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12 May 2017 At our recent ISG conference, we noted that “risks appeared to be more political than 

macro-economic.”  

 

Despite the undoubted upheaval associated with Trump, Brexit and the raft of European 

elections that will occur this year we tend to forget that large parts of the world economy 

are still operating well below potential, at least, relative to previous trends.  

 

Even in the US, which is well on the way to full recovery, the Trump 4% growth target 

remains a long way off.  

 

The point is that in a normal recovery episode we would now be seeing both stronger 

growth and higher inflation suggesting that the cycle was reaching the end of its natural 

life. This time around, the extent of the damage done by the last downturn has left 

economies profoundly scarred; the depth of the economic declines leaving a larger 

catch-up and the policy of austerity delaying the onset of mature recovery.  

 

However, as we also noted at our conference, global growth indicators are signalling 

continued and, in some cases, accelerating recovery. 

 

Greece is an interesting example. Oxford Economics has noted that the Greek 

depression has been worse than 95% of other crises including those in “war-torn” Congo 

in the early 1990s and Argentina in 1980 and 1995.  

 

Nevertheless, despite all the privation, the Greek economy remains a member of the 

Euro and this year is likely to run a primary budget surplus of 4% or more. Much more 

importantly the yield on Greek government bonds has declined from a peak of 36% in 

2012 to under 6% today. In other words, despite the politics, an economic recovery, of 

sorts, is setting in. 

 

In many ways, Greece is just the very worst example of an economy that has simply failed 

to modernise.  

 

Productivity is the key to growth and productivity demands investment. Greece still has 

a long road to travel but who can doubt that significant gains from economic 

modernisation cannot be made in Italy, Spain and Emmanuel Macron’s France.  

 

These large, important, economies are still operating below potential and therefore 

depriving themselves and the world of the demand that would go a long way toward 

absorbing abundant supply and restoring prosperity. 

 

At Tacit we don’t believe that that economies have yet “normalised.” The length and 

depth of the downturn implies a long and difficult recovery.  

 

Nonetheless, one telling signal of economic normalisation is rising bond yields in the US 

but falling bond yields in Greece.  
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IMPORTANT DISCLAIMER: This document has been issued and approved by Tacit Investment Management. The information herein 

is not intended to be an offer to buy or sell, or a solicitation of an offer to buy or sell, any securities and has been obtained from, or is 

based upon, sources believed to be reliable; however no representation or warranty, express or implied, is made nor responsibility of any 

kind accepted either as to the accuracy, completeness or correctness of the information stated herein, or that material facts have 

not been omitted. Material contained in this report satisfies the regulatory provisions concerning independent investment research as 

defined in MiFID. Tacit Investment Management, its associate companies and/or their clients, directors and employees may own or 

have a position in the securities mentioned herein and may add to or dispose of any such securities. Please bear in mind that, before 

publishing a research recommendation, we may have acted upon it or made use of information on which it is based. 

 
The views of reflected in this document is a matter of judgement at the time of writing and is subject to change without notice. In 

addition, Tacit Investment Management may issue other reports that are inconsistent with, and reach different conclusions from, 

the information presented in this report and is under no obligation to ensure that such other reports are brought to the attention of any 

recipient of this report. To the maximum extent possible at law, Tacit Investment Management does not accept any liability 

whatsoever arising from the use of the material or information contained herein. 

 
The financial instruments discussed in this report may not be suitable for all investors, and investors must make their own informed 

decisions and seek their own advice regarding the appropriateness of investing in financial instruments or implementing strategies 

discussed herein. Any price shown is only an indication of the middle market price at the time of publication. Private clients should be 

aware that prices may fall as well as rise and the income derived from them may fluctuate. The value of securities and financial 

instruments is subject to currency exchange rate fluctuation that may have a positive or negative effect on the price of such securities 

or financial instruments. Tacit Investment Management does not provide any tax advice. Past performance is not necessarily a 

guide to future performance and you may not get back the original amount invested. Estimates of future performance are based 

on assumptions that may not be realised. Investments in general, and derivatives in particular, involve numerous risks, including, among 

others, market, counterparty default and liquidity risk. Investments referred to in this document may not be suitable for you and if you 

have any doubt about this you should contact your adviser for further advice 
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