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Global Market Outlook for 2017
Brave New World or More of the Same?

It seems as if 2016 has had more than its fair share of big surprises—but in retrospect
it is clear that many of these surprises were years in the making. In this paper, which
is adapted from our annual Global Market Outlook presentation to clients, we
provide broader context around the recent drivers of the global economy and capital
markets, and discuss what we see as the themes moving forward.

In This Piece
A Year of Upsets—in Politics, Sports, and Financial Markets?
• While both Brexit and Donald Trump’s election came as surprises, perhaps we could have seen
them coming.
• There was also a change in market performance from 2015 into 2016, and changes from the first
half to the second half of 2016.
• We see a similar situation when we look at individual sectors: the top performers in 2015 are the
bottom performers in 2016, and vice versa.
Growth and Inflation Not Surprising
• As the U.S. economy has moved further into cyclical expansion, inflation has risen. Recent
changes to both the executive and legislative branches of government suggest that economic
policy-making will be stimulative and inflationary.
• In the United Kingdom, the pound sold off after Brexit, and several producers have begun to put
through substantial prices increases.
• Euro-area growth is being driven by domestic demand.
• Japan’s industrial sector is strengthening.
• We see stabilization in real growth (albeit it at low levels) for the world economy overall.
Rise of Populism: Peak Globalization?
• The rise in populism is a key risk because it represents a substantial departure from nearly
seven decades of globalization.
• The ﬁnal frontier of globalization is the movement of labor—that is, immigration. The social
reaction has been strong, and the political impact aggressive.
Investment Implications of New Environment
• A small move in inﬂation and bond yields is creating ripples through the capital markets.
• We believe the expansion will provide an environment in which industrials, ﬁnancials, and
commodities perform better.
• Our preference remains for high-quality growth, but the opportunity set has expanded, and
some of those companies are in cheaper areas of the market.
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“ The odds against Donald Trump’s election were 150:1
at the beginning of his campaign, but if we change the
lens through which we assess his chances, we can see
that something deeper was occurring. ”
— Simon Fennell

It seems as if 2016 has had more than its fair share of big surprises,
but in retrospect, it is clear that many of these surprises were
years in the making. In this paper, we will provide broader context
around the recent drivers of the global economy and capital
markets, and discuss what we see as the themes moving forward.
We will also focus on inﬂation, which we have not discussed in
some time. To be certain, this is not the hyperinﬂation that many
of you may have been thinking about; it is benign, long overdue,
and cyclical. We have not had inﬂation in several years, and as it
has become more apparent this year, it has taken both equity and
ﬁxed-income markets by surprise.
As we analyze the 2017 outlook, we will discuss what inﬂation
means for economies and capital markets, and the implications
of rotating away from a search for yield and toward more growthoriented opportunities. We will also highlight the rising risk that
protectionism will reverse seven decades of geopolitical and
economic order.

A Year of Upsets?
On reﬂection, 2016 seems like a year of upsets across many
different areas. Hindsight is 20/20, but we want to try to change
the lens through which we look at a few of the examples this year.
We begin with Brexit, which had an outside chance of passing,
according to pollsters and the broader consensus (the odds
were 5:1 against). So, fundamentally, the “yes” vote was a move
against the status quo. The United Kingdom had experienced two
previous elections—one referendum on Scotland and one general
election—and the speciﬁc scenarios for those were to vote with or
against the status quo. With both, there was something of a scare
tactic involved. Regarding Scotland, the scare tactic was, “Do not
leave the United Kingdom; it will be terrible if you do.” In the
end, Scotland stayed in the union. Regarding David Cameron’s
reelection, the scare tactic was, “Do not trust Labor with the
economy; the party does not know what it is doing.” That scare
tactic resonated brilliantly. People thought, “I’m scared to vote

