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This literature does not constitute an offer to sell or a solicitation of an offer to purchase any security and cannot disclose all
risks and significant elements of such a purchase. BIAS’ services are only for suitable investors who are able to understand the
associated risks, including but not limited to fees and conflicts of interest. A more complete description of risks are presented
in BIAS’ Form ADV. Examine the information contained in BIAS’ Form ADV carefully before deciding to invest.
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Stock, Bond, Currency Overview
Global Stock Markets
•

In the First Quarter 2013, global equity prices delivered generally positive results, but the strength of
the rally was uneven. North America, Australia and Japan delivered standout results all besting the
return of the S&P 1200 Global Index.

•

European equity markets suffered a general decline as a new crisis erupted, this time in Cyprus.
Cypriot banks had lent more than the nation’s GDP and invested heavily in Greek mortgages resulting
in a request for €10 billion bailout.

Bond Markets
•

Along with improving economic data, growth optimism and risk appetite were boosted, sending
longer-maturity yields higher and steepening the yield curve.

•

The Fed has been the most aggressive central bank in providing liquidity into the markets and the
latest FOMC meeting gave no indication that this position would change in the foreseeable future.

Currency Markets
•

As the US economy showed signs of decoupling from both the eurozone and the UK in terms of GDP
growth, the dollar rallied.

•

The yen fell against all major currencies as Japan’s Prime Minister Shinzo Abe kept his promises of
aggressive reflationary fiscal and monetary policies with the goal of ending Japan’s long period of
deflation.

March 31, 2013
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North American Stock Markets
Indices

31 Dec 2012

31 Mar 2013

13,104.10

14,578.50

11.9%

11.9%

US S&P 500

1,426.19

1,569.19

10.6%

10.6%

US NASDAQ

3,019.51

3,267.52

8.5%

8.5%

Canada TSX

12,433.50

12,749.90

3.3%

1.1%

1,504.27

1,601.88

7.2%

7.2%

US Dow Jones Industrial

S&P Global 1200

North American
stock markets
were standout
performers in the
First Quarter
2013 as
US economic
growth gathered
momentum.
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Quarterly Change
Local Curr.
US$

Source: Bloomberg

•

After becoming the world’s most valuable company in 2012, Apple Inc. continues to face constant
pressure from its competitors, the market, analysts, and consumers in 2013. Early this year, Apple
lost the title for having the largest market cap to Exxon Mobil, even after announcing second quarter revenue expectations between $41 billion and $43 billion on January 31st and paying its first
ever cash dividend payment of $2.65 per share on Feb 14th. The stock was down 13 percent
from the beginning of the year while Google Inc. maintained its steady rise, advancing 12.3 percent
in the quarter.

•

On 22 February, Pinnacle West Capital reported that revenue grew by 3.78 percent during the
most recent quarter ($693.12M vs. $667.89M y/y). PNW has performed in line with the rest of its
industry since February 19th 2013 returning 3.84 percent over the last month. This performance
has been better than Southern Company and Duke Energy Corporation. Pinnacle West Capital
was up 14.7 percent in the quarter.

•

On 7 March 2013, the Federal Reserve released its annual stress test and cited that 17 out of the
18 banks tested could survive a severe crisis. Citigroup was deemed the most prepared to
weather another recession among the nation’s six largest banks. The bank has enough liquid assets to cover an estimated 37 days of the cash drain expected in a scenario of acute stress under
pending new regulations, based on Citi’s financial reports through December. Citigroup was up
11.9 percent over the First Quarter 2013.

•

On 22 March, shares in top U.S. packaged food company Mondelez International Inc. jumped on
speculation that there could be a potential merger with Pepsi Co. The rumor was fueled by a
report that activist investor Nelson Peltz spent $2 billion on shares of both companies through his
investment firm Trian Fund Management and that Peltz could then push for a merger between
the two companies. The often speculated-upon marriage between PepsiCo and Mondelez would
bring together salty snacks like Doritos and Tostitos with sweets like Cadbury chocolate and Oreo
cookies. The resulting behemoth would have more than $100 billion in revenue and $20 billion of
operating earnings per year. Mondelez share price jumped four percent due to the rumor and
20.8 percent in the First Quarter.

•

On March 22nd Fortinet, a world leader in high-performance network security announced a
merger agreement to acquire Coyote Point Systems, Inc., a privately-held leading provider of enterprise-class application delivery, load balancing and acceleration solutions. As more enterprises
turn to the cloud, data centers are going to require higher performance solutions coupled with
strong security and Fortinet has positioned itself well within this area providing good products.
The company reported a 20 percent growth in sales, increased R&D expenses by 25 percent and
still managed to produce strong profits. Fortinet was up 12.7 percent in the quarter.

March 31, 2013
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Latin American Stock Markets
Indices

Quarterly Change
Local Curr.
US$

31 Dec 2012

31 Mar 2013

Mexico Bolsa

43,705.80

44,077.10

1.0%

5.8%

Brazil Bovespa

60,952.10

56,352.10

-7.6%

-6.3%

Argentina Merval

2,854.29

3,380.78

18.5%

13.7%

Chile IPSA

4,301.38

4,432.14

3.0%

4.8%

S&P Global 1200

1,504.27

1,601.88

7.2%

7.2%

Source: Bloomberg

•

On February 1, MetLife Inc. the largest US life insurer agreed to buy Chilean pension manager AFP
Provida SA in a deal valued at $2 billion or $6.0365 (2,847.62 pesos) per share. MetLife hopes that
this acquisition will increase fee income in Latin America. Provida will pay its excess cash to existing
shareholders before the deal closes. Provida will also give shareholders the proceeds from sales of
Provida’s stakes in businesses in Mexico and Peru. The offer made by MetLife was lower than the
price some investors were expecting. Provida shares dropped five percent on that day.

