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Global Stock Markets
• In the First Quarter 2012, global equity prices recovered from the lows set late last year. The rise in

share prices was broadly distributed globally with the worst performers in the previous quarter seeing
the greatest gains. The German DAX led the way rising 21.2 percent in US dollar terms. Despite the
rise in the FTSE World Index of 11.3 percent year-to-date, in US dollar terms, stocks remain inexpen-
sive when measured against the Fed Model. 

• Expectations of improving global economic performance in the future drove the gain in equity prices.
In the eurozone, equity markets rallied as the ECB launched their version of quantitative easing (Long-
Term Refinancing Operations in euro-speak), and the Greek Government completed a debt exchange
raising investor confidence. This optimism was dampened slightly as China delivered economic data
consistent with signs of a slowdown late in the quarter. 

Bond Markets
• The Fed held the Fed Funds Rate unchanged and pledged to keep rates low into late 2014 despite

improving conditions that Fed Chairman Bernanke described as insufficient. 

• Borrowing costs for the sovereign debt burdened eurozone eased as the Greek Government was
able to engineer a debt swap with investors at a 73 percent reduction in face value. 

Currency Markets
• Major currencies, except the Japanese yen, strengthened against the US dollar in the First Quarter

as fears of a global slowdown failed to materialize.

• The euro weakened against the US dollar early on, but recovered after the ECB’s second LTRO and
the completed sovereign debt swap in Greece. 

Stock, Bond, Currency Overview

World Markets Quarterly Review
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World Index

closed the

quarter up 

11.27 percent. 

All figures shown

are for the

quarter ended 

31 March 2012

and are

expressed in 

US dollar terms.

*Source: Bloomberg
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DJIA 8.8%

S&P 500 12.6%

NASDAQ 19.0%

TSX 6.3%

BSX -3.0%

Bolsa 16.1%

Bovespa 16.3%

Merval 7.2%

UK FTSE 8.0%

CAC 11.7%

DAX 21.2%

Kospi 12.7%

Nikkei 12.1%

Hang Seng 11.9%

Straits Times16.9%

ASX 9.7%
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North American Stock Markets

The US was 
one of the better

performing
markets globally,

buoyed by an
improving job

market and
corporate profits.

Quarterly Change
Indices 31 Dec 2011 31 Mar 2012 Local Curr. US$
US Dow Jones Industrial 12,217.60 13,212.00 8.8% 8.8%

US S&P 500 1,257.60 1,408.47 12.6% 12.6%

US NASDAQ 2,605.15 3,091.57 19.0% 19.0%

Canada TSX 11,955.10 12,392.20 4.4% 6.3%

FTSE World Index 344.34 383.14 11.3% 11.3%

Source: Bloomberg

• The Standard & Poor’s 500 Index advanced 12.6 percent in the First Quarter marking one of the
best starts to a year since 1987. Investor sentiment was buoyed by positive economic reports
and corporate profits coming out of the US. In particular, the January jobs report showed the un-
employment rate fell to 8.3 percent, the lowest since February 2009. This increased investor con-
fidence and sent the index 1.5 percent higher on February 3. Further increasing confidence was
the fact that 67.5 percent of companies in the S&P 500 reported earnings that exceeded analysts’
estimates over the quarter.

• On February 1, Whirlpool Corp spiked more than 17 percent after the appliance maker issued a
strong outlook for 2012. Whirlpool executives said demand had started to improve and hoped
momentum would build. Whirlpool had instituted a number of cost cutting measures in 2011 in-
cluding cutting 5,000 jobs and closing a refrigerator factory. Being leaner and putting through
pricing increases gave the company’s management a rosy outlook for 2012. 

• On February 24, the shares of Salesforce.com Inc., the largest seller of online customer-manage-
ment software, surged 7.9 percent after the company reported a 57 percent year-over-year jump
in customer billings for the Fourth Quarter 2011. The company added large corporate contracts
and added new tools that handle customer support and analyze social media postings.
Salesforce’s products run on personal computers, iPads and Smartphones providing customers
flexibility. The company has landed contracts with such firms as Hewlett-Packard Co., AT&T Inc.,
and Sony Corp. Competition is heating up in the market for business applications delivered
through cloud computing as software giants Oracle Corp. and SAP AG buy up competitors to
Salesforce. The company’s shares rose 52.3 percent in the First Quarter.

• On March 8, the shares of McDonald’s Corp., the world’s largest restaurant chain, slid three per-
cent after reporting February sales that trailed analysts’ estimates as consumers cut spending in
Europe. Sales in Europe, which make up around 40 percent of revenue for McDonald’s, advanced
four percent trailing the 6.4 percent gain analysts expected. The company is facing restrained
consumer spending in Europe because of the region’s sovereign-debt crisis and austerity meas-
ures. McDonald’s said the company is planning to revamp 900 of the more than 7,100 European
locations this year in an effort to boost sales. 
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Latin American Stock Markets

Except for
Argentina, 
Latin American
markets all rose
well into double
digits in 
First Quarter
2012.

• On January 11, Brazilian mining company Vale SA, the world’s largest iron-ore producer, said ex-
cessive rains in three Brazilian states would lead to a loss of two million metric tons in shipments
of the commodity. The Rio de Janeiro-based miner declared force majeure, a legal clause that al-
lows companies to miss deliveries, in a series of iron ore contracts, according to a regulatory filing.
A company spokesman said that “Heavy rains since mid-December of 2011 in the states of Minas
Gerais, Rio de Janeiro and Espirito Santo have created difficulties for our operations in the South
and Southeast systems.” Vale rose 9.6 percent over the quarter. 

