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Asset allocation view

In brief
Equity





Volatility has continued in equity
markets, but there remains the
possibility of a late-cycle rally. We
maintain our bias towards downside
protection within equities, however.
Fixed income





With central banks, led by the Fed,
on a path to normalise monetary
policy, we remain selective, but
have moved to neutral as part of a
continued tilt towards defensiveness.
Cash





We have moved back to neutral on
cash given our desire to increase
duration as a hedge position.

Macro
The Fidelity Leading Indicator (FLI)
still indicates ‘decelerating belowtrend growth’, but is moving towards
‘improving’. However, we are
cognisant of front-loading in Asian
supply chains driven by the fear of
further tariffs impacting this shift.

As we head into the closing stages of 2018, commentators are re-working
their year-in-review pieces which were probably going to focus on continued
low volatility, and tech-led US stock market divergence from the rest of the
world. Instead, the fourth quarter has seen an upsurge in volatility, a crack
in the infallibility of the FANG stocks, and equity markets in the US back to
around zero return territory for the year. Oil has also sold off significantly,
down around 30% from its four-year high in early October, and credit
markets like US high yield are under pressure. While we aren’t yet running
to the exits, and have been positioned well for the significant change in
conditions, we have taken a slightly more cautious stance by moving to
a neutral position in fixed income, and maintain our relatively defensive
exposure to equity markets.
For many of our team based in London, Brexit is clearly front-of-mind,
and the tail risk of an acrimonious ‘no-deal’ divorce could be wide. But
contagion from Brexit is far from Europe’s only worry. Perhaps more
concerning is the performance of Germany, with the region’s economic
powerhouse posting its worst period of quarterly output since 2013. With
uncertainty in Italy continuing, and the ECB still signalling the path to
normalising interest rates, the outlook is not positive in the near term, and
has led us to an underweight position in the region.
As we move into 2019, the range of potential outcomes, both positive and
negative, is phenomenally wide. Will the Fed slow the pace of its tightening
path, as the market interpreted from Powell’s most recent speech? Or will
the G20 summit produce a détente in the US/China trade war? Both these
potential outcomes could lead to a resurgence of risk-on sentiment, at least
in the near-term. Investors looking to recoup their losses may also come
into play to fuel a risk-on trade, and we will be closely watching technical
indicators for this eventuality.
In this highly uncertain environment, we will continue leveraging the wide
range of instruments and asset classes at our disposal to both protect
capital, and find the sources of alpha that will
undoubtedly come with increased volatility.
Yours faithfully,

James Bateman
Chief Investment Officer - Multi Asset

This information is for investment professionals only and should not be
relied upon by private investors. It must not be reproduced or circulated
without prior permission. Investors should note that the views expressed
may no longer be current and may have already been acted upon. The
value of investments and the income from them can go down as well as
up and investors may not get back the amount invested. Further important
information can be seen can be seen later in this document.

Views from Fidelity Multi Asset
Asset Class

View

Strongly negative 

    Strongly positive

Rationale

Regional Equity
US





Equity markets continue to struggle, but economic performance is still substantially outperforming the rest of the world.
Most of all, the US remains a defensive market relative to its global peers, keeping us at neutral.

UK





While a draft Brexit deal has materialised, the cross-party support needed to get it through parliament does not
appear forthcoming, and sentiment is broadly negative. However, valuations are attractive, leading us to close our
underweight.

Europe ex. UK



Japan



Asia Pacific ex. Japan



Political uncertainty continues across the continent. Most worrying is Europe’s EM- and China-dependency. We rotate
our negative UK view into Europe.



Japan remains defensive and politically stable relative to other global equity regions. It is externally exposed like most
countries, but the domestic picture is about as good as it has been for decades.





Trade war uncertainty continues as the G20 summit looms. We are waiting to see if China engages in more direct and
impactful policy stimulus, but remain concerned that growth will slow further in 2019.

