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The S&P Global 1200
index advanced
4.1 percent for the
quarter ended
June 30, 2019.
All returns are
expressed in
US dollars.
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UK FTSE
CAC
DAX
Kospi

0.9%
7.5%
8.9%
-2.2%
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Nikkei
Hang Seng
Straits Times
ASX

3.2%
0.4%
5.3%
6.9%

Source: Bloomberg

Stock, Bond, Currency Overview
Global Stock Markets
• Global equities rose in Second Quarter 2019 on
expectations central banks will loosen monetary
policy to arrest an economic slowdown.
• Within the S&P 500 Index, the Financials and
Materials segments outperformed while the
Energy sector lagged as oil prices fell.
• Emerging Markets struggled against the
prospect of a weaker economic backdrop with
Latin America outperforming Emerging Asia.

Bond Markets
• Treasury yields fell in Second Quarter 2019
as investor anxiety rose in response to reports
of slowing global economic growth and a
dovish Fed.
• Investment grade corporate bonds
outperformed Treasuries as investors reached
for yield.

• Canadian yields fell less than those in the
US on expectations the Bank of Canada will
keep interest rates on hold amid signs of an
improving domestic economy.

Currency Markets
• The US dollar depreciated against most
major currencies on expectations of interest
rate cuts by the Fed and President Donald
Trump’s increasingly vocal desire for a
weaker currency.
• Sterling depreciated against all major
currencies amid a leadership contest within
the Tory party and a growing risk of the
UK crashing out the EU in October 2019.
• The Japanese yen and the Swiss franc
appreciated against all G10 currencies as
safe-haven demand increased amid global
trade tensions.
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North American Stock Markets
Indices
US Dow Jones Industrial
US S&P 500
US NASDAQ
Canada TSX
S&P Global 1200

31 Mar 2019

30 Jun 2019

25,928.68
2,834.40
7,729.32
16,102.09
2,346.67

26,599.96
2,941.76
8,006.24
16,382.20
2,422.52

Total Returns
Local Curr.
US$
3.21%
4.30%
3.88%
2.58%
4.08%

3.21%
4.30%
3.88%
4.73%
4.08%

Source: Bloomberg

US stock indices
rallied on a dovish
Fed and optimism on
trade negotiations
between the US
and China.

• On April 12 The Walt Disney Company
announced a direct-to-consumer streaming
strategy, Disney+, which will launch in
November 2019 at $6.99 per month. Disney+’s
catalog will include content from Disney,
Pixar, StarWars, Marvel, NatGeo, Fox, as well
as new original content. The offering from
Disney puts Netflix, Inc. under pressure.
Disney jumped 11.5 percent, while Netflix
fell 4.5 percent, on the day.
• On April 24 Microsoft Corporation
reported fiscal Third Quarter 2019 results
and the stock rose 3.3 percent on betterthan-expected earnings and revenue. Sales
jumped 14 percent driven by Microsoft’s
transition to the public cloud as more large
businesses offload their servers and data
storage. Gross margin was 66.7 percent
up from 65.4 percent a year earlier. Net
income rose 19 percent to $8.8 billion.
• On April 30 Apple Inc. reported fiscal
Third Quarter 2019 earnings and revenue
that beat expectations; however, Apple
sold fewer iPhones than expected. Apple
managed to make more money than
forecast with the company’s services
business and also announced a $100 billion
capital return program. Projected quarterly
sales also topped estimates suggesting
demand for iPhones has stabilized after a
disappointing holiday period. Apple’s shares
rose 4.9 percent on the announcement.
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• On May 10 ride-hailing behemoth, Uber
Technologies Inc. dropped 7.6 percent on
the first day of trading on the New York
Stock Exchange. Uber’s Initial Public Offering
(IPO), which was the most highly anticipated
debut thus far in 2019, began trading at
$42 per share after pricing the IPO at $45 the
previous day. The stock closed below $42
per share with a market cap of $69.7 billion.
• On June 4 US stocks, as measured by the
S&P 500 climbed 2.1 percent, after Federal
Reserve (Fed) Chairman Jerome Powell
signaled the central bank was open to
easing monetary policy to stimulate
economic growth. Powell said the Fed will
“act as appropriate to sustain the expansion.”
He noted; however, that the Fed does not
know “how or when” global trade issues
will be resolved.
• On June 5 Salesforce.com, Inc., reported
better-than-expected earnings for fiscal
First Quarter 2020. Revenue grew 24 percent
in the quarter, as Salesforce continued
expanding the company’s product portfolio
beyond sales software and into marketing,
customer support, and services. The forecast
for the next quarter also topped estimates
signaling the market leader in customer
relations software will continue to see
rapid growth. Salesforce rose 5.1 percent
on the announcement.

Latin American Stock Markets
Indices

Total Returns
Local Curr.
US$

31 Mar 2019

30 Jun 2019

Mexico Bolsa
Brazil Bovespa
Argentina Merval
Chile IPSA

43,281.28
95,414.55
33,466.03
5,259.41

43,161.17
100,967.20
41,796.36
5,070.72

1.30%
5.82%
24.89%
-3.59%

2.76%
7.66%
27.14%
-3.45%

S&P Global 1200

2,346.67

2,422.52

4.08%

4.08%

Source: Bloomberg

• On April 12 Petroleo Brasileiro SA, more
commonly known as Petrobras, decided
to reverse a previously announced diesel
price increase due to pressure from the
Bolsonaro administration which was
concerned about new truckers’ strikes.
The move put in doubt the trust that investors
placed in President Bolsonaro who took
power vowing to revive a sluggish economy
by boosting public accounts and making it
easier to do business. Petrobras plunged
7.8 percent as the company’s decision
revived fears of government meddling.
• On April 17 Colombia’s state-run oil company
Ecopetrol (formerly known as Empresa
Colombiana de Petróleos S.A.) said that it is
working to contain two oil spills from the
Cano Limon pipeline which was damaged
by bomb attacks. Crude oil spilled into the
Tibu and Tibucito rivers from the damaged
pipeline while heavy rains in the area
destroyed some barriers meant to contain
the spills. According to the Defense Minister,
Guillermo Botero, the bombings were
“presumably” carried out by the leftist
National Liberation Army (ELN) rebel group.
Ecopetrol’s stock dropped 8.0 percent on
the announcement.
• On April 29 Mexican broadcaster Grupo
Televisa, S.A.B., the world’s biggest producer
of Spanish-language content, reported a
20 percent drop in First Quarter 2019 net
profit primarily due to the new government’s
reduction in advertising spending. President

Andres Manuel Lopez Obrador, who took
office in December 2018 after a sweeping
election victory, has pledged to run an
austere government. The veteran leftist
sets his own agenda during televised news
conferences each morning reducing the
need for pricey television campaigns.
Televisa’s share price dropped 2.1 percent
on the day.

