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The S&P Global
1200 Index declined
0.9 percent for the
quarter ended
March 31, 2018.
All returns are
expressed in
US dollars.
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DJIA
S&P 500
NASDAQ
TSX

-2.0%
-0.8%
2.6%
-7.3%

3
4
5
6

BSX
Bolsa
Bovespa
Merval

15.8%
1.1%
11.8%
-4.4%

7
8
9
10

UK FTSE
CAC
DAX
Kospi

-3.8%
-0.3%
-4.3%
0.1%

11
12
13
14

Nikkei
Hang Seng
Straits Times
ASX

0.6%
0.5%
3.1%
-5.1%

Source: Bloomberg

Stock, Bond, Currency Overview
Global Stock Markets
• Global equity markets declined as volatility
returned abruptly at the beginning of February.
• US large cap equities fell as investors absorbed
the implications of trade tensions, higher interest
rates, firming inflation, and fiscal stimulus.
• US companies reported strong earnings and
analysts revised earnings estimates higher for
2018 as companies communicated the effect
the tax cuts would have on their earnings.
• Emerging Market equities were a bright spot due
to improving and more resilient fundamentals
in both economic and earnings growth.

Bond Markets
• US Treasury yields rose, driven by rising inflation
expectations and prospects of faster
normalization of US monetary policy.
• Investment grade corporate bonds
underperformed government bonds amid
less risk appetite.

• German sovereign yields rose, but to a lesser
extent than those in the US, as eurozone
business and consumer confidence levels fell
back from elevated levels and inflation
remained low.

Currency Markets
• The US dollar weakened against most major
currencies on uncertainty from US trade policy.
• Sterling gained versus most major currencies
on constructive developments on Brexit
negotiations and a hawkish central bank.
• The Canadian dollar depreciated against
the US dollar on soft economic data and
NAFTA concerns.
• The Japanese yen initially rallied on speculation
that the Bank of Japan may consider exiting
policy stimulus sooner than previously
expected and later on safe haven demand
amid rising market volatility.
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North American Stock Markets
Indices

31 Dec 2017

31 Mar2018

24,719.22
2,673.61
6,903.39
16,209.13
2,349.63

24,103.11
2,640.87
7,063.45
15,367.29
2,314.28

US Dow Jones Industrial
US S&P 500
US NASDAQ
Canada TSX
S&P Global 1200

Total Returns
Local Curr.
US$
-1.96%
-0.76%
2.59%
-4.52%
-0.92%

-1.96%
-0.76%
2.59%
-7.30%
-0.92%

Source: Bloomberg

Major US indices
registered losses
amid concerns
around trade policy,
hawkish comments
from the Fed, and
the prospect of
aggressive regulation
of social media.

• On January 26 the Wall Street Journal
reported that casino industry legend Steve
Wynn, the founder and chairman of Wynn
Resorts Ltd., sexually harassed numerous
women over many years. Steve Wynn denied
the allegations. While Wynn Resorts is based
in Las Vegas, the company generates more
than 70 percent of its business in the Chinese
gambling market of Macau. Upon the
allegations, Macau’s Gaming Inspection &
Coordination Bureau talked with Wynn
management and wanted to make sure major
shareholders, directors, and key employees
meet suitable qualifications. Wynn’s shares
tumbled 19.4 percent in the two trading days
following the allegations. On February 6
Steve Wynn resigned as chairman and CEO
of Wynn Resorts.
• On January 29 soda maker Dr Pepper Snapple
Group, Inc. announced the company will
be acquired by Keurig Green Mountain, Inc.
(owned by Luxembourg-based privately
held conglomerate JAB Holding Company)
to form a drinks company with brands
like Green Mountain Coffee, 7UP, Snapple,
and Sunkist. The two companies expect
$600 million in cost-savings and see
opportunities to expand the business such
as by selling coffee in bottles and in vending
machines. Further, Dr Pepper’s direct-to-store
delivery model will be complemented by
Keurig’s online presence and relationships
with major supermarket chains. Dr Pepper’s
shares jumped 22.4 percent on the day.
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• On February 5 Wells Fargo & Company,
America’s third-biggest bank by assets,

was slapped with unprecedented legal
sanctions by the Federal Reserve on the back
of the lender’s pattern of consumer abuses
and compliance lapses. Until Wells Fargo
addresses shortcomings in areas including
internal oversight, the bank can’t take any
action that would boost total assets beyond
their level at the end of 2017 without the
Fed’s permission – this will literally prevent
Wells Fargo from expanding at all for the
foreseeable future. As markets digested
the news, Wells Fargo dropped 9.2 percent.
• On March 1 US President Donald Trump
announced he would slap tariffs on imports
of steel and aluminum into the US. The
automotive industry accounts for 26 percent
of total steel demand in the US, and auto
companies gave notice that higher metal
costs would be bad for their bottom lines.
Steel stocks rose 3.3 percent while automobile
and machinery stocks fell 3.3 percent and
2.7 percent, respectively.
• On March 19 Bloomberg reported the Federal
Trade Commission was investigating whether
the use of personal data from 50 million
Facebook users by Cambridge Analytica
violated a consent decree the tech company
signed with the agency in 2011. Facebook
maintained the mishandling of data was the
result of abuse on the part of Cambridge
Analytica and app developer Aleksandr Kogan.
Further, Facebook said the company
“respected the privacy settings that people
had in place.” Facebook, Inc.’s shares fell
6.8 percent on the day.

