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The S&P Global 
1200 index 
advanced  
1.2 percent for  
the quarter ended 
June 30, 2018. 
All returns are 
expressed in  
US dollars.

World Markets Quarterly Review
June 30, 2018

DJIA 1.3% BSX 8.8% UK FTSE 3.1% Nikkei -0.2%
S&P 500 3.4% Bolsa -3.9% CAC 0.2% Hang Seng -2.5%
NASDAQ 6.6% Bovespa -27.1% DAX -3.4% Straits Times -7.0%
TSX 4.8% Merval -41.8% Kospi -9.4% ASX 4.8%
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1 5 9 13

2 6 10 14

Global Stock Markets
• Global equity markets were volatile as  

geopolitics and trade tensions dominated  
the headlines.

• In the US, the more domestically focused Small  
Cap sector outperformed Large Cap peers.

• A stronger US dollar and protectionist rhetoric  
made Emerging Markets the worst performing  
region in the quarter.

Bond Markets 
• US Treasury yields rose after the Fed  

raised the benchmark rate and indicated  
two additional hikes in 2018 amid solid  
domestic economic data.

• The yield curve flattened in the US as  
shorter-dated Treasury yields rose more than  
the longer-dated ones.

• German yields fell on dovish comments  
from the ECB and political turmoil in  
Germany and Italy.

Currency Markets
• The US dollar strengthened against all major  

currencies amid signs of a more robust  
US economy, the prospect of higher Fed  
interest rates, and escalating fears of global  
trade tensions.

• The Canadian dollar appreciated against all  
major currencies except the US dollar on a rally  
in crude oil prices.

• The yen weakened against the US dollar as  
the interest rate differential between the two  
nations widened.
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North American Stock Markets

Indices 31 Mar2018 30 Jun2018 Local Curr. US$
Total Returns

Source: Bloomberg

The NASDAQ  
led gains in US 

equity markets.

          24,103.11   24,271.41  1.26% 1.26%

  2,640.87   2,718.37  3.43% 3.43%

  7,063.45   7,510.30  6.61% 6.61%

  15,367.29   16,277.73  6.77% 4.80%

  2,314.28   2,324.26  1.23% 1.23%

US Dow Jones Industrial 

US S&P 500    

US NASDAQ

Canada TSX

S&P Global 1200

• On April 16 Netflix Inc. released First Quarter 
2018 financial results that showed the 
online streaming company added close to  
two million US subscribers and 5.5 million  
international subscribers, almost a million 
more than expected, in the quarter. Netflix 
rose 9.2 percent the following day.

• On April 25 The Boeing Company reported 
earnings for First Quarter 2018. Profit not  
only beat investors’ expectations but was  
well above those in recent years due to  
determined cost-cutting measures, swelling  
order books, and steadily increasing 
passenger air travel. One notable boost came  
from growing demand for package-delivery 
jets from the likes of Amazon and FedEx. 
Boeing was also more efficient at producing 
jumbo jets and profit from the commercial 
airplane division jumped 73 percent from  
the same quarter last year. Boeing’s share 
price rose 4.2 percent on the day. 

• On April 26 Facebook Inc. announced strong  
earnings for First Quarter 2018. Revenue 
jumped 49 percent while net income was up  
63 percent from last year beating analysts’ 
estimates. Further, Facebook generated 
70 million new active users bringing the 
number of monthly active users to 2.2 billion.  
The strong results showed that the Cambridge  
Analytica scandal had little impact on 
earnings. Facebook rose 9.1 percent on the  
day of the announcement. 

• On May 1 Match Group Inc, the online dating  
service that operates Match.com and Tinder,  
suffered a big blow after Facebook’s CEO 

Mark Zuckerberg shared plans to roll out a 
new dating feature to promote “long-lasting 
relationships.” Zuckerberg noted that one in  
three relationships begins online and a  
staggering 200 million of the platform’s  
users are currently listed as single. Match fell  
22.1 percent on the day of the announcement. 

• On June 12 US regulators approved AT&T Inc.’s  
purchase of media giant Time Warner Inc.  
for $85 billion almost two years after the  
deal was first announced. Regulators initially  
worried that AT&T’s position as a major cell 
phone service carrier coupled with owning 
Time Warner’s media library would give 
the company too much power. However, 
AT&T assured that the deal would not make 
the company more powerful in existing 
markets as the deal is a step into content 
production where AT&T will compete with  
content creators such as Netflix. Time Warner  
rose 1.8 percent while AT&T’s share price fell  
6.2 percent on the news. 

• On June 20 Starbucks Corporation 
announced that the coffee chain will be 
closing 150 underperforming US stores in 
2019 amid slowing sales. Further, Starbuck’s  
CEO Kevin Johnson said he expects comparable  
sales to rise just one percent globally for  
Third Quarter 2018 - the worst performance 
in about nine years and well below analysts’  
expectations of 2.9 percent growth.  
Starbucks fell 9.1 percent in response to  
the announcement.
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Latin American Stock Markets

Indices 31 Mar2018 30 Jun2018 Local Curr. US$
Total Returns

Source: Bloomberg

• On April 20 Hypera SA, the largest 
pharmaceutical company in Brazil by market  
capitalization, disclosed that searches and 
seizures were carried out in the residences 
of the company’s CE0 Claudio Bergamo, 
founder Joao Alves de Queiroz, as well as  
two other employees. The searches were  
part of a government probe which started  
in 2016 after one of Hypera’s directors 
authorized irregular payments. The stock  
fell 6.4 percent on the day.

• On April 20 Mexican low-cost airline 
Concesionaria Vuela Compañía de Aviación, 
S.A.B. de C.V. (commonly known as Volaris) 
reported as loss of 1.1 billion pesos ($59 million)  
buffeted by higher fuel prices and a domestic  
price war sparked by a surge in available 
seats. The loss was almost twice as big 
as expected. Volaris’ share price plunged 
18.5 percent following the report.

