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The Return of Bonds

Other than bonds, only the S&P 500 and Nikkei 225 showed positive
returns for the calendar year.
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Wide Performance Swings Quarter on Quarter
Calendar Year 2015 Equity Market Performance

Dramatic fall of markets in Q3 undermined positive performance of other
quarters.
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Only US and Japan positive for the year
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Top 5 sectors the same: US vs Global
*
*

The top 5 performing sectors globally and in the US were the same although in a
slightly different order. Both also agreed that Materials and in particular Energy
were the biggest losers in 2015. Note: * denotes BIAS sector overweight.
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The Big Global Winner: Staples

Globally the best performing sector was Global Consumer Staples with Tobacco
and Personal Products in the lead. Three out of the top 5 stocks were Japanese:
Meiji, Aeon and Shiseido. The others being US and Belgian companies.
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The Big US Winner: Discretionary

Internet and Catalog Retail was far and away the best performer among US
stocks with Amazon and in Netflix both more than doubling their share price
in 2015 as subscriber growth and usage mushroomed.
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Overall 2015 equity markets showed a small loss globally and a small
gain in the US. However looking under the hood a little more closely
shows that very few companies showed large positive moves in 2015.

NO BROAD MARKET ADVANCE IN
2015
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Top 5 Stocks Driving S&P Global 1200 Index
Calendar Year 2015
SPGLOB Index
Amazon.com Inc
Alphabet Inc *
Microsoft Corp *
Alphabet Inc *
Facebook Inc *

Index
Weight
100.00
0.83
0.73
1.42
0.72
0.76
4.46

22nd

Total
Contribution
Return
-0.84
117.78
46.61
22.70
44.56
34.15

0.98
0.34
0.32
0.32
0.26
2.22

All data as of
February 2016. The top 5 companies contributing positive return
to the S&P Global 1200 Index accounted for only 4.46% of the total market
capitalisation of the index yet added +2.22% in positive return. Absent these
companies, the index would have been negative for the year. Source: Bloomberg.

Note: * denotes holdings in BIAS portfolios.

The top 5 stocks in the S&P
Global 1200 Index accounted
for +2.22% of the total return
for the index for the entire
calendar year 2015.
The major contributors of 2015
however are some of the
lowest contributors in 2016
YTD.
•
•
•
•
•
•

Amazon
- 20.86%
Alphabet A
-7.19%
Microsoft
- 5.94%
Alphabet C
- 7.64%
Facebook
- 0.09%
S&P Global 1200 Index - 8.09%
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Top 5 Stocks Driving S&P 500 Index
Calendar Year 2015
SPDR S&P500 ETF
Amazon.com Inc
Microsoft Corp *
Alphabet Inc - Cl A *
General Electric Co
Alphabet Inc - Cl C *

Index
Weight

Total
Return

100.00
1.00
2.07
0.97
1.46
0.95
6.45

Contribution

1.31
117.78
22.70
46.61
27.54
44.56

0.77
0.45
0.38
0.38
0.37
2.35

All data as of 22nd February 2016. Source: Bloomberg. The top 5 companies contributing positive
return to the S&P 500 Index amounted for only 6.45% of the market capitalisation of the index yet
added +2.35% in return. Without the impact of these companies, the index would have been
negative for the calendar year. All of these companies are showing in the lowest echelon of the
index YTD 2016.

The top 5 stocks in the S&P 500
Index accounted for +2.35% of
the total return for the index for
the entire calendar year 2015.
All change in 2016 YTD over
2015 as all top contributors to
return in 2015 are in the 10
lowest contributors of 2016.
•
•
•
•
•
•

Amazon
Microsoft
Alphabet A
General Electric
Alphabet C
S&P 500 Index

- 20.86%
- 5.94%
- 7.19%
- 6.84%
- 7.64%
- 5.84%

Note: * denotes holdings in BIAS portfolios.
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•
•
•
•
•
•

Strong US Dollar slowing growth of US companies with large foreign exposure
Slower Overseas Growth, particularly the China slow down
Brexit, Rising Populism and Uncertainty over US Political Leadership
Negative Interest Rates (Denmark, Japan, EU, Sweden, Switzerland)
The Unwinding of QE in the US
Deleveraging of public sector (Reaganomics Hangover) and private sector
(hedge funds)

CHALLENGES
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US Multi-Nationals Feeling the Effect of the Strong USD

US companies with big non-US exposure are feeling the pinch on both sales and
earnings growth of the slowing global economy and the stronger USD. Those
with less non-US exposure are doing better. Source: Credit Suisse.
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China GDP Growth Slows, but not Gone
US Lead
Narrows until
2014

For the first time in almost a decade, China has lost ground in catching up with the US
economy, when output is measured in dollars.

