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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. Second, 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.

 Aviva Investors House View, Q4 October 2016
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Policy accommodation to continue supporting global growth and  
asset markets

After a very jittery start to the year, global equities stabilised and, with the 
exception of the period immediately after Brexit, have risen modestly. Within the 
developed universe, Europe and Japan are down 8 to 10 per cent year-to-date, 
while the US and UK are up 5 and 10 per cent respectively. The third quarter 
was one of consolidation following the post-Brexit bounce. Global bond yields, 
meanwhile, have all drifted down, with many reaching new lows and extending 
the long bond bull market once more. Ten-year yields in Japan and Germany were 
negative throughout nearly all of Q3. Credit spreads are above the troughs of 2014 
and 2015, but still low by historical standards. The macroeconomic backdrop helps 
explain some, but not all, of these developments. Growth has been sluggish in 
several areas, but respectable. Based on market exchange rates, the IMF projects 
global growth of 3.1 per cent this year and 3.4 per cent next, which compares 
favourably with history. However, when adjusting for purchasing power parity (PPP) 
the historical comparison is less positive (Figure 1).

Reflation to triumph 

Inflation remains low in most countries, but there is now clear evidence that, with 
the exception of Japan, it is moving slowly higher (Figure 2). Global deflationary 
fears have been a dominant market factor since the financial crisis of 2008, leading 
central banks to adopt and extend extraordinary monetary stimulus policies for 
much longer than had originally been anticipated. The weak growth, low inflation 
backdrop that has followed the global financial crisis has demonstrated that this is 
not a “normal” recovery and that an extended period of monetary accommodation 
was indeed warranted. It is hardly surprising that both bonds and equities 
responded positively to such a backdrop. Looking forward, the policy landscape 
may be shifting again. Japan is facing the possibility that monetary policy there has 
reached its limits and that it may have to embark on other – possibly more extreme 
– policy options. If it does, it will be re-drawing the roadmap for other countries to 
follow, should they need to. But elsewhere, bonds could soon be – or are already 
– facing the headwinds of steadily rising inflation and central banks that are either 
removing extreme levels of policy stimulus, or reaching the end of the road for 
additional stimulus.

Global growth has  
been sluggish

Looking forward, the policy 
landscape may be  

shifting again

EXECUTIVE SUMMARY

Source: Aviva Investors, MacrobondSource: Aviva Investors, Macrobond

Figure 1: Reasonable growth projected 
but world growth has a lower speed limit

Figure 2:  Inflation rising everywhere…except Japan
Low, but positive in most countries
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GLOBAL ECONOMIC OUTLOOK
The US recovery is most advanced (Figure 3 )and the Fed has at least moved away 
from the zero bound. They intend to raise rates further over the next two years – 
but at a glacial pace. Bond markets do not believe that they can even do that, but 
with the economy robust and inflation ticking higher, it is clear to us that reflation 
will continue and that tighter policy will be merited. The political hurdle of the US 
presidential election looms large. China’s policy shift towards re-prioritising growth 
looks to have been successful, at least in the short term. As such, growth concerns 
have slipped off markets’ radars for now. But given the growing importance 
of China on the world stage, investors would be wise to continue to monitor 
developments there very closely.

The pace of Eurozone recovery remains modest, despite the extended policy 
stimulus from the ECB. Inflation remains too low, although is expected to rise 
steadily. Progress on structural reforms has been mixed and the very low trend 
growth rate in the region may well fall further. Political issues, including those 
related to the single currency area, rumble away and could always resurface. For 
now, even with the Brexit decision, European unity seems to be prevailing.  The 
UK, on the other hand, has embarked on a long and potentially very bumpy road 
to EU exit. Growth will be negatively impacted in our view and in the short-term 
inflation will spike higher, reflecting the weakness of sterling. Above all, a long 
period of uncertainty is inevitable, a difficult backdrop for households, companies 
and financial markets.

Japan appears to be at yet another critical juncture. The limits of monetary policy 
seem to have been reached and although the Bank of Japan has clearly stated that 
it will continue to offer policy support until the 2 per cent inflation target has been 
breached, the policy baton has effectively been handed to the fiscal authorities. 
How they react remains to be seen. Worries about Japan will weigh on sentiment 
in the rest of the Asian region, although greater stability in China provides some 
offset. 

