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The S&P Global
1200 Index
advanced
4.3 percent for
the quarter ended
June 30, 2017.
All returns are
expressed in
US dollars.
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Stock, Bond, Currency Overview
Global Stock Markets
• Global equity markets advanced on the back
of upbeat corporate earnings and improving
synchronized global growth.
• The Healthcare sector performed the best
driven by new product development.
• European equities rose against a backdrop of
broadly supportive economic and political news.

• UK yields rose as inflation picked up and
the central bank expressed confidence in
the economy.

Currency Markets
• The US dollar weakened against all major
currencies on doubts that President Trump
had the necessary power to push economic
reforms through Congress.

Bond Markets

• Further weighing on the US dollar was a
weak May employment report which left
the timing of Fed interest rate hikes
beyond June in question.

• Yields on shorter-dated US Treasuries rose
as the Fed raised the benchmark rate and
indicated one more hike in 2017.

• The euro appreciated versus all major currencies
on signs of broadening economic growth in
the region.

• Yields on longer-maturity Treasuries fell on
subdued inflation expectations.

• The Canadian dollar strengthened versus
the US dollar after Bank of Canada Governor
Poloz indicated he was considering raising
interest rates.

• Asian Emerging Market equities outperformed
their Developed Market counterparts.

• Investment grade corporate bonds outperformed
US Treasuries.
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North American Stock Markets
Indices
US Dow Jones Industrial
US S&P 500
US NASDAQ
Canada TSX
S&P Global 1200

31 Mar 2017

30 Jun 2017

20,663.22
2,362.72
5,911.74
15,547.75
2,063.49

21,349.63
2,423.41
6,140.42
15,182.19
2,135.20

Total Returns
Local Curr.
US$
3.95%
3.09%
4.21%
-1.64%
4.27%

3.95%
3.09%
4.21%
0.72%
4.27%

Source: Bloomberg

All major US
indices reached
an all-time high
in the quarter.

• On April 23 US medical equipment supplier
Becton, Dickinson and Company (BD) said it
will buy C.R. Bard, Inc., a maker of medical
devices, in a $24 billion cash-and-stock
transaction aimed at strengthening BD’s
position in the oncology and surgery markets.
BD said the deal will expand the company’s
focus on the treatment of disease beyond
diabetes to include peripheral vascular
disease, urology, hernia, and cancer. BD fell
4.4 percent while Bard jumped 19.5 percent
on the news.
• On April 26 Home Capital Group Inc.
plummeted 64.9 percent after announcing
that its new $2 billion line of credit would
not be sufficient to resolve its funding
issues. Meanwhile several Canadian banks
and wealth managers stopped offering
Home Capital’s products. This followed a
claim by the Ontario Securities Commission
on March 14 that alleged several members
of the company’s current and former
management team misled investors and did
not comply with various securities laws.
On May 8 Home Capital announced it had
drawn down $1.4 billion of the $2 billion
credit line and had suspended dividends as
deposits sank further.
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• On May 8 Las Vegas Sands Corp., Wynn
Resorts Ltd. and other Macau casino
operators fell after China Union Pay (CUP),
a leading Chinese bank, pulled its ATMs
from the world’s largest gambling market
as part of a corruption crackdown by the
Chinese government. CUP will replace

the ATMs with new ones requiring more
customer identification including facial
recognition technology. The South China
Morning Post reported that ATM customers
in Macau withdraw as much as ten billion
Hong Kong dollars a month (US$1.28 billion).
Sands’ shares fell 2.6 percent and Wynn
declined 1.6 percent on the day.
• On June 16 Amazon.com, Inc., the online
retail giant, announced that it had agreed
to buy Whole Foods Market Inc. for $13.7
billion in a cash deal. Besides becoming a
major player in groceries, Amazon will also
gain valuable distribution space in major
cities by acquiring Whole Food’s locations.
Amazon rose 2.4 percent while Whole Foods
jumped 29.4 percent on the announcement.
• On June 27 the EU’s antitrust commission
fined Google.com $2.7 billion for unfairly
favouring its own shopping services over
those of its rivals. The fine was the biggest
the Commission has ever imposed on a
single company in an antitrust case and
stemmed from unease on how Google
has come to dominate online interaction
in Europe. The Commission gave Google
90 days to stop favouring its own shopping
services in internet searches or face a
further daily penalty of up to five percent
of average daily global revenue of Alphabet
Inc., its parent company. Alphabet fell
2.5 percent on the day.

Latin American Stock Markets
Indices
Mexico Bolsa
Brazil Bovespa
Argentina Merval
Chile IPSA
S&P Global 1200

31 Mar 2017

30 Jun 2017

48,541.56
64,984.07
20,265.32
4,783.42
2,063.49

49,857.49
62,899.97
21,912.63
4,747.24
2,135.20

Total Returns
Local Curr.
US$
3.48%
-3.21%
8.13%
-0.76%
4.27%

7.42%
-8.40%
0.27%
-1.28%
4.27%

Source: Bloomberg

• On April 4 Chilean Empresas CMPC S.A.,
one of Latin America’s largest producers of
paper and pulp, reported that it will invest
one billion Brazilian reais in Brazil over the
next five years as part of an effort to meet
growing demand and achieve leadership
in key market segments, including tissue
papers and baby diapers. CMPC said most of
the investment will be used for expanding
and modernizing production capacity in
all business areas with the key focus on
doubling production capacity for baby
diapers. CMPC’s shares rose 2.7 percent on
the day of the announcement.
• On May 9 Mexican stocks closed at a new
record high, demonstrating their resilience
to Donald Trump anti-trade rhetoric. The rally
was fueled by a weak peso which provided
a boost to exporters and continued
strength in the US economy which benefits
Mexican manufacturers especially given
recent conciliatory comments from
Washington about the future of the North
American Free Trade Agreement. Further,
Mexico’s finance ministry lifted the nation’s
2017 growth estimate after data showed
the economy grew at a surprisingly strong
2.7 percent annual pace in the First Quarter.

probe. Media also said that there were
recordings of conversations between the two
politicians proving that the alleged bribe had
occurred. Brazil’s Bovespa index plummeted
8.8 percent on the day - the biggest daily
decline since the 2008 financial crisis.