“ ...there was something of a scare tactic involved.”
— Simon Fennell
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Labor; I will vote Conservative.” The third time was not a charm,
however. The scare tactic was, “Do not vote against the status quo;
we should be with Europe.” That did not resonate with the broader
population at all.
It is not difficult to transition from Brexit to the next rejection
of the status quo, which occurred in the United States. The odds
against Donald Trump’s election were 150:1 at the beginning of
his campaign, but if we change the lens through which we assess
his chances, we can see that something deeper was occurring.
Remember, he was ahead in the Los Angeles Times poll beginning
in October. The anti-status-quo element as reﬂected by Brexit
existed. And, this was not Trump’s ﬁrst time running for elected
office (although the previous three occasions were a stop-start
affair). So, his win should not have been a massive surprise.
It is not a stretch to apply this kind of lens to recent sporting
upsets. Arguably the biggest such upset this year was Ireland over
the All Blacks of New Zealand in rugby, which occurred after 111
years of pain, if you are an Ireland supporter. The odds against it
were 14:1, according to the bookies. Could we see it happening?
For the All Blacks fans, perhaps not. On the other hand, the second
row of the All Blacks was injured; the three main players were out.
The team had won 18 contests in a row, and the previous record
was 17, held by South Africa. It had already won the World Cup,
and trying to maintain that level of intensity is always difficult.
And of course, the team was competing far from home at
Soldier Field in Chicago.
Applying a similar perspective to the baseball team residing
farther north on the shores of Lake Michigan, the Chicago Cubs
had the best pitching staff in the major leagues with three Cy
Young candidates, the lowest earned runs allowed, the largest run
differential of any team by far, and the second-best record away
from home ( just behind its archrival, the St. Louis Cardinals). So
perhaps while a century seems like a long time, we could have seen
it happening.

2016 Financial Market Recap
Politics and sports were not the only surprises in 2016; the
ﬁnancial markets also brought some changes. When analyzing
recent ﬁnancial market performance, it is important to note the
change from 2015 into 2016. This change feels and looks like a
signiﬁcant upset: the ﬁrst became last, and the last became ﬁrst.
Within equities, Brazil was the worst performer last year, down
close to 42%; this year it is leading the pack on a global basis, up
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close to 65%. Canada—a commodity-focused country, where
metals and mining are important—was down 25% last year, and
this year is back at almost the same level. It is also important to
note the change within 2016, from the ﬁrst half into the second.
Japan, which had a tough ﬁrst half, is rallying aggressively at the
moment. China, where there was weakness in the ﬁrst half, is also
coming back fairly strong in the second half.
We see a similar situation when we look at individual sectors: the
top performers in 2015 are the bottom performers in 2016, and
vice versa. Commodities-oriented shares (metals, mining, and
oil) were negative, and came back substantially. Also similar to
country performance, what worked in the ﬁrst half of this year
has suddenly stopped working. Telecommunications and utilities
shares, which were up in the ﬁrst half, are both down double digits
in the second half on a global basis. Consumer staples are also
performing poorly after a decent ﬁrst half.
Could we have foreseen these scenarios? And can we predict
anything from here? Fixed-income markets might provide an
indication. After Brexit there was a natural move to risk-free
assets. The move lower in yields did not last long, however, with
the bond market selling off shortly after the summer. It now looks
as if that was the low from the 5,000-year view and also this year.
Inﬂation has been around for some time. We are exacerbating this
move now with global political issues, and as we look more broadly,
this inﬂation element is more pervasive than we previously
thought and its impact on the markets is broader and deeper.

Global Growth and Inflation Backdrop Not Surprising
Financial markets are reacting—correctly—to the economic
environment. In cyclical terms, the expansion in the United States
is well advanced. Consequently, inﬂation is back to pre-2008 crisis
levels. As the year went on, it became apparent that the deﬂation
scare was just that—a scare. While technological advancements
continue to pose a structural headwind to higher inﬂation, in
cyclical terms, slightly higher inﬂation in the United States is
apparent.
Monthly new auto sales in the United States have averaged well
above an annualized rate of 16.5 million units, their pre-crisis
peak. While steady, there is little to suggest that auto demand has
much room to grow from current levels.
Similarly, on the housing front, monthly housing starts have
recovered to an annualized rate of roughly 1.3 million units, which
is commensurate with net new household formation. This is
decent growth, but we expect little acceleration from here.
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As the U.S. economy has moved further into expansion, inﬂation has
picked up. Both core (which excludes food and energy) and services
measures of inﬂation are back to their pre-2008 average levels and
are still rising, as ﬁgure 1 illustrates. From early next year, import
prices are likely to begin contributing to overall inﬂation, which will
be a ﬁrst since early 2014, as ﬁgure 2 illustrates.

