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The S&P Global 
1200 Index advanced 
5.7 percent for the 
quarter ended 
December 31, 2017. 
All returns are 
expressed in  
US dollars

World Markets Quarterly Review
December 31,  2017

DJIA 11.0% BSX 5.9% UK FTSE 6.0% Nikkei 12.0%
S&P 500 6.6% Bolsa -9.2% CAC 1.8% Hang Seng 8.8%
NASDAQ 6.6% Bovespa -1.6% DAX 2.6% Straits Times 7.6%
TSX 4.1% Merval 7.1% Kospi 10.2% ASX 7.5%
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Global Stock Markets
• US stock markets advanced on the back of  

a strong earnings season, healthy economic  
growth, and US tax cuts.

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

• Japanese stocks rose supported by robust  
earnings growth and Shinzo Abe’s victory in  
the snap election.

• A soft US dollar, improving economic 
fundamentals, and rebounding earnings 
supported Emerging Market equities.

Bond Markets 
• All but the very longest Treasury yields rose  

in the quarter on solid economic data and as  
the Fed raised the benchmark rate.

• The lack of inflationary pressures pushed the  
very longest Treasury yields lower.

• Investment grade corporate bonds 
outperformed government bonds.

• The Bank of England raised the benchmark 
rate for the first time in more than a decade.

Currency Markets
• The US dollar was mixed in the quarter as 

gains from a broadening economic expansion 
and the sign off on the tax bill were offset 
by the Fed’s soft inflation expectations.

• The euro appreciated versus the US dollar  
on strong economic growth and as the  
ECB announced a tapering of monthly  
asset purchases.

• Sterling gained versus the US dollar on 
progress in the Brexit negotiations.

• The Canadian dollar weakened against the  
US dollar on expectations of slower rate  
hikes by the Bank of Canada relative to those  
of the US Fed.
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Stock, Bond, Currency Overview
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North American Stock Markets

Indices 30 Sep 2017 31 Dec 2017 Local Curr. US$
Total Returns

Source: Bloomberg

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

        22,405.09   24,719.22  10.96% 10.96%

  2,519.36   2,673.61  6.64% 6.64%

  6,495.96   6,903.39  6.57% 6.57%

  15,634.94   16,209.13  4.44% 4.08%

  2,233.82   2,349.63  5.65% 5.65%

US Dow Jones Industrial 

US S&P 500    

US NASDAQ

Canada TSX

S&P Global 1200

• On October 16 news broke that Nordstrom, 
Inc., the high-end department store chain,  
had failed to find financing to execute a plan  
to take the company private. This story might  
sound like just another case of retail woe 
except for the fact that Nordstrom is seen 
as the best-of-the-best within the industry 
due to the wealth of its clientele and how 
well the company is run. Nordstrom’s shares  
fell 5.3 percent on the day. 

• On November 3 Apple Inc.’s stores around the  
globe were inundated with customers trying 
to get their hands on the new iPhone X. The  
handset boasts a facial recognition system,  
an edge-to-edge display, and comes with a 
price tag starting at $999. Apple’s shares rose  
as much as 3.7 percent on the day and briefly  
became the US’s first $900 billion company.

• On November 8 Weight Watchers 
International Inc. reported earnings for Third  
Quarter 2017 that beat estimates and also  
boosted its profit forecast. CEO Mindy  
Grossman said an updated diet program, 
a better digital platform, and revamped 
meetings had contributed to the company’s 
subscriber growth. Key to Weight Watcher’s  
success is board member Oprah Winfrey who  
acquired a stake in the company two years 
ago and agreed to become the face of the 
program. Weight Watcher’s shares rose  
22 percent on the day of the announcement.

• On November 16 Viacom Inc., the owner of 
Paramount Pictures, MTV, Comedy Central, 
and Nickelodeon, reported quarterly earnings  
that fell short of expectations amid shrinking  

pay TV audiences. In fact, time spent watching 
traditional TV in the US is down 16 percent 
since 2010 as more viewers turn to streaming 
services like Netflix, YouTube, Hulu, and 
Amazon Video. Further, Viacom also gave a  
worse-than-expected guidance for early 2018.  
Viacom’s share price fell 3.7 percent on the day.

• On December 5 Starbucks Corporation 
opened a 30,000 square foot “Reserve 
Roastery” coffee store in Shanghai. The store  
is twice the size of Starbuck’s Seattle 
hometown flagship Roastery and a sign 
of how rising wages in China are re-luring 
western retailers to market more of their 
goods there. Starbuck’s has 3,000 locations 
in China and ambitious expansion plans 
means the company is opening a new shop 
every fifteen hours. China is Starbuck’s 
second largest and fastest growing market 
and Starbuck’s CEO Kevin Johnson said that 
he expects the Chinese business to become 
bigger than the US one. Starbuck’s rose  
2.5 percent on the day of announcement.

• On December 14 Walt Disney Co. agreed to 
acquire much of 21st Century Fox Inc., the 
global media empire that Rupert Murdoch  
assembled over three decades, in a $52.4 billion  
deal. Disney will get Fox’s movie studios, a stake  
in Sky plc, Asian pay TV operator Star India,  
and a lineup of pay TV channels that include 
National Geographic. The acquisition bolsters  
Disney’s plans to become a dominant 
streaming service platform, making it a  
bigger threat to Netflix. Disney’s share price  
rose 2.8 percent while Fox rose 5.8 percent  
on the day.2



Latin American Stock Markets

Indices 30 Sep 2017 31 Dec 20177 Local Curr. US$
Total Returns

Source: Bloomberg

• On October 26 Gentera SAB de CV, the 
biggest public micro lender in the Americas 
and the most profitable financial company 
in Mexico, reported net income for Third 
Quarter 2017 that was 4.7 percent below 
the average analyst estimate. In response to  
Gentera’s announcement, analysts said that  
Gentera was facing problems with asset 
quality and loan growth in its key Mexican 
subsidiary which is introducing high levels of  
uncertainty. Additionally, the company had  
not been able to reduce operating expenses.  
Gentera’s shares plummeted 10.8 percent  
on the day.

