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Stock, Bond, Currency Overview

The S&P Global 
1200 Index declined  
2.0 percent for  
the quarter ended  
September 30, 2014.  
All returns are 
expressed in US 
dollars.

World Markets Quarterly Review
September 30, 2014

DJIA 1.9% BSX 0.7% UK FTSE -5.9% Nikkei -0.9%
S&P 500 1.1% Bolsa 2.0%  CAC -7.7%  Hang Seng -0.1%
NASDAQ 2.2%  Bovespa -8.4%  DAX -11.1%  Straits Times -0.5%
TSX -5.4%  Merval 53.7%  Kospi -3.6%  ASX -7.7%
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Global Stock Markets
• Global equity markets retreated for the first time  

in eight quarters after event driven risks failed  
to moderate and investors expected regional 
monetary policies to gradually start diverging.

• In the US, equity markets resumed their lead as  
corporate earnings improved and economic indicators  
suggested strength in the economic recovery. 

• In other developed markets, European indices  
underperformed global markets as growth prospects  
in the region were further revised downwards, 
risks from Russia-Ukraine failed to moderate,  
and nationalist discussions were highlighted after  
the Scottish referendum in the UK.

• In emerging markets, investors rewarded regions 
where re-structuring measures maintained their 
course, such as in Mexico, while China and Brazil, 
where growth moderated, were penalized. 

Bond Markets 
• Yields on shorter maturity Treasuries rose in the  

third quarter on expectations the Fed will signal an  

increase in interest rates next year as the economy  
strengthens. 

• Yields on longer maturity Treasuries fell on low  
inflation expectations, overseas demand for 
relatively better yielding US assets, and safe 
haven demand from geopolitical unrest.

• Interest rates fell in the eurozone as the ECB cut  
interest rates and announced monetary stimulus  
in response to the region’s stagnant growth and  
low inflation.

 
Currency Markets
• The US dollar rallied against all major currencies  

in the third quarter on speculation the Fed will  
increase interest rates in 2015. 

• The euro fell against the dollar as the ECB cut  
interest rates and unveiled unprecedented  
stimulus.

• The yen weakened on the BOJ’s monetary stimulus 
to reach an inflation target of two percent.
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North American Stock Markets

Indices 30 Jun 2014 30 Sep 2014 Local Curr. US$
Total Returns

Source: Bloomberg

US markets  
regained their  

lead in the  
third quarter. 

US Dow Jones Industrial  16,826.60   17,042.90  1.9% 1.9%

US S&P 500  1,960.23   1,972.29  1.1% 1.1%

US NASDAQ  4,408.18   4,493.39  2.2% 2.2%

Canada TSX  15,146.00   14,960.51  -0.6% -5.4%

S&P Global 1200  1,937.67   1,888.31  -2.0% -2.0%

• On August 26 Burger King World Inc agreed 
to acquire Tim Hortons Inc. for about $11.4 
billion in a deal that would create the world’s  
third largest fast food company. The new 
company will be based in Canada, the largest 
market for the combined company but both 
businesses will continue to operate as 
standalone, independent brands. Oakville 
Ontario will be the global home of the Tim 
Horton’s business and Miami Florida the global  
home of the Burger King business. Under 
the terms of the transaction, Tim Horton’s 
shareholders will receive C$65.50 in cash and  
0.8025 common shares of the new company  
for every Tim Horton’s share. Shares of Burger  
King advanced nine percent for the third quarter.

• On September 8 Apple, the world’s largest 
technology player, announced plans to offer 
a mobile payments system. The product, 
Apple Pay, will allow users to pay for items 
at retailers like Target and restaurants like 
McDonalds with a simple wave of the phone 
in front of a terminal. Apple Pay will be 
available on Apple’s two new smartphones, 
the iPhone 6 and the larger iPhone 6 Plus, 
as well as the Apple Watch, a wearable 
computing device that Apple will begin 
selling in 2015.  To ensure greater safety 
of financial data, credit card information 
will be stored directly on the iPhone in a 
special chip and all transactions will require 
fingerprint authentication. Apple stock 
rose 8.4 percent for the third quarter. 

• On September 17 the Whitewave Foods 
Company, a leading consumer packaged 
food and beverage company in North 
America and Europe, announced an 

agreement to acquire So Delicious Dairy Free  
from existing shareholders for approximately  
$195 million in cash. So Delicious is best 
known for plant-based beverages, creamers, 
cultured products and frozen desserts.  
So Delicious is also recognized as the 
number one plant-based frozen dessert 
brand in the United States. The acquisition will  
provide Whitewave entry into the growing,  
plant-based frozen dessert category. Shares 
of Whitewave jumped 12.2 percent for the  
Third Quarter 2014.

• On September 22 Clorox announced that 
it will be shutting down all operations in 
Venezuela. The company cited restrictions 
by the Venezuelan government, supply 
disruptions, and economic uncertainty  
as reasons for discontinuing operations.  
Over the last two years, Clorox had been 
selling products at a loss as the company 
faced higher costs in-line with rising inflation  
and prices remained unchanged as per 
government policies. Clorox is one of 
a number of US corporations that have 
been affected by the turmoil in Venezuela. 
Airlines such as American and Delta have 
cut flights into the country and Procter 
and Gamble, another consumer products 
company, has cut profit outlook due to  
instability in Venezuela. Shares of Clorox rose  
7.4 percent on the day of the announcement  
and closed the quarter 5.1 percent higher.  

2



Latin American Stock Markets

Indices 30 Jun 2014 30 Sep 2014 Local Curr. US$
Total Returns

Source: Bloomberg

Mexico Bolsa   42,737.20   44,985.66  5.5% 2.0% 

Brazil Bovespa    53,168.20   54,115.98  1.8% -8.4% 

Argentina Merval    7,887.33   12,548.99  59.3% 53.7% 

Chile IPSA    3,875.73   3,943.56  1.8% -6.0% 

S&P Global 1200   1,937.67   1,888.31  -2.0% -2.0%

• On July 8 America Movil announced plans  
to break up its Mexican phone operations 
due to antitrust rules. The rules place  
restrictions on the company to curb its 
dominance and increase competition in  
the broadcast industry. As per the plan, 
America Movil will divest some assets to  
an independent company which would  
decrease market share of the Mexican 
phone business to less than 50 percent. 
America Movil will also separate wireless  
towers from the rest of the business and  
renounce rights to acquire control of 
satellite-TV provider Dish Mexico. It is 
estimated that the sale of the assets may  
fetch as much as $8.6 billion. Shares of 
America Movil rose 26.1 percent in the  
quarter.

