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What happened in the markets in 2017? 

Global growth in 2017 was a strong 3.6%, as the growth leadership moved from the US to 

Asia and Europe, while household inflation pressures remained muted. Global central bank 

buying of bonds (quantitative easing or QE) started to slow, as the US and the UK stopped 

QE and began increasing interest rates, while Europe and Japans’ QE still helped to drive 

asset prices upwards. The UK economy grew by 1.8% in 2017, down from 1.9% in 2016, 

while inflation was 3.1%, driven up by the fall in the pound in 2016, which increased the 

price of imports. We have now grown for 9 consecutive years, although in 2017, the UK 

lagged the other members of the G7, as it, along with the US, got towards the end of its 

economic upswing, as Europe and developing markets began theirs. 

Stocks in the FTSE 100 were up by 12% when the 4% paid out in dividends were included 

(see below), resulting in another record close of 7,687.77, helped by the rebound in oil stocks, 

and a 4% increase in the Euro during the year. The Index would have been up a lot more, if 

the US Dollar hadn’t gradually slid in value by 9% over 2017. Both Global Equity Income 

funds and UK Equity Income funds were up by 11%, Asia Pacific Equities (excluding Japan) 

were up by 24%, UK Smaller Companies by 26%, UK Commercial Property by 6%, UK 

Fixed Interest by 5%, while Halifax Housing Index returned 3%. More surprisingly, we 

didn’t have the usual 10% dip in equity prices we normally get at some time in most years. 

2017 Total Returns (inc income) for an average UK Smaller Companies Fund (light pink), 

Asia Pacific Equity Fund (excluding Japan, yellow), Global Equity Income Fund (blue), 

FTSE 100 (red), UK Equity Income Fund (dark pink), Commercial Property Fund (grey), UK 

Fixed Interest fund (green), and the Halifax UK Residential Property Market (brown) 
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The Outlook for 2018 

The outlook for equities in 2018 appears to be a good one, as the bull market nears its ninth 

anniversary in March 2018. This has been a very long slow uphill climb in values, 

underpinned by solid earnings increases over the years. While I think we’re definitely in the 

later stages of the bull market, equity returns at the end of the upswing in the business cycle 

are typically positive unless interest rates tighten sharply, which doesn’t appear likely 

currently. The slow pace of interest rate rises and lack of inflation pressure still seem to 

create a good environment for taking risk in shares, although there are still key things to keep 

an eye on, in particular money supply, employment numbers, business and consumer 

confidence and bank lending. Ageing populations are a concern in many countries, except for 

Africa and most of Asia, which has often meant consumers moving from investing in equities 

to bonds, but higher income equities are now offering similar income, along with the prospect 

of capital gain over the long term, which has served to offset this move of late.  

The outlook for global economic growth in 2018 is about 3.7% pa, compared to 3.6% in 

2017, and even more importantly we are seeing unusually synchronized growth around the 

whole world. Inflation is still low, which again provides a solid foundation for investment 

market participants. QE has provided a lot of money to support all asset prices over the last 

few years, however, this is now going into reverse in the US and the UK, where full 

employment and the start of inflationary pressures are building. Japanese money printing 

machines are still running at full pelt due to an ageing population, low growth and inflation, 

despite full employment and an economy which has finally managed sustained growth for the 

last two years.  However, Europe is likely to taper its QE in 2018, but global monetary policy 

is still loose, which should continue to support markets. Europe has had its first good year in 

2017 since the credit crisis, but it has had a real problem with unemployment. 20% of its 

youth aged 15-24 are unemployed, however this number rises sharply in the South. Youth 

unemployment is a poor 40% in Greece, 38% in Spain, 35% in Italy, and 26% in Portugal, 

although France is still poor with 22%. This sows social tension and division between the 

prosperous North and the less productive South and East. Commodity exporters in the 

developing markets have helped emerging markets to start growing again after a prolonged 

slump since they peaked in 2010. 

