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HOUSE VIEW

The Aviva Investors House View document is a comprehensive 

compilation of views and analysis from the major investment teams. 

The document is produced quarterly by Aviva Investors investment 

professionals and is overseen by the Investment Strategy team. Each 

quarter we hold a House View Forum at which the main issues and 

arguments are introduced, discussed and debated. The process by 

which the House View is constructed is a collaborative one – everyone 

will be aware of the main themes and key aspects of the outlook. 

Everyone has the right to challenge and all are encouraged to do 

so. The aim is to ensure that all contributors are fully aware of the 

thoughts of everyone else and that a broad consensus can be reached 

across the teams on the main aspects of the report.

The House View document serves two main purposes. First, its 

preparation provides a comprehensive and forward-looking framework 

for discussion among the investment teams. Secondly, it allows us to 

share our thinking and explain the reasons for our economic views and 

investment decisions to those whom they affect.

Not everyone will agree with all assumptions made and all of the 

conclusions reached. No-one can predict the future perfectly. But the 

contents of this report represent the best collective judgement of Aviva 

Investors on the current and future investment environment over the 

next two to three years.
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Trump's victory reverberates around the world

The defining political and market event of 2016 arguably came in the early hours 
of November .  At around 2.30am local time, Hillary Clinton called Donald Trump to 
concede the US Presidential race. Uncertainty gripped markets, global equity futures fell 
precipitously – the US S&P 500 future rapidly fell by over 5% – the Japanese yen and euro 
rose on safe-haven flows and emerging market currencies and US Treasury yields fell 
sharply. Trump’s victory rapidly reverberated around global markets. But just a few hours 
later, that initial reaction was largely reversed. Trump’s victory speech was conciliatory in 
tone and as the reality of his win sunk in, market participants were quick to switch their 
focus to the potential stimulatory fiscal policy measures he proposed on the campaign 
trail. Following the initial reaction, global equity markets have rallied strongly, interest 
rates have risen and yield curves steepened, the US dollar has rallied to new highs and 
commodity prices have also risen. President-elect Trump has effectively banished the 
global deflationary mind-set that has dominated global markets for much of the post-
financial crisis period.

Global growth and inflation set to rise

While the change in market sentiment was rapid and considerable, it came on the back 
of a steady move towards a more reflationary environment. Indeed we argued for much 
of 2016 that the market was under-appreciating the likelihood that reflation would 
ultimately triumph over deflation, as spare capacity was eroded, loose monetary policy 
continued to support growth, commodity prices stabilized and more supportive fiscal 
policy was pursued. During October the market began shifting to price out deflationary 
risks, particularly in the US, with market-based compensation for inflation rising steadily 
alongside US Treasury yields. In October the International Monetary Fund updated their 
global economic growth projections. Figure 1 shows that global growth has persistently 
disappointed over the past five years. The latest IMF projection, while still expecting some 
recovery in growth, is the most modest forecast since the 2010 rebound. We think that the 
balance of risks is to the upside for that growth outlook, particularly if the US and other 
countries boost growth through more expansionary fiscal policy. As such in 2017 and 
2018, we expect the global economy to expand at its fastest pace since 2011.

The steady move higher in consumer price index inflation through 2016 reflected the 
waning impact of lower energy prices (Figure 2). Core inflation was broadly stable over 
2016 across major economies, albeit notably higher in the US compared to the euro area, 

Trump's victory boosts  
market sentiment

Global growth to rise in 2017

Inflation set to rise further
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Sources: Aviva Investors, MacrobondSources: Aviva Investors, IMF

Figure 1: IMF global growth projections
Growth disappointments may finally be behind us

