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Review & 2019 Outlook 

2018 saw a sharp fall in valuations across asset classes, 
driven by global growth slowdown fears, political 
uncertainty, US dollar strength, tightening financial 
conditions and the trade conflict between the US and 
China/Mexico/EU/Korea. Investors were quick to call the 
end to both equity and fixed income bull markets.  
 
The biggest story of the year in emerging markets was the 
currency crises faced by Argentina and Turkey. In Turkey, 
an increasing current account deficit, high foreign-currency 
debt and President Erdogan’s “alternative” theory on 
interest rates led to a large devaluation in the Turkish lira 
as the central bank’s independence was questioned. 
Eventually they reverted to orthodox monetary policy with 
a 625bp hike and managed to restore some confidence. 
 
In Argentina, twin deficits, an overvalued FX rate, a 
saturated bond market and runaway inflation contributed 
towards a massive devaluation in the peso in April as 
people lost confidence in the currency. Eventually the 
short-term interest rate was hiked to 60% to combat 
inflation and the government was forced to approach the 
IMF for the largest bailout in history at USD57bn.   
 
2018 was a tumultuous year for oil as prices peaked north 
of USD80/bbl before dropping below USD50/bbl. Oil cartel 
OPEC+ attempted to raise prices by initiating a supply cut  
 
 

 
which was helped by a collapse in Venezuelan oil 
production, as well as renewed sanctions on Iran oil 
production and pressure from President Trump.  
 
In The Argo Fund, we profited from the Turkey situation 
through short positions on the Turkish lira and the Turkish 
stock market index; in Argentina we had partly reduced 
our positions in anticipation of the deterioration, however 
we underestimated how crowded the market in the country 
had become and our reduced position made losses with 
54 bp negative impact. We had some success on the local 
currency book as we identified early on the strong dollar 
theme and carried a core short EM FX position for most of 
the year yielding 304 bp of positive performance Similarly 
our  macro overlay trades yielded success in shorting US 
Treasuries , long the VIX index as well as trading the 
emerging markets equity index with   the strategy making 
155 bp positive contribution. 

 
We suffered losses in our liquid distressed book as 
Venezuelan state-owned oil producer PDVSA finally 
succumbed to years of under-investment and foreign 
litigation. Likewise, our investment in the restructuring of 
Brazilian telecommunications provider “Oi” suffered as the 
equity deteriorated during the latter stages of the year. 
However, the company will get a further capitalization 
early in 2019 and we believe that there is significant 
upside potential once operations are restructured. Our 
short position in the Mozambique sovereign bond also 
suffered on the back of a generous restructuring offer from 
the government in November. However, we have kept the 
position on as we believe there is material uncertainty as 
to whether the restructuring will go through as planned, 
especially in light of recent news involving the indictment 
of government ministers over the alleged illegal loans that 
preceded the bonds and the contention in the indictment 
that the exchange into a bond was part of the same 
criminal scheme to cover up the original activity. The liquid 
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distressed strategy tends to have very low correlation but 
this year it was not able to exhibit those positive 
characteristics as all emerging market asset classes 
showed substantial losses and had a negative impact of 
353 bp. 
 
Our biggest loss was as expected in the high beta part of 
the book - emerging market sovereign debt widened 
substantially and particularly the lower rated part (B) of the 
EMBI Global diversified had a torrid year and was down 
820 bp as opposed to our negative contribution of 415 bp. 

 

There are significant risks to the outlook in 2019 with 
considerable uncertainty over global growth and the Fed’s 
hiking plans. Increased volatility in equity markets since 
December 2018 and pressure from President Trump may 
impact Fed Chairman Jerome Powell’s course of action. If 
the trade tensions culminate in a bilateral agreement, EM 
stocks could rebound after a troubled year. However, an 
escalating trade war could slow both the US and global 
economies with negative implications for global equities. 
We suspect the Trump administration will look for an 
agreement with China that allows both sides to claim 
“victory”. 
 
The US economy enters 2019 in good health with 
unemployment near a 50-year low and steady inflation 
prints. This recent expansion in GDP growth is unlikely to 
persist though. The effect of fiscal stimulus from President 
Trump’s tax cuts will begin to fade and the impact of tariffs 
on 25% of USD 200bn of US goods could begin to weigh 
on US economic performance if a deal is not done within 
the prescribed 90-day window.  
 