• On May 20 Nicholas Maduro was re-elected  
President of Venezuela in a landslide victory  
despite the nation’s crushing economic 
crisis. The US condemned the elections 
calling them an insult to democracy. Yet 
many locals believe that it is not Maduro 
but the right-wing business owners who  
are purposefully hiding food and other 
prices. Venezuela’s hyperinflation has 
sparked massive investment in equities as 
local business and individuals attempt to 
protect their savings and the Venezuelan 
stock index rallied 27.9 percent in the week  
following the election. 

• On May 23 Brazil’s government effectively 
abandoned the bid to privatize state-
controlled Centrais Elétricas Brasileiras 
S.A. (Eletrobras), the biggest power 
utility company in Latin America, after a 
committee hearing on the privatization 
schedule was canceled. Brazil’s general 
election is scheduled for October 2018 
and as such the Congress is unlikely to 
have enough time to vote on a new draft 
bill. Eletrobras fell 11.5 percent on the day.

• On June 1 Pedro Parente, the CEO of 
Petróleo Brasileiro S.A (Petrobras), resigned 
in response to the eleven day trucker strike  
against rising fuel prices which grounded 
flights, shuttered sugar mills,  and caused 
shortages of products from food to gasoline.  
Parente was responsible for instilling fuel  
policy which matched local fuel prices with  
international rates and spurred discontent  
among truck drivers. Petrobras fell 14.9 percent  
on the day.

• On June 7 Argentina secured a $50 billion 
loan from the International Monetary Fund  
(IMF) to help restore investor confidence  
as the government aims to tackle double 
digit inflation and a widening budget deficit.  
The loan was the largest ever in IMF’s history.  
Argentina was forced into talks with the  
IMF after three central bank interest-rate  
hikes pushed borrowing costs above  
40 percent but failed to halt the peso from  
plunging. The Argentinian stock market index  
rose 4.2 percent in response to the news.

Argentina’s  
Merval Index 
plummeted as  
the peso plunged 
and the nation  
was forced to  
ask the IMF for  
a loan to restore  
investor confidence.
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          46,124.85   47,663.20  4.32% -3.86%

  85,365.56   72,762.51  -14.76% -27.12%

  31,114.93   26,037.01  -16.32% -41.79%

  5,542.22   5,301.25  -4.35% -11.38%

  2,314.28   2,324.26  1.23% 1.23%

Mexico Bolsa

Brazil Bovespa

Argentina Merval

Chile IPSA

S&P Global 1200



European Stock Markets

Indices 31 Mar2018 30 Jun2018 Local Curr. US$
Total Returns

Source: Bloomberg

Political turmoil and 
weakening business 
surveys weighed on 

German equities  
in the quarter.
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              7,056.61   7,636.93  9.51% 3.08%

  12,096.73   12,306.00  1.73% -3.35%

  5,167.30   5,323.53  5.47% 0.20%

  9,600.40   9,622.70  1.93% -3.16%

  2,314.28   2,324.26  1.23% 1.23%

  1,495.70   1,532.66  4.26% -0.95%

UK FTSE

Germany DAX

France CAC 40

Spain IBEX 35

S&P Global 1200

S&P Europe 350

• On April 6 the US imposed new sanctions 
on seven Russian oligarchs including Oleg  
Deripaska, the owner of United Company 
RUSAL which is the world’s second largest 
aluminium company by primary production 
output. Washington’s sanctions on a slew 
of Russian security officials, politicians,  
and tycoons believed to have close ties to  
President Putin were part of an attempt to  
punish Moscow for what the US Treasury 
Department called “malign activity around  
the globe.” RUSAL’s share price plunged 
50.4 percent on the news while aluminium  
prices rose 6.2 percent. 

• On April 12 IAG SA, the parent company of 
British Airways, announced the company 
had bought a stake in Norwegian Air Shuttle  
ASA and was considering making a full offer 
for the discount airline. Buying Norwegian 
would eliminate a fierce competitor that 
has shaken up the airline industry with  
low-cost long-haul flights and imposed on  
IAG’s turf in both London and Latin America.  
Norwegian Air jumped 47.2 percent in Oslo  
trading while IAG SA declined 1.1 percent in  
London trading on the day.

• On April 20 Telefonaktiebolaget L. M. Ericsson,  
the Swedish network and telecommunications  
company, announced that broad restructurings,  
a clear out of top management, and cost-
savings measures had started to kick in  
as the company’s gross margin rose to  
35.9 percent from 18.7 percent a year earlier.  

Half the margin improvement came from  
cost savings and a third was tied to the  
ramp-up of the 5G-ready Ericsson radio 
system platform which is key to winning 
network upgrade deals. Ericsson’s shares  
soared 17.5 percent on the day.

• On April 26 Deutsche Bank AG announced 
that the company will scale back its Wall 
Street presence by reducing US fixed 
income sales and trading, cut back on the 
corporate finance business, and put the 
global equities business under review. The 
bank said the measures, which effectively 
abandon ambitions to become a top global 
securities firm, will lead to a “significant 
reduction” in staff levels.  Deutsche’s 
share price fell 4.2 percent on the day.

• On June 7 shares of UK-based CMC Markets  
and Plus500 , companies that allow investors  
to borrow money to bet on the price moves  
of assets (including cryptocurrencies) 
without actually owning them, rose on 
better-than-expected profits and positive 
outlooks. CMC’s stock rose by 4.4 percent 
after growing annual profits to the tune 
of 16 percent by focusing on more active, 
experienced and often wealthier “high value”  
clients. Meanwhile, Plus500 said their 
customers had continued trading things  
like cryptocurrencies, meaning Plus500 will  
have an even better year than the company  
thought. Plus500’s shares rose by 6.8 percent  
on the day.



