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The S&P Global 
1200 Index 
advanced  
2.0 percent for 
the quarter ended 
December 31, 2016. 
All returns are 
expressed in  
US dollars.

World Markets Quarterly Review
December 31,  2016

DJIA 8.6% BSX 24.2% UK FTSE -0.7% Nikkei 1.2%
S&P 500 3.8% Bolsa -8.9% CAC 3.1% Hang Seng -5.2%
NASDAQ 1.7% Bovespa 3.0% DAX 2.6% Straits Times -5.0%
TSX 1.9% Merval -2.8% Kospi -9.6% ASX -1.0%
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Global Stock Markets
• US equity markets rose as intermediate 

forecasts for growth and inflation were repriced  
after Donald Trump’s dramatic victory in the  
US presidential election.

• Financials rose sharply due to perceived 
benefits of higher bond yields, a steeper 
yield curve and hopes of less regulation. 

• European markets rallied amid expectations 
of an extended era of low interest rates.

• Emerging Market equities posted negative 
returns weighted down by a stronger US dollar,  
rising yields and fears of protectionist trade  
measures from the US.

Bond Markets 
• Bond yields rose in most markets on expectations  

of both higher inflation and growth and less  
accommodative monetary policy.

• The US Fed raised interest rates for just the  
second time since the financial crisis of 2008.

• German shorter-dated bond yields fell as the 
ECB extended its bond purchase programme 
and relaxed restrictions on the minimum 
yield and maturity for the notes it buys. 

• Investment grade corporate bonds 
outperformed US Treasuries in the quarter.

Currency Markets
• The US dollar appreciated against all 

major currencies on expectations Trump’s 
administration will pursue fiscal stimulus.

• The Canadian dollar appreciated against most 
major currencies as oil prices rose and the 
central bank left interest rates unchanged.

• Uncertainty over upcoming elections which 
could see populist and anti-euro parties 
gaining ground weighed on the euro.

• The Japanese yen plummeted against 
the US dollar amid less demand for the 
perceived safe haven yen for investors.
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North American Stock Markets

Indices 30 Sep 2016 31 Dec 2016 Local Curr. US$
Total Returns

Source: Bloomberg

All major  
US indices  

reached an  
all-time high  

in the quarter.

    18,308.15   19,762.60  8.62% 8.62%

  2,168.27   2,238.83  3.80% 3.80%

  5,312.00   5,383.12  1.69% 1.69%

  14,725.86   15,287.59  4.52% 1.93%

  1,914.82   1,944.69  2.05% 2.05%

US Dow Jones Industrial 

US S&P 500    

US NASDAQ

Canada TSX

S&P Global 1200

• On October 22 AT&T Inc. announced it  
had agreed to buy Time Warner Inc. for 
$85.4 billion. The deal would form a media  
and telecommunications empire that owns  
many of the movies and TV shows that AT&T  
delivers to subscribers. The transaction 
requires regulatory approval at a time when 
politicians are becoming more vocal with 
concerns about media consolidation. On the  
first trading day after the announcement  
shares of AT&T declined 0.6 percent while  
Time Warner fell 2.7 percent.

• On November 9 bank stocks rallied as 
Donald Trump’s surprise victory in the 
presidential election fueled expectations of  
a softer regulatory environment, rising interest  
rates, potentially lower corporate taxes, 
and higher inflation. J.P. Morgan Chase & Co.  
shares rose 4.6 percent to a record high while  
the PowerShares KBW Bank exchange traded  
fund shot up 5.0 percent, led higher in  
particular by Bank of America Corp. that 
surged 5.7 percent. 

• On November 17 shares of Hain Celestial 
Group, maker of organic and natural food 
and personal care products, jumped 8.1 
percent after the management disclosed 
that the audit committee found no evidence 
of intentional wrongdoing in connection 
with its financial statements. In August, 
Hain’s shares plummeted after the company 
announced that it was evaluating internal 
controls over financial reporting, citing the 
timing of concessions granted to certain 
distributors, and delayed the release of the  
financial results for fiscal year 2016. 

• On November 23 Eli Lilly and Company 
disclosed that the Alzheimer’s drug the 
company was developing had failed to 
significantly help patients in clinical trials. 
Eli Lilly had taken a big bet on developing 
the drug and although the company is 
diversified and sells drugs for cancers and 
other diseases the share price plummeted 
10.5 percent on the announcement.

• On November 25 all three major equity 
indexes in the US reached a new high for  
the first time in seventeen years following 
three straight weeks of gains as investors 
interpreted Trump’s election win as positive  
for the economy and companies. Trump’s 
promises for big government spending aimed  
at building infrastructure, hopes of lower  
taxes for business, as well as softer regulations 
provided fuel for stock prices. On the day 
the S&P 500, the Dow Jones Industrial 
Average, and the NASDAQ closed at 
2,213.35, 19,152.14, and 5,398.92, respectively.

• On December 6 co-CEO Steve Ells of 
Chipotle Mexican Grill Inc., the fast-food 
chain struck by a food-safety crisis in 2015, 
said the company has lost its focus on 
the customer experience. The company 
has tried to get diners back by spending 
more on marketing and ads, establishing 
different food-safety protocols and 
introducing a loyalty program, but the 
rebound has been slower than expected. 
Amid the problems, the company is now 
“nervous” about meeting guidance for next 
year. Chipotle fell 7.5 percent on the day.
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Latin American Stock Markets

Indices 30 Sep 2016 31 Dec 2016 Local Curr. US$
Total Returns

Source: Bloomberg

• On November 28 Vale SA announced the 
company will resume dividend payouts 
following an improved outlook for the 
company and better-than-expected cash  
flow generation on the back of a rebound 
in commodity prices. Vale’s board approved 
the plan to reward shareholders after iron  
ore rallied 86 percent earlier in the year 
and the company’s share price almost tripled 
in value. The Rio de Janeiro based company  
paid out $1.5 billion in 2015, $4.2 billion in  
2014 and will pay approximately $250 million  
in 2016.