• On February 9, Chilean mining services company Sigdo Koppers SA rose for a record ninth straight
day up one percent to 1,060 pesos. The company, which makes explosives and provides services
to the mining industry, rallied 14 percent since January 20 when it completed a 224 billion peso
($471 million) rights offering as the company seeks to tap an estimated $67 billion in planned min-
ing investments in Chile this decade. The capital increase encouraged more brokerages to cover
the stock, raising the company’s profile among investors. In the First Quarter 2012, Koppers rose
29.3 percent. 

• On February 9, Aluar Aluminio Argentino SAIC, Argentina’s largest aluminium producer, fell 3.1
percent to 2.82 pesos. Aluar’s Puerto Madryn plant was running at 80 percent capacity after rains
affected power generation. In a February 8 statement, posted on the website of the Buenos Aires
exchange, the company announced expectations that capacity may approach 90 percent in
February. In the quarter, Aluar advanced 1.8 percent. 

• On March 2, The Sao Paulo-based newspaper Valor Economico reported that Hypermarcas SA,
Ache Laboratorios Farmaceuticos SA, and Uniao Quimica Farmaceutica Nacional SA are forming
a joint venture to create a company that will produce medicines from living cells. The paper went
on to write that BNDESPar, a unit of Brazil’s development bank BNDES, may purchase a stake
of as much as 25 percent in the new company, known as BioBrasil. For the quarter, Hypermarcas
closed up 51.2 percent. Ache and Uniao Quimica are private companies.

• On March 8, Cia Brasileira de Distribuicao Grupo Pao de Acucar, Brazil’s biggest retailer rose 6.6
percent to 85.62 reais, a record high. The jump in the share price came after the central bank
stepped up the pace of interest-rate cuts, helping fuel demand for the appliances the company
sells. For the quarter, Pao de Acucar rose 29.9 percent.
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Quarterly Change
Indices 31 Dec 2011 31 Mar 2012 Local Curr. US$
Mexico Bolsa 37,077.50 39,521.20 6.8% 16.1%

Brazil Bovespa 56,754.10 64,511.00 13.7% 16.3%

Argentina Merval 2,462.63 2,683.99 9.1% 7.2%

Chile IPSA 4,177.53 4,671.28 11.8% 18.9%

FTSE World Index 344.34 383.14 11.3% 11.3%

Source: Bloomberg



European Stock Markets

The German
DAX was the

best performing
European stock

market fuelled
by progress on

the European
sovereign debt

crisis and
positive German

economic data. 

• The German DAX was the best performing European stock market in First Quarter 2012.
Germany’s stock rally was fuelled by progress on the European sovereign debt crisis and positive
German economic data. The efficient German production machine remained intact with improve-
ment in important economic indicators like the manufacturing purchasing managers index (PMI),
industrial production, and exports, all of which rose ahead of expectations in the quarter.

• On January 12, Tesco Plc, the UK’s largest supermarket chain, declined the most since Black
Monday, in October 1987. Tesco reported that sales slid over the Christmas period and the com-
pany advised that 2012 profit will be at the low end of consensus estimates. Philip Clarke, the
chief executive, said that coupons and discounts offered by rival supermarkets had lured bar-
gain-hungry shoppers. The company also admitted the need to spend hundreds of millions of
pounds to improve customers’ shopping experience. Analysts predicted this would cause the
company’s industry-leading profit margin to slip by a full percentage point to 5.1 percent from
6.1 percent. Concerns that the industry would be hit by a price war saw the share prices of other
firms in the industry decline as well. Tesco finished the quarter 18.2 percent lower.

• On March 1, Vivendi SA tumbled after forecasting a profit decline that is expected to last through
2013 as SFR, the French wireless unit the company bought for €7.95 billion last year, faces in-
creased competition. Vivendi said SFR’s earnings will drop 12 to 15 percent in 2012. Last year
Vivendi also agreed to purchase EMI’s recorded music operations for £1.2 billion pounds. To help
finance the purchase the company is looking to sell €500 million worth of subsidiary Universal
Music Group’s assets. Chief Executive Officer Jean-Bernard Levy has been tilting the company
toward content businesses such as music and television as the French telecommunications unit
SFR comes under pressure from competitors. Vivendi dropped 18.7 percent in the quarter.

• Vodafone Group Plc, the world’s largest mobile-phone operator, won time to bid for Cable &
Wireless Worldwide Plc matching the March 29 deadline granted to rival bidder Tata
Communications Ltd. Vodafone is pursuing a European fixed-line acquisition for the first time
since 2010. The company wants Cable & Wireless’s fiber network to boost Vodafone’s fixed-line
system in the UK. The UK is Vodafone’s only major European market lacking a fixed-line network.
In February, the operator, reported that Fourth Quarter of 2011 UK data revenue climbed 13 per-
cent, leading the company to shift traffic onto fixed lines to reduce the burden on Vodafone UK’s
wireless network. Vodafone’s share price fell 3.8 percent in the quarter.
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Quarterly Change
Indices 31 Dec 2011 31 Mar 2012 Local Curr. US$
UK FTSE 5,572.28 5,768.45 4.8% 8.0%

Germany DAX 5,898.35 6,946.83 17.8% 21.2%

France CAC 40 3,159.81 3,423.81 8.6% 11.7%

Spain IBEX 35 8,566.30 8,008.00 -5.9% -3.2%

FTSE World Index 344.34 383.14 11.3% 11.3%

FTSE Europe Index 346.49 382.33 7.3% 10.3%

Source: Bloomberg
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Pacific Rim Stock Markets

China’s Shanghai
Securities News
wrote that the
central bank is
considering
raising the quota
for qualified
foreign
institutional
investors (QFII)
that the Chinese
Government
allows to trade
mainland
securities.
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• On January 16, PetroChina Company and China Petroleum & Chemical Corp. (Sinopec), the coun-
try’s two biggest oil producers, fell in Hong Kong trading after the price of crude oil dropped to the
lowest in almost four weeks on concerns Europe’s debt crisis may curb demand. PetroChina declined
1.8 percent to HK$10.78 while Sinopec dropped 1.4 percent to HK$8.81 whilst the benchmark Hang
Seng Index fell one percent. 

