Deltec International Group

Investment Management
Investment Research & Advisory
Brokerage
Investment Funds
Direct Investments
Merchant Banking
Performance Analytics

Investment Research & Advisory

Exceptional Private Banking and Wealth Management Since 1959
Atul Lele
alele@deltecinv.com
+1 242 302 4135
David Munoz
dmunoz@deltecinv.com
+1 242 302 4106
David Frazer
dfrazer@deltecinv.com
+1 242 302 4156
Vivienne Watts
vwatts@deltecinv.com
+1 242 302 4155

2 March 2015

What Does Recent Data Mean for US &
European Equities?
 From an Asset Allocation perspective, it is important to track the extent
to which actual economic data is an upside surprise or downside surprise
relative to these expectations, and the extent to which this is embedded
in Equities and Bonds.
 In recent weeks and months, both US and European Equities have
rallied, yet long duration Bonds have also gained ground.


Recent US data is supportive of US long Bonds, however we remain
positive on selected Equities on a full year view. Recent European data is
supportive of significant relative upside for European Equities.

This view has Tactical Investment Implications for Asset Allocation and Equities Sector
Allocation. We also see selected Investment Opportunities to invest in this view, shown
within the Investment Implications section of the note.

In Europe, data surprises have been strongly positive…

Sources: Bloomberg; Deltec International Group
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1.
2.
3.
Tracking Data Surprises:
As discussed in our recent research, As discussed in our recent research, Surprise!, Recent Data Favors Fixed Income over
Equities and What does recent US data mean for Asset Allocation?, we can track the performance of actual economic data
relative to expectations using a Data Surprise Index. There are many Data Surprise indices available, such as the Citigroup Data
Surprise Index, which is publicly available and measures whether actual economic data was above or below expectations on a
three month rolling basis. When actual economic data is above expectations, the Data Surprise Index rises, and when actual
economic data is below expectations, the Data Surprise Index falls.

US Data Surprise Index:
The US Data Surprise Index is currently the most negative it has been in over 2.5 years - since June 2012. In H2 2014, actual
economic data in the US was consistently above expectations on a three month rolling basis, resulting in a sharp increase and
sustained level in the Data Surprise Index, as US growth momentum surged upwards following the H1 volatility in data. Since
late 2014, actual economic data has been weak, resulting in a sharp decline in the US Data Surprise Index – in part due to
significantly elevated expectations following a strong 2014, in part due to a typical cyclical decline in new orders from firms, and
in part due to a decline in oil prices that is yet to be met by a commensurate increase in consumption and ancillary benefits for
the broader economy.
Refer to Figure 1, showing the US Data Surprise Index through time:
Figure 1: US Data Surprise Index

Sources: Bloomberg, Deltec International Group
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Europe Data Surprise Index:
The Europe Data Surprise Index is currently the most positive it has been in 2 years - since February 2013. From late Q1 to
early Q4 2014, actual economic data in Europe was consistently below expectations on a three months rolling basis, resulting in
a progressive decline in the Data Surprise Index, as growth declined and the policy response remained wanting. However, since
December, actual economic data has begun to recover, slowly yet consistently, as a range of indicators from manufacturing
surveys to consumption data to credit indicators have improved. Importantly, this strong momentum is likely to be sustained,
as the benefits of lower gasoline prices will benefit consumers, a lower currency will benefit manufacturers and greater
monetary stimulus will benefit the financial system.
Refer to Figure 2, showing the Europe Data Surprise Index through time:
Figure 2: Europe Data Surprise Index

Sources: Bloomberg, Deltec International Group

Implications for US and European Equities:
Data Surprise Indices can be a highly useful asset allocation tool, particularly at present, when these indices are showing a clear
direction (i.e.; clearly negative data surprises in the US, clearly positive data surprises in Europe). Typically, when data surprises
are positive, Equities will outperform Bonds, and when data surprises are negative, Bonds will outperform Equities. As has
been discussed in Deltec Markets Monday and on the Deltec Markets Monday Conference Call in recent weeks US data has
been below expectations, whilst data in Europe has been above expectations.
In the US, data surprises are deeply negative, yet Equities have performed in line with Bonds over the past 3 months. Whilst
this negative data does not necessarily suggest negative absolute returns for US Equities in the coming months, it does suggest
that long Bonds will continue to be well supported. On a full year view, we continue to believe that US growth will be strong.
Lower gasoline prices are feeding into stronger consumption, which is likely to lead to an increase in new orders and a boost to
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industrial production from late 2Q 2015, all of which will be complemented by a recovering capex cycle. As such, we retain our
preference for selected US Equities – Technology Hardware; Semiconductors; Industrials and Autos.

