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

World Markets Quarterly Review
September  30, 2018

DJIA 9.6% BSX 12.4% UK FTSE -1.8% Nikkei 6.2%
S&P 500 7.7% Bolsa 10.3% CAC 2.8% Hang Seng -2.2%
NASDAQ 7.4% Bovespa 4.8% DAX -1.0% Straits Times 1.0%
TSX 1.0% Merval -9.4% Kospi 1.0% ASX -0.2%
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Global Stock Markets
• Global equity markets were volatile as  

geopolitics and trade tensions dominated  
the headlines.

• A strong US economy drove US stocks higher,  
leaving US equities ahead of global equities 
in the first nine months of the year.

• Emerging Market equites were weighed down  
by a slowdown in the pace of Chinese credit  
growth and fears over the vulnerability of some  
economies to tighter US monetary policy.

Bond Markets 
• US Treasury yields rose after the Fed raised the  

benchmark rate and indicated one additional hike  
in 2018 amid strong domestic economic data.

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

• German yields rose on hawkish comments 
from ECB President Mario Draghi.

Currency Markets
• The US dollar strengthened against most major  

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

• The Canadian dollar appreciated against all  
major currencies on solid economic data and  
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 30 Jun2018 30 Sep2018 Local Curr. US$
Total Returns

Source: Bloomberg

Strong economic 
and earnings data, 

coupled with a 
general absence of 
inflation concerns, 

pushed major US 
indices higher.

           24,271.41   26,458.31  9.63% 9.63%

  2,718.37   2,913.98  7.71% 7.71%

  7,510.30   8,046.35  7.42% 7.42%

  16,277.73   16,073.14  -0.56% 1.02%

  2,324.26   2,427.92  5.06% 5.06%

US Dow Jones Industrial 

US S&P 500    

US NASDAQ

Canada TSX

S&P Global 1200

• On July 25 Facebook, Inc. held a discouraging 
earnings call which revealed a drop in daily  
active users, that new European privacy laws  
had cut into ad revenue, and that the shift  
from reading the Instagram stream to reading  
Instagram stories – whatever that means – 
also depressed revenue. Facebook’s shares 
fell 19.0 percent on the news, shredded 
$119.4 billion in market cap, and claimed 
the dubious honour of having the largest 
stock-market rout in American history.

• On August 24 Tesla, Inc.’s CEO Elon Musk  
announced that he was no longer seeking  
to take the electric-car company private. 
The stock fell to under $300 per share  
coming off the $380 per-share high that 
occurred on the day Musk first announced 
the go-private effort. Musk’s actions 
eventually caught the attention of the 
Securities and Exchange Commission (SEC) 
which homed in on his assertion that he 
had “funding secured” to take the company 
private. On September 29 Musk stepped 
down as Chairman of the company and 
agreed to pay a fine in a deal with the SEC.

• On August 27 the US and Mexico agreed a  
new trade deal to replace the North American 
Free Trade Agreement (NAFTA). The old deal  
allowed Mexico, Canada, and the US to trade  
several products without tariffs with each 
other. The new deal aims to address the US 
trade deficit. Stock prices mostly climbed in 
response to the news, in particular shares of 
automakers like General Motors Company 
and Ford Motor Company that rose  
4.8 percent and 3.2 percent, respectively. 

• On August 28 luxury jewelry retailer Tiffany  
& Company beat analyst estimates. Tiffany’s 
iconic turquoise boxes flew off the shelves in 
Second Quarter 2018 and sales rose 12 percent 
relative to a year ago with profit increasing 
by 26 percent. Sales in Asia grew by almost  
a third more than the same time in 2017 with  
local customers in greater China contributing 
to the majority of the uplift. The company 
also increased its gross margin. Tiffany’s shares 
rose 1.0 percent on the announcement.

• On September 19 Cineplex Inc, the Canadian  
movie theatre company, signed an agreement  
with immersive cinema company CJ 4DPLEX 
Co. Ltd. to bring 4DX technology to 13 cinemas  
outside Toronto for the first time. The deal 
will bring motion, wind, fog, rain, lightening, 
snow, bubbles, vibration, and scent features 
to theatre seats in markets outside Toronto. 
Cineplex rose 1.3 percent on the day.

• On September 24 Canadian gold miner 
Barrick Gold Corporation agreed to buy 
Africa-focused rival Randgold Resources in 
a deal worth $18.3 billion. After the merger 
Barrick’s shareholders will own 66 percent 
of the new company while Randgold 
shareholders will own the rest. The new 
company will be the world’s biggest gold 
miner, producing more than six million 
ounces of gold per year. On the day, shares 
of Barrick Gold and Randgold rose by 5.4 
percent and 6.6 percent, respectively.
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Latin American Stock Markets

Indices 30 Jun2018 30 Sep2018 Local Curr. US$
Total Returns

Source: Bloomberg

• On July 2 the CEO of Brazil’s troubled food 
giant BRF SA outlined a plan for major asset 
sales to curb debt which ballooned after 
the company lost its investment-grade credit  
rating. BRF has struggled amid the fallout of  
a major food safety scandal which resulted  
in bans on shipments to the European Union.  
BRF’s share price jumped 12.3 percent on  
the announcement.

• On July 5 Embraer SA and Boeing Co. signed 
a $4.75 billion deal for a commercial-jet 
venture. Under a preliminary deal, Boeing 
will own 80 percent of the partnership and 
control Embraer’s commercial airplane and 
services business and 20 percent will be 
owned by Embraer. Embraer’s share price  
had rallied 63 percent since the initial reports  
of a potential tie-up in December 2017. 
However, Embraer’s stock fell 14.3 percent 
on the day of the final announcement, the 
 biggest intraday loss in 17 years, as the deal  
appeared to undervalue Embraer relative  
to market expectations.

