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The S&P Global 1200
Index advanced
5.2 percent for
the quarter ended
September 30, 2017.
All returns are
expressed in
US dollars.
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Stock, Bond, Currency Overview
Global Stock Markets
• US stock markets advanced on the back of
improving corporate earnings, rising business
investment intentions, and buoyant
consumer confidence.

• US Treasury yields rose as the Fed suggested
another rate increase is on the cards
for December.
• Investment grade corporate bonds outperformed government bonds.

• Broadening economic growth in Europe
provided a positive backdrop for strong
corporate profits.

• The Bank of Canada surprised the market
and raised the benchmark rate twice citing
stronger-than-expected economic performance.

• Japanese stocks rose as the acceleration
in global economic activity boosted the
nation’s exports.

Currency Markets

• A weaker US dollar, improving economic
fundamentals, and rebounding earnings
helped EM equities deliver strong returns in
the third quarter.

Bond Markets
• After falling early in the quarter, government
bond yields rose in September as markets
started to take central bank tightening
communications more seriously.

• The US dollar weakened against most majors
on political turmoil in Washington.
• The euro was boosted as growth in the region
picked up steam.
• Sterling appreciated against the US dollar on
signs the Bank of England was preparing to
reverse the emergency rate cut that followed
the Brexit vote.
• The Norwegian krone rallied amid general
economic strength and rising oil prices.
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North American Stock Markets
Indices
US Dow Jones Industrial
US S&P 500
US NASDAQ
Canada TSX
S&P Global 1200

30 Jun 2017

30 Sep 2017

21,349.63
2,423.41
6,140.42
15,182.19
2,135.20

22,405.09
2,519.36
6,495.96
15,634.94
2,233.82

Total Returns
Local Curr.
US$
5.58%
4.48%
6.07%
3.68%
5.22%

5.58%
4.48%
6.07%
7.89%
5.22%

Source: Bloomberg

All major US indices
reached an all-time
high in the quarter.

• On July 25 McDonald’s Corp. posted samestore sales that beat analysts’ estimates
and reported increased customer traffic in
its restaurant boosted by cheaper drinks,
all-day breakfast, and higher-quality chicken.
The chain also said it had improved kitchen
equipment to make the food taste better.
The results marked a victory for the CEO
Steve Easterbrook who has been working to
overhaul McDonald’s for the past two years.
McDonald’s rose 4.7 percent on the day.
• On July 26 Facebook, Inc. reported a strong
second quarter result. Facebook’s profits
rose 71 percent from a year ago and beat
expectations once again. Revenue increased
to over $9 billion, up 45 percent versus a
year ago. The gains represent Facebook’s
ninth straight quarterly revenue beat
buoyed by growing demand for the social
network’s mobile ads and the company’s
ability to attract new users. The number
of monthly active users grew 17 percent
year-over-year to 2.01 billion. Facebook
rose 2.9 percent after the announcement.
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• On August 2 Apple Inc.’s share price rose
4.7 percent after the company reported
earnings-per-share, revenue, and iPhone
sales that were slightly better than analyst
predictions. While the results were a
surprise, as the April-to-June quarter is
usually a weak one for Apple, the company’s
fourth-quarter guidance was really what
caused the stock price to jump. Apple said
revenue will be $49 billion to $52 billion in
the three months ending September 2017

and that the company is on track to deliver
three new handsets in 2017 including the
much anticipated iPhone X.
• On August 8 Walt Disney Co. announced
the company would stop selling movies to
Netflix Inc. and begin offering movies and
ESPN sports programming directly to
consumers via two new streaming services.
Disney’s Chief Executive Officer Bob Iger
said that cutting out third parties was an
“opportunity to reach the consumer
directly.” Shares in both companies fell more
than three percent in after-hours trading.
• On September 7 Equifax Inc., one of the
three biggest credit-reporting companies,
reported that it had been struck by a
cyberattack on July 29 that left almost half
the US population at risk making it one
of the most intrusive security breaches
in history in both size and scope. Hackers
exploited a website application to access
data covering as many as 143 million
consumers including names, addresses,
Social Security numbers, and driver’s license
numbers. US Senator Mark Warner said
the attack should trigger more aggressive
policies to improve the protection of
consumer data. Three senior executives
sold shares worth almost $1.8 million in
the days after Equifax discovered the
security breach. At the time of the sales
the trio had not yet been informed about
the incident the company said. Equifax
plummeted 13.8 percent on the news.

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

Total Returns
Local Curr.
US$

30 Jun 2017

30 Sep 2017

49,857.49
62,899.97
21,912.63
4,747.24

50,346.06
74,293.51
26,078.29
5,341.93

1.27%
18.11%
19.01%
12.53%

0.88%
23.45%
14.12%
16.97%

2,135.20

2,233.82

5.22%

5.22%

Source: Bloomberg

• On July 21 shares of Localiza Rent a Car SA,
Brazil’s largest rental car service, surged to
record highs after the company reported
results that exceeded expectations. The top
line grew an impressive 40 percent on the
back of growth in both the rent-a-car and
used car segment. Further, the company also
announced a share buyback of 13 million
shares evidencing strong cash generation
and increased returns to shareholders.
The stock was up 4.4 percent on the day
of the announcement.
• On July 26 Mexican multinational building
material company CEMEX S.A.B. de C.V.
reported a 41 percent increase in second
quarter profit, helped by lower financial
expenses as the company cut total debt
by $676 million in the quarter, bringing
the total reduction to $3.4 billion since
the end of 2015. However, Cemex’ shares
fell 3.5 percent on concerns about weak
cash flow and softer than expected sales
in Mexico. Cemex saw volumes fall in its
home market as the company’s strategy to
increase the price by double-digits took
a toll after the company started charging
more in local currency terms after the peso
plunged versus the US dollar following
President Donald Trump’s election.
• On July 28 shares of Estácio Participacoes SA,
a Brazil based private educational company
focused on the university sector, surged as
much as 14.8 percent after quarterly results
trounced expectations. The positive results
stemmed from cost cutting initiatives and

the management’s focus on a healthier
student base in terms of higher revenue per
student and better retention. The company
said it aims to increase profit margins by as
much as 50 percent and catch up to peers
including Kroton Educational SA, its larger
rival that recently failed to take over Estacio.