•
•
•
•

While the US economy expanded 2.4% for a second straight year, China slowed to the weakest
expansion pace (6.9%) in a quarter-century as old growth drivers like heavy industry and exports
slow.
China’s transition to a consumer led economy will be long drawn out.
Diminishing Chinese confidence in their own economy is driving purchases of US companies to
counteract domestic risk
Knock on impact felt in EM, Commodities and those nations looking to export to China.
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UK & EU: The Biggest Risk– Brexit!

Concern about the promised EU referendum ranks higher in the UK than
terrorism, a slowing economy, unemployment and housing. The referendum is
tentatively scheduled for 23rd June 2016.
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The Rise of Populism in Europe

Populist parties in Europe have increased their membership and influence as immigration
and most recently the wave of migrants through Eastern Europe has become a flood.
Reaching accord across borders will therefore become even more difficult as national
priorities take centre stage.
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Both Trump and Sanders play to Populist Themes
The quotable Trump:
• "The country is going to hell, we have people who don't
know what they're doing in Washington“
• "When Mexico sends its people, they’re not sending their
best... They’re sending people that have lots of problems,
and they’re bringing those problems with us. They’re
bringing drugs. They’re bringing crime. They’re rapists. And
some, I assume, are good people”
• "[I am] calling for a total and complete shutdown of
Muslims entering the United States until our country’s
representatives can figure out what is going on"

The quotable Sanders:
•

•
•

“Injustice is rampant. We live, [...] in the wealthiest
country in the history of the world. But most Americans
don't know that. Because almost all of that wealth and
income is going to the top one percent.”
"I think many people have the mistaken impression that
Congress regulates Wall Street. In truth that's not the case.
The real truth is that Wall Street regulates the Congress.“
"There is a lot of sentiment that enough is enough, that we
need fundamental changes, that the establishment —
whether it is the economic establishment, the political
establishment or the media establishment — is failing the
American people."

16

Negative Interest Rates and Bond Yields
30% ($7tn) of the
Bloomberg Global
Developed Sovereign
Bond Index is currently
yielding less than 0% as
of 22nd February 2016.
Investors care less about
return than security.

• Lowering interest rates can move the propensity to save lower and raise the incentive to spend;
however, drastically moving interest rates to negative may cause consumers to halt spending as it
signals a troubled economy.
• Negative interest rates act on the front end of the curve, whereas business lending and particularly
consumer lending (mortgages) have a longer term duration.
• Interest rates are not the only variable for borrowing. Employment, confidence in the economy, and risk
aversion are also a variable to incremental borrowing.
• Currency devaluations using negative interest rates have less impact when everyone is doing the same
thing. It only leads to retaliatory measures and elevated volatility.
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The Glory Days of Reaganomics
Tenets:
1. Widespread Tax Cuts
2. Decreased Social Spending
3. Increased Military Spending
4. Deregulation of Domestic Markets

The Antidote to Reaganomics
Tenets:
1. Increase Taxes on the most
wealthy
2. Increase Social Spending
3. Cut Military Spending
4. Regulate Domestic Markets
particularly Wall Street
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Income Equality Advocates
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M2 Growth since QE and Before
Quantitative
Easing

Reagan
Era

In common with all countries, Money Supply has grown substantially since
the 1960’s. The period since 2009 has seen growth due to QE.
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Velocity of Money since 1959
Quantitative
Easing
Reagan
Era

• The velocity of
money has been
falling steadily since
the mid-1990’s.
• QE does not help.
• Lending/Borrowing
not sufficient to
drive velocity
upward.

Velocity is important for measuring the rate at which money in circulation is used for purchasing goods
and services. This helps investors gauge how robust the economy is, and is a key input in the
determination of an economy's inflation calculation. Source: St Louis Fed.
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M1 Multiplier Since Reaganomics
Quantitative
Easing

Reagan
Era

More alarmingly, the
Multiplier Effect seems
to have slowed down
dramatically since the
Reagan Era due to the
unwinding of leverage in
the public and private
sectors as well as
increased regulation of
the financial sector.

