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QUARTERLY UPDATE – SEPTEMBER 2018 

GLOBAL ENVIRONMENT 

Global macro and market conditions during the 3rd quarter can be summed up by the word divergence.  
As the Citi Global Economic Surprises indicator surged in early July, the U.S. economy continued to surprise 
on the upside.  Elsewhere, European PMIs decelerated and in China, both industrial production and 
services reflected the impact of global trade disruptions. Rising interest rates globally put pressure on the 
weakest emerging market economies and in some cases (Turkey and Argentina), respective currencies 
declined more than 24% over the period. Concurrently, local central banks increased their base rates to 
levels not seen in decades. Headline inflation in the developed world increased while upcoming sanctions 
on Iranian oil exports resulted in a significant increase in oil prices at quarter-end. 

The interest rate curve continued to flatten in the U.S. while 10Y interest rates added 20bps in September 
to settle above the 3% threshold. The U.S. dollar, as measured by the DXY, appreciated significantly during 
the first seven weeks of the quarter before reversing gains to settle at a 70 basis point appreciation against 
developed market peers. Broad commodities declined 2% as losses in industrial and precious metals and 
in agriculture offset gains in energy. Global equities added 5% over the period while emerging and frontier 
markets underperformed with losses of 1.1% and 2% respectively. Global bonds declined 0.8% as tension 
in both the U.S. and the Eurozone periphery increased, while high yield spreads tightened. Yield spreads 
in emerging markets external debt tightened significantly while local debt outperformed.  

 

PERFORMANCE REVIEW 

The Silk Road Frontiers Fund returned -8.97%, net of fees, for the period from June 30th to September 30th, 
2018 compared to the -1.98% (net) returned by its benchmark, the MSCI Frontier Markets Index TRN. As a 
reference, Global Emerging markets retreated by 1.1% in Q3 2018. The fund’s under-performance relative 
to the benchmark is attributable to overweight exposure to index constituents in Nigeria and Kenya and 
out of index allocations to Egypt, Pakistan and Saudi Arabia. With the exception of Argentina, Vietnam 
and Qatar most of the frontier markets corrected sharply throughout Africa, Asia and GCC region. The 
increase in US interest rates and the appreciation of the USD versus global peers, drove many countries 
to raise their rates to counter pressure on their currencies.    

On a monthly basis, the fund’s NAV declined by 2.0% in July, 2.8% in August and then slid by 4.1% in the 
month of September. 

On an YTD basis, the Fund is down 10.8% net of fees while Global Frontier markets have retreated by 12.6%. 
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AFRICA 

Nigeria: Tensions and uncertainty ahead of the country’s presidential and senatorial elections scheduled 
for February and March 2019, respectively, a fine by the Central bank on two leading Nigerian banks 
(Stanbic IBTC and Diamond Bank, not held in the Fund) and the revocation of Skye Bank’s license due to 
insolvency (not in the Fund) were the major catalysts for the benchmark NSE All Shares Index decline of 
14.8% QoQ (in USD terms). Nigeria was the worst performing frontier market in the quarter and was the 
largest negative contributor to the FSNHX Fund’s performance during Q3 ’18. Lafarge Africa dropped 46% 
as the company posted another quarterly loss due to ongoing restructuring of its South-African operations 
while announcing simultaneously a capital increase.  

South Africa: The South African Reserve Bank (SARB) lowered 2018 GDP growth expectations to 0.7% from 
1.2% and maintained its 2019 and 2020 estimates of 1.9% and 2%...President Ramaphosa plans to jump-
start the economy with a stimulus plan focusing on youth, women and SMEs, and targeting Public Private 
Partnerships while reprioritizing spending into Health & Education, Infrastructure, Agriculture, Tourism, and 
Telecoms. During the quarter there were discussions surrounding land reform which if managed effectively, 
could have a long-term positive impact on the economy, according to Moody’s. Nevertheless, the lack 
of details can only add to uncertainties which are detrimental for the country’s imminent future.    . The 
broad benchmark Jalsh Index declined 2.1% in local currency terms while the Rand depreciated by 3% 
against the U.S. dollar.    

Ghana: Stronger exports of gold and cocoa and S&P’s upgrade of Ghana’s credit rating to B from B- on 
the back of improved effectiveness of monetary policy and stability in the banking sector lent stability to 
local equities. The Ghana Composite Index closed flat for the quarter in local currency terms (down 2.2% 
in USD).  

Morocco: A slowdown in economic growth, the widening trade deficit and a sharp drop in foreign direct 
investment were among the catalysts for the benchmark Morocco Free Float based Index’s decline of 
3.4% during the quarter (in USD terms).  King Mohammed appointed Mohamed Benchaaboun, a 
prominent banker, as the new Economy and Finance Minister, in order to boost economic growth. 
Morocco’s trade deficit widened 8% YoY in 7MCY18 to MAD 118.3 billion (USD 12.4 billion), while foreign 
direct investment also plummeted 26% YoY to MAD 12.6 billion, adding to concerns of  increased fiscal 
pressures going forward. Auto Hall, fell 15.0% QoQ due to its weak 1H2018 results, wherein the company 
posted 1% YoY growth in the topline while the pre-tax profit shrunk by 7.2% YoY due to negative currency 
impact. 