Brazil’s Bovespa
rallied amid
market-friendly
political news and
improving economic
fundamentals.

• On August 28 the Chilean casino and resort
operator Enjoy S.A’s shares surged after
Boston based private equity firm Advent
International Group announced that it had
agreed to partner with Enjoy’s founding
Martinez family to acquire a significant
equity stake in the company. Enjoy will
remain publicly traded and the Martinez
family will retain a substantial equity
ownership position in the company. The
agreement came after a previous agreement
fell apart due to uncertainty regarding licenses
to operate municipal casinos. Enjoy’s share
price jumped 11.3 percent on the day.
• On September 11 Brazil’s main stock market
Bovespa index closed at an all-time high
74,319 - an indication that investors feel the
worst days of the country’s economic slide
are over. Bovespa’s rise was fueled in part
by President Temer getting Congress to
approve a loosening of work rules and his
surviving a corruption allegation that could
have suspended him from office. Stock
prices were also boosted when former leftof-center President Luiz Inacio Lula da Silva
was convicted of corruption and became
less likely to run for office next year.
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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$

30 Jun 2017

30 Sep 2017

7,312.72
12,325.12
5,120.68
10,444.50

7,372.76
12,828.86
5,329.81
10,381.50

1.82%
4.09%
4.28%
-0.08%

2,135.20
1,533.65

2,233.82
1,570.53

5.22%
2.85%

4.85%
7.64%
7.85%
3.33%			
5.22%
6.37%

Source: Bloomberg

A stronger euro
boosted European
stock markets in
US$ terms aided
by a broadening
economic recovery.

• On August 2 German Commerzbank AG
reported the weakest quarterly revenue since
2014 even as the bank added half a million
new retail and small business clients –
a sector the bank announced it was going to
concentrate on last September. Meanwhile
in the UK, Standard Chartered PLC reported
revenue growth that was overshadowed by
an uncertain outlook with the bank saying
it is unable to resume dividends. Shares in
Commerzbank declined 1.6 percent while
Standard Chartered fell more than five percent
in London trading on the day.
• On August 10 Glencore Plc reported that
the company’s earnings surged 68 percent
in the first half of the year as commodity
prices rallied. Glencore also announced the
dividend would stay unchanged and that
the company would pay down debt and
strengthen its balance sheet. Glencore’s
Chief Executive Officer Ivan Glasenberg
said the company has “headroom for highly
selective growth opportunities” as mineral
exploration is starting to pick up globally
on the back of multi-year high metal prices.
• On August 15 Air Berlin Plc & Co. filed for
insolvency proceedings after main
shareholder Etihad Airways PJSC withdrew
financial support. The German discount
carrier said talks with Deutsche Lufthansa
AG and other parties regarding disposals are
continuing. Air Berlin has been restructuring
in an effort to stem years of losses, including
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leasing parts of its fleet to Lufthansa.
Air Berlin fell 2.3 percent on the day.
• On August 30 Siemens AG announced the
purchase of TASS International Software
and Services B.V., a Dutch based provider of
automated driving solutions and integrated
safety primarily for the automotive industry.
The acquisition was another sign that many
of the world’s largest companies are investing
big to get into autonomous driving. Siemens
was already a major supplier of components
to the automotive industry and with the
acquisition of TASS the company will be able
to sell parts and software for self-driving
cars to their customers – many of whom
are looking to build their first fleets of
autonomous vehicles. Both parties mutually
agreed not to disclose the financial
conditions of the acquisition.
• On September 22 L’Oreal SA’s shares surged
the most in seven years on speculation that
the death of the founding family’s matriarch,
Liliane Bettencourt, could clear up the
cosmetic maker’s complicated ownership
structure through a takeover or a buyback.
The Bettencourt family holds 26 percent
of L’Oreal’s shares. Meanwhile, Swiss food
giant Nestle SA has held a 23 percent stake
in L’Oreal for more than four decades and,
according to analysts, Bettencourt’s death
makes it more likely for Nestle to sell the
holding to L’Oreal. Another possibility is
that L’Oreal attracts a takeover bid. L’Oreal
rose 2.7 percent in Paris trading on the day.

Pacific Rim Stock Markets
Indices
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

Total Returns
US$

30 Jun 2017

30 Sep 2017

Local Curr.

