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Top 5 4 Investment Themes for 2018
Within the investment industry, it is time for the sundry year-ahead opining that inevitably flows 
from economists and strategists, each attempting to flawlessly convey a precise forecast. Instead, 
we prefer a more strategic focus: identify key broad trends, assess their likelihood of continuing and 
evaluate the risks of each. This approach results in our top four (not five!) investment themes that 

inform our portfolio positioning for the upcoming year. 

1. Long Late-Stage Expansion 
When it comes to expansions, age is just one number. Growth over the past eight years has been 
relatively low, compounding to the same amount of cumulative growth that typically has occurred by 
the fourth year of an expansion. This slower growth has led to a smaller build-up of excesses, either 
in manufacturing capacity, debt, or other areas of the economy. Unwinding of excesses is a common 
ingredient and in many cases a cause for recession. Expect the expansion to continue, a positive for 
equities and other risk assets, but be on the lookout for excesses that have yet to develop or be iden-
tified. 

 

2. Government Carrots and Sticks.
Globally, governments are employing significant policy changes in order to keep growth’s engine 
chugging along. Stateside, corporate tax reform is likely to help overall earnings and may even incen-
tivize businesses investment. In Japan, previous policy changes under Abenomics have ushered in an 
era of rising shareholder friendliness and corporate profitability. Emerging Asian governments, par-
ticularly in China, continue to deploy reforms in their bloated state-owned enterprise (SOE) sector 
and rebalance their economies to support their rising middle-class consumer.  These government ac-

tions, on balance, appear to support both the economies and investments in these particular regions.

3. The Path of the New Fed
The changing of the guard at the Federal Reserve from Chair Janet Yellen to incoming Chair Jerome 
(Jay) Powell is likely to be a smooth transition.  Expect the normalization process initiated by Yellen 
to continue into 2018 and perhaps be joined by the initiation of other normalization processes by 
other global central banks as their economies also recover. Gradual monetary tightening and the 
dialing back stimulus is likely to be a counterbalancing headwind for both bonds and equities as high-
er rates should impact valuations for both. As a result, investors should diversify a portion of their 
portfolios from traditional equity and fixed income holdings to absolute return or hedged strategies 
to mitigate this impact.
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4. The Risk of Fractured Politics
A growing percentage of the U.S. House of Representatives vote along strict party lines, entering 
levels of political disparity that we have not seen before. Political partisanship may impede the ability 
of government to intervene in during future economic or market crises.  Historical crises have been 
addressed, at least in part, by significant legislative and other government actions to stabilize the econ-
omy. The slow European government response to its Debt Crisis earlier this decade is a good example 
of such risk. Increased polarization has the potential to deepen declines or delay recovery, suggesting 
that investors may be justified to purchase some protection even though the economic expansion 
appears to still be under way.

If you have any questions, don’t hesitate to contact your Relationship Team or email us at 
Top5@glenmede.com. 
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