• On July 18 Cemex, one of the world’s 
largest cement producers, announced the 
first quarterly profit since the Third Quarter 
2009. The Mexican company realized a 
profit in the Second Quarter 2014 as sales  
and operating earnings recovered. Net profit 
for the April to June period was $76 million  
compared with a net loss of $152 million in the  
Second Quarter 2013. Sales rose four percent  
to $4.2 billion as US operations continued to  
recover with sales up ten percent from a year 
earlier. The home market, Mexico, remained  
sluggish with sales down four percent in the  
year. Shares of Cemex rose 1.9 percent for  
the Third Quarter 2014.

• On August 8 Petroleo Brasileiro SA (Petrobras), 
the largest deep sea oil producer, reported 
an unexpected decline in second quarter 

profit as fuel imports jumped and crude 
exports slid. Net income fell 20 percent to  
4.96 billion reais ($2.2 billion) from 6.20 billion  
reais a year earlier. Increasing Brazilian 
demand for gasoline and diesel, which is  
sold at a discount relative to international 
prices, resulted in less crude export and  
increased refinery output. The Brazilian 
government controls the majority of the  
voting shares and has prevented the company 
from increasing prices that created a significant  
drag on profitability. Shares of Petrobras 
increased 4.6 percent in the quarter.

• On September 17 Brazilian based Embraer 
SA and Republic Airways Holdings Inc. 
announced a contract for the sale and 
purchase of 50 firm E175 jets. The value 
of the firm order, which will be included 
in Embraer’s 2014 third-quarter backlog, is 
estimated at $2.1 billion at 2014 list prices. 
The aircraft will be operated for United 
Airlines under the United Express brand. 
Deliveries are scheduled to begin in the 
third quarter of 2015 and extend until 
2017. This contract was in addition to the 
order signed by Embraer and Republic in 
January of 2013 for 47 firm and 47 option 
E1752 of which 32 have already been 
delivered. Shares of Embraer advanced 
19.6 percent for the third quarter.

Latin American 
market returns 
diverged on varying 
economic and 
political catalysts.

3



European Stock Markets

Indices 30 Jun 2014 30 Sep 2014 Local Curr. US$
Total Returns

Source: Bloomberg

European markets 
lagged the global 

benchmark on weak 
economic growth  

in the region.

UK FTSE   6,743.94   6,622.72  -0.8% -5.9%

Germany DAX   9,833.07   9,474.30  -3.7% -11.1%

France CAC 40   4,422.84   4,416.24  0.0% -7.7%

Spain IBEX 35   10,923.50   10,825.50  0.1% -7.7%

S&P Global 1200   1,937.67   1,888.31  -2.0% -2.0%

S&P Europe 350   1,400.88   1,410.85  1.2% -6.7%

• On July 11 Germany’s ZF Friedrichshafen AG  
(a private company) proposed a preliminary  
bid for the US company TRW Automotive 
Holdings Corp., the world’s biggest car-safety 
equipment supplier. With the acquisition  
of TRW, ZF would add technology – from 
air bags to collision sensors – that keep 
drivers secure and help them avoid crashes, 
to ZF’s existing suite of mechanical parts. 
The combined company would vault ZF 
to the second spot, ranked only behind 
Germany’s Robert Bosch GmbH, among 
the world’s largest auto-parts suppliers. 
Richard Hilgert, a Chicago-based analyst 
with Morningstar Inc. said “With what ZF 
and TRW each bring, they would have all 
the dynamics you would need under one 
roof to have a fully automated vehicle”. 
On the day, TRW’s stock rose 11.6 percent.

• On July 22 Credit Suisse Group AG said the 
bank will abandon commodities trading 
after a $2.6 billion fine to settle a US tax  
investigation pushed the Swiss bank to the  
biggest quarterly loss since 2008. The bank’s  
net loss in the second quarter was 700 million  
Swiss francs, compared with a profit of  
1.05 billion francs a year earlier. Credit Suisse  
cited low volatility and client volumes for  
the decision to exit commodities trading 
and said the move will cut costs by about 
$75 million and lower risk-weighted assets 
and leverage exposure by $2 billion and  
$5 billion, respectively. Credit Suisse shares  
fell 2.7 percent on the news.

• On September 8 Swedish home appliance 
maker Electrolux AB announced a $3.3 billion  

deal to buy US rival GE Appliances. The 
deal is Electrolux’s biggest ever and would 
strengthen the company’s footprint in North  
America and boost the overall global position.  
Electrolux also expected the acquisition  
to generate $300 million worth of savings 
per year. One-time costs were estimated  
at $300 million. The deal is expected to be  
completed in 2015, hinging on approval from  
competition regulators. Under a licensing 
agreement, Electrolux will use the GE 
Appliances brand for an initial 40-year period.  
With the deal, Electrolux also takes over 
GE Appliance’s 48.4 percent shares of 
Mexican-based joint venture Mabe. On the 
day Electrolux’ share price rose more than 
eight percent on the Stockholm bourse.

• On September 10 the Chairman of Banco 
Santander SA, Emilio Botin, died of a heart  
attack, leaving his daughter Ana Patricia Botin  
in charge of the Spanish-based international  
banking giant. During a career that spanned 
three decades, Mr. Botin transformed the 
bank from a regional, family controlled 
bank into one of Europe’s largest financial 
institutions using an aggressive acquisition 
strategy. Besides Spain, Santander has huge 
commercial banking presence in Brazil, 
the UK, and the US. At the end of 2013, 
Santander’s assets stood at €1.1 trillion 
which is about the size of Spain’s gross 
domestic product. Shares of the bank were 
down 0.3 percent in Madrid in the quarter.
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Pacific Rim Stock Markets

Indices 30 Jun 2014 30 Sep 2014 Local Curr. US$
Total Returns

Source: Bloomberg

Japan Nikkei   15,162.10   16,173.52  7.3% -0.9%

Hong Kong Hang Seng   23,190.70   22,932.98  0.1% -0.1%

Hang Seng Red Chip   4,369.01   4,402.05  1.6% 1.4%

Korea Kospi 100   2,002.21   2,020.09  0.9% -3.6%

Singapore STI   3,255.67   3,276.74  1.8% -0.5%

Taiwan TWSE   9,393.07   8,966.92  -2.1% -3.8%

Australia ASX 200   5,395.75   5,292.81  -0.5% -7.7%

S&P Global 1200   1,937.67   1,888.31  -2.0% -2.0%

FTSE Pacific ex-Japan   506.26   476.50  -4.6% -4.6%

• On August 19 BHP Billiton announced plans to 
separate aluminum, coal and silver assets to 
create a company valued at about $15 billion. 
The company will be headed by the current 
Chief Financial Officer Graham Kerr and will be  
based in Perth, Australia, with a regional head  
office in Johannesburg, South Africa. Additionally,  
the company will be listed in Australia, South  
Africa and potentially in the UK. Investors, 
however, remained unconvinced of value 
addition via the spinoff and the stock declined  
4.9 percent, the largest fall since October 2011,  
in London trading. Analysts believe that  
investors are demanding increased buybacks  
from the company to boost shareholder returns. 