20,033.43
25,764.58
4,005.23
2,391.79
3,226.48
10,395.07
5,721.49

20,356.28
27,554.30
4,298.97
2,394.47
3,219.91
10,383.94
5,681.61

2.24%
8.62%
8.89%
0.12%
1.13%
2.76%
1.17%

2.00%
8.55%
8.82%
0.06%
2.62%
3.46%
3.31%

2,135.20
496.10

2,233.82
507.34

5.22%
3.62%

5.22%
3.62%

Source: Bloomberg

• On August 7 shares of India’s most indebted
steelmaker, Tata Steel Limited jumped 4.2 percent
after the company returned to profit for the
quarter ended June 30. Tata’s operating profit
rose 50 percent on the back of rising prices,
higher production and some exceptional
items. Tata’s management said the outlook for
Indian steel markets was optimistic given the
government’s thrust on infrastructure and
affordable housing, along with increased
emphasis on buying domestically manufactured
steel for government projects.

following a war of words between Pyongyang
and US President Donald Trump. North Korea
had earlier threatened to fire a missile over
Japan towards the US territory of Guam,
prompting Trump to threaten the country
with “fire and fury”. Ishikawa Seisakusho Ltd.,
a Japanese national defense weapons
manufacturer, rose 5.8 percent while Nippon
Avionics Co, a maker of electronic aviation
equipment, rose 1.8 percent. Hosoya PryoEngineering Co., which makes flare bombs,
surged 9.6 percent on the day.

• On August 7 the world’s biggest hotel chain,
Marriott International, Inc., announced that
it would partner with Chinese e-commerce
mammoth Alibaba Group Holding Limited
to sell holidays to the growing number of
Chinese tourists. Marriott said the joint venture
with Alibaba would allow Chinese travelers to
book rooms at Marriott with Alibaba’s travel
service platform Fliggy. The guests will also
be able to use Alipay, Alibaba’s smartphone
payment platform, when staying at Marriott
hotels – making it easier to spend money on
their experiences. The stock price of Alibaba
jumped 3.6 percent on the day of the
announcement while that of Marriott rose
0.8 percent.

• On September 22 ZhongAn Online Property
& Casualty Insurance Co, a Chinese internet
only insurer, priced its IPO at the top of an
indicated range and raised $1.5 billion from
new investors. The company was founded
by a group of well-known Chinese business
people, including Jack Ma, the founder of
e-commerce site Alibaba, and Pony Ma, the
Chairman of Tencent Holdings Limited. Zhong
An’s public debut attracted investors such
as Japan’s SoftBank Group Corp. ZhongAn
offers insurance for e-commerce transactions,
like those conducted on Alibaba, as well
as for everyday items like mobile phones;
but the company has plans to expand into
life insurance and healthcare products.

• On August 29 Japanese defense-related
stocks rose after North Korea fired a ballistic
missile over Japan, escalating tensions

Hong Kong stocks
bounced sharply
led by Information
Technology
and Consumer
Discretionary stocks.
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Bermuda & Cayman Stocks
Indices
BSX Index
BSX Insurance Index
S&P Global 1200

Total Returns
Local Curr.
US$

30 Jun 2017

30 Sep 2017

2,021.93
1,914.34
2,135.20

2,134.59
1,847.55
2,233.82

8.09%
-3.49%
5.22%

8.09%
-3.49%
5.22%

7.51
33.50
13.46
12.40
43.80

9.25
36.00
12.71
12.80
39.45

26.65%
8.47%
-4.31%
3.83%
-9.43%

26.65%
8.47%
-4.31%
3.83%
-9.43%

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

Bermuda domiciled
insurance stocks fell
in the quarter as
Hurricanes Harvey,
Irma and Maria made
landfall in the US
and the Caribbean.
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• On July 4 Somers Limited, the parent company
of Bermuda Commercial Bank, announced that
the company has sold its entire investment
in Britain’s Ascot Lloyd Holdings Limited. The
price of the transaction was not disclosed;
however Somers held a 51 percent controlling
stake in Ascot Lloyd. The news comes only
a week after Somers released its earnings
report for the six months to the end of March
which showed a $6.6 million net loss. Somers’
investment in Ascot Lloyd stretches back to
2012 and was linked to a private placement
with Utilico Investments Ltd, the company’s
largest shareholder.

• On September 5 Hurricane Irma, the strongest
storm in the recorded history of the Atlantic
Ocean, sent insurance stocks lower and
Barclays Plc estimated insured losses in a
worst-case scenario at $130 billion. Uninsured
losses would be on top of that. Bermuda
based insurance providers XL Group Ltd
and Everest Re Group Ltd fell 5.1 percent and
10.4 percent, respectively, in the week before
Irma made landfall in Florida. On September 11
risk modelling firm AIR Worldwide forecasted
total insured losses in the US for Irma will
range from $20 billion to $40 billion as Florida
escaped the worst because Irma’s powerful
eye shifted away from the biggest population
• On August 16 shares of the Cayman domiciled
center of sprawling Miami-Dade County
Chinese tech giant Tencent Holdings Limited
allowing insurance stocks to recover.
jumped 6.1 percent after the company posted
the fastest revenue growth in seven years and a
profit that surpassed estimates by 35 percent
driven by higher income from smartphone
games, payments, and online advertisements.
Tencent’s revenues have been scaling new highs
every quarter since 2007, surged 59 percent,
and profits rose 70 percent from a year ago.
The company is benefiting from the popularity
of its smartphone game ‘Honour of Kings’ which
along with other games gives the company
more than 200 million active gamers. Tencent’s
nascent payment and cloud business also stood
out, both growing by triple-digits in the quarter.