• On November 7 shares of Localiza Rent a  
Car SA, Brazil’s largest rental car service, 
rose 5.4 percent after the company posted 
strong results that exceeded analysts’ 
estimates for Third Quarter 2017. The 
company’s top line grew an impressive  
39 percent on the back of broad based growth  
in major segments including rent-a-car and 
fleet management. Localiza also benefited 
from a favourable market momentum for  
used cars and sold 24,000 cars in the 
quarter, an annual increase of 38 percent. 

• On November 14 shares of Banco Macro, 
the second-largest domestically-owned 
private bank in Argentina, plummeted  
13.4 percent in reaction to a report in  
La Nacion of “a potential involvement by  
the bank and its chairman” in a graft scheme.  
In response, Banco Macro said it has “always  
fulfilled money laundering and anti-terrorism  
financial laws.” The bank also said it has strict  
internal procedures to monitor operations. 

• On December 18 Sebastian Piñera, who 
served as president of Chile from 2010 
to 2014, defeated journalist and senator 
Alejandro Guillier in a runoff election to 
regain presidency. Multiple media outlets 
reported that Piñera won close to 55 percent  
of the vote with his opponent winning the 
balance. Mr. Piñera’s victory marked the  
latest shift to the right in a region that  
until recently was largely governed by  
leftist leaders who rose to power promising  
to build more egalitarian societies. Pinera’s  
pro-business agenda pushed Chile’s 
benchmark IPSA 6.9 percent higher on the  
day of announcement. 

Argentina’s Merval 
Index rallied amid 
market-friendly 
political news and 
improving economic 
fundamentals.
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        50,346.06   49,354.42  -1.48% -9.19%

  74,293.51   76,402.08  2.84% -1.60%

  26,078.29   30,065.61  15.29% 7.13%

  5,341.93   5,564.60  4.17% 8.10%

    2,233.82   2,349.63  5.65% 5.65%

Mexico Bolsa

Brazil Bovespa

Argentina Merval

Chile IPSA

S&P Global 1200



European Stock Markets

Indices 30 Sep 2017 31 Dec 2017 Local Curr. US$
Total Returns

Source: Bloomberg

A stronger euro 
boosted European 

stock markets in 
US$ terms aided 
by a broadening 

economic recovery.
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            7,372.76   7,687.77  5.03% 6.04%

  12,828.86   12,917.64  0.69% 2.56%

  5,329.81   5,312.56  -0.01% 1.84%

  10,381.50   10,043.90  -2.28% -0.47%   

     2,233.82   2,349.63  5.65% 5.65%

   1,570.53   1,572.98  0.54% 2.41%

UK FTSE

Germany DAX

France CAC 40

Spain IBEX 35

S&P Global 1200

S&P Europe 350

• On October 1 Spain’s richest region, Catalonia,  
held a poll on independence that the central  
government in Madrid considered illegal. 
Spain’s Economy Minister Luis de Guindos 
said independence for Catalonia was out 
of the question and Spain faced its biggest 
constitutional crisis since the death of 
Dictator Francisco Franco in 1975. Amid the  
uncertainty, Catalan bank stocks were hard 
hit as fears rose that depositors would start  
moving money to other Spanish lenders. 
CaixaBank SA and Banco de Sabadell SA  
fell 3.4 percent and 5.9 percent, respectively,  
in the week following the poll. 

• On November 16 Siemens AG announced 
plans to downsize its global workforce by  
6,900 people, with about half of the cuts  
in Germany, as part of a larger restructuring 
of Siemen’s power division. Siemens said 
demand for large turbines had fallen 
dramatically in response to “disruption of 
unprecedented scope and speed” in the 
power-generation business as costs for solar  
and wind power plunged, making them 
cheaper than fossil fuel generation. Siemens’  
share price rose 0.9 percent in Frankfurt  
trading on the news.

• On November 21 EasyJet Airline Company 
Limited, the British low cost carrier, 
announced that it expects to benefit from 
the collapse of several competitors as well as  
problems at Ryanair Ltd. EasyJet estimated 
that revenue-per-seat would increase 
more than previously thought in 2018.  

The company said it was in the in the process  
of buying 25 aircraft from Air Berlin PLC & Co.  
and may also purchase parts of the Italian  
airline Alitalia. Both Air Berlin and Alitalia  
filed for bankruptcy earlier in 2017 along with  
Britain’s Monarch Airlines. EasyJet’s share price  
rose 5.1 percent on the day of announcement.

• On November 23 Centrica plc, the parent  
company of British Gas, lowered profit 
guidance for 2017 amid the British 
government’s proposed cap of the price 
energy providers can charge customers and  
as almost one million British Gas customer  
accounts had been closed earlier in 2017.  
Centrica also said that its US business 
would make far less profit in 2017 than  
previously expected. Centrica plummeted 
15.5 percent in London trading on the day  
of the announcement.

• On November 27 Chubb Ltd. announced 
that it had entered into a ten-year strategic  
cooperation agreement with PICC Property  
& Casualty Company of China. Chubb’s CEO  
Evan G. Greenberg said the agreement was  
a “substantial opportunity to bring the full 
breadth of our capabilities and global 
network to bear in meeting the complex 
insurance needs of China’s largest and most  
successful companies.” Chubb and PICC  
will establish dedicated underwriting and  
service centers, “China Desks”, for Chinese-
affiliated enterprises in Chubb’s offices  
throughout the world. Chubb rose  
1.6 percent on the day.