Figure 2: CPI inflation
Set to rise further in 2017
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UK and Japan. Looking ahead, our expectation of rising inflation – led by the US – has 
been bolstered by the stronger global growth outlook. Chinese producer price inflation, an 
important indicator of global manufacturing inflation, moved into positive territory in late 
2016 and currently sits at a five-year high1. With global excess capacity being eliminated 
at a more rapid rate, and commodity prices expected to be stable, we expect a move to 
a more “normal” inflation environment. That is, we do not expect inflation to become a 
problem, but rather for the global deflationary fears of recent years to subside into the 
background. That transition should continue to be aided by loose monetary policy. Real 
rates in the US, euro area and the UK remain deeply negative (Figure 3) despite the recent 
move higher in policy expectations (albeit that move has been largely contained to the 
US). While we think that the scope for further expansionary monetary policy is limited at 
this point, even more unconventional policies such as those pursued by the Bank of Japan 
give the authorities the scope to ease policy further if necessary. However, we continue 
to see Japan as a special case, where decades of mild deflation have become ingrained in 
expectations. While the euro area may risk heading down that path, we do not have that 
as our central expectation.

Growth risks broadly balanced, inflation risks to the upside

Of course we also recognize that there are a range of downside risks to our central view 
on global growth and inflation. While our central case is for China to continue to prioritize 
growth and currency stability over structural reforms and deleveraging, we remain concerned 
that the authorities may not be able to sustain that approach without generating increased 
debt and capital outflows. That could result in a more rapid deceleration in growth and/or 
a sharp depreciation of the Chinese yuan. We believe, either of those outcomes would be 
disinflationary for the rest of the world. Similarly, following the US election and outcomes 
of polls in Europe, we believe a further escalation in nationalist agendas that resulted in 
increased protectionism and reduced global trade would be negative for growth in the 
medium term, although could be inflationary in the short term.

Another downside risk to our view is that the expected boost to global growth from looser 
fiscal policy may either be insufficient or ineffective. In the US, Trump campaigned on lower 
taxes and more spending on infrastructure, but those policies are likely to be watered down 
somewhat as they go through Congress. Elsewhere, the appetite for looser fiscal policy is 
mixed, particularly in Europe, where Germany is in surplus, but not expected to ease policy in 
2017. A disappointment on the fiscal side could revive concerns around secular stagnation, 
essentially a shortfall in investment spending that could keep neutral real interest rates 
depressed.

However, there are also risks to the upside. In our central case we have assumed a relatively 
modest fiscal boost in the US, and only limited second-round fiscal multiplier effects. Both 

Reflation to remain  
supported by policy

Protectionist policies and other 
nationalistic agendas a key risk

Sources: Aviva Investors, Bloomberg, MacrobondSources: Aviva Investors, Macrobond

Figure 3: Real interest rates
Global monetary policy still very accommodative

Figure 4: Global equity market performance (local currency)
Global reflation should support equity markets in 2017
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may be materially larger, and the spill-overs to the rest of the world more significant.  A 
further upside risk to inflation could come from a further rise in commodity prices. Non-oil 
commodity prices rose significantly in 2016 and oil prices currently sit around the top of the 
range they have traded over the past year. A combination of faster than expected global 
growth, and limited short-term supply response could see a more material move higher.

Inflection point in global markets

Looking back over 2016, global asset market performance was markedly different 
before and after the US election. Developed market equities rallied sharply post-election, 
reversing earlier declines in many instances, or boosting annual returns in the case of the 
US and UK (Figure 4). We expect that the potential for significant tax reform in the US 
will support the market in 2017, in addition to industrials and materials benefiting from 
increased infrastructure spending. The move higher in global yields, which we also expect 
to continue, should also support financials in the US and Europe. In emerging markets, the 
story for 2016 is somewhat reversed, with earlier gains partially offset by modest post-
election losses. We think that corporate earnings should continue to recover in emerging 
markets and with valuations still attractive, there are good opportunities. However, the risk 
of increased global protectionism could hit emerging markets equities harder than others.