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

Total Returns
Local Curr.
US$

31 Dec 2017

31 Mar2018

49,354.42
76,402.08
30,065.61
5,564.60

46,124.85
85,365.56
31,114.93
5,542.22

-6.35%
11.73%
3.49%
-0.40%

1.06%
11.83%
-4.41%
1.30%

2,349.63

2,314.28

-0.92%

-0.92%

Source: Bloomberg

• On January 24 an appeals court in Brazil
unanimously upheld ex-President and
current presidential front-runner Luiz Inacio
Lula da Silva’s (Lula) corruption conviction.
While the ex-leader can still take his appeal
to a higher court, the decision could prohibit
Lula from running as a candidate for
October’s presidential election. The decision
could have big repercussions for Brazil’s
economy. Lula had promised, if elected,
to roll back market-friendly reforms and,
on the day of the judges’ ruling, Brazil’s
Ibovespa equity index soared 3.7 percent to
a record 83,680 and the real appreciated
against all major currencies.
• On February 22 Banco do Brasil S.A., the
second largest bank by assets in Brazil and
Latin America, announced Fourth Quarter
2017 earnings which beat analysts’ estimates
with a net profit 13.9 percent above the
average analyst estimate and 19 percent
higher from the previous year. The main
drivers of the strong performance were cost
efficiencies and a lower tax rate. The stock
was up 3.1 percent in response to the news.
• On February 27 Becle, S.A.B. de C.V., the
world’s largest producer of tequila and
known for the Jose Cuervo tequila brand,
announced earnings which beat analysts’
estimates. Revenue was 10.5 percent higher
than expected and the bottom line was
more than double the market expectations.
The stock was up 5.6 percent in response
to the results.

• On March 2 Argentina’s largest powertransmission operator Cia de Transprote de
Energia Electrica en Alta Tension Transener
SA (Transener) rallied on news stateowned China Southern Power Grid Co.
was considering a bid for a stake of the
Argentinian government’s holding in the
company. Argentina is seeking to divest assets
amid a push to attract foreign investment,
boost the economy, and reduce the budget
deficit which in 2017 was equal to 4.1 percent
of gross domestic product. Transener’s
shares jumped 10.2 percent on the day.

Brazil’s Bovespa
Index rallied after
an appeals court
upheld a corruption
conviction for former
President Luiz Inacio
Lula da Silva.

• On March 5 the former CEO Pedro Faria of
BRF S.A., one of the biggest food processing
companies in the world, was arrested by
Brazilian Federal Police in a probe that the
company had avoided food safety checks
from 2012 to 2015 related to meat. BRF’s shares
slumped 19.8 percent in response to the
arrest amid concerns about the company’s
leadership following the BRF’s worst loss
ever last year. The loss in 2017 was partly
due to fallout from a police investigation
known as “Operation Weak Flesh” into
alleged bribery of food-sanitation inspectors
at BRF and other food processors across
the country.
• On March 9 shares of Localiza Rent a Car
SA, Brazil’s largest rental car service, rose
6.3 percent after the company posted strong
results that exceeded analysts’ estimates
for Fourth Quarter 2017. Brazilians are
renting more cars and the year-on-year
number of rental days grew an impressive
48 percent year-on-year due to a strategic
decrease in prices.
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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 Dec 2017

31 Mar2018

7,687.77
12,917.64
5,312.56
10,043.90

7,056.61
12,096.73
5,167.30
9,600.40

-7.20%
-6.35%
-2.51%
-3.92%

-3.81%
-4.26%
-0.33%
-1.77%			

2,349.63
1,572.98

2,314.28
1,495.70

-0.92%
-4.18%

-0.92%
-2.04%

Source: Bloomberg

European equity
markets mirrored
the broad stock
sell-off in the US.

• On January 15 Carillion plc, the UK’s second
largest construction company, went into
liquidation and the stock was suspended
from trading after emergency talks with the
firm’s lenders and the government collapsed
threatening 20,000 jobs in the UK and
43,000 worldwide. Carillion was involved i
n many public infrastructure projects –
most notably the HS2 high speed rail line –
and provided other vital public services such
as cleaning and catering in NHS hospitals,
the provisions of school dinners in nearly
900 schools, and prison maintenance.
Carillion’s collapse was the result of
mounting debts of around £1.5 billion and
money lost on big contracts.
• On January 18 Airbus SE and Emirates reached
an agreement in which Dubai-based airline
will buy up to 36 more A380 superjumbo
jets – rescuing production of the world’s
largest commercial aircraft produced by
Airbus. Emirates is biggest buyer of A380s
since Airbus rolled out aircraft’s production
a decade ago. As other airlines prefer
Boeing’s smaller and (usually) more fuelefficient Dreamliner and 777 models, Airbus
said that without another big order from
Emirates the company would be forced
to stop producing the signature aircraft.
Airbus rose 2.6 on the news.
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• On January 16 British energy giant BP plc said
the company would take a $1.7 billion charge
relating to the infamous 2010 Deepwater
Horizon oil spill – pushing BP’s total

Deepwater payouts above the $65 billion
BP estimated the spill would cost. BP’s
stock sold off by 2.7 percent on the day.
• On February 2 Deutsche Bank AG, one of
Europe’s largest banks, reported a net loss
of €2.2 billion for Fourth Quarter 2017.
The German lender cited a drop in
investment banking revenues as well as
tax changes in the US. The stock plunged
7.6 percent on the news.
• On March 4 the Italian public voted in the
general elections which resulted in a hung
parliament. The Italians voted for antiestablishment and far-right parties in higher
numbers than before, meaning that none of
the country’s three main parties will be able
to govern Europe’s third-largest economy
alone. Italian stocks sold off on the news
with bank stocks hit the hardest – down
2.6 percent as measured by the Italian
bank index.
• On March 5 the German Social Democratic
Party decided to join the country’s
conservatives in a coalition government
that will be headed by Chancellor Angela
Merkel reviving the grand coalition after
months of political uncertainty. This is
Angela Merkel’s fourth term as Chancellor
of Germany. DAX, the German stock
index, rose 1.5 percent on the news.

