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Tuesday 2 January 2018 

 
In 2017 global equities markets, led by the United States (US), enjoyed a fertile time. Risk assets 
enjoyed an extremely favourable environment with excess liquidity and low interest rates driving 
asset values to higher levels.  
 
The S&P/ASX 200 rose 1.81% in December, finishing the year strongly and posting its highest closing 
level for a decade on the penultimate trading day of the year with a 11.80% total return.  
 
2017 was a banner year for US equities. Large caps were the winners, with the S&P 500 up 22%, 
marking 14 consecutive months of gains.  
 
The Wall of Worry. If you read the papers or financial press we live in the world of worry. “Can the 
Rally Continue”, “The Growing Peril of Index Funds”, “Don’t Expect a Repeat of this year’s stock 
market Rally”, “Housing heads for 2018 downturn”. Since 2008 the glass has been half full. We are 
no longer comfortable with the business cycle that goes up and down, to naturally control excess 
and errors of judgement.  
 
Looking ahead for 2018: 

• Global economic conditions have improved and this should continue 
• Labour markets have tightened and further above trend growth is expected 
• Wage growth remains low in most countries, as does core inflation 
• Monetary policies are changing. As a whole, Monetary Policy is still very loose and 

expansionary which supports growth. Examples of this are: 
o The US Federal Reserve is tightening 
o Bank of China is slowing credit growth 
o European Central Bank and the Bank of Japan are still printing money at slower rates 

• The RBA is on hold with the cash rate at 1.5%. Why? Household consumption is the key 
making up 55 to 60% of GDP growth and with record household indebtedness a potential lift 
in interest rates could push the sector to breaking point and country into recession. 

• Bank Interest Rates / Mortgage rates. I would not be surprised to see another out of cycle 
increase from the banks. This being caused by higher US yields and increased funding costs. 
 

The momentum is still positive and is likely to take global equities markets higher in the near term. 
That said, as asset prices move higher, asset price levels need to supported by fundamentals like 
earnings growth and new business opportunities. The key risk factor to all risky assets is a change in 
the very supportive interest rates (risk free rate) around the world. Higher interest rates will lead to 
a reweighting of all assets valuations.   
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