• On July 31 Cielo SA, Brazil’s largest credit 
and debit card processor, missed analysts’ 
expectations for Second Quarter 2018 
earnings as increased competition among  
payment solution companies hurt margins.   
To compete with newcomers such as  
PagSeguro Digital Ltd and Stone Pagamentos  
S/A Cielo doubled marketing expenses in  
the quarter which led earnings to decline  
17.8 percent from the same period in 2017.  
Cielo’s share price tumbled 9.8 percent  
on the day.

• On August 17 Brazilian meatpacker Mafrig 
Global Foods SA agreed to sell its US 
subsidiary, a key McDonald’s supplier, to 
Tyson Foods Inc for $2.5 billion. The news 
was a negative for the Mafrig shareholders 
because they had expected a higher  
valuation of $3 billion. The shares of Mafrig  
declined by as much as 9.3 percent on the day.

• On August 24 Argentina based financial 
services company Grupo Supervielle S.A 
reported a 57 percent drop in Second 
Quarter 2018 earnings relative to the 
same period in 2017 driven by lower Net 
Interest Margins (NIMs) and a rise in Non-
Performing Loans (NPLs). Supervielle’s share 
price plunged 30.5 percent on the day.

• On September 12 Colombia’s President Ivan 
Duque ruled out the sale of Colombia’s 
biggest state-owned petroleum company 
Ecopetrol (formerly known as Empresa 
Colombiana de Petróleos) and said “Ecopetrol  
must remain a symbol for the country.” The 
government owns an 88.5 percent stake in 
the company. Ecopetrol rose 9.8 percent on 
the day of President Duque’s comments.

Mexico’s Bolsa  
Index rose as 
investor confidence 
was restored 
following the 
election of a new 
president and as 
Mexico and the  
US struck a deal  
on NAFTA.
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           47,663.20   49,504.16  4.25% 10.29%

  72,762.51   79,342.42  9.04% 4.76%

  26,037.01   33,461.77  28.52% -9.35%

  5,301.25   5,283.53  -0.33% -1.05%

   2,324.26   2,427.92  5.06% 5.06%

Mexico Bolsa

Brazil Bovespa

Argentina Merval

Chile IPSA

S&P Global 1200



European Stock Markets

Indices 30 Jun2018 30 Sep2018 Local Curr. US$
Total Returns

Source: Bloomberg

UK equities  
were weighed  

down by fears of  
a no-deal Brexit.
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               7,636.93   7,510.20  -0.70% -1.84%

  12,306.00   12,246.73  -0.48% -1.02%

  5,323.53   5,493.49  3.36% 2.80%

  9,622.70   9,389.20  -1.83% -2.35%

   2,324.26   2,427.92  5.06% 5.06%

   1,532.66   1,547.65  1.43% 0.88%

UK FTSE

Germany DAX

France CAC 40

Spain IBEX 35

S&P Global 1200

S&P Europe 350

• On July 23 Ryanair DAC, the Irish budget 
airline, reported a 20 percent drop in profits  
for Second Quarter 2018. Nothing went right 
for Ryanair in the quarter from staff strikes 
that led to flight cancellations and the worst  
week of stoppages in Ryanair’s thirty-year 
history to the summer heatwave which 
engulfed Europe and resulted in people  
choosing to stay at home rather than travelling  
to warmer climates. Further, a higher oil price  
weighed on Ryanair’s margins. Ryanair’s share  
price fell 6.4 percent on the day.

• On August 9 German based Adidas AG, the 
world’s largest sports company, announced 
that sales for Second Quarter 2018 grew by  
ten percent fueled by the football World Cup.  
Adidas also grew profits by 20 percent despite 
making significant marketing investments as 
the company managed to persuade more  
customers to check out through higher- 
margin online business. Adidas’s stock rose  
8.6 percent on the day.

• On August 13 Bayer AG, the German chemical  
company and the owner of US agricultural 
firm Monsanto Company, lost a lawsuit 
after a jury in the San Francisco Superior 
Court ruled that two of Monsanto’s herbicides  
presented a danger to consumers and that 
the company knew, or should have known, 
the potential risks. Monsanto will have to  
pay $289 million in one of the cases which 
can open the floodgates for as many as  
5,000 similar claims. Bayer’s shares plummeted  
10.8 percent following the court ruling.

• August 31 Coca-Cola Co. agreed to buy  
the UK chain Costa Coffee for £3.9 billion 
from Costa’s current owner Whitbread PLC.  
Whitbread bought Costa in 1995 for  
£19 million when the brand had 39 shops.  
Today, Costa has more than 3,800 locations 
in 32 countries. For Coca Cola, hot beverages  
was one of the few segments of the total  
beverage landscape where the company  
did not have a global brand. Whitbread’s  
shares rallied 14.3 percent in London trading  
on the day.

• On September 24 after several bids and 
counterbids, Comcast beat 21st Century 
Fox to acquire 61 percent stake in British 
broadcaster Sky for $39 billion. Comcast 
made the highest bid for Sky in a rare 
auction process, seemingly because UK 
regulators were frustrated with the back 
and forth with neither side making its best 
and final offer. Sky’s shares rose 8.6 percent 
in London trading after the announcement.