• On February 6, Taiwan based HTC Corporation, Asia’s second-largest Smartphone maker, reported
sales in the First Quarter 2012 will be NT$65 billion to NT$70 billion as a result of tougher competition
in the US. The sales figures were the lowest since the second quarter of 2010 and below the NT$84.9
billion estimate of 14 analysts who cover the company. As a result of these reduced expectations
the stock of HTC declined 6.9 percent in Taipei trading, the most in two months on twice the normal
trading volume. HTC closed the quarter up 20.1 percent.

• On February 13, Singapore Telecommunications Ltd., Southeast Asia’s biggest phone company,
posted a 9.6 percent fall in fiscal third-quarter earnings on costs to retain domestic customers coupled
with a decline at the company’s India subsidiary. Figures showed that net income fell to S$902 million,
in the three months ended December 31 from S$998 million, a year earlier. The result missed the
S$951.5 million average analysts’ estimates. Despite this earnings shortfall, SingTel rose two percent
to S$3.13 in Singapore trading. The shares have gained 1.9 percent so far this year.

• On March 8, China’s Shanghai Securities News wrote that the central bank is considering raising the
quota for qualified foreign institutional investors (QFII) that the Chinese Government allows to trade
mainland securities. As a result, China’s stocks rose for the first time in four days on speculation the
government will increase efforts to stimulate the economy as the country’s industrial production
growth slows and inflation cools. Consequently, Haitong Securities Co. led gains in the brokerage in-
dustry on the news. Haitong rose 21.6 percent in the quarter.

• On March 8, Asian stocks rose, with the regional benchmark index snapping a three-day losing
streak, after Japan’s economy shrank less than the government initially estimated. Toyota Motor
Corp., Asia’s biggest carmaker by market value, rose 2.2 percent. Mitsubishi UFJ Financial Group
Inc., Japan’s top lender, advanced three percent on a report the Federal Reserve is considering a
new type of bond-purchase program. LG Innotek Co. paced gains among suppliers to Apple Inc.,
on the March 7 introduction of a new iPad. 

Quarterly Change
Indices 31 Dec 2011 31 Mar 2012 Local Curr. US$
Japan Nikkei 8,455.35 10,083.56 20.3% 12.1%

Hong Kong Hang Seng 18,434.40 20,555.60 11.9% 11.9%

Hang Seng Red Chip 3,682.18 3,986.72 8.3% 8.3%

Korea Kospi 100 1,825.74 2,014.04 10.3% 12.7%

Singapore STI 2,646.35 3,010.46 13.0% 16.9%

Taiwan TWSE 7,072.08 7,933.00 12.2% 15.1%

Australia ASX 200 4,056.56 4,335.24 8.4% 9.7%

FTSE World Index 344.34 383.14 11.3% 11.3%

FTSE Pacific ex-Japan 396.36 443.55 11.9% 11.9%

Source: Bloomberg
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Bermuda & Cayman Stocks

The Bermuda
Stock Exchange

declined three
percent in the

First Quarter
2012 bucking

the positive trend
seen in other

markets. • On January 30, Bermuda Commercial Bank (BCB) acquired 40.8 percent of West Hamilton Holdings
Limited's shares following a rights offering that closed on July 22, 2011. BCB was the underwriter
of the offering and, according to the terms of the underwriting agreement, BCB has taken up all
qualifying, unsubscribed rights. On February 6, BCB took a major stake in KeyTech Limited, owner
of BTC and Logic, citing the attractive dividend paid by the company. BCB now owns 1,087,016
shares or 7.46 percent of KeyTech’s common shares, worth around BD$6 million. KeyTech Limited
closed the quarter up 9.9 percent while BCB remained unchanged.

• On February 29, The Bank of N.T. Butterfield & Son Limited announced net income for the full year
ended 31 December 2011 of $40.5 million compared to a reported loss of $207.6 million in 2010.
After deduction of dividends and the guarantee fee on Preference Shares, the net income available
to common shareholders was $19.2 million in 2011 compared to a reported loss of $225.6 million
in 2010. In 2011, the bank continued to build on its core infrastructure, made progress in rightsizing
the cost base, and generated revenue growth of 9.8 percent. According to management, con-
tributing to the revenue growth was the 19.4 percent increase in net interest income before credit
losses achieved through a more effective deployment of liquidity, combined with disciplined deposit
pricing. The bank’s shares declined seven percent in the First Quarter 2012.

• On 15 March, Bermuda Press (Holdings) Ltd (BPH) revealed a net loss of $611,000 in the latest
last fiscal year. BPH president Chris Whittle and vice-president Michael King said in their statement
in the annual report: “In 2011 Bermuda was challenged by volatility and uncertainty in the global
economic climate and it is fair to say that Bermuda continues to struggle through its deepest eco-
nomic downturn.” The loss compares to net income of $316,000 for the previous year. The loss
from operations was $165,000 compared to income from operations of $1.08 million last year.
Included in the operating loss was $878,000 in one-time restructuring costs. Management went
on to say that the standardisation of business and production processes will lead to a decrease in
material waste resulting in cost savings in 2012. BPH was unchanged in the quarter.

