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Coping strategies for a mature bull market 

After an incredibly strong 2017, and the rapid recovery in markets following the early February sell-off, it is perhaps inevitable 
that investors are rethinking their strategy. We have read commentary on how to position for a “melt-up” in equity prices, as 
well as commentators pointing to the possibility of a 1987-style market crash. Against this backdrop, we offer you a three-step 
guide to coping with a mature bull market. 

 
An update on our cyclical indicators 
Our cyclical indicators still point to a benign environment with developed markets in the “Expansion” phase and emerging 
markets in the “Recovery” phase.  The recent move towards 3% on the US 10-year Treasury yield is a challenge to market 
valuations, but the weaker US dollar has helped to loosen monetary conditions and the steepening of the yield curve suggests 
belief in the sustainability of the upswing. 

 
 

 Cycle measure Horizon US Eurozone Japan EM China 

 Growth & Inflation trackers  Short-term Recovery  Expansion  Expansion  Recovery  Recovery  
 Business cycle indicators  Medium-term Expansion  Expansion Slowdown  Recovery Recovery  
 Output gaps Long-term Expansion  Recovery Recovery Recovery Recovery  
 Overall 

 

Expansion  Expansion  Expansion  Recovery Recovery 
 
 
 

 Plan your exit strategy 

 
What indicators are you watching to 
trigger a shift in direction? Identify those 
triggers now and be disciplined. In our 
case, we are focused on our cyclical 
indicators which are still indicating a 
benign environment, but a shift to what we 
call the “slowdown” phase of the cycle 
would prompt a shift to a more defensive 
strategy.  Secondly, use those low volatility 
days to plan your defensive strategy. We 
are running our portfolios through a 
number of scenarios to identify what shifts 
might be necessary. You don’t want to 
adjust your strategy “on the fly” in the 
midst of market volatility. 

 

 Be diversified 

 
One of today’s challenges is that, with 
cash rates so low, we also cannot afford to 
sit out this stage of the market.  Although 
the Federal Reserve is raising rates, central 
bank liquidity from Europe and Japan is 
still plentiful and markets could continue to 
grind higher. To help stay prudently 
invested, we suggest spreading your risk 
across a range of return sources.  For 
example, we have been diversifying into 
alternative exposures such as relative value 
and currency strategies. Within equities, 
we have some exposure to value stocks as 
they have lagged the rest of the market 
and exhibit lower sensitivity to interest 
rates. 

 Don’t be greedy 

 
In the aftermath of a bear market, we 
believe we should be focused on capturing 
as much of the upside as possible as 
valuations snap back to neutral. However, 
we are at a very different juncture now: 
valuations are stretched and at this point of 
the cycle we believe that you should be 
ready to leave some return on the 
table.  Don’t chase those growth stocks! 
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Cycle signals based on  
entire history 

Consensus all three 20% 23% 15% 6% 6% 

2 majority 55% 61% 55% 49% 52% 

No consensus 25% 16% 30% 45% 42% 

Source: Schroders, 28 February 2018. Note: US output gap measure based on our own estimate of the output gap. For the Eurozone and Japan, the output gap 
estimate is using Oxford Economics' estimates.  

 

Current outlook 
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Equities +  
We believe the earnings story will remain positive for equities, supported by solid 
economic growth and higher but still moderate inflation. 

Government 
bonds 

-  
Valuations have improved, but not enough to overtake the improvement in economic 
data or compensate for rising inflationary pressures. 

Commodities +  
The cyclical environment remains supportive, leading to strong fundamentals for most 
commodities. Carry has improved and is now neutral. 

Credit 0  
Pricing offers limited value, but good interest coverage and a constrained outlook for 
defaults provides some assurance against risks of aggressive spread widening. 

 

 Category View Comments 
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US +  
Valuations continue to look much more stretched vs other markets.  But show strong 
momentum in earnings revisions supported by strong economic growth and tax cuts. 

UK 0  
We hold our view on UK equities, keeping it neutral with the continued risk of sterling 
appreciation and uninspiring earnings growth. 