• On September 25 German car maker 
Bayerische Motoren Werke AG (BMW) said 
that the company now expects to make a 
lower profit this year as US China trade war 
weighs in on demand for cars. BMW is the 
biggest exporter of cars from US to China.  
The company also blamed higher costs to  
get its engines ready for new European  
emissions regulations. BMW’s shares dropped  
5.4 percent after the announcement.



Pacific Rim Stock Markets

Indices 30 Jun2018 30 Sep2018 Local Curr. US$
Total Returns

Source: Bloomberg

• On July 24 China unveiled a package of 
policies aimed at boosting economic growth.  
The stimulus included a list of new infrastructure  
projects and deeper tax cuts. Stocks rallied  
but local economists urged caution, calling the  
announcement an easing up of the crackdown 
on debt rather than a reversal. China’s CSI 300  
stock index rose 1.6 percent on the day.

• On August 6 Japanese technology 
conglomerate SoftBank Group which owns 
Vision Fund, the world’s largest technology 
investment fund, reported a 49 percent 
increase in profit for Second Quarter 2018.  
The profit was boosted by Vision Fund’s sale of  
the Indian online retailer Flipkart to Walmart 
Inc. SoftBank’s profit for the entire quarter 
was $6.4 billion of which $2.2 billion came 
from Vision Fund. SoftBank’s shares jumped 
6.5 percent after the earnings announcement.

• On August 23 Alibaba Group Holding Limited, 
the ecommerce titan which is basically China’s 
answer to Amazon, reported Second Quarter 
2018 results. The company continued to 
dominate the Asian internet market but let 
the profit margin slip on the back of some 
major investments. Still, different parts of 
the business all helped the company deliver 
61 percent revenue growth over the same 
period last year. Most importantly, core online 
retail offering is going strong and – just like 

for Amazon.com – Alibaba’s cloud business 
is too and revenue doubled from a year ago. 
Alibaba’s stock fell 3.2 percent on the day.

• On August 29 Westpac Banking Corporation, 
one of the largest Australian banks, raised its 
key mortgage rates in an effort to preserve 
profit margins amid higher funding costs. 
Australian banks, which are reliant on offshore 
borrowing to fund their loan books, are facing 
increased funding costs as the US Federal 
Reserve raises interest rates. Westpac’s shares 
rose 2.7 percent on the announcement. 

• On September 11 Renesas Electronics, a 
Japanese chipmaker said the company plans  
to buy American rival Integrated Device 
Technology (IDT) in a deal worth $6.7 billion.  
The acquisition will expand Renesas’s presence  
in analog chips used in autonomous cars.  
Renesas also said that the company will 
generate $80 billion in synergies by removing 
duplicate costs. The shares of IDT rose 
10.7 percent on the news. 

Japanese equities 
were supported  
by a weaker yen.
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                22,304.51   24,120.04  8.81% 6.20%

  28,955.11   27,788.52  -2.50% -2.24%

  4,376.51   4,448.84  2.71% 2.98%

  2,326.13   2,343.07  0.73% 1.04%

  3,268.70   3,257.05  1.26% 0.98%

  10,836.91   11,006.34  4.61% 4.50%

  6,194.63   6,207.56  2.00% -0.20%

   2,324.26   2,427.92  5.06% 5.06%

   513.14   517.04  2.11% 2.11%

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 Jun2018 30 Sep2018 Local Curr. US$
Total Returns

Source: Bloomberg

The Bank of  
N.T. Butterfield & 

Son Limited rallied 
on strong results.

• On July 24 the Bank of N.T. Butterfield & Son  
Limited reported strong results for Second 
Quarter 2018. Net income rose to $49.7 million  
up from $44.2 million in the previous quarter, 
partly led by higher interest earned on loans  
and investments. Further, the acquisition 
of Deutsche Bank’s Global Trust Solutions 
business earlier in 2018 added to trust revenue.  
The bank added that salary and employee 
benefits rose $3.9 million from the First Quarter 
2018 due to the addition of new staff at the 
expanded trust business as well as annual 
compensation review increases. Butterfield’s 
shares rose 3.2 percent on the announcement.

• On July 27 Ascendant Group Ltd., the parent  
company of Bermuda Electric Light Company 
Ltd (Belco), reported adjusted net income  
in the first six months of 2018 to $3.2 million 
which was seventy percent below the  
$10.2 million reported for the corresponding 
period in 2017. The decline was driven by 
higher depreciation costs, bonuses associated 
with a share price impacted by a takeover bid,  
and advisory fees also related to the takeover  
bid. Ascendant fell 1.5 percent on the day of  
the announcement. 

• On August 15 Cayman-domiciled Chinese 
multinational investment holding conglomerate  
Tencent Holdings Limited announced Second 
Quarter 2018 earnings. The company reported 
a drop in profits for the first time in nearly 

13 years. Tencent has been hit by Chinese 
video game regulators blocking sales of 
unreleased and existing games in the world’s 
largest gaming market due to a government 
campaign to tackle gaming addiction among 
Chinese children. Tencent fell by as much 
as 6.7 percent on the announcement.

• On August 28 Bermuda based Aspen 
Insurance Holdings Limited announced 
the company had entered into a definitive 
agreement to be acquired by certain funds  
affiliated to alternative investment manager  
Apollo Global Management LLC in an all-cash  
transaction valued at $2.6 billion. Aspen, 
which reported a loss of $15 million in Second 
Quarter 2018, have explored a potential sale 
since early 2018. Aspen has suffered losses in 
three out of the last fourquarters as a result 
of claims related to hurricanes, California 
wildfires and Mexican earthquakes. Upon 
completion of the deal, Aspen will be a 
privately held portfolio company. Aspen’s 
share price rose 2.2 percent on the news.
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Stocks

               2,651.71   2,917.34  12.41% 12.41%

  1,786.66   1,679.73  -5.98% -5.98%

  2,324.26   2,427.92  5.06% 5.06%

BSX Index

BSX Insurance Index

S&P Global 1200

              16.00   16.50  3.84% 3.84%

  46.00   52.00  13.92% 13.92%

  13.00   13.10  2.11% 2.11%

  12.90   13.85  8.02% 8.02%

Ascendant Group Ltd.