Generally speaking, yields on government bonds ended 2016 below where they started 
the year (with the exception of a few challenged emerging market economies). However, 
it was once again a very different story before and after the US election (Figure 5). Yields 
across all major markets rose post-election, led by the expectation of increased fiscal 
spending, faster growth, higher inflation and tighter monetary policy in the US. We expect 
that US yields will head higher in 2017, creating an increasingly differentiated outlook 
with the euro area and Japan, where central bank policies continue to suppress yields. 
Indeed global central bank purchases should continue to support corporate bond markets 
as well in 2017, where spreads remain attractive relative to valuations in other asset 
classes. In emerging market debt, improving fundamentals have been challenged by the 
risk of increased protectionism and investor outflows. Such an environment increases the 
importance of focusing on risk-adjusted returns and taking a longer-term perspective.

The performance of the US dollar since the election has also been stark. All major 
currencies have fallen against the dollar, with particularly large declines in the Japanese 
yen and a range of emerging market currencies (Figure 6). However, in the case of most 
emerging market currencies, those declines were only a fraction of the gains made earlier 
in 2016 (with the notable exception of Mexico and Turkey). We expect the dollar to 
remain supported through 2017, with increasing interest rate differentials with developed 
markets and pressure on the currencies of the more vulnerable emerging  
market economies.

Equities to be supported by 
improved growth, fiscal policy and 

steeper yield curve

Scope for yields to rise further

US dollar to remain  
supported in 2017

Sources: Aviva Investors, MacrobondSources: Aviva Investors, Macrobond

Figure 5: Global sovereign bond market yields
Re-assessing deflation risk has seen global rates move higher

Figure 6: Global currency performance vs US dollar
US dollar to be supported in 2017 by relative rates
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INVESTMENT THEMES

The Aviva Investors House View Forum brings together senior investment professionals 
from across all markets and geographies on a quarterly basis to discuss the key themes 
that we think will drive financial markets over the next two or three years. In so doing, 
we aim to identify the key themes, how we would expect them to play out in our central 
scenario, and the balance of risks. We believe that this provides a valuable framework for 
investment decisions over that horizon. In the December 2016 Forum we identified the 
following key themes:

1 Re�ation to triumph over de�ation

2 Shift from austerity to �scal stimulus

3 Monetary policy – less for longer as limits being reached

4 Geopolitics: prioritization of national over collective interests

5 China growth prioritization

6 Debt de-leveraging vulnerabilities

7 Continued regulatory headwinds

Reflation to triumph over deflation

Deflationary fears have retreated further in recent months as inflation has risen and 
GDP growth has continued at a reasonably robust pace. It must not be forgotten that 
“reflation” has a growth aspect as well as an inflation one. The triumph of reflation over 
deflation relates to both. Headline inflation has risen significantly over the past year and 
should continue to drift higher in 2017. Although the US has raised interest rates twice 
and is expected to do more over the next two years, this pace of tightening is modest by 
historical standards. 

Meanwhile, other central banks remain in accommodative mode, which will help ensure 
that reflation continues. We expect core rates of inflation to edge up further in 2017 
and for headline rates to converge on them. Inflation is rising in emerging markets such 
as China too (Figure 7). Wage inflation is still subdued in most countries, suggesting 
that spare capacity will help keep a lid on inflationary pressure. But in the US, where the 
recovery is most advanced, wages are picking up (Figure 8). The combination of loose 
policy and nascent inflation pressures in some places means we continue to think the 
balance of risks is to the upside. Breakeven inflation rates have moved higher as markets 

1
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Sources: Aviva Investors, MacrobondSources: Aviva Investors, Macrobond

Figure 7: Global inflation trends higher
Consumer and producer price inflation move up

Figure 8: Wage inflation ticking higher
Labor market still tightening in the US
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have begun to price in a more reflationary environment, but they may well have further to 
rise in 2017. Japan stands out as a country where deflation is still a threat – further policy 
action is needed.

Shift from austerity to fiscal stimulus

During the Global Financial Crisis fiscal policy was loosened significantly around the world. 
As economic recovery became established, governments began to address the huge fiscal 
imbalances that had built up. There was considerable debate over the balance between 
restoring fiscal discipline through austerity and choking off fragile recoveries. Fiscal metrics 
have improved significantly since then, but the tide is now changing again. With monetary 
policy approaching its limits, the onus is switching towards fiscal stimulus. A fiscal boost 
is arguably least needed but most likely in the US as the new Trump Government aims to 
embark on a program of tax cuts and higher defense and infrastructure spending. Exact 
details are unknown at this stage. 