• On September 4 Korean tech giant Samsung 
unveiled a pair of Galaxy Note smartphones 
as the world’s number one seller tried to fend 
off Apple’s push into large-screen devices 
with the iPhone 6 Plus. Samsung unveiled two 
versions of the phone, one of which has a  
screen that extends around the side of the 
phone and another standard version. Both 
feature an upgraded display and an improved 
camera. Additionally, Samsung also unveiled a  
virtual reality headset, developed with Facebook’s  
unit Oculus, and a new smart watch. Investors  
received the products positively and shares  
rose 1.4 percent in Seoul. 

• On September 19 Chinese company Alibaba 
Group Holdings made its trading debut, after 
raising a record-breaking $21.8 billion in an 
initial public offering. Shares of the company 
rose 38 percent to $93.89 per share at the end 

of the first day of trading after the IPO was  
priced at $68 per share. Alibaba raised $8.4 billion 
by issuing new shares, founder Jack Ma sold 
$867 million worth of shares, and long-time 
investor Yahoo sold $8.3 billion worth of 
shares. Japan’s SoftBank Corp., Alibaba’s largest 
shareholder, did not sell shares and maintains a 
32 percent stake in the company. At the close of  
the quarter Alibaba was trading at $89 per share. 
 

• On September 19 China fined GlaxoSmithKline 
a record 297 million pounds ($489 million) and  
imposed a suspended prison sentence on an  
executive for bribing doctors. China began an 
investigation in June 2013 into the company’s  
sales practices in the country, detaining some  
local employees for economic crimes. While  
the fine is the biggest corporate penalty ever  
in China, investors received it positively and  
the stock rose 1.2 percent on the day in London  
trading. 

• Most Asian markets recorded a gain in the 
Third Quarter 2014, with bourses of Thailand, 
Philippines, Japan, and Indonesia up more than  
five percent. Indices in Philippines, Indonesia,  
and India have increased more than 20 percent  
this year. Onshore sentiment was lifted with  
the conclusion of general elections in India and,  
more recently, Indonesia. Lower inflation in 
both countries also dampened expectations 
of further monetary tightening. 

Pacific Rim markets 
retreated in the 
quarter on China 
growth concerns.
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Bermuda & Cayman Stocks

Benchmark Indices 30 Jun 2014 30 Sep 2014 Local Curr. US$
Total Returns

Source: Bloomberg

Local shares 
outperformed  

the global 
benchmark in  

the quarter.

BSX Index   1,391.91   1,391.03  0.7% 0.7%

BSX Insurance Index   1,468.69   1,457.99  -0.7% -0.7%

S&P Global 1200   1,937.67   1,888.31  -2.0% -2.0%

ACE Ltd.   103.70   104.87  2.4% 2.4%

Ascendant Group Ltd.  6.50   6.00  -6.6% -6.6%

Butterfield Bank  1.99   2.00  1.0% 1.0%

Caribbean Utilities   10.45   10.75  4.5% 4.5%

Consolidated Water Co.  11.77   11.68  -0.1% -0.1%

XL Capital Ltd.   32.73   33.17  1.8% 1.8%

• On August 11 Consolidated Water Co. Ltd.  
reported second quarter net income attributable  
to the Company’s stockholders totaled  
$2.75 million for the three months ended  
June 30, 2014, compared with net income  
of $2.85 million in the same period last year.  
Total revenues for the Second Quarter 2014  
increased by two percent to $16.9 million  
compared with $16.6 million in the Second 
Quarter 2013. Retail water revenues which  
account for 38 percent of total revenues 
increased 5 percent on the back of water sold 
 by the company’s operations in the Cayman  
Islands and facilities in Bali, Indonesia. Shares  
of Consolidated Water declined 0.8 percent  
for the quarter.

• On September 3 the Bermuda based KeyTech 
Group of Companies (KeyTech) announced that  
its subsidiary, WestTel Limited (Logic Cayman), 
had acquired British Overseas Territory Cable 
& Telecommunications, Ltd. (BOTCAT), the 
parent company of telecoms operator West 
Star TV and owner of a significant interest 
in CableVision Holding Limited in Bermuda. 
Following completion of the acquisition, KeyTech  
will have a controlling interest in Bermuda 
CableVision Limited and a 100 percent interest  
in WestStar TV. The deal will merge two of 
the Cayman Islands’ biggest television and 
broadband internet providers. KeyTech will 
take on $68.9 million in debt and issue over 
2.4 million shares. Key Tech CEO Lloyd Fray 
expects the deal will enable the company 

to offer triple play services which includes 
telephone, internet and television services 
in Bermuda and Cayman. Shares of KeyTech 
fell 15.8 percent in the third quarter.

• On September 16 Bermuda-based insurer BF&M  
reported net income for the first six months 
of 2014 of $17.5 million compared to $10.2 million  
in the comparable period last year. BF&M 
president and CEO John Wight said that while  
the results were good, operating earnings in the  
period had only slightly improved with gross  
premiums rising 0.3 percent YoY to $184.7 million.  
The increase in net income was driven by one- 
time gains and timing of certain revenues that  
will not repeat in the second half. Shares of  
BF&M rose 5.6 percent in the quarter.

• On September 19 Ascendant Group, the parent  
company of Bermuda Electric Light Company  
(BELCO) and Bermuda Gas and Utility Company,  
announced that profits for the first six months 
of the year dropped by more than one third. 
Net earnings for the six months ending June 2014  
fell 35.2 percent to $1.2 million compared to  
$1.8 million for the same period in 2013. Earnings  
declined on expenses incurred by the holding 
company and lower operating results at BELCO  
due to lower electricity sales and higher 
operating costs. Residential KWh sales decreased  
1.8 million during the first six months of the  
year as customers took steps to increase energy  
conservation, contributing to lower demand.  
Shares of Ascendant Group fell 7.7 percent  
in the quarter. 
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Global Bond Markets

Indices 30 Jun 2014 30 Sep 2014 Local Curr. US$
Total Returns(Yield to Maturity)

Source: Bloomberg

• The Treasury yield curve flattened in the Third 
Quarter 2014 as yields on shorter maturity 
bonds rose on bets the Fed is preparing to 
raise interest rates in 2015 as the economy 
improves. Yields on longer maturities, however,  
fell on overseas demand and low inflation 
expectations. International investors flocked to 
US Treasuries in the quarter as yields in the 
eurozone were driven to historic lows and 
turmoil in Ukraine enhanced the safe haven 
appeal of Treasuries. In the week ending 
September 12 the yield difference between 
10-year US Treasuries and comparable 
securities from the Group of Seven countries 
widened to 0.83 percent, close to the highest 
spread since June 2007. The demand for 
relatively better yielding Treasuries was  
evidenced in the US Treasury’s auction of a  
total of $61 billion debt in the week, as foreign  
investors (including overseas central banks) 
purchased 42.5 percent of the auctioned bonds. 