Butterfield Bank

Caribbean Utilities

Consolidated Water Co.



Global Bond Markets

Indices 30 Jun2018 30 Sep2018 Local Curr. US$
Total Returns(Yield to Maturity)

Source: Bloomberg

• On July 24 Turkey’s central bank was 
expected to raise the benchmark rate by 
100 basis points from 17.75 percent to 18.75 
percent at the bank’s first meeting since 
President Erdogan won reelection. However, 
the bank left the interest rate unchanged 
which resulted in another surge of capital 
flight and a 3.1 percent depreciation of 
the Turkish lira against the US dollar.

• On August 30 Argentina’s central bank raised 
the benchmark interest rate by 15 percentage 
points to 60 percent, a global high. The hike 
was the latest attempt by policy makers 
to defend the nation’s currency as jittery 
investors pulled money out of the country 
amid signs the country appeared to be 
plunging back into the financial turmoil 
experienced after the crash that led to debt 
default and social upheaval almost two 
decades ago. Argentina’s peso plummeted 
13.9 percent against the US dollar and the 
unfolding crisis in Argentina sent tremors 
through other Emerging Markets on the day.

• On September 5 the Bank of Canada 
(BoC) held the benchmark interest rate 
unchanged at 1.50 percent. The decision 
was widely anticipated. The BoC noted 
that the Canadian housing market has 
stabilized as consumers adjust to new 

regulations and higher mortgage rates. 
Trade uncertainty remained a risk to 
the central bank’s economic outlook.

• On September 8 the yield on two-year US 
Treasuries rose as much as six basis points 
to 2.69 percent, the highest level since July 
2008, after strong US employment data 
for August showed an unexpected uptick 
in average hourly earnings growth. The 
better-than-anticipated data boosted odds 
that the Fed will continue to raise interest 
rates to manage inflation expectations.

• On September 13 the Bank of England (BoE) 
kept the benchmark interest rate unchanged 
at 0.75 percent in a unanimous vote. The 
BoE said the UK economy is stronger than 
expected, but that global risks have increased 
and the biggest risk to UK economic growth –  
a rough Brexit – looked more likely. 

• On September 26 the Fed hiked the benchmark 
rate as expected by 25 basis points to a band  
between 2.00 to 2.25 percent. In the statement  
accompanying the hike the Fed was quite clear  
that it intends to continue tightening monetary  
policy. Treasury yields fell across the curve 
after the announcement and the US dollar 
appreciated against most major currencies. 

Treasury yields 
drifted higher after 
the Fed raised  
the benchmark  
rate amid  
strong domestic 
economic data.
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FTSE

                   1,450.44   1,447.22  -0.22% -0.22%
  1,866.88   1,852.44  -0.77% -0.77%
  1,761.90   1,771.85  0.56% 0.56%
  1,241.04   1,222.32  -1.51% -1.51%

    2.53% 2.82% 0.16% 0.16%
 2.86% 3.06% -1.09% -1.09%
 2.99% 3.21% -3.37% -3.37%
 2.17% 2.43% -1.68% 0.03%
 2.63% 2.67% 0.34% -2.11%
 1.28% 1.57% -0.99% -2.31%
 0.30% 0.47% -1.00% -1.67%
 0.03% 0.13% -0.90% -3.47%

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 Jun2018 30 Sep2018 Change

Value of Currency US$1 = value in local currency

Source: Bloomberg

The US dollar 
appreciated 
against the 

Japanese yen  
amid rising 

interest rate 
differentials.

• On July 18 Sterling depreciated to $1.3070, 
a ten-month low against the US dollar 
after economic data showed inflation 
in the UK held at 2.4 percent in June, 
below expectations for an increase to 2.6 
percent. The market, which had expected 
the Bank of England to raise rates in the 
bank’s August meeting, pared bets on that 
outcome following the release. Earlier 
in the week the pound had been under 
pressure as Brexit votes in parliament 
showed Prime Minister Theresa May’s 
majority on the issue had weakened.

• On August 14 the euro weakened to $1.1344,  
the lowest level against the US dollar in 
over a year. The key trigger for the euro 
depreciation related to uncertainty over 
Turkey and Italy. Volatility in Turkish 
markets raised concerns over the exposure 
of European banks to Turkey, while 
political uncertainty led Italian bond 
yields higher. Further, a cautious statement 
from the European Central Bank (ECB) 
showed concern for subdued inflation 
and weighed on the euro as the market 
pared back expectations for the ECB’s next 
interest rate hike to Third Quarter 2019.

• On August 15 the Australian dollar 
recovered from a two-year low against 
the US dollar as the ruling Liberal Party 
responded to public discontent and 
ousted centrist Malcolm Turnbull as 
prime minister and replaced him with 

Treasurer Scott Morrison. With regular 
snap elections and no prime minister 
that has served a full term in a decade, 
willingness to enact bold and potentially 
painful policies to modernize Australia’s 
commodity-dependent economy have 
been lacking. On the day the Australian 
dollar strengthened 0.30 percent against 
the US dollar and closed at US$0.7260.