•

On February 4, Credicorp, Peru’s largest financial holding company reported a six percent rise in
fourth quarter net income to $200.2 million compared to the same period of the previous year. The
company credited the positive performance to loan portfolio growth of 23.1 percent year-on-year
due to an expanding credit market and solid economic growth rate. Credicorp owns Peru’s largest
bank, Banco de Credito, as well as a pension fund and insurance company. Credicorp shares
gained 10 percent in the First Quarter.

•

On February 25, Telefonica Brazil, a Brazilian telecom carrier, announced stronger-than-estimated
EPS of R$1.31 for the Fourth Quarter 2012 compared to expected R$1.15. Revenue rose 3.6 percent year-over-year due mainly to healthy growth in the mobile services and higher EBITDA margin
driven by lower personnel and third party services and lower selling expenses. Telefonica Brazil
also announced R$1.5 billion in incremental dividends based on 2012 net income bringing the full
year yield to eight percent. The company believes that this level of annual distribution will be sustainable. Shares of Telefonica Brazil rose nine percent in the First Quarter.

•

On February 27, Brazilian plane maker Embraer SA won a US Air Force contract to supply 20 light
attack planes for counterinsurgency missions in Afghanistan. It is the first ever US military contract
for Embraer and the deal is estimated to be worth $428 million. The company is best known for
the regional jets it supplies to airlines such as JetBlue Airways. Embraer shares reached a five-year
high on the day after the Pentagon awarded the contract. Shares of Embraer SA have leaped 21
percent in the First Quarter.

•

On March 6, Mexico’s government presented a bill that aims to loosen the monopolistic hold by
America Movil on the telecommunications market and by Televisa on the airwaves. Carlos Slim
controls 70 percent of mobile services and 80 percent of fixed lines through phone giant America
Movil. Televisa owned by media tycoon Emilio Azcarraga owns 60 percent of the broadcast market.
The bill aims to allow smaller competitors cheaper connection rates as well as allowing greater investment by foreign companies in Mexico’s television and phone markets. The proposed reform
will lower the prices consumers pay for telephone, internet and television services. America Movil
stocks closed two percent lower on that day and fell 12 percent in the First Quarter.

March 31, 2013

Latin American
stock markets
delivered mixed
results as Brazil
declined while
Argentina rallied.
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European Stock Markets
Indices

Overall European
stock markets
were relatively
weak in the face
of the continuing
eurozone crisis.

6

Quarterly Change
Local Curr.
US$

31 Dec 2012

31 Mar 2013

UK FTSE

5,897.81

6,411.74

10.0%

2.8%

Germany DAX

7,612.39

7,795.31

2.4%

-0.7%

France CAC 40

3,641.07

3,731.42

2.7%

-0.2%

Spain IBEX 35

8,167.50

7,920.00

-2.0%

-4.8%

S&P Global 1200

1,504.27

1,601.88

7.2%

7.2%

S&P Europe 350

1,142.85

1,197.22

5.6%

2.6%

Source: Bloomberg

•

On February 20, RSA, Britain’s largest business insurer, unexpectedly cut its dividend by a fifth (7.3
pence down from 9.16 pence) after reporting a decline in 2012 operating profit of six percent.
RSA’s dividend yield has been among the highest in the European insurance sector. The cut is important as the company hopes to offset falling revenues due to continuing low interest rates that
undermine revenues from bond investments. Shares of RSA fell 7.8 percent in the First Quarter.

•

On March 13, Tesco announced the acquisition of leading family-friendly restaurant group Giraffe
for £48.6 million. Giraffe offers a range of global dishes made with fresh, seasonal-quality ingredients. The latest acquisition is part of Tesco’s strategy to develop the space in some of its larger
stores as the general merchandise moves online. Shares in Tesco reached an historical high of
385.95p on the following day of trading and rose 13.6 percent in the First Quarter.

•

On March 18, Airbus signed a record deal worth $24 billion with Indonesia’s budget carrier Lion
Air.The contract for 234 medium-haul planes will secure 5000 jobs for European employees over
ten years. Airbus has had strong order inflows for March including 117 A320 family planes for
Turkish Airlines and 102 planes for Deutsche Lufthansa and the company expects to hand over
600 planes in 2013. Parent company of Airbus, European Aeronautic Defense and Space Co
(EADS) in February announced greater-than estimated 2012 earnings and increased dividend as
the company expects higher profits in 2013. Shares of EADS fell slightly by 1.3 percent from its all
-time high of €42.59 reached on the previous day.

•

On March 25, Cyprus brokered a last minute deal with the European Central Bank to avert a collapse of Cyprus’ banking system and hopefully rebuild its economy. The deal will prune the size of
the country’s bloated banking sector which holds billions of dollars in deposits from Russia and
elsewhere in the Soviet Union. The agreement reached with the ECB protects small savers with
less than €100,000 in deposits, however uninsured deposits over this amount would face a yet to
be determined levy, estimated to be 60 percent by some sources. The deal will also see Cyprus’s
second largest lender Laiki Bank wound down and senior bondholders will take losses.

