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Executive Summary
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Global Economy

A The global economy is unusually well synchronized to sustain
modest growth—inflation and interest rates are low and nearly
all regions of the world are in expansion.

A US Fiscal Policy (tax, possible infrastructure) should stimulate
above-trend growth for 2018.

A The Euro-area appears even more poised for growth than the
US; Asia is less well positioned to benefit.

Equity Valuations & Sentiment

A US Equity valuations are high but not in bubble territory. US
earnings growth was strong in 2017 and bond yields are so low
that there is no suitable alternative.

A Consumer and Business Sentiment in the US remains high.

A Foreign stock valuations (in both developed and emerging
countries) are far more favorable than in the US and remain
behind pre-crisis level peaks on key metrics.

Real Assets (Inflation Protection)

A Despite a pick-up in 2017, core inflation remains below the 2%
target in the US.

A Global growth is expected to remain consistent but not torrid;
commodities are not expected experience significant gain.

P

REITS will face pressure in a rising rate environment.

A Overall, minimizing real asset allocations seems warranted.

Central Bank Policy

A Global central bank policies diverged further in 2017 as the US

tightened—raising rates 3 times and beginning to wind-down
Quantitative Easing (QE) repurchases.

Other banks (European Central Bank, Bank of Japan) have
begun to quietly slow QE but have yet to raise rates.

The Federal Reserve is expected to raise rates 3 more times
(25bps each) in 2018.

While continued low inflation readings will give the Fed pause
in deciding to raise rates, historically low unemployment is
raising the need to re-establish normalcy in interest rates.

Bond Valuations & Spreads

Yields on bonds are low and rising—making fixed income a
challenging area in which to generate acceptable returns.

High Yield and Emerging Market Debt led bond categories
and will garner more attention but also feature high equity
market correlations unlikely to protect portfolios in a
downturn.

Substitution of anemic bond categories with low-volatility
alternative investments offers promise.

Risk Management

Volatility (fear) metrics remain at or near all-time lows
indicating investors may be complacent.

Creative utilization of equity hedging strategies in highly
valued asset classes can provide useful protection.
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Data as of Dec. 31, 2017
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Data as of Dec. 31, 2017

The “heat map” below indicates that virtually the entire world is in expansion mode (reading above 50 indicates expansion). The greatest strength is in
western Europe, followed by the US. Asia appears less poised for growth.

Source: JP Morgan Asset Management, GTM, 28&&dtmap colors are based on PMI relative to the 50 level, which indicates acceleration or deceleration of the sectatinfierpgkeeod shown. 6