The multiplier effect is the expansion of a country's money supply that results from banks being able to lend. The size of the Multiplier effect depends on the
percentage of deposits that banks are required to hold as reserves. In other words, it is money used to create more money and is calculated by dividing total bank
deposits by the reserve requirement.
Raising bank reserve requirements and other forms of increased regulation undermines lending and slows down an economic recovery.
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Income Equality and Economic Growth
Reagan
Era

Source: IMF. “Causes and Consequences of Income
Inequality: A Global Perspective”, June 2015
Authors: Era Dabla-Norris, Kalpana Kochar, Nujin
Suphaphipat, Frantisek Ricka, Evridi Tsounta

Quantitative
Easing

A 2015 IMF report suggests
that countries looking to boost
economic growth should
concentrate their efforts on the
lower segments of society
rather than bolstering so-called
"job creators" with tax breaks.
The study results show that
increasing the income share to
the bottom 20 percent of
citizens by a mere one percent
results in a 0.38 percentage
point jump in GDP growth. By
contrast, increasing the income
share of the top 20 percent of
citizens yields a decline in GDP
growth by 0.08 percentage
points.
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•
•
•
•

The US Economy Growing
The US Consumer Healthy
US Corporate Health and M&A
Growth in IT and Healthcare Sectors (Overweights in our Portfolios)

BETTER THAN WE THINK
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US Economy is Working Fine
Unemployed, Underemployed plus
Part Time Workers

Headline Unemployment

Jan 2016 = 9.9%
Jan 2016 = 4.9%

The US economy is working fine. Unemployment is below 5% whilst those under- or part-time employed has fallen below 10%. The Fed’s favourite inflation
indicator (PCE) is at 1.69% and the ISM Services Index is at 53.5, having just ticked down from above 55. The Fed is under no pressure to act again soon.

Mean PCE Inflation Rate
Jan 2016 = 53.5

Jan 2016 = 1.69%

ISM Services Index
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Consumers are Borrowing to Spend

Cheap credit has enabled consumers to raise consumer borrowings to a new
record. Greater focus of the spending has been in housing, technology and
automobiles than in the past. This trend has been seen in other countries too,
notably the UK.
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The Consumer is Alive and Well
In 2014 consumers spent an average of $2,500, or 4.2% of
their income after tax, on petrol. A year later refilling the tank
had become almost a third cheaper. That gave households a
windfall of about $650, or 1.1% of their 2014 income. Rising
employment and modest wage growth chipped in to boost
their real (i.e., inflation-adjusted) income by 2.7%.
Consumers did put some of those gains in their piggy-banks.
The savings rate rose from 4.8% in 2014 to 5.2% in 2015. In
December it was 5.5%, the highest level in three years (see
chart). But most of the 2.7% rise in real incomes was spent.
In October the JPMorgan Chase Institute, a think-tank
attached to the bank, compared the accounts of customers in
gas-guzzling areas with those of customers in places where
people drive less.
They found that for every dollar consumers saved on petrol,
they spent up to 89 cents elsewhere.
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Strongest US Consumption since 2005

Consumer spending grew last year by the most since 2005, in spite of a slight
slackening in the fourth quarter. Nonresidential business investment,
meanwhile, rose at its slowest pace since 2010 as oil and gas companies
sharply curtailed spending.
28

Companies are Borrowing to Spend Too

US Companies have been able to
borrow ever more cheaply since 2009...

… borrowing mainly to finance dividends,
buybacks and M&A activity.

US corporate debt has risen steadily since 2010 with record new issuance in 2015 to take
advantage of very low rates. By and large these new borrowings have been used for increased
dividends, share buybacks and M&A activity. As buybacks boost EPS, share prices are
supported by these actions.
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2015 M&A: Record Year!

Cheap money and slowing top line growth proved a major catalyst for M&A activity in
2015 with 37,212 transactions worth $4.2 trillion taking place – a record. Included in this
were 17 mega deals (over $20 bn), the most ever with Pfizer/Allergan’s $184 bn being
the largest. Goldman Sachs led the way advising on $1.4 tn in deals.
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US Companies Still Cash Rich

Major US companies still maintain near all-time high levels of balance sheet
cash totaling $1.4 trillion – ‘dry powder’ for business expansion, share
buybacks or M&A activity. Source: Factset.
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4Q 2015 Beat Rates – IT and Healthcare at the Top

Two or our favoured sectors, IT and Healthcare, may have seen their share
prices drop but the underlying reality of their sales and earnings continues to
outperform. 4Q 2015 placed them at the top of the sectors beating analysts’
estimates for both sales and earnings. Source: Credit Suisse.
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•
•
•
•

Stabilisation of Crude Oil Prices
Political Leadership strengthened Globally and in Individual Countries
Tax Reform in the US to allow Repatriation of External Capital
Revenue Forecasts too Downbeat

