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2017 has been a fantastic year for stock market investors, against a backdrop of a most extraordinary year in politics.  Donald Trump 
was inaugurated on 20th January 2017 with controversy surrounding his presidency starting the minute he took oath, as ‘debate’ 
raged over the size of his… inauguration crowd.  “The biggest ever”, claimed the White House PR machine.  “Doctored photos” and 
“low turnout” cried the popular press.  Welcome Donald Trump and welcome “fake news” to the public arena. 

Yet despite all of the past and present controversy surrounding the 
45th US president, elsewhere what has proven to be a relatively 
stable year politically could have been far from it if a few key 
elections had gone the wrong way.   
 
After Trump’s election last year, the rise of “populism” as a concept 
had made investors nervous about the prospects for other 
developed nations’ established political order.   All eyes turned to 
the impending elections in the Netherlands, France and Germany, 
with concerns that a victory for the Dutch far right would set the 
tone for France and for Germany later in the year.  Whilst markets 
might have brushed off a victory for Geert Wilder’s Freedom Party, 
if Marine Le Pen’s National Front had won in France then equities 
would have been very badly affected, at least in the short term.   
Thankfully, neither prevailed. 
 
Yet we have Theresa May and the Conservative party to thank for 
distracting us from all of this European drama, our PM calling a 
snap election on April 18th in an attempt to consolidate her slender 
majority leading into Brexit negotiations.  As we all know, the 
botched election campaign that followed served to do quite the 
opposite although as we reported at the time, cross-party 
cooperation during the most important political change in recent 
history (Brexit) has served to keep the Tories ‘honest’ as they 
embark on exit negotiations on our behalves.  
 
Notwithstanding Trump and May, politically 2017 has proven to be 
a good year for those supporting the established world order.  
Along with victory for incumbent PM Rutter in the Netherlands, 
with great relief France welcomed Emanuel Macron as President 
instead of Marine Le Pen and Angela Merkel’s narrow (and hollow) 
victory over the xenophobic AfD.  In Japan, Shinzo Abe won a 
landslide snap election on the promise of dealing firmly with North 
Korea, giving him a mandate to continue with his programme of 
massive economic reform.  Finally, Narendra Modi’s Bharatiya 
Janata Party won important local elections, giving him further 
support for his major structural financial reforms.  All of these 
political outcomes were good news for investors. 
 
Of greater impact on the world markets however was the ongoing 
battle of words and flexing of muscles between Donald Trump and 
Kim Jong-un of North Korea earlier in the year.  As early as Jan 1st 
2017, Kim claimed that they would test an intercontinental ballistic 
missile, following up this rhetoric with at least nine missile or 
underground nuclear tests throughout the year, including several 
missiles fired over Japan.  
 
Trump has called Kim a “Little Rocket Man” and alluded to him 
being short and fat whilst Kim has called Trump an old “dotard” 
and a coward, sentencing him to death.   Trump announced that 
North Korea would suffer “…fire and fury like the world has never 
seen” if they attacked US territory, whilst Kim claimed that Trump 
has declared war on North Korea.  You’d be forgiven for therefore 
expecting the markets to be very volatile as two leaders with 
nuclear weapons at their disposal traded insults like children in a  
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playground.   Yet every time a verbal blow was delivered, or a 
missile fired, markets did fall but soon rebounded and quickly 
moved to new highs.  This was an indication that investors believed 
that the exchange was nothing more than handbags at dawn, with 
no real intention on either side of escalating the crisis.   
 
So, despite the potential for both political upheaval and the threat 
of nuclear conflict, along with the various terrorist strikes around 
the world (particularly in the UK this year), equity markets have 
been at worst stable and at best jubilant during 2017.  Equities 
have shrugged-off the issues that in lesser years would have 
proven to be massive headwinds for investment returns.  
 
So, what has been the driver of these stellar returns?   

