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QUARTERLY UPDATE – DECEMBER 2018 

INVESTMENT OBJECTIVE 

Silk Invest New Horizons Fund is an open-end fund which seeks capital appreciation through investing in 
securities of issuers located in frontier markets or whose primary operations or principal trading markets are 
in frontier markets and depositary receipts of such issuers.  

GLOBAL ENVIRONMENT 

2018 closed with an unusually weak December. Falling PMIs globally and the rapidly declining Citi global 
economic surprises indicator (which fell for 3 consecutive months while staying above June 2018 lows) added 
to investors’ anxiety. Risk assets posted one of their worst quarters in modern history as long-term interest rates 
declined in major developed and emerging markets on threats to global trade and global economic growth. 
The U.S. Federal Reserve increased its base rate as expected in December, its president indicated that money 
market rates are close to neutral territory, leaving room for less tightening throughout 2019. In Europe, the 
ECB confirmed the end of its quantitative easing program while in Japan, the BOJ increased the limits of 
intervention that are guiding its monetary policy. This rapidly evolving monetary landscape held back the 
U.S. dollar which appreciated by only 1% against developed market peers while emerging market currencies 
reversed their previous quarter losing streak and appreciated on average. Headline inflation declined in 
major economies while exemptions from U.S. sanctions on Iranian oil exports and rapidly rising American oil 
production caused oil prices to crash by more than 30%. 

The interest rate curve continued to flatten in the U.S. and even inverted between 1 and 7 year maturities 
while 10Y interest rates declined 38 bps during the quarter. The U.S. dollar, as measured by the DXY, 
appreciated significantly during October and November before declining during the last month of the 
quarter. Broad commodities declined 9.4% as losses in energy and industrial metals offset gains in precious 
metals and agriculture. The S&P 500 crashed 13.5% as market breadth deteriorated the most since 2015 and 
underperformed other major equity markets, except for Japan as technology and more generally growth 
oriented stocks underperformed. Cyclicals and smaller companies experienced a significant correction, 
having declined more than 20% since their most recent highs in August and September. The Italian Budgetary 
crisis had no contagion effects on other European periphery markets while EM equities held-up better. Global 
equities declined 12.5% while global emerging markets and global frontier markets lost 7.5% and 4.3% 
respectively. Global bonds added 1.4% while high yield spreads widened significantly. Yield spreads in 
emerging market external debt reversed gains while local debt benefited from stabilizing currencies with the 
exceptions of Russia and Mexico.  

 

PERFORMANCE REVIEW 

The Silk Invest New Horizons Frontier Fund (FSNHX Fund) returned -6.68%, net of fees, for the period from 
September 30, 2018 to December 31, 2018 compared to the -4.3% (net) returned by its benchmark, the MSCI 
Frontier Markets Index TRN. The fund’s under performance relative to the benchmark is attributable to out of 
index allocations to Pakistan, UAE and Egypt along with negative performance coming from overweight 
positions in Africa – Nigeria and Kenya. With the exception of Qatar most of the frontier markets corrected 
sharply throughout Africa, Asia, GCC and LATAM. Rising interest rates, depreciating currencies and a 
correction in commodities – especially oil, led to the sell-off across the frontier and emerging countries.   On 
a monthly basis, the fund’s NAV declined by 3.3% in October, 1.1% in November and then slid by 8.4% in the 
month of December.   
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AFRICA 

Nigeria:  With elections coming up in February 2019, most investors remained sidelined during the last quarter 
of 2018. Political uncertainty in addition to concerns regarding the CBN’s case against MTN for the improper 
repatriation of USD 8.1 billion also contributed to the lackluster activity at the local market. Towards the end 
of quarter, MTN announced it had settled the dispute and would be paying $52.6mn. The benchmark NSE 
All Shares Index shed another 4.0% QoQ (in USD terms), closing 2018 down 17.8% YoY. On a portfolio level, 
LAFARGE AFRICA contributed the most to the overall negative return during the quarter, due to disappointing 
9M2018 results driven by weak South African operations and significant finance costs. Further on, the 
management announced a second rights issue to restructure its debt and improve the 2019 profitability 
outlook. 

Kenya: The country continued to feel the pressure of the emerging markets selloff and the U.S. interest rate 
increase, despite local monetary easing as the country’s central bank reduced its main rate by 1% for the 
year. Rates have been stable at 9% since June 2018, reflecting the reduced inflationary pressures and an 
economy operating at “close to its potential”. Due to continuous selling in the local names post Q1 2018, the 
benchmark Nairobi All Shares Index closed 6.0% down QoQ in the USD terms. CENTUM INVESTMENTS LTD, 
bucking the trend, closed the quarter up 6%, on the back of its strong H1 2019 results, highlighted by a 27% 
YOY increase in its net profit.  

