
GLOBAL MACROECONOMIC OUTLOOK
A powerful global earnings recovery that began in mid-2016 

picked up momentum throughout 2017, and is closing the year on  
a high note. The recovery had many mothers, according to  
Giulio Martini, partner and director of strategic asset allocation, 
including improving trade 
flows, rising capital 
spending, accommodative 
financial conditions, and the 
retreat of key structural risks that long had troubled investors. For 
example, stability in China during the run-up to the 19th congress of 
the Communist Party of China, in October, assuaged fears centering 
on rapid debt growth. Elsewhere, the electoral victories by main-
stream candidates in France and Germany quelled worries that 
angry populism would lead to an unstable policy framework. In the 
United States, as 2017 drew to a close, the prospects for corporate 
tax reform brightened, and analysts’ expectations for potential 
earnings increases from lower tax rates were added to increases 
already stemming from rising organic revenues.

Inflation remained subdued in 2017 in the economies of devel-
oped countries, despite, as Martini observed, the acceleration in 
global economic growth. Labor costs also rose at a very restrained 
pace, even in countries such as the United States, where the U-3 
unemployment rate (the most commonly cited measure by the 
Bureau of Labor) fell below levels that historically had triggered 
more rapid acceleration in wages during previous expansionary 
periods. Persistently low inflation allowed key central banks—such 
as the U.S. Federal Reserve (Fed), the European Central Bank (ECB), 
and the Bank of Japan (BoJ)—to either maintain highly simulative 
policies or to withdraw accommodation very gradually. As monetary 
policy remained highly predictable, despite the positive growth 
surprise, the volatility of asset returns, both empirical and implied, 
fell to very low levels. 

AN IDEAL ENVIRONMENT
For global investors, an environment that couples strong growth 

with few surprises is ideal, according to Martini. In the United States, 
Martini believes that so long as “core” inflation—i.e., headline infla-
tion excluding food and energy 
prices—remains subdued and 
labor costs accelerate only 
moderately, stocks and corpo-
rate credit should continue outperforming risk-free bonds. “Of 
course, with a lower equity-risk premium following two years of very 
strong stock returns and compressed credit spreads, returns in 2018 
should be relatively low,” Martini said. However, with no end to the 
global economic expansion in sight and a promising economic envi-
ronment in the United States, China, and the eurozone in 2018, 
Martini believes that risks overall are skewed to the positive side of 
the expected return distribution for equities and credit, both within 
the United States and abroad. 

KUDOS TO THE CENTRAL BANKS
Since the financial crisis of 2008–09, investors have been worried 

that the extraordinary actions taken by central banks—such as 
cutting short-term interest rates to zero and, in some cases, below, 
expanding balance sheets aggressively—would inevitably lead to 
sharply higher inflation and asset 
price bubbles. Contrary to those 
expectations, however, inflation 
has remained very low, and there 
is only limited evidence of worrisome asset price bubbles, according 
to Martini. “While the 1,100%-plus rise in the prices of the digital 
currency bitcoin in 2017 has all the characteristics of a classic spec-
ulative mania, it remains an isolated case, and thus doesn’t threaten 
to radiate out more broadly into the financial system or real economy 
if bitcoin prices should suddenly collapse,” Martini said. Indeed, with 
real household net worth at an all-time high, corporate profits 
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n What are the global macroeconomic factors that could influence investment decisions in 2018? We asked Lord Abbett investment professionals  
for their views.

n Giulio Martini, partner and director of strategic asset allocation, says that with inflation subdued and no end to the global economic 
expansion in sight, risks overall may be skewed to the positive side of the return distribution and that equities and corporate credit should 
continue outperforming risk-free bonds.

n Central banks are more deserving of accolades than opprobrium for their success in stemming the global financial crisis of 2008–09, according  
to Martini.  

n Martini notes that an environment that couples strong growth with few surprises (such as in monetary policy) is ideal for investors.

n Leah Traub, partner and portfolio manager, believes that emerging markets are poised to benefit from continued global economic growth  
in 2018 as domestic demand picks up.

n The U.S. dollar is likely to continue its position of weakness against the currencies of its major trading partners, according to Traub.

n Dollar weakness may change the dynamics in favor of local currency-denominated bonds in 2018, says Traub, as the monetary policies  
of most central banks remain accommodative. 

Key structural risks that had 
troubled investors were reduced  
in 2017.

For investors, an environment 
that couples strong growth with 
few surprises is ideal.