Pacific Rim Stock Markets

Indices 30 Sep 2017 31 Dec 2017 Local Curr. US$
Total Returns

Source: Bloomberg

• On November 1 Sony Corp.’s shares jumped 
11.4 percent to their highest level since 2008 
after the company increased its annual 
operating profit outlook. Demand for high-end  
4K televisions and wider use of Sony’s camera  
chips, as smartphones begin to carry dual 
cameras, helped make up for slower growth in 
the company’s PlayStation business and a lack  
of blockbuster films. Sony also unveiled a new  
iteration of its robotic pet dog, Aibo, which  
was discontinued in 2006.

• On November 14 China’s Geely Automobile 
Holdings Ltd., the owner of Volvo and a 
dominant Chinese electric vehicle maker,  
rose 6.4 percent on news that the company 
had bought US flying car maker Terrafugia  
(a private company). Further adding to Geely’s 
rally were rumours of China considering a 
resumption of permits for making electric 
vehicles as early as First Half 2018.

• On November 22 Nippon Paint Holdings, the  
largest paint producer in Japan, made a cash  
offer to acquire US coatings company Axalta  
Coating Systems Ltd. The deal was reported 
to be worth over $8 billion and was the latest  
development in a long running saga of mergers  
in the chemicals and paints industry. Shares 
of Nippon fell 4.5 percent while Axalta rose 
4.8 percent on the day of the announcement. 

• On December 18 Retail Food Group Limited 
(RFG), the Australian franchiser and owner 
of Donut King, Brumby’s Bakeries, Michel’s 
Patisserie, and Gloria Jean’s Coffees, issued a 
profit warning and admitted franchisees were 
leaving the network. RFG said recent negative 
reports about its treatment of franchisees 
along with a tough retail environment were 
partly to blame for a fall in sales. The profit 
warning was the latest blow to RFG after 
Fairfax Media over the previous ten days 
had run a series of reports with former and 
current RFG franchisees claiming RFG had 
charged store owners exorbitant fees and 
food costs in order to grow its own profits. 
RFG’s shares plunged 26 percent on the day.

Japan’s Nikkei Index 
advanced amid 
pro-business Prime 
Minister Shinzo 
Abe’s victory in the 
snap election. 
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             20,356.28   22,764.94  11.97% 12.01%

  27,554.30   29,919.15  8.84% 8.83%

  4,298.97   4,426.25  3.13% 3.13%

  2,394.47   2,467.49  3.12% 10.17%

  3,219.91   3,402.92  6.03% 7.61%

  10,383.94   10,642.86  3.04% 5.46%

  5,681.61   6,065.13  7.91% 7.51% 

           2,233.82   2,349.63  5.65% 5.65%

   507.34   543.35  7.61% 7.61%

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 2017 31 Dec 2017 Local Curr. US$
Total Returns

Source: Bloomberg

Local shares posted  
mixed returns in 

the quarter.

• On October 4 Bermuda-based RenaissanceRe 
Holdings Ltd. said the company estimates that  
losses from Hurricanes Harvey and Irma will 
have a net negative impact of approximately 
$225 million and $175 million, respectively,  
on Third Quarter 2017 results of operations.  
In addition, the estimated combined losses 
from Hurricane Maria and the Mexico City  
earthquake will have a net negative impact of  
approximately $225 million. RenaissanceRe’s 
share price fell 0.3 percent on the day of  
the announcement.

• On November 20 Marvell Technology Group 
Ltd., a Bermuda domiciled microchip maker,  
agreed to buy smaller rival Cavium Inc. The  
acquisition provides Marvell with an opportunity  
to expand its wireless connectivity business in  
a rapidly consolidating semiconductor industry  
where companies try to gain market share in  
emerging areas such as automobile technologies.  
Marvell will fund the $6 billion deal with a  
combination of cash and $1.75 billion in debt  
financing. Marvell rose 6.4 percent while 
Cavium rose 10.8 percent in New York trading  
on the day of the announcement.

• On December 8 Spotify, a Sweden based 
music, podcast and video streaming private 
company, announced that it had agreed to 
exchange a minority holding  of its shares for 

an equivalent amount in the music subsidiary 
of Cayman based Tencent Holdings Limited. 
Tencent’s streaming services QQ Music account  
for over 70 percent of all music streaming in  
China and the cooperation could help both  
companies secure better deals on music 
licenses from record companies. As more and 
more Chinese consumers stream music through  
their computers and smartphones the 
collaboration will also get Spotify access to  
a growing customer base. Tencent rose  
3.9 percent in New York trading on the day of  
the announcement.

• On December 12 Bermuda-based Nordic 
American Tankers Ltd. announced a $100 million 
public offering of shares. Nordic said the 
company intends to use the proceeds of  
the offering to repay outstanding amounts 
under its current credit facility, finance fleet  
expansion, and for general corporate purposes.  
Low charter rates for oil tankers hit the 
company’s bottom line hard earlier in 2017. 
Nordic’s shares plummeted 27.7 percent on  
the Nasdaq Stock Exchange on the day of  
the announcement.
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Stocks

            2,134.59   2,202.19  5.92% 5.92%

  1,847.55   1,829.93  -0.95% -0.95%

   2,233.82   2,349.63  5.65% 5.65%

BSX Index

BSX Insurance Index

S&P Global 1200

            9.25   9.79  7.05% 7.05%

  36.00   37.50  5.11% 5.11%

  12.71   13.05  3.92% 3.92%

  12.80   12.60  -1.56% -1.56%

  39.45   35.16  -10.32% -10.32%

Ascendant Group Ltd.