Figure 1:
Services vs. Core Inflation (Year Over Year)
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Source: Datastream, William Blair analysis as of 9/30/2016.

Figure 2:
Import Prices and CPI (Year Over Year)
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“ When analyzing recent financial market performance, it

Wages are growing only marginally in excess of inﬂation, and thus
real disposable income growth is slowing. This picture of stable to
slower growth is completely consistent with a late-stage cyclical
expansion.

Year-Over-Year Import Prices (2000=100) left
Year-Over-Year CPI, NSA right
Source: Datastream, William Blair analysis as of 9/30/2016.
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Even Japan has shown evidence of recovering somewhat. Growth
has been ﬂat, but beneath the surface exports and industrial
production are picking up. Figures 5 and 6 illustrate.

In the euro area, the economic recovery is at least three years
behind that of the United States, so inﬂationary signs are not
visible yet. What is noteworthy about Europe is that growth is
being driven by domestic demand (private consumption and
investment), which is in stark contrast to what many of us have
been accustomed to over the past decade. Figures 3 and
4 illustrate.

Figure 5:
Japanese Exports and GDP Growth (Year Over Year)
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Figure 3:
Euro Area Investment and Consumption (Year Over Year)
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Figure 6:
Japanese Industrial Production Growth (Year Over Year)
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Figure 4:
Euro Area Contribution to GDP Growth (Year Over Year)
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Putting it together, we see stabilization in real growth for the
world economy overall, albeit at relatively low levels. Figure 7
illustrates this through global industrial production volumn
growth. This stabilization is remarkable because it comes on the
back of two and a half years of a sharp and protracted deceleration.
Combined with sequentially rising inﬂation as shown through
export prices in Figure 8, it means nominal growth for the world as
whole is gradually increasing.
Figure 7:
Global Industrial Production Volume (Year Over Year)
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Inflation Impact in 2016
Rising inﬂation is only just beginning to be felt in the bond
markets. Since 2009, when interest rates were slashed and fears
of deﬂation were high, the bond markets had continued to provide
good returns. These returns were increasingly driven by capital
gains rather than yield, as ﬁgure 9 illustrates. In other words,
bonds were behaving more like equities. Now that inﬂation is
becoming more apparent, we believe that repricing in the bond
market has only just begun.
Figure 9:
10-Year U.S. Treasury–Share of Capital Gains Income Returns
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Source: Netherlands Bureau for Economic Policy Analysis CPB.

Figure 8:
Export Prices (Year Over Year)
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Source: Bloomberg Barclays as of 10/31/2016. Shows Bloomberg Barclays U.S.
10-Year Treasury Bellwether Index share of capital gains.
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“ We have already seen this year a rotation more toward
‘value’ stocks, including cyclical sectors such as
industrials and financials...”
— Simon Fennell
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Figure 10:
U.S. and Developed ex-U.S. Equity Growth vs. Value Active Return
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The best growth companies have generally achieved a revenue
growth premium of 15% versus the market over the past few
years, as ﬁgure 11 illustrates. The question has become, “What
do you want to pay for that growth?” In an environment in
which growth is scarce, the premium will rise signiﬁcantly. If
growth is broadening, there should be more places to go. We see
this as a positive in that the available universe is expanding. As
growth investors, we now get to play in a larger sand pit, and the
premium we are paying for companies that are able to execute is
markedly different.

