FROM QUANTITATIVE EASING TO
QUANTITATIVE TIGHTENING
Why has equity market behavior changed in 2018?
Transcript of a video recorded on May 30, 2018.
I think there are two basic reasons. Both are the recognition of trend reversal.
Back in 2016, in the summer of 2016, we believed that the bond market was experiencing the March of
2000 for bonds. What I mean by that is that the March of 2000 was the great peak in technology shares,
15 years ago. The mistake that investors made at the time was they grossly misjudged the growth outlook.
Bond investors in the summer of 2016 had grossly mispriced the long-term growth outlook for the
major economies. Since then, there’s been a gradual but sure recognition that the deflation risks
have been ebbing.
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In the first quarter of this year, the confidence of investors that the deflation risks were not on the horizon was the key change. Again, it
goes back to this point that we have probably seen the peak of the bull market in bonds for the rest of our professional careers.
That bull market began in 1980, and it concluded in 2016. The other key shift of sentiment relates to Fed policy. Although the Fed has
articulated its desire to normalize, many investors didn’t believe them.
When we combine the first point that I made vis-à-vis growth expectations, investors have finally embraced the idea that the U.S. Fed is
going to normalize interest rate policy.
The good news is that it will happen very slowly. The inflection from quantitative easing to quantitative tightening will probably be a
process that lasts right through 2020 or 2021. Our reference point for this is the quantitative tightening that took place after the Second
World War, from 1946 to 1951. That was also a very extended affair.
In this particular case, I think it will be an extended inflection because Europe and Japan are just well behind the United States by at least
four or five years.
The inflection obviously portends higher interest rates, but it will be slow, and that’s why we say that the rest of this bull cycle will be a
race between robust corporate fundamentals on the one hand, and higher interest rates on the other. Those two points, the end of the
growth mistake and the return to normality of U.S. monetary policy, are what changed equity behavior in 2018.
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Video recorded 5/30/18.

Before investing carefully consider the fund’s investment objectives, risk, charges, and
expenses. Please see the prospectus and the summary prospectus containing this and
other information which can be obtained by calling 1-800-583-6959. Read it carefully
before investing.
Opinions and estimates offered constitute our judgment and are subject to change without notice, as
are statements of financial market trends, which are based on current market conditions. We believe the
information provided here is reliable, but do not warrant its accuracy or completeness. This material is
not intended as an offer or solicitation for the purchase or sale of any financial instrument. The views
and strategies described may not be suitable for all investors. The material has been prepared for
informational purposes only, and is not intended to provide, and should not be relied upon for, accounting, legal or tax advice. References to future returns are not promises or even estimates of actual returns
a client portfolio may achieve. Any forecasts contained herein are for illustrative purposes only and are
not to be relied upon as advice or interpreted as a recommendation.
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