Pacific Rim Stock Markets
Indices

Total Returns
US$

31 Dec 2017

31 Mar2018

Local Curr.

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

22,764.94
29,919.15
4,426.25
2,467.49
3,402.92
10,642.86
6,065.13

21,454.30
30,093.38
4,408.61
2,445.85
3,427.97
10,919.49
5,759.37

-5.06%
0.92%
-0.40%
-0.88%
1.09%
2.60%
-3.44%

0.63%
0.45%
-0.86%
0.10%
3.10%
4.58%
-5.14%

S&P Global 1200
FTSE Pacific ex-Japan

2,349.63
543.35

2,314.28
537.85

-0.92%
-0.37%

-0.92%
-0.37%

Source: Bloomberg

• On January 18 Taiwan Semiconductor
Manufacturing Company, Limited (TSMC),
the world’s largest independent semiconductor
foundry, reported net income which was
2.1 percent above average analysts’ estimates.
The company also said a boom in the
cryptocurrency market should drive demand
for high-end chips outweighing softening
sales to smartphone vendors. Shares of
TSMC rose 1.3 percent in Taipei on the day.
• On January 31 Fujifilm Holdings Corp. reached
an agreement with US-based document
company Xerox Corp. to combine the
companies and their longstanding Fuji Xerox
joint venture after pressure from activist
investor Carl Icahn. Under the terms of the
agreement Fujifilm will own 50.1 percent of
Xerox shares and the combined company will
be named Fuji Xerox. Fujifilm also said that it
will cut 10,000 jobs globally to deal with a
decline in the photocopying business and that
the combined company will see annual cost
savings representing ten percent of total cost
base over the next four years. Fujifilm shares
fell 8.3 percent in Tokyo while Xerox rose
4.4 percent in New York trading on the day
of the announcement.

income forecast. The downward revision
was due to the recording of tax expenses in
Third Quarter 2017, primarily resulting from
tax law revisions in the US. Kyocera’s share
price dropped 6.6 percent on the news.

Taiwanese stocks rose
in lockstep with the
US technology sector.

• On February 23 Geely Automobile Holdings
Limited said the company had amassed an
almost ten percent stake in Daimler AG, the
German automaker which owns Mercedes-Benz.
Geely, which owns Volvo Cars among other
brands, is China’s largest privately-owned
automaker and now also Daimler’s single
biggest shareholder. Geely seeks to forge
an alliance with Daimler hoping to access
technology, particularly for autonomous
driving. In return, Geely has pledged to be a
supportive long-term investor – something
which Daimler says it is “pleased” about.
Geely’s stock price rose 6.5 percent in Hong
Kong trading on the news.
• On March 9 India’s Tata Sons Limited
announced the company will sell roughly
1.5 percent stake in its flagship Tata Consultancy
Services Limited - India’s top services exporter for $1.25 billion, about a five cent discount to
previous day’s closing price. Tata’s stock fell
4.6 percent on the day.

• On February 1 Kyocera Corporation, a Japanese
multinational ceramics and electronics
manufacturer, cut the company’s full year net
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Bermuda & Cayman Stocks
Indices
BSX Index
BSX Insurance Index
S&P Global 1200

Total Returns
Local Curr.
US$

31 Dec 2017

31 Mar2018

2,202.19
1,829.93
2,349.63

2,491.23
1,907.89
2,314.28

15.81%
4.26%
-0.92%

15.81%
4.26%
-0.92%

9.79
37.50
13.05
12.60
35.16

10.00
44.00
13.29
14.55
55.26

3.30%
18.31%
3.10%
16.93%
57.79%

3.30%
18.31%
3.10%
16.93%
57.79%

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

XL’s shares rallied
after AXA SA
announced plans to
buy XL Group Ltd.
for $15 billion.

• On January 22 American International Group,
Inc. (AIG) announced purchasing Bermudabased reinsurer Validus Holdings, Ltd. for
$5.56 billion in cash. Validus has four parts,
spanning reinsurance, US specialty lines,
asset management, and a Lloyd’s of London
underwriter. The deal marks AIG’s re-entry
into the Lloyd’s insurance market where
underwriters get access to a wide variety
of international insurance and reinsurance
business. AIG’s CEO Brian Duperreault said
the deal would boost AIG’s earnings per share
and return on equity. On the day of the
announcement AIG’s shares fell 0.9 percent
while Validus’ share price jumped 44 percent.
• On February 15 Bank of N. T. Butterfield & Son
Limited announced Fourth Quarter 2017 results
with earnings per share 134 percent higher
year-over-year. The strong result was driven by
specialized banking and wealth management
businesses, which generate consistent fee
income, and an expanding net interest margin.
Butterfield’s shares jumped 11.6 percent on the
day of the announcement.
• On March 5 French insurance giant AXA SA
announced that the company plans to buy
XL Group Ltd. for $15 billion - a 33 percent
premium to XL’s previous day’s closing price.
Amid a general wave of consolidation in the
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insurance industry, buying XL also means
AXA can beef up its reinsurance business.
XL’s shares jumped 29.1 percent on the day of
the announcement.
• On March 13 Argo Group International Holdings
Limited, the Bermuda-based international
underwriter of specialty insurance and
reinsurance products, acquired Italian specialty
insurer Ariscom Compagnia Di Assicurazioni
S.P.A. to expand presence in continental Europe.
Argo’s stock jumped 1.7 percent on the day of
the announcement.
• On March 21 Cayman-domiciled Chinese
multinational investment holding conglomerate
Tencent Holdings Limited announced Fourth
Quarter 2017 earnings. The company’s revenue
rose 51 percent while costs surged 72 percent
year-on-year. The user base of WeChat,
Tencent’s multi-purpose messaging and social
media app topped one billion. Further, Tencent’s
gaming and messaging unit posted best annual
growth since 2011. However, the company also
said that planned investment in areas including
artificial intelligence and video content may
weigh on short term profitability. Tencent fell
2.4 percent on the day of announcement.

