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Market Comment

w

US and ECB communications revealed divided opinions on the prospect
for more aggressive stimulus looking ahead despite stress in US money
markets. As a result, investors may face a ‘gap’ between limited monetary
policy support and emerging fiscal support in mid-2020 in Europe and
again in 2021, post-US elections leaving the prospect of renewed volatility
for markets in 4Q19.

w

Admittedly, a thaw seems to have emerged between the US and China
following China’s willingness to license 5G leader, Huawei’s techonology
for American use. Though volatile, a road ahead appears to be taking
shape in Brexit negotiations with a UK election likely to be a prelude to a
more durable solution.

w

As a result, we continue to believe that an asymmetric approach is the
anchor for investor portfolios until fiscal momentum emerges later in 2020.
With volatility accelerating in equities, fixed income and precious metals
markets over the past year, investors should expect this broadening bull
market in volatility to continue into the year-end.

w

US and China should remain the two main engines for growth next year,
but costs of the trade war and their strategic confrontation weigh on
growth in both economies.

w

In China, activity remains on a moderate trend despite ongoing monetary
and budgetary support to domestic demand. Growth is expected to trend
below 6% next year and other selected measures on the monetary and
budgetary sides should emerge in the coming months.

w

In the US, the industrial and agricultural sectors continue to suffer from the
trade headwinds, while consumption and services stay resilient. Growth
may remain close to 2% next year, but deteriorating business sentiment,
depressed investment and a lower trend in employment are fuelling
downside risks in the outlook.
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Performance Review

Portfolio Activity

w

In the third quarter, the strategy was down -3.59% outperforming the
benchmark by 0.91%.

w

This third quarter was particularly volatile with significant distortion from a
country’s perspective. The MSCI Asia ex Japan returned -4.50% QTD with
China (-4.67%), Hong Kong (-4.72%), Taiwan (+5.58%), Singapore
(+11.57%), South Korea (-4.87%), Thailand (-5.92%), India (-5.06%) and
Indonesia (-5.25%); clearly South Korea benefited from another round of
KRW weakness.

w

We were well positioned in Q3. Overweight allocation in South Korea and
underweight in Thailand led to positive performance while overweight in
Indonesia was negative. Across sectors, overweight in information
technology generated positive attribution while underweight in energy was
negative.

w

Indonesian tobacco company Gudang Garam was hit hard by the
unexpected 23% tax hike on its products. Indonesia had been hiking taxes
on average by 8-10% on an annual basis but did not hike last year. The
current 23% proposal was a negative surprise to say the least but our
current view is that this is partly an offset to last year and that it is unlikely
that going forward +23% is the new ‘normal’. The stock has corrected hard
and now discounts a lot of bad news. History suggests that tax hikes have
a temporary volume impact which normalizes quickly but it will require
team to recoup lost ground.

w

Indonesian cement company Semen Gresik also corrected on weak
volumes. We invest in Semen because after the acquisition of Holcim
Indonesia Semen has >50% market share with strong pricing power. This
thesis was proven by the relatively benign pricing trends but the stock
corrected after a decent rally..
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Outlook

w

There are essential three main areas of discussion during this new phase
of negotiation and President Trump hopes to sign a partial trade deal with
President Xi at the APEC meeting in mid-November. They include opening
up of China’s financial services, protecting US firms’ intellectual property
right (IPR) in China and agreeing a currency pact similar to that signed in
the US-Mexico-Canada trade agreement.

w

In our views, these three issues are not tough for China to make sufficient
concessions to meet the US’s demand. Financial services reform is well
underway in China and allowing increased foreign participation into
domestic financial sectors (futures trading, brokerages, asset
management, insurance, etc.) pose limited threat to local players since
foreign market shares are basically negligible.

w

From what we have learned, phase one discussion on IPR is centered on
copyright and trademark issues excluding the tough and sensitive issues
on cyber and information security as well as cross-border data flows.

w

The currency pact discussion is essentially a return to what had already
negotiated in February before trade talk broke down. It looks more like
about adopting a market-oriented exchange rate and increased FX
operational transparency but no demand for a RMB appreciation path
mirrors that of the Japan’s Plaza Accord in 1985. Again, it seems that
something the PBOC should get around reasonably well given its
increasingly open operation in daily fixing and the ‘counter-cyclical’
framework to signal RMB direction.

w

The trade trace will provide some supports to investors and consumer
sentiments, but is insufficient to meaningfully revive corporate earnings,
capex plan, consumer spending, and China’s growth, given lingering
uncertainty on those core trade and market access issues as well as the
structural slowdown of the Chinese economy is already underway.