March 31, 2013
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Pacific Rim Stock Markets
Indices

Quarterly Change
Local Curr.
US$

31 Dec 2012

31 Mar 2013

Japan Nikkei

10,395.18

12,397.91

20.1%

9.8%

Hong Kong Hang Seng

22,656.90

22,299.60

-1.2%

-1.4%

Hang Seng Red Chip

4,531.12

4,362.55

-3.7%

-3.9%

Korea Kospi 100

1,997.05

2,004.89

0.4%

-3.8%

Singapore STI

3,167.08

3,308.10

4.7%

3.2%

Taiwan TWSE

7,699.50

7,918.61

2.9%

0.2%

Australia ASX 200

4,648.95

4,966.50

8.2%

8.5%

S&P Global 1200

1,504.27

1,601.88

7.2%

7.2%

472.37

482.35

2.1%

2.1%

FTSE Pacific ex-Japan
Source: Bloomberg

•

On January 10, Asia’s top clothing firm, Fast Retailing Company announced that quarterly operating
profit rose 17 percent as chilly Autumn weather increased sales at outlets of its flagship Uniqlo casual
clothing chain. Its forecast for the fiscal year ending August 2013 to 147.5 billion yen from earlier estimate of 143.3 billion yen. Shares of Fast Retailing jumped 37 percent in the First Quarter.

•

On March 1, Sirius Resources, an Australian based mining exploration company, announced that it
had discovered a new nickel source in Western Australia. Confirmation on 12 March that the nickel
deposits extended more than 100 meters from the original site sent the market value (temporarily) to
a record high of over $1 billion- an amazing feat for a stock that was barely worth $12 million in July
2012. Although other companies such as BHP Billiton are struggling to turn a profit from nickel, there
is optimism that the geological find will deliver multiple clusters of high-grade nickel. Shares of Sirius
Resources leaped 72 percent in the First Quarter.

•

On March 12, China-based Suntech Power Holdings Co Ltd said it will close its only solar panelmaking plant in the United States only two years after opening the facility. The company has been
weighed down by high US import tariffs of 35.97 percent on solar cells from China as well as global
panel oversupply. The plant, which has 43 employees, is set to close on April 3. Shares of
SuntechPower fell nine percent to $1.05 on that day and have plummeted 74.5 percent in the First
Quarter.

•

In a highly anticipated event, Samsung Electronics unveiled its latest flagship phone, the Galaxy S4
on March 14. The new version sports a bigger display and unconventional features such as gesture
controls. However, it appears that consumers were underwhelmed with the new product and the
market was fearful that this new model will not stir the demand forecasted. Shares of Samsung
Electronics fell by five percent in the two trading days following the launch of the Galaxy S smartphone
but fell only 0.8 percent in the First Quarter.

•

On March 18, Sun Art Retail Group Ltd, China’s largest hypermarket operator said profits rose 51
percent in 2012. Net income rose to 2.41 billion yuan ($388 million) from 1.6 billion yuan in 2011. The
company intends to increase own-label products and reduce local brands in favor of higher-end lines
in 2013 in an aim to increase gross margins as well as to maintain its lead over rivals Wal Mart Stores
and Carrefour SA. Shares of Sun Art Group fell 9.2 percent in the First Quarter.

March 31, 2013

Paciﬁc Rim stock
markets delivered
mixed results as
most Asian
indexes declined.
Japan and
Australia were
bright spots
however.
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Bermuda & Cayman Stocks
Indices

Quarterly Change
Local Curr.
US$

31 Dec 2012

31 Mar 2013

BSX Index

1,090.82

1,127.69

4.8%

4.8%

BSX Insurance Index

1,142.00

1,200.00

5.1%

5.1%

S&P Global 1200

1,504.27

1,601.88

7.2%

7.2%

ACE Ltd.

79.80

88.97

12.1%

12.1%

Ascendant Group Ltd.

12.03

11.45

-3.1%

-3.1%

Butterfield Bank

1.26

1.36

11.1%

11.1%

Caribbean Utilities

9.38

10.09

9.4%

9.4%

Consolidated Water Co.

7.40

9.90

34.8%

34.8%

25.06

30.30

21.5%

21.5%

Stocks

The Bermuda
Stock Exchange
advanced in the
First Quarter
buoyed by the
performance of
Butterﬁeld Bank.
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XL Capital Ltd.

Source: Bloomberg - Numbers shown include dividends

•

On February 5, Bermuda’s Validus Holdings announced the acquisition of closely held Bermudabased Longhorn Re, a writer of US-based single-crop reinsurance. The acquisition is expected to
be a good long term fit as it offers “uncorrelated risk, requires relatively little capital, and possesses
a good return profile.” Validus has increased investment in US crop coverage as the company expects
policy prices to rise due to changing weather patterns. The acquisition of Longhorn Re will help to
grow the business in the US and internationally. Validus has also recently acquired Flagstone
Reinsurance which gives additional scale to Validus Re’s core property catastrophe reinsurance business. Validus shares rose eight percent in the First Quarter.

•

On February 7, Bermuda-based reinsurer PartnerRe announced Fourth Quarter 2012 results which
far exceeded analysts’ estimates. Despite Superstorm Sandy and US crop losses, the company
recorded a profit of $1.55 per share compared to 47 cents per share loss expected. President and
CEO Costas Miranthis attributed the excellent result to increased new business in the North America
sub-segment and positive prior year premium adjustments. Overall, for 2012, PartnerRe recorded
net income of $1.3 billion offsetting the firm’s 2011 net loss of $520.3 million. Total return on PartnerRe
stocks were 16.5 percent for the First Quarter.

•

On February 19, White Mountains Solutions Holding Company, a wholly owned subsidiary of
Bermuda-domiciled financial services holding company White Mountains Insurance Group Ltd.
announced it has agreed to buy Empire Insurance Co. from Leucadia National Corp. The acquisition is expected to close during the Second Quarter and needs regulatory approval from the
New York Department of Financial Services. Shares of White Mountains rose 10.3 percent in the
First Quarter.

•

On February 26, Bermuda-based insurer Hiscox Ltd. reported pretax profit rose to $328.75 million in
2012 from $26.20 million the previous year, beating the average analysts’ estimate of $298.87 million.
New chairman of Hiscox Ltd. Robert Childs, attributed the company’s success to “broad strategy and
diversification.” Hiscox Ltd plans to return a total of $305.3 million to shareholders or 50p per share as
a capital return including 12p dividend per share to shareholders. The company’s stock rose 3.2 percent
to an all-time high of 514.50 pence on that day and rose 21 percent in the First Quarter.