The Brazilian market
rallied on the back
of expectations
that an overhaul
of the country’s
social security system
will be approved
by Congress.

• On May 3 Latin American e-commerce
retailer MercadoLibre Inc. announced First
Quarter 2019 revenue which beat estimates
on strong payments growth and a drop
in shipping subsidies. The total payment
volume through MercadoPago reached
$5.6 billion representing 35 percent growth
year over year. The shares of the company
surged 20.0 percent on the announcement.
• On May 31 US President Donald Trump
threatened to impose tariffs on all goods
coming from Mexico, demanding the
country curb illegal immigration into the US.
Trump said that starting June 10, 2019
a five percent tariff would be imposed.
The tariff would have slowly risen “until the
illegal immigration problem is remedied.”
Bolsa, the Mexican stock index, fell 1.4 percent
on the day. On June 9 President Trump
announced that proposed tariffs on Mexican
imports would be suspended indefinitely
and the Mexican Bolsa rose 0.7 percent
on the day.

3

European Stock Markets
Indices

Total Returns
Local Curr.
US$

31 Mar 2019

30 Jun 2019

UK FTSE
Germany DAX
France CAC 40
Spain IBEX 35

7,279.19
11,526.04
5,350.53
9,240.30

7,425.63
12,398.80
5,538.97
9,198.80

3.28%
7.57%
6.19%
1.29%

0.91%
8.90%
7.50%
2.53%			

S&P Global 1200
S&P Europe 350

2,346.67
1,534.77

2,422.52
1,555.52

4.08%
3.24%

4.08%
4.51%

Source: Bloomberg

European markets
rose led by Germany
and France.

• On April 9 Société Générale S.A. announced
plans to shed 1,600 positions and became the
latest in the list of banks in retrenchment
mode as part of an intensifying effort to
boost profits. Consolidation and restructuring
moves are happening across the industry
with the potential merger of Germany’s
Deutsche Bank AG and Commerzbank AG
possibly leading to as many as 40,000 job
losses. The Euro Stoxx Bank Price Index
gained one percent on the news.
• On April 9 Norwegian mobile operator
Telenor ASA announced the company will
enter Finland’s telecoms market after agreeing
to buy a controlling stake in Finland’s third
largest mobile firm DNA Oyj. The €1.5 billion
deal for a 54 percent stake in DNA marked
a further step in Telenor’s drive to focus on
main markets in the Nordics and Asia.
DNA rose 8.6 percent while Telenor declined
0.8 percent on the news.
• On April 30 Nordea Bank Abp, the Nordic
region’s biggest lender, booked a €95 million
provision for a possible fine for alleged
money laundering while posting a bigger
than expected drop in First Quarter 2019
operating profit. The three-month profit
fell 36 percent from a year earlier. Nordea
is one of the Nordic banks — alongside
Danske Bank A/S and Swedbank AB — to
have featured in reports of alleged money
laundering. Nordea Bank fell 4.2 percent
on the day.
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• On May 15 Nestlé S.A., the world’s largest
public food company, entered exclusive
talks to sell its skin health business to
a consortium led by private equity firm
EQT Partners for $10.1 billion. Nestle’s CEO
Mark Schneider put the skin health unit
up for sale in 2018 as the group moved
to divest underperforming businesses,
following years of slowing growth as
many consumers favoured fresh foods
over packaged goods. Nestle’s share price
rose 1.3 percent after the announcement.
• On May 17 EasyJet Airline Company Limited
reported a headline loss before taxes of
£275 million for the six months of the
financial year ended March 31, 2019. However,
the low-cost carrier took measures to
reduce the impact of air traffic disruptions
in the summer of 2019, offsetting the
impact of a slump in fares and uncertainty
surrounding Brexit. EasyJet rose 5.3 percent
on the day.
• On June 4 Danish luxury electronics
company Bang & Olufsen (B&O) reported
lackluster results. B&O’s preliminary annual
update showed sales fell almost 14 percent
compared to the year before – more than
the ten percent decline B&O forecasted
after cutting the forecast twice in 2018 –
and was accompanied by a profit margin
that also shrank more than expected.
B&O plummeted 16.7 percent on the day.

Pacific Rim Stock Markets
Indices

Total Returns
US$

31 Mar 2019

30 Jun 2019

Local Curr.

Japan Nikkei
Hong Kong Hang Seng
Hang Seng Red Chip
Korea Kospi
Singapore STI
Taiwan TWSE
Australia ASX 200