Europe +  We expect European growth to remain strong. 

Japan ++  
We note that the strong yen continues to be a near-term headwind, and will likely delay 
the timing of upward revisions to earnings forecasts. 

Pacific  
ex-Japan 

+  
Singapore continues to rank as our best country model, as earnings revisions 
momentum remains as strong as in the US, in addition to reasonable valuation levels. 

Emerging 
markets ++  

Our views on EM remain unchanged, and we continue to expect earnings growth to 
outpace other regions supported by growth in intra-EM trade. 
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US -  
Treasuries continue to look rich through a combination of expensive term premium, 
large supply increase, low inflation expectations, fiscal stimulus and Fed tapering. 

UK 0  
The Bank of England sounds hawkish but its bark may be worse than its bite. Given 
mixed data and Brexit uncertainty we remain neutral. 

Germany -  
Economic data has been strong, putting pressure on the European Central Bank to 
reduce policy accommodation.  Quantitative easing should end in September. 

Japan 0  
We remain neutral as the Bank of Japan (BoJ) holds firm on expansionary monetary 
policy, anchoring yields. 

+ + + 
+ + 

+ ‒ 

‒ ‒ 

‒ ‒ ‒ 

+ + + 
+ + 
+ ‒ 

‒ ‒ 

‒ ‒ ‒ 
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US inflation 
linked +  

Valuations continue to look attractive and inflation should rise slowly, supporting our 
decision to remain positive. 

Emerging 
markets local 

+  
Although the cyclical tailwinds of falling inflation and central bank rate cuts are 
approaching an end, the term premium within the yield curves remains attractive.  

 
    

IG
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 US -  Although spreads have proven resilient despite recent volatility, investment grade 

continues to be our least favoured sector in the market. 

Europe -  Tight spreads mean the risk / reward profile remains unattractive and the recent 
increase in hedging costs has contributed towards outflows. 

Emerging 
markets USD 

0  
In light of improved fundamentals and the macro backdrop still being favourable, we 
maintain a neutral view and continue to favour EM Asia for EM corporate allocations. 
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US +  US HY remains our favoured sector for capturing carry.  Economic growth and financing 
conditions are supportive, as default rates continue to fall. 

Europe 0  While corporate fundamentals and earnings have improved, valuations remain 
stretched after recent volatility. 
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We expect oil production to be in slight deficit in 2018, supporting prices. Higher 
corporate hedging ratios have resulted in more backwardation, hence more carry. 
However non-commercial positioning remains a concern. 

Gold -  
Correlation with real yield is historically significant, but broke recently. Additional factors 
(market volatility, USD & investor sentiment) are also significant drivers of price. 

Industrial 
metals +  

The main drivers of metal prices (US$, supply/demand and China’s manufacturing 
purchasing managers’ index) are supportive. 

Agriculture +  
Stars are aligned for agricultural product prices to break out higher. Barring adverse 
weather, 2018 could see strong performance.  
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US $ -   We have become slightly less negative following a correction in valuation and an 
upgrade of our expectations for the Federal Reserve. 

UK £ 0  Continues to be driven by Brexit newsflow, with a weak bias to buying due to cheap 
valuation. 

EU € 0  
Our downgrade comes from growth expectations becoming too stretched in a backdrop 
where EUR is now fair value. 

JPY ¥ 0  
Recent strengthening due to safe haven status and perceptions that BoJ QQE policy may 
change in 2019. While still cheaply valued, we wait for more signs of better fundamentals 

Swiss ₣ 0  
Given continuing improved cyclical picture and a reduction in European political risk, we 
continue to expect less intervention by the Swiss National Bank. 

 
Past performance is not a guide to future performance and may not be repeated.  The value of investments and the 
income from them may go down as well as up and investors may not get back the amounts originally invested.  
 

Source: Schroders, March 2018.  The views for equities, government bonds and commodities are based on return relative to cash in local currency.  The 
views for corporate bonds and high yield are based on credit spreads (i.e. duration-hedged).  The views for currencies are relative to US dollar, apart 
from US dollar which is relative to a trade-weighted basket. 
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