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)
30 Jun 2017
30 Sep 2017

Total Returns
Local Curr.
US$

1.39%
2.31%
2.84%
1.76%
2.60%
1.26%
0.47%
0.08%

1.49%
2.34%
2.86%
2.10%
2.84%
1.37%
0.46%
0.06%

0.18%
0.28%
0.38%
-2.59%
-0.94%
-0.60%
0.94%
0.36%

0.18%
0.28%
0.38%
1.25%
0.93%
2.24%
4.37%
0.25%

1,432.68
1,826.45
1,770.47
1,219.17

1,438.13
1,834.64
1,785.63
1,247.95

0.38%
0.45%
0.86%
2.36%

0.38%
0.45%
0.86%
2.36%

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 July 12 the Bank of Canada decided to
remove some of the superfluous emergency
accommodation that had been in place since
2015 when the economy was slowing due to
rapidly sinking oil prices. The Bank raised
the benchmark rate by 25 basis points to
0.75 percent citing a recent acceleration of
economic growth and predicted inflation will
return “close to” its target of two percent by
the middle of 2018. On September 6 policy
makers raised the benchmark rate to
one percent citing stronger-than expected
economic performance. The tone though was
one of caution with the statement emphasizing
the recent strengthening of the Canadian dollar.
• On August 2 the yield on the Venezuelan
state-owned oil and natural gas company
Petróleos de Venezuela, S.A.’s bond maturing
in November 2017 rose to 185 percent. The
price plummeted as investors unloaded debt
amid political chaos in the oil-rich nation.
The sell-off followed the weekend arrest
of opposition leaders by President Nicolas
Maduro and increased US sanctions on
the country and its leadership which have
pushed the nation’s finances to the brink.
• On September 6 Ten-year Treasury yields
tumbled to 2.05 percent for the first time
since just after Donald Trump won last year’s

presidential election. Geopolitical tension
with North Korea, Trump’s lack of progress
on tax reform and infrastructure, domestic
political infighting, and monster storms drove
the decline in bond yields.
• On September 12 Austria’s debt-management
office launched a 100-year government bond,
the first such deal to be sold in the eurozone
public markets, coming due September 20, 2117.
A record €3.5 billion of the century bonds were
sold at a yield of 2.11 percent. The strong demand
was the latest manifestation of extreme
investor hunger for yield as eurozone interest
rates are still largely negative.

Treasury yields
rose after Fed Chair
Yellen flagged
the prospect of
a December rate
increase and
President Trump
rolled out his plan
for tax cuts.

• On September 21 the Federal Reserve left the
benchmark rate unchanged and announced it
would start shrinking its balance sheet in
October, as expected. The central bank’s
projections for an interest-rate hike by the
end of the year pushed Treasury yields
and the US dollar higher. Fed Chair Yellen,
in her speech after the announcement,
stubbornly defended her theory that this
year’s low inflation reflects transitory
factors and resisted when a reporter asked
her to consider whether there are longrun factors holding inflation down.
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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
30 Jun 2017
1.3005
3.3082
0.7678
1.2964
0.8752
112.3900
0.9579

30 Sep 2017

Change

1.2765
3.1625
0.7464
1.2472
0.8464
112.5100
0.9683

1.9%
4.6%
2.9%
3.9%
3.4%
-0.1%
-1.1%

Source: Bloomberg

The US dollar
weakened against
most majors early
in the quarter on
political turmoil
in Washington
but recovered
some of the losses
in September.

• On August 28 the euro appreciated to
$1.20 - the strongest level against the US
dollar in over two years. The euro’s gain was
primarily due to events in the US where a
turbulent political situation and expectations
of fewer and smaller interest rate hikes
by the Fed caused the dollar to weaken.
Meanwhile, the euro area’s economic recovery
has picked up steam which reduces the need
for an ultra-accommodative monetary policy
stance by the ECB.
• On September 8 the Japanese yen strengthened
to ¥107.74 per US dollar, the most in almost
ten months, as investors worried about
US-North Korea tensions. North Korea
detonated its sixth and most powerful nuclear
bomb on September 3 and South Korea said
Kim Jong Un’s regime may be planning to
launch another intercontinental ballistic
missile over the following weekend (which
did not happen).
• On September 11 the Canadian dollar jumped
to US$0.8258, the highest level against the
US dollar since spring 2015, on the back of
the Bank of Canada’s surprise decision to
raise interest rates by 25 basis points to
one percent on September 6. The central
bank cited the country’s strong economic
performance as the reason for removing
“some of the considerable stimulus in place.”
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• On September 15 the cryptocurrency bitcoin
dropped another eleven percent to trade
at $3,065.15 for a drop of 12.4 percent for
the week. The plunge came as Chinese
regulators continued to put pressure on
the digital currency and after JPMorgan
Chase & Co. Chief Executive Officer Jamie
Dimon called bitcoin a fraud. Companies
that are closely associated with cryptocoin
mining also took a hit. Hong Kong-listed
PC Partner Group Ltd., which makes graphics
cards used in bitcoin mining, tumbled
21.4 percent in the week ended September 15.
• On September 15 Sterling appreciated to
$1.3594 against the US dollar for the first
time since the Brexit vote in June 2016 as
meeting minutes from the Bank of England
showed that the Bank was preparing for
its first move higher in over a decade in
“the coming months.” Bank of England
policy maker Gertjan Vlieghe, known as
one of the most dovish members of the
Bank’s policy board, said that he backed
the decision to flag the likelihood that
interest rates may rise in coming months
further boosted the pounds rally.

Outlook

FOR THE FOURTH QUARTER 2017
A synchronized recovery in both
Developed and Emerging Markets will
boost global growth to an annualized
rate of 3.4 percent in 2017.
• In the US the short-term disruptions caused
by major hurricanes will be negative for
growth near term, but the rebuilding will
boost growth in First Half 2018.
• In the eurozone economic growth is
broadening across countries with solid
job creation.
• 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 will reduce the size of its balance
sheet and is likely to raise interest rates
in December.
• We expect the Bank of England to reverse
the emergency rate cut that followed the
Brexit vote last year.