Butterfield Bank

Caribbean Utilities

Consolidated Water Co.

XL Group PLC



Global Bond Markets

Indices 30 Sep 2017 31 Dec 2017 Local Curr. US$
Total Returns(Yield to Maturity)

Source: Bloomberg

• On October 26 the ECB left the benchmark 
rate unchanged and announced that net 
monthly asset purchases will be cut in half  
to €30 billion as of January 2018. The purchase  
programme, however, will continue until at 
least September 2018. Despite a cautious 
stance in reducing monetary stimulus, the 
ECB noted the “unabated” economic growth 
momentum in the region and “growing 
confidence” that inflation will return to target.  
The ten-year benchmark German bund yield  
declined seven basis points to 0.31 percent 
on the day of the announcement.

• On November 2 the Bank of England raised 
the benchmark interest rate to 0.50 percent 
from 0.25 percent, the first increase since 
July 2007, citing rising inflation and low 
unemployment. The minutes from the meeting  
underscored the central bank’s concern that  
the economy is fragile as the 2019 split with  
the EU nears. Importantly, policy makers  
omitted language from previous statements  
saying that more hikes could be needed.  
The central bank’s more dovish outlook 
pushed Gilt yields lower and the pound  
weakened nearly one percent against the  
US dollar on the day.

• On November 16 Moody’s Investors Service 
upgraded Indian’s sovereign credit rating to 

‘Baa2’ from the lowest investment grade ‘Baa3’  
citing the Indian government’s “wide-ranging 
program of economic and institutional reforms”. 
Moody’s also acknowledged the recently 
introduced Goods and Services Tax (GST) 
which will promote productivity by removing 
barriers to interstate trade. Indian stocks, 
bonds and the rupee rallied on the upgrade. 

• On December 13 the US Federal Reserve 
raised the band for the benchmark interest 
rate by 25 basis points to between 1.25 percent  
and 1.50 percent. The Fed cited positive news 
on economic growth, solid job gains, and stuck  
with a projection of three hikes in 2018 despite  
the inflation rate being below the Fed’s two 
percent target. 
 
On December 19 US Treasuries sold off sharply  
and traders cited unwinding of curve-flattening  
trades as House Republicans passed a tax 
overhaul. On the day the yield on two-year  
Treasuries climbed 2.1 basis points to 1.85 percent  
while the yield on 30-year Treasuries rose 
6.7 basis points to 2.81 percent and broke 
through the important technical resistance 
level at 2.80 percent. On December 20 Treasury  
yields rose for a second day as the Republican 
tax overhaul passed a final vote before going 
to President Donald Trump for his signature.

Treasury yields  
rose on solid 
economic data  
and in reaction to 
tax cut milestones.
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Citigroup

                1,438.13   1,430.12  -0.56% -0.56%
  1,834.64   1,829.76  -0.27% -0.27%
  1,785.63   1,787.92  0.13% 0.13%
  1,247.95   1,262.86  1.19% 1.19%

     1.49% 1.89% -0.33% -0.33%
 2.34% 2.41% -0.27% -0.27%
 2.86% 2.74% 2.96% 2.96%
 2.10% 2.05% 1.00% 0.20%
 2.84% 2.63% 2.66% 2.33%
 1.37% 1.19% 1.81% 2.69%
 0.46% 0.42% 0.46% 2.09%
 0.06% 0.05% 0.37% 0.21%

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 2017 31 Dec 2017 Change

Value of Currency US$1 = value in local currency

Source: Bloomberg

The US dollar 
weakened against 

the euro on the 
Fed’s soft inflation 

expectations.

• On October 9 the Turkish lira plunged amid  
rising tensions between the US and Turkey 
after the two nations suspended visa services  
for citizens looking to visit the other country. 
As news broke that the spat between the  
nations had intensified, the bid/offer spread  
in prices offered by interbank market makers  
increased to 60 times the average, highlighting  
the costs of doing business in Emerging  
Market currencies. The Turkish lira depreciated  
2.4 percent versus the US dollar on the day.

• On November 29 the cryptocurrency Bitcoin  
surpassed $10,000 for the first time which 
took 2017’s price surge to eleven-fold even 
as warnings multiplied that the largest digital  
currency was an asset bubble. While the  
actual volume of transactions conducted  
in cryptocurrencies is relatively small, the  
optimism surrounding the technology drove  
Bitcoin to new highs. On December 11 bitcoin  
futures started to trade on the CME Group 
and Cboe Global Market platforms and 
the cryptocurrency surged above $17,000.

• On November 30 the Norwegian krone slid  
to the weakest level against the euro since  
2008 after a disappointing retail-sales 
report, while Brent crude oil rose toward a 
two-year high after OPEC’s largest producers  
signaled they would extend output cuts.  
Commodity currencies such as the Norwegian  
krone tend to appreciate in tandem with  
raw materials amid an economic upturn.  
However, the recent advance in oil was  

spurred more by supply-side factors, 
including production cuts, thus weighing on  
the krone. In the month of November the  
Norwegian krone depreciated 4.3 percent  
against the euro and 2.1 percent against the  
US dollar while Brent crude rose 3.6 percent.  

• On December 19 the Mexican peso 
depreciated 0.8 percent to the weakest level  
in more than a month against the US dollar 
after a news report alleged that the nation’s 
Finance Ministry had funneled money to 
campaigns for politicians from the ruling  
party. The peso was also buffeted by Banxico  
governor Alejandro Diaz de Leon’s comments 
that uncertainty surrounding NAFTA  
renegotiations would dent the currency.