• On September 4 the ECB unexpectedly cut 
interest rates in response to the region’s 
stagnant growth and low inflation. Interest 
rates on the main refinancing operations, 
marginal lending facility and deposit facility 
were cut by 10 basis points to 0.05 percent,  
0.30 percent and minus 0.2 percent, respectively.  
Plans were also announced for the bank’s 
upcoming asset purchase program, which will  
focus on asset-backed securities and covered  

bonds and is expected to start in October.  
The ECB also indicated that quantitative easing  
was discussed at the meeting in response to  
the region’s persistent low inflation. Following  
the announcement, two-year sovereign bond 
yields in a record six eurozone countries 
(Germany, Belgium, France, the Netherlands, 
Finland and Austria) fell below zero.

• Yields on shorter maturity bonds in Canada 
rose after a surprise uptick pushed inflation 
past the central bank’s two percent target. 
Investors speculated the Bank of Canada will  
turn its attention back to rising home prices 
and risk from excessive consumer debt levels. 
Like in the US, the yield curve flattened as  
interest rates on longer maturity bonds fell  
on weak global economic growth.

• High yield, lower-rated corporate bonds  
(i.e. debt which is not rated investment grade)  
sold off in the third quarter. There were a  
number of reasons which contributed to  
the selloff: i) Valuations seemed stretched for  
high yield debt, which was also acknowledged  
by the US Fed Chair Janet Yellen; ii) increased  
geopolitical risk; iii) collapse of  Portuguese 
bank Banco Espirito Santo; and iv) the Argentine  
sovereign default. Citigroup’s US$ High Yield  
market index plummeted 2.0 percent in the  
quarter.

The Treasury yield 
curve flattened as 
shorter maturity 
yields rose on Fed 
expectations while 
yields on longer 
maturities fell on 
low inflation and 
safe haven appeal.
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Citigroup

US 2 Year 0.46% 0.57% 0.10% 0.10%
US 10 Year 2.53% 2.49% 0.73% 0.73%
US 30 Year 3.36% 3.20% 3.28% 3.28%
Canadian 10 Year 2.24% 2.15% 1.33% -3.44%
Australian 10 Year 3.54% 3.48% 1.39% -5.98%
UK Gilt 10 Year 2.67% 2.43% 3.87% -1.55%
German Bund 10 Year 1.25% 0.95% 3.46% -4.56%
Japanese 10 Year 0.57% 0.53% 0.74% -6.91%

3-7 Year Treasury Index   1,353.77   1,352.15  -0.12% -0.12%
7-10 Year Treasury Index   1,676.68   1,684.74  0.48% 0.48%
1-10 Year US Corp. Bond Index   1,633.80   1,631.14  -0.16% -0.16%
World Gov’t 7-10 Yr. Bond Index   1,271.13   1,217.52  -4.22% -4.22%



World Currency Markets

Currency 30 Jun 2014 30 Sep 2014 Change

Value of Currency US$1 = value in local currency

Source: Bloomberg

The US dollar 
advanced 

against all major 
currencies in 
the quarter 

on diverging 
monetary policy.

Australian Dollar 1.0601 1.1433 -7.3% 

Brazilian Real 2.2143 2.4469 -9.5% 

British Pound 0.5846 0.6168 -5.2%

Canadian Dollar 1.0649 1.1198 -4.7%

Euro 0.7303 0.7917 -7.8%

Japanese Yen 101.3300 109.6500 -7.6%

Swiss Franc 0.8869 0.9551 -7.2%

• The US dollar rallied against all major 
currencies in the third quarter on expectations  
of the Fed raising interest rates in 2015 amid  
an improving economy and labour market.  
Diverging monetary policy between major  
central banks resulted in wider interest rate  
differentials between the US, Germany  
and Japan, increasing demand for relatively  
better yielding US assets from overseas  
investors. In the Third Quarter 2014 the  
trade weighted dollar advanced 7.1 percent. 

• The euro weakened and had its worst quarter  
against the dollar since 2010 amid the ECB’s 
moves to increase monetary stimulus to 
spur growth and stave off deflation. On 
September 30 the euro touched $1.2571, 
the weakest since September 2012, as data 
showed inflation in the eurozone slowed to 
an annualized rate of 0.3 percent, well below  
the ECB’s target of close to two percent. In 
the quarter the euro weakened 7.8 percent  
against the dollar. 

• Sterling was volatile in the quarter,  
initially weakening against the US dollar  
on uncertainty about the outcome of  
the Scottish independence vote as 
investors recognized a break-up of the 
union could cause economic disruption. 
Further adding to Sterling weakness was  
a slowdown in Europe, the UK’s biggest 
trading partner. On September 19, Sterling  
gained as results from Scotland’s independence  
referendum showed the UK will remain 
intact. For the quarter, Sterling depreciated 
5.2 percent against the dollar.

• The Canadian dollar slumped to a six-month  
low against the US dollar on September 30  
after reports showed economic growth 
in Canada stalled in July as a drop in oil 
and gas production offset manufacturing 
gains. In the quarter the loonie weakened 
4.7 percent against the greenback.

• On September 15 the Australian dollar 
traded at 90.10 US cents, the lowest level  
since March, as global factors kept the  
currency under pressure. Solid US economic  
data fuelled speculation that the US Federal  
Reserve would hike interest rates sooner 
while China, Australia’s biggest trading 
partner, reported weaker-than-expected 
production and electricity-usage data. 
Further weighing on the Australian dollar 
in the quarter was declining commodity 
prices, in particular iron ore. In the quarter  
the Australian dollar depreciated 7.3 percent  
against the US dollar.

• The Brazilian real weakened against the  
dollar throughout the quarter as opinion 
polls showed President Dilma Rousseff 
winning her re-election bid against competing  
presidential candidate Marina Silva for the  
election in October. The real weakened  
9.5 percent against the dollar in the Third  
Quarter 2014.
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We see divergence ahead as the US and  
the UK retreat from monetary easing, 
while central banks around the world 
ramp up measures to stimulate 
moderating economic growth in the 
last quarter of the year.