• On December 1 the Bovespa, Brazil’s equity 
benchmark gauge, plummeted 3.9 percent 
after Brazil’s lower house set off a firestorm 
of criticism by including under-the-radar 
proposals into an anti-corruption bill that 
critics said would be a setback in efforts to 
crack down on political corruption. A plea 
bargain agreement that involved builder 
Odebrecht also raised the spectre that 
the sweeping corruption scandal known 
as Carwash would spread as company 
officials accused of illegally routing money 
to politicians would identify who took 
the bribes. Further adding to the decline 
in stock prices was a bigger-than-forecast 
drop in industrial output which raised 
concern Brazil will struggle to recover 
from its worst recession in a century.

• On December 5 auto-parts maker Rassini 
SAB, based in Mexico City, said it won a 
Ford Motor Co. contract and will increase 
its Michigan workforce by ten percent. 

Rassini’s announcement represented an 
unusual reversal in light of President-elect 
Donald Trump’s push for the auto industry 
to keep more US jobs from moving to 
Mexico. Rassini’s shares, which had fallen 
eleven percent through the week ended 
December 2, rose three percent after the 
company announced the new contract.

• On December 6 Uber announced that it is 
focusing on dominating the Latin American 
market after its failed investment in China. 
In just two years of being in Mexico City 
the company has experienced tenfold 
increase in rides across the region and the 
city is now the busiest city in the world for 
Uber whilst its second busiest is Sao Paulo, 
Brazil. While providing a safe option to the 
traditional street taxis that are notorious 
for “express kidnapping” the company 
believes its striving for safety will grow 
their brand in the region. Uber is currently 
in 92 cities in Latin America and plans to 
increase to 200 cities by the end of 2017.

Mexico’s Bolsa index 
was negatively 
affected by Trump’s 
victory in the 
US presidential 
election.
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    47,245.80   45,642.90  -2.80% -8.92%

  58,367.05   60,227.29  3.19% 3.02%

  16,675.68   16,917.86  1.45% -2.79%

  4,015.25   4,151.39  3.39% 1.33%   

      1,914.82   1,944.69  2.05% 2.05%

Mexico Bolsa

Brazil Bovespa

Argentina Merval

Chile IPSA

S&P Global 1200



European Stock Markets

Indices 30 Sep 2016 31 Dec 2016 Local Curr. US$
Total Returns

Source: Bloomberg

European markets 
advanced in local 
currency terms on 

expectations of  
an extended era  

of accommodative 
monetary policy.
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        6,899.33   7,142.83  4.31% -0.72%

  10,511.02   11,481.06  9.23% 2.60%

  4,448.26   4,862.31  9.72% 3.06%

 8,779.40   9,352.10  7.76% 1.23%   

       1,914.82   1,944.69  2.05% 2.05%

    1,387.86   1,468.69  6.25% -0.19%

UK FTSE

Germany DAX

France CAC 40

Spain IBEX 35

S&P Global 1200

S&P Europe 350

• On October 28 Novo Nordisk A/S, the 
world’s biggest maker of insulin, slashed its 
long-term target for profit growth by half 
because of pressure on prices in the US, the 
company’s largest market, and said it was 
ending research and development projects 
involving oral insulin treatments. Lower 
prices and escalating competition from 
biosimilars – or cheaper copies of complex 
biologic drugs – have dimmed prospects 
for the Danish company, which controls 
almost half of the global market for insulin. 
On the day of the announcement Novo 
fell 15.0 percent in Copenhagen trading.

• On November 18 Europe’s largest automaker  
Volkswagen AG announced the company 
had reached an agreement with the labour 
union to cut as many as 30,000 jobs globally  
in an effort to save €3.7 billion and divert 
resources towards a strategic shift to 
electric and self-drive cars. The company 
said it aims to produce two-to-three million  
electric cars per year by 2025. In the week  
following the announcement, Volkswagen  
climbed 3.4 percent.

• On November 28 the world’s oldest bank, 
Banca Monte dei Paschi di Siena S.p.A., 
burdened by bad loans and low profitability, 
launched a $4.6 billion debt to equity 
swap offer, the first step of an ambitious 
recapitalization plan which the bank aims 
to carry out by the end of the year. The 
bank also said it will cut 2,600 jobs, close 
500 branches, and sell off bad loans.  

Over the last twelve months the bank’s shares 
plummeted 88.4 percent. However, the news  
about a potential rescue stabilized Paschi’s 
shares on the Milan stock exchange in the  
week of the announcement.

• On December 5 Germany’s top court ruled 
that two utility companies, RWE AG and 
EON SE, were entitled to compensation for  
power-production rights they lost because 
of the government’s decision to exit from 
nuclear energy. The case centered on  
Chancellor Angela Merkel’s flipflop on 
nuclear power. After first deciding to extend  
the life of the country’s nuclear plants 
when she began her second term in 2009,  
in March 2011 she unexpectedly announced 
she would seek to accelerate the shutdown 
of Germany’s atomic power plants following 
 Japan’s Fukushima disaster. Shares of RWE  
and EON surged more than six percent on  
the day.

• On December 14 Eurogroup finance 
ministers froze short-term debt relief for  
Greece that they had approved as recently  
as December 5. The U-turn came after 
Greek Prime Minister Alexis Tsipras proposed  
a one-time payout to low-income pensioners.  
Such a payout would violate Greece’s 
agreement with eurozone creditors to obtain  
debt relief. The Athens Stock Exchange fell  
3.2 percent in response to the news while 
Greece’s 10-year sovereign yield jumped 
from 6.60 percent to 7.15 percent.



