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2017 Investment Outlook 

 
Intro 
As we enter a new year, with the financial policies of the new administration still largely 
uncharted, the investment community faces uncertainty about what lies ahead for the 
economy and markets. As the Dow pushes to new highs and the Federal Reserve 
considers taking a more aggressive approach to raising interest rates, investors are 
diligently searching for direction as to the best opportunities around the world.  
 
Some of the brightest insights and most sophisticated solutions may be found among 
California’s fast-growing alternatives industry. California’s alternative investment firms 
combine a sophisticated grasp of the investment markets, proximity to the world’s 
center of technological innovation in Silicon Valley, and access to the vital Asia Pacific 
region. They are thus uniquely positioned to cultivate the type of fresh and often 
contrarian thinking that investors deeply value in a year that has brought with it 
disruptions in business and public policy.  
 
Below, we’ve outlined our outlook for the investment industry and financial markets in 
2017. 
 
Top Industry Themes of 2017 
With President Trump expected to deregulate businesses more than any other 
president since Ronald Reagan, the financial services industry is preparing for a 
rollback of the Dodd-Frank bill and Labor Department’s fiduciary rule. While it’s too 
early to determine what this deregulation might look like, it’s clear that it will have 
profound implications for the industry. 
 
In addition to deregulation, the following themes will dominate the investment industry 
in 2017: 
 

• Continued convergence of asset managers (including hedge funds and traditional 
managers) 

• Industry consolidation and evolution of large “mega-managers” as institutional 
investors equate size with safety 

• Stronger internal controls and institutional oversight within both fund managers and 
allocators 

• Standardization and institutionalization of operations and operational due diligence 
• Carried interest tax reform and other tax reform that may alter the incentive structure 

for investors and asset managers 
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• Continued investment in financial technology and innovations that can change the way 
both traditional and alternative managers invest 

• Increased focus on cyber security throughout the financial services industry 
 
Investment Insights 
The bull market is just a few months short if its 8th anniversary and Wall Street is 
abuzz with questions about how long the global economic expansion can continue. A 
“dot plot” released after the Federal Open Market Committee’s (FOMC) December 
2016 meeting shows that the median FOMC members forecasts rates at 1.25% and 
1.5% by the end of 2017, suggesting 2-3 interest rate hikes in 2017. 
 
After Donald Trump was elected president of the U.S., we saw an aggressive buying 
spree benefiting industrials, healthcare, financials and small cap stocks. This equity 
rally was driven by bullishness over the new administration’s declared policy intentions 
and by pent-up equity demand by investors who fled to cash in 2008 and never really 
believed in the bull market. During this same period, investors fled fixed income 
investments in droves, with municipal bonds leading the way down as expectations for 
reduced individual tax rates weighed on the muni space.  
 
While Trump’s inauguration and his proposed policies are top of mind for Americans, 
populism will continue to drive media and markets in Europe in the following ways:  
 

• This year, we’ll start to see the impact of the U.K.’s decision to leave the E.U. 
• Marine Le Pen, the leader of France’s far-right National Front, will compete in the 

French presidential election in May 
• In the aftermath of Italy’s failed referendum, the country faces high unemployment and 

a troubled banking sector 
• Elections in Germany, The Netherlands, and Norway and the Czech Republic will put 

anti-establishment parties and politicians in the spotlight 
• Russian muscle-flexing looms large as Putin seems intent on breaking unity among 

NATO nations 
 
Growing “anti-globalism” will create a challenge for emerging markets, which are 
already struggling because of a strong U.S. dollar. As the dollar has strengthened 
against EM currencies such as the Chinese yuan, Mexican peso and Turkish lira, it has 
become increasingly difficult for EM borrowers to pay their dollar-denominated debt. At 
the same time, rising interest rates in the U.S. pressure EM bond issuers to pay more 
attractive interest rates.  
 
As the new U.S. administration follows through with its aggressive policies against 
China such as tariffs, investors with Chinese assets could be in for a bumpy ride. As 
the new administration chooses not to take part in Trans-Pacific Partnership (TPP), 
China could emerge as a leader in trade and work to isolate the U.S.  
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Outlook for Hedge Funds 
In the first half of the year, as the new administration focuses on tax reform, 
deregulation and infrastructure spending, we anticipate that long-only equity will 
continue to perform well. Long/short equity and short-biased equity will be areas of 
difficulty in this stage of economic growth. 
 
Later in the year, wage and inflation pressures will be key indicators of economic 
growth and determinants of equity performance. Long/short equity funds may start to 
outperform as the market cycle gets further into the expansionary phase.  
 
The divergent monetary policy environment will pose a challenge for fixed income 
managers, who will struggle to find the appropriate mix of long and short positions. 
Given this dynamic, it seems that many managers will be focused on the spreads and 
relative value trades of the divergent policies. Managers will specifically be interested 
in non-U.S. countries and companies that have issued U.S. dollar-denominated debt, 
as this is an area that poses unique challenges and opportunities. At the same time, 
low interest rates and the search for yield should drive real estate activity in the U.S. 
and globally.  
 
Macro managers have long been seen as the countercyclical trade, and as we start to 
see signs of destabilization in Europe and Asia, and a paradigm shift away from 
globalism, there is tremendous potential for these strategies.  
 
Merger arbitrage and event-driven strategies should also see opportunity in the coming 
year. Given the expectations for a looser regulatory environment in the U.S. and fewer 
trade agreements, U.S companies looking for growth could see continued 
consolidation, and non-U.S. companies will look to make acquisitions and real estate in 
the U.S. before the new regulations take hold. Non-U.S. developed markets, 
particularly Japan and Europe, may also see consolidation given continued anemic 
economic growth.  
 
In recent years, institutional investors have poured money into private equity strategies 
in search of yield.  Per Preqin’s 2016 Global Private Equity and Venture Capital Report, 
private equity assets under management reached a new high of $2.4 trillion in June 
2015. Some wonder whether there’s too much capital chasing too few private equity 
deals. It remains to be seen whether the new paradigm under Trump and the potential 
of a “great rotation” give private equity and venture capital a new burst of upward 
momentum. 
 
Conclusion 
In closing, the alternative investment management industry is dynamic and California 
firms are evolving to meet the ever-changing needs of the investment community. We 
look forward to continuing a dialogue with CalALTS members about how they can 
leverage these themes to drive optimal investment outcomes.  
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About CalALTs: 
Formerly the California Hedge Fund Association (CHFA), the California Alternative 
Investments Association (CalALTs) is a not-for-profit organization whose 1,200 
members include alternative asset managers, investors and service providers who are 
dedicated to the continuing evolution of the alternative asset management industry in 
California. CalALTs fosters meaningful connections among its members and a vast 
network of thought leaders, influencers and peers who share investment ideas, best 
practices and industry intelligence that drive tomorrow’s success. The organization 
hosts educational and networking events for members and its digital and social 
platforms provide members with the relationships, information, and opportunities to 
generate better outcomes. 
 
 