• Continued economic recovery in the US and  
the UK has put these nations in sight of  
monetary policy tightening.

• Central bankers in the eurozone, Japan,  
and China are looking to step up economic 
stimulus efforts amid subdued Fourth 
Quarter 2014 growth expectations.

• While we are less sensitive to oil related 
risk, escalating geopolitical tensions could 
still create headwinds, especially for regions  
with flagging economic growth.

We expect Treasury yields to gradually rise 
as economic data continues to improve 
and the Fed ends the bond purchase 
programme setting the stage for an 
increase in the Fed Funds rate in 2015.  

• The rise in Treasury yields is likely to be  
modest as the Federal Reserve maintains  
a dovish stance so as to not derail the  
economic recovery.

• We believe the scope for euro area yields  
to rise into year-end is limited as the ECB  
has firmly anchored the short-end yield curve  
and the region’s growth outlook is bleak. 

• Canadian yields are likely to follow in the  
direction of those in the US, the nation’s  
largest trading partner, but to a lesser degree.

We expect the dollar to continue to  
strengthen against most major currencies 
near term as rising US yields drive capital  
flows in global currency markets.

• We believe the dollar appreciation will 
be slow and steady mirroring the Fed’s 
rate increase which we expect to be 
well communicated and calculated.

• Sterling is likely to strengthen against most 
major currencies on the back of improving 
economic growth and rising interest rates.

• We expect the euro to weaken further 
against the dollar in the existing environment  
where the ECB is adding monetary stimulus,  
inflation is negligible, and interest rates are low.

We maintain a neutral tone for 
commodity prices in the Fourth Quarter  
2014 but stay cautious of volatility. 

• In base metals, we reiterate our stance 
that markets exist in a more balanced 
state vis-à-vis last year and prices should 
gain as demand gradually picks up.

• We believe gold will stay out of favour  
as an investment as the metal continues to  
face fundamental headwinds from a stronger  
US dollar and a less dovish tone by the Fed.

• Oil prices are vulnerable to geopolitical 
risks and while supplies remain safe in Iraq, 
Syria and Libya, unpredictable output from 
these regions could make prices volatile.

We maintain a positive view on equities 
as central banks remain proactive  
in sustaining economic growth and  
forward looking earnings consensus 
show an upward trajectory. 

• As monetary policies in the US and UK 
diverge versus Europe and Japan, we expect  
more market participants to become myopic  
and event driven. 

• We expect more selection within indices 
as further room for broad based valuation 
multiples to re-rate seems limited. 

• As valuation multiples remain elevated  
and expectations priced in, stocks will  
react strongly to positive and negative  
earnings surprises. 

Information has been obtained 
from sources believed to be  
reliable, but its accuracy and  
completeness, and the opinions  
based thereon, are not guaranteed  
and no responsibility is assumed 
for errors and omissions.

Certain statements contained 
within are forward looking 
statements including, but not 
limited to, statements that are 
predictions of or indicate future  
events, trends, plans or objectives.  
Undue reliance should not be 
placed on such statements 
because by their nature, they are 
subject to known and unknown 
risks and uncertainties.

FOR THE FOURTH QUARTER 2014
Outlook
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“No matter what 
monetary, or even 

fiscal, stimulus,  
we won’t see 
much growth 

coming unless 
there are serious 

structural reforms” 
 

Mario Draghi, 
ECB President, 

September 12, 2014.

The World
Heading into year-end central banks around 
the world remain highly accommodative 
in view of moderated global growth 
projections. However, we see signs of 
divergence ahead. The US and UK have 
emerged as global growth leaders whose 
economic progress has put them within 
sight of monetary policy tightening.  
Elsewhere in the world, central banks are 
looking to additional stimulus measures 
to reinvigorate flagging economic growth. 
Within this framework, the World 
Bank’s 2.1 percent GDP estimate for 2014 
global growth seems appropriate.

Escalating geopolitical tensions could 
create headwinds. Additional sanctions 
introduced to thwart further Russian 
aggression against Ukraine pose risks to 
European recovery, especially going into 
the colder months. We are less sensitive to 
oil related risk from the Middle East amid 
muted global growth expectations and 
the availability of adequate oil supply.

North America 
The US economy looks on track to achieve 
GDP growth of 3.0 percent in the Fourth 
Quarter 2014 and 2.1 percent for the year 
2014, according to Bloomberg consensus 
estimates. The economy should continue 
to benefit from business spending, which 
was the main driver of GDP growth in 
the first half of the year.  In addition, the 
US consumer is expected to contribute 
more significantly to GDP growth in the 
Fourth Quarter as a result of increased 
confidence and easing credit conditions. 

Meanwhile, the Federal Reserve remains 
highly accommodative, citing low wage 
growth, a benign inflationary environment 
and weakness in the housing market. 
However, firming economic data and 
improvement in labour market conditions, 

one of the central bank’s main concerns, 
may prompt a less dovish stance on 
monetary policy in the Fourth Quarter 
2014. Our outlook for next year remains 
unchanged as the US economy heads 
into a sixth year of expansion with GDP 
set to grow at 3.0 percent in 2015.

Canada’s Fourth Quarter 2014 GDP is 
expected to expand 2.4 percent, trailing 
behind growth achieved in the previous 
two quarters of 2014. However, as a result 
of stronger performance achieved in the 
First Half 2014, GDP growth for the full 
year is expected to be 2.3 percent, slightly 
ahead of that of the US. Although we do 
anticipate more moderate growth in the 
Second Half 2014, the Canadian economy 
will likely keep pace with that of the 
US. This growth will be supported by an 
accommodative central bank and a weak 
Canadian dollar on which the export-
oriented economy heavily depends.

Europe
GDP growth in the eurozone is projected 
to stabilize in the Fourth Quarter 2014 and 
heading into 2015, aided by the extraordinary 
easing measures introduced by the European 
Central Bank (ECB) this year. While expanding 
sanctions against Russia have exacerbated 
the eurozone’s weakening economic 
conditions and increased deflationary risk, 
unprecedented stimulative action by the 
ECB and further deleveraging by eurozone 
banks should be constructive for the region’s 
economies in the coming quarters. As a 
result, GDP in the eurozone is expected to 
grow by 0.8 percent in the Fourth Quarter 
2014, as well as for the full year 2014.  

Within the eurozone, divergence between 
economic performance is expected to 
persist. According to Bloomberg consensus 
estimates, GDP growth in Germany, Ireland 
and Spain is set to markedly outpace 
that of France, Italy and Greece, where 

ECONOMICS
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a lack of structural reform continues 
to hamper economic progress.  

