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The last few year’s market environment of easy money, low inflation and healthy profit growth that has 

been so bullish for risk assets will start to change during the year ahead. Financial conditions, especially 

in the U.S., will gradually tighten as decent growth leads to building inflation pressures, encouraging 

central banks to withdraw stimulus. With U.S. equities modestly overvalued and investor sentiment overly 

optimistic, the scene will be set for an eventual collision between policy and the markets.

In the meantime, the monetary conditions underpinning the bull market will erode only slowly, and U.S. 

tax law changes and synchronized global growth should drive corporate earnings and global GDP higher 

than expected in the year ahead. This will support risk assets for most of 2018.  

Beyond that timeframe, long-term investors should start shifting to a neutral risk exposure. The U.S. 

economy is already operating above potential and does not need any boost from easier fiscal policy. 

The tax cuts risk overheating the economy, encouraging the Federal Reserve to hike interest rates and 

boosting the odds of a recession in 2019. This is at odds with the popular view that tax cuts will be good 

for the equity market.

For the second year in a row, the IMF forecasts of economic growth for the coming year are likely to prove 

too pessimistic. The end of fiscal austerity has allowed the euro area economy to gather steam and this 

should be sustained in 2018. However, the slow progress in negotiating a Brexit deal with the EU poses a 

threat to the U.K. economy.

China’s economy is saddled with excessive debt and excess capacity in a number of areas. Any other 

economy would have collapsed by now, but the government has enough control over banking and other 

sectors to prevent a crisis. Growth should hold above 6% in the next year or two, although much will 

depend on how aggressively President Xi pursues painful reforms.

The key market-relevant geopolitical events to monitor will be fiscal policy and mid-term elections in the 

U.S., and reform policies in China. With the former, the Democrats have a good chance of winning back 

control of the House of Representatives, creating a scenario of complete policy gridlock.

A normal balanced portfolio of just stock and bonds is likely to generate average returns of low single-

digits per year, in nominal terms over the next decade. This compares to average returns of around 10% 

a year between 1982 and 2017. Investors must embrace hedge funds, real estate both public and private, 

distressed debt, merger arbitrage, commodities, and other alternative assets to reach their investing 

goals, going forward.
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