•

On March 15, Cayman-based Consolidated Water Co, reported a 52 percent increase in full year
profit with net income rising to $9.3 million in 2012 from $6.1 million the previous year. The Caribbean’s
largest seawater desalination plant operator attributes the performance to increased bulk water sales
and the expansion of the Blue Hills facility in the Bahamas as well as a $4.7 million award arising
from a litigation matter with the British Virgin Islands Government. Total return on Consolidated Water
shares was 34.8 percent for the First Quarter.
March 31, 2013
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Global Bond Markets
Benchmark
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 Dec 2012
31 Mar 2013

Total Returns
Local Curr.
US$

0.25%
1.76%
2.95%
1.80%
3.27%
1.83%
1.32%
0.80%

0.24%
1.85%
3.10%
1.87%
3.41%
1.77%
1.29%
0.56%

0.09%
-0.38%
-3.03%
0.69%
-0.26%
0.98%
1.33%
2.60%

0.09%
-0.38%
-3.03%
-1.81%
-0.02%
-5.59%
-1.53%
-5.53%

1,351.95
1,697.13

1,354.73
1,696.25

0.21%
-0.05%

0.21%
-0.05%

1,586.46

1,591.73

0.33%

0.33%

1,244.56

1,206.47

-3.06%

-3.06%

Citigroup
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

Treasury yields on
all but the very
shortest
maturities rose as
economic data
improved and the
unemployment
rate fell.

Source: Bloomberg

•

Prices on all but the very shortest Treasuries fell, and their yields rose, in the First Quarter 2013
as economic data improved and the unemployment rate fell to 7.7 percent in February, damping
demand for the safety of US Government securities. Recall, last year the Fed tied monetary policy
to economic targets, explicitly stating that interest rates will stay low until unemployment trends
down to 6.5 percent. While February’s unemployment rate fell to a four-year low, the Fed signalled
in March that they are not about to close the door to stimulus as fuelling growth outweigh any
potential costs. However, along with improving economic data, growth optimism and risk appetite
were boosted, sending longer-maturity yields higher and steepening the yield curve.

•

The Fed has been the most aggressive central bank in providing liquidity into the markets and the
FOMC meeting on March 20 gave no indication that this position would change in the foreseeable
future. Interest rates were unchanged, anchored near zero. The Fed also tweaked the economic
forecasts, lowering GDP expectations slightly due to tax hikes and sequestration, while also reducing unemployment expectations.

•

China, the largest foreign lender to the US, increased holdings in US Treasuries in January by
$44.1bn. This was the biggest increase since June 2011 and as of January China owns $1.2645
trillion, or 11.4 percent of outstanding Treasury debt. Japan, the second-biggest foreign lender,
raised Treasury holdings by $4bn to $1.152 trillion in January, taking Japan’s share of outstanding
Treasury debt to ten percent. In total, foreign investors held 50.5 percent of the $11.1 trillion in
outstanding US debt at the end of January. However, the Fed remains the largest holder of
Treasuries with a total of $1.767 trillion.

•

On March 13, Italy had to pay 2.48 percent, the highest three-year borrowing costs since
December, at an auction as the political paralysis that triggered Fitch to cut the nation’s sovereign
credit rating to ‘BBB+’ (just three notches above junk grade) the week prior sapped demand for
the nation’s debt. The Italian Treasury also managed to sell 15-year paper, paying 4.90 percent
on March 13. However, investor interest was lower than expected and Italian yields rose on the
secondary market after the sale.

March 31, 2013
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World Currency Markets
Value of Currency
US$1 = value in local currency
Currency

The dollar
strengthened
against most
major currencies
consistent with
positive economic
data and a global
equity rally.
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31 Dec 2012

31 Mar 2013

Change

Australian Dollar

0.9621

0.9598

0.2%

Brazilian Real

2.0516

2.0217

1.5%

British Pound

0.6152

0.6580

-6.5%

Canadian Dollar

0.9922

1.0174

-2.5%

Euro

0.7580

0.7801

-2.8%

86.7450

94.2150

-7.9%

0.9154

0.9492

-3.6%

Japanese Yen
Swiss Franc
Source: Bloomberg

•

The dollar strengthened against most major currencies in the First Quarter consistent with positive
US economic data and a global equity rally. As the US economy showed signs of decoupling
from both the eurozone and the UK in terms of GDP growth, the dollar rallied.

•

The yen fell 7.9 percent against the dollar in the First Quarter as Japan’s Prime Minister Shinzo
Abe kept his promises of aggressive reflationary fiscal and monetary policies with the goal of ending Japan’s long period of deflation. The yen’s rapid decline led to a heated debate as the world’s
finance ministers and central bankers met at the G20 meeting in February. However, at the meeting, Japan’s Finance Minister Taro Aso defended the currency moves and said that Tokyo was
taking legitimate steps to breathe life into Japan’s slack economy, not deliberately trying to weaken
the yen.

•

On March 1 the euro fell below $1.30 for the first time in two months after reports showed the region’s unemployment rate for the month of January climbed to a record 11.9 percent and manufacturing contracted. The weak economic data spurred concern the eurozone remains stuck in
recession, backing the case for the European Central Bank to cut interest rates. Further adding
to euro weakness was the inconclusive Italian election and the ongoing sovereign debt crisis. At
the end of March, the euro took another tumble following the crisis in Cyprus. Over the quarter
the euro weakened 2.8 percent against the dollar.