  
Strong economic growth plus… 
In October the IMF declared that the global economy was enjoying 
its best run since 2010 and expected growth of 3.6% in 2017 
against previous estimates of 3.2%.  The fund also expects this run 
to continue in 2018 (3.7%).    The IMF noted that the eurozone and 
China in particular have exceeded expectations in 2017. 
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…low unemployment plus… 
Unemployment has fallen to 4.1% in the US, and the Federal 
Reserve thinks that the US economy has now reached full 
employment after a series of excellent non-farm payroll data 
releases confirmed that the trend has been for declining jobless 
numbers in the States over the last few years.  Similarly, in Japan 
unemployment has fallen to a 24-year low and there is now a 
labour shortage in the country, which should ultimately lead to 
wage increases.  Likewise in the UK, unemployment has dropped 
from just over 8% to sit currently at 4.3% whilst in the Eurozone 
unemployment has fallen to the lowest level since 2009. 
 
…low inflation equals… 
Despite strong global growth and low unemployment, inflation 
globally has been low and controlled in 2017.  Janet Yellen, chair of 
the Federal Reserve (Fed) is baffled by how inflation in the US has 
not approached the 2% target this year.  She believes, given the 
strength of the US economy, that inflation should be much higher 
than it is, borne out by the three rate rises that we have seen in 
2017.  In addition, the Fed has flagged a further three hikes in 2018 
as they aim to keep inflation under control by ramping up interest 
rates.  Inflation is more of an issue in the UK, as sterling has 
weakened and as we import more goods at higher prices, but 
generally inflation globally is at low levels considering just how 
consistent growth has been.   
 
…’Goldilocks’ Economics 
A combination of high growth, low unemployment and low 
inflation has been dubbed as the “goldilocks” scenario – not too 
hot and not too cold.  The term describes an economy that is 
operating in an optimal state by providing full employment and 
economic stability.  This is the current state of affairs in the world 
economy so it should not be a surprise that the markets are 
enjoying this perfect recipe for global growth.   
 
Corporate earnings  
Companies have been making more money.  2nd quarter earnings in 
the US were on average the best for 13 years and third quarter 
earnings showed that 72% of companies reported earnings that 
were better than expected.  This is because the US economy is 
performing well and companies are enjoying the trappings of that 
success. It is a similar scenario in the Eurozone and Japan with year-
end earnings growth predicted to be ahead of that in the US for the 
first time in a decade. In the UK, earnings have also been good but 
mainly because weak sterling has driven returns for exporters.   
When earnings are rising the fact that companies look expensive 
now (on a price to earnings basis) becomes irrelevant because 
investors should only judge future growth/success when looking to 
buy companies today.  
 
A lack of other options 
The three major asset classes – equity, fixed interest and 
alternatives – will perform at different rates and with different risks 
depending on market conditions.  Typically, investors will switch 
between equity and fixed interest depending on whether they 
want to be “risk-on” (more equity/less fixed interest) or “risk-
off” (less equity/more fixed interest).  However, the environment 
for fixed interest changed significantly in 2017 with interest rates in 
the US were raised on three separate occasions.  Consistently rising 
interest rates ultimately means the end of the bull market in bonds 

that we have seen over the last 30 years because as cash rates rise, 
investors exit bonds and return to cash as a safe-haven investment.  
With rates at only c1-2%, we aren’t there quite yet but the market 
is predicting that we soon will be.  This means that those with large 
fixed interest investments could lose money and has prompted a 
switch out of the asset class that, whilst yet to take hold, should do 
so next year.   With a major asset class looking bad value, investors 
have therefore turned, by default, to equities in 2017.    
 
Therefore, pure weight of money entering equities as an asset class 
has forced prices higher this year and we see no signs that this 
trend will stop in 2018. 
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Net inflows into various asset classes over the last 12 months – equities have been 
the main beneficiary of new money put to work 
 

Therefore, this demonstrates that economic factors have been very 
positive for equities this year. Growth, inflation and unemployment 
conditions have been perfect and other asset classes have 
performed poorly, fuelling further equity growth throughout 2017. 
 
How has this translated into returns across the globe? 
The average rise in value of the major global stock markets during 
2017 was 17.21%.  Standout performers include the Hang Seng, 
which was up 36.0% (Hong Kong), the S&P 500 (US) up 19.4% and 
the Nikkei (Japan), up 19.1%.   
 
In particular the Hang Seng has been on the rampage and has 
shown a steady positive trajectory ever since the start of the year.  
This is partly due to the recovery of the Chinese economy, with 
growth of 6.8% outstripping most mature economies over the 
period.  China has also benefitted from USD weakness (the USD has 
fallen 9.8% against a basket of peers in 2017) because USD 
weakness reduces the value of China’s foreign debt.   At the same 
time China’s economy has been boosted by a growing US economy 
and the corresponding spending power of the average US 
consumer.   
 