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 Dec 2017
31 Mar2018

Total Returns
Local Curr.
US$

1.89%
2.41%
2.74%
2.05%
2.63%
1.19%
0.42%
0.05%

2.27%
2.74%
2.97%
2.09%
2.60%
1.35%
0.49%
0.05%

-0.14%
-2.39%
-3.93%
0.10%
1.25%
-0.99%
0.13%
0.14%

-0.14%
-2.39%
-3.93%
-2.45%
-0.43%
2.68%
2.79%
6.18%

1,430.12
1,829.76
1,787.92
1,262.86

1,416.84
1,795.18
1,761.46
1,290.80

-0.93%
-1.89%
-1.48%
2.21%

-0.93%
-1.89%
-1.48%
2.21%

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 January 11 US Treasury yields rose on a
higher than expected increase in monthly
inflation and strong retail sales data. The
market’s reaction was exacerbated by
the tone set by Fed Governor Dudley’s
comments where he seemed to be admitting
that stronger economic growth is possible.
Two-year Treasury yields reached above
two percent for the first time since 2008
at the depth of the financial crisis and two
weeks after Lehman Brothers’ collapse.
• On February 6 the Reserve Bank of Australia
(RBA) left the cash rate on hold at the record
low level 1.5 percent. RBA Governor Philip
Lowe said business conditions were positive
and that increased public infrastructure was
supporting the economy. However, the Bank’s
outlook for household consumption was
bleak amid slowly growing incomes and high
debt levels.
• On March 7 the Bank of Canada left the
interest rate unchanged at 1.25 percent after
raising it in January. In January, the bank listed
several reasons for optimism, including
better-than-expected consumer spending,
a booming job market, strengthening business
investment, and an expanding global economy.
Since then, however, the bank’s forecast

turned a little gloomier with US trade tariffs
and NAFTA negotiations threats to
economic growth.
• On March 21 the Federal Reserve officials,
meeting for the first time under Chairman
Jerome Powell, raised the benchmark lending
rate 25 basis points to a range between
1.50 percent and 1.75 percent citing an
improving economic outlook on the back of
tax cuts passed by Republicans in December
2017. The rate-setting committee retained
the outlook for a total of three hikes in 2018
but signaled a brisker rate of increases in 2019
and 2020 than it had suggested in the past.

US Treasury yields
rose after the US
Government passed
a package of fiscal
stimulus and the
Fed raised the
benchmark rate,
citing an improving
economic outlook.

• On March 22 the Bank of England held the
benchmark interest rate at 0.50 percent and
reiterated UK’s decision to leave the EU is the
most significant influence on the economic
outlook. The central bank also warned an
increase in protectionism could have a
“significant negative impact” on global growth
and that US President Trump’s plans to impose
tariffs have sparked concern a trade war may
ensue, putting upward pressure on inflation.
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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 Dec 2017
1.2806
3.3125
0.7400
1.2571
0.8330
112.6900
0.9743

31 Mar2018

Change

1.3022
3.3063
0.7135
1.2900
0.8114
106.2800
0.9540

-1.7%
0.1%
3.7%
-2.6%
2.7%
6.0%
2.1%

Source: Bloomberg

Sterling gained
versus most major
currencies amid
progress on Brexit
negotiations
and robust
economic data.

• On January 12 the euro rose to above $1.22,
a three-year high against the US dollar,
after German Chancellor Angela Merkel
succeeded in securing preliminary
agreement with the Social Democrats to
form another coalition. Further boosting
the euro was the release of the ECB’s
December meeting minutes which were
perceived as ‘hawkish’ and reflected
evidence of robust economic growth.
• On February 5 Bitcoin, the biggest digital
currency, tumbled as much as 22 percent to
$6,579 amid worries of increased regulations
by banks and governments around the
globe. With the decline Bitcoin had erased
65 percent of its value from a record high
$19,511 in December. Rival coins also
retreated on the day with Ripple losing as
much as 21 percent and Ethereum and
Litecoin also weaker.
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• On February 14 the yen climbed to a
15-month high of ¥106.84 against the US
dollar as currency traders probed Japanese
officials’ tolerance for yen appreciation
which weighed on the nation’s stocks.
The yen’s strength, which came on the back
of safe haven demand, in the first half of
February triggered some commentary from
Japan’s Ministry of Finance as to whether
there was any speculative activity behind
the yen rise. On March 2 the US dollar hit
¥105.23 after US President Trump announced
tariffs on steel and aluminium which

increases the risk of trade war and retaliation
from trading partners. The yen was further
supported by comments from Bank of
Japan Governor Haruhiko Kuroda that
the bank could stop buying bonds in the
Quantitative Easing programme when
inflation reaches the two percent target.
• On March 5 the Canadian dollar weakened
to the lowest level since July 2017 against
the US dollar after US President Donald
Trump highlighted the US’s trade deficit
with Canada and noted that NAFTA had
been a bad deal for the US. The Canadian
dollar depreciated 0.6 percent against the
US dollar on the day.
• On March 21 the US dollar weakened
against most major currencies as the Fed’s
statement accompanying the interest rate
hike was less hawkish than expected and
as the threat of a trade war increased.
The Fed retained the outlook for a total of
three interest rate hikes this year, less than
the four some had predicted. Meanwhile,
US President Donald Trump was said to be
set to announce about $50 billion of tariffs
against China over intellectual-property
valuations targeting more than 100 different
types of Chinese goods. On the day the
US dollar depreciated 0.79 percent against
the euro and 1.01 percent against the
British pound.