Japan has more or less admitted that monetary policy has gone as far as it can, so if the 
economic malaise continues there, a renewed fiscal package becomes more likely. In the 
Eurozone austerity has already been relaxed in several countries and although there is no 
official abandonment of 3% public deficit targets, the 0% fines for “excessive deficits” in 
Portugal and Spain show the reality. A slightly more relaxed fiscal approach looks likely 
in the UK too as the new Chancellor makes room for greater public expenditure. If more 
fiscal policy is perceived to be working in the US, pressures may grow for it to be pursued 
more actively elsewhere.

Monetary policy – less for longer as limits being reached

Monetary policy is expected to remain accommodative across the world over the next 
few years, but the end of the extended period of extreme (and unconventional) policy is 
slowly coming to an end. The Fed has raised interest rates twice and is expected to pick 
up the pace of tightening in 2017 and 2018 (Figure 10). But if inflation rises as we expect 
the implied rise in real rates will be minimal. If expansionary fiscal policy adds stimulus to 
an already robust US economy, or indeed if inflation rises more quickly, then pressure will 
grow for the Fed to do more.

Elsewhere the Bank of Japan (BoJ) (explicitly) and the European Central Bank (ECB) 
(implicitly) have acknowledged that the limits of monetary policy may have been reached. 
The BoJ will maintain but not extend its current policy stance. The ECB, like the BoJ, is 
apprehensive about negative interest rates having adverse consequences for banks, but is 
also worried about unwarranted monetary tightening. They have announced a reduction 
in the pace of asset purchases from April next year, but an extension in the length of 
time the program will be in force1. Governor Draghi wants to avoid a “taper tantrum”, 
while at the same time recognizing that an exit strategy from extreme policy stimulus will 
eventually be required. In the UK Brexit concerns have provided a justification for the Bank 

2

3

Sources: Aviva Investors, Bloomberg, MacrobondSources: Bloomberg, Aviva Investors

Figure 9: Mentions of "fiscal stimulus" in news articles, 
3m avg

Figure 10: Great(er) expectations
Policy rates are expected to rise over next two years
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of England to restart asset purchases and reduce rates to 25 basis points.

Geo-politics: prioritization of national over collective interests

The election of Donald Trump continues the recent trend of voters supporting a narrative 
of domestic and national priorities over collective and international ones. The agenda 
which the incoming Trump administration follows may not be as radical as the initiatives 
highlighted during the campaign. But they are likely to have a populist focus and are 
almost certain to contain elements of trade protectionism, tariffs and migration controls. 
The possibility of reprisals and, in the limit, currency and trade wars are clearly heightened 
risks, especially if Trump carries out his stated intention of labeling China as a “currency 
manipulator”.

In the Eurozone, the initial reaction to the UK’s Brexit vote has been composed. But official 
negotiations have yet to start. There are a number of important elections in the region next 
year. Although these should pass without major incident, there is the chance of increased 
representation of nationalist and populist parties and a resulting threat to Eurozone 
harmony. The most alarming outcomes, like a Marine Le Pen presidential nomination in 
France or Chancellor Angela Merkel losing power in Germany, are not likely, but as recent 
experience has shown, it would be complacent to ignore their possibility (Figure 11).

Progress towards closer Eurozone integration is proceeding, but at a glacial pace. An 
election result, fraught Brexit negotiations, renewed banking crisis or external shock could 
all provide a catalyst.