More generally, chronically weak world trade growth has adversely impacted 
export-focused developing economies in Asia, Latin America, Eastern Europe and 
elsewhere. This has, of course, affected developed countries too, especially those 
in the more open economies of Europe. Emerging nations have recovered recently 
(Figure 4), but have also historically been among the major beneficiaries of strong 
global trade growth. Any moves towards a more inward-looking, protectionist 
approach from any countries could intensify this recent weakness.

It is clear to us that reflation 
will continue and that 
tighter policy will be merited

Japan appears to be at yet 
another critical juncture. The 
limits of monetary policy 
seem to have been reached..

Source: Macrobond, Aviva InvestorsSource: Macrobond, Aviva Investors

Figure 3:  Developed market manufacturing PMIs
Positive momentum

Figure 4:  Emerging market manufacturing PMIs
Rotating from downturn to recovery
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MARKET OUTLOOK
Higher inflation and historically negative term premia represent twin headwinds 
to the present level of bond yields. Extreme policy stimulus is set to remain in 
place in several countries which implies a degree of support for the asset class. 
But developed market central banks are closer to the end of the monetary policy 
experiment that began during the Global Financial Crisis in 2008, and which has 
been regularly extended. Granted, policy rates are certain to stay historically low 
and inflation, while making a gentle comeback, is not about to spiral higher. The 
absence of extreme moves in either will likely limit the extent of any rise in yields. 
But the direction of travel, especially at the longer end of the yield curve, seems 
higher. The possibility of more aggressive fiscal policy around the world is a further 
threat to the low level of yields.

As with sovereign bonds, corporate credit has benefitted greatly from the 
accommodative monetary policy backdrop of the last decade. In particular the 
extension of recent asset purchase programmes (ECB, Bank of England) to include 
corporate bonds explicitly has provided a recent boost. But in the background there 
are some legitimate concerns regarding fundamental drivers of corporate financial 
health. The combination of sluggish revenue growth, peaking profit margins and 
high levels of leverage are causing analysts to examine valuation metrics more 
closely. For the moment at least, the asset class is being supported by yield-hungry 
investors, but it is legitimate to question how long this can continue.

EM debt and equities have benefitted from significant inflows in 2016 as investors 
seeking a yield pick up have moved into hard currency assets. The accommodative 
global monetary policy backdrop, along with the bottoming out of commodity 
prices, have also contributed. With new issuance still low by historical standards, 
EM credit spreads have narrowed further. As ever, the EM universe is vulnerable 
to inherently unpredictable idiosyncratic events – a failed coup in Turkey, political 
investigations in South Africa. Identifying fundamentally stronger issuers with 
greater financial flexibility is no easy task.

Equities recovered their poise quickly after the Brexit-related plunge in late June 
and early July. Fundamental support has come from positive, albeit sluggish, 
earnings growth as well as the accommodative monetary policy backdrop. 
Looking forward, any policy tightening is likely to be sufficiently limited not to 
derail equities, while earnings growth is expected to pick up modestly. Most 
recently, cyclical stocks have led the gains, suggesting that investor faith in a more 
regular cyclical upswing may have increased. Infrastructure stocks have benefitted 
especially, as the clamour for more activist fiscal policy has moved into the spotlight. 
Political developments, including Brexit negotiations and the US election, always 
have the capacity to shock markets. But history shows that US equities have been 
fairly resilient to election outcomes. The hope is that this one will not be different.

After a hiatus in the second quarter, emerging market equities have resumed 
their upward path, easily outperforming their developed market counterparts. 
Admittedly that came after a five-year period of relative underperformance, but 
the turnaround has not yet been of sufficient magnitude to make emerging market 
equities look expensive relative to stocks in the developed world. As with many 
asset classes, EM equities have been helped by the low interest rate environment. 
But perhaps more important has been the comparative stability of the US dollar. 
The 2010-2015 EM under-performance was associated with an extended period 
of dollar strength. Sentiment has in addition been helped by the absence of other 
factors that have been important recently such as China growth worries and 
recessions in Brazil and Russia. The EM environment can change swiftly, however.