21,205.81
29,051.36
4,679.15
2,140.67
3,212.88
10,641.04
6,180.73

21,275.92
28,542.62
4,446.05
2,130.62
3,321.61
10,730.83
6,618.77

0.46%
-0.08%
-3.16%
-0.46%
5.15%
1.85%
8.23%

3.15%
0.42%
-2.68%
-2.24%
5.27%
1.46%
6.92%

S&P Global 1200
FTSE Pacific ex-Japan

2,346.67
500.58

2,422.52
511.85

4.08%
3.25%

4.08%
3.25%

Source: Bloomberg

• On April 1 the Chinese equity market as
measured by the Shanghai Composite Index
rallied 2.6 percent after Chinese industrial
data smashed predictions and painted a
rosier-than-expected picture of the world
economy. Both the Caixin/Markit Manufacturing
Purchasing Managers’ Index and China’s official
Purchasing Managers’ Index grew with China’s
official one rising to 50.5 from 49.2, the best
performance since 2012. The Caixin China PMI,
which focuses more on smaller firms, rebounded
to 50.8 in March after recording below 50 – the
level separating expansion from contraction –
for the past three months.
• On April 5 Samsung Electronics Co., Ltd, the
world’s biggest seller of smartphones, revealed
another consecutive quarter of declining profit.
The Korean company announced that First
Quarter 2019 profit would likely be less than
half what it was a year ago. Analysts were
already expecting a profit decline after the
company’s Fourth Quarter 2018 profit drop and
initial warning, but Samsung’s own forecast
was lower than the average of those estimates.
Still, most analysts – and some companies,
Samsung included – expect demand for memory
chips to pick back up in Second Half 2019.
Samsung declined 0.2 percent on the day.
• On May 13 SoftBank Vision Fund, a unit of Japan’s
SoftBank Group Corp., invested $800 million
in privately held finance company Greensill.

Greensill specializes in “supply chain finance” i.e. buying outstanding invoices from
companies awaiting payment and packaging
that debt for sale to investors as bonds.
Companies short on funds get paid sooner,
and cash from the firm due to foot the bill is
used to pay bondholders. The risk for those
in the market is that there is no guarantee an
invoice will be paid when the time comes.

Australian stocks
rallied led by the
Communication
Services and
Healthcare Sectors.

• On May 14 Japanese automaker Nissan
Motor Co., Ltd. warned that the company’s
2019 profit would be the lowest in over a
decade. Nissan expects annual profit to fall
28 percent from 2018 after falling 45 percent
the year before that. Especially challenging
is the US where reversing Nissan’s previous
heavy discounting to attract customers
will probably deflate sales further. Nissan
fell 6.5 percent after the announcement.
• On May 16 shares of Japanese conglomerate
Sony Corporation surged after the company
announced a share buyback of more than
$1 billion and a partnership with a major gaming
competitor. Sony said that the company
would repurchase up to 4.8 percent of the
total number of shares issued. Further, a new
partnership with competitor Microsoft
Corporation was announced with Sony set
to use Microsoft’s Azure cloud services for
streaming games and media. Sony rose
9.9 percent on the announcement.
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Bermuda & Cayman Stocks
Indices
BSX Index
BSX Insurance Index
S&P Global 1200

Total Returns
Local Curr.
US$

31 Mar 2019

30 Jun 2019

2,147.73
1,486.56
2,346.67

2,193.17
1,589.08
2,422.52

4.94%
6.90%
4.08%

4.94%
6.90%
4.08%

22.00
34.00
15.35
12.87

24.01
34.50
16.15
14.26

9.72%
2.60%
6.45%
11.46%

9.72%
2.60%
6.45%
11.46%

Stocks
Ascendant Group Ltd.
Butterfield Bank
Caribbean Utilities
Consolidated Water Co.
Source: Bloomberg

Cayman based
Consolidated Water
rallied on
strong results.

• On April 25 The Bank of N.T. Butterfield & Son
Ltd (Butterfield) announced the bank had
entered into a definitive agreement to acquire
ABN AMRO (Channel Islands) Limited, the
Channel Islands based banking business, for
£16.1 million. With the acquisition Butterfield will
significantly expand its presence in Guernsey
and Jersey. Butterfield rose 5.3 percent on the
day of the announcement.
• On May 13 Cayman based Consolidated
Water (CWCO) reported that First Quarter
2019 total revenues were up 17 percent yearover-year and net income increased to $0.41
per share. The increase in revenues were
due to an increase in order numbers and
expanded project production. CWCO, the
leading developer and operator of seawater
desalination plants, also completed a sale
of the company’s Belize subsidiary in First
Quarter 2019 which raised cash to be used
to support growth and further merger and
aquisition activities. CWCO’s share price rose
4.6 percent in the week following the news.
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• On May 29 Chinese tech giant Alibaba Group
was reported to be considering raising
$20 billion via a second public equity market
listing in Hong Kong after a record breaking
New York debut in 2014. The deal would give
the Cayman domiciled tech company gun
powder to continue investing in technology
and Alibaba was said to aim to file an

application as early as Second Half 2019.
By listing in Hong Kong, Alibaba would also
tighten ties with Beijing amongst a backdrop
of US-China trade war tensions whilst
potentially providing better valuation in the
Hong Kong market.
• On June 3 Ascendant Group Ltd., the parent
company of Bermuda Electric Light Company
Ltd (Belco), confirmed that they had signed an
agreement with Algonquin Power & Utilities
Corp to “sell the Company subject to
shareholder and regulatory approvals.” The
Board of Directors of Ascendant stated that
Algonquin is an established renewable energy
and utility group, with North American assets
in excess of $10 billion. Algonquin currently
own and operate 54 energy facililities of which
approximately 90 percent are renewable.
Algonquin will continue to run all of the
Ascendant companies locally and will keep
the employee base Bermudian.

Global Bond Markets
Indices
US 2 Year
US 10 Year
US 30 Year
Canadian 10 year
Australian 10 year
UK Gilt 10 Year
German Bund 10 Year
Japanese 10 Year

(Yield to Maturity)
31 Mar 2019
30 Jun 2019

Total Returns
Local Curr.
US$

2.26%
2.41%
2.81%
1.62%
1.78%
1.00%
-0.07%
-0.10%

1.75%
2.01%
2.53%
1.47%
1.32%
0.83%
-0.33%
-0.17%

1.45%
4.21%
6.75%
1.95%
4.40%
1.73%
2.47%
0.90%

1.45%
4.21%
6.75%
3.93%
3.28%
-0.91%
3.88%
3.72%

1,512.78
1,977.02
1,851.35
1,267.86

1,554.46
2,055.39
1,903.27
1,317.50

2.75%
3.96%
2.80%
3.92%

2.75%
3.96%
2.80%
3.92%

FTSE
3-7 Year Treasury Index
7-10 year Treasury Index
1-10 Year US Corp. Bond Index
World Gov’t 7-10 Yr Bond Index
Source: Bloomberg