Pacific Rim Stock Markets

Indices 31 Mar2018 30 Jun2018 Local Curr. US$
Total Returns

Source: Bloomberg

• On April 25 Indonesia’s Jakarta Composite 
Index fell 2.4 percent on concerns that the 
central bank may raise interest rates for the 
first time since 2014 to defend the currency. 
Banking stocks slid the most on the prospect 
of higher borrowing costs which would 
crimp loan growth and economic growth.

• On May 3 Xiaomi Inc., China’s largest 
smartphone maker, submitted  paperwork for 
an Initial Public Offering which was set to be  
the biggest since 2014 and could value the 
company at $100 billion. Xiaomi started out  
in 2010, aiming to sell better and cheaper 
smartphones than competitors in China. 
Today, Xiaomi is the fourth-largest smartphone  
maker globally (behind Samsung, Apple, and  
Huawei) and has expanded into selling  
smart speakers. 

• On May 15 Toshiba Corporation said 
management is confident the company will 
be able to cash in on the memory chips 
business and pay out part of the $18 billion 
windfall to shareholders. In September 
2017 Toshiba agreed to sell the memory 
chips segment, widely seen as the jewel in 
the conglomerate’s crown, in a bid to stave 
off bankruptcy following an acquisition 
of a US nuclear company that went awry. 
Toshiba’s shares rose 3.5 percent on the day.

• On May 30 Nintendo Co Ltd., the creator of  
Super Mario, announced three new Pokémon 
games. The games build on the success of 2016’s  
Pokémon Go app and better-than-expected  
sales of the  Nintendo Switch console. The games 
will launch later in 2018 and focus on mixing  
the easy-to-use nature of the app with the 
more in-depth storylines of traditional games.  
Nintendo was up 4.3 percent on the day. 

• On June 11 Contemporary Amperex Technology 
Co. Ltd. (CATL), the world’s largest electric 
vehicle battery maker, debuted on the stock 
market in China and reached a value of over 
$12 billion. CATL makes batteries for electric 
vehicles, going head to head with the likes of 
Panasonic which produces batteries with  
Tesla. Despite fierce competition, CATL boasts  
some big-name customers in the car world,  
like Volkswagen AG, Nissan Motor Company Ltd.,  
and Bayerische Motoren Werke AG (BMW). 
CATL’s shares soared 44.0 percent on the day.

The Energy  
and Healthcare 
sectors boosted  
the Australian  
stock market.
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               21,454.30   22,304.51  4.08% -0.21%

  30,093.38   28,955.11  -2.53% -2.50%

  4,408.61   4,376.51  1.05% 1.08%

  2,445.85   2,326.13  -4.89% -9.37%

  3,427.97   3,268.70  -3.32% -7.03%

  10,919.49   10,836.91  0.87% -3.51%

  5,759.37   6,194.63  8.74% 4.76%

  2,314.28   2,324.26  1.23% 1.23%

  537.85   513.14  -3.68% -3.68%

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 31 Mar2018 30 Jun2018 Local Curr. US$
Total Returns

Source: Bloomberg

Ascendant Group 
Ltd rallied sharply 
on a take-over bid 
for the company.

• On April 19 Bermuda based privately held 
Athora Holding Ltd announced the company 
will acquire Generali Belgium S.A., the Belgium  
based subsidiary of international insurance 
Group Assicurazioni Generali S.P.A. Generali  
is the eleventh largest insurer in Belgium 
providing a broad set of insurance solutions 
to retail and corporate clients. The acquisition  
gives Athora an opportunity to expand into  
the European marketplace and offer new  
reinsurance products.

• On April 30 Bermuda headquartered Bacardi 
Limited announced the completion of a 
transaction that makes the family-owned 
company the sole owner of Patron Spirits 
International AG and the Patron brand, the 
world’s top-selling super-premium tequila. 
Bacardi initially acquired a 30 percent stake 
in Patron in 2008. The new acquisition makes 
Bacardi the number one spirits company in  
the super-premium segment in the US and  
the second largest in market share by value. 

• On May 4 Ascendant Group Ltd., the parent 
company of Bermuda Electric Light Company 
Ltd (Belco), gave notice of an unsolicited 
expression of interest from Twenty First 
Century Utilities LLC (TFC). Ascendant said 
the board of directors had determined not 
to pursue TFC’s offer further. Joe Garcia, 

a representative of TFC visited Bermuda 
two weeks after the announcement and he 
stated that the all-cash bid had been for 
$15 per share, a near 50 percent premium to 
Ascendants price on April 27. The offer valued  
Ascendant at $153 million. 

• On May 7 Bermuda based shipping container 
company Triton International Limited reported  
adjusted net income of $79.8 million in First 
Quarter 2018, a big improvement over the 
$35.4 million achieved in the same quarter in  
2017. Triton said the results were particularly  
impressive given that the first quarter is  
typically seasonally slow and has the fewest  
number of revenue days. Further, Trition 
benefited from a reduction in the average tax 
rate as a result of corporate tax legislation  
in the US at the end of 2017. Triton rose  
1.1 percent on the day.  

• On June 21 Cayman incorporated Chinese 
smartphone lens manufacturer Sunny Optical  
Technology Group Co. warned that the gross  
margin of the company’s camera modules  
was subdued in First Quarter 2018, primarily 
due to declining profits of dual cameras.  
Sunny Optical, which is one of the world’s 
biggest suppliers of camera modules to 
smartphone manufacturers like Huawei, Xiaomi,  
Sony, and Lenovo, dropped 9 percent after  
the announcement.
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Stocks

              2,491.23   2,651.71  8.79% 8.79%

  1,907.89   1,786.66  -6.35% -6.35%

  2,314.28   2,324.26  1.23% 1.23%

BSX Index

BSX Insurance Index

S&P Global 1200

             10.00   16.00  61.82% 61.82%

  44.00   46.00  5.39% 5.39%

  13.29   13.00  -0.86% -0.86%

  14.55   12.90  -10.76% -10.76%

  55.26   55.95  1.64% 1.64%

Ascendant Group Ltd.