• On August 23 the Brazilian real weakened 
against all major currencies amid political 
chaos as a poll showed jailed former 
President Luiz Inacio da Silva held a double-
digit lead against far-right Congressman 
Jair Bolsonaro ahead of the presidential 
election in October. Lula is facing 
corruption charges and is expected to be 
barred from the race. The real had earlier 
been under pressure amid a US dollar rally 
and a broader selloff of Emerging Market 
currencies. On the day the real depreciated 
1.75 percent against the US dollar.

• On September 28 the Japanese yen 
depreciated to ¥113.70 against the US 
dollar, the weakest level in 2018, amid a 
rally in Asian equity markets and large 
US dollar purchases for month-end at 
the Tokyo exchange. Higher US Treasury 
yields and trade tensions weighed on 
the yen throughout Third Quarter 2018.
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      1.3504 1.3842 -2.4%

 3.8769 4.0504 -4.3%

 0.7572 0.7674 -1.3%

 1.3133 1.2908 1.7%

 0.8559 0.8617 -0.7%

 110.7600 113.7000 -2.6%

 0.9906 0.9817 0.9%

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.
• Current conditions in the US are strong and  

growth expectations stand at 2.9 percent  
for 2018.

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

• Globally, political risks and trade 
tensions are high on the agenda.

Yields in major economies are set 
to rise gradually on above-trend 
economic growth and as some 
monetary stimulus is pulled back.
• Low inflation is holding back a sharp  

increase in yields.

• The Fed is expected to raise the benchmark 
rate once more in 2018.

• Solid economic data and a higher oil price 
pave the way for the Bank of Canada to 
raise the benchmark rate by another  
25 basis points in Fourth Quarter 2018. 

The US dollar is likely to be range-bound, 
or even depreciate somewhat, against 
other major currencies as major central 
banks begin to catch up with the Fed.
• Broadening economic growth and a  

reduction in monetary stimulus will support  
the euro.

• Brexit aside, the fundamentals for Sterling  
strength have improved amid resilient  
economic data.

• The Canadian dollar should trade on 
economic data following the agreement 
of the new USMCA trade deal.

Commodities are expected to rise 
from current multiyear lows amid 
a positive demand environment.
• Global demand and an undersupplied 

market will drive oil prices higher in the  
last few months of 2018.

• The prospect of a slightly weaker US dollar 
could result in a rebound in gold prices.

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

We maintain our modest overweight 
in equities given the favourable 
economic and earnings environment.
• Trade disputes, the flattening US yield 

curve, and Chinese indebtedness 
continue to hang over markets.

• We have reduced US equities to the  
benchmark target weight amid seasonal  
factors and ahead of the midterm elections.

• Our exposure in Europe, where the  
economic cycle is in an earlier stage,  
has been increased.

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 FOURTH QUARTER 2018
Outlook
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“The U.S. economy 
does not face  

a large chance  
of a recession  

in the next two 
years and the 

Federal Reserve 
plans to keep  

gradually raising 
interest rates.”

Jerome Powell, 
Fed Chair, 

September 27, 2018

The World
Global economic growth is expansionary 
and above-trend but momentum is slowing. 
In Fourth Quarter 2018 we expect stable 
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 before 
slowing to 3.6 percent in 2019. 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. 

Growth in Emerging Markets (EM) is mixed.  
Brazil and Russia are coming back from 
recession, the Asia ex-Japan region is benefiting  
from growth in China, while recession is already  
certain in Argentina, Turkey, and South Africa. 
A combination of above-trend growth, gently 
rising inflation, and relatively easy financial 
conditions allow space for central bankers to 
normalize monetary policies further in 2018  
and 2019. There is not much sub-prime lending  
in the US since the financial crisis but Emerging  
Markets are a different story. The biggest sub- 
prime borrowers, totaling $3.7 trillion, are in  
EM and as the Fed raises interest rates, 
financing costs for these governments and 
companies increase, negatively impacting 
economic growth. 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 investors must guard against  
complacency of a more full-blown trade war.

North America
Growth expectations for the US stand at  
2.9 percent for 2018. In fact, the best word  
to describe current conditions in the US is 
“strong”: strong economic growth, strong 
business investment, strong consumption, 

and strong employment growth.  Inflation, 
as measured by the personal consumption 
expenditure index excluding food and energy 
(core PCE), is tame at two percent and the  
3.9 percent unemployment rate is at a 50-year  
low. 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. Near term,  
uncertain trade politics weigh on companies’ 
investment decisions. In the longer run, the 
tariffs (taxes) could trickle down the supply 
chain and hit US consumer spending resulting 
in slower economic growth. Unless trade 
tensions escalate, the Fed should be able to 
raise the Fed Funds target range one more time  
to between 2.25 percent and 2.50 percent by  
year-end 2018. 

The Canadian economy should grow at an 
annual rate of 2.1 percent in 2018 on the 
back of solid labour markets and economic 
fundamentals. Additionally, the legalization of  
cannabis will artificially boost the accounting 
of economic growth at the end of 2018 but  
should be seen as a one-time effect. The US 
 and Canada are among the largest trading 
partners in the world and have agreed to a  
new trade deal that revamps the North 
American Free Trade Agreement (NAFTA). 
The deal will be called the United States-
Mexico-Canada Agreement (USMCA) and  
allows US farmers access to Canada’s dairy  
market and addresses concerns about  
potential US auto tariffs.

