr. Biden 
will allocate most of his resource to crisis management, 
which entails drawing up a comprehensive economic relief 
package. The size of the package, however, hangs in the 
balance, as President-elect Joe Biden and his administration 
will need a majority in the Senate to be able to pass a large-
scale and comprehensive economic relief package.

Currently, the Republicans control 50 seats, whilst the 
Democrats have 48 delegates. The state of Georgia will 
have a special runoff election for two seats on the 5th 
January 2021. Should we see the same outcome in Georgia 
as in the first round, each of the parties will secure one seat 
leading to a slim, 51-49 Republican Senate majority. 
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In our opinion, this outcome would mean that the Biden 
administration would have a constrained scope to boost 
domestic demand through budgetary measures. In this 
environment the Fed would remain committed to its 
accommodative monetary policy stance entailing the zero-
lower bound and a bloated balance sheet. On the other 
hand, if the Democrats secure both seats in the Senate, the 
party will have the voting power to pass a massive economic 
relief bill. However, Janet Yellen’s track record as a Fed 
Chair and her past remarks both strongly suggest that she 
will not go down the road of fiscal alcoholism, in our opinion.

Consequently, economic recovery and the subsequent 
pace of GDP growth in the US would be slower than in 
Emerging Markets by a wide margin. In our view, the growth 
differential will trigger a reallocation of capital towards the 
EM universe given the attractive valuation of the EM equities 
relative to their Developed counterparts (figure 1). 

Figure 1: EM to DM P/BV ratio (+/- 2 standard deviations): Emerging equities remain attractively valued relative 

to Developed equities

Source: Bloomberg (December 2020)

BIDEN AND THE VACCINE: A SHOT IN THE ARM FOR EM
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Furthermore, within EM equities, small caps remain 
particularly undervalued compared with large cap stocks 
on a trailing P/BV basis (figure 2) despite the fact that 
they are among the greatest beneficiaries of the on-going 
domestic recoveries. The positive news flow related to the 
vaccine also contributes to the ongoing improvement of 
global investor sentiment, which we expect to persist into 
2021. As the UK’s regulator has already approved one of 
the vaccines, it has become glaringly obvious that it is just a 
matter of time before other countries follow suit. 

Mass vaccination would trigger economic normalisation 
and a cyclical upswing through retail spending, travelling 
and hospitality services. We have positioned the Alquity 
funds for this, through examples such as Minor International 
(Thailand, a hospitality company operating hotels and 
restaurants), Bid Corp (South Africa, a food service company 
focused particularly on developed markets) and ASUR 
(Mexico, an airport operator particularly exposed to US 
leisure travel).

Figure 2: EM small cap to broad EM P/BV ratio (+/- 2 standard deviations): small cap equities remain 

undervalued relative to large caps in EM

Source: Bloomberg (December 2020)

Economic activity in India bounced in 3Q20 led by an 
unprecedentedly strong rural economy. According to 
Bloomberg Economics, rural economic activity was 10.3% 
higher than its pre-pandemic level in February, as tractor 
sales rose 7.7% YoY and net agricultural exports growth 
was 102% YoY in September. This growth was a positive 
surprise to the market, but in line with our views. However, 

there were two elements that were even better than our 
expectations. Firstly, the expansion of the recovery into 
urban areas which we were not expecting at this stage, 
and secondly the significant increase in margins which are 
sustainable in future quarters. We believe that this is not yet 
understood by investors and thus sets the scene for further 
strong returns from the market.

INDIA: THIS IS JUST THE END OF THE BEGINNING
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There are two highly underappreciated stock markets in the 
ASEAN region: the Philippines and Indonesia. Both countries 
possess a favourable macro backdrop with very strong 
structural characteristics (i.e. fast population growth, young 
demographics, etc.), an intention to improve the business 
environment (e.g. the recent Omnibus labour reform law in 
Indonesia), low (real) interest rates and a loose fiscal stance. 
Economic activity picked up considerably since the trough 
since in 2Q20, as indicated by manufacturing PMIs and 
mobility gauges. 

We see these favourable factors underappreciated by the 
broad market, which is also reflected in the depressed 
valuation metrics, such as a compelling price-to-book 
value in a historical context (figures 3 and 4). As Biden 
takes office, the population becomes vaccinated and the 
local lockdowns are soon-to-be fully lifted, we believe that 
these two countries will attract a meaningful portion of 
fresh capital flows targeting Emerging Markets due to their 
standout cheap valuation levels.

ASEAN: DIAMOND IN THE ROUGH

Figure 4: P/BV of the Indonesian Jakarta Composite stock index (+/- 2 standard deviation)

Figure 3: P/BV of the Philippine Composite stock index (+/- 2 standard deviation)

Source: Bloomberg (December 2020)

Source: Bloomberg (December 2020)
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DATE COUNTRY EVENT

December 2020 Brazil Continuation of 2021 budget talks and then approval

5 January 2021 US Georgia run-off for 2 seats in the Senate

20 January 2021 US Inauguration of Joe Biden as President

February 2021 Brazil Internal elections for the leadership of Congress

March 2021 India Renewal of the RBI’s primary mandate

1Q 2021 Argentina Negotiations with the IMF continue for a new credit line

1Q 2021 India Slower inflation may trigger further easing by the RBI

April 2021 Chile Election of the convention delegated to draw up the new constitution

May 2021 Vietnam National Assembly election

1H 2021 Indonesia Implementation of the Omnibus Law on labour and investments

1H 2021 Brazil Progress on structural reforms, e.g. tax simplification

CALENDAR OF MAJOR FORTHCOMING EVENTS
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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. 

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

CONTACT INFORMATION

DISCLAIMER