• On March 15, Cayman Islands registered Consolidated Water Company Limited reported its op-
erating results for the year ended December 31, 2011. Total revenue increased nine percent to
$55.2 million, compared with $50.7 million in 2010. Retail water revenues rose seven percent
thanks to the pass-through of higher energy charges but this was offset by a three percent decline
in gallons sold. Bulk water revenues increased 22 percent, benefitting from Fourth Quarter 2011
sales related to the expansion of CW Bahamas' Blue Hills plant. Management reported net income
for the year of $6.11 million and declared a quarterly cash dividend of $0.075 per share. The
shares of the company declined 6.9 percent in the quarter. 8

Quarterly Change
Indices 31 Dec 2011 31 Mar 2012 Local Curr. US$
BSX Index 1,044.65 1,003.80 -3.0% -3.0%

BSX Insurance Index 1,006.00 1,047.00 4.1% 4.1%

FTSE World Index 344.34 383.14 11.3% 11.3%

Stocks
ACE Ltd. 70.12 73.20 5.8% 5.8%

Ascendant Group Ltd. 13.26 13.30 1.9% 1.9%

Butterfield Bank 1.15 1.07 -7.0% -7.0%

Caribbean Utilities 9.58 10.00 6.1% 6.1%

Consolidated Water Co. 8.58 7.91 -6.9% -6.9%

XL Capital Ltd. 19.77 21.69 10.3% 10.3%

Source: Bloomberg - Numbers shown include dividends
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Global Bond Markets

On March 9,
Greece pushed
through a debt
restructuring 
deal with 
private investors
forgiving 
more than 
€100 billion 
of debt.

• The Federal Reserve (Fed) held the Fed Funds Rate unchanged pledging to keep rates low well
into 2014 in an ongoing effort to stimulate the economy and reduce unemployment. The Fed’s
first congressional mandate is to promote maximum employment, but at their meeting on January
25 the Fed, in keeping with Chairman Bernanke’s desire for communication clarity, announced an
annual two percent inflation target to meet their second mandate to control inflation.

• On February 8, Bloomberg L.P. reported that corporate borrowers were issuing bonds at the
fastest pace ever as evidence mounted that the US economy was gaining strength and investors
grew more confident that Europe was edging toward a solution to the region’s sovereign debt
crisis. With corporate yields near all-time lows, close to perfect conditions were set for borrowers.
In fact, on February 7, JPMorgan Chase & Co. raised their recommendation on investment-grade
corporate debt to “overweight” as the lowest ever yields failed to discourage demand. Two of the
companies taking advantage of low borrowing costs and massive investor demand were AT&T
Inc. and Brazil’s Petrobras SA, leading $137.8 billion of offerings in the first week of February –
the best monthly start on record. 

• On February 29, the European Central Bank (ECB) lent €530 billion to 800 European financial in-
stitutions under the ECB’s Long Term Refinancing Operation (LTRO) programme. In the pro-
gramme, the central bank offers inexpensive three-year loans to European banks collateralized by
eurozone sovereign debt in an attempt to avert a credit crunch. This was the second cheap-cash
offering under the LTRO programme (in late December, banks borrowed €489 billion).
Consequently, sovereign bond auctions in Spain and France were well supported. Seemingly, the
banks borrowed cheap money from the ECB and invested in better yielding government bonds
(which they also could use as collateral). In fact, price gains on Italian bonds were particularly strong
and the Italian two-year yield fell well below two percent for the first time since late 2010. 

• On March 9, Greece pushed through a debt restructuring deal with private investors forgiving more
than €100 billion of debt. Consequently, euro-region finance ministers agreed that with this deal
Greece had met the terms for a €130 billion rescue package designed to prevent a collapse of the
Greek economy. However, in order to get the bond restructuring deal through, Greece had to use
collective action clauses, literally ‘forcing’ investors to participate in the biggest sovereign-debt re-
structuring in history. For this reason, on March 10, the International Swaps and Derivatives
Association ruled that a ‘credit event’ had taken place and $3 billion of credit-default swap contracts
(insurance on a Greek debt default) became payable.

9

Benchmark (Yield to Maturity) Total Returns
Indices 31 Dec 2011 31 Mar 2012 Local Curr. US$
US 2 Year 0.24% 0.33% -0.10% -0.10%
US 10 Year 1.88% 2.21% -2.20% -2.20%
US 30 Year 2.89% 3.34% -7.73% -7.73%
Canadian 10 year 1.94% 2.11% -0.87% 1.37%
Australian 10 year 3.67% 3.98% -0.17% 1.17%
UK Gilt 10 Year 1.98% 2.20% -0.91% 2.06%
German Bund 10 Year 1.83% 1.79% 0.74% 3.71%
Japanese 10 Year 0.98% 0.99% 0.22% -6.98%

Citigroup
3-7 Year Treasury Index 1,323.73 1,317.59 -0.46% -0.46%
7-10 year Treasury Index 1,627.69 1,601.84 -1.59% -1.59%
1-10 Year US Corp. 
Bond Index 1,451.56 1,494.61 2.97% 2.97%
World Gov't 7-10 Yr 
Bond Index 1,197.71 1,200.37 0.22% 0.22%

Source: Bloomberg

March 31, 2012



World Currency Markets
Value of Currency

US$1 = value in local currency

• On March 9, the US dollar rose to a 10-month high versus the Japanese yen after a report
showed US job growth in the past six months was the strongest since 2006. The strong jobs
report dimmed prospects for further monetary stimulus from the Federal Reserve and boosted
investor optimism that the global economic recovery was on track. The relatively low-yielding
Japanese yen sold off substantially against all major currencies in the First Quarter and weakened
7.2 percent against the greenback as investors favoured better-yielding and growth oriented
currencies in light of improving economic data. 