• On May 21 the Netherlands received strong
investor demand for the world’s first green
bond issue by a ‘AAA’ rated nation, highlighting
the burgeoning appetite for environmentally
friendly securities. The nation sold six billion
euros of 20-year securities having received
over €21 billion of orders from investors.
Green sovereign bond issues have grown
in popularity over the last few years after
Poland became the first nation in 2016 to
issue them. France, Belgium, and Ireland have
also sold bonds that allocate the proceeds
to environmentally friendly causes.
• On May 28 the ten-year US Treasury yield
fell to 2.21 percent, the lowest since October
2017, after President Donald Trump declared
that the US was “not ready” to reach a trade
deal with China. Stalled talks in the US-China
trade war and escalating tensions soured
sentiment in May for riskier assets and drove
sovereign bond prices higher (and yields lower)
pushing global stocks toward their first monthly
decline of 2019.
• On June 4 the Reserve Bank of Australia
cut the benchmark interest rate by 25 basis
points to 1.25 percent. Governor Lowe stated
the obvious when he said that it was “not
unreasonable” to expect another cut as the
bank’s latest forecasts were based on the

interest rate path implied by market pricing.
Downside risks to the Australian economy
have the markets looking for at least two
more cuts in 2019 as the nation deals with
contagion from the China slowdown.

Sovereign bond
yields in Developed
Markets fell in
response to reports
of slowing global
economic growth.

• On June 6 the Reserve Bank of India cut the
benchmark interest rate by 25 basis points to
5.75 percent. The central bank cited weaker
GDP growth for First Quarter 2019 which
came in at an annualized rate of 5.8 percent.
This was the fourth straight quarter of
deceleration and the slowest pace of growth
since First Quarter 2014.
• On June 19 the Fed left the benchmark
interest rate unchanged in a range between
2.25 to 2.50 percent and dropped a reference
to being “patient” on interest rates. The Fed
also forecasted a larger miss of the central
bank’s two percent inflation target in 2019.
Alongside post-decision comments from Fed
Chair Powell, this was basically about as
dovish as the Fed could go without cutting
interest rates. The markets embraced the
dovish pivot from the Fed; equities rallied
(and the S&P500 closed on record), yields fell
(that of the ten-year Treasury fell to below
two percent), and gold prices surged on the day.
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World Currency Markets
Value of Currency
Currency
Australian Dollar
Brazilian Real
British Pound
Canadian Dollar
Euro
Japanese Yen
Swiss Franc

US$1 = value in local currency
31 Mar 2019

30 Jun 2019

Change

1.4092
3.9210
0.7672
1.3349
0.8914
110.8600
0.9952

1.4246
3.8497
0.7876
1.3095
0.8793
107.8500
0.9763

-1.1%
1.8%
-2.6%
1.9%
1.4%
2.8%
1.9%

Source: Bloomberg

Sterling depreciated
against all major
currencies on
Brexit uncertainty
and a Tory party
leadership contest.

• On May 21 the Reserve Bank of Australia
released dovish meeting minutes which
set forth two scenarios where a cut to
the benchmark interest rate would be
appropriate. First, if there was no further
improvement in the labour market and
second, if the unemployment rate rose and
inflation stayed low. Governor Lowe later
doubled down in his speech following the
minutes and said that a rate cut would
be considered in June and that the
unemployment rate needs to fall below
five percent to help inflation return to target.
The Australian dollar depreciated 1.6 percent
against the US dollar over the month on the
central bank’s dovish stance and trade tensions.
• On May 31 the Mexican peso depreciated
2.5 percent to 19.6172 per US dollar after US
President Trump rattled markets by vowing
to impose five percent tariffs on Mexican
goods unless Mexico can stem the flow of
migrants across the boarder. In response,
Mexico’s President Andres Manuel Lopez
Obrador sent a delegation to Washington
for talks aimed at averting the move.
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• On June 12 the Hong Kong dollar
appreciated 0.2 percent against the US
dollar as interbank interest rates rose
after thousands of protesters blocked
major roads in the city. The protesters
vowed to stay until the government
withdraws controversial legislation that
would for the first time allow extraditions

to China. Clashes were reported and
police used tear gas and rubber bullets
to control what they called a “riot
situation.” Both the extradition plan and
the unrest spooked market participants
and stocks, as measured by the Hang
Seng index, fell 1.7 percent on the day
amid concern about capital outflows.
• On June 18 ECB President Mario Draghi
appeared to set a low bar for action when
he said additional stimulus will be needed
“in the absence of any improvement” to
the outlook for growth and inflation.
He specifically cited interest rate reductions
as an option. Draghi’s comments depreciated
the euro 0.2 percent against the US dollar
on the day and prompted money markets
to price in a ten basis point interest rate cut
by December 2019.
• On June 21 the US dollar closed the week
weaker against all Group of 10 (G10) peers
as traders continued to digest indications
that almost half of Fed policy makers expect
an interest rate cut by year end. In the week
the Bloomberg dollar index dropped
1.25 percent, the most since February 2018.
• On June 24 Bitcoin surged to $11,251.21 and
traded above $11,000 for the first time in
15 months. Some analysts said Facebook
Inc.’s Libra was leading to renewed interest
in cryptocurrencies. Gold, the old-fashioned
currency, also did well and traded above
$1,400 an ounce.

Outlook

FOR THE THIRD QUARTER 2019
Our outlook for global economic growth
has weakened slightly, in part reflecting
the recent escalation in trade tensions.
We agree with Bloomberg consensus
estimates for an annualized global growth
rate of 3.3 percent in 2019 and 2020.
• In our view, policy uncertainty from
Washington and geopolitical instability are
the main factors holding back spending
and investments causing economic growth
in the US to moderate.
• India’s economy is growing fast but slowing
on weaker domestic consumption,
moderating global growth, and trade tensions
between the US and China.
• On the back of a fundamentally strong US
economy, a resolution to the trade wars
cold result in a sharp upswing in global
economic growth supported by pent up
demand and increased business investing.