Butterfield Bank

Caribbean Utilities

Consolidated Water Co.

XL Group PLC



Global Bond Markets

Indices 31 Mar2018 30 Jun2018 Local Curr. US$
Total Returns(Yield to Maturity)

Source: Bloomberg

• On May 15 the two-year US Treasury yield  
reached 2.56 percent, the highest since 
August 2008, and the ten-year US Treasury 
yield reached 3.06 percent, the highest since  
July 2011. The rise in yields came on the back  
of the markets being more hawkish on Fed  
interest rate hikes as indicated by the Fed  
Funds futures which fully priced in three more  
hikes in 2018. At the same time, softness in 
economic data in the eurozone, the UK, and 
Japan pushed out the expected timing of 
the removal of monetary stimulus in those 
economies. This resulted in wider interest 
rate differentials and the US dollar rallied 
against the other three major currencies. 

• On May 29 the escalating political crisis in 
Italy rattled global markets amid concern 
that the European Union’s cohesiveness 
would be tested anew. Meanwhile, Italy’s 
populist leaders, incensed by their failed bid 
for power, began mobilizing for an early  
election after President Mattarella rejected 
the populists’ choice of Finance Minister, 
effectively underscoring the populist argument  
that Italy is torn between the international 
establishment and national democracies.  
On the day, Italy’s sovereign ten-year sovereign 
yield rose as high as 3.43 percent (having 
closed at 2.67 percent the day prior) while 

the euro depreciated 0.7percent against the 
US dollar as investors sought a safe haven.

• On June 13 the Federal Reserve raised the 
band for the fed funds rate by 25 basis points  
to between 1.75 percent and 2.00 percent. 
In a statement the Fed said that economic 
growth had been “rising at a solid rate”. 
The central bank also indicated two more 
hikes are likely in 2018 which would bring 
the 2018 total to four increases. Stocks 
edged lower after the announcement while 
government bond yields nudged higher.

• On June 14 the European Central Bank (ECB) 
left the benchmark deposit rate at minus 
0.40 percent and announced a halt to bond 
purchases. Policy makers agreed to phase out  
the quantitative easing tool with €15 billion  
of purchases in each of the final three months  
of 2018 and pledged to keep interest rates  
unchanged at least through the summer of 
2019. The euro weakened against the US 
dollar on the outlook for interest rates as  
economists before the announcement had  
predicted borrowing costs would rise in the  
middle of 2019.

Treasury yields rose 
after the Fed raised 
the benchmark rate 
amid solid domestic 
economic data.
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Citigroup

                  1,416.84   1,416.40  -0.02% -0.02%
  1,795.18   1,792.96  -0.11% -0.11%
  1,761.46   1,761.90  0.04% 0.04%
  1,290.80   1,241.04  -3.85% -3.85%

    2.27% 2.53% 0.18% 0.18%
 2.74% 2.86% -0.28% -0.28%
 2.97% 2.99% 0.63% 0.63%
 2.09% 2.17% 0.05% -1.72%
 2.60% 2.63% 0.43% -3.16%
 1.35% 1.28% 0.93% -4.89%
 0.49% 0.30% 1.97% -3.32%
 0.05% 0.03% 0.14% -3.91%

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 31 Mar2018 30 Jun2018 Change

Value of Currency US$1 = value in local currency

Source: Bloomberg

The US dollar 
appreciated 

against all  
major currencies 

amid signs of  
a more robust  

US economy  
and escalating 
fears of global 
trade tensions.

• On May 8 Argentina’s President Mauricio 
Macri said the country had asked the 
International Monetary Fund (IMF) for 
financing to help stem a five-month rout in 
the peso that led to a surge in interest rates 
and threatened to derail the economic 
recovery. The speech was the first time 
Macri spoke to the nation after the central 
bank raised the benchmark interest rate 
three times in ten days to 40 percent –  
the highest among major economies.  
The IMF previously lent to Argentina before 
the country defaulted on its debts in 2001.  
The Argentinian peso depreciated 2.4 percent  
versus the US dollar on the day.

• On May 23 Turkey’s lira fell as much as 
5.5 percent against the US dollar after 
President Erdogan, who has made clear 
his preference for low interest rates, 
threatened central bank independence 
after the June election. His threat was enough 
to spook Japanese investors, who started 
selling the lira en masse. In response, Erdogan  
ordered Turkey’s main bourse to sell hard 
currency to defend the lira. Meanwhile, 
currency traders worried Erdogan would  
make a bad situation worse by next ordering  
capital controls. At an emergency policy  
meeting the central bank lifted the 
benchmark rate by 300 basis points to  
16.5 percent in a bid to stem an outflow of 
capital from the country, control inflation,  
and support the lira.

• On June 5 Brazil’s central bank stepped up 
efforts to support the Brazilian real as the 
currency tumbled to the weakest level 
against the US dollar since former President 
Dilma Rousseff’s tumultuous impeachment 
in 2016. The central bank’s intervention 
in the currency market followed several 
weeks of real depreciation as investors 
had grown concerned that the country’s 
October elections could usher in a less 
business friendly new president. Despite 
the central bank’s efforts, the real tumbled 
1.7 percent against the US dollar on the day.

• On June 6 economic data showed that  
Japanese household spending disappointed  
for a third month as consumers were unwilling  
to open their wallets amid a lack of a pick-
up in real incomes. The yen depreciated to 
¥110.18 against the US dollar on the day.