Europe
In the eurozone, 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  
and in line with business and consumer 
confidence indicators. Fundamentals for 

ECONOMICS
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domestic demand have improved in recent 
years amid an improving labour market and 
surveys of business confidence are strong. 
Politics are high on the agenda in the region 
and in Italy, the Five Star Movement party 
has said it will block the Italian budget unless 
spending is increased to boost the incomes 
of the poor. At the time of writing, legislators 
are working to include citizens’ income 
measures in the budget but are struggling to 
do so within the EU’s budget requirements.

The outlook for the UK economy has 
moderated somewhat with an estimated 
annualized growth rate of 1.3 percent in 2018  
compared to 1.4 percent in our previous  
publication amid uncertain Brexit negotiations.  
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, the unemployment rate at  
a four-decade low, and higher wage growth – 
will boost consumer and investor confidence.

Pacific Basin /Asia
In Japan, growth is projected at 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, which has had 
a positive impact on household income, and 
consumer spending has picked up ahead of  
the consumption tax hike in First Quarter 2019.  
Corporate investment is solid on higher  
utilization rates and spending on labour-saving  
technology, spurred by higher wages and  
labour shortages. 

Economic growth in China is moderating as 
the economy transitions towards services 
and domestic consumption. For 2018 the 
economy is expected to grow at 6.6 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 this scenario China is 
likely to ease credit policy to keep economic 

growth at a desired pace which would provide  
support for fixed asset investment and, 
by extension, commodity demand.

In India, private spending should benefit 
from rising credit growth. Meanwhile, recent 
improvements in revenue intake help the 
government expand fiscal stimulus. We agree  
with consensus estimates for GDP to grow at  
7.2 percent in 2018 which is greater than what  
we expect from China.

The outlook for growth in Australia holds at  
an annualized rate of 3.2 percent in 2018 
on the back of above-trend global growth. 
Business conditions are positive and non-  
mining investment as well as higher levels of  
public infrastructure spending support the  
economy. On the downside, the household  
sector is weak amid low wage growth and high  
debt levels. 

Latin America
Political risks are rising in Brazil, the region’s 
largest economy, ahead of the October 7 polls  
to elect the next president. The outcome 
is highly uncertain and a second-round 
presidential vote is likely. Irrespective of who  
succeeds President Michel Temer, the next  
president will face a tough challenge to  
spur economic growth and reduce bloated  
government accounts. We agree with  
consensus estimates and have lowered our  
forecast for GDP to grow at 1.5 percent in 2018. 

Mexico’s annualized economic growth is 
estimated at 2.1 percent for 2018. In late 
August Mexico and the US struck a deal on 
NAFTA and economic data for Third Quarter 
2018 show signs of a domestically-driven 
turnaround in growth. A tight job market and 
improved private-sector lending support 
household spending. Meanwhile, diminishing 
political uncertainty should buoy investment.

“Growth remains 
stable across most  
of developing 
Asia due to robust 
domestic demand, 
buoyant oil and 
gas prices, and 
a consolidation 
of India’s growth 
rebound.”

Asian  
Development Bank,
September 26, 2018
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“For our baseline 
expectations of  

a rising inflation 
path to materialise, 
we need to remain 

patient, prudent  
and persistent  
in calibrating  
the monetary  
policy stance.”

Mario Draghi, 
President of the ECB, 

September 24, 2018

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

US monetary policy is tightening with another  
interest rate hike by the Fed in December 
widely anticipated amid strong domestic 
economic data and a recent pickup in wage 
growth. At the same time we see signs 
the US economy is losing momentum as 
indicated by ISM manufacturing and non-
manufacturing surveys. Still, at the time of 
this writing the market expects another two  
rate hikes in 2019, mostly because Fed governors  
have indicated willingness to raise interest 
rates amid a strong economy. As the Fed raises  
the benchmark rate, yields at the short-end 
of the yield curve will be pushed higher. 
Meanwhile, soft inflation prevents yields at  
the longer-end of the yield curve from rising  
sharply. A higher Fed funds rate could negatively  
impact growth in Emerging Markets but for  
now we do not expect the US central bank 
to be discouraged from gradually raising the 
benchmark rate. We favour floating rate notes  
(FRNs) whose coupons reset every three 
months based on the three-month LIBOR rate  
which should rise in line with the Fed’s interest  
rate hikes.

In the eurozone the ECB is likely to maintain 
the current monetary policy stance and wind  
down asset purchases by the end of 2018 
whilst keeping benchmark interest rates 
unchanged through summer 2019. Annual CPI  
inflation was 2.0 percent in August 2018,  
but the core rate (excluding food and energy)  
was substantially weaker at 1.0 percent.  
The ECB expects wage growth to pick up as  
labour markets tighten and some areas in the  
region face labour supply shortages. Favourable  
labour market conditions have already 
become visible in some negotiated wages.  
Only by 2020 does the ECB project annual  
wage growth to reach 2.7 percent and 

significantly spill over into headline inflation.  
As such, a substantial degree of monetary 
stimulus is still needed to push inflation higher. 

The Bank of England is likely to keep the  
benchmark interest rate unchanged at  
0.75 percent until Second Half 2019 with Brexit  
negotiations the key unknown. We assume an  
exit agreement will be reached by March 2019. 

We agree with the Bank of Canada (BoC) that 
more rate increases are needed over time in 
light of solid economic data and as annual  
inflation is in the upper range of the central  
bank’s one-to-three percent target range. As  
such the BoC is likely to raise the benchmark  
rate by another 25 basis points in Fourth  
Quarter 2018. 

The Reserve Bank of Australia will keep 
the benchmark rate on hold at 1.50 percent 
near term to further support the economy. 
Progress in reducing the unemployment rate  
and for inflation to return to the central 
bank’s target band of two-to-three percent  
will be a gradual process. 