The UK looks to finish the year as one of 
the fastest growing of the G7 countries, 
with a forecasted 3.0 percent GDP growth 
for the Fourth Quarter 2014 and 3.1 percent 
for the Year 2014. Despite some moderation 
in the Third Quarter 2014 amid a slowing 
Europe and Scottish referendum uncertainty, 
UK’s recovery remains on solid ground. 
Subdued inflation, aided by lower petrol 
and food prices, and a resilient mortgage 
market should help offset downward 
pressure from weak productivity growth 
and lackluster consumer spending. With 
further economic expansion, the Bank of 
England (BOE), like the Fed, will move closer 
to increasing the benchmark interest rate. 
Investors anticipate a hike to take place in 
First Half 2015 which would make the BOE 
the first major central bank to raise rates. 

Pacific Basin 
As in the eurozone, our positive outlook 
for Japan’s economy is predicated on 
the country’s commitment to continued 
economic stimulus, a weak currency, 
and progress on structural reform. As we 
anticipated in the last Outlook report, 
Japan’s consumption tax hike resulted in a 
sizeable contraction of GDP in the Second 
Quarter 2014.  As a result, the Bank of 
Japan (BOJ) has expressed willingness to 
introduce more easing to prevent economic 
stagnation. Additional stimulus would 
further weaken the yen which should 
improve export competiveness and help 
the BOJ achieve desired inflation targets. 

Similar to Canada, economic progress in 
export-dependent Australia is showing signs 
of moderating. GDP growth expectations 
for Australia for the Full Year 2014 were 
revised slightly downward in the wake of 
weaker commodity prices, slowed exports, 
disappointing employment data, and 

limited domestic demand. Nonetheless, an 
accommodative Reserve Bank of Australia 
will be supportive of growth which should 
help the economy overcome near-term 
turbulence. Notably, due to a strong first 
half, Australia is still on track to grow GDP 
at an impressive 3.1 percent, matching 
that of the UK for the full year 2014.

In China, the central bank stepped 
up stimulus efforts amid persistently 
disappointing economic data in order to 
meet official growth projections of 7.5 
percent for the year 2014. Analogous to the 
eurozone and Japan, an accommodative 
People’s Bank of China (PBOC) will buttress 
economic performance in the near 
term. Meanwhile, China’s commitment 
to structural reform gives us a positive 
outlook for the country longer-term.

Latin America
GDP growth forecasts for Latin America 
have been revised significantly downwards 
to 1.5 percent for the year 2014 as a result 
of emerging economic weakness across 
the region. Nonetheless, through the 
Fourth Quarter 2014 and in 2015, economic 
activity is expected to recover in Pacific 
Bloc countries (Mexico, Colombia, Chile, 
and Peru), while the Atlantic Bloc (Brazil, 
Argentina, and Venezuela) falls further behind.

In Mexico, the Pacific Bloc’s largest 
member, monetary policy, and oil industry 
privatization efforts should help the 
economy rebound in the Fourth Quarter 
2014. Meanwhile, the Argentine and 
Venezuelan economies will likely sink 
further, absent any catalysts for a near-term 
turnaround. After falling into recession in 
the Second Quarter 2014, Brazil’s economy 
is expected to grow just 0.8 percent for 
the year. The results of Brazil’s Presidential 
elections in October will weigh heavily on 
the country’s growth outlook, not only in 
the fourth quarter, but in years ahead. 

“Mexico is a leader  
in the region, both  
in terms of the  
open architecture  
of its capital markets 
and its leadership 
in undertaking 
significant and positive  
structural reform.”  

Michael Gomez, 
Head of Emerging 
Markets Portfolio, 
PIMCO,  
September 17, 2014
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“We should be 
exceptionally 

patient in adjusting 
the stance of U.S. 

monetary policy — 
even to the point of 

allowing a modest 
overshooting of our  

inflation target to  
appropriately 

balance the risks  
to our policy 

objectives.” 
 

Charles Evans, 
Chicago Fed 

President,  
September 24, 2014

We expect Treasury yields to gradually rise 
in the last quarter of 2014 and into 2015 as 
economic data continues to improve and 
the Federal Reserve ends the bond purchase 
programme in October setting the stage for 
an increase in the Fed Funds rate in 2015. 

The rise in Treasury yields is likely to be modest  
as the Federal Reserve maintains a dovish  
stance so as to not derail the economic  
recovery. While growth is improving, it is far 
from historically strong. Market indicators 
suggest that labour resources remain 
significantly underutilized, housing is weak and  
core inflation, at an annual rate of 1.9 percent,  
is below the Fed’s two percent target. 
Geopolitical risks have increased demand for  
Treasuries of late, but these risks are hard to  
quantify going forward. What we do know, 
however, is that the ECB has entered into a  
period of aggressive monetary accommodation  
resulting in an increasing yield differential 
between the US and the eurozone. For global 
investors, the relatively better yield offered 
by US Treasuries is likely to support demand 
for Treasuries, which will keep yields from 
rising sharply even as the economy recovers.

We believe the scope for euro area yields to 
rise into year-end is limited. In our opinion, 
the ECB’s recent cutting of the benchmark 
rate as well as the announcement of an 
asset-backed-securities and covered bond 
purchase programme has firmly anchored 
the short-end of the eurozone’s yield curve. 
We find it highly unlikely, given the region’s 
growth and inflation outlook, that the ECB 
will unwind these accommodative measures 
anytime soon. In fact, the ECB may actually add  
additional stimulus in the form of sovereign 
bond purchases. Additionally, German bund  
yields will also face downward pressure from  
less supply in 2015. This is after German 
Finance Minister Wolfgang Shaeuble indicated  
that Berlin will not sell new government bonds  
in 2015 – something that has not happened 

since 1969 - after unemployment levels in the  
country have produced record tax revenues  
and low interest rates have reduced the  
financial burden of servicing Germany’s  
federal debt. 

Yields in the UK should rise as the economy 
continues to improve. Unemployment rate  
in the country has declined and uncertainty 
from the Scottish independence referendum 
is now in the past. We, therefore, expect the  
BOE, like the Fed, to take a diverging path  
from other G10 central banks and increase  
the benchmark rate in the first half of 2015.  
In fact, we lean towards the view that the  
BOE will hike the benchmark rate even  
before the Fed. 

Canadian yields are likely to follow in the  
direction of those in the US, the nation’s 
largest trading partner, but to a lesser  
degree. Unlike the Fed, the Bank of Canada  
will remain neutral with respect to monetary  
policy guidance in the Fourth Quarter 2014  
as the risks to inflation remain balanced and,  
whilst an increasing number of export sectors  
appear to be turning the corner towards  
recovery, the economy still has excess capacity.