Refer to Figure 3, showing the US Data Surprise Index and the Relative Performance of Equities vs. Bonds:
Figure 3: US Data Surprise and Relative Performance of
Equities vs. Bonds

Sources: Bloomberg, Deltec International Group

In Europe, data surprises are strongly positive, yet Equities have underperformed Bonds over the past 3 months. Whilst this
positive data does not suggest negative absolute returns for European long Bonds in the coming months, especially in an
environment of ECB quantitative easing, it does suggest that Equities will strongly outperform Bonds. On a full year view, we
believe that European growth will continue to stabilize, as discussed in our recent research 10 Things I Like About Eu-rope. As
such, we retain our preference for selected European Equities – Autos, selected Banks and broad currency hedged Equities.
Refer to Figure 4, showing the European Data Surprise Index and the Relative Performance of Equities vs. Bonds:
Figure 4: European Data Surprise Index and Relative
Performance of Equities vs. Bonds
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Sources: Bloomberg, Deltec International Group

As discussed in our recent research Q1 2015 Deltec Quarterly Global Strategy Outlook: A World Apart, global growth
momentum is currently peaking, and is likely to decline in the near term. However, this decline will be temporary, as it comes
within a broader economic recovery that is increasingly disparate across and within regions, yet still largely intact. As such,
tactical opportunities remain, particularly in the context of a broader global economic recovery that remains intact. Fixed
Income may provide a perceived safe haven in periods of volatility, however selected Developed Market Equities and Cash &
Liquids continue to offer the most attractive risk adjusted returns.

Conclusions
In recent weeks and months, economic data across the US and Europe has changed significantly, however asset prices have not
responded correspondingly. In this environment, it is important to track the extent to which expectations of economic data is
embedded in asset prices, and to track the extent to which actual economic data is an upside surprise or downside surprise
relative to these expectations – both provide guidance for the future relative performance of Equities.
Recent US economic data has been below expectations, consistent with continued support for long Bonds in this region, whilst
recent European economic data has been above expectations, consistent with significant relative upside for Equities within this
region.

Tactical Investment Implications and Opportunities
This view has Tactical Investment Implications for Asset Allocation and Equities Sector Allocation. We also see
selected Investment Opportunities to invest in this view:
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Asset Allocation: Preference for selected Equities over Fixed Income and Cash. Within Developed Market
Equities, we have a preference for the US given the short and medium term economic growth outlook, especially
across the Industrial Production and Fixed Asset Investment sectors of the economy; a preference for Europe, where
markets are relatively undervalued and not pricing in an stabilization in economic growth and; a preference for Japan,
which remains a high beta exposure to the continued global economic recovery, whilst also benefitting from lower oil
prices and a more competitive export sector.



Equities Sector Allocation: Recent US data is consistent with a continued strong performance of long duration
Bonds, however an anticipated recovery in growth momentum and continued expansion in growth is likely to result in
continued upside for Equities, although more selectively in sectors such as Technology Hardware; Semiconductors;
Industrials and selected Autos. Recent European data is consistent with a further stabilization in economic growth and
further upside in Equities more generally, and in specific sectors including Autos and Banks.



Tactical Investment Opportunities: Selected current Tactical Investment Opportunities based on the above are on
the following page:

Investment Research & Advisory
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Should you have any queries regarding this Deltec Investment Research, or require any further information, please
contact your Deltec representative.