Japan has performed very well also; however, if it weren’t for the 
re-election of Shinzo Abe it may well have been a very different 
year for Japanese investors.  In fact the market was flat until early 
September and all of the gains have been in the last quarter of 
2017 as investors digest the extremely positive implications of Abe 
retaining power. 
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Investors have been concerned though about the inexorable rise of 
the US stock markets.  US equities typically perform the best and 
for longest in bull markets and this is now the second longest bull-
run in US equity market history.  The S&P 500 is certainly starting 
to look expensive on a current Price to Earnings ratio of 25 (long-
term average is 15) whilst the earnings yield is 50% lower than the 
long-term average.  There are some warning signs and investors 
should take heed; however, there are no indications yet of 
recession, slowdown in the US economy or concerns about 
consumer confidence.   Also, it is worth noting that the FAANG 
stocks (Facebook, Amazon, Apple, Netflix and Google) have risen on 
average by over 50% this year and they now account for circa 11% 
of the S&P 500 by market capitalisation.  If you stripped out their 
return the index would have underperformed most global peers 
and this suggests that the rest of the index is not actually as 
expensive as you might think.  

Technology companies drive returns for the S&P 500 in 2017.  The sector delivered 
returns of close to double that of every other sector in the index.   

 
Also, the US market has performed well of late on the expectation 
that the US tax reforms that have been on the table for so long will  
actually make a real difference to corporate America now that they 
have passed through Congress.  Corporation tax reduced from 35% 
to 21% is not to be sniffed at. 
 
The EuroSTOXX Index (eurozone) has had an average year.  It 
started well and by May the index had risen by c12%.  However as 

soon as Mario Draghi (head of the ECB) announced that they would 
start to reduce Quantitative Easing (money printing), markets fell 
by c8% in three months. This was irrational really for two reasons:  
1) By cutting QE, Draghi was signalling that the economy no longer 
needed life support and 2) European corporate earnings were very 
strong in Q1 of this year.  Whilst markets are now creeping back up, 
having recouped the gains lost in the dip, this dent hurt the 
European stock market’s performance in 2017. 
 
The big outlier, however, was the UK FTSE 100.  You’d perhaps 
expect that the US and UK markets would be fairly closely linked, 
yet the UK FTSE 100 only generated returns of 7.6% this year, 
roughly one third of the S&P 500.  In fact over 5 years the S&P has 
delivered returns of 112.6% whilst the UK has only delivered 28.8%. 
 
Why was the UK market the worst performing major stock market 
in 2017?  Brexit.  Not only have there been concerns about the 
stewardship of the UK’s economy under Theresa May’s 
Conservatives but investors are also worried about the impact on 
the UK economy when Brexit starts to bite.  However, the main 
reason for the underperformance of the FSTE 100 is that ever since 
the Brexit result was announced, the FTSE 100 has moved in the 
opposition to the US dollar exchange rate.  When sterling goes up, 
the FTSE falls.  When sterling sinks so the FTSE rises. This is  
because the FTSE 100 derives 70% of its earnings from the US dollar 
and therefore when the dollar rises FTSE 100 companies make 
more money and they make less when it falls.  Whilst this has 
always been the case it is only since Brexit that the relationship has 
been so predominant in the minds of investors.  The dollar is down 
9.5% against sterling this year, therefore it stands to reason that 
the FTSE 100 could be significantly higher if it weren’t for currency 
movements in 2017.  
 
Overall markets have performed very well this year due to strong 
economic fundamentals, yet our domestic market, the FTSE 100 
has been a major laggard. What of 2018?  We see no signs that the 
current strong performance from equities has run out of steam.  All 
of the fundamentals point to more of the same, at least for now.  
We are waiting for signs that the US economy will start to slow and 
whilst some signs give a cause for some concern, such as a growing 
debt burden, the major economic fundamental factors listed above 
provide comfort that the most important economy in the world is 
still performing well.  Let’s hope that Mr Trump doesn’t cock it up 
for everyone in 2018, including himself. 
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Sterling versus the FTSE 100 

As sterling rises against the US dollar, the FTSE 100 falls. This has been the story of the UK equity market since Brexit was announced. 