Pacific Rim Stock Markets

Indices 30 Sep 2016 31 Dec 2016 Local Curr. US$
Total Returns

Source: Bloomberg

• On November 14 Samsung Electronics Co. Ltd. 
announced it had entered into a definitive 
agreement to acquire Harman International 
Industries Incorporated for approximately 
$8 billion. Traditionally Samsung has focused 
on growing its own business and avoided 
making big purchases of other companies; 
however under new leadership of Jay Y. Lee, 
who is known as an aggressive deal maker, 
the Korean company has aimed to gain 
immediate foothold in the car parts industry. 
The acquisition of Harman, a US company 
specializing in connected car software and 
technology, is the largest overseas deal by a 
South Korean company and will lift Samsung 
into the top ranks of auto technology 
suppliers as well as give Samsung relationships 
with key carmakers like Volkswagen AG 
and Bayerische Motoren Werke AG (BMW). 
Samsung’s shares fell 2.8 percent on the day.

• On December 1 Japan’s Nikkei share average 
rose to an eleven-month high on the back of a 
weaker yen and as energy shares made strong 
gains after OPEC agreed to cut crude output 
for the first time since 2008 to boost oil 
prices. Oil-exploration stocks outperformed, 
with INPEX Corporation rising eleven percent 
while Japan Petroleum Exploration Company 
Limited jumped 13 percent. The mining sector  
subindex also surged on the day and Daido Steel  
Co. Ltd. rose 4.1 percent after the company said  

it will buy back up to two million of its shares,  
worth up to one billion yen.

• On December 5 Australian aged-care stocks  
soared as the government updated policy  
documents and said suggested changes that  
would have made it harder for companies to  
make claims will not proceed. Earlier proposals  
meant aged-care companies were facing zero 
growth. On the day of the announcement 
Regis Healthcare Ltd, Japara Healthcare Ltd, and  
Estia Health Ltd rallied 13 percent, 12 percent  
and 11 percent, respectively.

• On December 12 Chinese equities tumbled 
on new regulatory curbs to rein in insurers’ 
aggressive stock investments. The new 
regulation hit the market hard as insurers’ 
relentless buying in modestly-priced 
industry-leading blue-chip stocks was one 
of the main drivers behind the recent strong 
advance in the Chinese market. The sell-off 
was exacerbated as investors worried about 
domestic manufacturers losing market share. 
The latter reflects the changing tastes of more 
sophisticated consumers, many of whom have 
discovered a world of imported goods online 
not available in stores, including Japanese 
baby diapers and rice cookers. The ChiNext 
index sank 5.5 percent and the Shanghai 
Composite index fell 2.5 percent on the day.

Asian Emerging 
Markets were 
negatively affected 
by signs of slowing 
economic growth  
in China.
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         16,449.84   1 9 , 1 1 4 .37  16.34% 1.17%

  23,297.15   22,000.56  -5.27% -5.24%

  3,861.20   3,587.99  -6.95% -6.93%

  2,043.63   2,026.46  -0.82% -9.64%

  2,869.47   2,880.76  0.80% -5.01%

  9,166.85   9,253.50  0.97% -2.47%

  5,435.92   5,665.80  5.13% -0.98% 

       1,914.82   1,944.69  2.05% 2.05%

      444.32   426.74  -3.44% -3.44%

Japan Nikkei

Hong Kong Hang Seng

Hang Seng Red Chip

Korea Kospi

Singapore STI

Taiwan TWSE

Australia ASX 200

S&P Global 1200

FTSE Pacific ex-Japan



Bermuda & Cayman Stocks

Indices 30 Sep 2016 31 Dec 2016 Local Curr. US$
Total Returns

Source: Bloomberg

Most local shares 
posted positive 

returns in the  
Fourth Quarter.

• On October 26 Chubb Ltd. reported operating 
income of $1.356 billion for the third quarter. 
Chubb Ltd was formed earlier in 2016 through 
Ace Ltd.’s acquisition of US insurer The Chubb 
Corporation and the combined company took 
the name Chubb. The third quarter earnings 
were up 157 percent from the same quarter in  
2015 and beat analysts’ estimates, partly driven  
by lighter than expected catastrophe losses.  
Chubb rose 3.7 percent on the day.

• On October 31 XL Group Ltd, the parent 
company of Bermuda reinsurer XL Catlin, 
announced third quarter earnings with operating  
income of $122.5 million. XL recorded earnings  
per share of 44 cents which beat analyst 
expectations despite a tripling of catastrophe  
losses in the quarter.  XL advanced 1.3 percent  
on the day.

• On November 10 Consolidated Water 
Company Ltd. announced third quarter earnings  
of $5.45 million. The company missed analyst 
expectations due to impairment losses 
aggregating approximately $6.4 million for its  
desalination plant in Bali, the goodwill recorded  
in connection with the acquisition of Aerex 
Industries, Inc., and its equity investment in 
Ocean Conversion (BVI) Ltd. Although the water  
volume sold in Cayman increased by two percent  
from 2015 to 2016, the revenues declined 

as the base rates the company can charge 
customers were lowered in First Quarter 2016  
by 4.4 percent. The share price fell 6.2 percent  
on the day of the announcement.

• On November 14 Argo Group International 
Holdings Ltd. announced acquisition of 
Ariel Re in a $235 million cash deal. Argo 
Group is a Bermuda based international 
underwriter of specialty insurance and 
reinsurance. The deal which is expected to 
be completed during First Quarter 2017 will 
enhance the combined companies’ London 
and Bermuda based platforms by adding 
complementary lines of specialty business.

• On December 5 BF&M Ltd. posted net income  
of $19.2 million for the first nine months of  
2016. The result sees an increase of $2 million  
over the same period in 2015. The Bermuda  
Insurer noted the strong result included claims  
resulting from the fire that occurred at the Ann  
Cartwright DeCouto Building on Front Street  
in July. BF&M also announced that claims  
resulting from Hurricane Matthew and Nicole  
will be accounted for in First Quarter 2017.
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Stocks

        1,564.72   1,923.79  24.24% 24.24%

  1,659.29   1,770.73  6.72% 6.72%

  1,914.82   1,944.69  2.05% 2.05%

BSX Index

BSX Insurance Index

S&P Global 1200

          6.20   6.75  10.08% 10.08%

  24.00   31.30  30.83% 30.83%

  12.69   12.75  1.80% 1.80%

  11.62   10.85  -5.98% -5.98%

  33.63   37.26  11.39% 11.39%

Ascendant Group Ltd.