The world’s major central banks have
shifted away from monetary policy
tightening amid slowing global economic
growth, trade tensions, and low inflation.
• We now expect the US Federal Reserve
(Fed) to cut the benchmark rate in Second
Half 2019.
• In the eurozone the ECB is prepared for
action to boost inflation and monetary
policy easing is likely.
• At this point in the economic cycle
we prefer corporate bonds with strong
investment-grade credit ratings over lower
rated, relatively better yielding ones.

Despite the Fed’s dovish shift, we have
a neutral view on the US dollar due to
our underlying relative optimism for
the US economy.
• We expect the Canadian dollar to trade in
a range against the US dollar.

• Sterling traders are pricing in a long summer
of confusion with little progress on the UK
exit strategy from the European Union.
• Given numerous geopolitical and economic
risks, most notably trade tensions, the
Japanese yen and Swiss franc may benefit
from safe-haven demand.

Hard commodities are expected to be
range-bound with concerns looming
regarding a slowing global demand
environment and still elevated supply
levels in many cases.
• Upside price drivers to crude oil are
roughly balanced by increasing non-OPEC
production and slowing demand in China.
• Gold will remain supported by geopolitical
risk and potential US interest rate cuts.
• A resolution to the US-China trade war
could support agriculture commodities
prices in Second Half 2019.

Volatility in financial markets will remain
high near term amid trade tensions
and an anticipation of an end to
the economic cycle after a ten-year
bull market.
• In an environment of slowing economic
growth and less certain earnings outlooks,
the traditional defensive qualities and
resilient earnings growth of Healthcare
stocks look appealing.
• We are underweight on Consumer
Discretionary as current multiples, rising
labour costs, and an increasingly late cycle
environment are headwinds for the sector.
• Our preference for Emerging Markets (EM)
reflects solid earnings, stimulus in China,
improving liquidity, and greater China
A-shares inclusion in the MSCI EM Index.

Information has been obtained
from sources believed to be
reliable, but its accuracy and
completeness, and the opinions
based thereon, are not guaranteed
and no responsibility is assumed
for errors and omissions.
Certain statements contained
within are forward looking
statements including, but not
limited to, statements that are
predictions of or indicate future
events, trends, plans or objectives.
Undue reliance should not be
placed on such statements
because by their nature, they are
subject to known and unknown
risks and uncertainties.
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ECONOMICS
“My colleagues
and I have one
overarching
goal: to sustain
the economic
expansion, with a
strong job market
and stable prices,
for the benefit
of the American
people.”
Jerome Powell,
Fed Chair,
June 19, 2019.

The World
Our outlook for global economic growth
has weakened slightly, in part reflecting the
recent escalation in trade tensions. We agree
with Bloomberg consensus estimates for an
annualized global growth rate of 3.3 percent
in 2019 and 2020. Our view is that the
re-escalation of US-China tensions is
temporary with both sides working towards an
eventual deal. Combined with easy monetary
policy in the US and fiscal stimulus in China
the global economy should stay on a gradual
recovery path. Global manufacturing activity
is sluggish, largely due to trade uncertainty
and the knock-on effects of declining auto
production in Europe. On the flip side, service
industries have been resilient, particularly in
advanced economies. Should the US and
China fail to agree on a deal and they mutually
impose tariffs on the full range of imports,
Morgan Stanley believes a global recession
would be imminent.
Political challenges span the globe. Brexit is
becoming a never-ending story and questions
are rising as to how committed Italy,
the third-biggest economy in the eurozone,
really is to the single currency.

North America
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Growth expectations for the US have
moderated to 2.5 percent for 2019 and
1.8 percent in 2020. The Fed has reached the
end of its monetary tightening cycle and we
could have an interest rate cut in Second Half
2019. In our view, policy uncertainty from
Washington and geopolitical instability are
the main factors holding back spending and
investments causing economic growth to
moderate. Trade tensions between the US
and China are flatlining consumer confidence
and discouraging purchases of big-ticket items.
Although unemployment is at a 50-year low,
how much further can it decline? On the
back of a fundamentally strong US economy,

a resolution to the trade wars cold result in
a sharp upswing in global economic growth
supported by pent up demand and increased
business investing. Any moderation in growth
is related to consumer and investor anxiety
and not based on economic fundamentals.
Consensus estimates point to a 1.4 percent
economic growth rate for Canada in 2019
before picking up to 1.8 percent in 2020.
Business and consumer spending rebounded
in First Quarter 2019 and the unemployment
rate declined to 5.4 percent in May. Further,
housing is showing signs of stabilization
and monetary policy is accommodative.

Europe
Economic momentum is weak in the eurozone
and the economy is expected to grow at
1.2 percent in 2019 and 1.3 percent in 2020.
Some of the loss of momentum has come
from weaker external demand, particularly
from China, but also from declines in
consumer and business sentiment. The ECB is
in a difficult position given the misalignment
with tight fiscal policies in the euro-area
which need to be loosened by member states
in order to boost monetary easing
effectiveness. Currently, only a handful of
economies, including Germany, has room to
increase fiscal spending but the German
coalition government seems hesitant to do so.
Meanwhile, Spain, Italy, France, and Belgium
are set to run sizeable deficits in 2019.
The outlook for the UK economy stands
at an annualized rate of 1.3 percent in
2019. Despite all the Brexit uncertainty,
the domestic economy has been resilient
with the unemployment rate at the
lowest since 1975, wage growth improving,
and consumer spending holding up.