• On December 21 the Canadian dollar 
appreciated as much as 1.1 percent to a 
one-week high of CA$1.2840 per US dollar 
on stronger inflation and retail sales data. 
Inflation accelerated to an annualized  
rate of 2.1 percent in November and retail 
sales for the month of October increased 
1.5 percent – much better than the 
anticipated 0.3 percent advance. Canadian 
yields rose across the yield curve on the  
data and the likelihood of a Bank of Canada  
rate hike in January increased to 58 percent 
from 47 percent the previous day.
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       1.2765 1.2806 -0.3%

 3.1625 3.3125 -4.4%

 0.7464 0.7400 0.9%

 1.2472 1.2571 -0.8%

 0.8464 0.8330 1.6%

 112.5100 112.6900 -0.2%

 0.9683 0.9743 -0.6%

Australian Dollar

Brazilian Real

British Pound

Canadian Dollar

Euro

Japanese Yen

Swiss Franc



The synchronized recovery in both 
Developed and Emerging Markets 
broadens and is expected to boost 
global growth to an annualized rate of 
3.7 percent in 2018.
• In the US a strong labour market, a 

turnaround in investment, and the 
December 2017 passing of a tax cut 
bill will shore up economic activity.

• 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 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 is expected to raise the 
benchmark rate three times in 2018.

• In the eurozone the ECB cuts the monthly 
asset purchases in half and keeps the 
benchmark rate on hold. 

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.
• The US Fed’s interest rate hikes will not 

result in significant US dollar strength 
but the passing of a tax package could 
give the US dollar a near term boost.

• Resilient and broadening economic growth  
and a reduction in monetary policy stimulus 
by the ECB will support the euro.

• The Canadian dollar is set to weaken 
slightly against the US dollar near term  
as the interest rate differential between  
the two countries widens.

We expect commodities to rise 
modestly in response to strength 
in global manufacturing activity.
• Industrial metals should get a boost 

from increases in capital expenditures 
and overall strength in global growth. 

• Gold is vulnerable to rising interest rates. 

• Crude oil should be supported by the 
recent extension of the output agreement 
between OPEC and non-OPEC members.

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.
• Regionally, the US should benefit  

from the passage of tax reform which 
would lower the corporate tax rate 
as well as tax breaks on earnings 
repatriated from overseas.

• Global tech is our biggest overweight as 
the sector has strong earnings momentum, 
relatively attractive valuations, and 
disruptive business models underpinned 
by technological innovation.

• Valuations are elevated but not yet  
at extreme levels that would point  
to excessive exuberance.

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 2018
Outlook
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“You look around 
the world and 

most countries are 
not just growing 

but enjoying 
accelerated 

growth.”

James Solloway, 
Senior Portfolio 

Strategist, SEI 
Investments 

Company,
December 18, 2017

The World
Prospects for the world economy are bright  
in 2018 as both advanced and emerging 
economies enjoy synchronized and 
broadening economic growth. With major  
economies at different stages of the business  
cycle, the risk of the global economy running  
too hot is limited. The US and China are late  
in the cycle, the eurozone and Japan are 
mid-cycle, and Emerging Market commodity 
producers are only early-cycle. We agree 
with Bloomberg consensus estimates for an  
annualized global growth rate of 3.7 percent 
in 2018. Globally, business sentiment has 
reached robust levels while profitability is 
high and excess cash holdings are waiting to 
be put to work. This should result in more  
corporate capital expenditure on equipment  
and structures (capex), particularly in 
manufacturing, information technology, 
transport, and warehousing. The positive 
momentum in labour markets spurs consumer  
spending. This said, a common denominator 
for major developed economies is slow wage 
growth which could weigh on consumption. 

We expect a positive growth contribution 
from construction activity globally, though 
with significant country differences. In 
countries in which the sector has been 
booming since the crisis (China, Australia, 
Canada and Sweden) overcapacity restrains 
growth, whereas it is robust in others, including  
the US.  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. A 
combination of solid growth, low but gently 
rising inflation, and relatively easy financial 
conditions allow space for central bankers to 
normalize monetary policies further in 2018. 
Politics will continue to have a big influence: 
the government formation in Germany, 
the March election in Italy, Brexit, NAFTA 
renegotiations, and the risk of President Trump  
impeachment or hamstringing.

North America
Growth expectations for the US stand at  
2.6 percent for 2018 as a tight labour market,  
a turnaround in investment, and the December  
2017 passing of a tax-cut bill will shore up  
economic activity. This should allow the Fed  
to raise the Fed Funds target range to between 
2.0 percent and 2.25 percent by year-end 2018.  
Though ultra-low unemployment and rising  
interest rates suggest that the US is late in 
the economic cycle, a lack of overheating in 
key sectors such as housing combined with 
rising productivity suggest the economy  
has more room to run. The US administration 
continues to focus on trade issues but actual  
protectionist measures are likely to be limited so  
as to not harm US consumers and businesses.

The Canadian economy slows to an annual 
growth rate of 2.2 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 dampen economic activity. Despite 
rising employment, wage gains, and higher  
labour market participation rates, slack in the  
labour market remains.

Europe
In the eurozone strong business and consumer  
confidence, an accommodative monetary 
policy, and reduced political uncertainty will 
support a robust and broadening expansion 
of 2.1 percent in 2018 as per consensus 
estimates. Domestic demand remains in the 
driver’s seat, fueled by upbeat confidence 
and an improving labour market. Major fiscal 
stimulus is unlikely given severe budget 
constraints, exacerbated by a UK exit. Given  
continued concern over the influx of refugees,  
greater spending on border control and 
payments to the countries of origin 
are likely. The ECB’s Quantitative Easing 
programme continues until September 
2018 but could be extended should core 
inflation remain below the ECB’s target.