Butterfield Bank

Caribbean Utilities

Consolidated Water Co.

XL Group PLC



Global Bond Markets

Indices 30 Sep 2016 31 Dec 2016 Local Curr. US$
Total Returns(Yield to Maturity)

Source: Bloomberg

• On November 11 the US Ten-Year Treasury 
yield closed at 2.15 percent compared to 
a yield of 1.85 percent on the day of the 
presidential election. The sharp rise in yields 
reflected investors’ expectations of a major 
fiscal stimulus under President Trump, which 
would both increase the supply of bonds and 
mainly boost inflation at this stage of the US 
business cycle. Although government bond 
yields also rose in Europe, the increases were 
significantly smaller than in the US. Trump’s 
election was not the only factor driving up 
sovereign yields in Europe. Yields had been 
rising for the past three months, reflecting 
a shift in expectations for monetary policy 
both in Europe and in the US, as well as 
growing inflation expectations in response 
to a recovery in commodity prices.

• On November 14 Japan’s Ten-Year bond yield 
rose to zero for the first time in almost two 
months amid speculation investors in the 
nation will be drawn to the higher yield US 
Treasuries offer following Donald Trump’s 
election as president. On the day the extra 
yield from Ten-Year Treasuries compared to  
similar-maturity Japanese government bonds  
widened to 2.28 percentage points, the most  
since January 2014.

• On November 23 UK government bond prices 
tumbled and yields rose after Chancellor of  
the Exchequer Philip Hammond said he would 
borrow more to increase spending – part of 
his attempt to combat that nation’s slowing 
economy. The Debt Management Office said  
an extra £15 billion of issuance will be completed  
in the 2016-2017 fiscal year, substantially more  
than the £4.25 billion increase predicted in a  
Bloomberg survey of economists. On the day  
UK’s Ten-Year yield rose nine basis points  
to 1.45 percent.

• On December 12 crude oil jumped more than  
four percent and surged to the highest in  
17 months after Saudi Arabia signaled it will  
cut output by more than previously agreed 
amid a weekend OPEC deal to tackle 
oversupply with competitors such as Russia. 
The higher oil price pushed up the outlook 
for global inflation and consequently prices on 
government bonds around the globe tumbled 
while yields rose. In the US the Ten-Year 
Treasury yield surged above 2.50 percent 
for the first time since October 2014.

Bond yields in  
most markets rose 
on expectations of 
both higher inflation 
and growth and less 
accommodative 
monetary policy.
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Citigroup

           1,450.58   1,412.00  -2.66% -2.66%
  1,890.00   1,784.60  -5.58% -5.58%
  1,767.95   1,730.86  -2.10% -2.10%
  1,270.26   1,155.81  -9.01% -9.01%

     0.76% 1.19% -0.57% -0.57%
 1.59% 2.44% -6.82% -6.82%
 2.32% 3.07% -13.65% -13.65%
 1.00% 1.72% -5.87% -8.07%
 1.91% 2.77% -6.02% -11.61%
 0.75% 1.24% -4.06% -8.73%
 -0.12% 0.20% -3.11% -9.30%
 -0.09% 0.04% -1.30% -14.48%

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

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



World Currency Markets

Currency 30 Sep 2016 31 Dec 2016 Change

Value of Currency US$1 = value in local currency

Source: Bloomberg

The yen 
depreciated 

against all  
major currencies 

on less safe  
haven demand.

• On October 21 the euro traded below 
$1.09 against the US dollar for the first time 
since March. The euro depreciation came 
after the ECB’s policy decision and press 
conference in which Mario Draghi gave 
away as little as possible over the central 
bank’s plans for its quantitative easing 
programme. Although it may not have been 
discussed at the ECB meeting the market 
was confident that the ECB would extend 
its asset purchases and this was exactly 
what happened at the ECB’s December 
meeting although the size of monthly 
bond purchases was trimmed back to €60 
billion from €80 billion. The programme 
will now extend until December 2017.

• On October 28 Bitcoin traded at $684 
after having surged 8.4 percent in the 
week, the biggest increase since June, as 
yuan declines spurred demand for the 
cryptocurrency. China accounts for about 
90 percent of trading in bitcoins as the 
digital tender offers its citizens a means 
to hedge against yuan depreciation amid 
capital controls. In the same week the yuan 
weakened 1.6 percent against the US dollar. 

• On November 11 the Mexican peso fell 
to a new record low against the US dollar 
over concerns about President-elect 
Donald Trump’s economic policies as 
Trump had vowed to make Mexico pay for 
a massive border wall and renegotiate the 
North American Free Trade Agreement 

(NAFTA). On the afternoon of November 
11 the peso traded at 21.15 pesos per 
dollar, a depreciation of 8.75 percent 
versus the US dollar in the week.

• On November 24 the Philippine peso 
fell to an eight-year low against the US 
dollar. The peso started to tumble soon 
after the new president Rodrigo Duterte 
took office in late June as concerns over 
his deadly drug war – which has killed 
thousands – and his anti-US rhetoric led 
investors to pull back. The drop in the peso 
deepened in November amid an emerging 
market currencies rout that followed the 
US presidential victory of Donald Trump.

• On November 25 the US dollar capped 
its biggest three-week gain versus the 
Japanese yen since 1995 as traders priced in 
the probability of an interest rate hike by 
the Fed in December to 100 percent.  The 
greenback has surged ten percent since 
November 4 to an eight-month high against 
the Japanese currency as expectations 
that President-elect Donald Trump will 
implement policies to spur inflation and 
growth drove US Treasury yields to their 
highest in a year, underpinning demand for 
the perceived safe haven yen for investors.
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       1.3049 1.3873 -6.0%

 3.2624 3.2552 0.4%

 0.7709 0.8104 -4.9%

 1.3127 1.3441 -2.3%

 0.8901 0.9509 -6.4%

 101.3500 116.9600 -13.4%

 0.9714 1.0190 -4.7%

Australian Dollar

Brazilian Real

British Pound

Canadian Dollar

Euro

Japanese Yen

Swiss Franc



Global economic growth will continue 
to strengthen at an annualized rate of 
3.2 percent for 2017.