Narrowing interest rate differentials
are set to be the main drivers in
the currency markets over the next
twelve months as major central
banks tighten monetary policy.
• Resilient economic growth and the prospect
of the ECB announcing a reduction in its
policy stimulus will support the euro.
• Stronger economic data, a more hawkish
central bank, combined with an oil price
above $50 per barrel, offer support for the
Canadian dollar.

• The broader economic environment remains
supportive of Emerging Market currencies.

We expect commodities to rise
modestly in response to strength
in global manufacturing activity
and overall strength in the US
and global economies.
• Crude prices will be range bound
amid broadly balanced oil market
supply and demand sides.
• Absent an increase in geopolitical risk
further gains in gold prices are unlikely.
• US natural gas prices have room to
rise on robust demand growth.

We are optimistic about the
outlook for global equities amid
broadening global economic growth,
earnings growth dynamism, gradual
adjustments to monetary policies,
and loose financial conditions.
• Corporate earnings and cash flow
generation will matter most for
equity returns going forward.
• Global tech is our largest overweight as
the sector has strong earnings momentum
and relatively attractive valuations.
• We are overweight Emerging
Markets where earnings growth
appears to be rebounding.

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
“Global central
bank tightening is
still in its nascent
stages and interest
rates remain
low or negative
in many parts
of the world,
while economic
and corporate
fundamentals
remain strong.”
The UBS House
View, UBS Wealth
Management,
September 21, 2017

The World
Prospects for the world economy are bright
despite geopolitical tensions and more
central banks turning towards monetary
policy tightening. We agree with Bloomberg
consensus estimates for an annualized
global growth rate of 3.4 percent in 2017
and 3.5 percent in 2018. The global economy
will benefit from stronger growth among
most advanced economies, including the US,
Canada and the eurozone as household
spending rises on the back of improving labour
markets. This said, a common denominator
for major developed economies is slow wage
growth which could weigh on consumption.
Although inflation will generally be subdued,
the US Fed is likely to raise the policy rate
four times by the end of 2018 whilst in
Europe the ECB is scheduled to taper asset
purchases. Economic recoveries in Emerging
Markets such as Brazil and Russia boost
global output while the Asia ex-Japan region
is benefiting from solid growth in China.
Potential growth and the capacity to boost
output are fairly stable for developed
economies. In emerging economies, however,
the wealth of untapped productive resources
and scope to catch up with global technology
leaders mean more opportunities for growth
to emerge with each successive reform step.
Uncertainty in many countries about future
policy actions and politics is high and
unlikely to be resolved quickly: this includes
tax, trade, and monetary policies in the US,
Brexit disruptions, China’s deleveraging, and
geopolitical turmoil.

North America
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The short-term disruptions caused by
Hurricanes Harvey, Irma and Maria will be
negative for economic growth near term,
but the rebuilding will provide a modest
boost to growth in First Half 2018, showing
up in residential investment, state and local
government spending, and household

consumption. Growth expectations for the US
stand at 2.2 percent for 2017 before a tight
labour market, a turnaround in investment,
and expectations of Congress passing a
small package of tax cuts early next year
shore up economic activity. For 2018 the
economy is expected to grow at 2.3 percent
as per Bloomberg consensus estimates.
This should allow the Fed to raise the Fed
Funds target range to between 2.00 percent
and 2.25 percent by year-end 2018.
Higher oil and gas production combined
with buoyant domestic demand amid
the lowest level of unemployment since
2008 will drive economic growth to an
estimated annualized rate of 3.0 percent for
2017 in Canada. However, growth is expected
to slow to 2.0 percent in 2018 as the recovery
in the energy sector levels off and the
ongoing correction in the housing market
combined with elevated household debt
levels dampen economic activity.

Europe
In the eurozone strong business and consumer
confidence, a monetary policy that is
accommodative despite an expected reduction
in the ECB’s bond purchases, and reduced
political uncertainty will support a robust
expansion of 2.1 percent this year and 1.8 percent
in 2018 as per consensus estimates. Domestic
demand remains in the driver’s seat, fueled
by upbeat confidence and an improving
labour market. In addition, a stronger global
economy is supporting export growth despite
an appreciation in the euro that is weighing
on competitiveness. The strong euro prevents
inflation from ticking up, meaning that the
ECB can keep interest rates on hold until
late 2018. Moreover, the robust growth is
being complemented by a relatively quiet
political scene. The common-currency bloc
has avoided a political upset so far this year.
On September 24th Angela Merkel’s CDU
won the German election but now faces the

difficult task of trying to form a government
with the business-friendly FDP and the Greens
as the SPD, the party that came second in
the vote, said they will not enter coalition
talks with Merkel.
The UK economy will slow from an annualized
rate of 1.5 percent in 2017 to 1.3 percent in
2018 as higher inflation reduces consumers’
purchasing power and uncertainty created
by Brexit negotiations and the minority
government deters investors. However, the Bank
of England’s ultra-loose monetary policy stance,
a relatively weak Sterling and a pick-up in
global demand should cushion the slowdown.