Pacific Basin /Asia
In Japan, growth is projected at 0.7 percent
in 2019 before weakening to 0.4 percent in

2020 as the economy has entered the
late-cycle phase of expansion and external
demand, particularly from China, has weakened.
Japan’s exports fell for a sixth straight month
in May as China-bound shipments of
semiconductor manufacturing equipment
and car parts declined. Additionally, the
planned VAT hike in October should weigh
on consumer spending in Second Half 2019
and early 2020.
Economic growth in China is expected at
6.2 percent in 2019 before moderating to
6.0 percent in 2020 as per Bloomberg
consensus estimates. The fallout from the
trade war has dominated the headlines and
it is not yet clear how the Xi-Trump trade
truce will play out. Chinese imports tumbled
in May while exports unexpectedly rose,
suggesting weakness in the domestic economy
combined with signs that manufacturers are
front-loading shipments ahead of threatened
new US tariffs. The People’s Bank of China note
risks to the economy are rising amid high
local-government debt, more bond-market
defaults, and banks’ high level of exposure
to a shaky real-estate sector.
India’s economy is growing fast but slowing.
We agree with consensus estimates for GDP
to grow at 7.0 percent in 2019, down from
7.2 percent in our previous publication
on weaker than expected momentum in
the economy. The lower growth figure is
attributed to weaker domestic consumption,
slower global growth, and tensions between
the US and China. Activity in the manufacturing
sector has cooled over the past year and to
a lesser extent in the agriculture sector.
The Reserve Bank of India has cut interest
rates three times to 5.75 percent so far in
2019 to address growth concerns and more
cuts are likely.

rate of 2.0 percent in 2019, down from
2.5 percent in our March outlook. Downside
risks to the economy are strong. The
unemployment rate ticked up to 5.2 percent
in May and property prices have declined
further which could prompt households
to rein in consumption.
Low inflation is sweeping through Southeast
Asia and the economic recovery has stalled
in the wake of the Chinese slowdown.
However, forward looking manufacturing
surveys signal a rebound is beginning to
take hold on the back of Chinese stimulus
measures.

“Among the world’s
major economies,
China probably has
the most flexibility
to respond to shortterm economic
weakness, whether
via monetary, fiscal,
or other measures.”
PIMCO,
Economic Outlook,
June 2019.

Latin America
In Brazil President Jair Bolsonaro’s government
lack votes in Congress to approve his
promised budget-tightening social security
reform and Bolsonaro is said to be mulling
ways to relax the government spending
cap which is becoming harder to meet
amid weak growth. Consensus estimates
for GDP growth have been slashed and
stand at 1.0 percent for 2019, down from
2.2 percent in our previous publication.
Mexico’s annualized economic growth is
slowing and is now estimated at 1.2 percent
for 2019, down from 1.7 percent in our
previous Outlook. The US has suspended the
tariff threat on Mexico, yet the agreement
has no specific targets and leaves open the
possibility of other punitive measures by
the US. This threat could be a permanent
one as long as President Trump is in office.
Further, Mexico’s fiscal outlook bears watching.
President Andrés Manuel López Obrador
came into office pledging increased spending
on social programmes. He has delivered
many of them, but at a cost and the budget
deficit is widening.

The outlook for growth in Australia has
weakened further and stands at an annualized

11

BONDS
“We are committed,
and are not resigned
to having a low rate
of inflation forever
or even for now.”
Mario Draghi,
ECB President,
June 18, 2019.

The world’s major central banks have shifted
away from monetary policy tightening amid
slowing global economic growth, low inflation,
and trade tensions. In the US we expect the
Fed to cut the benchmark rate in Second
Half 2019. All major central banks are sensitive
to economic growth and will fine-tune
interest rates and other stimulus programmes
in a measured way, thus preventing their
economies from going into recession.
In less than six months investors have gone
from pricing in three Fed interest rate hikes
to three cuts. In June, the Fed indicated a
readiness to cut interest rates emphasizing
low inflation. To summarize:
1. The Federal Open Market Committee
(FOMC) wants to keep the expansion alive
as long as inflation is not alarmingly high.
2. Inflation has fallen. Even if this is
transitory, inflation is persistently low.
Persistent, transitory low inflation can
become persistent, systematic low
inflation if inflation expectations fall.
3. Inflation expectations have fallen.
4. The implication is the FOMC could cut
rates as soon as the next meeting in July.
The market was pricing in interest rate cuts
before the Fed’s June statement as evidenced
by the inverted front end of the yield curve
(i.e. three-to-five-year yields were lower than
the overnight rate). For this reason, we do not
expect a sharp decline in yields on the Fed’s
more dovish tone. At this point in the
economic cycle, we prefer corporate bonds
with strong investment-grade credit ratings
over lower rated, relatively better yielding
ones as corporate spreads over Treasuries
are likely to widen significantly on lower
rated bonds with a resulting decline in price
amid recession fears.
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Monetary policy easing in Canada is unlikely
absent clear evidence of domestic economic
deterioration. Economic data has mostly come

in better than expected in Second Quarter
2019 and the central bank will remain
decidedly data dependent. The central bank’s
May 2019 statement signaled a steady as
she goes approach while being mindful of
external downside risks to growth.
In the eurozone, the central bank is prepared
for action to boost inflation unless the
outlook for growth improves and ECB
President Mario Draghi is expected to deliver
a rate cut before the end of his tenure on
October 31, 2019. Draghi has also hinted that
the Governing Council may be willing to
tolerate inflation running above the ECB’s
goal to compensate for the recent,
protracted period of below target price
gains. To achieve this further interest rate
cuts or a restart of the asset purchase
programme may be needed.
We expect the Bank of England (BOE) to
stay on hold through 2019, waiting for more
clarity on Brexit and as global trade tensions
pose a downside risk to the economy.
The tight labour market has pushed wage
growth to a cycle high. Combined with weak
productivity, this has driven an increase
in labour costs. However, this has not yet
translated into rising inflation, which stands
at an annual rate of 1.9 percent, as weak
demand has led companies to restrain from
passing on costs. As such, the BOE can bide
its time for clarity on Brexit before making
any changes to monetary policy.
The Bank of Japan can deliver more monetary
stimulus if necessary. Governor Haruhiko
Kuroda has emphasized that the central bank
does not need to act now, citing the health
of the economy and that policy makers
need to take care with side effects from
monetary stimulus on the financial system.