• Broadly accommodative policies and  
improving labour markets support  
US growth.

• A lack of fiscal stimulus is a drag on economic  
growth in the EU.

• In Japan, highly accommodative financial 
conditions and increased exports will be a  
temporary boost to growth.

• The ongoing deceleration of Chinese growth  
is likely to weigh on the economic outlook 
of other Emerging Market economies.

As the Fed raises interest rates amid 
a strengthening labour market, rising 
inflation, and improving economic 
growth, yields will rise in the US.
• Policy divergence of major central banks  

is increasing.

• Fiscal stimulus from the Trump administration  
should boost economic growth and benefit 
corporate finances, resulting in corporate 
bonds outperforming US Treasuries.

• The ECB’s extension of its bond purchase 
programme will keep yields in the 
eurozone low. 

Central bank divergence is likely to 
play out the most in currency markets 
resulting in a stronger US dollar.
• Further US dollar gains are likely to occur  

before mid-2017 as Trump’s economic plans  
are fleshed out and the probability of  
enactment factored in.

• Repatriation flows could add additional 
upside to US dollar strength if it becomes 
clear US corporate tax reform will proceed  

with some sort of tax holiday on profits  
accumulated overseas.

• Uncertain outcomes from general elections  
amid rising populism in several core eurozone  
nations will weigh on the common currency.

Commodity prices reflect soft global 
economic growth and oversupply.
• We anticipate oil to trade in a slightly  

higher range as OPEC and non-OPEC oil  
producing companies have agreed to  
cut production.

• The outlook for gold prices is bleak on the 
back of interest rate hikes from the Fed.

• Base metal prices are expected to rise amid 
positive global economic growth. 

Improvement in the near term 
economic outlook and a confidence 
about a pickup in earnings will drive  
equity markets higher.
• Our greatest area of concern is that Trump’s  

agenda disrupts global trade and thereby  
upends the financial markets.

• We favour the cyclical sectors: Financials, 
Information Technology and Industrials.

• Our non-US exposure will opportunistically 
be hedged back to the US dollar as we 
expect continued US dollar strength in 2017.

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.

FOR THE FIRST QUARTER 2017
Outlook
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“Deregulation 
and tax reform 
that helps spur 

investment could 
increase the  

U.S. economy’s  
top speed.” 

Goldman Sachs 
Group Inc.,

December 20, 2016

The World

President-elect Donald Trump’s inauguration, 
China’s attempts to keep growth both high 
and sustainable, and the continued rise of  
populism in Europe sets the stage for 2017.  
Forecasts are shrouded in more than the 
usual degree of uncertainty given the inability  
to as yet foresee with a high degree of 
confidence how various elements of US 
economic policy will unfold in 2017 and 
2018 under the new Trump administration. 

The policy divergence of major central banks  
is increasing. The Fed has signaled its intention  
to raise rates further. By contrast, none of 
the central banks of the UK, the eurozone, 
Japan or Canada have ruled out additional 
easing. Central bank action is likely to play 
out the most in currency markets resulting in 
a stronger US dollar, but also more volatility 
in stock and bond markets. We agree with 
Bloomberg consensus estimates that global 
economic activity will continue to strengthen, 
although remaining below its pre-crisis pace, at  
an annualized rate of 3.2 percent for 2017 and  
3.4 percent for 2018. The outlook among both  
advanced and Emerging Market economies  
remains mixed. Broadly accommodative 
policies and improving labour markets are 
expected to support the US, whilst the UK  
is weighted down by Brexit uncertainty and in  
Japan the pace of expansion is expected to 
remain moderate. Moreover, the ongoing 
deceleration of Chinese growth is likely to  
weigh on the economic outlook of other  
Emerging Market economies.

North America

GDP growth in the US is forecast to be at an  
annualized rate of 2.2 percent in 2017 before  
picking-up to 2.3 percent in 2018 on the back  
of broadly accommodative monetary policy 
(despite Fed tightening) and improving labour  
markets. At the time of this writing it is far 
from clear what the policies of the Trump 

administration will actually be. We agree with  
the broad sense that near midyear, some  
tax cuts and fiscal spending increases will be  
introduced alongside a tougher, perhaps more  
mercantilist trade policy. The details so far 
are vague and while the intentions and signals  
of the President-elect spurred a sizable 
reaction in the capital markets in late 2016,  
more concrete details are needed to be  
able to forecast the impact on economic  
growth with any accuracy.

The adjustment of the Canadian economy  
to low commodity prices is progressing 
and we agree with Bloomberg consensus 
estimates of 1.8 percent annualized GDP 
growth in 2017. An expanding service sector  
and the depreciation of the Canadian dollar  
provide some relief, but the broad economic  
impact of lower real incomes as a result of  
the commodity price decline is nonetheless  
expected to continue to dampen domestic  
demand. 

Europe

The eurozone is looking at modest economic  
growth of 1.4 percent in 2017 on an annualized  
basis before climbing to 1.5 percent in 2018, 
as per Bloomberg consensus estimates. 
We agree with the ECB that fiscal stimulus 
is needed to boost lacklustre inflation 
and support growth in the region, but EU 
governments seem stubbornly committed 
to strict austerity measures. As such the ECB 
has extended its bond purchase programme 
to at least the end of 2017. Given that the 
UK is a key trading partner for most of 
the core European countries, the Brexit 
negotiations will have implications for the 
EU’s economy. If the populist movement in 
the region strengthens, European integration 
will become more difficult and sluggish 
economic growth may become the norm.

