
 
  

 
 
Despite an increase in geopolitical risks (mainly North Korea) and a fair number of natural 
catastrophes (hurricanes and earthquakes), financial markets continued to perform well during 
the third quarter, with lower spread on risky bonds and new record highs for US equities. 
Performances were average for Euro based investors and excellent for USD based investors. 
This is largely due to the sharp movement in the exchange rate, this latest setting itself as a 
key element to forecast. The questions now arising are: 1) Can markets continue to rise and 
2) Will the Euro continue to climb and impact the performance of European investors? 
 
 

he combination which continues to support 
financial markets is composed of:  

 
1) A strong earnings growth environment. 

During Q2 2017, earnings were up 11% 
for the S&P 500 and are expected to rise 
12% next year. In Europe, they are 
expected to be up 13% this year and 8% 
next year. 
 

2) A stable inflation at a low level, especially 
in Europe after the strengthening of the 
exchange rate, leaving the Central Banks 
with no urge for tightening their monetary 
policies. Markets expect only a slow 
increase in interest rates in the US and 
probably a light tapering from the ECB for 
next year. 

 
The macroeconomic development will be more 
complicated to understand this month because of 
the hurricanes impacting the economic figures 
released in the US. Nevertheless, looking at 
surveys, the labour market is still strong worldwide. 
Manpower Employment Outlook Survey points out 

an increase in hiring in all the 43 countries for the 
first time since 2008 (with Japan leading the 
ranking) and jobs openings in the US were above 
6 million in June/July for the first time since its 
inception in 2000. 
 
Analysing these herein factors, we expect the 
growth momentum to remain positive even if the 
economic numbers in the US will be uneasy to 
read.  
 

 
Source: Bureau of Labor Statistics - US Dept. of Labor - Oct 2017   
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F I N M A  R E G U L A T E D  C O M P A N Y 

 
Another element which can be positive for the 
growth expectations is an eventual reduction of the 
tax rate in the US. The Republican Party finds itself 
under pressure for delivering on the topic before the 
mid-term election next year. The strain heightened 
following the successive health care reform 
setbacks. 
 
For the last quarter of the year, we think the outlook 
is still positive for equity markets. Valuations are 
high but not extreme, which create a ripe context 
for earnings momentum to continue dominating. In 
addition, a possible tax reduction in the US could 
give valuations a boost and enhanced the trend. 
In regards to bond markets, valuations are richer 
and, with a movement up of the risk-free rates, the 
probability to get gains is shrinking. 
 
The second question we will be facing is: what if 
the Euro continues to strengthen? Beforehand, let’s 
have a look at what the drivers of the upswing in 
the EUR/USD have been so far: 
 

• A particularly low valuation of the Euro at 
the beginning of the year (the EUR/USD 
pair was traded around 1.05 against an 
equilibrium price estimated by most of the 
economists in the range of 1.20 and 1.30) 

 
 
 
 
 

 

 
• In the aftermath of French presidential 

elections, political risks decreased and 
expectations for significant reforms were 
high  

• A slower Fed tightening policy anticipated 
after some lower than expected inflation 
reports 

• The exit strategy from the QE by the ECB 
was uncertain. 

 
For the upcoming months, we expect a 
stabilization of the Euro or even a slightly upside 
for the USD. Observations which hint at this 
direction are notably the following ones:  
 

• Current valuations are now close to the 
historical average 

• As the ECB tapering approaches, the 
process of exiting the QE becomes more 
predictable. We could foresee a probable 
6 months extension of monthly purchases at 
a lower level (around 40 bln) 

• On its side, the Fed could be the key driver 
on the currency market. Indeed, if the US 
labour market remains strong, the 
expectation of the Fed hiking rates in 
December will increase. 
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