• On June 15 US and China tariff tensions 
sparked fears of an intensifying trade war 
which weighed on global risk appetite 
and resource-dependent currencies. The 
Canadian dollar depreciated 0.76 percent 
to the lowest level in almost a year against 
the US dollar amid the escalating trade 
tensions, soft Canadian economic data, 
and a broad decline in commodity prices.
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       1.3022 1.3504 -3.6%

 3.3063 3.8769 -14.7%

 0.7135 0.7572 -5.8%

 1.2900 1.3133 -1.8%

 0.8114 0.8559 -5.2%

 106.2800 110.7600 -4.0%

 0.9540 0.9906 -3.7%

Australian Dollar

Brazilian Real

British Pound

Canadian Dollar

Euro

Japanese Yen

Swiss Franc



We agree with Bloomberg consensus 
estimates for an annualized global 
growth rate of 3.8 percent in 2018.
• In the US a tight labour market, a turnaround  

in investment, and fiscal stimulus underwrite  
economic growth.

• An accommodative monetary policy and 
domestic demand support broadening 
economic growth in the eurozone.

• Economic recoveries in Emerging Markets  
boost global output.

Yields in most major economies are  
set to rise gradually on above-trend  
economic growth 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 two more times in 2018.

• We forecast an interest rate hike from the 
Bank of England on signs of a rebound in 
economic growth and rising inflationary 
pressures. 

Interest rate differentials are set to 
be the main driver in the currency 
markets in Second Half 2018 as major 
central banks tighten monetary policy.
• We anticipate the euro to trade in a range  

between 1.15-to-1.20 against the US dollar  
near term.

• Waning risk sentiment and protectionist  
rhetoric could weight on the Canadian  
dollar near term.

• Currencies of countries with current 
account surpluses should perform well  
near term amid higher market volatility  
and trade tensions.

We expect commodities to rise 
modestly amid a positive demand 
environment, but still elevated supply  
levels in many cases.
• The undersupplied oil market should see 

inventories contract; however, rising US 
shale production will keep prices in check.

• The prices of industrial metals will greatly  
depend on Chinese demand.

• China tariffs on US agricultural products  
(soybeans in particular) are a key risk for  
soft commodities.

We still favour equities over fixed 
income given the economic and 
earnings environment; however,  
we acknowledge that this bull market  
has limited runway.
• As long as forward Earnings Per Share (EPS)  

keeps moving higher, the S&P 500 should be  
able to grind toward new highs in Second  
Half 2018.

• We are overweight pro-cyclical late cycle  
sectors – Information Technology, Financials,  
Energy, and Industrials in the US.

• Valuations in Europe are exceptionally  
compelling on both an absolute and  
relative basis.

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 THIRD QUARTER 2018
Outlook
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“Europe faces 
many challenges, 

but that of 
migration could 

become the  
make-or-break 

one for the EU.”

Angela Merkel, 
German Chancellor,

June 28, 2018

The World
In Second Half 2018 we expect stable, 
above-trend global growth, balanced inflation 
risks, and gradual removal of central bank 
monetary stimulus. At the same time, 
concerns about trade and geopolitics are 
likely to result in market volatility. We agree 
with Bloomberg consensus estimates for an 
annualized global growth rate of 3.8 percent 
in 2018 supported by firming investment in 
advanced economies and ongoing recovery 
in commodity-exporting Emerging Markets. 
However, economic activity will only 
accelerate further in a minority of countries 
(Mexico, Argentina, Indonesia, Pakistan,  
and Egypt) this year. 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. 

Economic recoveries in Emerging Markets 
such as Brazil and Russia boost global output  
while the Asia ex-Japan region is benefiting 
from 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. An escalation  
of trade frictions between the US and China  
(the world’s two largest economies) as well as  
between the US and other countries are the 
biggest risks to our outlook and would hurt 
global confidence and economic growth.

North America
Growth expectations for the US has improved  
from 2.8 percent in our previous publication 
to 2.9 percent for 2018 as a tight labour 
market, a turnaround in investment, and fiscal  
stimulus underwrite US economic growth 
in the coming quarters. 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. Tensions over tariffs and calls  
for reciprocal trade arrangements are a threat  
to economic growth and unless tensions 
escalate, the Fed should be able to raise  
the Fed Funds target range two more times  
to between 2.25 percent and 2.50 percent  
by year-end 2018.  

The Canadian economy will grow at an 
annual rate of 2.1 percent in 2018 as the 
ongoing correction in the housing market 
and trade tensions dampen economic 
activity. The US and Canada are among the 
largest trading partners in the world and in 
the middle of NAFTA negotiations. We take 
the stance the two nations will come to an  
agreement that will not dampen economic  
activity significantly.

Europe
Surveys of business confidence in the 
eurozone are strong but have weakened from 
record high levels. Still, an accommodative 
monetary policy and reduced political 
uncertainty will support a robust and 
broadening expansion of 2.2 percent in 2018  
as per consensus estimates. Domestic demand  
remains in the driver’s seat fueled by consumer  
confidence and an improving labour market.  
Politics are high on the agenda in the region. 
The German migration crisis highlights the  
importance of eurozone reform. The prospect  
of a new German coalition in response to 
the split over immigration could result in 
a new coalition that is more supportive of 
European reforms than the current governing 
coalition. The Italian government’s policies 
are likely to increase the country’s already 
high debt levels and there is uncertainty 
how accommodating the EU will be.

The outlook for the UK economy has 
moderated somewhat with an estimated 
annualized growth rate of 1.4 percent in 2018  

ECONOMICS
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compared to 1.5 percent in our previous 
publication as bad weather negatively 
impacted growth in First Quarter 2018. 
Looking forward, global demand, the Bank of 
England’s accommodative monetary policy  
stance, constructive developments on Brexit  
negotiations, and solid economic data -  
including stronger retail sales and higher  
wage growth – will boost consumer and  
investor confidence.

Pacific Basin /Asia
In Japan, growth is projected to slow from 
1.7 percent in 2017 to a meagre 1.1 percent 
in 2018 as the economy has entered the 
late-cycle phase of expansion. The economy 
is close to full employment and we expect 
private consumption to pick up ahead of 
the consumption tax hike in First Quarter 
2019. Corporate investment should remain 
solid on higher utilization rates and spending 
on labour-saving technology, spurred by 
higher wages and labour shortages. The 
Bank of Japan is expected to maintain the 
massive monetary stimulus programme as 
annual inflation, while forecast to rise to an 
annualized rate of 1.0 percent in 2018, is well 
below the central bank’s two percent target. 