•

The British pound was one of the worst performing currencies in the First Quarter. The weakness
followed comments from incoming Bank of England Governor Mark Carney who on January 27
said that central banks have not “maxed out” the possibilities for further stimulus and may do
more. Further adding to Sterling weakness was Moody’s Investors Service downgrading of the
UK’s sovereign credit rating by one notch form Aaa to Aa1 on February 22. Moody’s cited slow
growth and an unsustainable debt burden for the rating cut. Over the quarter Sterling weakened
by 6.5 percent against the dollar and by 3.8 percent against the euro.

•

The Canadian dollar fell below parity with the US dollar in the First Quarter. The depreciation of
the loonie was driven by weaker Canadian economic data and a notably more dovish tone from
the Bank of Canada, indicating that interest rate hikes are less imminent. In fact, on March 6 the
Bank of Canada statement read that “the considerable monetary policy stimulus currently in place
will likely remain appropriate for a period of time, after which some modest withdrawal will likely
be required.” Over the quarter, the loonie weakened 2.5 percent against the greenback.

•

The Australian dollar was one of the stronger performers in the First Quarter. Economic data in
Australia indicated that the nation’s economy is stabilizing, which in turn prompted investors to
trim bets on interest-rate cuts by the central bank. Over the quarter, the aussie advanced 0.2 percent against the US dollar.

March 31, 2013
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Outlook for the Second Quarter 2013
The global economy will experience very different growth rates by region in the Second Quarter of
2013. Growth opportunities exist in the US, Latin America, and Japan in our view.
• From a US perspective, both business and to a lesser extent the consumer have decided to
get on with business and are ignoring the political noise. Consequently, the US will lead global
growth for the balance of the year.
•

Elsewhere, robust economic growth is most likely to come from Latin America given industry
mix, demographics, wage costs, and literacy.

•

Japan will grow robustly as seminal changes to interest rate and inflation policy are implemented by the BOJ.

We believe the yield curve will steepen.
• Longer-dated US interest rates will likely rise modestly consistent with global recovery.
•

Inasmuch as global central banks remain accommodative, we see little in the way of dramatic
rate movements in any of the major regions.

Most currencies will remain weak against the dollar as nations manage their exchange rates.
• Commodity currencies will remain under pressure in our view as world GDP growth remains
modest.
•

The euro, Sterling and yen will continue to be weak as soft economic data impacts the first two
and policy decisions drive the latter lower.

Supply/demand fundamentals will weigh on base metals and grains, although we
expect that crude oil prices will remain in a narrow price range.
• Rather than macro headwinds, an unfavourable supply/demand condition now exists where
base metals and grains supply is plentiful causing pricing to moderate.
•

The labour and supply disruptions in the metals complex are behind us and capacity utilization
in the mining industry is over 80 percent according to Barclay’s commodity team.

•

To improve pricing, demand must rise or supply must be constrained.

•

Grains prices are falling in concert with improved weather conditions in the US and Canada.

•

Oil prices will be flat near term but downside risks exist on slower eurozone growth and potential increased supply from the US, Canada, and Venezuela. US and Canadian tar sands oil
production is reducing the need for imported oil in the US.

We are bullish on equities as stocks are inexpensive relative to bonds.
• Stocks in general are indicating economic improvement and given low interest rates and the
steep yield curve will likely move higher after a refreshing pause.
•

US equities will lead markets for most of 2013.

•

Rotation to ‘new’ emerging markets previously overshadowed by China as investors seek
better growth prospects and profits from Latin America.

•

Overseas, Japan’s explicit effort to weaken the yen and accept a higher rate of inflation is a
harbinger of improved economic performance.

•

Nordic nations continue to outperform eurozone nations.
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Economics
The World

“In 2008 our
methodology was
based on 15-20
years of default
experience –
but all of the
defaults had been
in emerging
markets. Clearly
we have had to
let go of the
assumption that it
was simply
impossible for an
advanced country
to default on its
own currency –
as Greece did.”
Bart Oosterveldt
head of Sovereign
ratings at Moody’s
Investor Services,
Financial Times,
20 March 2013

The broad themes of our economic and market outlook have changed remarkably little since the
December 2012 Review and Outlook: Growth remains unimpressive, volatility is low, and equities
outperform but remain attractive relative to fixed income. Even the surprises reinforce these themes:
Japan is shifting its monetary policy to a more aggressive, Fed-like stance and the resolution of
the fiscal fight in Washington in the direction of greater-than-expected fiscal tightening should keep
the Fed on its bond-buying binge even as underlying US economic conditions have been much
better than expected. While the Italian election and Cyprus situation are not enough to topple
markets in the near term, they are reminders that overall conditions in the eurozone need to improve
to prevent a resurgence of tensions and volatility. Global Composite PMI data remain slightly above
50 indicating a tepid expansion is underway with some areas growing much faster than others.

North America
The improvement in investor and analyst perceptions of US economic prospects is evident in contrast
to earlier periods when investors concentrated on headwinds and risks. There are two good reasons
for this more optimistic view: 1) any near-term weakness is likely to be seen as fiscally-related and
thus temporary, rather than a sign of persistent underlying economic and financial problems and 2)
the additional fiscal restraint gives the Fed a reason to continue aggressive asset buying while awaiting
fresh data on growth.
We believe recent economic indicators such as unemployment claims and housing data make clear
that a recovery is in place in both activity and prices. Household net worth has again become a positive influence on consumer spending. With labour markets and housing on a solid footing, equity
prices hitting new all-time highs, Washington dysfunction somewhat eased, and fiscal tightening
largely played out, we have an optimistic view for US prospects.
The resolution of some of the fiscal uncertainty that has plagued the US in recent years has been
positive for markets despite the near-term effect on growth. Estimates are that the tax increases and
spending cuts agreed to by Congress amount to 1.5 percent of GDP which will weigh on growth;
however these measures are expected to help bring the deficit down to below five percent of GDP
next year far from the frightening double-digit levels of earlier predictions.