w

That said, we are constructive in the near-term and see positive
momentum for China and Hong Kong equities from here to the signing of
the phase one deal. The April/early May levels - where investors were
optimistic about an interim trade deal – remain our upside reference for
both markets. Any overshooting on the upside multiples and, in the
absence of any breakthrough in negotiations in the phase two, caution is
needed from risk and reward perspectives.
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Disclaimer
This is a marketing document and is intended for informational and/or marketing purposes only. This document is confidential and is intended only for the use of the
person(s) to whom it was delivered. This document may not be reproduced (in whole or in part) or delivered, given, sent or in any other way made accessible, to any other person
without the prior written approval of Union Bancaire Privée, UBP SA or any entity of the UBP Group (“UBP”). This document reflects the opinion of UBP as of the date of issue.
This document is for distribution only to persons who are Qualified Investors in Switzerland or Professional Clients, Eligible Counterparties or equivalent category of investors as defined
by the relevant laws (all such persons together being referred to as “relevant persons”).This document is directed only at relevant persons and must not be acted on or relied on by
persons who are not relevant persons. It is not intended for distribution, publication, or use, in whole or in part, in any jurisdiction where such distribution, publication, or use would be
unlawful, nor is it directed to any person or entity to which it would be unlawful to direct such a document. In particular, this document may not be distributed in the United States of
America and/or to US Persons (including US citizens residing outside the United States of America).
This document has not been produced by UBP’s financial analysts and is not to be considered as financial research. It is not subject to any guidelines on financial research and
independence of financial analysis.
Reasonable efforts have been made to ensure that the content of this document is based on information and data obtained from reliable sources. However, UBP has not verified the
information from third sources in this document and does not guarantee its accuracy or completeness. UBP accepts no liability whatsoever and makes no representation, warranty or
undertaking, express or implied, for any information, projections or any of the opinions contained herein or for any errors, omissions or misstatements. The information contained herein is
subject to change without prior notice. UBP gives no undertaking to update this document or to correct any inaccuracies in it which may become apparent.
This document may refer to the past performance of investment interests. Past performance is not a guide to current or future results. The value of investment interests can fall as
well as rise. Any capital invested may be at risk and you may not get back some or all of your original capital. In addition, any performance data included in this document does not take
into account fees and expenses charged on issuance and redemption of securities nor any taxes that may be levied. Changes in exchange rates may cause increases or decreases in
your return.
All statements other than statements of historical fact in this document are “forward-looking statements”. Forward-looking statements are not guarantees of future performance. The
financial projections included in this document do not represent forecasts or budgets, but are purely illustrative examples based on a series of current expectations and assumptions which
may not eventuate. The actual performance, results, financial condition and prospects of an investment interest may differ materially from those expressed or implied by the forwardlooking statements in this document as the projected or targeted returns are inherently subject to significant economic, market and other uncertainties that may adversely affect
performance. UBP disclaims any obligation to update any forward-looking statement, as a result of new information, future events or otherwise.
It should not be construed as advice or any form of recommendation to purchase or sell any security or funds. It does not replace a prospectus or any other legal documents that can be
obtained free of charge from the registered office of a fund or from UBP. The opinions herein do not take into account individual investors’ circumstances, objectives, or needs. Each
investor must make his/her own independent decision regarding any securities or financial instruments mentioned herein and should independently determine the merits or suitability of
any investment. In addition, the tax treatment of any investment in the fund(s) mentioned herein depends on each individual investor’s circumstances. Investors are invited to read carefully
the risk warnings and the regulations set out in the prospectus or other legal documents and are advised to seek professional advice from their financial, legal and tax advisors. The tax
treatment of any investment in the Fund depends on your individual circumstances and may be subject to change in the future.
The document neither constitutes an offer nor a solicitation to buy, subscribe for or sell any currency, funds, product or financial instrument, make any investment, or participate in any
particular trading strategy in any jurisdiction where such an offer or solicitation would not be authorised, or to any person to whom it would be unlawful to make such an offer or invitation.
Telephone calls to the telephone number stated in this presentation may be recorded. When calling this number, UBP will assume that you consent to this recording.
UBP is authorised and regulated in Switzerland by the Swiss Financial Market Supervisory Authority and is authorised in the United Kingdom by the Prudential Regulation Authority. UBP
is subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority.
Any subscriptions not based on the funds’ latest prospectuses, KIID, annual or semi-annual reports or other relevant legal document shall not be acceptable. The latest prospectus,
articles of association, KIID and annual and semi-annual reports of the funds presented herein (the “Funds’ Legal Documents”) may be obtained free of charge from Union Bancaire
Privée, UBP SA, 96-98, rue du Rhône, P.O. Box 1320, 1211 Geneva 1 (“UBP”). The Funds’ Legal Documents may also be obtained free of charge from UBP Asset Management (Europe)
S.A., 287-289 route d'Arlon, 1150 Luxembourg, Grand Duchy of Luxembourg. The Funds’ Legal Documents may also be obtained free of charge from Union Bancaire Gestion
Institutionnelle (France) SAS, 127, avenue des Champs-Elysées, 75008 Paris, France.
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