QE was essential to pull ourselves out of the credit crisis, but this has made all those with 

assets wealthy, whether they held equities, houses, fine wine or bonds. Incomes, however, 

have not benefited in the same way, initially depressed by high unemployment, and more 

latterly by pressure from zero hour contract work and the rise of automation. To create further 

economic growth, structurally more stable economies, and to reduce the inter-generational 

tensions that asset growth without commensurate income growth has caused, we need to see 

real (after inflation) income increases for workers. The nascent hints of this appear to be 

finally appearing in the US and the UK. 
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The US 

This has been the longest economic expansion, but also one of the shallowest, in the US since 

the war. The US is forecast to grow by a further 2.6-3.0% in 2018, slowing to 1.7% in 2019, 

after a 2.3% rise in 2017. The big test for markets will be the large reduction in QE in Q4 of 

2018, when the Federal Reserve seeks to reduce its balance sheet by US$50b per month. 

Investors will also be watching to see if the further interest rate rises in 2018 are still slow 

and steady, but three further 0.25% increases are in the price already for 2018. Just before 

Xmas the Republicans voted through President Trump’s Tax bill, dramatically cutting 

corporate tax from 35% to 21%, reducing effective personal income tax from 11.9% to 

11.3%, and engaged in enough economic deregulation to send American share prices soaring 

at year end. Ordinarily, fiscal stimulus by governments is not provided at times of high 

employment, for the fear of excessive wage inflation, so this stimulus, combined with 

moderate global growth, is likely to mean that the current US expansion will continue, but 

that inflation concerns will be rising in markets, which might mean interest rates have to go 

up faster than expected which is not good for markets. However, as far as society is 

concerned, and for longer term market returns, we do need to see some wage inflation at last. 

 

Valuation alone is a poor indicator of the end of a bull market. Markets tend to turn before a 

recession after a prolonged period of high interest rates, neither of which is expected in 2018 

in the US, but the US equity bull market is definitely late cycle. Its high valuations suggest 

that its annual returns going forward will be more like 5% pa over the next ten years for a 

sterling investor, compared to the 19% pa seen since March 2009, when equity markets 

troughed. However, a bear market seems unlikely in 2018 for a few reasons:- 

1. The global economy is still in good health, and showing an improvement in growth 

momentum over the past few months. 

2. US consumer confidence is at a record high, compared to the sharp dips seen before 

the bear markets of 2000 and 2007.  

3. Equities still look better value than bonds, where prices have been driven too high by 

Central Bank buying as part of QE. 

4. US jobless claims tend to start rising before a recession, and this has not started yet. 

Unemployment fell to 4.1% in December, a 17 year low. 

5. US manufacturing surveys confidence levels fell below 50% before a stock market 

peak eg 2000 and 2007, and these are currently at a very positive 59%. 

6. House prices are still growing strongly, again a reversal of this is a sign of a peak. 

7. Corporate earnings grew by an impressive 10% in 2017, driven by financials, 

consumers and industrial/commodities, and the large decrease in corporate taxes 

should help companies for years to come. The tax cuts may also mean increased 

dividends and share buybacks, which will also boost market returns. 

8. Oil could make a material difference for the US again in 2018, with figures from 

UBS estimating that the energy sector contributed 1.4% to US growth in 2017. 
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9. Wage inflation is still muted, hence inflation is under control.  

10. Markets have risen slowly and steadily, not accelerated upwards in what is termed 

the “euphoria” phase, as often tends to happen at the end of a bull market. Bull 

markets big S&P 500’s finale’s include 1980 (26%), 1989 (27%), 1997 (31%) and 

1998’s (27%). It can be costly moving out of equities, and missing any big short term 

rallies, as you will also see in the graph in the UK section later. Risks are rising, but 

so are potential rewards. 

This doesn’t mean that the next bear market in equities won’t start in 2018 of course, just that 

it looks unlikely!  

 

Ironically, as an aside, when the U.S. achieved its independence from the UK, the country 

was hopeful that its new standing would usher in an era of free trade. But Britain took a hard 

line, arguing that the U.S. could not leave the British Empire politically and yet remain a part 

of it economically. Hopefully, the European Brexit negotiatiors haven’t studied their history! 