EM





We are not ready to go overweight EM, due to China concerns. However, sharp oil price falls have helped vulnerable
importers like India and Turkey. A softer Fed and USD in 2019 could be the catalyst to turn positive.

EM - EMEA





Turkey has improved significantly, with the recent fall in oil prices an additional tailwind. Meanwhile, Russia as an oil
exporter faces headwinds. South Africa looks challenged, but incrementally better.

EM - Americas





Mexico and Brazil have faced starkly diverging fortunes. The former has plunged on fears around the new
administration’s policies, while the latter has held up very well. Both look like overreactions.

US Treasuries





US treasuries are becoming more attractive as a safe haven and we are drawn to US duration exposure. We are
watching technicals closely as issuance is set to be strong given the US need to fund the fiscal deficit.

Euro core (Bund)





While Bunds remain a safe haven relative to the periphery, ECB policy has kept absolute yields depressed and we
don’t see meaningful upside.

Euro periphery





We remain underweight as short-term moves in Italian yields are being driven by newsflow. Other periphery countries
are holding up better, but the Italian situation remains highly unpredictable.

Inflation linked bonds (US TIPS)





Inflation is still relatively muted, but wages and interest rates continue to rise. Oil has sold off significantly, but we still
maintain a positive outlook on US TIPS as a defensive position.

Investment grade bonds



US high yield





The asset class faced a difficult month in November, driven by fears of increased refinancing costs and a sharp drop in
oil prices. With these conditions unlikely to recede in the near term, our outlook has moved into negative.

European high yield





We maintain our negative view as political and trade policy uncertainty continue, and vulnerability to ECB policy is still
an issue given low absolute yields.

Asian high yield



Hard currency emerging market debt





Remains vulnerable to tightening financial conditions, but the outlook continues to improve and valuations are
attractive. We have moved to neutral.

Local currency emerging market debt





The asset class has been resilient in the face of volatile markets in recent months, and the outlook is improving after
struggling earlier in the year.

Emerging market corporate debt



Fixed income





We maintain our selective bias towards short maturity, high quality issues given a deterioration in the asset class in
recent weeks.

With resilient fundamentals and falling leverage despite trade war tensions, the asset class is attractive, especially
relative to other high yield bond markets.



With global credit markets beginning to show signs of weakness, this area of the market remains vulnerable especially
given continued USD strength.



Recent Fed rhetoric has softened, emphasising a return to ‘data-dependency’. As the economy and the Fed slow down
in 2019, and ‘twin deficits’ come back into focus, the best of USD performance looks to be behind it.

Currency
USD



EUR



JPY






Disappointing core inflation compounded by poor PMI surveys, the ECB on hold until at least late 2019, rising political
risks, and slowing external demand all add to downward pressure on the Euro.
JPY remains attractive as a relatively cheap defensive asset. Upside potential as BoJ moves to normalise policy.

Source: Fidelity International, as at December 2018.

These are the broad based views arrived at during our monthly Asset Allocation Group meeting, which includes portfolio
managers and senior research personnel from Fidelity Multi Asset. The views reflect a time horizon of 12–18 months, and
provide a broad starting point for asset allocation decisions. However, they will not necessarily be used as a direct input
into portfolio construction for investment strategies where portfolio managers have greater discretion on asset allocation.
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Fidelity Multi Asset
Fidelity has a significant history in multi asset investment, having managed multi asset portfolios since the 1980s. Today,
Fidelity Multi Asset manages $41bn1 of assets for institutional and retail clients, with a team of 32 investment professionals
spread across global regions. These investment professionals are supported by dedicated implementation, operations and
client servicing teams, working to deliver the optimal outcomes for clients through time.