South Africa: General Elections are expected to be held in May 2019 and will determine who will become 
the next President. Ramaphosa, who succeeded Zuma back in February 2018, will try to keep his position 
despite a chaotic political landscape as illustrated by the replacement of the Finance Minister and then the 
Minister of Home Affairs. The newly appointed finance minister, Mboweni, instead has failed to impress credit 
agencies or investors with a weak Medium Term Budget Policy Statement. This has created further uncertainty 
with possible downgrade announcement expected from the rating agency Moody’s. The U.S. dollar 
appreciated by 3.4% against the ZAR and the benchmark JALSH Index closed the Q4 down 6.7% QoQ (USD 
terms). VODACOM GROUP LTD, the only stock we held in the portfolio, provided a positive return of 6.5% due 
to solid growth in  group revenues (+5.4% YoY) and EBIDTA (+4.1% YoY) in H12019.  

Ghana: The Central Bank of Ghana’s increase in the minimum capital requirement for commercial banks to 
GHS 400 million (up from GHS 120 million) was achieved by 23 commercial banks as of 31st December 2018.  
The overcrowded banking sector counted 34 players in January 2017. This significant clean-up has been 
carried out hand in hand with Ghanaian new president Nana Akufo-Addo’s effort to stabilize 
macroeconomic variables so to meet IMF expectations. Banking sector weakness weighed heavily on the 
Ghana Composite Index which closed 14.6% lower QoQ in USD.  Ghana Commercial Bank (GCB) corrected 
by 14.8% QoQ despite having a solid capital base. 

Morocco: The IMF approved financing of about USD 2.97 billion in the form of a Precautionary Liquidity Line 
(PLL) for Morocco. The new PLL arrangement will provide insurance against external shocks and support the 
authorities’ efforts to further strengthen the economy’s resilience and promote higher and more inclusive 
growth. The two-year arrangement will help lower the ratio of public debt to GDP over the medium term 
while securing priority investment and social spending, according to the IMF. The Central Bank left its 
benchmark interest rate unchanged at 2.25%, saying borrowing costs were in line with medium-term inflation 
and growth prospects. Douja Promotion Groupe Addoha was a top performer in the FSNHX fund, gaining 
13.4% QoQ. 
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Egypt:  The IMF delayed its approval of the release of the next USD 2 billion tranche of the extended fund 
facility due to a disagreement over the timings of the Egyptian government’s announcement to peg fuel 
prices to the global market.  Egypt announced GDP growth of 5.3% in 2017/2018, and expectations for 5.8% 
growth in fiscal year 2018/2019. The Egypt benchmark EGX 30 Index, however, retreated for the third 
consecutive quarter and closed 9.9% down in Q4 (in USD). Amongst our holdings IBNSINA PHARMA gained 
9.4% in USD terms in Q4, following the release of strong Q3’ 18 results. Revenue grew by 31.9% YoY and 13.4% 
QoQ, driven mainly by client pharmacies. Net profit increased by 27% YoY and 140% QoQ.  

GULF COOPERATION COUNCIL (GCC) 

Saudi Arabia: The complex political situation in the country worsened after the murder of Saudi-American 
journalist Jamal Khashoggi while visiting the Saudi Consulate in Turkey.  In Q4, the benchmark Tadawul All 
share Index shed 0.8%. HERFY FOODS gained 9% following the release of Q3’ 18 results wherein the company 
posted 4% YoY growth in revenue and a 29.4% increase in gross margins.  New store openings, price increases 
and aggressive cost containment were the reasons for the strong performance. 

Kuwait: The government and the Central Bank have raised the foreign ownership limit of local bank stocks 
(previously 5%) to encourage more foreign investment. The move is significant for the market as financial 
sector names constitute the major part of the index. However, due to regional sell-off and low volumes the 
benchmark Kuwait All Shares Index closed down 1.3% in Q4 ’18. 

U.A.E.: The country was the worst performer within our universe due to weakening consumer sentiment, 
especially in Dubai where the  local benchmark DFM General Index plunged by 10.5% QoQ to close 2018 
down 24.9% YoY. In our Fund, EMAAR PROPERTIES, despite robust growth of 30% YoY in its 9 month ’18 revenue 
fell 16.6% value QoQ. 