Pacific Basin /Asia
Global growth, domestic demand and
investments are driving Japan’s economic
growth to 1.5 percent in 2017 before slowing
to 1.1 percent in 2018. Private consumption is
slow to gather pace due to moderate wage
growth despite low unemployment while
investment is benefiting from accommodative
financial conditions and construction projects
related to the 2020 Tokyo Olympic Games.
Yen strength will dampen exports and
economic growth in 2018 while keeping
inflation very low. As such, monetary policy
tightening is still a long way off. Mounting
geopolitical risks could lead the yen to
appreciate further, impacting the export sector.
Economic growth in China is on course to
gradually slow as the economy transitions
towards services and domestic consumption.
As of this writing the economy is on track to
meet the 6.5 percent growth target set for
2017 despite lower activity in property sales
and the government’s crackdown on the
shadow economy. For 2018 the economy
is expected to grow at 6.3 percent as per
Bloomberg consensus estimates.
Economic activity in India slowed to an
annualized rate of 5.7 percent in the second

quarter, possibly because of the one-off
implementation of a national sales tax.
Still, the nation’s growth prospects are good
and government reform efforts aimed at
fostering investment are underway improving
the economy’s productive power over the
next few years. We agree with consensus
estimates for GDP to grow at 7.3 percent in 2018.

“Robust expansion
in the U.S., Japan
and the eurozone,
which are big sources
of demand for
developing Asia’s
manufacturing
exports, is also lifting
regional growth.”

The outlook for growth in Australia appears
soft at an annualized rate of 2.3 percent in
2017 before picking up to 2.7 percent in 2018
on the back of improving global growth.
Domestically, investment outside the mining
sector remains tepid. Indeed, surveys indicate
that businesses plan to cut capital expenditure
while household spending power is constrained
by high debt levels and soft wage growth that
is not keeping up with inflation.

Asian Development
Bank, Growth
Outlook,
September 26, 2017

Latin America
In Brazil conditions are encouraging and
second quarter annualized GDP growth
reached 0.3 percent, the first positive
reading in over three years. Recent political
developments have increased the likelihood
of much needed fiscal reforms while materially
lower inflation and a stabilising labour market
are supporting the consumer. We agree with
consensus estimates for GDP to grow at
0.6 percent in 2017 before rising to 2.3 percent
in 2018 on higher government and
consumer spending.
Mexico’s economic outlook is upbeat with
annualized growth estimates of 2.1 percent
for 2017 and 2.2 percent for 2018 despite the
nation facing both domestic and external
challenges. Household spending has started
to feel the pinch of multi-year-high inflation
and weakening credit growth. Meanwhile, the
NAFTA renegotiation talks have so far shown
little progress and an adverse renegotiation
would weigh on the country’s outlook.
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BONDS
“A very substantial
degree of monetary
accommodation is
still needed for the
upward inflation
path to materialise.”
Mario Draghi,
ECB President,
September 25, 2017

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 and modest economic
growth are holding back a sharp increase
in yields.
In the US the Federal Reserve will gradually
reduce asset holdings acquired under the
Quantitative Easing programme and normalize
its balance sheet. Further, we expect the Fed
to raise rates four times to a target range
between 2.00 percent and 2.25 percent by
the end of 2018 on the back of:
1. A rebound in core inflation as one-off
idiosyncratic factors such as the collapse in
wireless telephone services prices earlier in
2017 fall out of the annual inflation numbers;
2. Some modest fiscal stimulus early next
year and even if reductions in individual
and corporate tax rates are expected to be
smaller than initially advertised, this would
put pressure on the Fed to raise rates;
3. Hurricanes Harvey, Irma and Maria will
dampen economic growth somewhat in
Fourth Quarter 2017 but the rebuilding will
provide a boost to growth in First Half 2018;
4. The global economic backdrop remains
supportive and the US dollar’s weakness
supports US exports and economic growth;
and
5. Fed Chair Yellen’s term expires in February
and it is quite possible that the dovish
Yellen is replaced by a hawkish Fed Chair.
In the eurozone the ECB will announce the
framework for a reduction to the bank’s
€60 billion monthly asset purchases at its
October meeting. Meanwhile, the first increase
to the benchmark rate (which currently stands
at minus 0.40 percent) is not expected until
Second Half 2018 as a substantial degree of
monetary stimulus is still needed to push
inflation higher. For this reason ECB’s tapering
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of bond purchases should only result in
gradually higher yields. That said the scale
of the ECB’s bond purchases has dominated
prices and distorted credit markets across
Europe from government debt to covered
bonds for several years and no one really
knows the exact effect tapering will have
on bond yields. The biggest risk is that they
rise rapidly and hamper economic growth.
We expect the Bank of England to reverse the
emergency rate cut that followed the Brexit
vote last year as inflation has risen, household
debt is rising and the economy, so far, has
been resilient to Brexit jitters. Once the
emergency rate cut has been reversed the
central bank should keep the benchmark
rate unchanged until 2019 when the Brexit
negotiations are finalized as recent Sterling
strength will soften inflation and rising property
prices are showing signs of slowing down.
The Bank of Canada has signaled an urgency
to get to a neutral monetary policy stance
more so than was communicated previously
on the back of strong economic activity
despite low inflation. Two hikes were
delivered in Third Quarter 2017 and unless the
central bank takes a stronger Canadian dollar
into consideration, market expectations are
set for another increase in October followed
by two hikes in 2018. The Canadian economy
is highly leveraged and quite sensitive to rising
interest rates, particularly in the housing
market; and for this reason we expect the
Bank of Canada to slow down the pace of
interest rate hikes after October in order to
assess how the economy is evolving with
tighter monetary policy.
We expect the Reserve Bank of Australia to
keep the benchmark rate unchanged near
term as the bank’s growth expectations
relative to those of Bloomberg consensus
estimates are lofty.