 

Asia 

China is starting to move to take a global leadership role, assisted by the vacuum created by 

President Trump’s retreat to a US centric view of the world. Chinese President Xi Jinping is 

the most dominant leader in a generation and he announced at the 19
th

 National Party 

Conference that China was ready to play a global role for the first time. China wants to 

become more consumer led, as its success has lead to a workforce that is much better 

remunerated than before, so it is no longer the cheap manufacturer that it once was. This 

makes China the new global advocate of free trade, including its much heralded Silk Road 

initiative, reviving the old trading routes between China and Europe. The Chinese consumer 

holds 20% of its wealth as cash to protect them in the future, so there is considerable scope to 

increase expenditure, especially if the government continues to provide a better safety net for 

them eg pensions, healthcare etc.  

2017 also saw the first year of Asian earnings upgrades since 2010, and Chinese shares began 

to be included for the first time in the Emerging Market Indices. In the US, returns have been 

driven by the technology FANG stocks over the last four years eg Facebook, Apple, 

Alphabet, Amazon, Netflix etc. Similar things have been happening more recently in China 

with the rise of Tencent, Alibaba, and Baidu. Tencent is similar to Facebook, but it is already 

larger by market capitalisation, dominating the huge ecommerce Chinese market with its 

instant messaging, films, online games, online comics, videos, music, and its mobile chat 

service WeChat, which has 980m users. It has a very strong relationship with the Chinese 

Communist Party. Alibaba is an Amazon/eBay type portal with 550m users, and its Chief 

Executive Jack Ma is an extrovert often seen on TV, while Baidu is a search engine like 

Google. China grew at 6.5% and similar growth is expected in 2018.  
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China has ongoing demographic issues, as its demand that families had just one child from 

1979 to 2015 created an ageing population with 30m more men than women. However, the 

rest of Asia is relatively young, 230 million people, or 1 in 6 of the population in Asia were 

born in the 1990s onwards. Between 1990 and 2022, the high-income countries’ share of the 

world economy is forecast by the International Monetary Fund to fall from 64 per cent to just 

39 per cent (see the chart below showing 1980 – 2022 at purchasing power parity, ie 

assuming currencies are at the right level, not cheap or expensive). The share of Asian 

emerging and developing countries is forecast to rise from 12 per cent to 39 per cent of the 

world total over this period. China’s share in world output is forecast to jump from 4 per cent 

in 1990 to 21 per cent in 2022, while India is forecast to climb from 4 per cent to 10 per cent.  

 

Both China and emerging Asia are likely to draw support from a modest increase in global 

trade and commodity prices. Since China is by far the largest emerging market and also the 

biggest buyer of commodities on world markets, using 50% of the world’s commodities, the 

steady growth of China’s imports matters immensely to numerous developed and emerging 

commodity exporters around the world.  
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Europe 

The European economy has been sluggish for ten years, however it finally started picking up 

strongly in 2017, as corporate earnings and economic growth began improving, attracting 

global investors in again. Europe is expected to have grown by 2.2% in 2017, which helped 

to boost the Euro by 4%, and it is forecast to grow by a further 1.9% in 2018. 

Economic activity in the eurozone is at last expanding at a momentum close to its potential, 

largely due to the European Central Bank (ECB)’s QE, belatedly started in March 2015. 

However, the ECB plans to taper its purchases later in 2018, as northern Europe is showing 

signs of overheating under QE, which is likely to add to the headwinds in Europe yet again. 

Unemployment is improving, but still high at 8.7% and bank lending is still poor, while not 

enough has been done to drive economic growth and inflation, especially in the south.  

Germany is expected to grow by 2.5% in 2018, but Angela Merkel still hasn’t been able to 

put together a coalition in the three months since the German elections. Germany is at full 

employment at 3.6%, and inflation is zero, but the big union there is pressing for a 6% wage 

rise!  France’s Macron is currently the most vocal leader in Europe, and he is already popular 

with investors, although he is not helping us in the Brexit negotiations.  

