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 Helen: Hello and welcome to the second in our series of Fundamentals videos from Aviva Investors. 

 

In these programmes, we look at some of the key themes that we anticipate will exert a critical influence over 
financial markets for the foreseeable future. 

 

Today, we are looking at three themes. I’m joined by Stewart Robertson, Senior Economist at Aviva Investors, 
and James McAlevey, Fixed Income Fund Manager at Aviva Investors. We’ll discuss the first two of these 
themes - the triumph of reflation over deflation and the shift from fiscal austerity to stimulus. 

 

Welcome to Fundamentals. 

 

Stewart, if I could start with you, 2016 was a year of big economic and political change. How do you see the 
year ahead? Are there reasons to be optimistic about the economic outlook? 

 

Stewart: Yes, 2016 was a challenging year for investors. Sentiment was hit by a number of unexpected 
events. However, throughout last year we felt that the underlying global economic environment was improving, 
and that deflationary fears were overdone. That view has been validated in recent months, with global growth 
and inflation picking up and markets responding accordingly. 

 

Helen: Of course last year we had the US election. How did that result play into the economy? 

 

Stewart: Well the biggest shock to markets last year came from the election of Donald Trump. We expect his 
expansionary fiscal policies to further boost US growth and inflation. That should help propel global growth in 
2017 to its fastest pace since 2011. That will further underpin the global inflationary environment and that 
should be supportive for global equity markets. But this will present a challenges for fixed income, where we 
see global long rates heading higher in 2017. 

 

Helen: Thanks, Stewart. James, what is the outlook for inflation given what we have just heard? 

 

James: Well, as Stewart just indicated, we expect inflation will pick up as global growth accelerates. The US 
will likely lead the way. Spare capacity is already limited and looser fiscal policy should lead to more rapid 
increases in both wage and price inflation. The recent stabilisation and in some cases recovery in commodity 
prices means that the drag on inflation should subside. 

 

Helen: Is China likely to be affected? 

 

James: It is a good question. We have already seen a rise in Chinese producer price inflation. This is an 
important indicator of global manufacturing inflation, which moved into positive territory in late 2016 and 
currently sits at a five-year high. With global excess capacity being eliminated at a more rapid rate, we expect 
underlying inflationary pressure to continue to rise steadily. 

 

Helen: Could inflation become a problem? 

 

James: Despite having said that we expect inflation to continue to rise steadily, we do not expect it to become 
a problem, but rather for the global deflationary fears of recent years to subside into the background. We also 
think that the transition to a more inflationary environment will continue to be aided by looser monetary policy, 
with the US likely to be the only major economy raising rates in 2017. 

 

Helen: Stewart, you mentioned an important development in the reflationary story is this shift from fiscal 
austerity to stimulus. Will that support reflation? 

 

Stewart: Yes I think it will. We’re likely to see quite a noticeable loosening of fiscal policy in the US with the 
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new Trump presidency, both in the form of tax cuts and also infrastructure spending. And that will add to the 
growth dynamic in the US probably at a time when you don't really need that extra stimulus, the US economy 
was running pretty hot already. So if that is right, I think that faster growth will only add to that inflationary 
impulse and may result in further pressure on the US Federal Reserve to raise interest rates more quickly than 
it had previously been thought. 

 

Helen: And what about other regions, outside the US Stewart? 

 

Stewart: Japan made an important change to their policy framework in 2016, essentially resetting monetary 
policy for a much longer haul in delivering higher inflation. Their new framework allows for increased use of 
fiscal policy to boost growth, but Japan should also benefit from positive developments elsewhere in the world. 
That is why the Yen fell so much towards the end of 2016, and that should help deliver faster growth and 
higher inflation. 

 

Helen: And what about the Eurozone. Any further shift there? 

 

Stewart: In the Eurozone austerity has already been relaxed in several countries. Although there has been no 
official abandonment of the 3% public deficit targets, the 0% fines for “excessive deficits” in Portugal and Spain 
show the reality. A slightly more relaxed fiscal approach also looks likely in the UK as the new Chancellor 
makes room for greater public expenditure. And I think it’s important that if more fiscal policy is perceived to be 
working in the US, then pressures may grow for it to be pursued more actively elsewhere. 

 

Helen: That is very interesting. Thank you Stewart, and thanks to you, James for being here today. 

 

I’d like to turn now to Aviva Investors’ Head Office in London, where Peter Fitzgerald joins us to discuss our 
final theme for today – Geopolitics. Hello Peter! 

 

Peter: Hi Helen, I’m delighted to be here. 

 

Helen: Let’s start with Donald Trump - what conclusion can we draw from his election? 

 

Peter: 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 Trump administration’s agenda may not be as 
radical as the initiatives highlighted during the campaign. But there remains a real risk that they will contain 
populist measures, such as increased trade protection. That could lead to potential reprisals elsewhere around 
the world, such as in China. 

 

For example, authorities there could increase red tape for US companies who manufacture in China. Any sign 
that we are headed towards a global trade war would be deeply worrying. 

 

Helen: And can we expect further political turbulence in Europe this year? 

 

Peter: In the Eurozone, the initial reaction to the UK’s Brexit vote has actually been very composed, but we 
must not forget that official negotiations have not yet actually started. 

 

There are really important elections this year in the Eurozone, including France and Germany. While our 
central case is that nationalist parties will have little chance of taking power, we cannot ignore the possibility 
given the enormity of the impact it could have on Europe and on financial markets. The most immediate and 
potentially destabilising event would be a win for Marine Le Pen in France. 

 

Helen: Thanks Peter. 2017 looks set to be another crucial year in terms of the shifting geopolitical landscape, 
and to what extent it could present threats or opportunities for investors. No doubt we’ll revisit these themes 
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again in future episodes of Fundamentals. 

 

For now, that wraps up this episode. We hope you enjoyed watching. 

 

For more investment insight and opinion from Aviva Investors on what these investment themes could mean for 
today’s investor, visit avivainvestors.com. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Important Information: 

 

This document is for professional clients and advisers only. It is not to be distributed to or relied on by 
retail clients. 

 

The value of an investment and any income from it may go down as well as up and outcomes are not 

guaranteed. Investors may not get back their original investment. Past performance is not a guide to 

future returns. 

 

Unless stated otherwise, the source of all information is Aviva Investors and is based on Aviva Investors' 
internal forecasts. Any sources and opinions expressed are those of Aviva Investors as at 16 January 2017. 
They should not be viewed as indicating any guarantee of return from an investment managed by Aviva 
Investors nor as personalised advice of any nature. 

 

Issued by Aviva Investors Global Services Limited, registered in England No. 1151805. Registered address: St 
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