
For global investors, 2017 is shaping up to 
be another year where top-down global, 
political, and policy developments will have 
an outsized impact on investment returns. 
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Protectionism on the Rise
Donald Trump’s protectionist message and the UK’s 
Brexit vote are perhaps just the most explicit examples 
of a reversal in the post-war trend toward globalization 
as uneven gains from trade become an incendiary 
political issue in many countries. 

Meanwhile, with monetary policy perhaps at its limits, 
fiscal policy is likely to come into greater focus in 2017 
as the preferred policy lever of governments to prop up 
subdued global growth, setting up a very different 
potential opportunity set for investors.

Proposed global trading agreements are losing support; 
the 12-nation Trans-Pacific Partnership (TPP) is opposed 
by the incoming Trump administration and seemed 
unlikely to get through the US House of Representatives 
under either election outcome. Meanwhile, a trade deal 
between the EU and Canada that was seven years in the 
making almost collapsed in October. 

Impact on Trade and Growth
Hard data points to global trade and capital flows holding 
back global growth; imports have fallen as a share of GDP 
for four consecutive years for the 20 largest economies. 
Moreover, the number of protectionist trade measures 
imposed globally in 2016 is five times as many as through 
the same period last year.

A broad reversal in global trade is almost certainly a 
negative for global growth and is consistent with our 
modest return forecasts for global equities. For S&P 500 
companies, 30% of revenues are derived from overseas 
operations, so limitations to growth in foreign markets 
will make it difficult to reverse the mostly negative trend 
in earnings over the last two years.

Within certain local industries, however, protectionism 
will be beneficial as firms become more competitive 
domestically, just as it will be a drag on companies with 
substantial overseas exposure.

POLICY SHIFT:
Game Changer for Investors?
As 2017 unfolds, the central role monetary policy has 
played to support markets and suppress yields will again 
be evident. Both the ECB and BoJ have acknowledged 
that low and negative rates impair savers and ECB 
officials recognize their adverse impact on lending and 
bank profits. However, with inflation well below target, 
the odds are still good that some further monetary 
policy easing is on tap in the eurozone and Japan in 2017. 
The question arises though: what additional tools, if any, 
are available to global central bankers if what has 
already been tried no longer works?

One risk to investors is a possible reversal of the lower-
for-longer thematic that has supported bonds and 
bond-like proxies in the global search for yield. For a 
taste of what that could look like if expectations are not 
well managed, an expected ECB announcement on 
extending its asset purchase program that failed to 
materialize in September was quickly followed by higher 
US and German 10-year rates and falls in high-yielding 
equities and REITS and, to a lesser degree, growth 
assets generally. 

This dynamic repeated itself immediately following the 
US election as bond yields surged on expectations that 
unified Republican control of government sets the stage 
for deficit-financed tax cuts and infrastructure spending.

The flip side to the sell-off in bonds was seen in equities, 
with an immediate post-election bounce.  Equities 
rallied in anticipation that these same policies, along 
with some form of regulatory relief, could jump-start 
growth.  It remains to be seen whether or not 
policymakers will fulfill these expectations and whether 
or not these policy prescriptions might resonate with 
leaders outside of the US.



Fiscal Policy Focus
As the wisdom of ultra-loose monetary policy 
support is being questioned, the discussion has 
shifted to the worth of government approaches such 
as those involving taxing, spending, and in all 
likelihood, a touch of borrowing for good measure. 

Canada has announced a substantial infrastructure-
focused fiscal stimulus package worth CAD$120 
billion over 10 years, while Japan and China are 
among others to ramp up fiscal measures.

Even the International Monetary Fund (IMF) has 
endorsed increased government spending, recently 
stating that fiscal support “remains essential for 
generating momentum and avoiding a lasting 
downshift in medium-term inflation expectations.” 

In the United States, the election of Donald Trump 
brought pledges of additional infrastructure 
spending of up to $1 trillion. UK policymakers 
appear to be targeting infrastructure and housing 
investment to subdue any economic turmoil related 
to Brexit.

And, while eurozone nations are nominally 
restricted as to their levels of deficit spending, 
additional leeway to countries such as Spain and 
Portugal has been allowed. 

So, fiscal policy seems to be the 
wave of the near-future, but how 
much faith should investors put in the 
government purse and what areas of 
the market is it likely to impact?
Lorne Johnson, 
Senior Portfolio Manager, Investment Solutions Group

Investment Impact 
There are a number of angles from which a pivot toward 
fiscal policy could impact investors’ portfolios. In this case, 
infrastructure projects appear overwhelmingly favored 
and heavy equipment manufacturers and materials 
companies should benefit. 