In the south, things are improving, but they are still structurally weak. In Italy, the Five Star 

movement of Beppe Grillo is leading the polls with 29% for the elections in March, and he is 

anti further European integration. However, it is forecast that a coalition is likely, with Silvio 

Berlesconi at the head, which would provide some stability. Italy also need to find buyers for 

the loans that are maturing this year worth 17% of GDP, when purchasers are thin on the 

ground. The ECB has already bought E319b, and is unlikely to want more. Italian 

unemployment is still 11.2%.  

The European Commission has started to put together its EU budget for 2021 onwards, 

without the £10bn a year that the UK currently provides, which is pitting the net contributors 

like Germany, France, Netherlands and Sweden against the net beneficiaries like Poland and 

Hungary. It is likely to mean that the beneficiaries of cohesion handouts, 1/3 of the budget, 

will be reduced to only those EU states with average GDP per person of less than 75% of the 

average, which will not be popular. Poland grew by 4.2% in 2017, but the EU is trying to 

impose sanctions on it, as it disagrees with Poland’s Judicial Reform Bill, and as one of the 

UK’s closer trading partners, they, and Hungary, look a ready ally in Brexit negotiations. 

Budget negotiations will push Brexit discussions down the list of EU priorities, but now that 

we are getting in to the nitty gritty of the actual trade negotiations, Brexit talks are likely to 

mean that special interest groups like French farmers and vineyard owners, Spanish and 

Greek tourism bosses, and German car manufacturers start to try and push for a softer Brexit, 

as they fight for their own prosperity and survival. 

As an example of why the EU regulatory regime is held in such low esteem, the EU’s MIFID 

2 for financial regulation is being implemented this month. It is 7,000 pages long, or 1.4m 

paragraphs, and it will not obviously help consumers, but it will burn many billions of pounds 

to implement across the world. In January last year, there were 143m financial transactions 
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on the European trading exchanges, and MIFID 2 now means that 65 pieces of data have to 

be collected, published and stored for five years for every such transaction going forward, 

and this is just one small part of this debacle. Will it help the likes of you and I, no. Who 

instigated it? One Michel Barnier, now the EU’s chief Brexit negotiator. The one difference it 

will make to you is that all future phone calls with Kay Burt Investments will also be 

recorded and stored for five years. You have been warned! 

UK  

The UK economy has slowed somewhat, as its long economic recovery from the credit crisis 

ten years ago gets longer in the tooth, however economic growth is forecast to be at least 

1.5% in 2018, although this lags behind most of the G7 except Italy and Japan. Going 

forward there are risks eg Brexit EU trade deal uncertainty, and the possibility of an extreme 

Left Wing Labour government. Labour’s starting to retreat in the polls again, but the lure 

they present to the young, who were not around in the 1970s, with their promises of no 

student loans and lots of other spending promises on the UK credit card with no way of 

paying for them is still a risk. However, on the positive side, the import inflation uptick we 

saw in 2017 caused by the 15% sterling devaluation in 2016 has started to reverse and there 

are signs that wages should increase a little more, increasing consumer’s money in their 

pockets. Unemployment is very low at 4.3%, recruitment is becoming more difficult, so the 

current average 2.5% average wage rise (including bonuses) is expected to rise slightly in 

2018, and it will feel even better with inflation expected to fall from the current 3.1% to 2.4% 

by year end, as sterling has stabilized. The lowest paid are also set for a 4.3% rise in April as 

the National Living Wage reaches £7.83 per hour.  

The main engine for growth in the UK is the consumer, driving 70% of economic growth. 

Consumers were strong spenders in 2017, growing by 3.6%, compared to 3.5% in 2016, and 

similar growth is expected in 2018. Spending on cinema, theatre, pubs, and restaurants (up 

12.5%) were particular buoyant. However, any further rise in interest rates will hamper those 

with high household debt, whose numbers are also growing.  