Brazil’s Bovespa
index fell amid
renewed political
turmoil.

• On June 6 NII Holdings, Inc., a provider of
wireless communication services under the
Nextel brand in Brazil, and AINMT Holdings
AB, an international telecommunications
company, announced that they had entered
into an agreement to jointly own and
operate Nextel Brazil. AINMT will initially
invest $50 million for a 30 percent stake
in Nextel Brazil with the option to invest
an additional $150 million which would
result in a 60 percent controlling stake.
The transaction will allow Nextel Brazil to
benefit from AINMT’s proven track record
as an accomplished and experienced
operator with significant operations around
the world. NII Holdings, Inc.’s stock price
jumped 30 percent on the day of the
announcement.

• On May 19 Brazilian stocks were hit hard
following a new corruption scandal
involving the recently appointed president,
Michel Temer. Brazil’s media reported that
Temer had paid a bribe to Eduardo Cunha,
the jailed former House speaker in Congress,
to stay silent in the nation’s biggest graft
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European Stock Markets
Indices
UK FTSE
Germany DAX
France CAC 40
Spain IBEX 35
S&P Global 1200
S&P Europe 350

Total Returns
Local Curr.
US$

31 Mar 2017

30 Jun 2017

7,322.92
12,312.87
5,122.51
10,462.90

7,312.72
12,325.12
5,120.68
10,444.50

0.98%
0.10%
2.23%
1.24%

4.73%
6.80%
9.07%
8.02%			

2,063.49
1,546.55

2,135.20
1,533.65

4.27%
0.72%

4.27%
7.46%

Source: Bloomberg

A stronger euro
boosted European
stock markets in
US$ terms aided by
improving economic
data and receding
political risk.

• On April 6 Unilever PLC announced plans to
sell its margarine business, including Flora
and Stork. The move came as part of a
wide-ranging review at the Anglo-Dutch firm
which recently saw off a takeover bid from
US food giant Kraft Heinz Inc. The sale of
Flora and Stork had been flagged in advance
and could fetch £4.8 billion. Unilever’s CEO
Paul Polman also said Unilever was studying
whether to change the company’s status and
was looking at the wider “legal structure”
of having bases in both the UK and the
Netherlands. Unilever’s historic dual-listing
structure has its roots in the company’s
creation when Britain’s Lever Bros merged
with the Dutch margarine maker Unie in the
1930s. Unilever rose one percent on the day.
• On May 4 HSBC Holdings Plc reported
strong First Quarter results and a surprise
jump in adjusted revenue driven by loan
growth in Asia as well as the investment
bank’s performance. Trading revenue rose
29 percent, exceeding the average nine
percent rise at nine of the largest global
investment banks. Incremental savings of
US$400 million in the quarter also played
a key role in profit improvement. Shares of
the bank rallied 3.5 percent on the news –
the most in five months.
• On May 26 shares of Alfa Financial Software
Holding Plc, the UK’s largest technology
Initial Public Offering (IPO) since 2015,
jumped 30 percent on the first trading day.
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Alfa provides software to companies for
equipment leasing, structured asset finance,
as well as for commercial and consumer
lending. Mercedez-Benz and Bank of America
are two of Alfa’s larger clients. Over the past
five years Alfa grew its revenue by 24 percent
per year with a profit margin in excess of
40 percent for each of the past three years.
The IPO was priced at 325 pence a share,
giving Alfa an initial valuation of £975 million.
• On June 7 Banco Santander SA agreed to
buy Banco Popular Espanol SA for a nominal
€1 after European regulators determined
that the troubled Spanish lender was likely
to fail and ordered it to be sold. All of
Popular’s junior bonds will be wiped out as
part of the deal, including its Additional
Tier 1 (AT1) notes. This marked the first
write-off of AT1s industrywide since
regulators developed the bonds in the wake
of the financial crisis as part of efforts to
transfer risk from governments to investors.

Pacific Rim Stock Markets
Indices

Total Returns
US$

31 Mar 2017

30 Jun 2017

Local Curr.

Japan Nikkei
Hong Kong Hang Seng
Hang Seng Red Chip
Korea Kospi
Singapore STI
Taiwan TWSE
Australia ASX 200