The weaker Sterling following the Brexit vote 
is supporting the economy, preventing the UK  

ECONOMICS
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from falling into recession. Still, economic 
growth is expected to slide to a meagre  
1.1 percent in 2017 and 1.3 percent in 2018 
as per Bloomberg consensus estimates.

Russia should come out of recession with an  
annualized growth rate of 1.2 percent in 2017  
according to Bloomberg. The nation has been  
heavily reliant on oil exports but is planning  
to start shifting its economic model away from  
over-reliance on mineral resource exports,  
a process that the central bank admitted will  
“take a while and will not be a smooth process.”

Pacific Basin/Asia

Economic growth in Japan remains sluggish, 
growing at an annualized rate of 1.0 percent 
in 2017 on the back of highly accommodative 
financial conditions and increased exports 
before declining to 0.9 percent in 2018 on 
weaker public and private sector spending.

Australia’s growth is expected to drop from  
2.9 percent in 2016 to 2.7 percent in 2017,  
driven by softer growth in China, the nation’s 
biggest trading partner. China’s economic 
rebalancing towards consumption and services  
and away from manufacturing remains a long  
term work in progress. Economic growth  
appears to have temporarily stabilized around  
6.5 percent supported by infrastructure 
spending but should drop to 6.1 percent in  
2018 according to Bloomberg estimates as 
recent strength in the Chinese property 
market is not expected to be sustained and  
the working age population declines.

India’s economy is predicted to expand at  
the considerable rate of 7.3 percent in 2016  
and 7.6 percent in 2018 as per Bloomberg 
consensus estimates. Domestic consumption,  
investment, government support and a 
decline in inflation were the key drivers for  
growth in 2016 and are forecast to continue  
supporting growth in 2017 and beyond.  
The risk to the very near-term growth 

outlook is India’s surprise announcement of  
demonetization of large banknotes while  
longer term gains will depend on follow up on  
reforms. Greater disclosure of unaccounted  
income should improve tax collection and allow  
the government to boost capital spending.

Latin America

Brazil’s economic prospects hinge on the new  
government’s ability to implement economic 
and structural reforms. While risks continue 
to dominate the outlook, positive signs are 
emerging that the recession is nearing its end.  
Political uncertainty has diminished, consumer  
and business confidence are rising and  
investment has strengthened. The government’s  
latest focus to control fiscal spending growth  
by imposing a cap on spending is a crucial 
step in an austerity drive to rescue Brazil’s 
stalled economy. This should allow more 
room for monetary easing to support the 
fragile recovery and help moderate inflation 
which has been running above the central 
bank’s target for the past several years.  
The IMF now projects economic growth of  
0.5 percent in 2017, a substantial improvement  
from its minus 3.3 percent 2016 estimate.

Mexico’s economic activity has slowed, 
largely reflecting continued drops in producer  
confidence and investment with the most 
important risk for the nation coming from  
uncertain US policy under the new Trump  
administration, including the potential 
implementation of protectionist measures.  
For 2017 annualized economic growth is  
expected at 1.8 percent, down from 2.2 percent  
in 2016.

“(China) being open 
to tolerate slower 
growth for the sake 
of an altered growth 
model is a very 
important signal.” 

Frederik Kunze,
Chief China 
Economist, 
Norddeutsche 
Landesbank,  
December 23, 2016
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“We see rising bond 
yields as likely to 

persist through the 
end of this economic 

cycle (that is, at 
least for the next 

one to two years).” 

Rebecca Patterson,
Chief Investment 

Officer, 
Bessemer Trust,  

December 16, 2016

We agree with consensus estimates of a gradual 
rise in Treasury yields and two-to-three 
interest rate hikes from the Fed in 2017 given 
a strengthening labour market, climbing 
inflation, and improving economic growth. 
The uncertainties of the new administration 
are a big risk to our outlook. Economic data  
will be particularly important going forward. 
After all, if the Fed felt a need to be data 
dependent when fiscal policy was fairly 
predictable in recent years, it will have all the  
more reason to be data dependent now in 
anticipation of an administration with very  
different economic priorities than the last.   
Still two-to-three interest rate hikes is at  
least twice as fast as the Fed’s pace in 2015  
and 2016 and fits any definition of prudent  
and cautious.  

Market-based measures of inflation 
expectations have risen; still we do not expect  
inflation to take off as there are at least two 
mitigating factors. First, survey-based measures  
of inflation expectations have softened. 
Second, due to technical factors such as 
liquidity differences, in a rising interest rate 
environment Treasury Inflation Protected 
Securities (TIPS) tend to sell off more than 
conventional fixed coupon bonds and as 
such market based measures of inflation 
expectations get skewed. This was the case 
in the last two months of 2016. Finally, the 
appreciation of the US dollar and rise in 
yields should have a dampening impact on 
economic growth and inflation. The yield 
curve should flatten as the Fed raises interest 
rates, affecting mainly the short-end of the 
yield curve, while inflation (which impacts the  
long-end of the yield curve) only rises 
modestly. Any further indications that the 
Trump administration might introduce  
ultra-long (30+ year maturities) bonds will  
steepen the yield curve. Corporate bond  
yields will follow Treasury yields higher  
but to a lesser extent as the fiscal stimulus 

Trump plans should boost economic growth  
and benefit corporate finances. 

In Europe yields will remain low as the  
ECB has extended its QE programme until  
December 2017 and, in our view, also  
communicated a persistently accommodative  
monetary stance highlighted at its December 
2016 meeting by not forecasting inflation 
rising to the central bank’s target even by 
2019. The risk of yields heading even lower 
is offset by the ECB’s reduction of monthly 
bond purchases from €80bn to €60bn 
starting in April. The ECB’s most recent shift  
to be able to buy shorter-dated bonds 
(maturing within one-to-two years) and those  
yielding below the minus 0.40 percent 
deposit rate floor may only be used if yields 
generally fall amid an economic slump or 
if longer-dated yields fail to rise, negating 
a steeper yield curve that aids the banking 
sector. The shift ensures a widening spread 
between US Treasuries and German bunds 
and a newfound reason to be bearish on  
the euro (which at the time of writing is at  
a 14-year low against the US dollar). 