Egypt: Rising oil prices and political tension following the arrest of former President Mubarak’s two sons on 
charges of stock manipulation weighed heavily on the Egyptian stock market as its leading EGX 30 Index 
declined by 10.5% over the period. As inflation stabilized in the low tens, the Central Bank took a more 
conservative approach by putting on hold the easing cycle it has been engaged in for the past quarters. 
The real estate sector underperformed as valuations are stretched following a rally that lasted for 7 
consecutive quarters. (from Q3’ 16 to Q1’ 18). Foreign investor outflows continued. Ibnsina Pharma lost 
22.3% in USD terms on profit taking.  
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GULF COOPERATION COUNCIL (GCC) 

Saudi Arabia: The decision by Saudi Arabia in August to cancel the planned IPO of Aramco stalled the 
market’s YTD rally and undermined investor confidence. Al Khaleej Training, fell by 23.8% following the 
release of Q2’ 18 results wherein the company posted loss of SAR 7.1 million in Q2 due to high OPEX, while 
for 1H’ 18 the net loss stood at SAR 2.6 million.  

Kuwait: The first phase of Kuwait’s upgrade to the FTSE Secondary Emerging Markets Index began in 
September with the inclusion of 12 stocks. Global investors continued to add large-cap Kuwaiti stocks 
which they expect to be included in the MSCI Emerging Market Index upgrade in Spring of 2019. The 
Kuwait All Shares Index closed 5.0% higher over Q3 ’18. 

U.A.E.: Despite regional worries due to the depreciating Turkish Lira and its trickle down impact on the 
other emerging markets, the UAE remained less impacted due to the healthy corporate earnings 
announcements for Q2, which supported stock specific rallies. The DFM General Index heavy weight - 
Emaar Properties posted robust revenue growth of 46% YoY in its 1H’ 2018 results with revenue coming at 
AED 11.5 trillion and net profit up by 18% YoY to AED 3.3 billion driven by strong construction progress and 
growth in malls business.  

Oman:  With no major triggers, the MSM 30 Index, rose 4.7% in August and September following a weak 
July leading to 0.9% decline in Q3 in USD. Oman was the second most positive contributor to the Fund’s 
performance due to its position in Ooredoo Oman which rose 1.9% in Q3 ’18. 

 

ASIA  

Vietnam: The Ho Chi Minh Stock Index rebounded in Q3, up 5.9% and supported by Q3 GDP of 6.9%.  The 
Vietnamese government is actively pursuing its divestment and privatization program of state owned 
companies which has drawn significant interest from foreign investors. Vietnam was the Fund’s largest 
positive contributor in the quarter supported by strong stock selection. Top performing stocks in Vietnam, 
were Saigon Securities– the largest broker in the country which is expected to benefit from the rise in 
trade volumes and the government’s divestment plan and Masan Group– one of the largest consumer 
conglomerates in the country.  

Pakistan: The weakening Pakistani Rupee, inflation and balance of payment concerns weighed on the 
market as foreign investors continued to reduce their exposure (net outflow of USD 189 million in Q3). The 
Central Bank raised interest rates by additional 200 bps to 8.5% in an attempt to prevent further 
depreciation of the PKR and to stem rising inflationary pressures. Foreign reserves fell to less than two 
months of imports, pushing the government to opt for another bailout program from the IMF, for which 
formal request is yet to be made. While the benchmark KSE 100 Index fell by 4.1% in USD terms during the 
period our holding in MCB Bank added 2% as banks are likely to benefit from the contractionary monetary 
policy.  

Bangladesh: On the economic front, the country witnessed robust economic growth of 7.8% in FY18 and 
is expected to grow by another 7.5% in FY’19 driven by rising consumption and infrastructure related 
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spending. However, due to no major positive triggers in the local names foreign investors remained net 
sellers of the local equities; the benchmark DSE All share Index fell 1.3% QoQ.  