18,909.26
24,111.59
3,938.32
2,160.23
3,175.11
9,811.52
5,864.91

20,033.43
25,764.58
4,005.23
2,391.79
3,226.48
10,395.07
5,721.49

6.06%
8.50%
3.31%
10.73%
2.78%
6.92%
-1.58%

5.07%
8.01%
2.85%
8.22%
4.27%
6.85%
-1.17%

S&P Global 1200
FTSE Pacific ex-Japan

2,063.49
477.24

2,135.20
496.10

4.27%
4.90%

4.27%
4.90%

Source: Bloomberg

• On April 10 BHP Billiton Ltd., the world’s biggest
mining company, jumped 4.6 percent as one of
the largest hedge funds, Elliott Management
Corporation, suggested some major changes
to the miner’s setup. Elliot wants BHP to spin
off its US petroleum assets and combine the
two legal entities listed in Sydney and London
into one group headquartered in Australia
and traded in the UK. Elliot also wants BHP
to adopt a consistent capital return policy
that would seek share buybacks rather than
using the cash to make what Elliot says are
expensive acquisitions. Elliot expects the plan
to increase BHP’s value by 50 percent. BHP said
it has been in talks with Elliot for months
and the costs associated with the proposals
outweigh the benefits.
• On April 27 Samsung Electronics Co., Ltd.
reported a First Quarter profit of 9.9 trillion
won (US$8.7 billion), a 48 percent increase
from a year earlier and the second-highest
quarterly profit since the company’s founding.
Surging demand for semiconductors and
light-emitting diodes more than compensated
for plummeting smartphone sales. Samsung
rose 2.4 percent on the day.

sales, slowed home sales, and compelled the
People’s Bank of China to inject $48 billion
into jittery bond markets. China’s banking,
insurance, and securities regulators all played
a part in the clampdown, focusing much of
their attention on the nation’s shadow banking
system. The investment products produced
by that system have funneled huge sums of
cash into local asset markets, but critics say
they employ too much leverage and reduce
transparency. According to Moody’s Investors
Service shadow banking in China increased
by 21 percent in 2016 to the equivalent
of $9.3 trillion or 87 percent of GDP.

Positive earnings
results and fund
flows drove
South Korean equity
prices higher.

• On May 11 India’s stock market, as measured
by the Nifty 50 Index, reached a record high
9,422.40 boosted by expectations interest rates
will fall after an official forecast of a better
monsoon eased inflation fears. Auto stocks
led the rally as gains in Eicher Motors Limited,
the maker of Royal Enfield, posted strong
Fourth Quarter 2016 results. The Nifty 50
closed up 0.2 percent while Eicher Motors
rose 5.7 percent.

• On May 8 Bloomberg reported that recent
financial regulations in China had spurred a
sell-off in equities and bonds since mid-April,
which prompted $21 billion of cancelled debt
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Bermuda & Cayman Stocks
Indices
BSX Index
BSX Insurance Index
S&P Global 1200

Total Returns
Local Curr.
US$

31 Mar 2017

30 Jun 2017

1,939.78
1,852.95
2,063.49

2,021.93
1,914.34
2,135.20

6.79%
3.31%
4.27%

6.79%
3.31%
4.27%

7.50
31.50
13.49
11.65
39.86

7.51
33.50
13.46
12.40
43.80

0.13%
7.36%
1.05%
7.09%
10.46%

0.13%
7.36%
1.05%
7.09%
10.46%

Stocks
Ascendant Group Ltd.
Butterfield Bank
Caribbean Utilities
Consolidated Water Co.
XL Group PLC
Source: Bloomberg

Local shares
posted positive
returns in the
Second Quarter.

• On May 1 Bermuda based Validus Holdings Ltd
Tencent, which is China’s largest internet
completed the $127.5 million takeover of
company, saw revenues climb $7.2 billion;
Archer Daniels Midland’s Crop Risk Services
comfortably beating analyst estimates of
(CRS) business. CRS is a primary crop insurance $6.7 billion. Growth in the company’s mobile
managing agent based in Illinois with $555 million
gaming and advertising units is paying off while
gross premiums written in 2016 and 1,170 agents
Tencent develops new channels of revenue in
across 36 US states. The transaction includes
finance and cloud computing. Tencent ended the
a marketing services agreement under which
week up 4.3 percent after releasing their results.
Archer Daniel Midland and Validus will work
together to offer a full range of farming-related • On June 8 Arch Capital Group Ltd. announced
that it would take an unexpected $38 million
insurance and services to CRS customers.
hit from reinsurance losses emanating from
Validus rose 0.3 percent on the day.
Arch’s property facultative insurance arm.
• On May 15 American International Group (AIG),
This followed filings that showed several board
one of the largest global insurance companies, members, including Arch’s Chairman Dinos
announced that it will appoint Bermudian born
Iordanou, had sold shares in the company in the
Brian Duperreault as its new CEO. Mr. Dupperault
three weeks leading up to the announcement.
is CEO and founder of Hamilton Insurance
Arch’s shares fell 2.0 percent on the news.
Group Ltd. in Bermuda and former CEO of
Marsh & McLennan and ACE Ltd. Mr. Dupperault
is known as the insurance industry’s “elder
statesman” and for his unique ability to
turnaround a struggling company. AIG’s poor
performance over the short term has been a
tipping point for some investors and Dupperault’s
appointment mitigated many of these concerns.
On the day AIG’s shares were up 1.4 percent.
• On May 17 Cayman-registered Tencent Holdings
Limited announced First Quarter revenues
that topped both profit and revenue estimates.
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Global Bond Markets
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 Mar 2017
30 Jun 2017