ECONOMICS
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Look for UK economy to soften to an 
annualized rate of 1.4 percent in 2018 as higher  
inflation reduces consumers’ purchasing power  
and uncertainty created by Brexit negotiations  
deters investors. Further, the labour market 
is showing signs of slowing as more people 
are leaving the workforce and pay growth is 
lagging behind inflation. However, the Bank 
of England’s loose monetary policy stance  
and a pick-up in global demand should  
cushion the slowdown.

Pacific Basin /Asia
In Japan, growth is projected to slow from 
1.6 percent in 2017 to 1.3 percent in 2018 
as fiscal consolidation combined with an 
accelerating decline of the working-age 
population offset the boost from stronger 
exports and investments. Capex should 
remain solid thanks to higher capacity 
utilization rates, a strong business outlook, 
labour shortages, and the 2020 Tokyo Olympics.  
Monetary policy is dependent on inflation 
developments. For 2018 inflation as measured  
by the Consumer Price Index is only forecast  
to climb to an annualized rate of 0.8 percent  
as per Bloomberg consensus estimates.  
As such, monetary policy tightening is still  
a long way off. 

Economic growth in China is on course to  
gradually slow as the economy transitions  
towards services and domestic consumption. 
With President Xi Jinping having strengthened  
political control after the 19th Party Congress,  
policy focus could shift from stimulating 
the economy to reining in debt. For 2018 the 
economy is expected to grow at 6.4 percent 
as per Bloomberg consensus estimates.

India’s growth prospects are good as 
government reform efforts aimed at fostering  
investment are underway improving the 
economy’s productive power over the 
next few years. The currency replacement 
programme and the implementation of GST 

have been completed and we expect both 
consumption and exports to pick up.  
We agree with consensus estimates for 
GDP to grow at 6.7 percent in 2018.

The outlook for growth in Australia improves 
to an annualized rate of 2.8 percent in 2018 
on the back of improving global growth. 
Domestically, the household sector is weak 
as the consumer is being squeezed by low 
wage growth (with average wages actually 
declining), rising inflation, and tighter credit 
conditions as regulators crack down on 
mortgage lending. Against this backdrop,  
the Reserve Bank of Australia will keep rates  
on hold through 2018 which should result in  
a weaker Australian dollar. 

Latin America
Brazil came out of recession in 2017 and is in 
the early stages of an ongoing recovery. The 
recovery is mainly driven by the consumer, 
aided by historically low inflation and 
monetary stimulus. Brazil’s central bank 
cut interest rates from 13.75 percent to 
7.0 percent in 2017, reducing the costs of 
servicing debt for households. After years 
of political scandals chances are that a 
reformist president, who could carry out 
much needed economic reforms, is elected 
in the general elections in October 2018. 
We agree with consensus estimates for GDP 
to grow at 2.5 percent in 2018 on higher 
government and consumer spending.

Mexico’s economic outlook is upbeat with  
annualized growth estimates of 2.2 percent  
for 2018. Household spending should get 
a boost as multi-year high inflation cools. 
Meanwhile, the NAFTA renegotiation talks  
have so far shown little progress and an  
adverse outcome would weigh on the  
country’s outlook.

“Developing Asia’s 
growth momentum, 
supported by 
recovering exports, 
demonstrates that 
openness to trade 
remains an essential 
component of 
inclusive economic 
development.” 

Asian  
Development Bank,  
A Firmer Growth 
Outlook for Asia,
December 13, 2017
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“The Fed will remain 
on a gradual path 

towards normalized 
real yields by raising 

the fed funds rate 
three times.”

 J.P.Morgan, 
Global Fixed Income 

Views 1Q 2018,
December 21, 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 is 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  
and new Fed Chair Jerome Powell, if confirmed  
by the Senate, to raise rates three times to  
a target range between 2.00 percent and  
2.25 percent by the end of 2018. As the Fed 
raises the benchmark rate, yields at the 
short-end of the yield curve will be pushed 
higher. Meanwhile, low inflation keeps 
longer-dated yields anchored. This will result  
in a flatter yield curve. In this scenario we 
continue to favour Floating Rate Notes (FRNs)  
that have a very short duration and whose 
coupons reset every three months. 

In the eurozone the ECB reduces the monthly  
asset purchases from €60 billion to €30 billion  
monthly starting in January until at least the  
end of September.  Meanwhile, the first 
increase to the benchmark rate (which currently  
stands at minus 0.40 percent) is not expected  
until First Half 2018 as a substantial degree of 
monetary stimulus is still needed to push  
inflation higher. Signals from the ECB also make  
it clear that the central bank sees no need to  
speed up plans for policy normalization 
despite a stronger growth outlook. For these  
reason ECB’s tapering 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. 

We expect the Bank of England to keep the 
benchmark rate unchanged in First Half 2018 

as Brexit is the main challenge for monetary 
policy. While recent developments reduce 
the risk of a disorderly exit, uncertainty 
is still high. So far the economy has been 
resilient to Brexit jitters but economic 
growth is slowing and signs are that more 
people are leaving the workforce. Inflation 
has risen above the central bank’s target, 
squeezing consumers’ disposable income; 
but for now we are of the view that inflation 
is less of a concern for the central bank. 

The Bank of Canada delivered two interest 
rate hikes in Third Quarter 2017 on the 
back of improving economic activity but 
has since kept the benchmark rate on 
hold. 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 be cautious with future 
moves wary of triggering another economic 
downturn. Geopolitical uncertainties 
around US trade policies also weigh on 
the central bank’s decisions near term. 
While higher interest rates will likely 
be required over time, we expect the 
Bank of Canada to leave the benchmark 
rate unchanged in First Quarter 2018.