China growth prioritization

China has been successful in moderating the decline in growth in 2016 with a range of 
credit and fiscal policy measures. China has therefore ensured that they will meet their 
economic growth objective of 6½-7% growth in 2017. By supporting credit growth 
and taking only limited steps to address over-capacity in manufacturing and banks’ 
non-performing loans, the Chinese authorities have had to compromise on their reform 
agenda. The boost to credit growth has been less aggressive than in previous episodes of 
large stimulus, so the near-term downside risk has been contained without dramatically 
increasing the longer-term imbalances (Figure 12). We expect China to avoid a hard 
landing so long as they retain control over capital outflows, something they have managed 
to stabilize in recent months. Looking ahead, it will be important to watch for any signs of 
a switch in rhetoric back to prioritization reform. This should become clearer in the lead-up 
to or after the 13th National People’s Congress in 2017/18. The election of Trump clearly 
increases the risk of a sudden deterioration of the delicate relationship between China and 
the US, with potential ramifications for trade and international relations more generally. 
Absent any major upset in this arena, a continuing steady, managed depreciation of the 
Chinese yuan remains the most likely scenario.
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5

Sources: Aviva Investors, MacrobondSources: Aviva Investors, Macrobond 

Figure 11: A step to the right?
Nationalist support is strong in France and growing  
in Germany

Figure 12: China credit growth
Short, sharp stimulus in 2016
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Debt de-leveraging vulnerabilities

After almost a decade of exceptionally low policy interest rates around the world, financial 
markets are now adapting to the notion that rates will go up in the future – as they already 
have in the US. This change has led to a renewed focus on who will be most vulnerable to 
higher rates even if, as we expect, they go up very slowly and to peaks materially below 
those of the past.  

Many private sector balance sheets have already improved as households have repaid debt 
(Figure 13), but public debt has ballooned in several countries. Those that have the benefit 
of control of their own currency and which markets deem a reasonable credit risk have a 
clear advantage. But even here the low level of yields cannot be ignored in any sensible 
risk assessment. The last few years have seen numerous examples of the “search for yield” 
suggesting that even traditional safe havens have their price for return-focussed investors. 
In the Euro area, the vexed question of debt mutualisation – inevitable in the long run in our 
view – remains unanswered. In emerging market countries, fundamentals may matter more, 
implying that they have to maintain lower debt ratios than developed nations.

Default risk is more difficult to judge for public than private debts, but remains important. 
For example, countries that are heavily dependent on commodity prices are especially 
vulnerable to moves in prices which are frequently volatile and latently unpredictable. The 
opaque nature of the build up of public debts in China makes precise judgments difficult, 
but that is no justification for ignoring possible consequences of such debts.

Continued regulatory headwinds

The global authorities have introduced a raft of new regulatory requirements since the 
global financial crisis. The indirect (and unintended) impact of some of these measures is 
now becoming more apparent. New capital rules globally have seen a number of banks 
retreat from certain risk-taking activities. That has resulted in sharply reduced levels of 
liquidity in some markets, particularly in certain areas of fixed income, such as high-yield 
debt. This, potentially, makes it appreciably riskier to invest in these asset classes. More 
recently we have just started to see a reaction to this, with some regulators hinting that 
they could slow or even reverse some of their more exacting requirements. However, 
we do not expect any change in direction. Global markets probably hope that a Trump 
presidency will prove more obliging on this front.

Moreover, the tighter regulatory conditions are a headwind to credit intermediation, 
as banks have become incentivized to shrink their balance sheets. The Basel III banking 
regulations , which are a comprehensive set of reform measures, developed by the Basel 
Committee on Banking Supervision, to strengthen the regulation, supervision and risk 
management of the banking sector globally, are being phased in over several years, with 
full implementation by 2019. However, generally-speaking the largest banks have moved 
to meet these standards early. 
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Sources: Aviva Investors, Macrobond

Figure 13: Private sector credit “gap”
DM countries have deleveraged, EM have gone the other way
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INVESTMENT RISKS

Acceleration in nationalist agenda

The election of Donald Trump has escalated the risks of greater trade protection and 
isolationist measures, but the trend towards more introspective nationalism was already 
there – Brexit, Italian referendum. The most immediate risks would seem to be in Europe, 
where there are key elections in 2017 - moves towards a more nationalist agenda in 
France, the Netherlands and even Germany are all plausible, although in many ways Italy 
looks the most vulnerable. In the extreme, greater nationalism could lead to another 
existential crisis for the Eurozone. We believe a retreat from globalization – in terms of 
both trade and capital flows – poses a material medium-term downside risk to global 
growth and would be especially damaging for small open economies, including several 
in the emerging market universe.

