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FORWARD OUTLOOK
The duration of the pandemic is uncertain but policy stimulus, pent-up demand, and a lack of major
imbalances in the financial system argue for a solid recovery once the virus threat passes.
In the meantime, we are cautiously optimistic on equity markets given unprecedented monetary stimulus but
more fiscal stimulus, particularly in the US, is needed. We expect near term volatility given the US presidential
elections and the lack of agreement between Congress and the Trump administration on spending. Tech remains
our favoured sector given its high growth rates; however, accelerating GDP growth, rising inflation, yields, PMIs,
and consumer confidence should favour cyclical sectors which is why we are overweight in Financial stocks as
they are highly levered to rebounding growth and trade. We are also overweight in the Healthcare sector where
we prefer reasonably priced medical devices companies with a technologically competitive advantage. On the
flip side, we are underweight Utility companies given our expectations of moderately higher longer-term yields
which will reduce the attractiveness of their dividends. We also maintain our underweight in hotels, restaurants,
and leisure companies within the Consumer Discretionary sector.
Regionally, we are overweight Europe and believe that the EU recovery fund will lead to a rebound in economic
growth. Moreover, Europe’s high exposure to cyclically oriented sectors should result in outperformance
relative to the US as economic activity picks up. Four years of Brexit drama has led UK stocks to trade at a 14
percent discount against Europe ex-UK which warrants gradual investment. We also like Emerging Asia ex
China as accommodative financial conditions and strict virus containment measures combined with widespread
testing, especially in South Korea, will result in them leading in economic rebound. Although economic growth in
India has slowed due to COVID-19, significant central bank easing (115 bps reduction in the policy rate in 2020)
has steepened the yield curve and expanded forex reserves both of which are accompanied by positive equity
returns historically.
In the current extremely low yield environment, we favour relatively better yielding investment grade corporate
bonds over US Treasuries on expectations of tighter corporate spreads over Treasuries on the back of a gradual
economic recovery and the Federal Reserve’s corporate bond purchases. Duration is kept short as we expect
the yield curve to steepen on 1) Monetary and fiscal policies around the globe are expansionary and pose the
risk of higher inflation, 2) The Fed and other central banks anchor shorter term yields, 3) De-globalization, with
companies bringing production closer to the end consumer, may become another source of inflation, and 4) Yield
curves often steepen after recessions.
The US dollar is set for some weakness once safe-haven demand wanes and the global economy show signs of
recovering as the Fed plans to keep the fed funds rate near zero through 2023 while driving inflation higher.
Recent moves toward fiscal integration with the EU’s recovery fund is positive for the euro as the risk premium
for EU break-up risk will abate. Further, the fund will create a new large ‘AAA’ asset in the eurozone and attract
inflows from investors and ultimately support the euro. Sterling is likely to remain soft as the UK negotiates
Brexit terms. Barring a dramatic rise in oil prices, the Canadian dollar should trade in a range with the US dollar
as domestic economic data is soft. A weaker US dollar is a Goldilocks scenario for Emerging Markets; it should
aid debt repayments while supporting trade competitiveness.
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KEY ECONOMIC FACTORS

AS AT SEPTEMBER 30, 2020

MACRO ECONOMIC

We expect a lopsided “V-shaped” economic recovery, i.e. a big drop
in global growth for 2020 followed by a sharp acceleration in 2021
before moderating in 2022. Consumer spending and industrial
production have rebounded amid economic re-openings.
Meanwhile, the negative impact from less travel, social distancing
restrictions, and possible local lockdowns still weigh on growth in
late 2020. Bloomberg consensus estimates have joined our lead and
expect global 2020 full-year growth of negative 3.9 percent before
jumping to 5.2 percent for 2021. However, the big fall in 2020 GDP
growth means that combined growth for the years 2020 and 2021 is
below pre-COVID levels resulting in more spare capacity, low
inflation, easy monetary policy, and low bond yields for now.
Vaccine developments provide upside and downside risks to the
outlook. We assume that a vaccine is available by mid-2021 for parts
of the population across developed economies.
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Trade tensions between the US and China are ongoing and hard
Brexit risks are rising.
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Market attention to geopolitical risks are low.