The Bank of Japan (BoJ) is expected to 
maintain the massive monetary stimulus 
programme as annual inflation, while forecast 
to rise to an annualized rate 1.1 percent in 2019,  
is well below the central bank’s two percent  
target. However, like other major central 
banks, the Bank of Japan has started to tweak  
its monetary policy and on September 28  
the BoJ indicated it will reduce purchases of  
Japanese government bonds with maturities  
over 25 years. 

BONDS
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The US dollar is likely to be range-bound, 
or even depreciate somewhat, against other 
major currencies as major central banks begin  
to catch up with the Fed. 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 above-trend 
economic growth; and inflation, while still 
low, shows nascent signs of rising. The US Fed  
is likely to deliver one more interest rate hike  
by the end of 2018 and a few more in 2019 
but several major central banks (including the  
ECB and the Bank of Canada) are also likely 
to reduce their accommodative monetary 
policy in 2018 and 2019 and potentially do 
so to a larger extent than what is currently 
priced in the market. As such, the Fed’s actions  
will not result in substantial US dollar strength.  
Eurozone inflation and wage growth need to  
be closely monitored for signs of the ECB  
becoming more hawkish while the new 
USMCA trade deal will determine the 
direction of the Canadian dollar. De-escalation  
in trade tensions and reduced political 
uncertainty in Europe and the UK would be  
negative for the US dollar. 

We anticipate the euro to trade in a 
range between 1.15-to-1.25 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. 

Brexit aside, the fundamentals for Sterling 
strength have improved. UK economic data 
continue to show resilience in the face of 
uncertainty. Economic growth for Second 
Quarter 2018 recovered from depressed 
levels in First Quarter 2018 and wage growth 
has accelerated amid a tight labour market.  
Based on fundamentals and the fact that the 
market has an underweight position in  

Sterling, the pound has scope to strengthen 
against the US dollar. However, Brexit 
negotiations can provide the catalyst for a  
move in either direction. The UK and the EU  
hope to strike a deal by mid-November and  
the chances of a no-deal Brexit are just above  
50 percent according to Nicky Morgan,  
chair of the UK Parliament’s Treasury  
Select Committee. 

Difficult NAFTA negotiations have recently 
weighed on the Canadian dollar. Following 
the agreement of the new USMCA trade  
deal, markets will likely anticipate faster  
interest rate hikes by the Bank of Canada  
on the back of strong domestic economic  
data and high oil prices. As a consequence  
the Canadian dollar would appreciate against  
the US dollar. 

The Australian dollar is set to be weak 
against most major currencies on mixed 
domestic economic data and questions 
about the sustainability of economic 
strength in China (Australia’s largest trading 
partner) amid ‘trade war’ escalation. 
Moreover, the Reserve Bank of Australia, 
unlike other major banks, is likely to keep 
monetary policy unchanged amid low 
inflation and subdued domestic demand. 

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

“We have a broadly 
balanced view 
on the U.S. dollar 
versus other  
G-10 currencies.”

PIMCO, Cyclical 
Outlook,
September 2018
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“World oil 
consumption will top 

100 million barrels 
per day (bpd) in the 
next three months, 

putting upward 
pressure on prices.”

The International 
Energy Agency,

September 13, 2018

Commodities are expected to rise from  
current multiyear lows amid a moderately 
positive demand environment but still  
elevated supply levels in many cases. Gold is  
likely to rebound amid a slightly weaker US 
dollar and as the multiyear equity bull market  
tops out. The undersupplied oil market should  
see inventories continue to contract as 
elevated global demand drives oil prices higher  
in the last few months of 2018.

Although oil demand concerns have been 
building with higher oil prices and EM currency  
weakness, in our opinion, supply risks outweigh  
demand concerns. Low stock piles, falling 
spare capacity, constrained US production 
and imminent Iranian sanctions are expected 
to push oil prices higher in the short term. 
Moreover, OPEC+ (the 14 OPEC members 
with the addition of ten non-OPEC nations, 
notable among them - Russia, Mexico and 
Kazakhstan) countries have decided not to  
further increase oil production in their most  
recent meeting, keeping oil markets 
undersupplied due to sanctions on Russia  
and Iran. Geopolitical tensions such as 
military escalations in Syria, tensions between 
Iran and Saudi Arabia, and the Venezuelan 
state’s rapid decline into chaos are also 
contributing greatly to the oil risk premia. 

The price of gold has fallen significantly and  
may benefit from recession fears, a weakening  
US dollar, a volatile stock market, and 
broadening Emerging Market contagion fears. 
In our view, real interest rates (net of inflation)  
are the main drivers of gold prices. US equity 
market has outperformed global peers this 
year; however, slowing earnings growth,  
rising global trade tensions, and US mid-term  
elections in November may increase the  
demand for less risky assets and provide a  
catalyst for an increase in gold prices in  
Fourth Quarter 2018.

The prices of industrial metals greatly depend  
on Chinese demand. Metal markets have 
been under pressure this year due to a 
strengthening US dollar, tariff threats, and 
slowing demand in China. The metal prices 
are expected to remain range bound in 
Fourth Quarter 2018 amid looming global 
demand threats. We expect copper to stay at 
current levels responding to macro events in 
the absence of strong fundamental drivers. 
Moreover, iron ore prices are expected to 
remain under pressure as China’s peak steel 
season passes through the latter part of the  
year and supply increases. Nickel and 
aluminium’s near-term upside are limited by  
high inventories while zinc is already pricing  
in next year’s market surplus.