Sovereign bonds

Credit

Emerging market debt

Developed market equities

Emerging market equities
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Demand for real estate remains high globally, in large part because of the 
attractive yield differentials that are available in most geographies. That, combined 
with comparatively tight supply has kept the asset class well supported despite 
high valuations as judged on its own history. In common with other assets, the 
accommodative monetary policy backdrop has helped greatly. This is especially 
so for real estate since the mood is often heavily dictated by financing conditions. 
Looking ahead, there seems no reason to expect either investor or occupier demand 
to slow significantly, while supply pipelines do not look especially large. Structural 
changes in the way we live, such as the continued growth of on-line shopping, will 
continue to have a pivotal influence on the real estate sector.

As the dust settled following the extreme turbulence witnessed in some markets 
following the Brexit referendum outcome, volatility receded across the vast majority 
of assets for most of the summer. 30-day realised volatility on the S&P500 led the 
way, falling to its lowest level since 1994, as the overwhelming weight of yield and 
risk seeking investment flow overcame macro concerns. FX and bond yield volatility 
declined, led by sterling assets. However, mid-September saw a break from the 
ultra-low levels of risk asset volatility as concerns over the appropriateness of the 
historically-low discount rates upon which all asset valuations are determined. We 
anticipate that this high volatility of volatility will continue in quarters to come, 
spurred further by the heavy calendar of potential political risk events ahead.

 

Real estate

Volatility

Aviva Investors House View, Q4 October 2016
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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 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 it 
provides a valuable framework for investment decisions over that horizon. In the Q4 
Forum we identified the following key themes:

Global policy support; monetary policy limits reached in Japan

Global monetary policy accommodation has extended throughout 2016, with 
the Federal Reserve further delaying increasing rates, the ECB, BoJ and the BoE all 
undertaking quantitative easing and a raft of other central banks reducing policy 
rates. With regards to the Fed, they have indicated that if the economy follows the 
path they expect over the next few months that they would look to raise rates again 
this year. However, they have reduced their expectations for hikes in 2017 and 2018 
to a glacial pace, such that in real rate terms they don’t expect to tighten at all over 
the next year. The ECB are expected to extend the existing QE programme beyond 
March 2017 and the BoE are expected to ease further, likely with a reduction in the 
policy rate to close to zero. The accommodative stance of the major central banks 
allows the bias of emerging markets to continue to shift from tightening to easing.

The framework set out by the BoJ in September moves the monetary policy 
approach from the “shock and awe” of the past three years to a long, drawn-
out battle to reach their 2 per cent inflation target. It attempts to reduce the 
negative consequences of loose policy on the financial sector to a level that is more 
acceptable. It is arguably the first demonstration of acceptance by a central bank 

1

KEY INVESTMENT THEMES AND RISKS

1 Global policy support; monetary policy limits reached in Japan

2 China growth prioritisation

3 Reflation to triumph over deflation

4 Extension of global search for yield

5 Geopolitics: from collective to national risks in a multi-polar world

6 Commodities: range bound

7 Regulatory headwinds

Source: Aviva Investors, MacrobondSource: Aviva Investors, IMF, Macrobond

Figure 5:  A shift to fiscal? 
Fiscal stance expected to be looser in 2016 than in 
previous years

Figure 6:  China credit growth 
Short, sharp stimulus in 2016
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of the limits to what monetary policy alone can achieve. However, the framework 
allows for a pivot towards much larger fiscal stimulus should the government be 
willing. Should fiscal policy be brought into force in size, the market focus will shift 
to what can be achieved when monetary and fiscal policy is coordinated (Figure 
5). That has the potential to redraw the roadmap of possibilities for all economies 
facing limits to monetary policy stimulus. The risk is that the more limited 
ambitions of the BoJ lead to reduced market expectation of reflation efforts from 
other central banks, particularly the ECB.

