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When market volatility returns with a vengeance as it did recently, it is important to go back to first 
principles to avoid over-reactions. The big picture hasn’t really changed—the global economy is expanding 
at a brisk pace, while inflation remains well-behaved in most parts of the world. Given the improving but 
still non-inflationary cyclical backdrop, many central banks are slowly taking “the foot off the accelerator”, 
but are in no rush to put on the brakes. In other words, on balance, the global monetary policy stance 
remains accommodative. 

We titled our last Perspectives edition “As Good As It Gets?” and went on to ponder that, after a stellar year 
for the world economy in 2017, the main question was not whether the growth outlook is good or lacklustre. 
The real question was: how long can this last? How long can the equity bull market continue before it hits a 
bump in the road? The past few days have answered our question, admittedly sooner than we may have 
thought. What can we expect next?  

Why have investors suddenly turned so jittery? It relates to the recent turn of events in the U.S. economy. 
Over the past week there has been a re-pricing of U.S. inflation expectations, with more and more market 
participants worrying about an overheating U.S. economy. This has led to a move higher in both short-term 
and long-term interest rates. In terms of magnitude, this bond market pullback is comparable to the “taper 
tantrum” episode in the summer of 2013. This time around, however, it is the threat of higher cost-push 
inflation potentially leading to higher interest rates that is the main source of concern. Very tight labour 
conditions have been translating into faster wage inflation. If significant enough, the build-up in cost-push 
pressures could force the U.S. Federal Reserve (Fed) to deliver more aggressive rate hikes, putting the U.S. 
economic expansion at risk. Higher inflation can also lead to lower profit margins and ultimately the 
revenue growth of S&P500 companies. 

We raised this risk of faster-than-expected inflation triggering higher financial market volatility in the last 
edition of Perspectives. To keep market participants cool-headed, they have to remain convinced that 
inflation is no threat and that central banks have plenty of time on their side to renormalize monetary 
policies. However, the more the global economy surprises on the upside, the greater the risk for central 
banks of falling behind the curve. Recent financial market developments are validating the concerns we 
raised late last year—inflation showing its ugly head faster than generally expected could be enough to spoil 
the party for global investors. 

Luckily, Europe and most emerging economies are well behind the U.S. in terms of the inflation dynamics, 
which leaves their respective central banks some leeway to remain gentle in their policy renormalization. 
Inflationary pressures also have less negative impact on corporate profitability in these regions, which 
leaves us more constructive on their financial market prospects. This is at the root of our current asset 
allocation strategy. Our strategy strikes a balance between being underweight the U.S. equity market and 
overweight international and emerging markets, while maintaining a balance between total equity versus 
fixed income exposure.  

All in all, major central banks’ policy renormalization continues and is expected to generate higher volatility 
than the recent past. That is the negative aspect. The positive is that this renormalization is occurring 
because there is a fundamental improvement in underlying economic activity. Finally, central banks are not 
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expected to short circuit this economic expansion—that is, at least until inflation proves to be self-
sustained. In our opinion, that is still a long way off, given the global headwinds remaining. 
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The views expressed in this document are the personal views of Luc de la Durantaye and should not be taken as 
the views of CIBC Asset Management Inc. This document is provided for general informational purposes only 
and does not constitute financial, investment, tax, legal or accounting advice nor does it constitute an offer or 
solicitation to buy or sell any securities referred to. Individual circumstances and current events are critical to 
sound investment planning; anyone wishing to act on this document should consult with his or her advisor. The 
information contained in this document has been obtained from sources believed to be reliable and is believed 
to be accurate at the time of publishing, but we do not represent that it is accurate or complete and it should 
not be relied upon as such. All opinions and estimates expressed in this document are as of the date of 
publication unless otherwise indicated, and are subject to change. Commissions, trailing commissions, 
management fees and expenses all may be associated with mutual fund investments. Please read the 
simplified prospectus before investing. Mutual funds are not guaranteed, their values change frequently and 
past performance may not be repeated. 
 
®CIBC Asset Management and the CIBC logo are registered trademarks of Canadian Imperial Bank of 
Commerce (CIBC), used under license. 
 
The material and/or its contents may not be reproduced without the express written consent of CIBC Asset 
Management Inc. 
 

Certain information that we have provided to you may constitute “forward-looking” statements. These 
statements involve known and unknown risks, uncertainties and other factors that may cause the actual results 
or achievements to be materially different than the results, performance or achievements expressed or implied 
in the forward-looking statements. 
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