Economic growth in China is moderating as 
the economy transitions towards services and  
domestic consumption. Further, we believe 
that China will implement calibrated monetary  
policy tightening to address financial risks. 
For 2018 the economy is expected to grow 
at 6.5 percent as per Bloomberg consensus 
estimates. A rise in US-China trade friction 
could drag down China’s exports growth 
and weigh on economic growth.

In India, a recovery in consumption and exports  
lifts capacity utilization which incentivizes the  
corporate sector to invest. The government’s 
reform efforts aimed at fostering investment  
are underway improving the economy’s 
productive power over the next few years 

and ease some structural bottlenecks. Recent  
moves to recapitalize banks and repair  
corporate balance sheets are positive for  
bank lending. We agree with consensus  
estimates for GDP to grow at 6.6 percent  
in 2018. 

The outlook for growth in Australia holds 
at an annualized rate of 2.8 percent in 2018 
on the back of above-trend global growth. 
Domestically, the household sector is weak  
as the consumer is being squeezed by low  
wage growth, rising inflation, and tighter  
credit conditions as regulators crack down  
on mortgage lending. 

Latin America
Political uncertainty will have some adverse  
impact on economic growth in Brazil and 
dampen corporate investment. Meanwhile, 
the consumer should benefit from lower 
interest rates. If a reformist candidate wins  
the presidential elections in October and put  
the pension reform back on track, confidence  
in the economy should improve and impact 
growth positively. Should a non-reformist 
candidate win and pension reforms are 
not pushed forward, questions about debt 
sustainability will be high on the agenda. 
This would put pressure on the currency, 
create inflationary pressures, and trigger 
the central bank to start hiking rates earlier 
than expected, impacting growth negatively. 
We agree with consensus estimates for 
GDP to grow at 2.0 percent in 2018.

Mexico’s annualized economic growth 
is estimated at 2.2 percent for 2018 with 
politics being the biggest risk to the outlook. 
Household spending should get a boost as 
multi-year high inflation cools. We forecast 
a broadly unchanged policy mix after the 
July 1 presidential election. Meanwhile, any 
decision by the US to pull out of NAFTA 
would deal a blow to economic growth.

“China’s policy-
makers face the 
difficult challenge of 
addressing financial 
risks while avoiding  
a major slowdown  
in growth.”

Morgan Stanley, 
Global Macro  
Mid-Year Outlook,
May 13, 2018
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“While the current 
monetary setting 

is still understood 
as accommodative, 
the Federal Reserve 

anticipates that 
policy will become 

restrictive by the 
end of next year.”

Brown Brothers 
Harriman,  

Foreign Exchange, 
Outlook for  

Third Quarter 2018

Yields in most major economies are set to rise 
gradually on above-trend global economic 
growth and some monetary stimulus is pulled 
back. Persistent low inflation is holding back  
a sharp increase in yields.

The Fed is leaning more forcefully toward 
four interest-rate hikes this year based on the 
dot plot released after the June 2018 FOMC 
meeting. While a September rate increase is 
broadly anticipated, incoming economic data, 
escalating trade tariffs, and new additions 
to the FOMC board could tilt the balance 
toward a December rate pause. At the time 
of this writing (in the midst of elevated 
trade tension rhetoric) the probability of a 
December hike stands at 42 percent. Still, 
we expect the Fed to push through with 
two more hikes in 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. We also look to 
opportunistically add Treasuries maturing 
in five years as a higher Fed funds rate will 
have limited impact on this part of the curve 
following a sharp rise in yields earlier in 2018.

In the eurozone the ECB has signaled that it 
will discuss steps to end the asset purchase 
programme. The central bank is likely to 
end the purchases after December, thus 
paving the way for interest rates to be 
raised in Second Half 2019 as a substantial 
degree of monetary stimulus is still 
needed to push inflation higher. Political 
developments in Germany and Italy are 
likely to weigh on the ECB’s decisions.

We forecast an interest rate rise from the 
Bank of England in August to 0.75 percent on 
the back of signs of a rebound in economic 

growth in Second Quarter 2018 and rising 
inflationary pressures. Brexit negotiations 
are a key uncertainty although markets 
seem to perceive a lower risk of a disorderly 
exit and constructive progress has been 
made on a transitional period deal after 
the UK leaves the EU in March 2019. On the 
assumption of a smooth Brexit and a new 
trading relationship with the EU, another 
interest rate hike is likely in First Half 2019.

In Canada the central bank raised the 
benchmark rate to 1.25 percent in January 
citing solid economic data. We agree with 
the central bank that more rate increases are 
needed over time and expect the bank to 
raise the benchmark rate by another 25 basis 
points later in 2018. Near term, geopolitical 
uncertainties around US trade policies, which 
also impact business investment in Canada, 
weigh on the central bank’s decisions. 

The Reserve Bank of Australia should keep  
the benchmark rate on hold at 1.50 
percent as the annual inflation rate of 1.9 
percent is below the central bank’s target 
band of two-to-three percent. Further, 
domestic conditions are subdued and the 
unemployment rate has risen. Meanwhile, 
the household sector is squeezed by low 
income growth and tight credit conditions as 
regulators crack down on mortgage lending.

BONDS
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The US dollar is unlikely to strengthen much  
further as other major central banks begin to 
catch up with the Fed in normalizing interest 
rates and trade tension threats to global  
growth are contained.

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 solid economic growth; and inflation, 
while still low, shows nascent signs of rising. 
The US Fed should deliver two more 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. De-escalation in trade  
tensions, robust European reform momentum,  
and a Fed delivering only one hike would be  
negative for the US dollar. 