We expect corporate default rates to 
remain low as companies’ balance sheets 
are healthy. Owing to their relatively 
better yields, investment grade corporate 
bonds will generate excess returns over 
Treasuries. However, price volatility in the 
corporate bond market is likely to be high 
due to the structural decline in liquidity in 
secondary markets as regulatory changes 
have increased the cost and reduced the 
capacity of banks to act as liquidity buffers.

BONDS
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We expect the dollar to continue to strengthen 
against most major currencies near term as 
rising US yields drive capital flows in global 
currency markets. Central bank divergence 
is likely to widen into the latter months of 
2014 and early 2015, as the Fed and the BOE 
approach their first interest rate hikes, while 
the ECB and BOJ (and potentially other G10  
central banks) move towards possible further  
loosening of monetary policies. 

As economic growth in the US improves and 
the Fed approaches the first interest rate hike,  
we expect the yield difference between the  
US and other G10 nations to increase. A bigger 
yield difference will increase the appeal of the  
dollar as global investors gravitate to currencies  
with higher yields. We believe the dollar  
appreciation to be slow and steady mirroring 
the Fed’s rate increase which we expect to be 
 well communicated and calculated. Should 
economic data in the US start to come in  
stronger than anticipated, market expectations  
of the Fed hiking interest rates faster and  
sooner will add to dollar strength. Also, should  
the geopolitical situation deteriorate further,  
the dollar will benefit as a safe haven currency.

Sterling is likely to strengthen against most 
major currencies on the back of improving 
economic growth and rising interest rates. 
The paths of the BOE and the Fed are fairly 
similar, hence the two currencies will likely 
move in tandem. ECB President Mario Draghi 
has emphasised “significant and increasing 
differences in the monetary cycle between 
major advanced economies,” and as the BOE 
prepares the market for higher rates, Sterling 
should reach new highs versus the euro.

We expect the euro to weaken further against 
the dollar in the existing environment where 
the ECB is adding monetary stimulus, inflation 
is negligible and interest rates are low. In fact,  
shorter-maturity interest rates in many of  
the region’s nations are currently trading at  
negative yields. Additionally, economic data  
in the region has been fragile and sanctions  
against Russia are adding further uncertainty  

to the region’s economic recovery, potentially  
requiring further stimulus by the ECB. For 
these reasons the euro will weaken against 
the dollar both near and medium term.

The Japanese yen will also face weakness as 
the Bank of Japan is likely to add additional 
monetary stimulus following disappointing 
economic data. In addition, the approval 
rating for Prime Minister Abe has declined 
as the electorate has started to doubt the 
success of his policies, including ‘Abenomics’.

Ultimately, a weaker euro and yen should be 
a positive for both economies in the longer 
run, boosting the competitiveness of their 
exports and pushing inflation higher as prices  
of imported goods become relatively more  
expensive.

We are bearish on commodity-related 
currencies near term as global growth remains  
slow, reducing demand for the exports of 
both Canada and Australia. Economic data  
of late has been mixed for both nations and  
their central banks are, like so many others,  
stimulating their economies with low interest  
rates. While the Canadian economy should  
benefit from a pickup in the US, the nation’s  
largest trading partner, low interest rates and  
oil prices will continue to weigh on the loonie. 

While the Canadian economy is heavily 
reliant on that of the US, the Australian 
economy is mainly exposed to China. 
Economic data from China disappointed 
in the Third Quarter 2014 and another 
stimulus package was introduced to meet 
official growth projections. Uncertainty  
about China’s recovery in addition to a dovish  
Reserve Bank of Australia is likely to weigh  
on the Australian dollar near term. Should 
economic data from China disappoint in the  
fourth quarter, the Australian dollar is likely  
to fall further.

CURRENCIES

“The broad picture 
is monetary-policy 
divergence.”
 
Adam Cole,  
Head of Global 
Forex Strategy,  
Royal Bank  
of Canada, 
September 25, 2014

13



“History shows that 
the Saudis will just  

do what’s necessary.” 
 

Mike Wittner,  
Head of Oil  

Market Research,  
Société Générale,  

New York,  
September 17, 2014

We maintain a neutral tone for commodity 
prices in the Fourth Quarter 2014 but 
stay cautious of volatility as i) monetary 
policy in the US diverges versus Europe, 
ii) geopolitical risk persists in Ukraine, 
Iraq and Syria, and iii) China’s growth 
trajectory remains uncertain. This quarter 
will also play into the seasonality of most 
commodities as winter approaches. 

In base metals, we reiterate our stance 
that markets exist in a more balanced state 
vis-à-vis last year and prices should gain 
as demand gradually picks up. Aluminum 
is well positioned for positive price action 
as use of lighter material in the auto sector 
continues to trend upwards. Regulation in 
emerging markets for more fuel efficient cars 
and lower CO2 emissions is also expected to 
further drive aluminum demand. In copper, 
our view on pricing is largely supply driven. 
Oversupply of the material has been phased 
out and further downside to copper prices 
seems limited. We expect prices to trade 
sideways in the quarter as data from China 
has still not provided a clear indication 
that the economy has regained traction. 

Despite a quiet period for nickel in the last 
quarter, we continue to see a multiyear 
upside in price on supply disruptions. 
Following Indonesia’s ban on ore exports 
earlier in the year, lawmakers have 
suggested a similar ban in the Philippines. 
The proposed law currently provides a 
five year grace period for refiners and is 
still under discussion in the parliament, 
but a resolution should drive sentiment 
in favour of a longer term supply deficit.

For gold, we maintain our stance from 
the previous commodity outlook. We 
believe the metal will stay out of favour 
as an investment as gold continues to 
face fundamental headwinds from a 
stronger US dollar and a less dovish tone 
by the Fed. The Fed’s quantitative easing 

programme will end in the beginning of 
this quarter and discussion will shift to 
the timing of an interest rate rise. This 
will take precedence, in our opinion, 
over safe haven demand and geopolitical 
uncertainty to which gold prices have 
seemed relatively immune more recently. 

In Fourth Quarter 2014, we expect support 
for crude oil prices on two counts. First, OPEC  
has guided Brent oil prices at $100-110 per bbl. 
As prices fall below the lower range of this 
guidance, OPEC members, specifically Saudi 
Arabia, are expected to curtail supplies 
which should mitigate further decline in oil 
prices. Secondly, in the near term, seasonal 
refinery outages should normalize through 
the end of October and higher refinery 
throughput should also support prices. 

Additionally, we also highlight two themes 
which could impact crude oil dynamics. 
First, prices are vulnerable to geopolitical 
risks and while supplies remain safe in Iraq, 
Syria and Libya, unpredictable output from 
these regions could make prices volatile. 
Secondly, increased production in the US 
on the back of the shale revolution has 
spurred debates on removing the ban on 
oil exports. Such a move would narrow 
the spread between Brent-WTI pricing and 
pose downside risk to US-based refiners. 