Secular stagnation - low growth, low returns

The decline in real rates may reflect a steady move towards secular stagnation, a move 
that may have been accelerated by the financial crisis of 2008, although new technologies 
and demographic trends have also been a key element. Macrobond estimates of the 
current equilibrium real interest rate are around zero in economies such as the US, euro 
area and Japan, reflecting the excess supply of savings over investment globally (Figure 
14). That implies that current policy rates may be far less stimulative than conventional 
analysis would suggest. If the potential for upside growth surprises is limited, risk asset 
pricing may struggle. And if the equilibrium rate is negative, nervousness about nominal 
rates below zero can prevent it being reached.

China growth - hard landing

Growth has slowed in China in recent years, as the economy has matured and the 
process of transforming itself from one based on manufacturing, investment and 
exports towards one driven by services and consumption began. Authorities have tried 
to manage the pace of slowing by supporting growth through increased credit growth, 
fiscal stimulus and monetary expansion. There is a risk that the authorities either become 
unable or unwilling to support growth further. While in the near-term we see those risks 
as relatively low, we think medium-term risks have increased given the recent further 
increase in private sector debt. One consequence may be a sharper devaluation in the 
currency, weighing on global inflationary pressures. In addition, we would expect to see 
further declines in sovereign bond yields and weaker commodity prices. 

Sources: Aviva Investors, JP Morgan, MacrobondSources: Aviva Investors, Macrobond 

Figure 14: Estimate of US neutral real rate close to zero
And other countries are further behind in the cycle

Figure 15: Inflation contained for now…
…but a repeat of the "taper tantrum" would hurt
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Inflation acceleration - bond market rout

Although inflation has picked up steadily over the last year, and financial markets have 
adjusted to that trend, the higher pace has not caused any great panic. Were that to 
change, the correction could swiftly become more alarming, raising the risk of a repeat of 
2013’s “taper tantrum” in terms of sovereign bond yields (Figure 15). Any perception of 
sustained inflation overshoots and a growing perception that central banks are “behind 
the curve” would lead to a sharp sell-off in real rates and a spike in breakeven inflation 
rates. Significantly higher bond yields and a reassessment of the pace of central bank 
tightening would probably hit risk assets in general, boost the dollar and undermine 
emerging markets in particular.

Commodity price spike

Geo-political uncertainty and/or more unified actions from OPEC cause supply shocks 
and a sharp spike in energy and commodity prices. The bond market could struggle to 
balance the short-term implications of higher inflation with the likely adverse longer-
term impact on growth, but if central banks respond by “accommodating” the short-
term inflation spike, longer-term yields may rise materially. Higher inflation would, as 
in 2010/11, hurt real income growth and lead to lower spending and weaker growth 
overall. Equity markets may also struggle: weaker demand as a result of higher prices may 
result in a squeeze on margins.

Trade war: cycle of retaliatory trade protectionist actions

The most likely catalyst for a damaging cycle of protectionism and trade reprisals would 
be a series of bold initiatives from the incoming Trump administration as he at least pays 
lip service to what was promised during the campaign. US tax policy could be changed 
to materially favor domestic producers, while withdrawal from existing free trade 
agreements and increased use of tariffs and other trade barriers would reduce already-
weak global trade growth. Retaliation against the US could follow, setting off a cycle of 
measures and counter-measures. World growth would suffer, with the adjustment falling 
more on export-orientated economies and companies. Inflation would probably rise too, 
at least initially, although the longer-term effect could be deflationary.