Given the highly weather-dependent annual 
resupply cycles in agricultural commodities, 
the outlook for agricultural prices essentially 
boils down to the weather. Adverse seasonal 
conditions are expected to lower global 
production for wheat and drive prices higher  
while record world cotton demand will 
increase prices and lower stockpiles. Higher 
world sugar production has driven sugar prices  
down this year and we expect prices to 
remain under pressure in latter part of 2018.  
US-China trade tariffs remain the key risk to  
agricultural commodities.

COMMODITIES
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We maintain our modest overweight in 
equities given the favourable economic and 
earnings environment while acknowledging 
that this bull market has limited upside as the 
economic cycle matures. Issues that have 
preoccupied markets recently such as trade  
disputes, the flattening yield curve, and  
Chinese indebtedness continue to hang over  
markets and will likely cause bouts of volatility  
should they come into focus. Financial 
conditions are tighter and until we get relief  
on that front from more dovish action from  
the Fed, or a weaker US dollar, we expect 
global risk markets to be challenging. As a  
result, we are gradually positioning our 
portfolios to be more defensive.

US equities outperformed international stocks  
by almost 1,300 basis points in the first nine 
months of 2018, the widest differential in 
nearly a decade. We are concerned that 
this this may be on the back of recent tax 
cuts and buyback induced gains in earnings 
per share which may not be sustainable, 
particularly if the economy slows, the trade 
situations worsens, and the Fed continues 
to tighten monetary policy. Seasonal factors 
and midterm elections are further potential 
flashpoints for a market that could be 
vulnerable. Consequently, we have reduced 
US equities to the benchmark target weight. 

We are overweight pro-cyclical late cycle  
sectors - Information Technology, Energy, 
and Industrials in the US and underweight 
bond proxies. Energy is not often thought  
of as a 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 a classic  
late cycle role with a defensive kicker.  
Additionally, the sector is expected to have  
better cash flows. 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). 

We have increased our exposure in Europe. 
Unlike the US, the region’s economic cycle is in 
the earlier stages, monetary policy is not likely 
to begin normalization until Second Half 2019 
and profit margins remain well below prior peaks.  
What’s more, stock market volatility has fallen as 
political risks have receded. With both absolute 
and relative valuations attractive - and sentiments  
and positioning negative (Europe has seen the 
largest outflows of any region over the last six 
months) - we see room for upside for the rest of 
the year. Italian politics is the main risk in Europe 
but much of this is arguably already priced in.

We prefer Japanese equities among the major 
Asian markets. The recent victory of Prime 
Minister Shinzo Abe in the election for leader  
of the Liberal Democratic Party brought him  
one step closer to becoming Japan’s longest 
serving prime minister. This fuels hope for 
revisiting his pacifist constitution and allows 
him to continue with his economic stimulus 
measures. Moreover, Japan also stands out on  
corporate restructuring grounds. 

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

EQUITY STRATEGY

“We believe 
international 
equities are poised 
for a performance 
reversal versus 
US equities. 
From a valuation 
standpoint 
international 
equities collectively 
are compelling.”

On The Markets, 
Morgan Stanley,
October 1, 2018

15



79+13+4+2+2+t
24+15+14+13+13+9+4+3+2+1+1+1+t

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

Regional Strategy 
• Equal Weight in North America at 79.6 percent

• Overweight Europe at 12.8 percent  
(versus Benchmark weighting of 12.4 percent)

• Equal Weight Japan at 3.8 percent

• Underweight Emerging Asia at 2.0 percent 
(versus Benchmark weighting of 2.3 percent) 
 
Sector Strategy

• Overweight Industrials and Energy at  
12.8 percent and 8.9 percent, respectively 
(versus Benchmark weighting of 10.3 percent  
and 6.3 percent, respectively)

• Overweight Technology and Consumer 
Discretionary at 23.8 percent and 13.3 percent,  
respectively (versus Benchmark weighting of 
22.8 percent and 12.5 percent, respectively)

• Equal weight Financials and Health Care at 
15.3 percent, and 13.8 percent, respectively

• Underweight Consumer Staples, Materials, 
Telecommunications, Utilities and Real  
Estate at 4.1 percent, 3.3 percent, 1.1 percent,  
1.1 percent, and 0.7 percent respectively 
(versus Benchmark weighting of 7.4 percent, 
3.7 percent, 2.4 percent, 2.7 percent, and  
2.5 percent respectively) 
 
Currency Strategy

• Overweight the euro at 7.8 percent 
(versus Benchmark weighting of 7.4 percent)

• Equal weight the US dollar at 78.3 percent

• Equal weight the yen at 3.8 percent

Geographic Allocation as at September 30, 2018

Sector Allocation as at September 30, 2018

North America 79.6%
Europe 12.8%
Japan 3.8%
Emerging Asia 2.0%
Cash 1.8%

Technology 23.8%
Financials 15.3%
Healthcare 13.8%
Consumer Disc. 13.3%
Industrials 12.8%
Energy 8.9%
Consumer Staples 4.1%
Materials 3.3%
Cash 1.8%
Telecom Services 1.1%
Utilities 1.1%
Real Estate 0.7%

CONCLUSION AND STRATEGY POINTS
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55+3+18+15+6+3+t
25+19+6+16+27+4+3+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 September 30, 2018

LIBOR FRN 55%
CPI FRN 3%
0-1 YR 18%
1-3 YR 15%
3-5 YR 6%
Cash 3%

AA+ 25%
AA- 19%
A+ 6%
A 16%
A- 27%
BBB+ 4%
BBB 3%

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 September 30, 2018
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