Europe
Growth in Europe is disappointing and growth expectations for the region seem to be revised
only ever downward. The second euro area recession in five years is now over a year old with the
single exception being Germany – the biggest and most important economy. Against the background of continued recession, the Italian electorate expressed their exhaustion at the continuing
austerity in the recent elections while the Parliament in Cyprus was forced to tax bank depositors
to meet their portion of a rescue package. Despite the Cyprus ‘cram down’ we continue to see
a significant renewal of financial tensions as unlikely and – with less fiscal austerity scheduled for
this year – expect growth to inch into positive territory later in 2013. Worth noting that an “internal
devaluation” – the weakness in wages and prices in peripheral countries – now taking place is
providing a boost to competitiveness that is translating into improving trade balances.
Unfortunately, the eurozone’s political assault on business will continue and uncertainty about the
longer-term future of Europe will remain.
The UK faces a frustrating growth environment and deteriorating debt dynamics that call for further
policy measures. Given the limited room for fiscal expansion, the chances of further easing will
increase if the cyclical outlook does not improve. The tacit change to the Monetary Policy
Committee’s remit gives the BoE more flexibility around inflation targeting but any changes in

12

March 31, 2013

QuarterlyReviewQ12013_0313_Layout 1 4/12/13 10:44 AM Page 13

policy would likely have to wait until the August Inflation Report. Finally, asset purchases by the BOE
are unlikely to influence GDP growth very much resulting in moribund results.

Pacific Basin
The most dramatic market development is the sharp depreciation of the yen in the face of the new
administration’s insistence on a much more stimulative monetary policy. The currency move reflects
anticipated BOJ policy and the impact on growth projections, inflation, and capital flows. The anticipated monetary stimulus and the decline in the yen have produced a significant rally in Japanese
equities. Importantly, Japan – in direct contrast to the other major developed economies – is planning
to employ significant fiscal stimulus this year. We have made major changes to our historically neutral
position and now expect Japan to show truly robust economic growth going forward and we see
these policies as potentially the catalyst to end 30 years of deflation.
In China, fears over a hard landing dissipated late last year and the focus is shifting to a rebound in
growth. Once the slowdown ended and growth was seen to improve, policymakers implemented
some modest tightening moves intended to cool the property markets and credit growth. This growth
stabilisation effort means that a neutral policy stance is in place that will deliver stable economic
growth in a more sustainable 7½-8 percent range. Given that the inflation rate is expected to run a
little over 3 percent, China is likely to remain an engine of global growth albeit not to the same extent
as in the recent past.
Australia’s mining-led capital expenditure investment boom should peak later this year and moderate
as the decade progresses. The investments have worked as exports expand just as supply comes
on stream. While availability and exports will help, the decline in the pace of investment will weigh on
growth. However, we view Australia as central to the continued growth of Asia proper providing the
essential components necessary to build out infrastructure and supply energy needs. This makes
Australia an attractive investment.

The euro area
recession that
started last
spring is likely to
extend into the
First Half of
2013.
Morgan Stanley
Economics Team,
7 January 2013.

Latin America
We view the manufacturing nations of Latin America (Mexico and Peru in particular) as standouts
among emerging markets resulting from youthful populations, high literacy rates and generally sound
fiscal policies – with some exceptions such as Argentina and Venezuela.
From a purely macro standpoint, Mexico seems the best positioned in the region to benefit from a
pick-up in US and global demand thanks to its manufacturing sector’s improved competitiveness –
Mexico’s share in US imports is near record highs and a continuation of the US manufacturing ‘onshoring’ trend could boost Mexico further. Recent elections saw the election of a reformist president,
Enrique Nieto. President Nieto has thus far demonstrated an ability to reach consensus with other
parties as well as a willingness to challenge powerful interest groups, such as the teachers’ union,
that have traditionally stifled Mexico’s progress. In addition to supporting an ambitious overhaul of
the labour code late last year and swiftly approving a conservative budget, the new administration
proposed measures to boost fiscal discipline in local governments and signed into law a sweeping
reform of the education system. If successful, many analysts believe these reforms – including a comprehensive opening in the energy sector to private competition– have the potential to boost growth
and competitiveness in the medium term.

March 31, 2013
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Bonds
We believe the US yield curve will steepen as the economic recovery, albeit tepid, pushes longerdated interest rates gradually higher while shorter-dated yields stay low as the Fed remains accommodative. This steepening of the yield curve will create better margins for banks as deposit rates stay
low while their lending interest rates rise.

“To support
continued
progress toward
maximum
employment and
price stability,
the Committee
expects that
a highly
accommodative
stance of
monetary policy
will remain
appropriate for a
considerable
time.”
FOMC
meeting minutes,
March 20, 2013

