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Positive Stock Markets YTD 

All data for the YTD 12th June 2017, shown in USD. Source Bloomberg 
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Major Global Indices 

US underperformed 
global markets on a 
relative basis 

US Indices 

Within the US, only 
NASDAQ and Large Cap 
Growth out performed 
the global index 

Other Developed 
Markets 

Europe and Hong Kong 
staged a strong recovery 

Emerging Markets 

Korean and Indian 
Emerging Markets have 
been the strongest 
performers  



US: Great Q1 2017… 

• Q1 2017 earnings growth in the US 
was the highest since Q3 2011 at 15% 

• Sectors showing the biggest gains were 
Technology, Financials and Materials 

• The only sector showing negative 
growth was Telecoms 

 

• Q1 2017 sales growth in the US was 
the highest since Q1 2012 at 8% 

• Sectors with the highest revenue 
growth were Energy (+33% YoY) with 
Financials, Technology and Materials 
all showing just under 10% revenue 
growth 

• Telecoms was the only negative 
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US: But Valuations Rising… 

Professor Robert Shiller of Harvard 
University in 1988 devised a so-
called Cyclically Adjusted Price 
Earnings Ratio (CAPE) which 
showed when the market was 
either over extended or cheap. 
 
Currently CAPE is showing that on 
only two other notable occasions 
has this ratio been higher. 
 
 

CAPE is calculated by taking the price of the S&P 500 Index and dividing it by the 
average of ten years worth of earnings. When CAPE is above its long term 
average, the stock market is thought to be expensive. And when CAPE is nearing 
historic highs, some would say the stock market is on the brink of a crash 
although Shiller himself says that this measure should be considered a leading 
indicator not an absolute. Source: Robert Shiller, Yahoo Finance 

4 

Cyclically Adjusted Price 
Earnings Ratio 



US: …And Forecasts Back to Pre-Trump 

The new President’s difficulties in 
enacting healthcare change have 
rolled over into his other pro-
growth policies which markets 
now believe will not be enacted 
any time soon.  The biggest support for markets as the Trump trade evaporates 

is the belief in synchronized global growth which seems to be 
leaving the US behind.  Source: Wall Street Journal 

Even before the latest Trump tweets, speculators 
had been paring bets on the US dollar and it has now 
completed a full reversal of its gains against DM 
currencies. Source: Wall Street Journal 
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Valuations Matter 

Region

Earnings 

Growth 

2017

P/E PEG

USA 10% 17.7 1.77

Europe 19% 15.3 0.81

Emerging Markets 24% 12.2 0.51

Japan 29% 14.1 0.49

Australia 14% 15.3 1.09

MSCI Asia Pac ex Japan 20% 13.4 0.67

Hong Kong 10% 12.4 1.24

China 17% 12.9 0.76

Korea 42% 9.6 0.23

India 14% 17.8 1.27

Taiwan 10% 16 1.60

Indonesia 18% 17.8 0.99

Brazil 24% 13.1 0.55

Mexico 20% 20 1.00

Chile 21% 21 1.00

The price/earnings to growth ratio (PEG ratio) is a stock's price-to-earnings 
(P/E) ratio divided by the growth rate of its earnings. The lower the PEG ratio, 
the more the stock may be undervalued given its earnings performance. The 
degree to which a PEG ratio value indicates an over or underpriced stock 
varies by industry and by company type, though a broad rule of thumb is that 
a PEG ratio below one is desirable. Source: Investopedia 
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With the US economy at a later stage in its 
economic cycle (and with the Trump 
reforms on hold), other global economies 
are stepping up and along with that 
corporate earnings growth has been even 
better than in the US for Q1 2017. 
 
Looking at valuations by region we see 
that the US is high relative to other regions 
globally, in particular: 
• Europe 
• Japan 
• Select EM within Asia 

 
One area that we have avoided in the 
recent past is Latin America due to their 
political issues.  