Total Returns
Local Curr.
US$

1.26%
2.39%
3.01%
1.63%
2.70%
1.14%
0.33%
0.07%

1.39%
2.31%
2.84%
1.76%
2.60%
1.26%
0.47%
0.08%

0.16%
1.52%
4.45%
0.10%
1.62%
-0.76%
-1.23%
-0.01%

0.16%
1.52%
4.45%
2.83%
2.42%
2.99%
5.95%
-0.90%

1,420.90
1,801.11
1,746.69
1,174.42

1,432.68
1,826.45
1,770.47
1,219.17

0.83%
1.41%
1.36%
3.81%

0.83%
1.41%
1.36%
3.81%

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
Source: Bloomberg

• On May 3 Puerto Rico filed for bankruptcy
which was made possible by a one-off vote
by Congress to grant the territory power to file.
The filing caused little reaction in the municipal
market, but the case is likely to have far-reaching
consequences for two reasons: 1) it is the
biggest bankruptcy ever with $74bn at stake
which makes Detroit’s $18bn look puny in
comparison and 2) it is the first state-level
bankruptcy. US States cannot file for bankruptcy
protection and bond holders always assumed
that made their debt safer. Puerto Rico could
not file for protection until Congress gave them
the right with Title III and it is entirely possible
Congress could do the same for a state.
• On May 23 Moody’s Investors Service cut China’s
sovereign credit rating one notch to ‘A1’ citing
the likelihood of a “material rise” in the nation’s
debt load and the burden that will place on
the state’s finances. Moody’s also challenged
the view that the nation’s leadership will be
able to rein in leverage while maintaining the
pace of economic growth. China’s Ministry of
Finance said the cut was “absolutely groundless”
and that Moody’s has underestimated the
capability of the government to deepen reform
and boost demand.
• On May 24 the Bank of Canada held the
benchmark rate steady at 0.50 percent due
to uncertainties regarding US tax and trade

initiatives which will hinder the bank’s ability
to effectively alter monetary policy. Concerns
over elevated house prices have garnered a
lot of attention among international investors
and the bank’s statement was clearly targeted
at assuaging those fears saying that recently
unveiled new rules “have yet to have a
substantial cooling effect on housing markets.”

Shorter-dated
Treasury yields
rose as the Fed
raised interest
rates and indicated
further hikes.

• On May 31 Bloomberg reported US corporations
including Apple Inc., International Business
Machines Corp., and Kellogg Co. had sold more
than €74 billion of notes in the first five months
of 2017 – the busiest start to the year for such
sales in the eurozone since the single currency
was launched in 1999. US company bond
offerings on the continent became increasingly
popular in the first five months as the average
yield for high-grade bonds sold in euros was
0.82 percent compared to the average US-dollar
denominated yield of 3.17 percent.
• On June 14 the Fed raised the benchmark rate
by 25 basis points to the 1.0-1.25 percent range
in view of “realized and expected labor market
conditions and inflation.” The Fed also offered
details on how it plans to start selling the
$4 trillion worth of bonds bought under the
Quantitative Easing programme. The US dollar
firmed in response to the FOMC statement
and yields across the curve rose a couple of
basis points.
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World Currency Markets
Value of Currency
Currency
Australian Dollar
Brazilian Real
British Pound
Canadian Dollar
Euro
Japanese Yen
Swiss Franc

US$1 = value in local currency
31 Mar 2017
1.3108
3.1220
0.7968
1.3318
0.9388
111.3900
1.0026

30 Jun 2017

Change

1.3005
3.3082
0.7678
1.2964
0.8752
112.3900
0.9579

0.8%
-5.6%
3.8%
2.7%
7.3%
-0.9%
4.7%

Source: Bloomberg

The US dollar
weakened against
most majors as
President Trump
failed to push
economic reforms
through Congress.

• On April 18 British Prime Minister Theresa May
called for an early snap election to be held
on June 8. The surprising announcement
boosted the pound on speculation a May
landslide would dilute the influence of Tory
European Union skeptics and remove the
overhang of a 2020 election, allowing a more
orderly exit from the EU. Sterling appreciated
2.2 percent against the US dollar while UK
stocks declined. On June 9 the election result
showed that May’s gambit to grab a bigger
Conservative majority had failed spectacularly
and the pound weakened 1.7 percent against
the US dollar.
• On April 23 Emmanuel Macron, a former
bank executive running as an independent
candidate, emerged from the first round of
the French presidential election with nearly
24 percent of the vote whilst right-wing,
anti-EU candidate Marine Le Pen was close
behind. Macron’s lead alleviated concerns
about a final-round win for Le Pen and the
euro climbed to a five-month high of
$1.0937. This was confirmed by Macron’s
second round landslide two weeks later and
again on June 18 when French voters gave
President Macron’s fledgling new party a
resounding victory in parliamentary elections
as well.
• On April 25 the Canadian dollar depreciated
to the weakest level for the year against the
US dollar after the US Commerce Department
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slapped 20 percent tariffs on imports of
Canadian softwood lumber (used to build
homes) retroactively. The previous tariff
agreement (which was used to compensate
the US industry) expired in 2015.
• On April 27 the Swedish krona depreciated
almost one percent against both the US dollar
and euro as the world’s oldest central
bank surprised the market and announced
a 15 billion kronor increase in its bond
purchases while keeping the deposit rate
at minus 50 basis points. The Riksbank
also seemed to push back its first hike to
mid-2018 from late this year. The board
was split 3-3 meaning that Governor Ingves
cast the deciding vote.
• On June 2 the US dollar dropped to the
lowest level since before the US Presidential
election in November 2016 after the May
employment report missed analyst forecasts,
leaving the timing of Fed interest rate hikes
beyond June in question. Average hourly
earnings growth slowed which raised
questions about whether tight labour
markets with an unemployment rate of
4.3 percent is feeding through to wages,
a key component of inflationary gauges.
The US dollar depreciated versus all of
its G-10 peers and the Bloomberg dollar
index ended the week 0.4 percent lower.