Sources: WTO. (Final data point 12 months to October 2016)Sources: Aviva Investors, Macrobond

Figure 16: Going up?
Commodity prices may be on the rise again

Figure 17: Globalisation going into reverse
Restrictive trade measures on the rise
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The UK economy has been remarkably resilient in the six 
months since the Brexit vote. But this does not mean that 
there will be no adverse consequences as a result of that 
decision. We belive growth is set to slow significantly in 2017 
as investment responds to increased uncertainty, while higher 
inflation will hit real household incomes. Monetary policy 
is set to stay loose, while a modest fiscal loosening should 
provide some limited additional support.

We believe growth in the Eurozone should continue at or 
close to the recent above-trend pace (1.5% to 1.75%), but 
headwinds remain in the form of political hurdles, stagnant 
world trade and sluggish domestic demand. Inflation will 
continue to head slowly higher but is unlikely to reach the 
ECB’s target until 2019. The ECB’s stimulus package will be 
maintained throughout 2017, but the exit route is being 
planned.

With growth recovering in H2 2016 and inflation ticking 
steadily higher, the reflation theme was already a dominant 
one in the US before Trump. His election has only added to 
that force, although the extent is as yet unknown since details 
of future policy are sparse at this stage. Tighter labor markets 
are leading to gently rising wage inflation pressures and the 
Fed is likely to pick up the pace of policy tightening in 2017.

MACRO FORECAST CHARTS AND COMMENTARY

Sources: Bloomberg, Aviva Investors

Sources: Bloomberg, Aviva Investors

Sources: Bloomberg, Aviva Investors

Figure 18: US 

Figure 19: Eurozone

Figure 20: UK
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Canada’s economy has continued to rebound after the 
extended period of weakness in 2015. Both net exports and 
the resource economy contributed positively, while domestic 
demand continues to hold up well. Additional macro-
prudential initiatives should help slow the bubbly housing 
sector, but a soft landing is expected for now. Canada should 
benefit from stronger growth in its US neighbor, but with 
inflation subdued, policy rates should rise more slowly.

Any additional policy stimulus in Japan is likely to come more 
from fiscal authorities other than the Bank of Japan, although 
the political cycle could still determine the timing of any new 
initiatives next year. The BoJ will continue to help, but further 
policy measures are unlikely. Growth remains subdued and 
inflationary pressures minimal, although the weakening of the 
yen over the last six weeks should help on both fronts.

Sources: Bloomberg, Aviva Investors

Sources: Bloomberg, Aviva Investors

Figure 21: Canada 

Figure 22: Japan

China should comfortably achieve its growth target in 2016 
and it is to be hoped that the start of 2017 will not see a 
repeat of the growth concerns of a year ago. Although the 
property sector should slow, expansionary fiscal policy will 
provide an offset. For the moment, growth prospects look 
fine. The threat of trade wars in the light of the new Trump 
administration hangs heavy in the air for 2017.

Sources: Bloomberg, Aviva Investors

Figure 23: China
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Q3 2016 saw the re-emergence of populist politics, with the US Trump election, Austrian 
election, and Italian referendum being viewed as the barometers of nationalist opinions.  
While the results of the latter two went broadly as expected by the polls, the Trump victory 
was certainly a surprise, an eye-opener and the most significant.

While there have been some significant moves in global bond yields and emerging markets 
FX, debt and equity,  most financial markets seem to have taken the results in their stride, 
showing positive returns since the US and Austraian elections.  From a policy perspective 
much has been promised: some growth positive, some growth negative, but the exact details 
are still uncertain.  The details will matter, as will the order of the policy changes.

It is fair to say that the deflation scenario has been priced out of the market, in keeping with 
our “reflation to triumph over deflation” theme, and while there seem to be more upside 
scenarios, downside risks have also increased.  On balance, from a multi-asset allocation 
perspective, we are comfortable to remain overweight growth/equity assets relative to 
defensive/bond assets.     