Figure 11:
Large-Cap Big Growers, Top-Line Growth Differential vs. Market
(Year Over Year)
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Higher inﬂation also matters for equity returns. At a minimum,
higher inﬂation implies higher interest rates, which inﬂuence the
discount rate for future cash ﬂows. In practical terms, we have
already seen this year a rotation more toward “value” stocks,
including cyclical sectors such as industrials and ﬁnancials, which
had underperformed for several years before 2016, making them
relatively “cheap” or “value-like.” In Europe and Japan, this
rotation came in the second half of this year, but in all cases it was
well advanced before the U.S. presidential election. See ﬁgure 10.

Source: Empirical Research Partners as of 10/31/2016.

Inflation Likely to Accelerate
If 2016 can be summed up as stable growth and rising prices,
what does that mean as we look forward? With recent changes in
governments on both sides of the Atlantic, inﬂation in the near
term is more likely to accelerate.
In the United Kingdom, the pound sterling has sold off about 15%
following the referendum, and several producers have begun to
put through substantial price increases across the consumption
spectrum. Large technology companies pushed through increases
of 20% and greater on their products earlier in the fall, while others
succeeded in raising prices by 10% across a range of white goods.

William Blair Investment Management

“ As growth investors, we now get to play in a larger sand
pit, and the premium we are paying for companies that
are able to execute is markedly different.”
— Simon Fennell
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“ In the United Kingdom, the pound sterling has sold
off about 15% following the referendum, and several
producers have begun to put through substantial price
increases across the consumption spectrum.”
— Simon Fennell

In the United States, the picture is similar. Recent changes to both
the executive and legislative branches of government suggest that
policymaking will be highly stimulative and inﬂationary for what
is already an expansion in its late stages. Promised infrastructure
spending may help create construction jobs, but with
unemployment already below 5%, it will also likely lead to higher
inﬂation. Tax cuts—favored by both the executive and legislative
branches—are likely. If they materialize at levels close to what has
been promised, the after-tax return on capital of U.S. corporations
is likely to increase, stimulating more economic activity, higher
inﬂation, and more inﬂows of capital from abroad.
At this point we know very little about what actual trade
renegotiations will be pursued by the Trump administration.
Therefore, the impact on economic growth and the U.S. dollar
is ambiguous. What is nearly certain is that any short-term
restrictions or sudden changes to import and export patterns,
or any restrictions on the locations of suppliers (and ultimately
disruption to supply chains), will lead to not only disruption in
the procurement of goods, but also higher prices for those scarce
goods. In other words, any short-term disruption to trade will lead
to higher prices at home.

The Effect on Emerging Markets
Rising U.S. inﬂation and interest rates need not spell the end
of better performance in emerging markets. Bouts of volatility
notwithstanding, this highly heterogeneous group of countries is
unlikely to repeat the protracted period of underperformance in
the aftermath of the 2013 “taper tantrum” episode. In 2013, most
large emerging market economies had large and deteriorating
current account deﬁcits. Today the situation is different, as external
deﬁcits have been improving. While emerging market currencies
have taken the brunt of the adjustment so far, a closer look suggests
that most of that adjustment has occurred in the commodityintensive economies—those countries that rely most heavily on
exporting commodities for income. If we compare emerging market
manufacturing countries with their developed-market peers in
terms of foreign exchange movements against the U.S. dollar, we see
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that their fortunes have been similar, as ﬁgure 12 illustrates. There
will likely be bouts of volatility ahead, but it may be premature to
close the door on emerging markets for several years.
Figure 12:
Exchange Rate Against U.S. Dollar, Select Country Groups
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The public row between large food companies and grocery retailers
over the ubiquitous Marmite saw one large food company backing
down from increasing the price on Britain’s quintessential food.
What was less widely reported was that a smaller grocery chain
quietly increased prices by 12.5%. Over time, others are sure
to follow.

G-10 ex-United States
EM Commodities

EM Manufacturing

Source: William Blair as of 10/31/2016. January 2010 = 100.