Outlook

FOR THE SECOND QUARTER 2018
We agree with Bloomberg consensus
estimates for an annualized global
growth rate of 3.8 percent in 2018.
• In the US a strong labour market, a
turnaround in investment, and fiscal
stimulus shore up economic activity.
• An accommodative monetary policy
and domestic demand support
robust and broadening economic
growth in the eurozone.
• Economic recoveries in Emerging
Markets boost global output.

Yields in most major economies are set
to rise gradually as global economic
growth improves and some monetary
stimulus is pulled back.
• Persistent low inflation is holding back
a sharp increase in yields.
• The Fed is expected to raise the benchmark
rate two more times in 2018.
• We forecast an interest rate rise from the
Bank of England in May on the back of a
relatively resilient UK economy and as the
rate of inflation runs above target.

Interest rate differentials are set to be
the main driver in the currency markets
in 2018 as major central banks tighten
monetary policy.
• We anticipate the euro to trade in a range
between 1.20-to-1.25 against the US dollar
near term.
• Heightened speculation of a trade war
would dampen risk appetite and result in
broad US dollar weakness.
• Developments on NAFTA negotiations
represent the biggest risk to the
Canadian dollar.

We expect commodities to rise
modestly amid a positive demand
environment but still elevated supply
levels in many cases.
• Rising US shale production will keep oil
prices little changed.
• The prices of industrial metals will greatly
depend on Chinese demand.
• The outlook for agricultural prices
essentially boils down to the weather.

We still favour equities over fixed
income securities; however, we
acknowledge that returns are likely to
be less going forward and come with
increasing volatility.
• Regionally, the US should benefit from
the passage of tax reform and continued
expansion of the US and the global economy.
• We remain overweight in pro-cyclical late
cycle sectors - Information Technology,
Financials, Energy, and Industrials in the US.
• The recent economic environment of
strong global growth, improving earnings,
and rising commodity prices, supports
Emerging Markets.

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
“Trade frictions
are likely
to persist, but
the strong
starting point of
global demand,
particularly capex,
would be an offset.”
Morgan Stanley,
Global Economics
and Strategy,
March 18, 2018

The World
We agree with Bloomberg consensus estimates
for an annualized global growth rate of
3.8 percent in 2018, somewhat higher than the
3.7 percent estimate in our December 31, 2017
publication. Globally, business sentiment is
at robust levels while profitability is high
and excess cash holdings are waiting to be
put to work. This should result in more
corporate capital expenditure on equipment
and structures (capex), particularly in
manufacturing, information technology,
transport, and warehousing. The positive
momentum in labour markets spurs consumer
spending. This said, a common denominator
for major developed economies is slow wage
growth which could weigh on consumption.
Economic recoveries in Emerging Markets
such as Brazil and Russia boost global output
while the Asia ex-Japan region is benefiting
from growth in China. A combination of
solid growth, low but gently rising inflation,
and relatively easy financial conditions allow
space for central bankers to normalize
monetary policies further in 2018. However
politics and central banks’ actions could result
in increased market volatility. A trade war
between the US and China, the world’s two
largest economies, is the biggest risk to our
outlook and would hurt global confidence
and economic growth.

North America
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Growth expectations for the US has improved
from 2.6 percent in our previous publication
to 2.8 percent for 2018 as a tight labour
market, a turnaround in investment, and
fiscal stimulus underwrite US economic
growth in the coming quarters. This should
allow the Fed to raise the Fed Funds target
range to between 2.0 percent and 2.25 percent
by year-end 2018. Though ultra-low
unemployment and rising interest rates
suggest that the US is late in the economic
cycle, a lack of overheating in key sectors

such as housing combined with rising
productivity suggest the economy has more
room to run. Tensions over tariffs and calls for
reciprocal trade arrangements are a threat to
economic growth. The Trump administration
intends to impose tariffs on $50 billion of
Chinese imports, lodge a World Trade
Organization (WTO) dispute against China’s
technology licensing, and restrict Chinese
investment in strategic industries and
technologies. China’s response so far has
been measured, flagging potential tariffs on
$3 billion of US imports. However, the
situation is dynamic with the risk of further
tariffs and restrictions on investments and
market access.
The Canadian economy will grow at an annual
rate of 2.2 percent in 2018 as the ongoing
correction in the housing market and elevated
household debt dampen economic activity.
The US and Canada are among the largest
trading partners in the world and in the
middle of NAFTA negotiations, Canada filed
a case against the US at the World Trade
Organization. Still, low-grade tensions
between trade partners are common.
Lumber and dairy, for instance, are nearly
perennial areas of dispute between Canada
and the US. While Trudeau and Trump disagree
on the size of the bilateral trade balance,
we take the stance the two nations will come
to an agreement that will not dampen
economic activity significantly.

Europe
Surveys of business confidence in the
eurozone are strong but have weakened from
record high levels. Still, an accommodative
monetary policy and reduced political
uncertainty will support a robust and
broadening expansion of 2.3 percent in 2018
as per consensus estimates. Domestic
demand remains in the driver’s seat fueled
by consumer confidence and an improving
labour market. Major fiscal stimulus is
unlikely given severe budget constraints

exacerbated by a UK exit. Given continued
concern over the influx of refugees, greater
spending on border control and payments to
the countries of origin are likely. The ECB’s
Quantitative Easing programme has been
reduced and continues until September 2018
but could be extended should core inflation
remain below the ECB’s target.
The outlook for the UK economy has improved
somewhat with an estimated annualized
growth rate of 1.5 percent in 2018 compared
to 1.4 percent in our previous publication. A
pick-up in global demand, the Bank of England’s
loose monetary policy stance, constructive
developments on Brexit negotiations, and
solid economic data - including stronger
retail sales and higher wage growth – will
boost consumer and investor confidence.

