
Recently, the BIAS Global Dividend Income Fund
added The Hershey Company. Results
for Second Quarter 2013 came in

better than expected
with EPS of $0.72
beating estimates by
$0.01 and 9%
higher year-on-
year as sales
grew 6.7% year-
on-year, which was
in line with estimates. The company
also raised forward guidance for
sales growth to 7% from 5-7% and
EPS growth to 14% from 12%. All this
is positive for the company.

Hershey has also begun a number
of initiatives to improve margins in-
cluding investment in more efficient
production facilities and making efforts
to boost sales outside the US in China,
Brazil and other emerging markets. 

Looking closely at China, Hershey’s
sales grew more than 30% to $90 mil-
lion at the end of Second Quarter 2013
with a market share of 4%. Going for-
ward, analysts expect this growth to persist resulting in
Hershey’s China sales jumping to $500 million in four
years due to rising per capita consumption, changing con-
sumption patterns that favour western products, redesign
of retail stores and investment in brand name marketing.

As chocolate consumption in China has grown at an
annual average rate of 12% in the last four years and
was the fastest growing segment amongst all confec-
tionary items in what is currently estimated to be a $2
billion market, Hershey is well placed to take advantage

of this trend. However, per capita consump-
tion remains low with only 99g of chocolate being

consumed per person in
a year. In comparison,
the average European

consumer may con-
sume around 11kg

of chocolate in a
year. Plenty of
room to grow as

the Euromoniter,
a European provider of data on

market trends, suggests China’s
chocolate consumption could grow
9% annually, which would increase
total chocolate consumption in the
country to $3 billion by 2017.

In the past, China had a predomi-
nant corner shop culture with most re-
tail stores being family owned,
scattered, and disorganized. More re-
cently, the influx of western outlets
has revolutionized the retail sphere.
7/11 entered the retail market to mod-
ernize convenience stores and clean
up shabby mom-and-pop shops while

larger broad line stores like Wal-mart, Carrefour, and
Century Mart continue to grow. These stores will bring to
the China market more North American and global brand
name products which are in high demand. 

Western marketing is also expected to play its part.
Hershey and Mars have introduced single serving ver-
sions of their popular brands to promote sales near cash
registers and are extending the idea of chocolates as
snacks rather than just gifts. All these factors are posi-
tives for Hershey in emerging markets. 
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investors who are able to bear a loss of their investment plus any undistributed profits. Examine the information contained in the Fund’s Information Memorandum carefully before deciding to invest. Information
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Chocolate consumption in China 
has grown at an annual average 

rate of 12% in the last four years and
was the fastest growing segment
amongst all confectionary items 

in what is currently estimated to be a
$2 billion market.



Recently, the market seems to
believe that Europe presents a
better near term opportunity

as there are signs the worst may be
over. In Germany, the engine of
Europe, the economy marches for-
ward. In the UK, growth in the service
sector data recently hit the highest
point in nearly seven years. Sentiment
on the economy throughout Europe
has risen lately to a 15-month high, re-
tail sales have been rising as con-
sumers begin spending again, and EU
GDP data indicate that even southern
Europe has limped out of recession.
As shown in figure 1 below, the euro-
zone will have positive GDP growth for
2014, supported by improvement in
Portugal, Italy, Ireland and Spain.
Alternatively, Asia ex-Japan will see
stable GDP growth while China’s is ex-
pected to soften a bit. 

In Spain and Italy, market price re-
action has been quite good recently.
Moreover, 2014 estimated EPS growth
for both are 15.2 and 26 percent re-
spectively, and both economies are
expected to deliver positive GDP re-
sults as well. Further, Portugal and
Ireland are set to post the best GDP
growth of all the PIIGS in 2014 while
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US vs. European Stock Indices
Quarter Ending 30 September 2013

BEst* GDP Growth BEst* 2014 EPS P/E on Forward

Nation FY 2013 FY 2014 Growth Earnings

US 1.60 2.70 10.6% 14.2

EU -0.40 1.00 12.5% 12.4

Portugal -2.10 0.20 21.9% 15.5

Italy -1.70 0.50 26.0% 10.7

Ireland 0.40 2.00 185.0% 21.1

Spain -1.40 0.60 15.2% 12.4

Asia ex-Japan 6.30 6.30 13.1% 10.7

China 7.50 7.40 9.6% 8.9
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Ireland’s earnings are predicted to
soar although the current P/E is dis-
counting much of that.