Rise of Populism: Peak Globalization?
We already discussed attacks on the status quo. Now we want try
to understand the continuum of globalization—how it has moved
over the years, where we are now, and what a move against the
status quo means going forward. This is important because the rise
in populism is a key near- and medium-term risk to any outlook
since it represents a substantial departure from nearly seven
decades of globalization.
What has happened with globalization? As supply chains have
been liberalized, as goods have been able to move freely across
borders, and as companies have rationalized their production
centers, we have seen better returns on capital. Capital has
become much more mobile as barriers to movement have been
reduced progressively. More recently, even services have begun to
participate in globalization.
The rationalization of the supply chain means that the cost of
goods produced and procured has declined. That not only boosts
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operating margins for companies, but also generates higher and
more sustained cash ﬂows and yields, as ﬁgure 13 illustrates.
Companies across virtually all geographies have beneﬁted from
this trend for many decades. This is the part of globalization we
believe is at risk of partial reversal.
Figure 13:
Free Cash Flow Yields by Region
6%

“ Sometimes change can move too fast for societies to
digest, and a pause is warranted. We collectively have
celebrated creative disruption for so long that it is
easy to forget its impact on those being disrupted.
Some of the backlash we are seeing may be a response
to this. We are optimists; we believe that this frontier
will be crossed as well. But the near-term backlash is a
real risk nonetheless.”
— Olga Bitel
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mobile capital. Similar to supply chain liberalization, the result of
this trend has also been cash-ﬂow enhancing.
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Globalization has also affected the corporate sector through fewer
restrictions on capital mobility and ﬂows, effectively eroding
national sovereignty over tax rates. In practical terms, Organisation
for Economic Co-operation and Development (OECD) economies
have been lowering corporate tax rates to compete for increasingly

The ﬁnal frontier of globalization is the movement of labor—that
is, immigration. To this, the social reaction has been the strongest
so far. When U.K. Prime Minister Theresa May quipped that if you
are a citizen of the world, you are a citizen of nowhere, she was
attacking people that feel they have something in common with
those living thousands of miles away in different countries, much
more so than with their national compatriots.
Sometimes change can move too fast for societies to digest, and
a pause is warranted. We collectively have celebrated creative
disruption for so long that it is easy to forget its impact on those
being disrupted. Some of the backlash we are seeing may be a
response to this. We are optimists; we believe that this frontier
will be crossed as well. But the near-term backlash is a real
risk nonetheless.
In the near term, the political impact of this will be particularly
aggressive. Signiﬁcant elements will attack the status quo
across multiple countries. In the United Kingdom, what is most

Figure 14:
Immigration: The Final Frontier of Globalization
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interesting in a post-Brexit world is the lack of planning from the
current administration: to say that there is no plan is to actually
overstate the level of planning.
Prime Minister May will supposedly trigger Article 50 by March of
next year, but what that will mean is difficult to understand. The
U.K. government could end up having to petition the European
Court of Justice to overrule the U.K. Supreme Court (should it
uphold its prior ruling that the government cannot launch Brexit
without an Act of Parliament), which in itself drips with irony.
In sum, there is signiﬁcant uncertainty, and it will continue for
some time.
In the United States, we believe corporate tax reform will be
ongoing. There seems to be some coalition around individual
tax rates coming down 300 to 500 basis points. As for other
presidential campaign promises, some of the positions being
ﬁlled by the new administration might give us an indication of
prospective policies. But we are not sure how Congress will act.
In Europe, we will see a signiﬁcant number of referendums and
general elections in the next 12 to 18 months. The potential for
a further push against the status quo can occur. In other words,
political uncertainty continues to cloud the outlook.