Pacific Basin /Asia
In Japan, growth is projected to slow from
1.6 percent in 2017 to 1.3 percent in 2018
as fiscal consolidation combined with an
accelerating decline of the working-age
population offset the boost from exports
and investments. Capital expenditure should
be solid thanks to higher capacity utilization
rates, a strong business outlook, labour
shortages, and the 2020 Tokyo Olympics.
The Bank of Japan is expected to maintain
the massive monetary stimulus programme
as annual inflation, while forecast to rise to an
annualized rate of 1.3 percent in 2018, is well
below the central bank’s two percent target.
Economic growth in China is moderating as
the economy transitions towards services
and domestic consumption. For 2018 the
economy is expected to grow at 6.5 percent
as per Bloomberg consensus estimates.
The economic impact from US tariffs should
be limited because the US represents only
15 percent of China’s export goods and China’s
domestic activity now drives economic growth
rather than exports as in earlier decades.

India’s growth show signs of revival after
demonetization and implementation of GST
slowed economic activity in 2017. The
government’s reform efforts aimed at fostering
investment are underway improving the
economy’s productive power over the
next few years and ease some structural
bottlenecks. Recent moves to recapitalize
banks and a highway construction programme
are positive for bank lending and economic
growth in the coming quarters. We agree with
consensus estimates for GDP to grow at
6.7 percent in 2018.

“Politics and NAFTA
negotiations weigh on
the Mexican peso.”
Brown Brothers
Harriman,
Foreign Exchange,
Outlook for Second
Quarter 2018

The outlook for growth in Australia holds
at an annualized rate of 2.8 percent in 2018
on the back of improving global growth.
Domestically, the household sector is weak
as the consumer is being squeezed by low
wage growth, rising inflation, and tighter
credit conditions as regulators crack down
on mortgage lending.

Latin America
Brazil is in the early stages of a recovery on
the back of improving consumption and
accommodative monetary policy. Political
uncertainty is high on the agenda ahead of
the general elections in October. Populist
candidates are rising in the polls putting
at risk further fiscal consolidation which is
critical for the economy’s sustainability and
investor sentiment. We agree with consensus
estimates for GDP to grow at 2.6 percent in 2018
on higher government and consumer spending.
Mexico’s annualized economic growth is
estimated at 2.2 percent for 2018 with politics
being the biggest risk to the outlook. Household
spending should get a boost as multi-year high
inflation cools. Ahead of elections in July
front-runner Andres Manuel Lopez Obrador
has promised to unwind key structural reforms
and review some state contracts, increasing
investor uncertainty. Meanwhile, any decision
by the US to pull out of NAFTA would deal
a blow to economic growth.
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BONDS
“Monetary policy in
advanced economies
will gradually
tighten, albeit at
different speeds.”
OECD Interim
Economic Outlook,
March 13, 2018

Yields in most major economies are set to rise
gradually as global economic growth improves
and some monetary stimulus is pulled back.
Persistent low inflation is holding back a
sharp increase in yields.
The Fed and new Fed Chair Jerome Powell
took a more hawkish stance at the FOMC’s
March meeting, citing a strengthening
economic outlook on the back of fiscal policy
stimulus. We agree with consensus estimates
for the Fed to raise rates two more times to
a target range between 2.0 percent and
2.25 percent by the end of 2018. As the Fed
raises the benchmark rate, yields at the
short-end of the yield curve will be pushed
higher. Meanwhile, low inflation keeps
longer-dated yields anchored. This will result
in a flatter yield curve. In this scenario we
continue to favour floating rate notes (FRNs)
that have a very short duration and whose
coupons reset every three months.
In the eurozone the ECB has reduced monthly
asset purchases to €30 billion. The central
bank is likely to wind down the purchases
after September, thus paving the way for
interest rates to be raised in the middle of
2019 as a substantial degree of monetary
stimulus is still needed to push inflation
higher. Signals from the ECB also make it clear
that the central bank sees no need to speed
up plans for policy normalization despite
a stronger growth outlook. For this reason
ECB’s tapering of bond purchases should
only result in gradually higher yields.
We forecast an interest rate rise from the
Bank of England in May on the back of a
relatively resilient UK economy and as the
rate of inflation is expected to run above the
central bank’s target in the medium-term.
Brexit negotiations are a key uncertainty
although markets seem to perceive a lower
risk of a disorderly exit and constructive
progress has been made on a transitional
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period deal after the UK leaves the EU in
March 2019.
In Canada the central bank raised the
benchmark rate to 1.25 percent in January
citing solid economic data. We agree with
the central bank that more rate increases are
needed over time and expect the bank to
raise the benchmark rate by another 25 basis
points later in 2018. Near term geopolitical
uncertainties around US trade policies, which
also impact business investment in Canada,
weigh on the central bank’s decisions.
The Reserve Bank of Australia should keep the
benchmark rate on hold at 1.50 percent as
the annual inflation rate of 1.9 percent is
below the central bank’s target band of
two-to-three percent. Further, domestic
conditions are subdued and recent
economic data has disappointed. Meanwhile,
the household sector is squeezed by low
income growth and tight credit conditions as
regulators crack down on mortgage lending.
In Norway the government decided to
lower the central bank’s inflation target
from 2.5 percent to 2.0 percent. As a result
inflation has risen from below target to
above target. Combined with a series of
strong economic data and a tight labour
market, the central bank is likely to raise the
benchmark interest rate in the near term.