LATIN AMERICA 

Argentina: At the end of August, Caputo, the now former-new BCRA Governor, unexpectedly hiked rates 
by 500 bps to 45%, and again at the end of the month to 60% in a bid to quickly stabilize the economy 
and eventually stop the Peso free fall against the USD. These and other tightening measures, in conjunction 
with discouraging macro data not only undermined Macri’s support ahead of next year elections but 
also provided fertile ground for social movements and protests. At the end of September, Guido Sandleris 
took the reins of the BCRA after Caputo resigned, to align the country with a renewed IMF deal. At the 
end of the Q3, a renegotiated IMF deal of USD 57.1 billion was finalized, provided Argentina with much 
needed funding needs for 2018/2019. In addition, Argentina also agreed with the IMF not to let short term 
interest rates fall below 60% until 12-month CPI expectations drop for at least two consecutive months, 
while the BCRA will not intervene on the Peso within a 34-44 range to the US Dollar. Nevertheless, the 
Central Bank will be able to adjust the intervention zone by 3% every month and sell up to USD 150 million 
per day in extreme cases of volatility. With clarity emerging on the much needed financing through the 
IMF deal, the equity market rallied and, over the quarter, the local benchmark Merval Index rose 28.5% 
QoQ in Peso terms to record highs (but retreated 9.4% in USD). Our holding in CABLEVISION was amongst 
the worst performers in Q3 due to legal action taken by the one of the local competitors – Telefonica – 
against Telecom Argentina and Cablevision’s merger. 

 
PORTFOLIO ACTIVITY 

Silk Invest’s major allocations remained tilted towards Asia and Africa with the largest country allocation 
in our portfolio to Pakistan at 14.5%, followed by Egypt at 11.3% (though reduced position in Ibnsina 
Pharma). We increased our allocation in Pakistan from Asia region to 14.5% from 5.9% as we increased our 
exposure in MCB Bank, LUCKY CEMENT, ENGRO CORP and UNITED BANK. In the GCC region, we exited our 
position in Al Khaleej, Herfy Food and Sadafco in Saudi Arabia and in Ooredoo Qatar while we redeployed 
cash in Kuwait. We exited South Africa on relative valuations and we sold our position in Lafarge Africa. 
We invested 6% of our cash in the US Treasury during the quarter for short term liquidity. 

 

 

 

 

PORTFOLIO OUTLOOK AND STRATEGY 
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Frontier and emerging markets are witnessing a tough phase owing to the major flows directed to either 
US equites and/ or rising yields fixed income portfolios. With only a quarter to go for 2018, most asset 
managers are eyeing 2019 for some stability and new flows into equities.  

The outlook for Sub Saharan Africa remains positive especially given the global sell-off in risky assets which 
has made share prices even more attractive. The main reason for the positive outlook in increased 
infrastructure investments, urbanization, foreign direct investments and increasing political stability 
combined with economic reforms.  

Nigeria will be holding general elections in February 2019, which will hopefully clear much uncertainty 
and enable the new government to focus on driving economic growth. In Kenya, the interest rate caps 
are hampering the economy from reaching its potential –   it is expected that the caps will be removed 
in the near future. In South Africa, additional volatility will likely come from the newly created Zondo 
Commission which, even though it won’t have the powers to prosecute, will be able to produce some 
evidence of South Africa’s “state capture”. For Ghana, strong domestic demand is expected to emerge 
from buoyant private consumption and healthy investment activity and the external sector is expected 
to perform robustly next year due to favorable price outlook for Ghana’s key commodity exports. GDP, 
resultantly, is likely to expand by 6.8% in 2018 and 6.2% in 2019.  

In North Africa, Moroccan economic growth stood at 2.8% in the Q3 after it was limited to 2.4% during the 
second quarter of 2018. The growth is linked to improvements in both the agricultural and non-agricultural 
sectors.  Egypt has adopted an ambitious and politically difficult economic reform program that won the 
praise of international financial institutions and its main economic partners. While much progress has been 
made on several fronts the repeated cancellations of bond auctions has had a negative impact on 
foreign investors, further eroding their interest in future auctions and undermining confidence in the 
country’s economic management. Egyptian authorities are trying to balance two objectives: securing 
financial resources (including foreign) to finance their budget deficits, which would require a higher 
interest rate, but at the same time, they want to enhance economic activities and growth, and avoid a 
sharp increase in the interest bill. Any increase in the interest rate will have serious implications for the 
budget deficit, which is targeted to be reduced below 9% of GDP this coming fiscal year, one of the 
objectives under the IMF-supported program. 

We remain positive in the GCC region as both Saudi Arabia and Kuwait benefitted from major index 
provider’s upgrades, however the regional sell off might lead to some correction in the local names as 
well going forward. Qatar is on the road to recovery and is one of the attractive markets in the current 
environment. 

 

 

 

 

Pakistan’s economy is quite fragile, with the country facing a depletion of reserves amidst currency 
pressures and rising interest rates. The government has formally announced an IMF program, which if 
approved would provide a respite from declining reserves and will also put the country back on track in 
terms of stringent fiscal and economic reforms.  
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In Argentina we anticipate a near term bumpy road as inquests into alleged bribes paid to members of 
the former Government of Cristina ramp up. Nevertheless, given the pressures that Macri’s Government 
has been facing lately to achieve economic stability, these allegations may somehow help his approval 
rating ahead of next year’s elections while penalizing Cristina’s. 

Silk Road Frontiers 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 9.9x while the 
dividend yield is at 5.7%.  
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