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PERSPECTIVE	

Another	Upgrade	

Earlier	this	year,	Northern	Trust	upgraded	its	view	toward	
growth	 in	 Europe	 and	 developed	 Asia	 because	 they	 are	
benefitting	 from	 solid	 domestic	 demand	 and	 relatively	
weaker	 currencies.	 This	month,	Northern	Trust	upgraded	
its	outlook	 for	 emerging	market	 growth	and	 correspond-
ingly	boosted	the	recommended	emerging	market	equity	
allocation.	There	were	some	concerns	that	upcoming	poli-
cies	 to	 boost	 U.S.	 growth	 could	 come	 at	 the	 expense	 of	
emerging	 market	 economies	 (e.g.	 increased	 tariffs),	 but	
that	 concern	 is	 receding	 as	 the	 U.S.	 growth	 pickup		
appears	more	organic.	Northern	Trust	now	has	a	positive	
view	on	the	economic	outlook	for	all	major	regions	of	the	
global	 economy,	 which	 is	 an	 important	 pillar	 of	 being	
overweight	to	risk	assets.	
	
The	theme	of	“market	stability”	continues	to	hold;	 finan-
cial	markets	are	more	focused	on	economic	developments	
than	 the	 latest	 Tweet	 coming	 from	 the	 new	 U.S.	 presi-
dent.	 The	 positive	 aspect	 of	 the	 U.S.	 political	 system’s	
checks	and	balances	is	the	reduction	in	risk.	The	negative	
aspect	is	the	resulting	slower	progress,	which	is	starting	to	
play	out	 in	 the	new	administration’s	 legislative	priorities.		
The	 initial	 focus	 on	 repealing/replacing	 the	 Affordable	
Care	Act	 is	 delaying	 action	 on	 tax	 reform	 and	 infrastruc-
ture	 spending.	While	 further	 delays	 are	 a	 new	 risk	 case,	
current	 economic	momentum	appears	 sufficient	 for	 now	
to	continue	supporting	a	positive	view	on	risk	taking.	
	
INTEREST	RATES	
U.S.	interest	rates	have	consolidated	during	the	last	three	
months,	after	a	major	move	upward	last	year.		In	Europe,	
rates	have	moved	similarly,	but	have	also	reflected	politi-
cal	 risks	 surrounding	 upcoming	 elections.	 Expect	 some	
upward	 movement	 in	 U.S.	 rates	 over	 the	 next	 six	 to	 12	
months	 due	 to	 an	 improving	 growth	 environment.	 The	

relative	 value	 of	 U.S.	 rates	 compared	 to	 European	 and	
Asian	 rates	 has	 attracted	 considerable	 foreign	 buying		
interest,	and	this	will	continue	to	provide	some	ceiling	on	
upward	movements	on	U.S.	rates.	
	
AN	UPWARD	PATH	
Rising	nominal	growth	should	boost	rates.	

• Globally,	interest	rates	have	moved	to	the	high	
end	of	their	recent	channel	as	the	Fed	prepares	
to	hike.	

• Accelerating	global	growth	should	boost	rates,	
but	foreign	interest	will	provide	a	ceiling	in	the	
United	States.	

• Northern	Trust	is	keeping	duration	short;	expect	
rate	increases	to	outpace	what	markets	have	
priced	in.	

	
EQUITIES	
Northern	 Trust	 has	 been	 banking	 on	 improved	 earnings	
growth	to	underpin	continued	market	gains,	and	the	evi-
dence	 so	 far	 supports	 that	 stance.	 Analysts	 expect	MSCI	
World	 Index	 earnings	 growth	 to	 increase	 12%	 in	 2017;	
Northern	 Trust	 has	 slightly	 more	 modest	 expectations.	
Expect	earnings	growth	of	9%	across	developed	markets,	
underpinned	by	 improving	energy	and	 financial	 company	
earnings.	 Earnings	 growth	 in	 the	 emerging	 markets	 has	
been	increased	from	4%	to	7.5%.			
	