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 four 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. As such, the Fed’s actions will not result
in substantial US dollar strength as interest
rate differentials narrow.
Resilient economic growth and the prospect
of the ECB announcing a reduction in its
policy stimulus will support the euro. As the
ECB reduces monthly bond purchases, yields
will rise in the region leading to a narrowing
of interest rate differentials against other
major currencies. Even though Austrian and
Italian elections are a risk, overall political
risks have receded significantly.
We anticipate modest Sterling strength against
the US dollar in the very near term as the
Bank of England is likely to reverse last year’s
emergency rate cut and raise rates amid
higher inflation, a rapid increase in consumer
debt, and strong retail sales data. In the medium
term Sterling will be caught in a tug-of-war
between the central bank’s hawkish 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
over the medium term.
Stronger economic data, a shift to a more
hawkish monetary policy, combined with an
oil price above $50 per barrel, offer support
for the Canadian dollar to moderately
appreciate against the US dollar near term.
In 2018 the loonie should trade in line with
the US dollar as the Fed starts to catch
up with the Bank of Canada’s rate hikes.

Absent an increase in global risks the yen
is bound to weaken against the US dollar.
Given the persistent challenge in spurring
inflation, which is currently running at
0.5 percent, the Bank of Japan is likely to
retain its accommodative monetary policy
bias and yield curve control. Meanwhile,
central banks in the US and other major
economies are about to, or 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.

“Fundamental forces
are driving currency
markets – strong
and synchronized
global growth,
low inflation,
central bank
gradualism and
robust corporate
profitability.”
Morgan Stanley
FX Strategy,
September 18, 2017

A relatively dovish stance from the Reserve
Bank of Australia is weighing on the Australian
dollar. Recent statements from the central
bank point to some signs of economic
conditions improving, but also emphasize
that wage gains are not keeping up with the
cost of living and most particularly note that
exchange rate appreciation is weighing on
the economy. Higher iron ore prices have
been a recent driver of Australian dollar
strength. However, this support is likely to
wane as China’s iron ore inventories stand
at close to record highs and demand from
the slowing real estate sector moderates.
Therefore we view a rate hike this year as
unlikely and for the Australian dollar to be
range-bound versus the US dollar near term.
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
“Anything above
$60 a barrel is going
to be a massive
incentive for U.S.
shale to ramp up
production.”
Chris Bake,
Managing Director,
The Vitol Group,
September 26, 2017

We expect commodities to rise modestly in
response to strength in global manufacturing
activity, expected increases in capital
expenditures, and overall strength in the US and
global economies. Although the commodity
complex remains centered on China’s demand
outlook, prices could fall if efforts to maintain
China’s growth do not continue after the Party
Congress later this year.
Oil prices have been relatively resilient amid
a strong seasonal demand, benign inventory
trends, OPEC discipline, and hints that US
production growth may be moderating.
In addition, US crude oil inventories have
fallen. However, we expect crude prices to
be range bound. Our view is predicated on
two reasons. Firstly, we believe that market
balance will weaken again in 2018. When the
year 2017 is out, the oil market’s supply and
demand sides will be broadly balanced. We
expect that the OPEC/non OPEC agreement
will come to an end at some point in Second
Half 2018. Together with robust growth from
US shale production and modest net growth
for non-US/non-OPEC, we see the oil market
over-supplied again next year. Secondly,
China’s stock piling appears to have accelerated
significantly. Much of the oil has been
earmarked for storage tanks and the country’s
Strategic Petroleum Reserves which Beijing
has been growing to cushion the nation from
future energy shocks. How long this implied
inventory build can go on for is unknown;
however, some probability exists that this may
come to an end. Given the scale of this effect,
this could have a meaningful impact on
oil prices.
Gold prices have recently benefited from
unconstructive political rhetoric and
escalating threats between the United States
and North Korea, fallout from President
Donald Trump’s response to political protests
in Virginia, and terror attacks in Europe.
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The metal broke the key level of US$1,300
per ounce on August 28, suggesting prices
could be on a strong uptrend. However, we
are mindful that the recent jump mirrored a
move lower in the US dollar, which could be
at the risk of rebounding, potentially pushing
gold lower. Further, rising yields in the US,
as the Fed raises interest rates and starts
reducing its $4.5 trillion balance sheet, also
pose a downward risk to the price of gold.
US natural gas prices strengthened in 2017
as lower production year-over-year helped
reduce the surplus to the five-year average.
US gas demand grew marginally as demand
from Liquefied Natural Gas (LNG) and
the industrial sector more than offset a
contraction in gas-fired power generation.
Producers also benefited from ongoing growth
in exports to Mexico. We are positive for
the remainder of the year as we anticipate
that fundamentals will tighten further.
Commissioning of additional North-East
infrastructure and the Haynesville drilling
are expected to result in unprecedented
supply growth in 2018, which points to clear
downside risks; however, robust demand
growth should limit the rise in storage levels.
Base metal prices gained strength earlier in
2017 on the back of supply disruptions at
mines in Indonesia and Chile, China’s supply
side reforms (particularly a potential ban
on scrap imports attributable largely to the
nation’s renewed focus on environment
policies), and improving economic data from
the US and Europe. We believe base metal
prices will be range-bound near term as
demand fundamentals have not improved
meaningfully and recent attrition in supplies
seems transitory.