Client outcomes

Example funds and strategies

Income

Stable income distribution with capital stability






Fidelity
Fidelity
Fidelity
Fidelity

Risk Rated and Open Architecture

Range of strategies with a spectrum of risk/return profiles




Fidelity Multi Asset Allocator range
Fidelity Multi Asset Open range

Volatility Targeted

Capital growth with controlled volatility





Fidelity Systematic Multi Asset Risk Targeted
(SMART) Funds
Fidelity Diversified Growth Fund
Fidelity Diversified Markets Fund

Capital growth with focus on downside protection




Fidelity Global Multi Asset Tactical Funds
Fidelity Patrimoine

Strategic Benchmarked

Adding value versus a given benchmark or strategic asset
allocation




Fidelity Euro Balanced
Fidelity Select 50 Balanced Fund

Equity Multi Manager

Equity-benchmarked global and regional funds using Fidelity
underlying managers



Fidelity International

Target Date / Rolldown

Progressive decrease in volatility



Regional target date strategies in Europe and Asia

Outcome focused

Tactical Total Return

Global Multi Asset Income Fund
Multi Asset Income Fund
Multi Asset Income & Growth Fund
Multi Asset Balanced Income Fund

Benchmark-aware

In addition to these pooled fund solutions, Fidelity Multi Asset manages a number of customised and advisory mandates.
Drawing on our global investment resources, we work closely with clients to deliver intelligent multi asset strategies,
designed to provide specific outcomes through time.
Please contact your Fidelity representative for further details regarding Fidelity’s multi asset offerings.