Outlook

FOR THE THIRD QUARTER 2017
A synchronized recovery in both
Developed and Emerging Markets will
boost global growth to an annualized
rate of 3.3 percent in 2017.
• Global manufacturing and trade have firmed,
private sector investment is picking up,
financing conditions remain benign and
commodity prices have stabilized.
• In the US the low unemployment rate
supports wage gains for growth in real
disposable income and ultimately
consumer spending.
• The economic recovery in the eurozone
is broadening across countries with solid
job creation.

Yields in most major advanced
economies are likely to rise gradually as
global economic growth improves and
some monetary stimulus is pulled back.
• The Fed will reduce the size of its balance
sheet and is likely to raise interest rates for
the third time in December as the labour
market tightens and inflation picks up.
• With interest rates rising in the US we
favour Floating Rate Notes (FRNs) as they
actually benefit from higher interest rates
and offer a relatively attractive yield.
• Weak growth and Brexit-related uncertainty
through a difficult negotiation will keep the
Bank of England on hold despite inflation
running above target.

We see moderate US dollar weakness
in Second Half 2017 against European
and Emerging Market currencies as the
Trump administration struggles to get
fiscal policy through Congress.
• Diminished political uncertainty and
improving economic growth across

countries boost the euro against the
US dollar near term.
• Absent higher commodity prices
we take a bearish view on the
Canadian and Australian dollars.
• Emerging Market currencies are supported
by improving global economic growth.

In the absence of another government
led infrastructure story in China
or the delivery of a US infrastructure
rebuild program, we only expect subdued
demand growth for commodities and
their prices.
• Oil prices are soft as reduced OPEC output
is offset by rising US shale production.
• Further gains in gold prices are unlikely.
• Copper inventories are elevated and price
gains are limited.

We are optimistic about the outlook
for global equities amid a gradually
improving cyclical backdrop,
a brightening outlook for the corporate
sector, and a pragmatic approach by
the Fed.
• Manufacturing activity is picking up
momentum which is translating into a
self-sustaining recovery in the eurozone.
• We are overweight in Japan which is more
sensitive to an uptick in global growth than
other Developed Markets.
• Our conviction for Emerging Markets has
risen and we favour Hong Kong, Taiwan,
India and South Korea.

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.
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ECONOMICS
“Global industrial
production
and GDP should
post modestly
above-trend
growth this year.”
Credit Suisse
Global Research,
2017 Midyear
Global Outlook,
June 27, 2017

The World
A synchronized recovery in both Developed
and Emerging Markets will boost global
growth to an annualized rate of 3.3 percent
in 2017 and 3.4 percent in 2018 from 3.1 percent
in 2016, as per Bloomberg consensus estimates.
Global manufacturing and trade have firmed,
private sector investment is picking up,
financing conditions remain benign and
commodity prices have generally stabilized.
Inflation in the US, Japan and eurozone
should pick-up amid stronger economic
growth, tighter labour markets and moderately
faster wage growth. Risks to the outlook are
tilted to the downside despite the possibility
of more expansionary fiscal policy in major
economies. Policy moves in the US and
politics in Europe rank high on our risk agenda.
Escalating trade restrictions could derail a
fragile recovery in trade and undo gains from
past liberalization efforts. A renewed slide
in oil prices could set back the incipient
recovery in oil exporting nations. Further,
both emerging and developing economies
need to rebuild and improve their fiscal
space and accelerate reforms that support
investment, trade and productivity.

North America
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We expect no meaningful fiscal expansion in the
US in 2017 due to the delay in implementation
of the Trump administration’s policies in regards
to tax reform and infrastructure spending.
This autumn the fiscal debates over funding
the government and the debt ceiling will
coincide with a full congressional agenda that
includes healthcare and tax reform. The Trump
agenda is both ambitious and unlikely to be
implemented in its current form. Republicans
have worked hard to reconstruct a healthcare
bill that is passable in the Senate. Meanwhile,
the president’s plans for comprehensive tax
reform stand in contrast to those from the
House and Senate Republican leadership.
On the flipside, capital expenditure in the US

is growing again which should push productivity
higher. Further, the low unemployment rate
supports wage gains and personal income tax
cuts (potential) which should lead to growth
in real disposable income and ultimately
consumer spending. Taken together this paints
a rosier economic picture and we agree with
Bloomberg estimates for an annual growth
rate of 2.2 percent in 2017 before picking-up
to 2.3 percent in 2018.
The Canadian economy has exited the
2014-15 slowdown that followed the oil-price
shock although the traditional drivers of
growth (business investment and exports)
have significantly lagged despite strong
tailwinds from a weaker Canadian dollar.
Growth in Canada is now expected to increase
to an annualized rate of 2.5 percent in 2017
supported by fiscal initiatives, export-market
growth, and the nadir in energy-sector
investments before slowing to 2.0 percent
in 2018.

Europe
The economic recovery is broadening across
countries and sectors with solid job creation.
We agree with Bloomberg consensus for
an annualized growth of 1.7 percent in 2017
which slows to 1.6 percent in 2018. Stronger
global demand, low financing costs, and a
bigger fiscal boost should result in capital
inflows and ultimately euro appreciation.
As more countries besides Germany and
Spain expand and more sectors (such as
manufacturing and construction) grow, the
recovery in the region will become more
self-sustained. Inflation will slowly normalise,
but despite an improving labour market,
wage pressures are low near term as the key
wage negotiations are only scheduled for
spring 2018. The election of pro-business
and pro-Europe candidate Macron as France’s
president has eased a key political risk in Europe
for now and driven business and investor
confidence and growth expectations higher.

