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Despite macroeconomic deterioration, we believe 

corporate credit continues to offer pockets of 

opportunity boosted by the hunt for yield

This summer has brought several new features to global credit markets: 

• More than 16 trillion assets are now negative yielding 1

• 10-year German Bund is yielding a record low of -0.65% 2

• US Treasury curve (2-year/20-year) is almost inverted 3

• The Italian BTP 10-year is yielding 1.5% while the 50-year bond 2.7% 4

The macroeconomic backdrop continues to be hurt by trade war rhetoric. The 

recent announcement of US tariffs on a further US$300bn of Chinese imports 

(despite reports of a delay) is adding to the uncertainty on the global economic 

outlook.5 This follows disappointing second quarter GDP data in major economies 

and a worsening in eurozone manufacturing activity, increasing expectations of 

continued macroeconomic deterioration for the remainder of the year. 6

Thankfully job markets have been resilient.7 Service sectors have also performed 

solidly, and private domestic consumption is providing strong support to 

developed market growth. 

From a market perspective, we believe the odds of recession are rising which has 

fuelled a massive flattening of government yield curves; the 10-year German 

Bund is trading below the European Central Bank’s (ECB) deposit facility rate and 

the 30-year US Treasury yield is matching the lower bound of the Federal Funds 

rate of 2%! 8
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Nevertheless, the more sombre perspectives on global 

growth are being pushed back by global monetary 

policy easing momentum from central banks. 

The US Federal Reserve (Fed) finally cut the official 

rates at its July meeting and announced the end of its 

balance sheet adjustments.9 The ECB meanwhile has 

prepared the markets for further monetary easing at its 

September meeting.10

Many emerging market central banks, particularly in 

Asia, are also re-engaging with monetary easing.11 The 

magnitude of these monetary policy counter measures 

leaves growth forecasts in positive territory, although 

at materially lower levels. 

We believe this suggests fiscal policy could be 

activated in 2020 but evolving local political situations 

in many countries (Germany, Italy, the US, UK) makes 

this forecast complex and, at the moment, somewhat 

unreliable. 

We have observed that concerns around growth 

momentum have prevented credit spread tightening in 

August, while volatility has returned to equity markets 

– a sign usually associated with widening credit 

spreads. 

In our opinion credit markets should continue to find 

support, absent a recession, given the global search for 

yield and generally solid corporate fundamentals. We 

believe longer duration investment grade bonds could 

benefit from a continued low rate environment while 

higher-quality high yield (BB and higher quality B rated 

bonds) may offer greater spread. We believe well 

researched emerging market corporate bonds can also 

offer select opportunities.
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