MONETARY POLICY

Central banks around the globe have eased monetary policy by
cutting interest rates, injecting liquidity, and creating credit support
facilities amid the COVID-19 crisis. These measures will not be
reversed anytime soon. The Fed has updated the policy framework
on maximum employment and inflation target. As such, the Fed is
now planning to keep the range for the federal funds rate at zero to
0.25 percent until 2023. Further, the Fed supports the flow of credit
in the US economy by buying US Treasuries, mortgage bonds, and
investment grade corporate bonds. The ECB keeps the negative
benchmark rate unchanged but may top-up the quantitative easing
programme (basically money printing) following softer service
sector Purchasing Managers surveys and very low levels of inflation.
The Bank of England is on hold for now. Should a Hard Brexit occur,
we expect the central bank to cut to a negative benchmark rate in
First Half 2021. The Bank of Canada is purchasing provincial and
corporate bonds to add liquidity into the system.

GLOBAL TRADE
Global Trade

GEOPOLITICAL
Geopolitical

MARKETS FORWARD

PAGE 4 of 8

MARKETS FORWARD - GEOGRAPHIC

AS AT SEPTEMBER 30, 2020

EARNINGS GROWTH

VALUATIONS
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Given the recent rebound in equity markets, relative valuations
are reasonable compared to historical averages with Canada
and the UK looking particularly attractive.

Most regions are expected to post earnings declines except
China and Europe where a rebound is expected in late 2020 as
the COVID-19 pandemic abates.

Source: Bloomberg

Source: Bloomberg
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The growth in Health Care stocks remains underpriced while
recent underperformance in Financial stocks have led them to
trade below historical average multiples.

Earnings are expected to decline, particularly in economically
sensitive sectors such as Energy, Industrials, and Financials.
Source: Bloomberg

Source: Bloomberg
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GLOBAL MARKET COMPARISON

MARKETS IN REVIEW - THIRD QUARTER 2020

AS AT SEPTEMBER 30, 2020

Global equities rallied in Third Quarter 2020
amid improving economic conditions (from
extremely low levels), abundant liquidity, and
hopeful expectations about gradual
reopening after the global shutdown. Asian
equities outperformed helped by China’s
success in containing the coronavirus.

US MARKET INDICES

US stocks posted strong gains amid the Fed’s
pledge to keep rates close to zero until 2023,
strength from big technology companies, and
prospects for an effective vaccine. The techheavy NASDAQ index outperformed large
cap peers led by Apple. Economically
sensitive small cap stocks underperformed
the S&P 500.
Overall, the S&P 500 rose 8.47 percent for
the quarter and growth stocks outperformed
value stocks.

DEVELOPPED MARKETS

Equity prices rose across the eurozone on
easing lockdown restrictions and the new EU
recovery fund. Germany and Japan
outperformed on improving economic
activity. UK stocks remained under pressure
due to uncertainty over Brexit talks with the
European Union.
Germany was the best performing Developed
Market for the quarter in US dollar terms.

All returns are expressed in US dollars. Source: Bloomberg
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MARKETS IN REVIEW - THIRD QUARTER 2020

AS AT SEPTEMBER 30, 2020

EMERGING MARKETS

Emerging Market shares rose, led by Asia,
driven by early emergence from lockdowns
and less of a hit to economic growth. The
South Korean index outperformed thanks to
its heavy weighting to Tech stocks. By
contrast, Brazilian stocks underperformed
amid rapidly rising COVID-19 cases.
Overall, Emerging Markets appreciated by
8.73 percent.

MAJOR CURRENCIES

The US dollar depreciated against most
major currencies on a rebound in risk assets
as central banks and governments provided
enormous amounts of stimulus, the Fed
pledged to keep the benchmark rate near
zero until 2023, and economic activity
showed early signs of improvement. The euro
strengthened against the US dollar as the
EU’s new recovery fund should help Europe
emerge more united from the pandemic.
Commodity currencies appreciated as oil and
raw material prices recovered.

BONDS

Shorter-dated US Treasury yields fell slightly
as the Fed reaffirmed that it would keep the
Fed Funds rate firmly anchored near zero
until 2023. The ten-year yield held near
record lows on weak economic activity,
central bank bond purchases, and a global
low yield environment. Canadian yields
traded in line with those in the US. German
yields fell as the ECB increased its
quantitative easing programme and bought
bonds across the region to inject liquidity in
the economy.
All returns are expressed in US dollars. Source: Bloomberg
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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MISSION STATEMENT
The entire BIAS staff is committed to exacting ethical standards and
professional conduct as dictated by the CFA Institute.
As a team we pledge to add value by anticipating and addressing client needs
proactively and by providing consistent and exceptional customer service.
In a time when investors are overwhelmed by the vast amount of
information available, we consider our responsibility at BIAS to bring clarity
to our clients so that they can achieve their financial goals.

BERMUDA INVESTMENT ADVISORY SERVICES LIMITED
Wessex House, Second Floor, 45 Reid Street, Hamilton HM 12
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