Tepid growth, subdued inflation, and the Fed’s asset purchases should continue to support the low
interest rate environment for the balance of the year and most likely into 2014 when chairman Ben
Bernanke’s tenure ends. Core PCE is currently at 1.3 percent year-over-year, well below the Fed’s two
percent target, leaving the Fed room to stay accommodative. Despite a recent decline in the unemployment rate, we expect the Fed to maintain asset purchases through 2013 as the central bank is
likely to focus on more than the headline unemployment rate. Most likely the Fed will use a combination
of the participation rate, the work rate and productivity before starting to withdraw stimulus.
The switch in the Fed’s forward guidance to a numerical threshold may create uncertainty about the
timing of the Fed hikes. The market has interpreted a 6.5 percent unemployment rate as a trigger for
hikes despite clarification from FOMC members that it is simply a threshold for possible action. Hence,
a drop in the unemployment rate, even if not signalling a stronger labour market, may pull forward
rate hike expectations under the new framework. We believe other central banks (starting with the
Bank of England) may start to look to the Fed’s wider mandate in regards to employment instead of
focusing solely on price stability.
Longer-dated interest rates will be volatile depending on economic data but gradually trend higher as
the global economy gradually recovers although Sequestration spending cuts should be a drag on
growth and prevent longer-dated yields from rising rapidly.
We do not expect the ECB to cut rates near term as ECB President Mario Draghi has clearly indicated
that both liquidity conditions in the eurozone and monetary policy are accommodative. German bund
yields are likely to trade in a fairly tight range; and while economic data in the US will drive Treasury
yield volatility, volatility in Bund yields will be led by event risk in the peripheral nations.
In the UK, economic growth will remain muted and we expect interest rates to trade in a fairly tight
range. The Bank of England is likely to stay on the side-line for now awaiting the arrival of the new
Bank of England Governor Mark Carney on July 1.
Canadian yields will trade in concert with the US, the nation’s biggest trading partner. However,
Canadian economic data has weakened lately and for this reason we believe that a sell off in Treasuries
on positive economic data will not have a knock-on effect on Canadian yields. Also, the Bank of
Canada gets a new Governor in June as Mark Carney leaves for the Bank of England. With a new
Bank of Canada Governor we expect any course correction may not be immediately evident to the
market.
Corporate bond yields have fallen to very low levels and the yield pick-up from holding a corporate
bond over a similar-maturity Treasury has declined. We do not expect corporate spreads over
Treasuries to narrow substantially from here but more likely move in tandem with changes in interest
rates. Despite this, corporate bonds will still outperform Treasuries due mainly to their higher relative
yields resulting in a better total return profile.
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Currencies
We expect the dollar to show continued strength against most major developed market currencies
supported by better relative growth prospects. For now, the Fed is committed to keeping a strong
easing bias to ensure that fiscal headwinds do not derail the slow recovery. However, towards the end
of the year we expect the dollar to start gaining strength driven by interest rate hike expectations and
a more hawkish Fed.
Yen depreciation should continue in the weeks and months ahead as the newly elected Japanese
government is committed to implementing the new higher inflation target. Recall that Prime Minister
Abe announced that the Japanese inflation target should be raised to two percent from one percent.
Also, market perceptions about the nation’s economic growth remain subdued as it will take time until
the benefits of a weaker yen for Japanese manufacturers’ spills over in the economy.
Any euro strength is likely to be limited and short-lived. In the short- to medium-term the euro should
be on a declining trend versus the dollar. Better financial conditions are likely to be offset by high political
risks and most importantly a weak economic outlook. The relative economic prospects between the
eurozone and the US point to a more dovish ECB relative to the Fed and this will weigh on the euro.
Sterling weakness is likely to persist for the next few months driven by weak domestic growth and
loose monetary policy. Given the central role of fiscal consolidation in the UK government’s strategy,
we see limited room for fiscal policy to support growth. With weak growth and further downside risks
from external factors, we expect monetary policy to be the major source of support, ultimately weighing
on the pound.

“The bulk of the
USD appreciation
will likely be
against the low
carry G10
currencies on
relative economic
outperformance.”
Barclays
Global FX Quarterly,
March 2013

We have a moderately constructive view on the Canadian dollar, given the Canadian economy’s strong
ties with the US, but near term we expect the loonie to trade in a tight range with the greenback.
Longer-term, the timing of Bank of Canada interest rate increases will be crucial for any substantial
loonie strength as will robust oil prices and demand for high-quality fixed income assets. Should the
US economy outperform despite sequester spending cuts, this will be a boost for the Canadian dollar
as about 70 percent of Canadian exports go to the US.
The Australian dollar is one of the currencies that benefits from improving global growth, but we expect
aussie dollar strength to be limited near term. The Reserve Bank of Australia has an easing bias as the
nation is divided between rapid growth in the mining and natural resource areas in the north and west
and slow growth in the service and manufacturing sectors in the east and south. The easing bias is
likely to offset any growth related strength.
Norway’s krona has been and will be supported by the nation’s ‘AAA’ credit rating and a lack of monetary easing. While Norway is not a member of the EU, political risks in the eurozone will weigh on the
krona. For the krona to strengthen from current levels oil prices need to rise. Despite a potentially overheated property market in Norway, we don’t expect the central bank to tighten monetary policy as this
would drive the krona higher and this is not in the best interest of Norwegian exporters.

March 31, 2013

15

QuarterlyReviewQ12013_0313_Layout 1 4/12/13 10:44 AM Page 16

Commodities
Commodity prices have lagged the performance of other risky assets particularly developed market
equities. Barclay’s commodity research group believes that a price reversal –rally—in the Second
Quarter 2013 is unlikely as global growth will rise only modestly. This means that the performance
of commodity markets is less likely to be driven by big swings in risk appetite. Rather, opportunities
are to be found by discriminating according to fundamental drivers. From a top-down perspective,
the phase of the business cycle that the current sluggish growth and low interest rate environment
most resembles is that of an early stage recovery when commodity assets tend to be at their weakest. Neither is the bottom-up picture very encouraging with supply growth accelerating across a
wide range of different markets as a result of large scale mining investment in recent years.