China growth prioritisation

China has been successful in moderating the decline in growth in 2016, with a 
range of credit (Figure 6) and fiscal policy measures supporting activity. It has 
therefore ensured that they meet the stated target of 6½-7 per cent growth. By 
supporting credit growth and taking only limited steps to address over-capacity 
in manufacturing and banks’ non-performing loans, the authorities have had 
to compromise on the reform agenda set out in the Third Plenum. The boost to 
credit growth has been less aggressive than in previous episodes of large stimulus, 
such that the near-term downside risk has been contained without dramatically 
increasing the longer-term imbalances. We expect China to avoid a hard landing 
so long as they retain control over capital outflows, something they have managed 
to stabilise in recent months. Looking ahead, it will be important to watch for 
any signs of a switch in rhetoric back to prioritising reform. This will likely become 
clearer after the 13th National People’s Congress in 2017. 

Reflation to triumph over deflation

The downward effect on inflation of the previous decline in oil prices will diminish 
further over the coming months, pushing headline inflation higher. That should be 
supported over the coming year, particularly in the US, by the extended period of 
monetary accommodation (Figure 7) helping to boost growth and core inflation. 
In the US wage growth is steadily rising, which should put further upward pressure 
on core inflation. The different treatment of a few important components in the 
core CPI and PCE measures complicate the picture, as the former is already above 
target, while the latter remains stuck below. Overall though, when compared to 
2015 and early 2016, the market’s deflationary concerns are significantly reduced. 
That said, we think the balance of risks remains to the upside. With breakeven 
inflation rates still subdued, that poses a threat to nominal bond yields. However, 
the perceived lack of action from the BoJ in September may pose a threat to that 
view, particularly if Japan were to fall back into deflationary territory.

2

3

Source: Aviva Investors, BloombergSource: Aviva Investors, Bloomberg, Macrobond

Figure 7:  Real interest rates 
Global monetary policy remains very loose

Figure 8:  Search for yield boosts riskier asset prices 
Year-to-date total return across asset classes
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Extension of global search for yield

Global bond yields have continued to fall in 2016. Assisted by quantitative 
easing and negative policy rates in Japan and much of Europe, the universe of 
government bonds with negative yields stood at over $9 trillion at the end of 
September. Given the decline in government bond yields, a significant group of 
investors – e.g. pension funds and insurance companies – whose liabilities are 
linked to fixed income returns, have looked to enhance their returns by searching 
for higher yielding assets. Over recent months that search for yield has extended 
to a broader investor base. The areas in which investors are seeking additional 
yield have included high-dividend equities, corporate credit and emerging market 
government bonds. The demand for these higher-yielding, riskier, assets has seen 
outperformance this year across these asset classes (Figure 8). So long as the global 
risk environment remains benign, assisted by accommodative policy, conditions are 
likely to remain in place for these asset classes to continue to outperform. However, 
in some instances, such as some areas of high-yield corporate credit and selective 
emerging markets, that outperformance has pushed yields down to levels that do 
not look consistent with fundamentals. 

Geopolitics: from collective to national risks

The UK referendum on whether or not to leave the EU was the first in a series of 
significant political events around the world. The result to leave the EU was at least 
partly driven by a disenfranchisement of a large section of the population who have 
seen living standards stagnate and inequality rise. The policy prescription for many 
is to reject globalisation and collective risk-sharing. As the global policy framework 
of the past three decades is questioned, it is not surprising the uncertainty is on the 
rise (Figure 9). The next major election is that of President of the United States in 
November. The Republican nominee, Donald Trump, has advocated a withdrawal 
from current free trade negotiations with Europe and the Pacific-rim and repeal of 
the NAFTA agreement. He has also threatened large unilateral tariffs on goods from 
Mexico and China and a requirement for US businesses to relocate production to 
the US. Trump has also threatened to withdraw support for NATO unless European 
partners pay a larger share of the cost, and indicated that South Korea should not 
rely on the US for military support. With the contest likely to be close, the risk is that 
the US sparks a retreat from globalisation that could prove extremely destabilising. 
Meanwhile in Europe, nationalist forces could have an impact on the outcome 
of the upcoming Italian referendum on constitutional reform in December. A 
vote to reject the reforms would likely see concerns about a fracturing in Europe 

4

5

Source: Aviva Investors, MacrobondSource: Aviva Investors, Macrobond

Figure 9:  Economic policy uncertainty index 
Uncertainty has risen sharply (based on news reports)

Figure 10:  Oil prices 
Trading in a range in 2016
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resurface. The market was quick to shrug off any geopolitical concerns after the UK 
referendum. However, that may just intensify the response to any future hardening 
in nationalistic policies.

