
Year of the black swan?
Risks in 2018



1 Source: The World Bank as at end December 2016.
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In sixteenth-century England, it was commonly understood that all swans were white, and thus that a “black swan” was 

non-existent — an expression of impossibility. In modern times, the term popularised by Nassim Nicholas Taleb in his 

2001 book  is now used as a metaphor for events which are by their very nature unpredictable, 

or at least very difficult to predict with any great accuracy.

Recent decades have seen black-swan events such as the Asian financial crisis, the September 11 attacks on New York, 

the Icelandic banking crisis, and the Fukushima nuclear disaster. Whilst some of these are explainable with some level 

of authority with perfect hindsight, not many people — if any — predicted these events before they occurred. This is 

what makes them so hard to hedge.

When we look across global markets today we see many potential risks. Each has a narrative that warrants our attention, 

but each is challenging to predict with any accuracy. Three key risks we will be watching in 2018 are North Korean 

tensions, European stability, and a possible pull-back in equity markets.

North Korea: Although making up only about 0.3%1 of the world’s population, North Korea garnered well above its share 

of news headlines in 2017. The country’s nuclear-weapons programme remains one of the world’s biggest geopolitical 

challenges; in a worst-case scenario, it has the potential to trigger major conflict on the Korean peninsula and elsewhere 

across the region. The ramifications of such an event would be devastating.

European stability: Following the UK’s vote to leave the European Union in 2016, the market-friendly outcomes of the 

2017 German and French elections were welcome. However, far from being able to put European politics in the rearview 

mirror, the first half of 2018 is going to play host to the much-awaited Italian election. Investors will be hoping for 

another market-friendly result, but the increasing popularity of anti-establishment parties in that country makes such 

an outcome far from certain. Indeed, we may soon find ourselves questioning the strength of the Union once again. 

Equity pull-back: The equity bull market is now one of the most durable on record. The rally is fast approaching nine 

years, making it the sixth-longest in history (see Figure 1). Meanwhile, at time of this writing, volatility has been low, with 

the S&P 500 experiencing its longest streak ever without a 3% intraday drawdown. This has been a great time to be 

invested in markets, and many hope that this will continue for much longer. However, as investors, we must be cognisant 

of the chance of a “correction” — a sell-off of 10% or more across equity markets.

Fooled by Randomness
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As we move through 2018, we will keep a close eye on these three risks as well as any others we may see developing.

In managing a portfolio we will continue to add opportunistic hedges when and where we believe these would benefit 

the portfolio. In the instance of a black-swan event, we would rely on our disciplined risk management techniques to 

help minimise losses to the portfolio.
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Figure 1

Sources: S&P Dow Jones Indexes, Wellington Management. Data to 30 September 2017 
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Important Notice & Disclaimer
This publication shall not be copied or disseminated, or relied upon by any person for whatever purpose. The information herein is 
given on a general basis without obligation and is strictly for information only. This publication is not an offer, solicitation, 
recommendation or advice to buy or sell any investment product, including any collective investment schemes or shares of 
companies mentioned within. Although every reasonable care has been taken to ensure the accuracy and objectivity of the 
information contained in this publication, UOB Asset Management Ltd (“UOBAM”) and its employees shall not be held liable for any 
error, inaccuracy and/or omission, howsoever caused, or for any decision or action taken based on views expressed or information in 
this publication. The information contained in this publication, including any data, projections and underlying assumptions are based 
upon certain assumptions, management forecasts and analysis of information available and reflects prevailing conditions and our 
views as of the date of this publication, all of which are subject to change at any time without notice. Please note that the graphs, 
charts, formulae or other devices set out or referred to in this document cannot, in and of itself, be used to determine and will not 
assist any person in deciding which investment product to buy or sell, or when to buy or sell an investment product. UOBAM does not 
warrant the accuracy, adequacy, timeliness or completeness of the information herein for any particular purpose, and expressly 
disclaims liability for any error, inaccuracy or omission. Any opinion, projection and other forward-looking statement regarding future 
events or performance of, including but not limited to, countries, markets or companies is not necessarily indicative of, and may differ 
from actual events or results. Nothing in this publication constitutes accounting, legal, regulatory, tax or other advice. The information 
herein has no regard to the specific objectives, financial situation and particular needs of any specific person. You may wish to seek 
advice from a professional or an independent financial adviser about the issues discussed herein or before investing in any 
investment or insurance product. Should you choose not to seek such advice, you should consider carefully whether the investment 
or insurance product in question is suitable for you.
 
Wellington Management is the sub-manager and sub-investment managers of the United Income Focus Trust. The views expressed 
here are those of Wellington Management’s portfolio manager(s) and should not be construed as investment advice. They are based 
on available information and are subject to change without notice. Portfolio positioning is at the discretion of the individual portfolio 
management teams; individual portfolio management teams may hold different views and may make different investment decisions 
for different clients or portfolios. This material and/or its contents are current at the time of writing and may not be reproduced or 
distributed in whole or in part, for any purpose, without the express written consent of Wellington Management.
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