IN SEARCH OF CATALYSTS
NOTE: WE ASSIGN NO PROBABILITY NOR TIMELINE TO THESE EVENTS HAPPENING
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Recovery of Oil Price in 2018?
IEA: Oil supply exceeded
demand even as 2015
demand grew by 1.5m b/d:
•
•
•

2014 – by 0.9m b/d
2015 – by 2m b/d
2016E – by 1.1m b/d

IEA: US production which
has proved resilient
around 9m b/d to date will
fall a further 10% in
2016/17.
IEA: OPEC revenues that
hit a high of $1.2 tr in 2012
will fall to $500 bn in 2015
and $320 bn in 2016.
Source: International Energy Agency’s Medium Term Oil Market Report
released 22nd February 2016. The red bars denote inventory build up
globally.
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De-Linking of Oil Price from Stock Prices
S&P 500 Index vs Crude Oil: Last 5 Years

The price of oil is not
correlated to the S&P 500
Index at all ….

S&P 500 Index vs
Crude Oil Contract

S&P 500 Index vs Crude Oil: Since Dec 2015

… but since December 2015 it
has shown a +90% correlation.
The stock market is moving in
tandem with the price of oil.
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Politics do not usually impact financial markets but in this case with so
much political rhetoric of all sorts and colours, they are. The common
theme running through it all is the perceived lack of global leadership.
What is needed now is real leadership.

POLITICAL LEADERSHIP
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Today: Lack of Leadership
•

Syrian Conflict
–

•

Obama vs Putin
–

•

–

The lack of political compromise is causing real
damage to countries and alienating the
electorate

Income Inequality
–

•

Flood of refugees and asylum seekers
prompting hard line populist sentiment
Even Merkel in Germany is under pressure due
to open door policy

Polarisation of Opinions
–

•

The lack of US foreign policy initiatives and
growing US isolation is enabling Russia to step
into the vacuum

Migrants
–

•

The lack of common ground is enabling ISIS to
flourish

The widening gap between have’s and have
not’s is hardening anti-business opinion and
building populist movements at the extremes
of political thought

Ineffectiveness of UN
–

The toothlessness of the UN in the face of the
likes of ISIS only emboldens more such action
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Our Wish List
• No Brexit
• Hilary wins the
White House
–

Of all the candidates, Hilary is the least
objectionable and most experienced.
Furthermore she has the gravitas in foreign
affairs that the others do not.

• US Tax Reform
–

Enabling repatriation of external capital
among other things

• Compromise between
Polarised Parties
• Greater Income Equality
–

without destroying Wall Street and
undermining the economy

• Less Market Volatility
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Observation: Good February may Follow Bad January

The S&P 500 Index has had a tough start to 2016. The above seasonality chart shows
that in only one out of the last 8 years (not including 2016), the stock market
recovered in February after a negative January. This cannot be guaranteed however.
Source: Bloomberg. Data to 23rd February 2016.
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Disclaimer

Disclaimer

BENCHMARKS
The S&P Global 1200 Index is a worldwide equity index representing 29 countries grouped in seven regional markets. The S&P Global 1200 Index was
launched in 1997. The S&P Global 1200 Index represents about 70% of the world equity market. The S&P Global 1200 Index is weighted by
market capitalization. The S&P Global 1200 Index is made of the following seven re-known indices: S&P 500 Index for the United States,
S&P Europe 350 Index for Europe, S&P/TOPIX 150 Index for Japan, S&P/TSX 60 Index for Canada, S&P/ASX All Australian 50 Index for
Australia, S&P Asia 50 for Asia, S&P Latin America 40 for Latin America. The S&P Global 1200 Index is calculated in real time in US
dollars using real time currency conversion for indices not traded in dollars. The S&P Global 1200 Index is reconstituted on an as needed
basis by Index Committees which includes representatives of all exchanges representing the underlying indices of the S&P Global 1200
Index.
S&P 500® is a trademark of The McGraw-Hill Companies. The S&P 500® Index tracks the stock performance of 500 US companies across four
industry groups. It is a market-value weighted index with each stock's weight in the index proportionate to its market value.
This literature does not constitute an offer to sell or a solicitation for any securities offered by BIAS and cannot disclose all risks and significant
elements of an investment therein.
Certain statements contained within this literature are forward looking statements including, but not limited to statements that are predications 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. Actual results could differ materially from projected results due to numerous
factors, many of which are beyond our control.
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

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.

Registered Investment Advisor with the U.S. Securities & Exchange Commission. Licensed to conduct investment business by The Bermuda
Monetary Authority. Licensed by the Cayman Islands Monetary Authority to conduct investment business.
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