Disclosures:
This report may contain material that is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction
where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Deltec International Group (its subsidiaries, affiliates and successors including, but not limited
to, Deltec Bank & Trust Limited, Deltec Investment Advisers Limited, Deltec Capital Limited, Deltec Capital Asset Management Limited, Deltec Capital Group Limited, Deltec Wealth Management) ("DIG")) to
any registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to DIG. None of the material, nor its content, nor
any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of DIG. The information, tools and material presented in this report
are provided to you by DIG for information purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or other financial instruments.
DIG may not have taken any steps to ensure that the securities referred to in this report are suitable for any particular investor. DIG will not treat recipients of this report as its customers by virtue of their
receiving this report. The investments and services contained or referred to in this report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt
about such investments or investment services. Nothing in this report constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate to your
individual circumstances, or otherwise constitutes a personal recommendation to you. DIG does not advise on the tax consequences of investments and you are advised to contact an independent tax adviser.
Information and opinions presented in this report have been obtained or derived from sources believed by DIG to be reliable, but DIG makes no representation as to their accuracy or completeness. DIG accepts
no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that such liability arises under specific statutes or regulations
applicable to DIG. This report is not to be relied upon in substitution for the exercise of independent judgment. DIG may have issued, and may in the future issue, other communications that are inconsistent
with, and reach different conclusions from, the information presented in this report. Those communications reflect the different assumptions, views and analytical methods of the analysts who prepared them and
DIG is under no obligation to ensure that such other communications are brought to the attention of any recipient of this report. DIG may, to the extent permitted by law, participate or invest in financing
transactions with the issuer(s) of the securities referred to in this report, perform services for or solicit business from such issuers, and/or have a position or holding, or other material interest, or effect transactions,
in such securities or options thereon, or other investments related thereto. In addition, it may make markets in the securities mentioned in the material presented in this report. Some investments referred to in this
report will be offered solely by a single entity and in the case of some investments solely by DIG, or an associate of DIG or DIG may be the only market maker in such investments. Past performance should not
be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information, opinions and estimates contained in this
report reflect a judgment at its original date of publication by DIG and are subject to change without notice. The price, value of and income from any of the securities or financial instruments mentioned in this
report can fall as well as rise. The value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial
instruments. Investors in securities such as ADR's, the values of which are influenced by currency volatility, effectively assume this risk. Structured securities are complex instruments, typically involve a high
degree of risk and are intended for sale only to sophisticated investors who are capable of understanding and assuming the risks involved. The market value of any structured security may be affected by changes in
economic, financial and political factors (including, but not limited to, spot and forward interest and exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or
reference issuer. Any investor interested in purchasing a structured product should conduct their own investigation and analysis of the product and consult with their own professional advisers as to the risks
involved in making such a purchase. Some investments discussed in this report may have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses
when that investment is realised. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount of initial investment and, in such
circumstances, you may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to make the investment may be used as part
of that income yield. Some investments may not be readily realisable and it may be difficult to sell or realise those investments, similarly it may prove difficult for you to obtain reliable information about the value,
or risks, to which such an investment is exposed. This report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of DIG, DIG has
not reviewed any such site and takes no responsibility for the content contained therein. Such address or hyperlink is provided solely for your convenience and information and the content of any such website
does not in any way form part of this document. Accessing such website or following such link through this report or DIG’s website shall be at your own risk. Please note that this research was originally prepared
and issued by DIG solelyfor distribution to their market professionals and institutional investor customers. Recipients who are not market professionals or institutional investor customers of DIG should seek the
advice of their independent financial advisor prior to taking any investment decision based on this report or for any necessary explanation of its contents. If this report is being distributed by a financial institution
other than Deltec Investment Advisers Limited, or its affiliates, that financial institution is solely responsible for distribution. This report does not constitute investment advice by DIG to the clients of the
distributing financial institution, and neither Deltec Investment Advisers Limited, its affiliates, and their respective officers, directors and employees accept any liability whatsoever for any direct or consequential
loss arising from their use of this report or its content. This research may not conform to relevant U.S. or Canadian disclosure requirements. or to the relevant requirements of any other jurisdiction, many of
which have their own disclosure requirements. Further, this research report may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FCA or in
respect of which the protections of the FCA for retail clients and/or the Financial Services Compensation Scheme may not be available, and further details as to where this may be the case are available upon
request in respect of this report. DIG may provide various services to US municipal entities or obligated persons ("municipalities"), including suggesting individual transactions or trades and entering into such
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transactions. Any services DIG provides to municipalities are not viewed as “advice” within the meaning of Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act. DIG is providing
any such services and related information solely on an arm’s length basis and not as an advisor or fiduciary to the municipality. In connection with the provision of the any such services, there is no agreement,
direct or indirect, between any municipality (including the officials, management, employees or agents thereof) and DIG for DIG to provide advice to the municipality. Municipalities should consult with their
financial, accounting and legal advisors regarding any such services provided by DIG. In addition, DIG is not acting for direct or indirect compensation to solicit the municipality on behalf of an unaffiliated
broker, dealer, municipal securities dealer, municipal advisor, or investment adviser for the purpose of obtaining or retaining an engagement by the municipality for or in connection with Municipal Financial
Products, the issuance of municipal securities, or of an investment adviser to provide investment advisory services to or on behalf of the municipality.
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