Within equities, we favor a diverse exposure to North America, Europe and emerging 
markets.  North America should continue to benefit from the US growth story together with 
the potential cut in corporation tax and other tax reforms, and in particular the domestically-
focused companies and financials would be beneficiaries of Trump’s policies.  There are 
certainly risks to our emerging markets exposures (both debt and equity), as has been seen 
in the recent re-pricing, and as a combined exposure we remain overweight.

Within fixed income, we continue to see credit spreads tighten and, given the potential risk 
from duration in a rising yield environment, we reduce our investment grade exposure with 
a preference for high yield.

Asset allocation

From a policy perspective much 
has been promised; but the exact 
details are still uncertain.

ASSET ALLOCATION: FROM POPULISM TO REFLATION IN ONE “EASY” STEP

Source:  Aviva Investors
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Important information

Unless stated otherwise, any sources and opinions expressed are those of Aviva 
Investors Global Services Limited (Aviva Investors) as of December 31, 2016. They 
should not be viewed as indicating any guarantee of return from an investment 
managed by Aviva Investors nor as advice of any nature. The value of an 
investment and any income from it may go down as well as up and the investor 
may not get back the original amount invested. Some of the information within 
this document is based upon Aviva Investors estimates. It is not to be relied on by 
anyone else for the purpose of making investment decisions.

Aviva Investors Canada Inc. (“AIC”) is located in Toronto and is based within 
the North American region of the global organization of affiliated asset 
management businesses operating under the Aviva Investors name. AIC is 
registered with the securities regulatory authorities in all of the Canadian 
provinces as a Portfolio Manager, an Exempt Market Dealer, and a Commodity 
Trading Manager.

The name “Aviva Investors” as used in this presentation refers to the global 
organization of affiliated asset management businesses operating under the 
Aviva Investors name. Each Aviva Investors affiliate is a subsidiary of Aviva plc, a 
publicly-traded multi-national financial services company headquartered in the 
United Kingdom.

This presentation contains values denominated in foreign currencies. The 
portfolio invests in securities or assets that trade or are denominated in 
currencies other than the Canadian dollar and may be adversely affected by 
fluctuations in currency exchange rates. When the Canadian dollar strengthens 
relative to a foreign currency, the Canadian dollar value of an investment 
denominated in that currency will typically fall.

Past performance is no guarantee of future results. There can be no guarantee 
that any investment strategy discussed in this presentation will achieve its 
investment objectives. As with all investment strategies, there is a risk of loss of 
all or a portion of the amount invested. No chart, graph, or formula can by itself 
determine which securities an investor should buy or sell. All amounts herein are 
USD unless otherwise indicated.

This document contains the current opinions of AIC and is not intended to be, 
and should not be interpreted as, a recommendation of any particular security, 
strategy or investment product. Such opinions are subject to change without 
notice. This presentation is distributed for informational purposes only and is not 
intended to be a recommendation or investment advice. The information herein 
is based on sources which AIC believes to be reliable but is not guaranteed to be 
accurate or complete. Individuals identified in this presentation are employees of 
AIC or other Aviva Investors affiliates.

No Aviva Investors affiliate is engaging in or holding itself out as engaging in the 
business of advising others as to investing in securities or the business of buying 
or selling securities in any jurisdiction where it is not qualified to do so.

Any statement of return or other performance by an index is not a 
representation or assurance that the information or performance attributed 
to the index was accurately compiled or published; Aviva Investors has not 
independently verified index-related information. Index returns are provided 
to represent the investment environment existing during the time periods 
shown. For comparison purposes, an index is fully invested, which includes the 
reinvestment of dividends and capital gains, but index returns do not include any 
transaction costs, management fees, or other costs that would reduce returns. 
Composition of each separately managed account portfolio Representative 
Account in a composite is individually managed, account characteristics and 
holding may vary from securities in the corresponding benchmark index. An 
index is used as a performance benchmark only, as Aviva Investors does not 
attempt to replicate an index. The prior performance of an index will not be 
predictive of the future performance of accounts managed by Aviva Investors. 
An investor may not invest directly in an index.
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