
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’s 
services are only for 
suitable investors who 
are able to bear a loss 
of their investments 
plus any undistributed 
profits. Examine the 
information contained 
in the Fund’s Information 
Memorandum carefully 
before deciding to invest. 
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.

INVESTMENT MANAGERS SECURITIES ANALYSTS DECEMBER 2014

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’s 
services are only for 
suitable investors who 
are able to bear a loss 
of their investments 
plus any undistributed 
profits. Examine the 
information contained 
in the Fund’s Information 
Memorandum carefully 
before deciding to invest. 
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.

INVESTMENT MANAGERS SECURITIES ANALYSTS

With 
higher US 
production, 
global 
crude oil 
fundamentals 
have shifted.

On November 27 2014, 
OPEC - an organization of  

twelve oil producing nations,  

took an unprecedented 

decision which forced a 

free fall in crude oil prices. 

The decision marked an 

important turning point in  

energy fundamentals and  

confirmed the US as a disrupter  

in the heretofore Arab  

dominated crude oil party.

THE TRADE 
BALANCE GAME

Traditionally, the supply for  

crude oil was dominated  

by countries which were  

net exporters of the 

product. These were the 

twelve OPEC members, 

Russia and select Latin 

American countries which 

have trade balances tied 

to energy revenues and 

supported by higher crude  

oil prices. OPEC, dominated  

by the Saudi Arabia, set 

the precedence to always 

collectively pare back 

production to support 

prices and Non-OPEC  

countries while under no  

obligation always acted  

in-step with the large  

producers.

 

ENTER THE US WILDCATTERS

Over the last decade, companies in the US started realizing the potential 

of unconventional oil and gas reserves. As technology improved, the cost 

of developing shale assets became economically feasible and production 

started to come online from areas which were not historically oil and gas 

strong holds. These included the shale basins of Bakken in North Dakota, 

Marcellus and Utica in New York and Pennsylvania, and Permian and Eagle 

Ford in Texas. Combining leverage from historically low interest rates 

and the risk appetite of an American wildcatter, the US evolved into the 

second largest crude oil producer behind Saudi Arabia with production 

growing at an average rate of over 12 percent in the last five years.

How the US disrupted the 
traditional energy market
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OPEC FIGHTS BACK

The US move up the ranks in crude oil production disrupted the OPEC 

hierarchy. Now the traditional producers had amidst them a diversified 

economy not dependent on oil prices and production not dictated by state 

and public enterprises. Producers in the US were driven by profitability and 

not government trade balances, and paring production to support prices was 

never an obligation. In this scenario, supply outpaced demand and crude oil 

prices came under pressure falling below their historic $100/bbl range. By the 

November OPEC meeting, the member countries were faced with two options: 

• Pare back production: This option would support crude oil prices and give  

temporary relief to countries requiring a higher price for their budget 

purposes but, at the same time, provide US producers a higher incentive to  

continue adding supply and gain market share. 

• Fight for market share: This option meant OPEC would let market supply/demand  

find a price for crude oil and producers with a higher cost of producers  

(US shale) would be naturally weeded out till the market finds a balance. 

This would create near term pain for US shale producers but would provide 

an incentive to improve technology and lower cost in the long term. 

SAUDI ARABIA SHOWS NO LOVE

While OPEC decided on the latter 

option in their November meeting, 

consensus was dominated by Saudi Arabia 

and showed little sympathy towards 

members like Venezuela, Nigeria, Iran 

and Iraq whose economies depend on 

a materially higher crude oil price to 

balance their budgets. Following the 

decision, crude oil prices plummeted 

and created an extensive ripple effect:

1. US Energy Sector: As a first consequence, 

the high cost shale producers were 

hit. Production from the US, while 

still expected to grow, will do so at a 

slower rate. Stock prices for standalone 

plays, such as Goodrich, Oasis and 

Whiting Petroleum, witnessed significant 

correction. In the near term, exploration 

and production companies in the US 

look to focus their resources on low 

cost shale development areas and, in the 

long run, develop technology to lower 

the cost of production from shale. 