OMAN:  Credit rating agency Fitch lowered Oman’s long-term foreign currency issuer default rating to non-
investment grade rating of ‘BB+’ from ‘BBB-’ with a ‘Stable’ outlook. The downgrade reflects deteriorating 
economic indicators with fiscal deficit expected to widen to 10% of GDP in 2019. Now, two of the three major 
international rating agencies, Fitch and S&P, have a non-investment grade rating for Oman while only 
Moody’s has maintained its investment grade rating. The benchmark MSM 30 Index, resultantly, declined by 
4.4% in Q4 in USD. 

QATAR:  Qatar was the best performer amongst the emerging markets after Brazil and Indonesia in Q4 (the 
benchmark QE Index was up 5.3% QoQ) and also added most positive contribution to our fund’s 
performance.  Qatar Exchange also witnessed the IPO and listing of Qatar Aluminum Manufacturing 
Company in the Q4 which was oversubscribed by over 2.5 times, hence, further lifting the investors’ sentiment. 
We hold the telecom name OOREDOO QATAR in our fund, which rose by 8.8% in USD during the quarter. 

ASIA  

Vietnam: The Ho Chi Minh Stock Index witnessed profit taking in Q4, down 11.8% due to rising regional worries 
from thef US-China trade war.  In order to further bolster regional trade, business and economic progress in 
the long run, Vietnam’s government ratified the Comprehensive and Progressive Agreement for Trans-Pacific 
Partnership (TPP) in its annual cabinet meeting held in November. Vietnam was the Fund’s second largest 
negative contributor in the quarter. SAIGON SECURITIES lost 17.9% QoQ while MASAN GROUP declined by 
16.3% due to across the board selling in local equities. 

Pakistan:  The Central Bank increased rates by an additional 150 bps to 10% in an attempt to prevent further 
depreciation of the PKR and to control rising inflationary pressures. MSCI, the benchmark provider, in its 
November 2018 Semi-Annual review removed two companies- Lucky Cement and United Bank Ltd from the 
MSCI Emerging Pakistan Index for not meeting its market capitalization threshold, and moved them to the 
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Small Cap Index to replace Honda Car and Maple Leaf Cement. On the positive side, Pakistan secured 
another USD 3.0 billion economic assistance from the UAE, providing some relief to its plummeting forex 
reserves. The UAE government owned Petroleum Company announced its intention to invest USD 6.0 billion 
in setting up a refinery in Pakistan with the final decision to be made by end of 2019. The U.S. dollar 
appreciated by more than 13% during the quarter against the PKR and caused the benchmark KSE 100 Index 
to decline by 19.8% in USD value. Pakistan was the largest negative contributor to the fund’s performance 
during the Q4 ‘18. Heavy foreign selling post MSCI’s semi-annual review was evident as UNITED BANK lost 
28.5% and LUCKY CEMENT lost 25.0% of its value during that period. 

Bangladesh: In Q4 investors remained focused on the outcome of the General elections held on December 
30th, which as expected were won by the ruling party Awami League.  Sheikh Hasina Wazed was sworn in as 
the Prime Minister for the fourth consecutive term. Moreover, the government set new rules to control the 
monopoly of Grameenphone (the cellular operator in the country with 46% market share at present). Called 
the Significant Market Power (SMP), the regulation imposes restrictions on an operator once it controls 40% of 
the subscribers, revenues and spectrum. The local benchmark DSE all share Index remained flat QoQ.  

LATIN AMERICA 

Argentina: During the Q4 of 2018, the BCRA new monetary policy based on zero growth of the monetary 
base delivered good results and even exceeded expectations. Inflation slowed significantly and is now 
expected to close next year at 28.9% Due to sluggish growth outlook, local equities retreated in Q4 and the 
benchmark Merval Index declined 9.5% QoQ in Peso terms (however in USD, the return stood at -1.2% as the 
ARS recovered). One of our holdings, CABLEVISION had negative performance in Q4 due to delay in its 
merger deal with Telecom Argentina. 

PORTFOLIO ACTIVITY 

The Fund’s major positions remained tilted towards Sub-Saharan Africa, with the largest country allocation in 
our portfolio to Nigeria at 13.5%, followed by Egypt at 12.2%. There was no change in allocation to Asia and 
the GCC region. We reduced our exposure in Equity Bank Group and Kenya Commercial Bank in Kenya 
given there is no concrete outcome on the removal of the interest rate cap. We also reduced our holdings 
in SAIGON SECURITIES in Vietnam, BRAC Bank in Bangladesh and ZENITH BANK in Nigeria. The fund also exited 
VODACOM GROUP, our only holding in South Africa following a rebalance of the portfolio. 

PORTFOLIO OUTLOOK AND STRATEGY 

Global growth is expected to slow in 2019 with the World Bank lowering its global GDP forecast to 2.9% in 
2019 and 2.8% for 2020. 