Economic growth in the UK will slow to
1.7 percent in 2017 and 1.3 percent in
2018 as rising inflation dampens real
consumer spending, the key driver of
the UK economy while companies remain
cautious and hold back on investment on
uncertain Brexit negotiations.

Pacific Basin /Asia
Japan’s economic growth is supported by solid
export growth and a recovery in domestic
demand as durable goods consumption
is beginning to bottom out following the
April 2014 consumption tax hike. The labour
market is tightening due to demographics
and inflation is picking up gradually amid
accelerating hourly wages. Should the yen fail
to weaken from current levels, the stronger
currency could act as a headwind to exporters.
For 2017 annualized growth is expected at
1.3 percent but slowing to 1.0 percent in 2018.
China’s gradual transition to slower but more
sustainable growth continues as expected
with an annualized growth rate of 6.6 percent
in 2017, slowing to 6.3 percent in 2018. The
key drag on growth is slower housing activity
and auto sales amid managed, calibrated
monetary policy tightening. This weakness
could be partly offset by stronger external
demand as global growth picks up. We believe
stable growth and job creation remains a key
objective of policymakers ahead of the
Communist Party Congress in Q4 2017. Thus,
we expect authorities to maintain fiscal
stimulus to partly offset a gradually tighter
monetary policy.

estimates of 7.1 percent in 2017 improving to
7.5 percent in 2018 on an annualized basis.
The outlook for Australia appears weak with
annualized growth of 2.4 percent in 2017
as consumers are squeezed between
record-low income growth (with average
wages falling), rapidly increasing cost of
living pressures and a credit crunch as
regulators take a stricter interpretation
of responsible lending guidelines. Further,
China’s deleveraging weighs on Australia’s
exports whilst commodity prices are soft.

“We think China is
looking stable right
now and should
help emerging Asia’s
outlook near-term.”
Dr. Win Thin,
Brown Brothers
Harriman & Co,
2017 Third
Quarter Outlook,
June 26, 2017

Latin America
In the midst of ongoing political turmoil
the Brazilian economy is on track to emerge
from two years of recession led by exports.
For 2017 annualized economic growth is
estimated at 0.7 percent. Investment and
private consumption are still soft, but falling
inflation gives the central bank room to cut
rates to support growth. For 2018 growth is
estimated at 2.2 percent.
Mexico has been and remains a beneficiary
of the rebound in global trade with exports
recently rising to record levels, providing
a boost to manufacturers. Still, growth in
2017 is estimated at 2.0 percent, down
from 2.3 percent in 2016. Uncertainty about
the relationship with the US and the threat
of harsh protectionism could dampen
sentiment somewhat.

In India, consumption growth remains on a
solid recovery path. This pick-up in demand
translates to higher capacity utilization which
supports a recovery in capital spending.
The government’s fiscal consolidation and
productivity-enhancing reforms further
improves growth prospects with consensus
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BONDS
“We’ve made it very
clear that we think it
will be appropriate
to the attainment
of our goals to
raise interest rates
very gradually.”

Yields in most major advanced economies
are likely to rise gradually as global economic
growth improves and some monetary stimulus
is pulled back. Persistent low inflation in the
developed world is holding back a sharper
increase in yields.

Janet Yellen,
Fed Chair,
June 27, 2017

In the US the Fed will reduce the size of its
balance sheet and is likely to raise interest
rates for the third time in December as the
labour market tightens and inflation picks up.
The Fed’s approach will be gradual so as to
not derail the economic recovery and the
central bank will also closely monitor the
reaction in the market when it starts reducing
its balance sheet size. For fixed coupon bonds
we prefer shorter-dated investment grade
corporate bonds over US Treasuries as the
additional yield provided by them helps
offset the expected gradual rise in yields
and enables them to outperform government
bonds. With interest rates rising in the US,
we favour Floating Rate Notes (FRNs) as
they actually benefit from higher interest
rates and offer a relatively attractive yield.
We expect monetary policy in Canada to
become gradually more hawkish as the Bank
of Canada is getting closer to unwinding the
“insurance” rate cuts of 2015 that spurred
property prices and rising household debt.
One major concern for when the central
bank commences a rate normalization cycle
is the impact on the Canadian dollar which
has been a source of economic stimulus
since the oil-price dropped. Too many hikes
too soon would result in a stronger loonie,
thereby complicating economic rebalancing
and making exports less competitive. For this
reason we expect the central bank to keep
rates on hold until Spring 2018.
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In the eurozone the ECB will hold the deposit
rate unchanged at negative 0.40 basis points
through 2017 but is likely to announce tapering
of the Quantitative Easing programme in the

Second Half as economic conditions improve
resulting in yields rising from ultra-low levels.
The inflation path does not allow for a fast
policy normalisation and euro appreciation
and, if persistent, may make the ECB more
cautious. Macron’s victory in France significantly
reduces political uncertainty in Europe,
paving the way for rising yields in core
eurozone nations.
Weak growth and Brexit-related uncertainty
through a difficult negotiation – whose
outcome remains uncertain until late 2018
– will keep the Bank of England on hold
despite inflation running above target.
Two schools of thought exist amongst the
Bank’s committee members. The majority
of the members (the doves) are placing more
emphasis on the squeeze on real incomes
as wage growth is running below the rate
of inflation weakening consumers’ spending
power. The other members (the hawks) see
a greater possibility that the slowdown in
consumer spending will be offset by both
investment and exports. Our view is more
aligned with the doves and the central bank
should not need to worry about inflation
running temporarily above target after having
undershot the target in the last few years.
Despite slowing economic growth the scope
for the Reserve Bank of Australia to cut
interest rates is limited as ultra-low rates
have contributed to a double-digit increase
in household debt at a time of weak income
growth. This saps consumer spending power
making the economy less resilient to shocks.
At the same time, conventional policy buffers
are thin with the cash target rate at just
1.5 percent putting added importance on a weak
Aussie dollar to keep exports competitive.