We anticipate the euro to trade in a range  
between 1.15-to-1.20 against the US dollar 
near term. Broadening economic growth  
and a reduction in monetary policy stimulus  
by the ECB will support the euro and ECB  
President Mario Draghi has noted increasing  
confidence that inflation will return to target,  
paving the way for a rate hike in Second Half 
2019. Importantly, we see limited downside 
risk to the euro from current levels  
as the fair value for the currency pair is  
around $1.30-to-1.35 and the eurozone has  
a current account surplus against the US.  
Further, the German immigration crisis  
highlights the importance of eurozone reform  
and any progress would be euro bullish.

We anticipate modest Sterling strength 
against the US dollar in the near term on 
the prospect of a rate hike by the Bank of 
England in August amid signs of a rebound 
in Second Quarter 2018 growth and rising 

inflationary pressures. 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.

Waning risk sentiment and protectionist 
rhetoric weigh on the Canadian dollar near  
term. Canada has a current account deficit 
(the value of Canada’s imports are larger than  
its exports) and currencies with current account  
deficits are vulnerable to a pullback in global  
liquidity conditions and worsening investor 
sentiment. Developments on NAFTA negotiations  
represent the biggest risk to the Canadian dollar  
which would depreciate substantially should  
the US withdraw from NAFTA

The Australian dollar is set to be weak against  
most major currencies amid the nation’s 
current account deficit and as the Reserve 
Bank of Australia, unlike other major banks,  
keeps monetary policy unchanged amid low  
inflation and subdued domestic demand. 
That said, given the market is not expecting  
even a single interest rate increase in 2018,  
the risks are skewed to the upside in  
particular if foreign demand for Australian  
commodities pick up. 

Currencies of countries with current account 
surpluses (such as Japan, Switzerland, and  
Norway) should perform well near term amid  
higher market volatility and rising global trade  
risks. Further, these currencies benefit from  
repatriation flows in a risk adverse environment.  
Note that the US has a current account deficit  
which eventually should start weighing on  
the dollar’s most recent strength.

Emerging Market currencies are likely to be 
under pressure as the US Fed raises interest 
rates amid robust domestic conditions 
and thus tightens global liquidity, resulting 
in a weaker outlook for risk assets.

.

CURRENCIES

“Looking forward, 
our expectation 
is that the dollar 
will not strengthen 
a great deal from 
here, even if a 
decline is still  
some way off.”

PIMCO, The 
Currency 
Sweepstakes,
June 25, 2018
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“We are under no 
illusion that rates 

and currencies 
direct gold above 

everything else, 
but the impact of a 
tightening physical 

market will play an 
increasing role to 

cushion these lows.”

ING Group, 
Economic and 

Financial Analysis,
May 18, 2018

Commodities are expected to rise modestly 
amid a moderately positive demand 
environment, but still elevated supply levels 
in many cases. Gold is set to be range bound 
amid a slightly weaker US dollar and largely 
stagnant real yields. The undersupplied oil 
market should see inventories continue to 
contract; however, rising US shale production 
and rig counts will keep prices in check.

After the most recent rally in oil prices, we 
expect oil prices to remain range bound as 
robust demand growth is offset by supply 
gains from US shale production. Although 
OPEC+ is considering increasing their 
production, in our opinion that will only 
balance the reduction in output due to US 
sanctions on Russia and Iran. Geopolitical 
tensions such as military escalations in Syria, 
tensions between Iran and Saudi Arabia, 
and Venezuela’s rapid decline into chaos 
are also contributing greatly to the oil 
risk premia. Moreover, demand growth in 
Developed Markets is likely to be offset by 
moderating growth in China. Therefore, we 
expect oil markets to remain undersupplied 
(although less so than 2017) as increasing 
global demand is partially offset by an 
increase in supply from US producers.

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. Other headwinds such as 
strong equity markets and weak investment 
demand are also expected to keep gold 
prices in check. However, gold could stand to 
benefit if geopolitical tensions rise, central 
bank rate increases are delayed, the US dollar 
weakens, or there is a supply shortfall.

The prices of industrial metals will greatly 
depend on Chinese demand. In our view, 

the recent modest deceleration in China 
is unlikely to derail the supportive metals 
outlook, subject to strong and synchronous 
global growth. We expect copper to remain 
range bound with price responding to macro 
events in absence of strong fundamental 
drivers. Moreover, iron ore prices are 
expected to stay under pressure as China’s 
peak steel season passes through the second 
half of the year and supply increases. While 
production caps boosted aluminium prices 
in 2017, the market is still in surplus. As 
such, further gains are likely to be modest. 

Surging supply along with a modest increase 
in demand is likely to keep corn and wheat 
prices around current levels whilst stock 
piles increase. China tariffs on US agricultural 
products (soybeans in particular) are a key risk.  
This is in addition to supply vulnerabilities 
due to poor weather conditions resulting in 
falling yields. Ultimately, given the highly 
weather-dependent annual resupply cycles 
in agricultural commodities, the outlook for 
agricultural prices essentially boils down to  
the weather. The most likely outcome is a 
relatively normal year with trend-line yields  
and prices hovering around current levels.  
However, if a drought hits the US this 
summer or South American crops disappoint,  
prices could move up sharply.

COMMODITIES
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We continue to like equities, given the 
economic and earnings environment; however,  
we acknowledge that this bull market has  
limited runway. With the economic cycle  
maturing and policy uncertainty increasing, 
we expect higher volatility, wider credit spreads, 
and narrower breadth as the year progresses. 
Risks to our outlook include a rise in  
geopolitical tensions, the possibility of a central  
bank misstep, and increasing trade tension.