2. US high yield debt: As mentioned 

previously, growth in the sector 

was spurred by leverage available 

in the existing low interest rate 

environment. A lower production 

outlook risked the companies’ ability 

to repay debt and forced energy 

yields higher. The Bloomberg US high 

yield corporate index declined over 

5 percent after the announcement.

3. Venezuela: With a government budget 

based on $200/bbl, the market priced  

the country’s probability of a default  

at 93 percent.

US Oil Production (Thousand Barrels per Day)
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Good question indeed for the real economy of the US is doing just fine right now. Third  

quarter GDP growth was 3.9 percent, Inflation is running at 1.7 percent annually, 

Industrial Production is up and headline Unemployment is down to 5.8 percent. Year on 

year US corporate earnings growth is positive in all sectors of the S&P 500 index.  

 However, for the third quarter end out of four in 2014, global stock indices are falling.   

In Q1 2014, it was all about geo-politics: ISIS, Syria, Russia, Crimea and the Ukraine. In Q3, 

it was about the Fed announcing the end of Quantitative Easing (QE) in October. This 

time around it’s all about oil. The price of oil has fallen below $60/bbl and taken the 

broad US stock market indices with it. 

 One reason may be that institutional asset managers are taking profits ahead of  

quarter end as US equities have had a strong year thus far (far better than global indices).  

Furthermore, tax loss selling of those falling stocks is adding to the speed of certain  

stocks’ price declines. 

 Investor fear is also likely to be playing a part. The memory of 2008/9 is fresh in 

the mind with equity investors wary of holding stocks in a falling market. The Credit 

Suisse Risk Aversion Index currently shows in near “Panic” territory. 

 Cramer makes another good point when he suggests that the algorithm driven 

machines that drive most hedge fund and institutional trading link the price of oil to 

the S&P 500 and when that variable turns negative, a selling signal is sent.  

 Economic reality seems to have been suspended amidst all this noise. We think it 

strange that few pundits noticed that by ending QE in October, what the Fed was really 

saying was that it worked and the real US economy doesn’t need any more help.  

 The US economy is booming and inflation pressures have eased even further 

with the price of oil falling suggesting that in this key time of the Christmas season, 

consumers will have more disposable income.  

 A Bankrate survey of consumer trends suggests that although 82 percent of consumers  

will not spend more of the $149 million per day of nationwide gasoline price savings,  

another 16 percent will. 

— Jim Cramer from Mad Money on 15th December 2014

4. Russia: Already burdened with  

sanctions, the budget deficit 

widened with the ruble depreciating  

15 percent. On December 16, 

the Russian central bank raised 

interest rates from 10.5 percent 

to 17 percent to attract capital. 

Instead, the market took it as a 

signal of distress and the currency 

depreciated another 2.5 percent.

5. The Net importers: While US  

producers felt the pinch from lower 

crude oil prices, US consumers 

rejoiced at lower gasoline 

prices. Higher personal income 

is inadvertently expected to 

help the US economy by fueling 

spending and bringing down the 

cost of production. The same is 

true for other net importers of 

crude oil which includes Europe,  

Japan and pockets of the emerging  

Asian market.

THE WILDCATTERS 
SHOULD BOUNCE BACK

While the US oil producers will 

certainly feel the pinch of the OPEC  

decision in the near term, we should  

not rule out the US energy service 

industry’s ability to innovate and  

subsequently lower cost. Ultimately, 

the free-market driven energy sector  

in the US stands in a more advantaged  

position in the long run versus the 

regulated state-run energy sectors 

of the oil exporting countries.

“How the heck can the 

S&P keep going down 

when so many things  
are going right?”



