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Hello and welcome to the third in our series of Fundamentals videos 
from Aviva Investors.  
 
Today I’m joined by Michael Grady, Senior Economist and Strategist at 
Aviva Investors, to discuss two of these themes – that firstly the turning 
point for global monetary policy is now in sight and secondly, on a 
related theme, that expectations of sustained inflation are increasing. I’ll 
then be talking to Tom Wells, Multi Asset Fund Manager at Aviva 
Investors, about what this all means for investors. 
 
Michael, welcome back to Fundamentals. Last time we spoke you were 
quite optimistic about the outlook for global growth. Is that still the case? 
 
Michael: Yes, we think the positive trends that we saw in the second half 
of 2016 are likely to continue through into 2017. We see that most 
obviously in the US, underlying growth remains very robust but also in 
places like the Eurozone. 
 
Helen: What does that mean for global growth this year? 
 
Michael: We think we are going to see global growth of around 3.5% in 
2017, that would be the fastest pace of growth since 2011. 
 
Helen: And what impact is this improving economic outlook having on 
monetary policy?  
 
Michael: We think it probably means that the era of extraordinary 
accommodation for monetary policy is reaching an end. Indeed, we've 
already seen the Federal Reserve hike rates three times since 
December 2015. 
 
Helen: Yes, but what about the European Central Bank and Bank of 
Japan? Are we likely to see monetary policy go into reverse there? 
 
Michael: No, probably not yet. It's still a little bit soon and there's a lot of 
spare capacity in those economies and they need that support from 
monetary policy. But we do think that they're starting to look at those 
questions and they're asking themselves how they're going to start to 
unwind some of this extraordinary accommodation. 
 
Helen: Does that mean that the worries around deflation are over?  
 
Michael: Yes, I think they largely are. What we've seen over the last 
year or so is a pick up in global inflation. Indeed, across most of the 
advanced economies inflation is back close to around central bank 
targets. 
 
Helen: Michael, are there signs that inflationary pressures are still 
continuing to build? 
 
Michael: Yes, we think there is. We have seen above-trend growth in 
most of the advanced economies around the world. That will continue to 
erode spare capacity putting upward pressure on wages and ultimately 
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on inflation. 
 
Helen: Thank you Michael. And thanks for joining us on Fundamentals 
today.  
 
I’d like to now turn to Aviva Investors’ Head Office in London, where 
Tom Wells can expand on how these themes could drive financial 
markets over the foreseeable future. Welcome to Fundamentals Tom.  
 
Tom: Hi Helen, lovely to be here. 
 
Helen: We have heard the global economy is edging back towards the 
`normal` world we were accustomed to prior to the global financial crisis. 
Investors have, of course, enjoyed a period of strongly rising asset 
prices over the past few years so why does this matter? 
 
Tom: Well since the crisis, central banks have pumped liquidity into the 
system. This has artificially boosted all asset prices, irrespective of their 
fundamentals. We believe that this era of extraordinary monetary policy 
is now coming to an end. 
 
Helen: Can you put a timeframe on that Tom? 
 
Tom: Sure, we don't think it is going to happen overnight. I think as 
Central Banks retreat from bond buying, this distortion for assets prices 
will fade. Meaning the asset prices will then be driven by fundamentals. 
 
Helen: Can you be more specific? What fundamental factors are you 
referring to? 
 
Tom: What I would call good old fashioned investing principles. 
Corporate earnings, quality of government finances, the outlook for 
interest rates, inflation, for economic growth. 
 
Helen: So, what assets do you favour at the moment? 
 
Tom: Within equities we do like Europe and emerging markets so we're 
adding there. And we're funding this by trimming our US equity 
allocation, primarily on valuation grounds. Then within defensive asset 
classes, we like US treasuries which I would say are trading at close to 
fair value, but we don’t like European government bonds or European 
credit.  
 
Helen: And in the UK, what are your expectations there? 
 
Tom: It's a difficult one Helen. I think the outlook is very much clouded 
by Brexit. To date, we have seen a big currency depreciation and 
resultant equity market appreciation. But going forward as we work 
through Brexit negotiations, we do see downside risks for both the 
equity and bond markets. So from a positioning perspective, we are 
under-weight the UK. 
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Helen: Thank you very much for those insights Tom.  So it looks like we 
can finally start looking to the future instead of backwards to the global 
financial crisis, the impact of which has dominated economic policy and 
investing for nearly 10 years now. Risks remain, of course, but the 
outlook for the global economy does appear brighter than for some time. 
However, investors will almost certainly have to become more 
discerning. 
 
For now, that wraps up this episode of Fundamentals. We hope you 
enjoyed watching.  For more investment insight and opinion from Aviva 
Investors, visit avivainvestors.com, follow us on Twitter or find us on 
LinkedIn. 
 
 
IMPORTANT INFORMATION: 
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