• The Norwegian government and central bank stepped up verbal interventions in March to contain
the krone’s ascent against the euro and US dollar. On March 5, the krone touched a nine-year
high against the euro, giving exporters cause for concern of weaker demand from a debt ridden
Europe. In fact, Europe accounts for 60 percent of Norway’s exports and krone gains have al-
ready prompted some exporters to announce job cuts. However, Norway boasts the biggest
budget surplus of any ‘AAA’ rated nation and has withstood Europe’s sovereign debt crisis as
rising crude oil prices (the nation’s main export) fuelled record petroleum investments boosting
the krone, which advanced 4.7 percent against the dollar and 1.9 percent against the euro in
the First Quarter.

• Australian trade balance data for January was negative for the first time in nearly a year and GDP
growth in the Fourth Quarter 2011 was weaker than expected, slowing the aussie’s recent ap-
preciation against the greenback. Despite this, the worse than expected economic results were
insufficient to stem Australian dollar strength in the First Quarter as rising investor optimism in-
creased the allure of riskier assets. Over the quarter, the Australian dollar advanced 1.3 percent
against the greenback. 

• The euro advanced three percent against the US dollar in the First Quarter, thus recovering most
of the previous quarter’s losses. While the eurozone sovereign debt crisis was not resolved, sev-
eral steps were taken to ease the region’s crisis. Firstly, the ECB lent €530 billion to European
financial institutions under the Long Term Refinancing Operation (LTRO). Secondly, Greece suc-
cessfully pushed through a sovereign debt restructuring deal, in which private investors forgave
more than €100 billion of debt, triggering $3 billion of CDS insurance contracts in the process. 
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The growth
sensitive

commodity
currencies

advanced versus
most major

currencies on an
improving outlook

for the US
economy.

Currency 31 Dec 2011 31 Mar 2012 Change
Australian Dollar 0.9796 0.9666 1.3%

Brazilian Real 1.8669 1.8268 2.2%

British Pound 0.6434 0.6247 3.0%

Canadian Dollar 1.0213 0.9987 2.3%

Euro 0.7716 0.7495 3.0%

Japanese Yen 76.9130 82.8650 -7.2%

Swiss Franc 0.9381 0.9025 3.9%

Source: Bloomberg
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Outlook for the Second Quarter 2012

11

Stronger than expected economic data continues to support BIAS’ outlook that global
growth will improve in 2012 relative to last year’s second half. Reflecting positive recent
developments, we expect the global economy will expand at a 3.5 percent rate in 2012.
We also expect the growth divergence among major economies to narrow gradually over
the year. 
• Global growth is proving more resilient than expected with two major measures —JP Morgan’s

Global Composite Purchasing Managers Index and the OECD Global Leading Economic
Indicator— rising, a condition that we believe will continue. 

• Our view of the resilience of US economic growth is borne out by the strength of the recent
GDP and employment numbers. This has set the momentum of recovery, which will persist
throughout the Second Quarter 2012. Improving conditions in Europe continue as German
factory orders and French industrial production show surprising strength. 

We believe interest rates will be range-bound in the Second Quarter 2012 following the
persistent theme of low rates and weak consumer lending. 
• Shorter-dated yields will stay low as the Federal Reserve remains on hold until the US em-

ployment situation improves significantly.

• Improving economic growth should lead to slowly rising yields on the very longest maturities.

We expect stronger economic growth fundamentals will be supportive for the US dollar
relative to the yen or euro. 
• We remain optimistic on global growth and fiscal policy. Speculation over potential problems in

the southern end of the eurozone are likely to lead to continuing high volatility in the foreign ex-
change market. 

• Commodity currencies will be strong despite having rallied sharply so far this year. Liquidity and
global demand will drive consuming nations to buy their output, thus driving demand for their
currencies particularly the Canadian dollar and Norwegian krone.

We believe that oil prices are likely to stay high due largely to Iranian oil sanctions. 
• Despite pockets of sluggish economic growth, manufacturing indicators support copper con-

sumption and prices. Longer-term, copper prices will remain at or higher than current levels
supported by supply and demand fundamentals. 

• Despite a recent pullback, gold seems to have found a base and may trend higher longer
term due largely to investment demand supporting prices in pullbacks.

Our optimistic longer-term outlook for equities remains although we expect prices to at
least moderate or at worst suffer a mild correction near-term. 
• Equities remain inexpensive and offer the potential for income and capital appreciation superior

to that of high quality corporate credit or sovereign debt. 

• US equities will likely outperform the developed eurozone markets in 2012.

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
uncertanties.
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Economics

The World
We remain optimistic and believe global GDP growth in the Second Quarter 2012 will rise to two
percent annualised supported by: 
•  Improvement in the OECD Leading Economic Indicator (LEI) from 108.44 to 108.72 or 0.26 percent;
•  JP Morgan’s Global Purchasing Manager’s Index being well over ‘50’ which indicates economic

expansion. The indicator has risen from 52.7 to 55.5 year-to-date; 
•  Improving Global Risk Appetite data as investors reposition portfolios for better returns. 

North America will continue to deliver positive GDP growth of around two percent as economic
conditions in the region gather momentum. In the eurozone, the Greek debt swap is complete
and a process now exists by which similar crises may be resolved. This lends support to our view
that whilst the eurozone funding and debt crisis is far from over, economic conditions are at worst
stable, but more likely to show marginal improvement. Consequently, eurozone GDP growth
should stabilize at a positive 0.2 percent. Non-Japan Asia will likely grow at over six percent (down
from 7.4 percent in 2011) as China sees a moderation in exports and manufacturing. BIAS expects
Latin America to deliver 3.4 percent growth over the quarter owing to commodity exports. 