Manufacturers make up 10% of the economy, and it is growing strongly, as exporters 

benefited from the weaker sterling, increasing exports by 14% in 2017.  Exports to the EU 

currently makes up 12% of UK GDP, and exporters and the tourism sector are likely to 

continue to benefit from the strong global growth background, and a weaker pound. Business 

investment has also continued at the same pace in 2017 as the two years prior to the Brexit 

vote, despite the doomsayers in the media, the advent of the new minimum wage, and higher 

pension costs. The UK stock market is likely to benefit from the good growth expected in 

global markets, as well as a recovery for domestic earners, eg real estate, consumer goods and 

services. In the second half of 2017, those 50 stocks in the FTSE100 with the least UK 

exposure saw average share prices rises of 33%, while the 50 more focused on the UK saw 

share price falls averaging 3%. UK smaller companies still, however, managed another stellar 

year, up 27%, despite being more domestically orientated, with about 50% of earnings 

coming from overseas, compared to 70% for FTSE100 type companies. 
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The Bank of England (BOE) hiked rates to 0.5% in November, the first rise in ten years, 

reversing the 0.25% reduction in rates immediately after the Brexit vote, and market 

commentators are forecasting another 0.25% hike towards the end of this year, provided 

Brexit talks remain on track.  

The Centre for Economics and Business research is predicting Norwich’s economic growth in 

2018 will be joint 8th with Portsmouth amongst the 48 cities reviewed across the UK. It 

features well for professional services, insurance, digital/ICT and innovations in food science 

and agri-tech emerging from the John Innes Centre. 

As ever, trying to time the markets is not a good idea, as the following chart from JPMorgan 

illustrates. If you remained invested in the UK equity market continuously from 1996 to 

2016, a £10,000 investment would have grown to £43,000, or you would have made 7.4%pa. 

In contrast, if you had taken money out of the markets, and missed the ten best days during 

that 20 year period, you would have made just £23,000 or 4.2%pa. 

 

UK Commercial Property 

I still prefer this asset over fixed interest assets at current prices, and forecasts seem to 

suggest total returns again of another 5-6% or so in 2018, and I suspect we should get a 

further 5% from a bounce back in the bid offer spread, as the fund managers will no longer 

have to charge leavers the cost of the sale of commercial properties. 

80% of London commercial property was bought by overseas investors last year, 32% from 

Hong Kong after they purchased both the Cheesegrater and the Walkie Talkie. The Japanese 

and Koreans are also expected to be a lot more active buyers in 2018, if Brexit talks appear 

positive. Colliers also expect UK institutions to resume buying in 2018, after a quiet 2017.
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House Prices 

House prices grew by 2.6% in 2017 (Halifax says 2.7%), compared to 4.5% in 2016, 

according to Nationwide, while London saw average prices drop by 0.5%. Prime property in 

Westminster and Kensington and Chelsea is down by 15% since September 2014. In 

Norwich, the Halifax says house prices rose by 0.7%, one of the lowest rises in the country. 

Demand across the UK from buy-to-let buyers was subdued, following additional stamp duty 

levies, an 8% capital gains tax surcharge on normal capital gains tax, the loss of expenses 

relief for higher rate tax payers, and more difficult lending requirements on second homes. 

However, remortgaging has accelerated, as the interest rate cycle is now starting to turn 

upwards again. New buyer enquiries have been weakening for much of the year, and at a 

regional level, this measure has deteriorated far more sharply in London, the South East and 

East Anglia compared to other parts of the UK. Forecasts for 2018 suggest a 1% return on 

house prices for the country and further falls of about 2% in London.  

The reductions to Stamp Duty announced in the 2017 Budget should provide a boost for first 

time buyers hoping to take their first step on to the property ladder. Today’s first-time buyers 

need to find an average deposit of around £33,000. If they do manage to purchase their first 

home, they are on average £651 a year better off compared to renting, on top of the savings 

they make from the duty change. It’s encouraging to see that the number of first-time buyers 

getting on the housing ladder has now exceeded 150,000 for the third time in four years. 