CURRENCIES
Despite the Fed’s dovish shift, we have a neutral
view on the US dollar due to our underlying
relative optimism for the US economy.
Interest rate differentials still favour the US
dollar and we stress that Fed interest rate cuts
should not be viewed as a done deal but are
data dependent. Further, other major central
banks have also shifted in the same manner
as the Fed. The ECB added monetary stimulus
at its March 2019 meeting and now appears
to be considering an interest rate cut before
year-end. Meanwhile, Bank of Japan Governor
Kuroda has signaled he is ready to add
stimulus as needed.
Monetary policy divergence could support the
Canadian dollar as the Bank of Canada (BOC),
unlike the Fed, is expected to keep the
benchmark interest rate on hold. Importantly,
the BOC’s inflation measure has reached
the highest level since 2009 and economic
conditions have recently improved. This said,
an escalation of trade tensions - in particular
the new trade deal replacing NAFTA which
has still not been ratified by the US - combined
with the general election in October may
weigh on the Canadian dollar. For these reasons
we expect the Canadian dollar to trade in
a range of CA$1.30 to CA$1.34 against the
US dollar in Third Quarter 2019.
The euro should remain in a range between
$1.11 to $1.15 near term. A persistent stream of
weak economic data from the eurozone has
prompted downward revisions of growth and
inflation forecasts and an interest rate cut
and/or a reactivation of quantitative easing
from the ECB cannot be ruled out. The ECB
has investigated tiering interest rates,
commercial banks’ ability to charge negative
interest rates, and banks’ ability to charge
corporate clients for deposits. However, all
of this appears to have limits and has the
potential of backfiring by increasing economic
divergence within the eurozone. We agree
with former ECB President Trichet who

suggested that central banks may need the
help of fiscal authorities.
Sterling traders are pricing in a long summer
of confusion with little progress on the
UK exit strategy from the EU and another
probable extension of the October 31, 2019
EU departure date. Brexit aside, the
fundamentals for Sterling strength are good
and UK economic data continues to show
resilience in the face of uncertainty. Michael
Saunders, a member of the Bank of England’s
Monetary Policy Committee has said the
economy will probably move to “significant
excess demand” over the next two- to-three
years if Brexit goes smoothly, warranting
interest rate hikes. However, for now, the
central bank is sidelined. Only a resolution
of the Brexit drama, which brings some
certainty about the future, will be enough
to see Sterling once again respond
to traditional economic drivers.

“Politics overshadow
the macro backdrop,
with any hawkish
BOE tendencies to
remain a minority
view until the Brexit
fog clears, leading
to a relatively
stable GBP.”
CIBC, FX Themes
and Trades Monthly
Outlook,
June 21, 2019.

The Australian dollar is set to be little changed
against most major currencies as the market
has already priced in 50 basis points of interest
rate cuts by year-end by the central bank on
a weakening economic outlook.
We expect the Norwegian krone to outperform against most major currencies,
assuming that oil prices remain between
$50 to $70 per barrel. Norway’s central bank
is likely the only exception within G10 by
signaling two more interest rate hikes citing
a “robust” domestic economy. Outside the
oil sector, Norway’s economy is relatively
closed and therefore less exposed to global
trade wars.
Given numerous geopolitical and economic
risks, most notably trade tensions, the
Japanese yen and Swiss franc may benefit
from safe-haven led demand.
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COMMODITIES
“The political risks
are obviously mainly
to the upside, but
the fundamental
economics for oil are
quite bearish.”
Erik Norland,
Senior Economist,
CME Group,
June 24, 2019.

Hard commodities are expected to be rangebound with concerns looming regarding a
slowing global demand environment and
still elevated supply levels in many cases.
Gold will remain supported by geopolitical
risk and potential US interest rate cuts.
Meanwhile, oil is expected to stay at current
levels. US-China trade talks will largely
drive the prices of soft commodities.
Oil prices declined sharply in Second Quarter
2019 suggesting that macro concerns are
dominating despite tight supply along with
rising geopolitical risks. We believe several
factors could drive oil prices higher. OPEC
production has been falling and recent
comments from OPEC ministers suggest a
strong commitment to output cuts. In addition,
several geopolitical risks such as political
unrest in Venezuela and US-Iran tensions
could cause oil production and exports to
fall further. However, these upside price
drivers are roughly balanced by increasing
non-OPEC production and slowing demand
in China which could put downward pressure
on oil prices.
Gold’s positive price performance in 2019
despite a relatively stable US dollar and
rallying equity markets shows improving
investor sentiment. We believe that gold will
stand to benefit this year as the economic
cycle matures and the US dollar rolls over
from multi year highs. Recent signs of Fed
preparing to cut interest rates will also act
as tailwinds for gold. Moreover, we believe
US equity markets can come under pressure
in the later part of the year if trade war
rhetoric gains momentum which will increase
demand for gold as a hedge.
The prices of industrial metals greatly depend
on Chinese demand. Metal markets have
remained under pressure due to a strong
US dollar, tariff threats, and slowing demand
in China. Overall, metal prices are expected
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to remain range bound as global demand
threats loom. We expect copper prices to
increase as falling mine supply growth will
likely offset steady demand resulting in
a market deficit in 2019. Moreover, nickel
and aluminium may see modest upside
due to shrinking inventory and a demand
recovery. We expect current supply tightness
in iron ore to ease through the year which may
cause prices to decline while oversupply
in zinc is expected to keep its price under
pressure as well.
A resolution to the US-China trade war can
support agriculture commodities prices in
2019. A modest increase in planted acreage,
potential increased demand from China, and
a third consecutive year of supply deficit
may boost corn prices. However, soybean
prices will stay under pressure as US soybean
stockpiles are expected to double by the
end of 2019. On the other hand, sugar is
expected to trade range-bound as supply
and demand looks balanced. Given the highly
weather-dependent annual resupply cycles
in agricultural commodities, the outlook for
agricultural prices essentially boils down to
the weather while US-China trade negotiations
remain a key driver.