Negative risks to our forecast include: 
•  Slowing growth in China resulting from a change in economic priorities; 
•  Oil prices remaining high; 
•  A tightening of US fiscal policy in the Fourth Quarter 2012 after the US elections. 

Upside to our forecast is likely for the following reasons:
•  Improving global economic performance that results in rising employment and consumption in

the developed world;
•  Better than expected growth in emerging nations and;
•  A decline in the price of oil as Saudi Arabia increases production. 

North America
We expect US economic growth to continue to gather momentum with GDP coming in at 2.2
percent in Second Quarter 2012. We base our view on an improvement in the US Leading
Economic Indicator (LEI), US regional and national Purchasing Manager’s Indices (PMI), in addition
to rising employment. The major risks to our forecast are the same as articulated above, however
we believe negative impacts will be muted due to:
•  USA primarily exports essential commodities including refined energy products; 
•  Rising employment spurred by a manufacturing base that is gathering momentum and; 
•  No change in US fiscal policy from the expansionist stance currently in place. 

The most recent LEI data rose 0.94 percent year-to-date indicating economic growth will continue,
the national PMI is positive at 52.4, and employment is showing steady improvement as unem-
ployment claims experience consistent declines. 

US manufacturing is on a growth track as cost differentials between the US and emerging nations
continue to narrow leading to persistent strength in US exports. This export growth has shown
surprising resilience supported by a relatively weak US dollar, low financing costs in the form of
low interest rates, and a new found industrial policy supportive of the manufacturing sector.
Moreover, the Federal Reserve’s announced desire to maintain low interest rates until at least
2014 reinforces our optimism. 
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“The world 
economy has
stepped back

from the brink,
and we have

causes to be a 
little bit more 

optimistic.” 

Christine Lagarde,
managing director of

the International
Monetary Fund 

The Wall Street Journal 
(17 March 2012)
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“The outlook for
growth is
unusually
uncertain and
depends critically
on the resolution
of the sovereign
debt crisis.” 

OECD Report 
Published 
27 March 2012
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Resource Based Economies
We expect moderate GDP growth for Australia, Brazil and Canada in the Second Quarter 2012 of
3.6, 2.5, and 2.2 percent annualised, respectively. 

The Australian economy will benefit from stable commodity demand and a massive mining boom
with resource projects valued at US$484 billion keeping Australians employed in that sector. Strength
from mining investment will be offset by weakness in other parts of the economy such as manufac-
turing and building construction.

Canadian GDP will match that of the US given the trading relationship between the two nations.
Exports will be supported by US activity and a recent improvement in the US labour market. Foreign
demand is expected to be soft as the resilient Canadian dollar will weigh on exports. The Bank of
Canada estimates that private demand will be fairly robust due to improved sentiment and highly-
supportive financial conditions. 

Europe and United Kingdom
We expect eurozone GDP growth to stabilize at 0.2 percent annualised with some countries delivering
negative growth. Nations that we think are likely to show positive GDP growth include Germany,
Finland, France, Denmark and the United Kingdom. In Germany, growth will improve from the First
Quarter 2012 to just under one percent, despite a recent softening of foreign orders. The risks to this
forecast are the debt crisis, slowing growth in China, and higher energy prices. 

As we wrote earlier, the eurozone has a process in place to deal with follow-on debt issues that may
surface and the most likely candidate is Portugal. The process implemented for Greece will be re-
peated but with more alacrity in the future resulting in less disruption to global markets.

We forecast the pace of growth in the UK to pick up gradually as 2012 progresses, rising to 0.5% in
the Second Quarter 2012 from 0.4% in the First Quarter 2012, driven mainly by household consump-
tion. We expect this to accelerate as the pressure on real incomes moderates in response to falling
inflation. We believe the consumption recovery will remain steady as the slow employment and mod-
est increases in investment growth will militate against a spectacular gain. 

Asian and Emerging Markets 
Global Emerging Markets will see GDP growth slow to five percent annualised in the Second Quarter
2012. Overall, emerging Asia will see real GDP rise 6.6 percent in the quarter.

With respect to China, we agree with the consensus view that China's economic growth is moder-
ating, but not collapsing. On a quarter-on-quarter basis, GDP growth will stay resilient at 8.1 percent.
The view that China’s economy is unlikely to slip into a hard landing is supported by the recent im-
provement of February’s PMI from 50.5 to 51. 

Latin America will deliver 3.1 percent GDP growth in the Second Quarter owing to global demand for
foodstuffs and hard commodities. Inflation will remain problematic, particularly in Argentina. 

March 31, 2012



Bonds
We believe US Treasury yields will stabilize in the Second Quarter 2012 after a steep rise in the First
Quarter 2012. In response to the better tone of the Fed statement in March, US investors have come
to believe that rate hikes may come sooner rather than later dashing their hopes of further Quantitative
Easing (QE3). In that statement, the Fed acknowledged the improvement in economic data, a decline
in the unemployment rate, and the easing of strains in the global financial markets. Nevertheless, they
maintain a cautious stance reiterating an earlier pledge to keep interest rates low until late 2014, sup-
porting our view that the Fed will need solid proof that the US employment situation has improved
significantly before raising the Fed Funds Rate. As seen in the chart below, the Fed can control short-
term interest rates quite effectively. Thus, we believe that the market has been too aggressive in pricing
in an interest rate hike before 2014 and we therefore maintain our stance that rates on short-term
bonds will remain low. 

As for rates on bonds with maturities over 10 years, inflation and economic data will be the key drivers.
Our concern is that central banks around the globe have flooded the market with cash over the past
few years, sowing the seeds of inflation and possibly pushing longer-dated yields higher over the next
six months. 