Global Dividend Income Fund Performance	 Q4/14	 1-Year	 2-Year	 3-Year	 Since	Incept.
	 	 	 (Annualized)	 (Annualized)	 (Annualized)

Dividend Fund 2.40% 1.67% 4.38% — 3.06% 

GDI Total Return  3.31%  4.24%  7.47% —  5.75% 

Benchmark  0.98% 5.52% 15.32% — 14.92% 

RISK:	 LOW	 HIGH

Benchmark: S&P Global 1200 Index
Inception Date: September 28, 2012

Short Duration Income Fund

Global Balanced Fund

Global Equities Fund

Performance	 Q4/14	 1-Year	 2-Year	 3-Year	 Since	Incept.
	 	 	 (Annualized)	 (Annualized)	 (Annualized)

Performance	 Q4/14	 1-Year	 2-Year	 3-Year	 Since	Incept.
	 	 	 (Annualized)	 (Annualized)	 (Annualized)

Performance	 Q4/14	 1-Year	 2-Year	 3-Year	 Since	Incept.
	 	 	 (Annualized)	 (Annualized)	 (Annualized)

Short Duration Fund 0.01% 0.20% -0.27% -0.29% 1.37% 

Benchmark 0.17% 0.60% 0.48% 1.40% 2.43% 

Balanced Fund -1.45% -1.82% 4.59% 4.68% 1.89% 

Benchmark 0.95% 3.75% 8.80% 8.40% 3.38% 

Equities Fund -1.75% -2.36% 7.27% 6.43% 0.12% 

Benchmark 0.98% 5.52% 15.32% 15.84% 4.69% 
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and the Bermuda Stock Exchange.

RISK:	 LOW	 HIGH

RISK:	 LOW	 HIGH

RISK:	 LOW	 HIGH

Benchmark: Citigroup 1-3yr Treas Index
Inception Date: December 29, 2006

Benchmark: Blended Composite †

Inception Date: December 29, 2006

Benchmark: *S&P Global 1200 Index
Inception Date: December 29, 2006

PERFORMANCE

Past Performance is not 
indicative of future results. 

Please note that the investment 
return and principal value of 

an investment will fluctuate so 
that an invetor’s shares, when 

redeemed, may be worth more 
or less than their original cost; 
and that current performance 
may be lower or higher than  

the performance data quoted.
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*Prior to April 1, 2012 benchmark was FTSE World Equity Index.       † 60% S&P Global 1200 Index/ 20% Citigroup 1-3Yr Treas. Index/ 20% Citigroup 3-7 Yr Treas. Index

Equities Q4 2014 
Global equity markets closed 
the fourth quarter in positive 
territory after losing as much as  
six percent in the first few weeks  
of the period. The US markets 
maintained a strong lead as 
corporate earnings improved and 
economic indicators suggested 
strength in the economy. Moreover,  
lower gasoline prices added to 
consumer confidence coming 
into the holiday season. In Europe, 
markets underperformed on 
low growth prospects while 
uncertainty from the Greek 
elections further dented investor  
confidence towards the end of 
the quarter.

Currencies Q4 2014 
The US dollar advanced against 
all major currencies in the 
fourth quarter on expectations 
of the Fed raising interest rates 
in 2015 amid an improving 
economy and labour market. 
The euro continued to weaken 
against the dollar due to weak 
growth in the region, low 
inflation, and expectations 
of additional stimulus by the 
ECB in 2015. The Canadian 
dollar also weakened against 
the US dollar as oil prices fell 
but unexpectedly strong GDP 
data for October mitigated the 
loonie’s depreciation against 
the greenback.

Fixed Income Q4 2014 
Interest rates in the developed 
world continued to fall in the 
fourth quarter amid weakness 
in the global economy and low 
inflation. Despite expectations 
of the Fed raising interest rates 
in 2015, US Treasuries were 
supported by low inflation, 
risk aversion, and demand for 
their relatively higher yield 
versus other developed nations. 
Yields in the eurozone fell on 
expectations of further stimulus 
by the ECB while UK yields fell 
on lower inflation expectations 
following the decline in energy 
prices.

as at 31st December 2014