Our call for US equities in 2018 is for narrower 
performance and higher volatility relative to  
2017 as markets begin to contemplate the peak  
rate of change on growth and deteriorating 
financial conditions. As long as forward 
Earnings Per Share (EPS) keeps moving higher  
(we think it will for the next three-to-six months  
after a strong First Quarter earnings season),  
the S&P 500 should be able to grind toward  
new highs at some point later this year. As such,  
we have kept a pro-cyclical tilt in our sector 
preferences for now. However, we recognize 
that a time will come when it will make sense 
to skew portfolios more defensively. We think  
this call rests on three critical variables: first, 
the rate of change on year-over-year EPS  
growth needs to peak; second, 10-year treasury  
yields need to peak (around the 3.25 percent  
level); finally, we should see a fully inverted  
Two-ten year yield curve. 

We are overweight pro-cyclical late cycle  
sectors - Information Technology, Financials, 
Energy, and Industrials in the US and 
underweight bond proxies. Energy is not often 
thought of as defensive or stable sector. 
However, with oil prices breaking higher, oil 
companies exhibiting more capital discipline, 
and relatively high dividend yields in many 
cases, the sector is well positioned to play 
its classic late cycle role with a defensive 
kicker.  Notably, inflows into energy focused 
products have been underwhelming since the 
start of First Quarter 2018 earnings season 
despite impressive earnings results and a 

supportive crude oil backdrop. Even with strong 
outperformance in 2017, tech remains one of 
our favorite sectors. Tech has strong earnings 
momentum and disruptive business models 
underpinned by technological innovation, 
consolidation, and trends in consumer demand 
(e-commerce, social media, mobile internet and 
big data/cloud). Financials also look compelling  
after a post-tax valuation de-rate. Relative 
earnings revisions appear to be stabilizing after  
a Frist Half 2018 decline. Rising front end interest  
rates, expense management, and deregulation  
are positive for banks.

We are positive on Europe with 2018 as a second 
year of two percent-plus growth followed  
by 1.9 percent next year. Furthermore, Europe is 
not as far into the cycle as other regions and the 
ECB appears willing and able to keep rates lower 
for longer. Importantly, unlike the US and China 
where corporate margins have surpassed the  
prior-cycle peaks, Europe’s profit margins are  
nearly 20 percent below prior highs. This suggests  
ample potential for further profit gains. What’s  
more, valuations in Europe are exceptionally  
compelling on both an absolute and relative basis.

Japan stands out on corporate restructuring 
grounds. Further, the yen has decoupled from  
earnings growth and recent yen strength has  
not hindered corporates from reporting  
excellent earnings.

We are also constructive on Emerging Markets 
(EM). Stocks in these markets have faced 
headwinds from concerns over peaking 
economic indicators, tighter financial conditions,  
a stronger US dollar, higher oil prices, and  
protectionist trade policies; but we are not  
abandoning the region. To the contrary, unlike the  
2014-15 episode, we believe that EM currencies’ 
sensitivity to Fed policy will be offset by a  
stronger backdrop of global growth and trade,  
a more constructive mix of commodity market  
dynamics, and solid valuations. 

EQUITY STRATEGY

“We don’t believe 
that the equity bull 
market is over. But 
we are unlikely to 
return to the era of 
low volatility since 
policy uncertainty 
has increased.”

UBS House View, 
Monthly Letter,
May 24, 2018
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80+9+5+3+3+t
29+16+12+11+10+9+4+3+3+1+1+1+t

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

Regional Strategy 
• Overweight North America at 79.8 percent 

(versus a Blended Benchmark weighting of  
79.4 percent).

• Underweight Japan at 2.9 percent  
(versus Benchmark weighting of 3.9 percent).

• Underweight Europe at 9.0 percent  
(versus Benchmark weighting of 12.6 percent).

• Overweight Emerging Asia at 5.3 percent 
(versus Benchmark weighting of 2.4 percent). 
 
Sector Strategy

• Overweight Information Technology and  
Financials at 28.9 percent and 16.6 percent,  
respectively (versus Benchmark weighting of  
22.7 percent and 15.6 percent, respectively).

• Overweight Industrials and Energy at  
11.6 percent and 10.1 percent, respectively 
(versus Benchmark weighting of 10.1 percent  
and 6.6 percent, respectively).

• Equal weight Consumer Discretionary and  
Materials at 12.4 percent, and 3.8 percent,  
respectively.

• Underweight Health Care, Consumer Staples,  
Real Estate, Utilities, and Telecommunication  
at 8.5 percent, 3.0 percent, 0.6 percent, 
0.8 percent, and 0.7 percent, respectively 
(versus Benchmark weighting of 13.0 percent,  
7.6 percent, 2.7 percent, 2.9 percent, and  
2.5 percent, respectively). 
 
Currency Strategy

• Overweight the US dollar at 82.7 percent  
(versus Benchmark weighting of 77.8 percent).

• Underweight the euro at 4.3 percent  
(versus Benchmark weighting of 7.5 percent).

• Underweight the yen at 2.9 percent  
(versus Benchmark weighting of 3.9 percent).

Geographic Allocation as at June 30, 2018

Sector Allocation as at June 30, 2018

North America 79.8%
Europe 9.0%
Emerging Asia 5.3%
Cash 3.0%
Japan 2.9%
Latin America 0.0%

Technology 28.9%
Financials 16.6%
Consumer Disc. 12.4%
Industrials 11.6%
Energy 10.1%
Healthcare 8.5%
Materials 3.8%
Consumer Staples 3.0%
Cash 3.0%
Utilities 0.8%
Telecom Services 0.7%
Real Estate 0.6%

CONCLUSION AND STRATEGY POINTS
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54+3+20+14+6+3+t
33+17+9+20+14+7+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 as at June 30, 2018

LIBOR FRN 54%
CPI FRN 3%
0-1 YR 20%
1-3 YR 14%
3-5 YR 6%
Cash 3%

AA+ 33%
AA- 17%
A+ 9%
A 20%
A- 14%
BBB+ 7%

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 as at June 30, 2018
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