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Drivers, Passengers and Roadkill

Successful investing begins with learning to differentiate the things that matter from the 
things that don’t. For most of the past 40 years, what mattered most to investors around the 
globe were US capital and fi scal fl ows, the state of the US economy and the US Federal 
Reserve. Those were the drivers that dominated the Group of Seven industrialized nations as 
well as the countries within their sphere of infl uence. Global companies whose business mod-
els were aligned with growth in the US economy were able to profi t by going along for the ride 
as passengers, if you will, of the Fed and US market forces.

But now the cast of global players has expanded to include Russia and many of the for-
mer Soviet Union’s satellite states in Eastern Europe, and, most important, China and India. 
Since 1989, with an economic wobble here and a currency crisis there, these states have 
emerged as headliners on the world stage, dramatically changing the fl ow of capital around 
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US Large-Cap BULLISH
US Mid-Cap NEUTRAL
US Small-Cap NEUTRAL
Europe BULLISH
Japan BULLISH
Asia Pacifi c NEUTRAL
Emerging Markets NEUTRAL
 Latin America NEUTRAL
 Europe NEUTRAL
 Asia Pacifi c NEUTRAL

EQUITIES 12-MONTH OUTLOOK
US (Trsys & high-grade) NEUTRAL
US High Yield BEARISH
Europe NEUTRAL
UK NEUTRAL
Japan NEUTRAL
Emerging Markets BEARISH

FIXED INCOME 12-MONTH OUTLOOK

Relative-value  NEUTRAL
and event-driven  

Macro and  NEUTRAL
managed futures 

Equity long/short  NEUTRAL

HEDGE FUNDS 12-MONTH OUTLOOK

EQUITIES OVERWEIGHT
FIXED INCOME UNDERWEIGHT
CASH NEUTRAL
HEDGE FUNDS NEUTRAL

GLOBAL ASSET-CLASS WEIGHTINGS
Euro BULLISH
Yen BULLISH
Pound BULLISH
Australian Dollar BULLISH
Canadian Dollar BULLISH
 

CURRENCIES 12-MONTH OUTLOOK*

 *Versus the US dollar

 Bullish: Returns are expected to be 

signifi cantly higher than the long-term trend

Neutral: Returns are expected to be 

around the long-term trend

Bearish: Returns are expected to be 

signifi cantly lower than the long-term trend
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the globe. The Fed, once the world’s monetary center, is now 
but one player, albeit an important one, among many. The 
European Central Bank has become a power with which to 
be reckoned, while the People’s Bank of China is becoming 
another potentate.

As the rules of the road change, some global companies 
will end up passengers of the new drivers of the global econo-
my and the others, who are going along for the ride with Fed 
policy, will become their roadkill. For one, the economic cen-
ters of entire industries have relocated. Steel, textiles, electron-
ics and even energy were once oriented in a single direction: 
toward the large industrial and consumer markets of the West. 
These markets still may be the largest and most attractive, 
but they are no longer the only ones. Increasingly, the new 
consumers, those based in China, India and other parts of the 
developing world, are now dictating where and how goods are 
sold—and who stands to profi t.

Drivers, Passengers and Roadkill

Industries that have not paid attention to similar shifts in 
the economy in the past have paid the ultimate price. In the 
1950s and 1960s, when the US textile industry was centered 
in the New England states and American industry meant fac-
tories in the Northeast and Midwest, the shift of textile mills 
to the cheaper labor of the South decimated local economies 
in the North. Now, when factories and mills move overseas, 
it puts the national economy in danger of a prolonged slump. 
Europe, despite a well-trained workforce and steady product 
innovation, has seen its manufacturing lead usurped fi rst 
by Japan, then by South Korea and now by China. The US’s 
global lead in software has been challenged by talent in India, 
which has moved up the innovation curve. Other industries 
on the cusp of change are aircraft, as Brazil enters the lower 
end of the passenger market, computer makers and perhaps 
even biotechnology. 

We’ve seen that the leaders of the most successful coun-
tries and companies focus more on innovation, quality and 
moving up the value chain than on mere cost cutting. These 
nations and fi rms are redefi ning their roles as drivers. But 
with the emergence of double-digit gross-domestic-product 
growth in some of the developing economies, there are new 
challenges for the right to sit in the driver’s seat. A new set of 
passengers also will emerge, and there could be more roadkill 
up ahead.
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