EQUITY STRATEGY
Volatility in financial markets will remain high
near term as: 1) Trade tensions look difficult
to resolve but we expect a successful
outcome to talks; 2) Anticipation of an end
to the economic cycle after a ten-year bull
market; 3) High levels of confidence that
Fed interest rate cuts will support markets,
despite still-easy financial conditions.
As such, we remain quality-focused in
our positioning.
At the same time three factors could propel
stocks higher from here: 1) stronger-thanexpected earnings and an improvement in
companies’ earnings guidance; 2) fading of
trade-related geopolitical risks; and 3) signs
that Chinese policy stimulus is translating into
higher consumption and economic activity.
Our preferred regions for equity investing
remain the US and Emerging Markets (EM).
The US is home to many quality firms —
those boasting strong balance sheets and
free cash flow. Our preference for EM
reflects solid earnings, stimulus in China,
improving liquidity, and greater China
A-shares inclusion in the MSCI EM Index.
We are skewed defensively in our sector
preference with an overweight in Healthcare.
In an environment of slowing economic
growth and less certain earnings outlooks,
the traditional defensive qualities and
resilient earnings growth of Healthcare stocks
look appealing. The sector outperformed
the rest of the market during the volatile
Fourth Quarter 2018. Our view is also
supported by demographic and innovative
trends with valuations that broadly look
reasonable compared to historical levels.
We are underweight on Consumer
Discretionary. Current multiples, rising
labour costs, and an increasingly late cycle
environment are all headwinds for a sector
that historically produces its best relative
returns early in economic cycles.

We also like Tech from a long-term perspective
as the sector has strong earnings momentum
and disruptive business models underpinned
by technological innovation, consolidation,
and trends in consumer demand. We stay
equal weight in the short-term as valuations
continue to move to new post-crisis highs.
We maintain a positive bias for European
equity markets. The ECB is likely to cut interest
rates in Second Half 2019. Further, the ECB
has called for fiscal stimulus as monetary
stimulus is not enough to boost inflation and
support growth. Populist movements in Europe
are also calling for more fiscal policy action.
Additionally, the outlook for eurozone banks
and industrials has improved, driven in part by
expectations of changes to ECB special bank
lending policies and China’s stimulus measures.

“Volatility is set
to stay, though it
need not mean that
equities are always
to the downside.”
Sebastien Galy,
Senior Macro
Strategist, Nordea
Investment Funds
SA, Luxembourg,
May 21, 2019.

We see cheap valuations in Japan along with
shareholder-friendly corporate behaviour whilst
central bank stock buying and political stability
make a case for being slightly overweight Japan.
Economic reforms and policy stimulus support
our view on EM stocks. Improved consumption
and economic activity from Chinese stimulus
could help offset any trade-related weakness.
We see the greatest opportunities in
Emerging Asia.
We are positive on India, which is likely to enter
a postelection environment in which monetary
policy can ease, given much improved fiscal
and external deficits.
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CONCLUSION AND STRATEGY POINTS
EQUITIES

(50% S&P Global 1200 and 50% S&P 500)

Regional Strategy
• Underweight North America at 74.4 percent
(versus Benchmark weighting of 79.7 percent).
• Equal Weight Europe at 12.5 percent
• Equal Weight Japan at 3.6 percent.
• Overweight Emerging Asia and Latin America
at 5.5 percent and 1.5 percent, respectively
(versus Benchmark weighting of 2.2 percent
and 0.5 percent, respectively).

Sector Strategy
• Overweight Health Care, Industrials, and
Energy at 14.2 percent, 10.5 percent, and
6.3 percent, respectively (versus Benchmark
weighting of 13.2 percent, 10.0 percent, and
5.4 percent, respectively).
• Equal Weight Technology, Communication
Services, Consumer Staples, Materials and
Utilities at 19.0 percent, 9.5 percent,
7.9 percent, 3.8 percent, and 3.3 percent,
respectively.
• Underweight Financials, Consumer
Discretionary, and Real Estate at 12.7 percent,
9.6 percent, and 0.7 percent, respectively
(versus Benchmark weighting of 14.7 percent,
10.1 percent, and 2.9 percent respectively).

Currency Strategy
• Overweight the US dollar at 81.2 percent
(versus Benchmark weighting of 78 percent).
• Underweight the euro at 4.3 percent
(versus Benchmark weighting of 7.1 percent).
• Equal weight the yen at 3.6 percent.
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72+13+6432t
20+14+13119864321t

Geographic Allocation as at June 30, 2019
North America
Europe
Emerging Asia
Japan
Cash
Latin America

74.4%
12.5%
5.5%
3.6%
2.5%
1.5%

Sector Allocation as at June 30, 2019

Technology
19.0%
Healthcare
14.2%
Financials
12.7%
Industrials
10.5%
Consumer Disc.
9.6%
Comm. Services
9.5%
Consumer Staples 7.9%
Energy
6.3%
Materials
3.8%
Utilities
3.3%
Cash
2.5%
Real Estate
0.7%

BONDS
• Hold highly liquid US
Treasuries amid trade
tariff uncertainty.
• Hold floating rate notes for
their relative yield advantage
over US Treasuries.
• Maintain a modest duration
underweight as current
market pricing of three
interest rate cuts by the
Fed may be unwound in
coming months.

39+2+122916t
56+2+1012135t

Bonds Strategy Allocation as at June 30, 2019
LIBOR FRN
CPI FRN
0-1 YR
1-3 YR
3-5 YR
Cash

39%
2%
12%
29%
16%
2%

AA+
AA
AAA+
A
ABBB+

56%
2%
10%
2%
12%
13%
5%

Credit Ratings as at June 30, 2019

BIAS structures portfolios
according to the needs and risk
profile of a specific investor.
Some systematic risks should be
acknowledged over which BIAS
and other asset managers have
no control including: trading
on exchanges not regulated by
any US Government agency, the
Bermuda Monetary Authority,
or the Cayman Islands Monetary
Authority; possible failure of
brokerage firms or clearing
exchanges; illiquid Markets
which may make liquidating a
position at a given price more
difficult. For more details on
these and other risk factors,
please refer to BIAS’ Form ADV
filed with the US Securities and
Exchange Commission.
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