1

Fidelity International. Assets and resources are shown as at 31 October 2018.
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Important information
This information must not be reproduced or circulated without prior permission.
Fidelity only offers information on products and services and does not provide investment advice based on individual circumstances, other than when
specifically stipulated by an appropriately authorised firm, in a formal communication with the client.
Fidelity International refers to the group of companies which form the global investment management organisation that provides information on products and
services in designated jurisdictions outside of North America. This communication is not directed at, and must not be acted upon by persons inside the United
States and is otherwise only directed at persons residing in jurisdictions where the relevant funds are authorised for distribution or where no such authorisation
is required.
Unless otherwise stated all products and services are provided by Fidelity International, and all views expressed are those of Fidelity International. Fidelity,
Fidelity International, the Fidelity International logo and F symbol are registered trademarks of FIL Limited.
The Key Investor Information Document (KIID) is available in English and can be obtained from our website at www.fidelityinternational.com. The Prospectus may
also be obtained from Fidelity. Fidelity Funds “FF” is an open-ended investment company (UCITS) established in Luxembourg with different classes of shares.
The Authorised Corporate Director of Fidelity Investment Funds and Fidelity Investment Funds IV OEIC, and the Manager of Fidelity Unit Trusts is FIL Investment
Services (UK) Limited. Please note Fidelity Unit Trusts are not registered for sale in Jersey or Guernsey.
Issued by FIL Pensions Management. Authorised and regulated by the Financial Conduct Authority.
Continental Europe: We recommend that you obtain detailed information before taking any investment decision.
Denmark/Finland/Italy/Luxembourg/Norway/Portugal/Spain/Sweden: Investments should be made on the basis of the current prospectus and KIID (key
investor information document), which is available along with the current annual and semi-annual reports free of charge from our distributors and from our
European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg.
Austria: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which are available along with the
current annual and semi-annual reports free of charge from our distributors and from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue
Albert Borschette BP 2174 L-1021 Luxembourg as well as from the paying agent in Austria, UniCredit Bank Austria AG, Schottengasse 6-8, 1010 Vienna, or on
www.fidelity.at.
Belgium: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which is available along with the
current annual and semi-annual reports free of charge from our distributors, from FIL (Luxembourg) S.A. and CACEIS België NV, with head office at Havenlaan
86C, B320, 1000 - Brussels, the financial service provider in Belgium.
Czech Republic: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which is available along
with the current annual and semi-annual reports free of charge from our distributors, from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a,
rue Albert Borschette BP 2174 L-1021 Luxembourg and from our paying agent UniCredit Bank Czech Republic a.s., Zeletavska 1525/1, 14092 Prag 4 - Michle,
Czech Republic. The KIID is available in Czech language.
France: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which is available along with the
current annual and semi-annual reports free of charge upon request at FIL Gestion, authorised and supervised by the AMF (Autorité des Marchés Financiers)
N°GP03-004, 29 rue de Berri, 75008 Paris. The document is available in French upon request. If you do not wish to receive documents in English dedicated to
Professional, please contact your Fidelity contact.
Germany: Investments should be made on the basis of the current prospectus/Key Investor Information Document (KIID), which is available along with the
current annual and semi-annual reports free of charge from FIL Investment Services GmbH, Postfach 200237, 60606 Frankfurt/Main or www.fidelity.de.
Hungary: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which is available along with the
current annual and semi-annual reports free of charge from our distributors, from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue
Albert Borschette BP 2174 L-1021 Luxembourg and from our distributor Raifeisenbank Zentralbank Österreich AG, Akademia u. 6, 1054 Budapest. The KIID is
available in Hungarian language.
Liechtenstein: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which are available along with
the current annual and semi-annual reports free of charge from our distributors, from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue
Albert Borschette BP 2174 L-1021 Luxembourg as well as from the paying agent in Liechtenstein, VP Bank AG, Äulestrasse 6, 9490 Vaduz.
Netherlands: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which are available along with
the current annual and semi-annual reports free of charge from our distributors, and from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A.
2a, rue Albert Borschette BP 2174 L-1021 Luxembourg. In the Netherlands, documents are available from FIL (Luxembourg) S.A., Netherlands Branch (registered
with the AFM), World Trade Centre, Tower H, 6th Floor, Zuidplein 52, 1077 XV Amsterdam (tel. 0031 20 79 77 100). The Fund is authorised to offer participation
rights in the Netherlands pursuant to article 2:66 (3) in conjunction with article 2:71 and 2:72 Financial Supervision Act.
Poland: This material does not constitute a recommendation within the meaning of the Regulation of the Polish Minister of Finance Regarding Information
Constituting Recommendations Concerning Financial Instruments or Issuers Thereof dated October 19, 2005. No statements or representations made in
this document are legally binding on Fidelity or the recipient and do not constitute an offer within the meaning of the Polish Civil Code Act of 23 April
1964. Investments should be made on the basis of the current prospectus, the KIID (key investor information document) and the Additional Information for
Investors, which are available along with the current annual and semi-annual reports free of charge from our distributors, from our European Service Centre in
Luxembourg FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg, from the representative office in Poland or on www.fidelity.pl.
Romania: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which are available along with the
current annual and semi-annual reports free of charge from our distributors and from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue
Albert Borschette BP 2174 L-1021 Luxembourg. The KIID is available in Romanian language.
Slovakia: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which is available along with the
current annual and semi-annual reports free of charge from our distributors, from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue
Albert Borschette BP 2174 L-1021 Luxembourg and from our paying agent UniCredit Bank Slovakia, a.s., Sancova 1/A 81333, Slovakia. The KIID is available in
Slovak language.
Switzerland: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which are available along with
the articles of incorporation as well as the current annual and semi-annual reports free of charge from our distributors, from our European Service Centre in
Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg and from the representative and paying agent in Switzerland, BNP
Paribas Securities Services, Paris, succursale de Zurich, Selnaustrasse 16, 8002 Zurich.
Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du Secteur Financier) / FIL Investment Switzerland AG,
authorised and supervised by the Swiss Financial Market Supervisory Authority FINMA / FIL Gestion, authorised and supervised by the AMF (Autorité des
Marchés Financiers) N°GP03-004, 29 rue de Berri, 75008 Paris.
For German Wholesale clients issued by FIL Investments Services GmbH, Kastanienhöhe 1, 61476 Kronberg im Taunus. For German Institutional clients issued by
FIL Fondsbank GmbH, Kastanienhöhe 1, 61476 Kronberg im Taunus. For German Pension clients issued by FIL Finance Services GmbH, Kastanienhöhe 1, 61476
Kronberg im Taunus.
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