In Europe, we expect yields in Germany, the Netherlands and the UK to trade roughly in line with those
in the US. We do not believe the ECB will raise rates despite their mandate to preserve price stability.
Simply put, yields in many of the eurozone’s peripheral nations are elevated and any rate increase
would only worsen already difficult economic conditions. 

In coming quarters, we expect investment grade corporate bond yields to remain stable despite the
action of investment banks to control risk and limit capital exposure by shrinking their balance sheets.
The banks accomplish this partly by reducing their corporate bond inventories resulting in a decline
of liquidity leading to higher transaction costs. As transaction costs increase, investors demand price
discounts due to the lack of liquidity. 

Tangentially, very low interest rates have become a “yield hurdle” for some institutional buyers. As an
example, pension funds have defined liabilities that they match with a specified return on assets. If
they cannot meet return targets, pension funds may look toward other asset classes like equities or
commodities for relief.

“The continued
weak backdrop
in the economy,

the deleveraging
environment 

we are still in, 
regulation that

favors less risky
assets and 

the continued 
presence of the

Fed will continue
to anchor rates 

at lower levels.” 

Tom Higgins, PhD.
Market Strategist

Standish Mellon Asset
Management Co. 
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Currencies
Stronger economic growth fundamentals will be supportive for the US dollar relative to the yen and
euro, but the greenback could weaken against the commodity currencies. If interest rates in the US
were to rise meaningfully, the USD could see some persistent strength. However, near term we find
this scenario unlikely as we expect rates to remain relatively stable at current levels. 

The euro should face some weakness against the USD as economic growth in eurozone, although
positive, is very fragile. While the eurozone’s sovereign debt crisis has calmed, many longer term risks
remain. To name but a few:
• Will Greek growth continue to disappoint, leading to worries of further restructuring? (Probably, but

unlikely to be a full-blown crisis.)
• Will Portugal need to restructure its debt? (Probably not.)
• Will elections in Greece and France lead to increased political instability? (Difficult to call, but cer-

tainly a risk.)

The uncertainty still surrounding the eurozone’s most indebted nations, the willingness of the region’s
stronger nations to support the weaker ones, and austerity measures undermining economic growth
should be a long term negative for the euro against most major currencies.

We expect both Sterling and the Swedish krona to strengthen against the euro and we want to em-
phasize that not all European nations are alike. Sterling for instance will be attractive for investors, of-
fering better yields relative to those in the eurozone core and the growth outlook for the UK is better
than that of the eurozone. We believe the biggest downside risk for Sterling is the potential for a sov-
ereign credit ratings downgrade, but this could be offset by the UK government’s push for austerity.
The austerity measures, while negative for domestic demand, are likely to provide greater fiscal cred-
ibility. In Sweden, the Riksbank is probably behind the curve in terms of raising interest rates. They
are expected to hike rates well before both the Fed and the ECB. Add to this Sweden’s relatively
healthy fiscal balance sheet, economic growth that is expected to exceed that of both the eurozone
and the UK and we have a case for a stronger krona. 

We believe that medium-term prospects for commodity currencies are bright as commodity prices
are likely to remain strong and risk appetite robust. The Australian dollar, besides being a commodity
currency, is offering substantially better yield relative to those of other developed nations, which sup-
ports demand for the currency. Canada, whose largest trading partner is the US, will benefit from im-
proving growth in the US and high oil prices. The Norwegian krone will also benefit from a high oil
price (the nation’s biggest export by far) and an extraordinarily healthy fiscal outlook providing investors
with a very attractive alternative for diversifying their portfolios.

The ‘safe-haven’ status of the yen is likely to erode and we expect the yen to weaken against all
major currencies. The Japanese fiscal situation has been a long running concern, yet the currency
has held up well. We believe this is about to change. High oil prices and changes in energy usage in
Japan, after the earthquake and tsunami in 2011, have exacerbated the current account deterioration
and will put pressure on the yen.

“We expect the
euro to decline
over the next
quarter to 1.27.
The weakness is
a reflection of the
political uncer-
tainties and 
economic 
weakness.”

Brown Brothers
Harriman, Foreign
Exchange 2012
Second Quarter Report
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Commodities
We believe that oil prices are likely to stay high ($100 to $110 for West Texas Intermediate) due
largely to Iranian oil sanctions. However, risks are for lower prices, as global demand will likely decline.
From a supply standpoint, analysts estimate that sanctions on Iran have reduced global circulation
by 300,000 barrels per day although this deficit has reportedly been replaced by Saudi Arabia in an
effort to ease prices. A further cap on crude could be forthcoming, as a coordinated release from
strategic petroleum reserves has been discussed. High oil prices often self correct as demand usually
declines in the face of high prices. In fact, Morgan Stanley projects a 360,000 barrel per day decline
in US demand for 2012 for precisely that reason. Moreover, the International Energy Agency (IEA)
recently issued a lowered growth estimate for 2012 global oil consumption of 800,000 barrels per
day down from an earlier estimate of 1.1 million barrels per day.

Agriculture
US corn prices will remain firm supported by the fundamentals of supply and demand as drought in
South America —in particular Argentina—is putting upward pressure on US exports. The US
Department of Agriculture is expecting the ending stocks-to-use ratio (a measure intended to show
tightness of supplies), normally around 12 percent, to fall to 6.3 percent. Non-food demand for corn
will also increase as ethanol blending margins remain attractive exerting upward pressure on prices.
Add to this the more lucrative corn production fundamentals—$47 per acre more for corn than soy-
beans— and there is little doubt that US farmers are expected to increase corn acreage in 2012 to
the detriment of competing crops. With respect to soybeans, the increased corn plantings in the
US coupled with decreased production from a drought ravaged South America lead us to believe
that soybean prices will most certainly rise. Wheat will likely suffer price declines caused by a glut of
supply in Europe and Australia. 