In grains, the US Department of Agriculture 
(USDA) has successively reiterated excess 
supplies of wheat, corn and soybean. El Niño  
characteristics this quarter may be the only  
disruptive driver to agricultural output. 
However, with warmer winters in North 
America and dry patterns in Brazil, the 
impact on net global production could  
be mixed. As of September 4, the National 
Centre for Environmental Prediction (NCEP)  
estimates a 60-65 percent chance of El Niño  
this fall and winter.

COMMODITIES
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We maintain a positive view on equities relative  
to bonds as i) interest rates stay historically  
low, ii) central banks remain proactive in 
sustaining economic growth, and iii) forward  
looking earnings consensus show an upward  
trajectory. 

At the same time, we notice emerging themes  
in the equity markets which warrant attention.  
First, as monetary policies in the US and UK 
diverge versus Europe and Japan, we expect 
more market participants to become myopic 
and event driven. Secondly, we expect more  
selection within indices as further room for  
broad based valuation multiples to re-rate  
seems limited. Lastly, as valuation multiples 
remain elevated and expectations priced in,  
stocks will react strongly to positive and  
negative earnings surprises. 

In the US, the S&P 500 index has appreciated 
by 70 percent in the last three years. In this  
same period, the 12 month forward Price-to- 
Earnings ratio (PE) of the market re-rated by  
40 percent while earnings improved by seven  
percent. The S&P 500 PE currently stands at  
15.5x which is more than one standard deviation  
above the ten year historical average and  
in-line with the previous high PE’s of 2005 and  
2007. While current multiples are justified in  
the low interest rate environment, we do not  
see further expansion and believe returns will  
have to be supported by earnings growth. 
Consensus estimates on Bloomberg suggest 
an eight percent EPS growth in 2014 and  
11 percent growth in 2015 with a prospective 
dividend yield next year of two percent. 

Again, we reiterate our preference of selective  
pockets of the US market which fall in-line with  
our long term investing ideals. We maintain 
our preference for the biotechnology and life  
science tools industries in the Healthcare 
sector where cost normalization of procedures  
and improved efficacy of drugs is driving 
higher demand in comparison to traditional 
pharmaceuticals. In Consumer Discretionary, 
we continue to witness consumers spending 
more online, be it on consumer goods, travel  
or television content. Consumers, in our 

opinion, also stay conscious about living healthy  
and are spending more on quality food options,  
at home and while dining out. 

A newer theme where we have added exposure  
is connectivity. Individuals will be more connected  
with their devices and devices with each other.  
We also reiterate the upside from energy  
independence in North America and subsequent  
infrastructure growth that will follow. 

In Europe, we stay concerned about the quality  
of returns in the market. In the last three years,  
the S&P 350 Europe index has appreciated 58  
percent in US dollar terms. These returns have  
come entirely on the back of multiples re-rating  
where the PE has appreciated 60 percent - from  
8.7x to 14x. In the same period, index earnings  
in US dollar terms have actually declined by  
12 percent. 

We explain this re-rating as follows. First, markets  
have priced in significant earnings growth, 
moving forward. Bloomberg consensus show 
European earnings to grow by 34 percent in 2014  
and a forward three year growth rate of 19 percent.  
These are the highest amongst all regional indices.  
In our opinion, if earnings growth delivers it will 
validate current price and force a correction of  
multiples to historical levels. Secondly, and more  
importantly, multiples are also stretched due 
to lack of better return yielding investments. 
Continued monetary easing by the ECB has 
shrunk fixed income yields forcing yield hungry  
investors into broad indices as well as defensive 
sectors such as Utilities, Consumer Staples and  
Telecoms. While these sectors carry less risk  
relative to the markets, yields stay vulnerable 
to Beta risk and price volatility. 

We expect Japanese equities to be driven by 
the BOJ’s monetary easing and subsequent 
Japanese yen depreciation. This should make  
exporters more competitive and boost earnings.  
In emerging markets, we stay exposed to China  
where the PBOC is proactive in stimulating the  
economy via infrastructure spending and short  
term rate discounts and to Mexico which is  
our preferred play in Latin America on ongoing  
economic reforms.

EQUITY STRATEGY

“It is clear that 
future performance 
will require better 
earnings growth.”

Sybren Brouwer, 
Global Head Equity 
Research, ABN 
AMRO, Investment 
Strategy
September 2014
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56+24+9+4+3+2+2+t
18+17+13+13+13+10+8+4+3+1+t

EQUITIES

Regional Strategy
• Neutral US at 52.0 percent  

(versus an index weighting 
of 53.7 percent).

• Overweight Japan at 8.9 percent  
(versus an index weighting 
of 7.4 percent).

• Underweight Europe at 23.4 percent  
(versus an index weighting 
of 26.7 percent).

Industry Sector Strategy 
• Overweight Information Technology 

at 16.0 percent (versus an index 
weighting of 13.7 percent).

• Overweight Industrials at 
12.4 percent (versus an index 
weighting of 10.8 percent).

• Overweight Consumer Discretionary, 
and Healthcare at 11.9, and 12.4 percent 
(versus an index weighting of 11.0, 
and 12.0 percent, respectively).

• Underweight Financials, and Consumer 
Staples at 17.6, and 8.8 percent  
(versus an index weighting of  
20.7, and 9.8 percent, respectively).

Geographic Allocation

Sector Allocation

North America 55.3%
Europe 23.4%
Japan 8.9%
Smaller Asia 3.7%
Australia 2.7%
Latin America 1.4%
Other 1.3%

Financials 17.6%
Technology 16.0%
Industrials 12.4%
Health Care 12.4%
Consumer Disc. 11.9%
Energy 9.5%
Consumer Staples 8.8%
Basic Materials 4.2% 
Telecom Services 2.7%
Utilities 1.2%

CONCLUSION AND STRATEGY POINTS
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12+2+27+42+15+2+t
2+44+20+9+5+12+8+t

BONDS

• Stay short duration as 
interest rates gradually rise.

• Hold floating rate notes  
to take advantage of rising  
interest rates.

• Hold shorter-dated 
investment grade corporate 
bonds for their relative yield 
advantage over US Treasuries.

Credit Ratings

LIBOR FRN 12%
CPI FRN 2%
0-1 YR 27%
1-3 YR 42%
3-5 YR 15%
Cash 2%

AAA 2%
AA+ 44%
AA 20%
AA- 9%
A+ 5%
A 12%
A- 8%

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

Bonds Strategy Allocation
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