CURRENCIES
Eroding interest rate differentials are set to
be the main drivers in the currency markets
over the next twelve months as major
central banks gradually tighten monetary
policy amid improving economic growth
and inflation, while still low, shows nascent
signs of rising. The US Fed should deliver
another two interest rate hikes by the end
of 2018, but several major central banks
(including the ECB, the Bank of England,
and the Bank of Canada) are also likely to
reduce their accommodative monetary
policy in 2018. As such, the Fed’s actions will
not result in substantial US dollar strength
as interest rate differentials are broadly
unchanged. Heightened speculation of
a trade war would dampen risk appetite
and result in broad US dollar weakness.
We anticipate the euro to trade in a
range between 1.20-to-1.25 against the US
dollar near term. Resilient and broadening
economic growth and a reduction in
monetary policy stimulus by the ECB will
support the euro and ECB President Mario
Draghi has noted increasing confidence
that inflation will return to target, paving
the way for a rate hike in mid-2019.
Meanwhile Fed Chairman Jerome Powell is
upbeat on the US economic outlook and
the Fed is on track to raise rates. As such
the interest rate differential will be little
changed and the currencies range-bound.
We anticipate modest Sterling strength
against the US dollar in the very near
term on the prospect of a rate hike by the
Bank of England and a transitional Brexit
deal. In the medium term Sterling will be
caught in a tug-of-war between the central
bank’s rhetoric and the ramifications of
the UK’s decision to leave the EU. Given
the contrasting forces, we believe Sterling
is likely to be range-bound against the
US dollar over the medium term.

The Canadian dollar is set to be little
changed against the US dollar near term
as the Bank of Canada, whilst sounding
less hawkish than the US Fed, is on a path
to higher interest rates. Developments
on NAFTA negotiations represent the
biggest risk to the Canadian dollar which
would depreciate substantially should
the US withdraw from NAFTA. However,
with President Trump providing Canada
with and ‘exemption’ from tariffs on
steel and aluminium, hopes remain that
an amicable deal can be reached.

“We remain
somewhat
constructive on
the outlook for the
euro at this point,
given strong domestic
growth trends.”
Scotiabank, Foreign
Exchange Outlook,
March 6, 2018

The Australian dollar is set to be weak
against most major currencies as the
Reserve Bank of Australia, unlike other major
banks, keeps monetary policy unchanged
amid low inflation and subdued domestic
demand. That said, given the market is
not expecting even a single interest rate
rise in 2018, the risks are skewed to the
upside in particular if foreign demand
for Australian commodities picks up.
Absent an increase in global risks and a
major trade war, the yen is bound to weaken
against the US dollar. Given the persistent
challenge in spurring inflation, the Bank of
Japan will retain its accommodative monetary
policy bias and yield curve control. Meanwhile,
central banks in the US and other major
economies have already started reducing
monetary stimulus and pushed yields higher.
The yen is particularly sensitive to interest
rate developments in the US where we expect
yields to rise. Meanwhile, Japanese bond yields
are locked in by the central bank’s actions,
thus the increased interest-rate differential
will result in a weaker yen against the US dollar.
The broader economic environment remains
supportive of Emerging Market currencies and
we expect them to be broadly stable versus
the US dollar amid improving fundamentals.
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COMMODITIES
“While we see
potential for higher
prices for most
commodities,
we believe oil,
the largest
component in nearly
every commodity
index, will remain
range-bound.”
PIMCO,
Commodities
Outlook,
March 2018

Commodities are expected to rise modestly
amid a moderately positive demand
environment but still elevated supply levels
in many cases. Gold to remain range bound
amid a weak US dollar and largely stagnant
real yields. While oil prices should be
supported by the extension of the output
agreement between OPEC and non-OPEC
members, rising US shale production will
keep prices in check.
Oil prices are expected to remain range
bound amid a number of factors:
1. Accelerating global economy is
providing upward pressure on
already robust demand growth
2. OPEC+ compliance with policy
of supply restraint and non-OPEC
wells outside North America
experiencing anemic growth
3. US shale patch remaining only material
source of global supply gains
4. Geopolitical tensions from largest
Iranian protests since 2009 to
Venezuelan state’s rapid decline into
Chaos contributing to risk premia
5. Demand growth in Developed
Markets is likely to offset slightly
slower growth in China.
Therefore, we expect oil markets to remain
undersupplied (although less so than 2017),
as increase in supply from US producers
is expected to be offset by increasing
global demand.
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We see limited upside in gold prices from
current levels. In our view, interest rates (net
of inflation) are the main drivers of gold.
Since we expect a gradual tightening of
monetary policy, largely keeping pace with
inflation data, real interest rates are likely to
remain stable. However, should global equity

momentum weaken significantly in 2018,
gold could stand to benefit because of its
safe-haven characteristics. Moreover, rising
geopolitical tensions, delays in central bank
interest rate increases, a weaker US dollar,
and the metal’s supply shortfall could act
as the tailwinds.
The prices of industrial metals will greatly
depend on Chinese demand. In our view,
the recent modest deceleration in China is
unlikely to derail the supportive metals
outlook, subject to strong and synchronous
global growth. The need for infrastructure
spending in developed as well as developing
markets could provide further support to metals
such as Copper while additional impetus
could be supplied by supply constraints.
Pollution crackdowns by Chinese authorities
and major projects coming on stream in
Australia and Brazil are expected to provide
downward pressure for Iron ore prices.
Moreover, while production caps have
boosted Aluminium prices in 2017, market is
still in surplus so further gains are likely to
be modest.
Grain prices are near ten-year lows, weighed
down by abundant inventories of corn,
soybeans and wheat. The wheat markets
look to have formed a significant bottom
and many soft commodity prices are likely
to be supported by long-term structural
demand growth. This is in addition to
supply vulnerabilities due to poor weather
conditions and falling yields. In addition,
given the highly weather-dependent annual
resupply cycles in these markets, the outlook
for agricultural prices essentially boils down
to the weather. The most likely outcome is
a relatively normal year with trend-line
yields and prices hovering around current
levels. However, if droughts hits the US this
summer or South American crops disappoint,
prices could move up sharply.