Investment Implications of New Environment
To summarize the new environment, we believe that inﬂation is
playing a more signiﬁcant role in the market. The deﬂation and
globalization that we have experienced for decades are coming to
an end. It is taking only a small move in inﬂation and bond yields
to create signiﬁcant ripples throughout the capital markets. We
believe this expansionary element will persist for some time, and
it will provide an environment in which industrials, ﬁnancials, and
commodities perform much better.
What does it mean from a valuation perspective? Valuation
sensitivity has increased across geographies and sectors. Looking
at the traditional discounted cash ﬂow (DCF) framework, the
three main elements are suddenly working against investors with
long-life assets. The terminal multiple is probably coming down a
little. The cost of capital seems to be heading up a little. Free cash
ﬂows are under pressure from taxes and protectionism. In this
environment, we have been adding to high-quality companies with
a focus on lower valuations. Our preference remains for highquality growth, but we believe the available opportunity set has
expanded, and some of those companies are in cheaper areas of
the market.
We believe the theme of disruption remains relevant, only more
so across a broader area. The disruption we have described
in previous outlook commentaries regarding technology and
business models has now expanded to politics. For the ﬁrst time
in a long time, in 2017 the United States and Europe will be the
sources of uncertainty in regards to monetary policy, trade, and
even geopolitical alliances. 

“ Our preference remains for high-quality growth, but
we believe the available opportunity set has expanded,
and some of those companies are in cheaper areas of
the market.”
— Simon Fennell
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teams are solely focused on active management and employ disciplined, analytical research processes across a
wide range of strategies, including U.S. equity, non-U.S. equity, ﬁxed income, multi-asset, and alternatives. As
of September 30, 2016, William Blair manages $67 billion in assets. William Blair is based in Chicago with an
investment management office in London and service offices in Zurich and Sydney. William Blair Investment
Management, LLC and the investment management division of William Blair & Company, L.L.C. are
collectively referred to as “William Blair.”
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This material is provided for information purposes only and is not intended as investment advice, offer or a recommendation to buy or sell
any particular security or product. This material is not intended to substitute a professional advice on investment in ﬁnancial products
and any investment or strategy mentioned herein may not be suitable for every investor. Before entering into any transaction each investor
should consider the suitability of a transaction to his own situation and, the need be, obtain independent professional advice as to risks and
consequences of any investment. William Blair will accept no liability for any direct or consequential loss, damages, costs or prejudices
whatsoever arising from the use of this document or its contents.
Any discussion of particular topics is not meant to be complete, accurate, comprehensive or up-to-date and may be subject to change.
Data shown does not represent and is not linked to the performance or characteristics of any William Blair product or strategy. Factual
information has been taken from sources we believe to be reliable, but its accuracy, completeness or interpretation cannot be guaranteed.
Information and opinions expressed are those of the author and may not reﬂect the opinions of other investment teams within William
Blair. Information is current as of the date appearing in this material only and subject to change without notice.
This material is distributed in the United Kingdom and the European Economic Area (EEA) by William Blair International, Ltd.,
authorized and regulated by the Financial Conduct Authority (FCA), and is only directed at and is only made available to persons falling
within articles 19, 38, 47, and 49 of the Financial Services and Markets Act of 2000 (Financial Promotion) Order 2005 (all such persons
being referred to as “relevant persons”).
This document is distributed in Australia by William Blair & Company, L.L.C. (“William Blair”), which is exempt from the requirement to
hold an Australian ﬁnancial services license under Australia’s Corporations Act 2001 (Cth) pursuant to ASIC Class Order 03/1100. William
Blair is registered as an investment advisor with the U.S. Securities and Exchange Commission (“SEC”) and regulated by the SEC under
the U.S. Investment Advisers Act of 1940, which differs from Australian laws. This document is distributed only to wholesale clients as that
term is deﬁned under Australia’s Corporations Act 2001 (Cth).
This material is not intended for distribution, publications or use in any jurisdiction where such distribution or publication would be
unlawful.
This document is the property of William Blair and is not intended for distribution or dissemination, directly or indirectly, to any other
persons than those to which it has been addressed exclusively for their personal use. It is being supplied to you solely for your information
and may not be reproduced, modiﬁed, forwarded to any other person or published, in whole or in part, for any purpose without the prior
written consent of William Blair.
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