The U.S. economy is more 
resilient today than it was  
in 2008.
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healthy, and financial leverage sharply reduced compared with the 
setting prior to the last downturn, Martini believes that the U.S. 
economy would likely be much more resilient than usual if there 
occurred a sudden drop in asset prices. Thus, according to Martini, 
“central banks may be more deserving of accolades for the aggres-
sive actions they took to stem the financial global financial crisis and 
the threat of a euro currency meltdown in 2010–12, than the oppro-
brium they have received from analysts who forecast that their 
actions would inevitably be followed by even greater pain.”

EMERGING MARKETS MAY BENEFIT
Given the expectation that global growth will continue to increase 

in 2018 (with the exception of some slowdown in China), Leah G. 
Traub, partner and portfolio manager, believes emerging markets 
(EMs) are positioned to reap the benefits, especially those export-
oriented economies in Asia and Central and Eastern Europe. 

Traub believes that commodity prices should remain supportive, 
but that we probably will not see a repeat of the price increases we 
saw in 2016 and 2017. “The 
improvement in the external 
balances of commodity pro-
ducers has likely peaked,” 
Traub says, “and 2018 should see a gradual worsening in those trade 
balances.” However, many EM countries were forced to implement 
structural reforms following the so-called “taper tantrum” in 
mid-2013 (when investors drove up U.S. Treasury yields rapidly on 
fears that the Fed’s balance sheet would quickly be reduced and that 
short-term rates would be increased) and then the collapse in com-
modity prices that began in 2014. As a whole, Traub believes, the EM 
countries now are less dependent upon foreign inflows and better 
able to handle external shocks than they were four years ago. 

Elsewhere, domestic demand has been depressed in many Latin 
American and Asian economies. As that continues to recover, growth 
should pick up. “The growth differential between the emerging and 
developed markets began widening this year, and should continue to 
do so in 2018. That should drive better currency and local bond 
market performance relative to the United States,” Traub observed. 

CONTINUED WEAKNESS FOR U.S. DOLLAR
The U.S. dollar was weaker in 2017 than many observers had 

expected. Despite two Fed interest-rate hikes, with another one 
likely in December, and most other major central banks still in easing 
mode, the dollar (as 
measured by the Federal 
Reserve Board’s Trade 
Weighted U.S. Dollar Index) 
weakened, by nearly 7%, against the currencies of a broad group of 
major U.S. trading partners. It is difficult to see this trend reversing 
in the beginning of 2018, said Traub, since the factors driving the 
dollar’s relative weakness are still present. 

First, the U.S. yield curve has been flattening, both in absolute 
terms and relative to European and Japanese yield curves. This flat-
tening normally occurs during periods when the Fed is hiking short-
term interest rates, causing the short end to rise more than the long 
end of the yield curve. Over the past year, this has gone to an extreme, 
as the 10-year and 30-year yields have fallen, while the two-year and 
five-year yields have been rising. This means that the market thinks 
the Fed’s hiking cycle will be gradual, shallow, but still ahead of 
where inflation is. Historically, when the yield curve flattens during a 
hiking cycle, the dollar weakens against most other currencies. 

This leads to the second reason behind the softness in the dollar: 
weaker than expected inflation. Core inflation has fallen throughout 
the year due to a number of factors. While some of these factors are 
cyclical in nature, such as increased competition in the wireless 
phone industry driving price declines, the surprising driver has been 
the absence of any significant wage growth, despite a low and still 
declining unemployment rate. Without a meaningful increase in 
inflation, it is hard to see interest rates rising rapidly, capping any 
dollar appreciation. 

Finally, as Traub observed, growth in Europe and parts of Asia 
has been outpacing U.S. growth this year. Rising global growth has 
led to a rise in global trade, which in turn benefits countries that are 
more export-dependent than, say, the United States, which is a net 
importer. Flows have increased into export-driven countries, both 
into the real economy in the form of trade and foreign direct invest-
ment, and into the financial markets, causing their currencies to rise 
at the expense of the dollar.

EMS AND CENTRAL BANK POLICIES
“What makes this Fed rate-hiking cycle different from those of 

the past is that most of the rest of the world is not hiking alongside 
it,” Traub said. “On the contrary, the ECB, BoJ, and the Bank of 
England are still engaging 
in quantitative easing, and 
are expected to continue 
buying some amount of 
bonds through most of 2018.” (The Bank of England’s program likely 
will end in the first quarter of 2018.) While this easing may taper off 
over the course of the year, rate hikes by the ECB or BoJ are not in 
the cards until 2019, Traub believes. In addition, several EM coun-
tries will continue to cut interest rates and even more EMs are antic-
ipated to be on hold. 