Commodities: range bound

Over Q2 and Q3 this year spot oil prices (WTI) traded in a range of around $13 a 
barrel, ending the quarter close to the middle of that range. That was less than half 
the range traded in the previous six months. The over-supply of oil has declined, in 
part due to supply disruptions, but also due to rising demand. US crude production 
fell in the twelve months to June 2016, but as prices stabilised and rose somewhat, 
US production also stabilised. At the same time the rig count picked up, reversing 
around half of the decline seen earlier in the year. This natural equilibrating market 
mechanism makes it likely that oil continues to be range bound. Looking ahead, 
on the supply side, the announcement of a planned deal to cap (and slightly 
reduce) OPEC production poses some upside risk. On the demand side, as growth 
in emerging market economies picks up, their higher oil intensity should support 
aggregate demand. However, we would expect further increases in US production 
should prices rise materially above $50 a barrel. As for other commodities, we 
believe there will be a dispersion of performance. The growth prioritisation in 
China has lifted the price of various industrial metals such as iron ore and copper. 
However, we don’t expect this to be the start of a more sustained rise.

Regulatory headwinds

The authorities have introduced a raft of new regulatory requirements since the 
global financial crisis. The indirect impact of some of these measures is becoming 
apparent. For instance, new capital rules have seen banks retreat from certain risk-
taking activities (Figure 11). 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 than was 
previously the case. Moreover, the tighter regulatory conditions are a headwind to 
credit intermediation, as banks have become incentivised to reduce their balance 
sheets. The Basel III banking regulations 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. While there have been calls from some for a 
softening of new regulations, we do not expect any change in direction from the 
authorities or politicians.

6

7

Source: Aviva Investors, Macrobond

Figure 11:  US primary dealer inventory 
Regulatory changes have reduced liquidity in corporate securities
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Acceleration in nationalist agenda

A retreat from globalisation – in terms of trade in goods and capital flows – poses 
a material medium-term downside risk to global growth. According to the World 
Trade Organisation (WTO), 2016 has already seen a reduction in trade facilitating 
measures and an increase in restrictive measures (Figure 12). Should Donald Trump 
be elected US President, the risk of an escalation in protectionist measures will rise 
substantially. That would be particularly damaging for small open economies, as 
well as the larger emerging markets. We do not expect Brexit to trigger increased 
protectionist measures in Europe. However, increasing support in some euro area 
countries for parties that favour a retreat from the euro and the EU remains a key 
concern.

Secular stagitation - 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. 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 13). 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.

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. 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. 

RISKS TO THE HOUSE VIEW

Source: Aviva Investors, MacrobondSource: WTO, (Final data point seven months to May 2016)

Figure 12:  Globalisation going into reverse 
Restrictive trade measures on the rise

Figure 13:  Estimate of US neutral real rate close to zero 
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Inflation acceleration - bond market sell-off

With oil and other commodity prices stabilising, headline CPI inflation will start 
rising more quickly in the coming months. While it starts from a low base in many 
countries, in the US headline CPI inflation is likely to rise to around 2.5 per cent by 
early 2017. The realisation that inflation can indeed return, particularly if monetary 
policy remains loose, may result in a material re-pricing of global bond markets. That 
could see risk assets suffer as the markets reassess policy support, putting upward 
pressure on the US dollar and negatively impacting emerging market assets.

Return of fiscal policy

Central banks are getting closer to the limit of what can be achieved through 
monetary policy. Should it prove insufficient to boost growth and inflation, 
governments may reverse track on the tight global fiscal stance of recent years, and 
embark on a material fiscal easing. This could come in different forms, but there 
appears to be increasing support for government infrastructure investment. The 
use of fiscal stimulus could provide a boost to growth and inflation, and in turn 
see a surge in risk assets, even as nominal bond yields rise. It could also see a boost 
to emerging markets, as downside global growth risks reduce and trade picks up 
again.