Our base case is for Canadian yields to 
follow US yields higher but not to the same 
extent and for the Bank of Canada to keep 
rates on hold. Economic slack continues 
to put downward pressure on inflation in 
Canada. The economy is running below 
potential and the Bank of Canada has room 
to cut interest rates should growth weaken. 

BONDS
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Our view for 2017 is for further US dollar 
appreciation as the market is looking for a 
stronger US economy with rising likelihood 
of fiscal stimulus, higher interest rates, and 
some easing of regulatory burdens, all of  
which is currently strengthening the US dollar  
and which should continue into the new year.  
Yield spreads are expected to remain the  
main driver in the currency market in 2017 
and supportive of additional US dollar 
appreciation. US dollar gains in 2017 are likely  
to be front-loaded, i.e. occurring by mid-2017,  
as Trump’s economic plans are fleshed out  
and the probability of enactment factored 
in. One potential source of additional upside  
to US dollar strength is anticipation of 
significant repatriation flows if it becomes 
clear US corporate tax reform will proceed 
with some form of tax holiday on profits 
accumulated overseas. A significant 
downside risk to the US dollar versus the euro,  
yen, and Swiss franc – but not versus 
Emerging Market currencies, the Australian 
dollar, and the New Zealand dollar – would be  
a US initiated trade war. Such an event would  
not be limited to China but we hope that  
economic common sense prevails and a sharp  
escalation of trade protectionism is avoided.

In Europe, general elections in France, 
Germany and the Netherlands will weigh on 
the common currency. In the past two years 
the EUR/USD has traded in a tight range 
from 1.05 to 1.15 but we think this range will 
be broken further on the downside in 2017 
now that it has fallen to 1.04 at the time 
of writing. From a big picture perspective 
we assume that the EUR/USD could not 
sustainably rise above 1.15 as the Fed is set 
to raise interest rates while the ECB will be 
buying bonds at least until end of 2017.  
As yields rise in the US while remaining little  
changed in the eurozone, the wider interest 
rate differential speaks in favour of US dollar  
strength. Further, the prospect of European  

political turmoil, thanks to anti-establishment 
and populist backlash, should pull support  
from the euro.

Sterling will be whipsawed by Brexit 
negotiations. A ‘soft Brexit’ which prioritizes  
trade with the European Union is Sterling 
positive whilst a ‘hard Brexit’ which stops 
immigration above all else is negative. 
Delays in the Brexit process and continued 
uncertainty are likely to be a drag on business  
investment and activity. In the New Year, 
pressure on the UK Government to clearly 
outline its position is likely to intensify 
and the parliamentary process will become 
more difficult. Unless the government can 
provide a realistic negotiating stance with 
the EU, we expect consumer and business 
confidence to erode and Sterling to weaken.

For the Canadian dollar to appreciate against  
the US dollar, oil prices need to rise from its  
current trading range. As per our Commodity 
Outlook this is unlikely to happen near term.  
Further, the central bank has not ruled out  
further interest rate cuts. Should this happen  
while the Fed raises rates the Canadian dollar  
will weaken.

We see the yen stabilizing against the US dollar  
in the First Quarter 2017 as EU political 
uncertainty weighs on general risk sentiment 
and Trump policies take some time to play out.  
Later in the year interest rate hikes from 
the Fed while the Bank of Japan remains 
committed to overshooting its two percent  
inflation target keeping monetary policy 
loose will result in a wider interest rate 
differential and weigh on the yen.

CURRENCIES

“The risk to the 
market view at this 
stage, if anything, is 
that we might see 
more rapid dollar 
appreciation and 
greater extent of 
dollar appreciation 
than many in the 
market anticipate.” 

Todd Elmer,
FX Strategist, 
Citigroup,  
December 28, 2016
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“The direction of 
commodities in 

2017 will depend on 
China’s economic 

growth trajectory, 
the dollar and,  

not least, OPEC’s 
ability to deliver  

the promised 
production cuts.” 

Ole Hansen,
Head of Commodity 

Strategy, 
Saxo Bank A/S, 

December 28, 2016

Major shifts in commodity market drivers 
should leave oil prices in a slightly higher  
range, gold to slide, and the pre-election base  
metal surge to continue. 

OPEC and non-OPEC oil producing countries 
have agreed an output deal to cut production 
as they look to accelerate the re-balancing 
of the global oil market. We doubt that we 
will see the result of demand exceeding 
supply until the second half of 2017 and  
as such anticipate oil to trade between  
$45 - $55 per barrel near term. Saudi Arabia 
will begin to curb shipments to Europe and 
North America as they battle to maintain share  
in key markets such as India and China. This 
means US marginal production will stay in  
the country rather than be exported applying  
further upward pressure on market prices.  
All of this is happening while senior oil men  
are moving to new jobs in Washington D.C. as  
President-elect Trump signals the importance  
of US energy. Furthermore, environmental 
change may take place as the formerly hostile  
stance towards fossil fuels could take a  
“U turn” with taxation, environmental issues, 
and regulation set to ease for the industry. 
Trump has nominated Rex Tillerson, the former 
chairman and CEO of ExxonMobil, as US 
Secretary of State. In him the US oil industry  
should have a powerful, forceful and informed  
advocate in the years ahead.

The outlook for gold prices is bleak on the 
back of interest rate hikes from the Fed. 
After a rally in 2016, rising yields will drive 
investors out of the precious metal into 
higher yielding asset classes as inflation 
remains subdued. We think gold could hit 
$1,100 in the first quarter as opportunity 
costs for holding the metal grow although 
safe haven demand may pick up as a result  
of policy missteps of the new administration.