The National Bureau of Economic Research has just released an interesting piece of research 

looking at returns from 1870 to 2015 in the UK, and they found that UK equities returned 

7.2%pa over the whole period, while house prices returned 5.3%. When they looked at the 

housing boom from 1950 to 2015, equities returned 9.2%, while house prices returned 6.5%.  

In Conclusion 

2018 is looking like it will have echos from 2017. Global economies will be growing 

strongly, but inflation should remain under control. Interest rate rises will continue to be 

increased by Central Banks in a slow measured way, as the financial experiment known as 

QE starts to be carefully unwound. Equities look likely to be the best performers amongst the 

financial assets again, and diversification amongst countries and assets remains important, as 

the US starts to look more expensive, tempting investors to hold larger weighting’s in Asia, 

Europe and Emerging Markets than earlier in the bull market. In the U.K., markets are being 

driven more by domestic investors since the Brexit vote, so there is considerable upside for 

equities, commercial property and Sterling, if positive noises start emerging from the Brexit 

negotiations. 
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April 2018 Changes 

Dividend Tax Change 

 

The dividend allowance will reduce from £5,000 to £2,000, and tax will be payable at 7.5% 

for basic rate tax payers, 32.5% for higher rate tax payers and 38.1% for additional rate tax 

payers for any sums received above this allowance for investments outside an ISA/pension. 

 

Inheritance Tax Allowance 

 

There is no tax for any assets passed to your spouse on death, however 40% tax is payable 

for any other recipients for any sums above your allowance. The current inheritance tax-free 

allowance is £325,000, but this rises to £425,000, if the home, or money from the sale of a 

home, from a deceased’s estate is going to children or grandchildren. The surviving spouse 

is allowed to use both tax-free allowances, if none of the first partner’s allowance was used. 

Parents can therefore pass on £850,000 without paying tax. The home allowance is rising to 

£125,000 in April, hence this £850,000 will rise to £900,000 in April, £950,000 in April 

2019 and £1,000,000 in April 2020.  A lower rate of tax of 36% applies where 10% or more 

of the net estate is left to charity. The average age of estate recipients is currently 61! 

 

Inheritable ISA Allowances 

 

In April 2015, George Osborne, introduced “inheritable ISAs”, where the value of the ISA 

account at death of a deceased spouse could be transferred to the surviving spouse. This is 

called an “additional permitted subscription” or APS. One flaw with the inherited ISA rules 

is that they don’t allow for any growth in the assets between death and settlement of the 

estate, landing families with unexpected tax bills for investment ISAs in particular. From 

April 2018, when an investor dies, the ISA will be reclassified as a “continuing account of 

deceased investor” or a “continuing ISA”. No money can be paid into it from this point, but 

it will continue to benefit from the tax advantages of an ISA, so growth inside the wrapper 

will remain tax free. This status lasts until, either the administration of the estate is 

complete, the Isa is closed, or three years have passed since death, whichever is soonest. 

The surviving partner will also be able to put the entire amount back into their own ISA. 

 

However, now that personal pension pots have such strong inheritance tax protection, many 

clients have already started drawing down their ISAs before touching their pensions in 

retirement, hence there may not be quite such large ISA pots in estates going forward.  

 

Fidelity Share Trading 

 

Shares will become available to be held on Fidelity FundsNetwork some time in 2018, and 

online dealing for £1.50 per transaction, buy or sell, so a switch would be £3, dividend 

reinvestments would also incur a £1.50 charge. Live dealing for clients will be offered, at £10 

per online deal or £30 per telephone transaction, as there would be no bulk deal discount. 

This information is based on our understanding of current legislation, and the proposed new 

legislation.  Future changes in legislation may affect the information given above, and it is 

possible such changes may be implemented retrospectively. 

Kay Burt 10/1/18 

https://www.gov.uk/inheritance-tax
https://www.gov.uk/inheritance-tax