A number of other central banks could join the Fed in 
tightening monetary policy in 2019. The ECB will end 
asset purchases in January 2019, although is unlikely to 
hike rates with sluggish growth and a change of regime at 
year-end. The Bank of Japan and Bank of England are 
also likely to engage in some moderate policy tightening. 
This withdrawal of liquidity from the markets may have an 
adverse effect on markets although central banks appear 
to believe economies are strong enough to withstand 
these shocks.  
 
The US dollar strengthened significantly in 2018 following 
fed hikes and was a top performing asset class in its own 
right. This is set to continue early in 2019 as US growth 
remains strong and uncertainty around trade continues. 
However, later in the year we expect that a more cautious 
Fed, tightening by rival central banks and a slowing 
domestic economy are possible factors that may cause 
the dollar to weaken. US Treasury bond yields ended 
2017 at 2.40% and sold off to 3.15% by mid-November. 
Whilst this has retraced to 2.57% at the start of 2019, we 
see Treasuries once again selling off in our base scenario.  
 
In emerging markets, investors are likely to continue being 
selective, focusing on countries where economic growth 
differentials are widening versus developed markets, fiscal 
policy remains responsible and external vulnerabilities are 

kept in check. For specific EM countries, domestic politics 
will play an idiosyncratic role in performance, with delivery 
from newly elected leaders important in several big Latin 
American countries, most notably Brazil. Indonesia has its 
presidential poll in April – where our expectation is that 
Jokowi will be re-elected - and India is also holding a 
general election in May.   
 
African sovereigns displayed mixed performance in 2018. 
Whilst Mozambique was undoubtedly the top performer of 
the year (despite being in default), Zambia suffered on the 
back of allegations of misuse of public funds and 
unconfirmed rumours surrounding illegal debts. It remains 
to be seen whether Cyril Ramaphosa or Joao Lourenco 
will turn out to be the progressive leaders that South Africa 
and Angola respectively require and they both face stiff 
challenges with the public sector.   
 
We continue to see value in certain local-currency bonds 
despite the crises in Argentina and Turkey last year. In 
particular we like the high carry available in some short 
duration local rates. In EM credit, we like the high-beta 
issuers that have support of the IMF and no immediate 
liquidity concerns.  
 
In the corporate space, our bottom up focused investment 
style allowed us to avoid various credit events and 
generated decent results. Into the new year we see credit 
differentiation continuing to be key, with a focus on issuers 
with attractive stories, solid liquidity and low refinancing 
risk, resulting in attractive value propositions.  We see 
opportunities on both the long and short side in select 
names in the telecommunications, mining and consumer 
sectors, whilst believing disciplined risk management and 
a nimble investment approach will be important to alpha 
generation. 
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Disclaimer 

This document is issued by Argo Capital Management Limited which is authorised and regulated by the 
Financial Conduct Authority (“FCA”). It is intended only for Eligible Counterparties and Professional Clients 
(as defined by the FCA), and any other party must not rely on it. In particular, the document is not intended 
for the use of Retail Customers. An investment in shares of the fund must be made on the terms of the 
Prospectus and no reliance can be placed on this document. All opinions expressed, and data provided in 
this report are subject to change without notice.  Argo Capital Management Ltd, its employees, directors 
and shareholders may have a position or deal as market maker in the securities discussed. The securities 
mentioned may not be suitable for all types of investors.  Past performance is no guarantee of future 
results.  This information is not a representation by us or an offer or the solicitation of an offer to sell or buy 
a security.  Furthermore, Argo Capital Management Ltd is not responsible for any monetary loss afflicted 
by any person or entity who acts or refrains from acting as a result of material in this report. 

 
CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS: This publication contains 
"forward-looking statements" as defined under the securities laws. Generally, the words "believe," 
"expect," "intend," "estimate," "anticipate," "project," "will," and similar expressions identify forward-looking 
statements, which generally are not historical in nature. Forward-looking statements are subject to certain 
risks and uncertainties that could cause actual results to materially differ from the Fund's historical 
experience and its present expectations or projections indicated in any forward-looking statement. These 
risks include, but are not limited to, changes in economic and political conditions, regulatory and legal 
changes, technology and cleantech industry risk, valuation risk, non-diversification risk, interest rate risk, 
tax risk, and other risks. You should not place undue reliance on forward-looking statements, which speak 
only as of the date they are made. The Fund undertakes no obligation to publicly update or revise any 
forward-looking statements made herein. There is no assurance that the Fund's investment objectives will 
be attained.