The table below supports our
view, as price performance in
European markets began to exceed
US returns in July, indicating investors
have recognized the an opportunity
and allocated capital to the region as
shown in table 2 below, which shows
the return of US indices on the left
hand side versus European indices on
the right. The performance differen-
tial is quite wide. 

Recovery in Europe will probably
resemble that of the United States: Big
companies will enjoy it first, with the
benefits trickling down to Main Street
over time. Europe is already getting a
fresh look from investors who feel
beaten-down and unloved European
shares may be a better buy at the mo-
ment than US equities that, by some
measures, are overbought. Investment
management firm BlackRock says
funds allocating capital to European
stocks have finally begun to attract
new money, after months of outflows.

“To the extent that investors have
low expectations for Europe, positive
surprises in the economic data should
help support those markets,” Russ
Koesterich, BlackRock’s global chief
investment strategist, wrote in a re-
cent newsletter. “This sort of trend is
one of the reasons that we have been
encouraging US investors to take a
closer look at international stocks.”

If our capital rotation thesis is cor-
rect, it is only a matter of time before
Asia and emerging markets recover too.
Looking at estimated EPS in table 1, Asia
ex-Japan should see 6.3 and 13.1 per-
cent GDP and earnings growth, respec-
tively, in 2014. China sports a single
digit P/E which bears watching. China
too may surprise to the upside. 
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Bernanke’s comments on May 22nd suggesting
the withdrawal of Quantitative Easing (QE)
spooked markets causing 10-year Treasury

yields to rise from 2.12% in May to 2.78% as of
August 31. Similarly 10-year German yields rose by
35 bps. Equity markets fell and dividend paying
stocks, REITs in particular, slumped.  

Bernanke stated specifically that “… the economic
outcomes that the (FOMC) sees as most likely involve continuing gains
in labor markets, supported by moderate growth that picks up over the
next several quarters as the near-term restraint from fiscal policy and
other headwinds diminish.” Bernanke suggested that the FOMC would
start to reduce the level of monthly bond purchases in September and
wind down gradually through mid-2014 when QE would cease altogether.

Jobs are key. US headline unemployment has fallen to 7.3% in August
2013 from a high of 10% at the height of the financial crisis in October 2009;
however the quality of that employment is questionable as participation in
the labour force has fallen from 65.1% in October 2009 to 63.2% currently
and underemployment remains high.

The Bureau of Labour Statistics shows that 8.2 million people on part-
time work want full time work, people who sought work unsuccessfully but
have left the work force and are available to work number another 2.4 mil-
lion, and a further 1.0 million have given up altogether. In total this means
14.0% of the US work force is under- or unemployed, considerably more than
the headline number bandied around in the media and by politicians.

Whilst this is an improvement from its peak of 17.1%, it still highlights
concerns about the strength of the US economy. The labour market is far
less healthy than the 7.3% unemployment rate suggests. 

The importance of the Fed’s deliberations about the timing and pace of
QE withdrawal became shockingly obvious on September 18 when Bernanke
announced that the Fed would not, as expected, be reducing the quantita-
tive easing in the immediate future. In fact, Bernanke said “I would like to
emphasize once more the point that our policy is in no way predetermined.”