EQUITY STRATEGY
The outlook for equities is supported by
broadening global economic growth, earnings
growth dynamism, gradual adjustments
to monetary policies, and loose financial
conditions. Correlation across regional indices
remains low; hence we favour broad
diversification across global equity markets.
We prefer non-US markets as most major
international economies are earlier in the
economic cycle, their equity valuations
are generally more attractive, and politics
are less uncertain than in the US.
In our view, corporate earnings and cash
flow generation will matter most for equity
returns going forward. We remain highly
focused on corporate business trends and
company fundamentals. We favour companies
with sustainable earnings and competitive
advantage that can survive longer than the
market may think.
We have reduced our underweighting in US
equities as the US is a clear beneficiary of
a weaker dollar – foreign sales account for
43 percent of total sales in the United States.
As every one percent fall in the dollar equates
to roughly 0.5 percentage point of additional
forward Earnings Per Share (EPS) growth, the
ten percent decline in the dollar index
year-to-date should add roughly five percent
to S&P 500 EPS in 2018, all else equal. However,
we still remain underweight US equities as
further upside potential appears more limited
from current levels of elevated valuations.
Within sectors, we are overweight Information
Technology, Financials, Health Care and
Consumer Discretionary in the US. Despite
the strong year-to-date outperformance,
global tech is our biggest overweight as
the sector has strong earnings momentum,
relatively attractive valuations, and disruptive
business models underpinned by technological
innovation, consolidation, and trends in
consumer demand (e-commerce, social media,

mobile internet and big data/cloud). Our positive
view on US Financials is based on synchronous
global economic growth, deregulation, costcutting, as well as rising interest rates. Consumer
Discretionary should benefit from pent-up
demand from consumers who are starting to
see wage gains in a tightening labour market.
European equities have benefited from positive
economic growth, supportive monetary policy,
and market-friendly election results. We see
this momentum continuing as the region is
experiencing a broadening economic recovery
and is transitioning to a multi-year growth cycle,
In fact, European GDP growth has outpaced
US growth over the last year and corporate
profits have accelerated.

“When we look at
the combination
of relatively low
interest rates and
improving earnings
growth, that’s a
combination that
leads us to conclude
that we should be
risk on.”
Richard Lacaille, CIO,
State Street
Global Advisors,
September 26, 2017

We are overweight Emerging Markets (EM).
EM equities benefit as the US dollar weakens
and data suggest that on a five-year view they
outperform 92 percent of the time. Nearly all
EM equities are positively correlated with their
respective exchange rates vis-à-vis the US dollar.
In addition, earnings growth now appears
to be rebounding. Furthermore, EM is more
diversified than a decade ago. Despite doubledigit performance in 2016 and so far in 2017,
EM stocks are not stretched by any means.
On a price-to-book ratio, they are still much
cheaper than they were five years ago.
We are also overweight Japan. The country
recorded the fastest growth among G7 economies
in Second Quarter 2017 as consumption and
investment emerged as drivers of growth amid
record-low borrowing costs which we expect
to continue. In addition, at current levels,
Japanese equities are both absolutely and
relatively cheap. Japan is trading at a 15 percent
discount to Developed Market equities on a
twelve-month consensus forward P/E which is
at the lower end of its 15-year historical range.
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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 68.1 percent
(versus a Blended Benchmark weighting
of 78.3 percent).
• Overweight Japan at 6.7 percent (versus
Benchmark weighting of 3.9 percent).
• Overweight Europe Ex-UK at 11.6 percent
(versus Benchmark weighting of 9.9 percent).
• Overweight Emerging Asia at 9.4 percent
(versus Benchmark weighting of 2.4 percent).

Sector Strategy
• Overweight Information Technology and
Financials at 26.4 percent and 18.8 percent,
respectively (versus Benchmark weighting of
20.0 percent and 16.5 percent, respectively).
• Overweight Health Care and Consumer
Discretionary at 14.0 percent and 12.8 percent,
respectively (versus Benchmark weighting of
13.3 percent and 11.5 percent, respectively).
• Equal weight Industrials, Energy, and
Materials at 10.8 percent, 6.2 percent,
and 4.0 percent, respectively.
• Underweight Consumer Staples, Real Estate,
Utilities, and Telecommunication at
3.4 percent, 0.9 percent, 0.8 percent, and
0.7 percent, respectively (versus Benchmark
weighting of 8.8 percent, 2.8 percent,
3.1 percent, and 2.7 percent, respectively).

Currency Strategy
• Overweight the US dollar at 78.3 percent
(versus Benchmark weighting of 76.9 percent).
• Underweight the euro at 4.2 percent
(versus Benchmark weighting of 7.9 percent).
• Underweight the yen at 3.3 percent
(versus Benchmark weighting of 3.9 percent).
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65+15+7103t
26+18+14131164321t
Geographic Allocation

North America
Europe
Japan
Emerging Asia
Latin America
Cash

68.1%
13.6%
6.7%
9.4%
1.0%
1.2%

Sector Allocation

Technology
26.4%
Financials
18.8%
Healthcare
14.0%
Consumer Disc. 12.8%
Industrials
10.8%
Energy
6.2%
Materials
4.0%
Consumer Staples 3.4%
Cash
1.2%
Real Estate
0.9%
Utilities
0.8%
Telecom Services 0.7%

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.

44+4+12373t
22+24+4211217t
Bonds Strategy Allocation

LIBOR FRN 44%
CPI FRN
4%
0-1 YR
12%
1-3 YR
37%
3-5 YR
0%
Cash
3%

Credit Ratings

AA+
AAA+
A
ABBB+

22%
24%
4%
21%
12%
17%

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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