CURRENCIES
We see moderate US dollar weakness in
Second Half 2017 against European and
Emerging Market currencies but US dollar
strength against commodity currencies and
the Japanese yen. The Fed is taking gradual
steps raising interest rates while other major
central banks are still on hold. Whilst a wider
interest rate differential should boost the
US dollar, this is offset by political uncertainty
regarding proposed reforms from the Trump
administration. Should proposed reforms
be agreed upon later this year, the US dollar
may rally as fiscal stimulus will boost
economic growth.
In Europe diminished political uncertainty
and improving economic growth across
countries and sectors should result in capital
market inflows boosting the euro against
the US dollar near term. Still the eurozone
is not an optimal currency area facing
significant internal economic divergence
which limits euro strength long term.

as debt and asset valuations (property prices
in particular) have soared. Central banks in
these three nations are stuck between a rock
and a hard place having very limited ability
to adjust monetary policies. On one hand
rate cuts to stimulate economic growth are
pretty much off the table as this could boost
elevated debt levels further. On the other
hand rate hikes would result in unwanted
currency strength and make their exports
less competitive. Absent higher commodity
prices we take a bearish view on these
currencies against the US dollar.

“With growth
and interest
rate trends now
converging rather
than diverging,
we think the USD
is liable to weaken
going forward.”
Shaun Osborne,
Chief ForeignExchange Strategist,
Bank of Nova Scotia,
Toronto,
June 30, 2017

Global economic growth is improving and
accommodative monetary policies around
the globe provide ample liquidity conditions
giving support to better yielding Emerging
Market currencies.

Sterling’s medium-to-long term fate will
be decided by Brexit negotiations. For now
our expectation is for Sterling to be rangebound on a trade-weighted basis. Particularly
acrimonious or muddled starts to the Brexit
talks could result in a weaker pound.
The Japanese yen should weaken against
the US dollar and the euro in line with
equity market strength on expectations that
Japanese investors will buy more foreign
assets amid higher risk appetite whilst the
Bank of Japan pursues an accommodative
monetary policy. Further, the central bank’s
policies will keep interest rates low making
the yen a favoured funding currency for
investments in better yielding currencies.
Canada, Australia and Norway have high
exposure to commodities which at current
prices are limiting local income. This has
resulted in a significant deterioration of
household balance sheets at the same time
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COMMODITIES
“The persistent
supply surplus,
doubts about
the OPEC deal’s
effectiveness and the
revived U.S. shale
boom remain the
dominant themes.”
Norbert Ruecker,
Head of Commodities
research, Julius Baer
Group in Zurich,
June 7, 2017

Commodity prices have responded positively
to three separate drivers since Fourth Quarter
2016: the reflation trade following the US
election; another China credit surge; and a
series of supply constraints and shocks – OPEC’s
resolution to cut production, the world’s
two largest copper mines temporarily closed
as well as China’s cutting of aluminium smelter
growth to reduce pollution. Not only are these
mostly exogenous drivers now moderating
but global commodity demand has also not
risen significantly to deliver a sustainable
price lift. Furthermore, oil’s weak performance
has dragged on the performance of other
commodities. Hence in the absence of another
government led infrastructure story in China
or the delivery of a US infrastructure rebuild
program, we only expect subdued demand
growth for commodities and their prices.
Oversupply will keep oil prices soft. OPEC
oil production has fallen considerably since
their first cuts were announced. However,
US production growth has exceeded
expectations and inventories have hit new
highs. This has resulted in the supply-demand
gap persisting for longer than anticipated.
In recent weeks, OPEC once again was faced
with a difficult choice -- extend the production
cuts to bring down the excessive inventories
or end the cuts to protect their market share.
OPEC decided for the former and extended
the agreement for another nine months.
If compliance stays strong, which seems likely,
this could be sufficient to drive oil prices
higher. However when the agreement ends,
and coinciding with strong US shale growth,
the market once again looks oversupplied
in 2018.
We do not see much fundamental support
for gold this year and further gains are unlikely.
The recent uptick in gold was largely a
function of lower US Treasury yields and
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a weaker US dollar. Moreover, key events
including the new US Government’s handling
of trade relations, ongoing political disputes
(Russia, North Korea, and Syria), and
uncertainty over China’s management of
domestic economic activity also supported
gold prices. Looking ahead, prices are likely
to be range- bound. Political concerns and
lingering trade concerns are supportive
for prices; but on the flip side, faster than
expected Fed hikes could derail sentiment.
We believe copper’s further ascent is limited
as inventories remain elevated and the
demand growth rate in China (responsible
for 45 percent of global total) and abroad
remains insufficient to deliver a sustained
price lift as supply constraints have eased.