Underpinning	 this	outlook	 is	a	view	that	stronger	growth	
out	of	 the	United	States	will	not	come	at	 the	expense	of	
emerging	market	 countries.	While	 the	 risks	of	 tariffs	 and	
deglobalization	 policies	 haven’t	 completely	 gone	 away,	
the	 uptick	 in	 developed	 market	 growth	 will	 increase		
demand	for	exports	from	emerging	markets.	



 

Equities	 have	 shown	 resilience	 in	 the	 face	 of	 higher		
interest	 rates	 from	 the	Fed.	 Expect	 this	 to	 continue	over	
the	next	year	because	rate	hikes	will	only	proceed	along-
side	 solid	 economic	 data	 –	 underpinning	 an	 overweight		
to	equities.	
	
EARNINGS	GAINS	
After	lagging,	emerging	market	earnings	are	recovering.	

• Earnings	growth	is	supporting	equity	markets.	
• Improving	emerging	market	growth	led	to		

increased	emerging	market	equity	exposure.	
• Remain	fully	invested	in	global	equities	with		

tactical	overweights	to	U.S.	and	emerging		
market	companies.	

	
CONCLUSION	
The	upgraded	view	of	the	global	economy	this	year	stands	
in	 contrast	 to	 the	 continued	 political	 uncertainty	 in	 the	
developed	world.	While	the	political	leadership	across	the	
United	 States,	 Europe,	 Japan	 and	 the	 emerging	 markets	
can	 be	 characterized	 as	 “strengthening,”	 the	 media	 and	
market	commentators	continue	to	wring	their	hands	over	
potential	 problems.	 Northern	 Trust	 believes	 the	 more	
important	developments	are	occurring	 in	 the	 real	econo-
my,	 where	 momentum	 has	 been	 improving	 since	 mid-
2016.	 All	 major	 regions	 save	 Japan	 have	 shown	 a	 real		

improvement	 in	 economic	 “surprises”	 over	 the	 last		
several	 months,	 and	 the	 global	 earnings	 cycle	 is	 set	 to	
show	 solid	 improvement	 in	 2017.	 While	 markets	 have	
worried	 about	 the	 potential	 outbreak	 of	 “trade	 wars,”	
especially	between	the	United	States	and	export-oriented	
emerging	markets,	this	risk	has	fallen	and	is	manageable.	
	
In	 addition	 to	 the	 existing	 risk	 of	 an	 unexpected	 rise		
in	 inflation,	 a	 new	 second	 risk	 this	 month	 around	 U.S.		
legislative	progress	 has	 emerged.	While	 improving	 global	
growth	has	been	a	significant	underpinning	of	 the	recent	
market	 rally,	 expectations	 of	 U.S.	 legislative	 progress	 on	
taxes	 and	 infrastructure	 have	 also	 been	 in	 the	 mix,		
increasing	 corporate,	 consumer	 and	 investor	 confidence.		
While	it	is	impossible	to	quantify	how	much	of	the	current	
rally	 is	 tied	 to	expectations	 around	policy	 change,	we	do	
note	 that	 the	 expected	 beneficiaries	 of	 these	 changes		
(infrastructure	 related	 companies	and	high	 tax	 rate	 com-
panies)	have	been	underperforming	 their	counterparts	 in	
recent	weeks.	 So,	 to	 some	 extent,	 the	market	 is	 already	
pricing	 in	 some	 delay.	 Expectation	 is	 that	 the	 ongoing		
organic	 economic	 expansion	 is	 sufficient	 to	 support	 the	
current	market	 rally	 and	provides	 leeway	 for	 uncertainty	
on	 legislative	 timing.	As	 a	 result,	Northern	 Trust	 remains	
overweight	 risk	 assets	 as	 growing	 profits	 along	 with		
predictable	 central	 banks	 support	 risk	 taking	 over	 the		
next	year.	
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