But be wary, as fiscal policy works over longer periods 
and, unlike monetary policy with its monthly and 
quarterly pronouncements, it may not hold the same 
level of investor attention as funds are disbursed in fits 
and starts. We are already starting to see some of these 
companies bid up. 

To the extent that sizable fiscal programs are 
crafted into legislation, that would likely lead to upward 
pressure on borrowing costs, though 
from a very low base. 



Opportunities and Risks
Our overall positioning as we head into 2017 is 
relatively risk neutral, with some pronounced 
underlying exposures.  Our current positioning 
reflects some of the opportunities picked up by our 
models and analysts, as well as some of the concerns.  
We are more favorable to US equities versus Europe 
and APAC, and we maintain an overweight to credit 
versus term structure within fixed income.



US EQUITIES 
Though our forecast return for US large-cap equities 
in 2017 is in the low single-digits (3%), we see some 
potential for upside and enter the year with an 
overweight position.

• After five consecutive quarters of negative 
earnings growth for the S&P 500, it turned positive 
in the third quarter of 2016 and we expect it to 
remain positive in Q4.

• Modest earnings growth for 2017 as the impact 
from lower energy prices abates.  Better earnings 
growth could help offset relatively rich valuations. 

• A strengthening US dollar in the first part of the 
fourth quarter of 2016 is one risk to a return to 
positive earnings; 30% of S&P 500 revenues are 
derived outside the United States. 

• Fed interest rate increases should benefit 
Financials, boosting interest margins, but may 
limit sectors such as Consumer Discretionary that 
have benefited from an easier borrowing 
environment. Financials should also benefit from 
the looser regulatory stance anticipated from a 
Trump administration.

• Materials, Industrials, and Utilities could benefit 
from fiscal stimulus through potential new 
infrastructure spending.

Current Portfolio Positioning and One-Year Forecasts

INTERNATIONAL EQUITIES
• Our 1-year forecast for developed equities outside 

the US is comparable to our US forecast at 3.3%. 

• For our tactical positioning, we remain cautious 
toward international equities with underweight 
positions in both developed European and Asia 
Pacific regions.  

• Our underweight to these regions in part reflects a 
perceived decline in the efficacy of monetary policy 
support in the eurozone and Japan. 

• Europe is also likely to see downside risk as the 
details of a negotiated UK exit from the EU start to 
take shape.

• Financial stocks in both the eurozone and Japan 
seem set to remain volatile with continued 
downside risk in 2017 as the current negative 
interest rate environment persists.

EMERGING MARKET EQUITIES
• Our forecast for emerging market equities is 

6% for 2017 on a stronger growth outlook as both 
Russia and Brazil emerge from recession and as 
the negative impact of falling commodity prices 
has abated.  

• One important risk would be a faster-than-expected 
pace of global monetary tightening. This could 
result in relative currency underperformance for 
global investors and companies having difficulty 
refinancing in this highly indebted space. 

• We currently hold a neutral position in Emerging 
Market equities with a look to go overweight in 2017 
if improvement in the sector continues.



GLOBAL GOVERNMENT BONDS
Near-record low yields provide a poor starting 
point from which to invest in global fixed income 
markets where an estimated $12 trillion in securities 
carried negative yields at times in 2016. Without price 
appreciation from even lower yields, this 
group of securities can only provide negative 
returns going forward. 

• For US 10-year bonds we forecast a 1-year return of 
0.3%, and a -0.3% return for developed market 
government bonds outside the US. 

• A risk to our return outlook is a shift in central 
bank policy that results in reduced expectations 
for future bond purchases. This scenario would 
likely result in large capital losses on sovereign 
bonds as rates rise globally. 

• In our tactical positioning, we currently hold a 
neutral exposure to global bond duration in 
recognition of the current inherent risks and are 
on the lookout for signs that monetary 
accommodation will be ratcheted back in any 
sooner than currently priced.

CREDIT AND HIGH YIELD
We remain favorable toward US Credit and 
High Yield with 1-year forecasts of 2% and 5.1%, 
respectively. 

• We hold overweight positions in both sectors in our 
tactical portfolios. 

• We expect credit to continue to outperform 
government bonds in a rate-normalizing 
environment. 

• In investment-grade credit, we hold our 
overweight position in intermediate securities 
to avoid excessive duration exposure. 

COMMODITIES
While oil has made an impressive comeback since the 
early-2016 lows, a continued supply glut, and modest 
global growth will probably keep energy range-bound 
with a slight upward bias in 2017. 

Precious metals, such as gold, should continue to do 
well in an environment with widespread negative 
global interest rates and a gradual return to higher 
levels of inflation.

Source: SSGA, as of 30 November 2016
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