EQUITY STRATEGY
We still favour equities over fixed income
securities; however, we acknowledge that
returns are likely to be less going forward
and come with increasing volatility. We also
note that the synchronous nature of recovery
of the past several years may weaken this
year. What’s more, central banks are likely to
reduce monetary policy accommodation they
have been providing since the financial crisis.
We remain vigilant for signs of exhaustion.
In the US, consensus expects double-digit
profit growth this year, driven in equal
measure by the positive impact of tax reform
and continued expansion of the US and the
broader global economy. However, we do
not expect the total 15-18 percent earnings
growth to translate directly into a comparable
gain for the S&P 500 as investors typically
consider the profits arising from such fast
growth to be unsustainable and consequently
apply a lower valuation multiple to them.
We remain overweight in pro-cyclical late
cycle sectors - Information Technology,
Financials, Energy, and Industrials in the US.
We are underweight in bond proxies –
Staples, Telecom, and REITS. After strong
outperformance in 2017, We have reduced
our allocation in Tech due to deteriorating
earnings revision breadth, stretched
valuations and increased risk of crowding.
However, we remain overweight as the
sector has disruptive business models
underpinned by technological innovation,
consolidation, and trends in consumer
demand (e-commerce, social media, mobile i
nternet and big data/cloud). Our positive
view on US Financials is based on good
prospects of economic growth, deregulation,
cost-cutting, as well as rising interest rates.
Energy is a classic late-cycle performer.
The sector has low valuation, an improving
earnings outlook, and favourable technical
signals. Energy is also cheap on a price-to-book
ratio relative to the market and near an
all-time low on this metric.

In Europe earnings will be the dominant driver of
equity returns. European earnings fell between
2011 and 2016. A big reason: EU earnings have
outsized exposure to commodities, financials,
and emerging markets. All three have faced large,
interlocking headwinds. But these headwinds
are shifting. Commodity earnings, led by energy,
are improving. European banks have raised
necessary capital and their earnings are growing.
Further, Emerging Market (EM) growth is
reaccelerating, a boon to the 30 percent of
European revenues that come from the region.
Importantly, eurozone equities trade at
17 percent forward price to earnings discount
relative to US valuations and ten percent below
the 30-year average of the regions’ relative multiple.

“We see plenty of
potential for profits
to keep growing,
but higher interest
rates are bringing
volatility back to
the world’s stock
markets in 2018.”
JP Morgan, Global
Equity Views,
February 2018

To date Japanese equities have been supported
by robust corporate earnings and disparity
in the monetary policy stance of BoJ against
the Fed and ECB. Additionally, corporate
management appears to be improving with
renewed focused on returning capital to
shareholders and increasing buybacks and
dividends. We also believe that US will not be
aggressive on tariffs with Japan because of its
first line of defense against China. Hence,
we don’t see any meaningful threat of trade
protectionism for Japan. Although we are
concerned that as strengthening yen could
undermine exports and consequently
corporate earnings.
We are overweight in Emerging Market equities.
The recent economic environment of strong
global growth, improving earnings, and rising
commodity prices, supports these markets.
Importantly, it was notable that EM equities
outperformed US equities through the recent
market correction. We are positive on India,
Hong Kong, Taiwan, Korea, and Brazil.
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CONCLUSION AND STRATEGY POINTS
EQUITIES

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

Regional Strategy
• Underweight North America at 72.0 percent
(versus a Blended Benchmark weighting of
78.3 percent).
• Equal weight Japan at 4.1 percent
(versus Benchmark weighting of 4.1 percent).
• Underweight Europe at 10.5 percent
(versus Benchmark weighting of 13.0 percent).
• Overweight Emerging Asia at 7.1 percent
(versus Benchmark weighting of 2.6 percent).

Sector Strategy
• Overweight Information Technology and
Financials at 23.5 percent and 18.6 percent,
respectively (versus Benchmark weighting of
21.5 percent and 16.7 percent, respectively).
• Overweight Energy and Industrials at
8.0 percent and 12.7 percent, respectively
(versus Benchmark weighting of 5.9 percent
and 10.7 percent, respectively).
• Equal weight Consumer Discretionary and
Materials at 11.5 percent and 4.0 percent,
respectively.
• Underweight Consumer Staples, Real Estate,
Utilities, and Telecommunication at
3.7 percent, 0.7 percent, 1.0 percent, and
1.1 percent, respectively (versus Benchmark
weighting of 8.2 percent, 2.7 percent,
2.9 percent, and 2.5 percent, respectively).

Currency Strategy
• Overweight the US dollar at 78.3 percent
(versus Benchmark weighting of 77.0 percent).
• Underweight the euro at 5.3 percent
(versus Benchmark weighting of 7.8 percent).
• Equal weight the Japanese yen at 4.1 percent.
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72+10+4716t
23+18+1012138451t
Geographic Allocation

North America
Europe
Japan
Emerging Asia
Latin America
Cash

72.0%
10.5%
4.1%
7.1%
0.7%
5.6%

Sector Allocation

Technology
23.5%
Financials
18.6%
Healthcare
9.6%
Consumer Disc.
11.5%
Industrials
12.7%
Energy
8.0%
Materials
4.0%
Consumer Staples 3.7%
Cash
5.6%
Real Estate
0.7%
Utilities
1.0%
Telecom Services 1.1%

BONDS
• Maintain 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.

51+3+24184t
22+17+7182412t
Bonds Strategy Allocation

LIBOR FRN 51%
CPI FRN
3%
0-1 YR
24%
1-3 YR
18%
3-5 YR
0%
Cash
4%

Credit Ratings

AA+
AAA+
A
ABBB+

22%
17%
7%
18%
24%
12%

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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