Base Metals
Attractive long-term fundamentals will keep copper prices high. The supply side issues of labour
disputes and declining quality that dogged the market throughout 2011 should be resolved in early
2012. On the demand side, we expect that improvement in US manufacturing and stabilization in
the housing market will maintain demand despite some slowing in China. Aluminum and Nickel
prices will be vulnerable to price declines as these metals will experience increased supply driven
by expanding capacity.

Gold
Despite a recent pullback, gold seems to have found a base and may trend higher longer term due
largely to investment demand supporting prices in pullbacks.

“Supply outages
and geopolitical

concerns have
supported crude,

but barring a 
supply shock, 

upside is limited
from here . . .”

—Morgan Stanley,
March 18th, 2012
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As shown in the chart below, Global Equity Risk Appetite (ERA) has improved from the ‘Panic’ zone
into a less fearful area. Recall that our previous discussion on risk appetite reinforced the correct de-
cision to buy equities during extreme negative periods exemplified by this indicator falling to the ‘Panic’
zone and to reduce equity exposure when the indicator registered ‘Euphoria’.   Improvement in the
global macro economic outlook, equity valuations that are inexpensive, and the fact that many stocks
yield more than bonds imply that as an asset class, equities are being ignored supporting our strategic
decision to overweight equities. 

Tactically, BIAS employs a number of measures to help manage our exposure to equity risk. One of
these is the Relative Strength Indicator (RSI). Currently, the RSI is elevated pointing to a building over-
bought condition. Therefore, we believe that a healthy correction in stock prices is inevitable near
term but any decline will likely be mild thus mitigating investor exuberance. Moreover, we expect cor-
porate earnings and margins to moderate as some eurozone economies weaken and exports decline.
This will give rise to some profit taking that drive prices modestly lower giving us an opportunity to
add to established positions and initiate new ones.   

Our strategy is to balance growth holdings with dividend income positions that will help control risk
and provide a reasonable income stream. We believe this to be the most practical way to engineer
portfolios for total return since historically dividends are responsible for delivering more than half equity
total returns. Consequently, we maintain the view that high quality companies paying consistent div-
idends should represent a substantial portion of client portfolios. 

Going forward, we will continue to add some growth opportunities similar to MasterCard and Visa in
order to increase the growth component at the expense of a slight reduction in high dividend paying
stocks. As the recovery continues and if, as we expect, equities remain under owned, companies
with strong growth characteristics will present exceptional capital appreciation opportunities. 

Regionally, the portfolio remains over weighted to the US’ improving economic growth profile, Canada
as a commodity play, and Germany for the global demand of her manufactured goods. Recent ad-
ditions increased our northern European and UK exposure.

Equities

“The increasing
role dividends are
playing in total
returns has led to
a greater focus
not only on yield,
but where future
growth is
expected to 
come from.
Sectorally, we find
the industrials
have the highest
proportion of
stocks with
double-digit
dividend growth
expected through
2015. ”

George Vasic, 
UBS AG 
Market Strategist 

BIAS is not endorsing any
particular security for pur-
chase for a specific in-
vestor since BIAS is not
aware of any investor’s
overall portfolio holdings
or financial needs.

March 31, 2012
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North America 55%

Europe 22%

Smaller Asia 5.5%

Japan 7%

Latin America 5%

Australia 2.5%

Other 3%

Financials 18%
Telecom Services 6%
Consumer Disc. 9%
Health Care 7.5%
Technology 14%
Consumer Staples 6%
Industrials 11%
Utilities 4%
Energy 12%
Basic Materials 12.5%
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Conclusion and Strategy Points
Equities
Regional Strategy
• Overweight North America at 55 percent (versus index weighting of 50.8 percent). Six percent of

which is allocated to Canada (versus an index weighting of 4.1 percent).

• Overweight Germany at 7.5 percent (versus index weightings of 3.3 percent), whilst remaining un-
derweight Europe at 22 percent (versus index weighting of 26.1 percent).  

• Overweight Latin America at five percent versus an index weight of 3.1 percent). Maintain exposure
to Chile as well as Brazil.

• Underweight Asia at 5.5 percent (versus index weighting of seven percent).

Industry Sector Strategy
• Overweight Technology at 14 percent (versus index weighting of 12.9 percent).

• Overweight Industrials and Basic Materials at 11 percent and 12.5 percent (versus index weighting
of 10.7 and 7.8 percent, respectively).

• Underweight Consumer Staples at six percent (versus index weight of 10.3 percent).

• Underweight Health Care at 7.5 percent (versus index weight of 9.5 percent).

Geographic Allocation

Sector Allocation
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Bonds

Bonds Strategy Allocation

AAA 55%
AA+ 5%
AA 14%
AA- 14%
A+ 3%
A 4%
A- 4%
BBB+ 1%

LIBOR FRN 1%

CPI FRN 2%

0-1 yr 13%

1-3 yr 63%

3-5 yr 19%

Cash 2%

• Stay neutral benchmark duration and add to longer maturity positions at sell offs for better yields. 

• Hold high quality corporate bonds for their better income relative to that of US Treasuries. We
can go down in credit rankings as economic conditions improve.

• Allocate some capital to Canadian dollar and Norwegian krone bonds. 

BIAS structures portfolios according to the needs and risk profile of a specific investor. Some systemic risks should be ac-
knowledged 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 bro-
kerage 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 as filed with the US Securities and Exchange Commission.

Credit Ratings
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