This difference will be very supportive for other countries’ gov-
ernment bond markets, Traub observed. Inflows into EM local 
currency bonds turned slightly positive in 2017, but were dwarfed by 
the large flows into EM bonds denominated in U.S. dollars. In 2018, 
Traub believes that the dynamics should change in favor of local 
currency-denominated bonds, as the yield differential is attractive, 
and there is the possibility for price gains as those central banks 
remain accommodative and the dollar continues to soften.
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Export-oriented countries are 
positioned to benefit from  
global growth.

The factors driving the dollar’s 
weakness are still present.

Most central banks are still highly 
accommodative in terms of 
monetary policy.



IMPORTANT INFORMATION
A Note about Risk: The value of an investment in fixed-income securities will change as interest rates fluctuate and in response to market movements. As interest rates fall, the prices of debt securities tend to rise. 
As rates rise, prices tend to fall. Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity risk. High-yield securities, sometimes called junk bonds, carry 
increased risks of price volatility, illiquidity, and the possibility of default in the timely payment of interest and principal. Bonds may also be subject to other types of risk, such as call, credit, liquidity, interest-rate, 
and general market risks. Longer-term debt securities are usually more sensitive to interest-rate changes; the longer the maturity of a security, the greater the effect a change in interest rates is likely to have on its 
price. Lower-rated bonds may be subject to greater risk than higher-rated bonds. The value of investments in equity securities will fluctuate in response to general economic conditions and to changes in the prospects 
of particular companies and/or sectors in the economy. Special risks are inherent to international investing, including those related to currency fluctuations and foreign, political, and economic events. The securities 
markets of emerging countries tend to be less liquid, especially subject to greater price volatility, have a smaller market capitalization, have less government regulation and may not be subject to as extensive and frequent 
accounting, financial and other reporting requirements as securities issued in more developed countries. Further, investing in the securities of issuers located in certain emerging countries may present a greater risk of 
loss resulting from problems in security registration and custody or substantial economic or political disruptions. No investing strategy can overcome all market volatility or guarantee future results.

Forecasts and projections are based on current market conditions and are subject to change without notice. Projections should not be considered a guarantee.

This article may contain assumptions that are “forward-looking statements,” which are based on certain assumptions of future events. Actual events are difficult to predict and may differ from those assumed. There can 
be no assurance that forward-looking statements will materialize or that actual returns or results will not be materially different from those described here.

Glossary of Terms

Created in 2009, bitcoin is a type of digital currency in which encryption techniques are used to regulate the generation of units of currency and verify the transfer of funds, operating independently of a central bank.

The Board of Governors of the Federal Reserve System (U.S.), Trade Weighted U.S. Dollar Index Broad is a weighted average of the foreign exchange values of the U.S. dollar against the currencies of a large group of 
major trading partners. 

Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

The information provided is not directed at any investor or category of investors and is provided solely as general information about Lord Abbett’s products and services and to otherwise provide general investment education. 
None of the information provided should be regarded as a suggestion to engage in or refrain from any investment-related course of action as neither Lord Abbett nor its affiliates are undertaking to provide impartial invest-
ment advice, act as an impartial adviser, or give advice in a fiduciary capacity. If you are an individual retirement investor, contact your financial advisor or other fiduciary about whether any given investment idea, strategy, 
product or service may be appropriate for your circumstances.

The opinions in Market View are as of the date of publication, are subject to change based on subsequent developments, and may not reflect the views of the firm as a whole. The material is not intended to be relied upon as 
a forecast, research, or investment advice, is not a recommendation or offer to buy or sell any securities or to adopt any investment strategy, and is not intended to predict or depict the performance of any investment. Readers 
should not assume that investments in companies, securities, sectors, and/or markets described were or will be profitable. Investing involves risk, including possible loss of principal. This document is prepared based on the 
information Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and completeness of the information. Investors should consult with a financial advisor prior to making an investment decision.
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Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett funds. This and other important information is 
contained in each fund’s summary prospectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your 
investment professional or Lord Abbett Distributor LLC at 888-522-2388, or visit us at lordabbett.com. Read the prospectus carefully before you invest.
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