“It is notable that
commodity prices
have remained
under pressure
over the past
month, consistent
with our
commodity
analysts’ view
that Chinese
growth may have
peaked.”
Neal Soss,
Managing Director
Head of US Economics
Credit Suisse,
28 March 2013

As a result commodity trader positioning looks to be oversold as they have been selling the market
short. Thus, any short-term recovery is likely to be limited by a more moderate growth outlook in
China, a modest increase in infrastructure spending, a stronger dollar, and accelerating supply
growth in markets such as crude oil and copper.
In the crude market, several factors that helped support prices earlier in the year are waning. The
surge in Chinese demand late last year is easing and non-OPEC supply prospects are improving.
While geopolitics provides positive support for prices given tensions in the Middle East, supply is
improving as US shale oil quantities rise.
Prospects for base metals are less bright because of weak infrastructure spending prospects and
risks to the property sector in China. However a pickup in housing in the US and Obama’s ‘fix it
first’ programme may offer some support to building related commodity prices. Another potential
catalyst may come from Brazil as logistic difficulties are hampering the export of crops. In fact, things
are so bad at Brazil’s main port that soy trucks are backed up 15 miles due to inadequate port handling facilities. On that note, grain prices are falling in concert with improved weather conditions in
the US and Canada. Moreover, like other commodities, grains are facing over-supply as farmers increase the acreage devoted to corn, wheat and soybeans.
Crude Oil
Price Per Barrel

Gold continues to face headwinds for three reasons: 1) Market expectations of no further easing by
the Fed; 2) Gradual improvement in global economic prospects; and 3) Reduced physical demand
for gold through exchange-traded products. The long bull market in gold may be coming to an end.
The first big run began in the mid 1970’s and ended in 1984 — a nine year run. This bull began in
2000 and has run for 12 years.
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Equities
Bottom line: Buy stocks, particularly on weakness.
We believe equities still offer a better risk reward profile versus bonds despite a recent profit taking
price correction. However, we believe any decline will likely be smaller than those seen in recent years
given the reduction in negative systemic risks, specifically the uncertainty over fiscal and monetary
policy. Further, we are seeing the end of many of the restraints left over from the financial crisis – especially those associated with US housing. Moreover, with a supportive growth and policy environment and with valuations that overwhelmingly favour equities over fixed income, we believe that
corrections represent buying opportunities.
Our optimism is grounded in reality as there are risks. In the US, better-than-expected underlying
growth momentum is coming at the same time as the last instalment of fiscal tightening due to sequestration. And to the extent that extraordinary Fed stimulus has contributed to the impressive rise
in asset prices, the prospect of a reduction or withdrawal of Fed asset purchases could well have
significant negative market consequences. The first is likely to only have a marginal impact whilst the
latter is still likely a long way off.
Nevertheless, equity valuations are reasonable and should earnings growth continue, price rises will
as well. Moreover, global PMI is positive and equity risk appetite measures are far from euphoric, as
shown in the chart below and flows into equity funds are rising, all of which point to continuing stock
market out performance.
Risk Appetite

“We just need to
see a shift from a
revival in
earnings to
investor
conﬁdence in the
economy.”
Jim Paulson
Chief Market Strategist,
Wells Fargo Bank
28 March 2013

A rotation to ‘new’ emerging markets, previously overshadowed by China, is probably underway as
investors seek better growth prospects elsewhere. This favours Latin America with its youthful population, high literacy rates and strong work ethic. We are overweight the region preferring exposure
to Mexico and Peru.
We are overweight Japan given the government’s explicit effort to weaken the yen and accept a higher
rate of inflation. We view this as potentially deflation ending and a harbinger of improved economic
performance and therefore expect a strong recovery in Japan that will lead to better equity results.
In Europe we are overweight the Nordic nations as they continue to deliver superior economic growth
in concert with sound fiscal policies.
Our pro-cyclical view, given our expectations of economic recovery in the US, Latin America, and
Japan support our sector bias towards Industrials, Technology, and Finance.
March 31, 2013

BIAS is not endorsing any
particular security for purchase for a specific investor since BIAS is not
aware of any investor’s
overall portfolio holdings
or financial needs.
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Conclusion and Strategy Points
Equities
Regional Strategy
•

Overweight North America at 61.8 percent versus an index weighting of 56.6 percent whilst remaining underweight Canada 1.3 percent versus an Index weighting of 4.5 percent.

•

Neutral Germany at 3.3 percent, whilst remaining underweight Europe at 18.0 percent (versus
index weighting of 26.2 percent).

•

Overweight Latin America at 2.4 percent (versus an index weighting of 1.9 percent).

Industry Sector Strategy
•

Overweight Financials and Industrials at 20.9 and 12.7 percent (versus an index weighting of
18.9 and 10.2 percent respectively).

•

Underweight Energy and Materials at 7.2 and 5.9 percent respectively (versus and index weighting of 11.0 and 7.0 percent respectively).

•

Neutral Staples (10.6 percent), Healthcare (10.0 percent), and Utilities (3.7 percent).

Geographic Allocation
North America
Europe
Smaller Asia
Japan
Latin America
Australia
Other

61.8%
18%
4.4%
7.9%
2.4%
3.8%
1.7%

Sector Allocation
Financials
Telecom Services
Consumer Disc.
Health Care
Technology
Consumer Staples
Industrials
Utilities
Energy
Basic Materials
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20.9%
4.0%
10.5%
10.0%
14.5%
10.6%
12.7%
3.7%
7.2%
5.9%
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Bonds
•

Stay neutral to benchmark duration.

•

Hold high quality corporate bonds for their yield advantage relative to US Treasuries. We will
go down in credit rankings as economic conditions improve.

•

Hold positions in Canadian dollar and Norwegian krone bonds.

Bonds Strategy Allocation

LIBOR FRN

4%

CPI FRN

2%

0-1 yr

16%

1-3 yr

61%

3-5 yr

15%

Cash

2%

AAA
AA+
AA
AAA+
A
ABBB+

15%
45%
13%
15%
4%
3%
4%
1%

Credit Ratings

BIAS structures portfolios according to the needs and risk profile of a specific investor. Some systemic 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 as filed with the US Securities and Exchange Commission.
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