Europe: Bouncing Back… 

Coming from a lower base, EU corporate earnings were even better than the US in Q1 as 
they reported the strongest quarter of profit growth in 7 years buoyed in part by the return 
of the consumer. Furthermore investment is rising and GDP remains resilient. 7 

Profits 
Surging 



Japan: Rebounding Economy… 
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Japanese exports have picked up and along 
with them corporate earnings were among 
the highest globally in Q1 2017 

Uptick in exports 
since 2014 

The Japanese economy has picked up steam of late and is expected to show above 
trend growth in 2017-18 supported by solid export growth and a recovery in domestic 
demand. Source: CEIC, Morgan Stanley 



Japan: … Rebounding Stock Market 

Since the start of the year, 
EM equities have received 
US$28.8 bn of inflows 
compared to $US$2.0 bn in 
Japan. We expect Japan to 
gain major inflows as the Yen 
weakens and earnings 
continue their strong path at 
which point global managers 
will look to reduce their 
underweight positions. 
 
Action: Overweight Japan 



Asia/EM: Global Growth Boosting Exports 

After several years of 
contraction, Asia export 
values have picked up… 

… as demand has 
picked up in both 
DM and EM stoking 
imports… 

… which also helps broader 

EM’s exports. 
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Conclusions 

Global Macro 
• Synchronized global growth to 

continue 
– DM/EM demand rising 

• Corporate earnings recovery 
worldwide 
– Europe, Japan, Asia even better 

than US 

• US rate normalisation to 
proceed 
– June rate hike certain in US 

• Global equity markets to play 
catch up 
– Underweight US 

 
 
 

Asset Classes 
• Fixed Income 

– Rising US rates and potential 
unwinding of global QE make 
bonds less attractive than 
equities  

• Currencies 
– Rising US rates should 

strengthen USD longer term 
– Politics will impact all 

currencies 
– Unwind currency hedges 

• Equities 
– Favour Europe, Japan and 

certain Asian EM over US 
 

11 



Equity Strategy: BIAS vs Global vs Blended BM 

12 Underweights vs Global and BM 

Overweight Global and BM 

Overweight BM but Underweight Global 

All data for the YTD 12th June 2017, shown in 
USD. Source Bloomberg 



Equity Strategy: Sectors vs Blended Index 

13 Note: The Blended Benchmark is a combination of 50% S&P 500 Index and 50% S&P Global 1200 Index. 

Underweights vs BM 

Sector overweights are Technology, 
Financials, Healthcare and certain 
areas of Discretionary and Materials. 

+1.3% 
+1.6% 

+6.3% 

All data for the YTD 12th June 2017, shown in 
USD. Source Bloomberg 



BENCHMARKS 
 

The S&P Global 1200 Index is a worldwide equity index representing 29 countries grouped in seven regional markets. The S&P Global 1200 Index was 
launched in 1997. The S&P Global 1200 Index represents about 70% of the world equity market. The S&P Global 1200 Index is weighted by 
market capitalization. The S&P Global 1200 Index is made of the following seven re-known indices: S&P 500 Index for the United States, 
S&P Europe 350 Index for Europe, S&P/TOPIX 150 Index for Japan, S&P/TSX 60 Index for Canada, S&P/ASX All Australian 50 Index for 
Australia, S&P Asia 50 for Asia, S&P Latin America 40 for Latin America. The S&P Global 1200 Index is calculated in real time in US 
dollars using real time currency conversion for indices not traded in dollars. The S&P Global 1200 Index is reconstituted on an as needed 
basis by Index Committees which includes representatives of all exchanges representing the underlying indices of the S&P Global 1200 
Index. 

 

S&P 500® is a trademark of The McGraw-Hill Companies. The  S&P 500® Index tracks the stock performance of 500 US companies across four 
industry groups.  It is a market-value weighted index with each stock's weight in the index proportionate to its market value. 

 

This literature does not constitute an offer to sell or a solicitation for any securities offered by BIAS and cannot disclose all risks and significant 
elements of an investment therein. 

 

Certain statements contained within this literature are forward looking statements including, but not limited to statements that are predications 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. Actual results could differ materially from projected results due to numerous 
factors, many of which are beyond our control. 

 

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 

 

 

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. 

 

 

Registered Investment Advisor with the U.S. Securities & Exchange Commission.  Licensed to conduct investment business by The Bermuda 
Monetary Authority. Licensed by the Cayman Islands Monetary Authority to conduct investment business. 

Disclaimer Disclaimer 
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