EQUITY STRATEGY
We are optimistic about the outlook for
global equities amid a gradually improving
cyclical backdrop, a brightening outlook
for the corporate sector, and a pragmatic
approach by the Fed. Although equity markets
have rallied quickly to price in the shift, we
still see opportunities especially outside the
US after many years of US outperformance
and have adjusted our weightings accordingly.
As non-US markets tend to have greater leverage
to global growth, we see this leading to an even
bigger earnings boost as reflation accelerates.
Within sectors we are overweight Information
Technology, Financials and Health Care in
the US. Tech remains our biggest overweight
as the sector has stronger trend earnings
growth and return on equity than the market
underpinned by technological innovation,
consolidation, and trends in consumer
demand (e-commerce, social media, mobile
internet and big data/cloud). On tax reform,
Technology will broadly benefit from any tax
repatriation scheme. In Financials, the strong
earnings growth story remains intact driven
by synchronous global economic growth,
deregulation, cost cutting, as well as rising
interest rates. Financials is also the cheapest
sector on forward price-to-earnings.
In Europe, there are signs manufacturing
activity is picking up momentum which is
translating into a self-sustaining recovery.
In 2016, eurozone GDP growth topped that of
US for the first time since 2011. Credit growth
is accelerating, retail sales are improving,
and falling unemployment is driving up wages.
While political risk is surging in the US, the
same is falling in Europe as Macron’s victory
in France has delivered a setback to radical
populism and has improved the prospects
of Merkel’s re-election in Germany. We also
expect double digit earnings growth over
the next 12 months. Valuations at 15.3 times
forward earnings remain well below the US
reading of 17.7 times.

Our conviction for Emerging Markets (EM) has
risen and we have increased our exposure
since the last time of our writing. Several EM
economies have larger foreign exchange reserves,
smaller current account deficits, muted
dependence on commodities, and more flexible
currencies than they did in previous decades
reducing the risk of a financial shock. Crucially,
compared with developed markets, many
emerging markets have more attractive
demographics and stronger tailwinds from
rising consumption as the middle class expands.
EM countries also stand to benefit from broad
improvement in global growth. This includes
the rebound in Europe and Japan. Sectors that
are cyclically tilted should benefit from the
upturn in in global growth. This leads us to
prefer EM Asia against other regions given its
heavy exposure to such sectors. The open
economies of Asia are already feeling the
benefits with export growth at its highest
level in five years which is feeding through to
significant pick up in earnings expectations.
More importantly, EM equities appear attractively
valued. Despite the double digit performance
of EM equities in 2016 and so far in 2017, price to
book ratios are still below their 20-year average.

“US equities do
not look cheap,
especially with
gains post the U.S
presidential election
powered mostly by
multiple expansion.
This helps explain
our preference for
European, Japanese
and emerging
markets.”
Black Rock Blog,
Where we
see investing
opportunities now,
April 20, 2017

We are overweight in Japan. The region is more
sensitive to an uptick in global growth than
other Developed Markets. Japan boasts the
fastest corporate earnings growth (about 29%
consensus growth for TOPIX in 2017), sustained
manufacturing momentum, improving margins,
recovering inflation and low unemployment rate.
In addition, shareholder friendly policies, Bank
of Japan ETF buying, and prospects for foreign
investors to revisit the market all remain
key positives.
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CONCLUSION AND STRATEGY POINTS
EQUITIES

(50% S&P Global 1200 and 50% S&P 500)

Currency Strategy
• Underweight North America at 64.8 percent
(versus a Blended Benchmark weighting
of 78.4 percent).
• Overweight Japan at 7.5 percent (versus
Benchmark weighting of 3.9 percent).
• Overweight Europe at 14.5 percent (versus
Benchmark weighting of 13.2 percent).
• Overweight Emerging Asia at 10.3 percent
(versus Benchmark weighting of 2.3 percent).
• Underweight Australia at 0.0 percent
(versus Benchmark weighting of 1.3 percent).

Sector Strategy
• Overweight Information Technology,
Financials, and Health Care at 26.4 percent,
19.3 percent, and 15.5 percent, respectively
(versus Benchmark weighting of 19.4 percent,
16.5 percent, and 13.3 percent, respectively).
• Equal weight Industrials and Materials at
10.8 percent and 3.9 percent, respectively.
• Underweight Consumer Discretionary,
Energy, Consumer Staples, Real Estate,
Utilities, and Telecommunication at
11.4 percent, 4.2 percent, 2.9 percent,
0.9 percent, 0.9 percent, and 0.9 percent,
respectively (versus Benchmark weighting
of 11.8 percent, 6.1 percent, 9.4 percent,
2.8 percent, 3.2 percent, and 2.8 percent,
respectively).

Currency Strategy
• Underweight the US dollar at 74.9 percent
(versus Benchmark weighting of 77.0 percent).
• Underweight the euro at 5.1 percent
(versus Benchmark weighting of 7.7 percent).
• Equal weight the yen at 3.9 percent.
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65+15+7103t
26+11+1619341t
Geographic Allocation

North America
Europe
Japan
Emerging Asia
Australia
Cash

64.8%
14.5%
7.5%
10.3%
0.0%
2.9%

Sector Allocation

Technology
26.4%
Consumer Disc. 11.4%
Healthcare
15.5%
Financials
19.3%
Consumer Staples 2.9%
Industrials
10.8%
Energy
4.2%
Materials
3.9%
Cash
2.9%
Utilities
0.9%
Telecom Services 0.9%
Real Estate
0.9%

BONDS
• Maintain a shorter duration
on fixed coupon bonds
to position for rising
interest rates.
• Hold shorter-dated
investment grade corporate
bonds for their relative yield
advantage over Treasuries.
• Hold floating-rate notes
to benefit from rising
interest rates.

39+4+19362t
21+27+4201216t
Bonds Strategy Allocation

LIBOR FRN 39%
CPI FRN
4%
0-1 YR
19%
1-3 YR
36%
3-5 YR
0%
Cash
2%

Credit Ratings

AA+
AAA+
A
ABBB+

21%
27%
4%
20%
12%
16%

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
filed with the US Securities and
Exchange Commission.
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