The market reaction to the announcement proved there is still power in
a surprise from the FOMC. In the US, 10-year Treasury yields fell from 2.85%
to 2.68%. German 10-year yields fell 10bps and Japanese 10-year yields fell
3bps, a material drop from the 0.77% rate. The S&P 500 rallied 1.2% whilst
emerging markets, as evidenced by Brazil’s IBOVESPA and Mexico’s IPC
Index, rose 3.45% and 1.57% respectively. However; dividend paying stocks
and REITs in particular, were the strongest performers with HCP Inc, Health
Care REIT Inc, and Senior Housing Inc rising 5.24%, 4.41% and 3.60% re-
spectively on the day of Bernanke’s most recent statement. 

Taming Unemployment
aka

Quantitative Easing Forever
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Performance Q3/13 1-Year 2-Year 3-Year Since Incept.
(Annualized) (Annualized) (Annualized)

Equities Fund 6.61% 9.50% 10.26% 4.12% -0.61%

Benchmark 7.37% 16.81% 17.78% 8.64% 0.86%

Performance Q3/13 1-Year 2-Year 3-Year Since Incept.
(Annualized) (Annualized) (Annualized)

Dividend Fund 2.11% 2.45% — — 2.45%

GDI Total Return 3.16% 6.29% — — 6.29%

Benchmark 7.37% 16.81% 17.78% 8.64% 16.81%
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SHORT DURATION INCOME FUND
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Equities Q3 2013

As the third quarter evolved, US equity
markets ceded leadership to other

global markets as Europe, Asia and
Australia played “catch up”. Improving eco-
nomics throughout the eurozone drove sur-
prising improvements in their equity returns
as almost all of the European markets
ended the quarter with stronger results
than the US markets. Moreover, improving
returns were also posted in Australia,
China, Asia ex Japan, and Canada. On a sec-
tor basis, leadership shifted to the indus-
trial and manufacturing segments globally.
Year-to-date, US equity markets still lead
performance with a narrower gap to the rest
of the world. 

Currencies Q3 2013

The US dollar weakened against all
major currencies following a move

from the Fed on September 18th to refrain
from reducing asset purchases against
market expectations. The euro advanced
against the dollar as the economic situa-
tion in the region improved and the ECB
refrained from printing euros to buy
bonds. Encouraging data from China ben-
efited the commodity currencies, and both
the Australian dollar and the Canadian
loonie advanced against the US dollar in
the Third Quarter. Not surprisingly, the
Japanese yen was one of the weaker cur-
rencies as PM Abe aimed to boost an ex-
port-led recovery and stoke inflation with
easy monetary policies. 

Fixed Income Q3 2013

Treasury yields rose early in the quarter
on improving economic data. However,

following the threat of US-led military ac-
tion against Syria the rise in yields came to
a halt. After the Fed’s surprise decision on
September 18 to not reduce asset pur-
chases, contrary to market expectations,
Treasury yields plummeted. Ultimately, all
but the very shortest Treasury maturities
finished the quarter at higher yield levels.
Interest rates in developed markets around
the globe traded in tandem with those in
the US. Investment grade corporate bonds
outperformed Treasuries boosted by im-
proving economic growth and their better
relative yields. 

Benchmark:* 
S&P Global 1200 Index

Inception Date: 
December 29, 2006

Benchmark:
S&P Global 1200 Index

Inception Date: 
September 28, 2012

Performance Q3/13 1-Year 2-Year 3-Year Since Incept.
(Annualized) (Annualized) (Annualized)

Balanced Fund 4.63% 5.84% 7.77% 3.46% 1.72%

Benchmark 4.59% 8.21% 10.95% 6.08% 2.80%

Performance Q3/13 1-Year 2-Year 3-Year Since Incept.
(Annualized) (Annualized) (Annualized)

Short Duration Fund 0.13% -0.82% -0.13% -0.25% 1.63%

Benchmark 0.27% 0.37% 0.45% 0.69% 2.79%

Benchmark:* 
Blended Composite†

Inception Date: 
December 29, 2006

Benchmark:
Citigroup 1-3yr Treas Index 

Inception Date: 
December 29, 2006

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

Performance (as at 30th September 2013)
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