The Reserve Bank of Australia should keep 
the benchmark rate on hold near term. 
While inflation moves back into its target 
band on the back of a soft Australian 
dollar, domestic conditions are subdued. 
The household sector is squeezed by 
record-low income growth and tight credit 
conditions as regulators crack down on 
mortgage lending. In fact, there is a risk 
the Reserve Bank of Australia may cut 
rates instead of raising them. Should this 
happen the Australian dollar will depreciate 
against the US dollar and other majors 
as interest rate differentials widen.

BONDS
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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 three 
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 in 2018. 
As such, the Fed’s actions will not result in 
substantial US dollar strength as interest rate  
differentials are broadly unchanged. The 
recent passing of a US tax package could 
give the US dollar a near term boost.

Resilient and broadening economic growth 
and a reduction in monetary policy stimulus 
by the ECB will support the euro. As the ECB 
reduces monthly bond purchases, yields will 
rise in the region leading to range-bound  
interest rate differentials against other major  
currencies such as the US dollar where the Fed  
is on track to raise rates. Even though the 
Italian election is a risk, overall political risks  
have receded significantly. 

Absent an increase in geopolitical risks, the 
Swiss franc will be weak as improving global 
economic growth lessens the need for safe 
havens such as the franc. In fact, the Swiss 
franc is perfect as a borrowing currency 
for investing in better yielding currencies.

We anticipate modest Sterling strength 
against the US dollar in the very near term 
on the prospect of a transitional Brexit deal.  
In the medium term Sterling will be caught 
in a tug-of-war between the central bank’s 
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 against the US dollar over the  
medium term.

The Canadian dollar is set to weaken slightly  
against the US dollar near term as the interest  
rate differential between the two countries 
widens. Surprisingly, the Canadian dollar 
has received little support from the recent 
surge in oil prices and has instead traded 
on domestic economic data. We expect 
economic data to remain the main driver of 
the loonie as higher oil prices has had more 
to do with OPEC cuts than a sharp increase 
in demand. Furthermore, developments on  
NAFTA negotiations represent an outlier  
risk to the Canadian dollar.

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 an 
annualized rate of 0.2 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 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.

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.

CURRENCIES

“The main currency 
gains will come  
for those currencies 
where central banks 
will pivot to the exit.” 

Daragh Maher,  
Head of FX Strategy, 
HSBC Securities 
(USA) Inc.,
December 21, 2017
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“We expect the 
broader commodity 
market to generally 

be range-bound.”

Goldman Sachs,  
2018 Investment 

Outlook,
December 2017

Commodities are expected to rise modestly in  
response to strength in global manufacturing  
activity. Prices of industrial metals should get  
a boost from increases in capital expenditures  
and overall strength in the US and global 
economies. Gold is vulnerable to rising interest  
rates while oil prices should be supported by  
the recent extension of the output agreement 
 between OPEC and non-OPEC members.

Oil prices have been relatively resilient amid  
a number of factors: 1) US crude inventories 
have declined at their fastest rate in 35 years;  
2) Demand has surprised to the upside. In fact,  
in Second Quarter 2017 global oil demand 
increased by more than two million  
barrels/day - nearly double the trend of the 
2004-2014 period; 3) Little supply growth 
elsewhere; 4) OPEC compliance has remained  
strong. OPEC managed to make large 
production cuts during previous oil price 
downturns that, on several occasions, 
provided a floor for oil prices. However, 
these episodes rarely lasted long and little 
 historical precedent exists for successful 
multi-year OPEC cuts. Yet, it appears that the  
current episode is the exception that proves  
the rule. Although OPEC’s production 
agreement is now more-or-less a year old,  
adherence to it has remained high. The recent  
decision by OPEC and its non-OPEC partners 
to extend their output agreement to the 
end of 2018, although widely expected, 
is a positive step forward for oil markets 
as it reduces the risk of upside surprises 
to production from those countries. 

We see limited upside in gold prices from 
current levels. In our view, interest rates  
(net of inflation) are the main drivers of gold.  
Since we expect a gradual tightening of 
monetary policy, largely keeping pace with 
inflation data, real interest rates are likely 
to remain stable. However, should global 
equity momentum weaken in 2018, gold 
could stand to benefit significantly. Against 

a backdrop of increasing geopolitical and 
financial market volatility, gold and silver’s 
solid track records as liquid and easily 
transferable tangible assets that have long 
been considered as a currency of last resort, 
may come increasingly onto investors’ radars.

We have seen strong performance in 
industrial metals which have outperformed 
both crude oil and gold, recently. However, 
we do not believe the gains are sustainable 
as key fundamentals such as China’s fixed  
asset investments in real estate slow. We 
remain positive for base metals where  
potential supply impacts are high: Aluminium  
for example is likely to see a major downshift  
in supply growth rates. Nickel has also likely  
reached a bullish long-term inflection point. 
Conversely, copper and iron ore are the most  
exposed to potential demand slowdowns  
in 2018. 

Fundamentals are supportive for a number of 
key agricultural markets in 2018. The wheat 
markets look to have formed a significant 
bottom and many soft commodity prices 
are likely to be supported by long-term 
structural demand growth. This is in addition  
to supply vulnerabilities due to poor weather  
conditions and falling yields.

COMMODITIES
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Despite geopolitical concerns, financial markets  
proved resilient in 2017 supported by 
synchronized global growth, earnings growth  
dynamism, lower than expected inflation, 
and ample monetary stimulus from central 
banks. With growth still robust and interest 
rates only rising gradually, we expect equity 
markets to make further gains in 2018, albeit  
narrower performance as markets begin to  
contemplate the peak rate growth momentum.  
Valuations are elevated but not yet at extreme  
levels that would point to excessive 
exuberance. Among the chief risks we identify  
are potentially counterproductive policies,  
geopolitical risks such as an escalation of  
tension between the USA and North Korea,  
or business risks such as an unexpected  
slowdown in China. 