Aviva Investors House View, Q4 October 2016



14 This document is for professional clients and institutional/qualified investors only. It is not to be distributed to or relied on by retail clients

Three months on from the referendum, the view that the 
economy may not feel any adverse effects from the decision 
has gained ground. It is premature to reach such a conclusion. 
The UK had plenty of momentum going into the vote, but it 
is very early days. Investment intentions have fallen sharply 
and the impact will be felt in time. A marked slowdown is still 
likely.

Eurozone growth has slowed in Q2, but is still running at a 
little above the trend pace, admittedly a lowly 1 per cent or 
so. Inflation is rising slowly and deflation fears have retreated. 
So far sentiment has not been adversely impacted at all by the 
Brexit decision. Even so, the ECB may take out the insurance of 
extending the QE programme beyond March next year.

US growth should rebound in H2 as the drag from inventories 
and mining investment disappears. Domestic demand is 
strong, the labour market is tight and inflationary pressures 
are building. Monetary policy is normalising: the Fed is 
expected to hike once this year, twice next and three times in 
2018. The wildcard of the Presidential election looms large.

MACRO FORECAST CHARTS AND COMMENTARY

Source: Bloomberg, Aviva Investors

Source: Bloomberg, Aviva Investors

Source: Bloomberg, Aviva Investors
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Figure 14: US 

Figure 15: Eurozone

Figure 16: UK
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The Canadian economy is growing robustly after the 
difficulties associated with the oil price correction and the 
Alberta wildfires. But the long-awaited rotation towards non-
energy exports and non-residential investment has been very 
slow and may even have stalled. Consumer spending remains 
robust and the boost from a stronger US economy will help.

The Bank of Japan has switched its policy emphasis from 
negative interest rates and asset purchases to the shape 
and level of the yield curve. It now intends to target the 
10-year yield at around 0 per cent and to maintain whatever 
purchases are necessary until the 2 per cent inflation target 
is exceeded. It has also effectively handed the stimulus baton 
back to the Government and its fiscal stance.

Source: Bloomberg, Aviva Investors

Source: Bloomberg, Aviva Investors
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Figure 17: Canada 

Figure 18: Japan

At the start of the year, China was one of the major worries 
for investors. While it would be dangerously complacent 
to ignore China’s imbalances, the likely achievement of the 
growth target of 6.5 to 7 per cent has relieved the pressure 
for China’s authorities. With inflation tame as well, the policy 
backdrop should remain helpful. But concerns about possible 
longer-run problems remain.

Source: Bloomberg, Aviva Investors
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Figure 19: China
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After the turmoil in the first quarter (caused mainly by China growth concerns) 
and worries in the second (driven by Brexit distractions), the third quarter market 
movements have been surprisingly calm.  It was pleasing to enjoy a period where 
most asset classes enjoyed positive returns whether it be in equities, rates or credit.

Much of the third quarter replayed many of the themes that have been in play for 
a while: mixed data, with some above expectations, some below; central banks 
wanting to maintain extended loose monetary conditions but without convincing 
the market.  Will extended fiscal policy be the game changer?  At this point it is a 
case of “wait and see”.       

As it stands, we are not looking to make significant changes within our asset 
allocation.  We continue to prefer return-seeking assets over bonds.  Within 
our equity portfolio, we have a bar-bell between the low-beta North America 
equity and high-beta emerging market equities.  Within North America there are 
continued signs of household real income growth and earnings growth which will 
help support the higher-than-usual valuations.  Overall, emerging markets growth 
projections are widening to developed market, looking reasonably valued, and 
showing initial improvements in forward earnings expectations.  

Within fixed income, we are conscious that many credit spreads have contracted 
significantly but in the global hunt for yield we still favour credit.  We continue 
to see value in high-yield and emerging market debt, in particular local currency.  
However, recognising the contraction in yields and a desire to reduce an element of 
credit risk within our portfolio, we have trimmed investment grade credit to neutral.

Asset allocation

We maintain our equity 
overweight and carry from 

high yield and emerging 
market debt 

ASSET ALLOCATION: ENJOY THE QUIET WHILE YOU CAN

Equities

US

Europe

UK

Japan

Pacific ex Japan

Emerging Markets

Fixed Income

Domestic Govt

Investment Grade

High Yield

EMD Hard Currency

Cash

Currencies

USD

GBP

EUR

JPY

EMD Local Currency

Underweight Overweight
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