Egypt’s economy is primed for 2019 with a combination of stable GDP growth, firm interest rates and further 
fiscal measures to rein in the budget deficit. Economic growth is expected to remain robust at +5%, thanks 
to a strong recovery in tourism, gas production and public investment. These have largely been l the same 
driving forces in the economy for the past two years. Morocco’s 2019 draft budget forecasts a narrowing of 
the deficit to 3.3% of GDP in 2019, down from 3.8% expected in 2018, while the economic growth is forecasted 
at 3.2%, versus 3.6% in 2018. We remain positive in the GCC region with most countries recent budget 
announcements for 2019 highlighting growth trends despite unstable oil prices. Saudi Arabia will continue to 
focus on fiscal stimulus with total spending expected to grow by 7% YoY, tilted towards more capital 
spendingIn Asia, Bangladesh has had a strong rebound post elections, given the ruling party’s win further 
consolidated its political powers. With government’s pro-growth and investment friendly policies, the 
economy is expected to achieve 7% GDP growth. We anticipate that Bangladesh and Vietnam’s textile 
sectors will continue to benefit from the US-China trade war. The Pakistani government has formally 
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announced the IMF program, but is taking its time to negotiate more flexible terms.  Another mini budget is 
expected to be announced on 23rd January to improve the revenue collection and to bolster exports. 

The run-up to Argentinian elections in October 2019 will increase attention on Macri, recent economic set-
backs and the local corruption scandals.  .  

We expect the fintech theme to continue in frontier markets during 2019 following significant activity during 
2018 in Sub Saharan Africa. While Nigeria has lagged the fintech activity in Kenya and Francophone Africa 
(Sonatel) the CBN is taking baby steps into mobile money with the aim of doubling financial inclusion (to 80%  

Nigeria will hold general elections in February 2019.  If the incumbent President Buhari wins, will see a 
continuation of current policies. If however the main opposition Atiku Abubakar wins, it might take as much 
as 6 months to confirm his cabinet. The local sentiment is one of indifference as Nigerians believe that neither 
of the leading candidates can provide the much needed change to the country. 

In Kenya, with a Eurobond repayment due soon and shortfalls in tax revenues, the Kenyan Government is 
looking at borrowing in local currency in the international market to mitigate FX exposure. We believe the 
Silk Invest New Horizons Frontier Fund continues to offer attractive valuations and the stocks we hold in those 
markets maintain a solid earnings outlook. The current Price to Earnings (P/E) of the Fund stands at 8.9x and 
Price to Book (P/BV) is at 1.3x.  

Note: On April 9th Silk Invest became the Adviser for the FSNHX after having been the sub-adviser since its May 25th, 2016 
inception. 
 
As of December 31, 2018, the returns for the institutional shares (FSNHX) are as follows:  
1 year period: -19.50%, since inception: -2.84%. 
 
The performance data quoted represents past performance.  Past performance does not guarantee future results.  The 
investment return and principal value of an investment will fluctuate so that an investor's shares, when redeemed, may be 
worth more or less than their original cost.  Current performance may be lower or higher than the performance data 
quoted.  Performance current to the most recent month end may be obtained by calling 888-825-2100. 

The Fund's gross expense ratio (FSNHX) is 2.14% while net expense ratio is limited to 1.74% due to a contractual agreement 
in place until October 31, 2019. 

You could find the Fund’s holdings by clicking on this link: Fund Holding as of 31 of December 2018 

The Fund's investment objectives, risks, charges, and expenses must be considered carefully before investing.  The 
prospectus contains this and other important information about the Fund, and it may be obtained by calling 888-825-2100.  
The Silk Invest New Horizons Frontier Fund is distributed by Ultimus Fund Distributors, LLC. 
 
Investing involves risk, including loss of principal.  Investments in securities of foreign companies involve additional risks, 
including less liquidity, currency-rate fluctuation, political and economic instability and differences in financial reporting 
standards and securities market regulation.  Investments in frontier markets can involve risks in addition to and greater than 
those generally associated with investing in more developed foreign markets.  Frontier market countries generally have 
smaller economies or less developed capital markets than traditional emerging markets and, as a result, the risks of investing 
in emerging markets countries are magnified in frontier market countries.  Frontier market economies can be subject to 
greater social, economic, regulatory, and political uncertainties, including the repatriation of investment income, and return 
of capital on the proceeds of sales of securities by foreign investors.  Emerging market countries may have relatively unstable 
governments, weaker economies and less developed legal systems with fewer securities holder rights. Emerging market 
economies may be based on only a few industries and security issuers may be more susceptible to economic weakness 
and more likely to default. Emerging market securities also tend to be less liquid. 
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