Base metal prices are expected to rise in the  
First Half 2017 but moderate towards the  

end of the year. A surge in base metal prices  
is currently underway amid positive global  
economic growth prospects for 2017 and 
could accelerate further on US growth 
prospects implied by Trump’s near term  
policies. Further, China has made efforts to  
support domestic markets again and its  
growth forecast is upbeat particularly relating  
to commodity intensive infrastructure projects,  
housing, and automobile production. 

Most crop yields hit record highs in 2016 and 
this trend is set to continue through 2017. 
Longer term, prospects of a persistently 
strong US dollar may drive shifts in growing 
patterns as farms seek to reduce input costs  
and shift to higher value crops. As a result  
we do not expect output levels to increase,  
resulting in lower inventories and ultimately  
a rebalancing of crop prices. 

COMMODITIES
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We believe that the US stock market’s year-
end rally, in the face of rising interest rates 
and a stronger US dollar, is not based purely 
on speculation about pro-growth policies 
under the new Trump administration. To the  
contrary, it is also driven by improvement  
in the near term economic growth outlook  
and confidence about a pickup in earnings  
and as a consequence we see this momentum  
persisting in 2017. 

We are conscious that the Trump 
administration’s plans come with new risks.  
Controversial statements may create 
uncertainty and unsettle the market. Our 
greatest area of concern is that Trump’s agenda  
disrupts global trade and thereby upends the  
financial markets. We believe that election  
rhetoric will turn to pragmatism however  
and that the more controversial aspects will  
be muted by Congress.

Our thesis for the US as our biggest exposure  
remains intact as we have seen broad based  
strength in leading indicators since the last time  
of writing which promises to extend into 
next year. Even productivity, a major headwind  
to growth this cycle has rebounded strongly  
to +3.1 percent from a negative reading in Q2. 
Furthermore, recent payroll data has been  
robust and with both consumption and  
investment seemingly on the upswing, the 
Atlanta Fed’s GDPNow forecast has also  
moved up. These upgrades to the growth 
outlook are translating into better US corporate  
earnings forecasts. Bloomberg estimates for 
EPS growth in 2017 exceed eleven percent. 

Within sectors we are generally overweight 
cyclicals: Financials, Information Technology  
and Industrials. Rising rates, hopes of a less  
onerous regulatory environment, improving  
earnings revisions trends and favorable  
fund flows remain supportive of these  
pro-growth sectors.

We also see a shift from growth to value style.  
The latest growth cycle was the longest style  
cycle in more than 30 years. However recent  
sector rotation into Financials and out of  
Technology favours value over growth near term.  
Moreover, value/growth has historically traded 
in sync with the Fed Funds Target rate; rising 
rates favours value. Finally EPS revisions have 
been more resilient in value oriented stocks.

In Europe we are particularly encouraged by  
recent improvements such as strong PMI 
readings and robust consumer confidence 
dovetailing with better corporate fundamentals.  
Moreover, Europe’s relative valuations are also  
back to the cheap side of fair value relative to US. 

The Japanese government’s new policy shift to  
target interest rates and away from negative 
yields is positive for equity markets. Moreover  
growth prospects are improving in the region  
and with it recovery in Japanese corporate  
earnings particularly for exporters driven by  
yen weakness, 

Our non-US exposure will opportunistically 
be hedged back to the US dollar as we expect 
continued US dollar strength in 2017. 

EQUITY STRATEGY

“I think over the 
next couple of years 
there will be more 
leverage, and this 
will be a golden 
age of investing in 
financial stocks.” 

Steve Eisman,
Money Manager, 
Neuberger Berman,  
December 19, 2016
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71+15+9+1+4+t
22+18+10+12+6+12+7+5+2+2+4+t

EQUITIES

Regional Strategy
• Overweight North America at 71.0 percent 

(versus an Index weighting of 61.0 percent).

• Overweight Japan at 9.4 percent 
(versus an Index weighting of 7.9 percent). 

• Underweight Europe at 15.0 percent 
(versus an Index weighting of 23.1 percent).

• Underweight Emerging Asia and Australia  
at 0.1 percent each (versus an Index  
weighting of 4.3 percent and 2.6 percent  
respectively).

Sector Strategy 
• Overweight Financials, Information 

Technology and Industrials at 22.2 percent,  
17.9 percent and 12.2 percent, respectively  
(versus an Index weighting of 18.6 percent,  
15.5 percent and 11.2 percent, respectively).

• Slightly overweight Consumer Discretionary  
at 12.0 percent (versus an Index weighting of  
11.5 percent)

• Underweight Consumer Staples,  Health  
Care and Telecommunication Services at  
5.7 percent, 9.7 percent and 1.7 percent,  
respectively (versus an Index weighting of  
9.8 percent, 11.6 percent, and 3.7 percent,  
respectively).

• Equal weight Energy and Materials at 
7.5 and 5.0 percent, respectively.

Currency Strategy 
• Overweight the US dollar at 100.0 percent 

(versus an index weighting of 57.6 percent).

• Underweight the euro at 0.0 percent 
(versus an index weighting of 13.6 percent).

• Underweight the yen at 0.0 percent 
(versus an index weighting of 7.9 percent).

Geographic Allocation

Sector Allocation

North America 71.0%
Europe 15.0%
Japan 9.4%
Smaller Asia 0.1%
Australia 0.1%
Other 0.4%
Cash 4.0%

Financials 22.2%
Technology 17.9%
Health Care 9.7%
Consumer Disc. 12.0%
Consumer Staples 5.7%
Industrials 12.2%
Energy 7.5%
Materials 5.0%
Telecom Services 1.7%
Utilities 2.1%
Cash 4.0%

CONCLUSION AND STRATEGY POINTS
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26+3+6+61+4+t
31+21+3+18+12+15+t

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. 

Credit Ratings

LIBOR FRN 26%
CPI FRN 3%
0-1 YR 6%
1-3 YR 61%
3-5 YR 0%
Cash 4%

AA+ 31%
AA- 21%
A+ 3%
A 18%
A- 12%
BBB+ 15%

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. 

Bonds Strategy Allocation
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