One of the differentiating features of 2017  
has been very low volatility. This made  
risk-adjusted returns even better than the  
headline numbers. However, we expect 
volatility to pick up in a sustained manner  
as financial conditions tighten.

Regionally, the US should benefit from the  
passage of tax reform which would lower the  
corporate tax rate as well as tax breaks on  
earnings repatriated from overseas. Consensus  
estimates suggest that tax relief should 
boost S&P 500 2018 Earnings Per Share (EPS) 
by approximately five percent. This means 
we only need five-to-six percent organic EPS 
growth to hit the current consensus forecast 
of eleven percent earnings growth.  However, 
equity gains appear limited as valuations could  
contract as the Fed continues to normalize  
monetary policy.

We are overweight pro-cyclical late cycle  
sectors - Information Technology, Financials, 
Energy, and Industrials in the US. We remain 
underweight bond proxies – Staples, Telecom,  
and REITS. Despite strong outperformance in 
2017, 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, cost-cutting,  
as well as rising interest rates. Energy is a classic  
late-cycle performer. The sector has low 
valuation, an improving earnings outlook, and 
favourable technical signals. Energy is also cheap  
on a price-to-book ratio relative to the market 
and near an all-time low on this metric.

Europe’s political environment seems to have 
de-risked to some extent, with fewer “known 
unknowns” on the immediate horizon. This is 
the case even with the ongoing forming of a 
German government and Brexit negotiations 
underway. We see a robust business backdrop  
in Europe. The region’s earnings base is low and  
we see the potential for significant medium-term  
upside. However, we also want to highlight a few  
red flags: 1) the euro has been robust and this 
strength will become a headwind for earnings if 
it continues, 2) while purchasing manager indexes  
are strong, they are no longer improving. 

The Bank of Japan is likely to be the last major 
central bank to remain fully committed to 
quantitative easing and we see a favourable 
environment for Japanese equities in 2018. 
Among the major equity markets Japan 
should benefit more from solid global growth. 
Additionally, at current levels Japanese equities 
are both absolutely and relatively cheap.  
Japan is trading at a 12 percent discount relative  
to global equities on a twelve-month consensus  
forward Price-Earnings (P/E) ratio.

We expect Emerging Market (EM) equities to  
outperform major Developed Markets. Continued  
stabilization in China, strong global growth,  
improving earnings, and somewhat moderating  
rates of inflation support these markets.  
Additionally, the valuation case for EM equities is  
attractive even after recent strong performance.

EQUITY STRATEGY

“As strong economic 
growth boosts 
earnings, subdues 
volatility and raises 
confidence, global 
equity markets can 
rise further.” 

Credit Suisse, 
Investment Outlook 
2018,
December 2017
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66+12+8+9+1+4+t
25+19+10+12+12+8+4+3+4+1+1+1+t

EQUITIES  
(50% S&P Global 1200 and 50% S&P 500)

Regional Strategy 
• Underweight North America at 67.1 percent  

(versus a Blended Benchmark weighting  
of 78.6 percent).

• Overweight Japan at 8.0 percent  
(versus Benchmark weighting of 4.0 percent).

• Overweight Europe Ex-UK at 11.5 percent  
(versus Benchmark weighting of 9.7 percent).

• Overweight Emerging Asia at 8.6 percent  
(versus Benchmark weighting of 2.4 percent).

Sector Strategy
• Overweight Information Technology and  

Financials at 25.3 percent and 19.2  percent,  
respectively (versus Benchmark weighting of  
20.8 percent and 16.7 percent, respectively).

• Overweight Energy and Industrials at  
8.7 percent and 12.2 percent, respectively 
(versus Benchmark weighting of 6.2 percent  
and 10.7 percent, respectively).

• Equal weight Consumer Discretionary, and 
Materials at 11.8 percent, and 4.1 percent,  
respectively.

• Underweight Consumer Staples, Real Estate, 
Utilities, and Telecommunication at  
2.9 percent, 0.6 percent, 0.4 percent, and 
0.8 percent, respectively (versus Benchmark 
weighting of 8.6 percent, 2.7 percent,  
2.9 percent, and 2.9 percent, respectively).

Currency Strategy
• Overweight the US dollar at 83.4 percent 

(versus Benchmark weighting of 77.1 percent).

• Underweight the euro at 2.3 percent  
(versus Benchmark weighting of 7.7 percent).

• Underweight the yen at 3.1 percent 
(versus Benchmark weighting of 4.0 percent).

Geographic Allocation

Sector Allocation

North America 67.1%
Europe 11.5%
Japan 8.0%
Emerging Asia 8.6%
Latin America 1.0%
Cash 3.8%

Technology 25.3%
Financials 19.2%
Healthcare 10.2%
Consumer Disc. 11.8%
Industrials 12.2%
Energy 8.7%
Materials 4.1%
Consumer Staples 2.9%
Cash 3.8%
Real Estate 0.6%
Utilities 0.4%
Telecom Services 0.8%

CONCLUSION AND STRATEGY POINTS
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46+4+21+26+3+t
23+18+4+25+18+12+t

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.

Credit Ratings

LIBOR FRN 46%
CPI FRN 4%
0-1 YR 21%
1-3 YR 26%
3-5 YR 0%
Cash 3%

AA+ 23%
AA- 18%
A+ 4%
A 25%
A- 18%
BBB+ 12%

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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