
Global macro strategy

What does a trade war mean for US macro 
fundamentals?

Scope of US tariffs widens
The potential for a trade war went from rhetoric to reality on July 5th when the Trump 
administration levied tariffs on USD34 billion of Chinese goods.1 Tariffs on another 
USD16 billion of Chinese goods related to the initial USD34 billion is likely to take effect later 
this summer.1 The Trump administration has begun preparations for an additional round 
of tariffs on USD200 billion worth of Chinese goods2 and the administration has reportedly 
indicated that it is prepared to tariff a further USD500 billion of Chinese goods.3 In addition 
to these China-related tariffs, the US government is preparing to impose tariffs on foreign 
made cars. Car tariffs would be directed globally, including at Europe and Japan, and would 
represent nearly USD275 billion worth of goods.4

With these developments, the prospect of a global trade war has emerged more clearly 
and presents major consequences for global markets. The implications of a trade war are 
difficult to assess. Because the past 30 years have consisted of generally expanding trade 
liberalization and global trade, we are left with limited information on how financial markets 
would likely respond.
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Figure 1: Global trade has expanded over the past several decades
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Source: International Monetary Fund, data from Dec. 31, 1975 to March 31, 2018.

We believe an intensified and prolonged global trade war would affect global markets in three 
ways. First, valuations of major currencies would likely adjust with changes in global terms of 
trade. Second, a trade war would likely bring down global growth and third, asset prices would 
likely be subject to greater volatility.

Tariffs will likely hurt US growth, but how much?
A global trade war would likely damage US growth, but it is difficult to assess how much. 
Because one benefit of trade is access to lower cost goods, trade restrictions imply a switch 
to higher cost goods. Switching to higher cost goods means higher consumer costs and 
lower inflation-adjusted incomes. Higher producer input costs could also be passed on to 
consumers. Each of these outcomes could dent consumption and ultimately growth.

In theory, product and input substitutions would limit the negative impact on growth. 
However, in reality, difficulty in quickly replacing newly tariffed goods means that sudden 
increases in trade restrictions would likely have an immediate impact on many of the global 
supply chains that have developed over the past 20 years. Disrupting global supply chains 
could create an economic shock that significantly lowers growth and productivity. However, 
the full impact remains unclear. To illustrate the differences in forecasts of the potential 
impact of a trade war on US growth, Goldman Sachs estimates a contraction in growth of 
0.1% while UBS estimates a drop of 1.0%.5

Currency markets likely to feel the most direct effects
Some of the most significant impacts of the trade war are likely to manifest themselves in 
the currency markets. Increased trade restrictions will likely hurt currencies of countries 
whose current account deficits are pressured higher or whose surpluses are eroded due to 
altered terms of trade. Higher US tariffs on China would likely cause a decrease in China’s 
current account surplus and the renminbi’s trade-based valuation. The impact on the US 
dollar would likely be positive as the US current account deficit would potentially decrease 
under more protectionist policies. An increase in the value of the US dollar could accelerate 
if US trading partners use their currencies as retaliatory tools. China could intervene in 
foreign exchange markets, for example, to lower the value of the renminbi and boost the 
competitiveness of its exports. A further fallout of a trade war could be a decline in investor 
confidence resulting in a surge in Chinese capital outflows, leading to potentially sharp 
currency revaluations.

Global macro strategy (continued)
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Second order effects could pose biggest risk: financial conditions tightening
The biggest risk, in our view, from further rounds of tariffs is a tightening of financial 
conditions, which could be strong enough to significantly curtail US growth. Financial 
conditions tend to tighten when asset price volatility is high. It is possible to envision a 
scenario in which the secondary effects of tighter financial conditions outweigh the initial 
impact of the trade restrictions themselves. Changing tariff rates, for example, could cause 
speculation that certain companies are at greater risk of default, leading to increased 
equity volatility and credit spreads. In this scenario, financing costs could rise for the entire 
US economy. Tighter financial conditions would likely decrease growth unless policy makers 
stepped in to stabilize them. 

James Ong, Senior Macro Strategist

Global macro strategy (continued)

1 Source: The Washington Post, “U.S. levies tariffs on $34 billion worth of Chinese imports”, July 6, 2018.
2 Source: CNBC, “Trump administration announces list of tariffs on $200 billion in Chinese goods”, July 10, 2018.
3 Source: Reuters, “Trump threatens tariffs on all $500 billion of Chinese imports”, July 20, 2018.
4 Source: Goldman Sachs, Economics Research, Dissecting the Effect of Tariffs on US-China Trade, July 9, 2018.
5 Source: Goldman Sachs, Economics Research, The Trade War: An Update, June 25, 2018 and UBS, Global 

Research, Trade Wars-What is the impact on growth, inflation and financial markets? A Top Down view.
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Global macro strategy (continued)

Interest rate outlook

US: Neutral. We expect US rates to stay range-bound, due to growing trade worries and 
above trend growth. Assuming no large trade-driven shocks, US growth is likely to remain 
above trend for the rest of the year, supported by stronger energy sector capital expenditure, 
strong job growth and consumption. We expect 2018 gross domestic product (GDP) growth 
of around 2.8%, a percent above the long-term sustainable trend. Core inflation continues to 
be benign, and we expect it to peak in the next two months at around 2.3%. After peaking, 
we expect softer rental and service costs to drive it below 2%. Trade related actions have 
increased the risk of potentially tighter global financial conditions, and the possibility that 
further tariffs could be imposed in the late summer or fall may cause asset volatility. Treasury 
prices may benefit if volatility picks up.

Europe: Underweight. Core European rates have traded firmly in the last two months, 
benefiting from a flight to quality on the back of an uncertain global backdrop, Italian politics, 
and the dovish interpretation of the June European Central Bank (ECB) meeting. We continue 
to expect European data in the second half of the year to show the economy growing 
substantially above trend and that softness in the first half data represented a moderation 
of activity, rather than a major slowdown. We believe the market will begin to price greater 
term premium into the European yield curve given the prevailing strength in the economy and 
current depressed valuations. We retain a modest underweight exposure to European rates.

China: Overweight. We expect a steepening government bond yield curve and continue to see 
room for short-term rates to perform well. This is on the back of monetary easing measures 
announced by the central bank (PBoC) and market expectations of potentially more proactive 
fiscal policies. Detailed rules on bank wealth management products are expected to lead 
to higher demand for short-term bonds. Longer-term government bonds may not look as 
attractive as short-term high quality credit bonds at current levels. We expect credit spreads of 
policy bank bonds and high quality credit bonds to tighten further in the near term. 

Japan: Neutral. The Bank of Japan (BoJ) revealed several small policy adjustments at its July 
meeting, including widening the trading range of the 10-year Japanese government bond (JGB) 
yield under yield curve control (YCC), reducing the size of reserve balances to which negative 
interest rates are applied and altering its stock exchange traded fund (ETF) buying program to 
include a greater proportion of the Topix index. The BoJ disappointed bearish speculations as it 
introduced forward guidance, vowing to maintain extremely low interest rates for an extended 
period of time, which led JGBs to rally. Looking ahead, we expect the economy to bounce back 
from its weak first quarter led by a pick-up in exports and private sector demand.

UK: Neutral. Prime Minister Theresa May’s cabinet is struggling to adopt collective 
responsibility for the Brexit negotiating strategy drafted at the beginning of July. UK citizens 
voted to leave the European Union (EU) over two years ago. With nine months until the 
departure date, we are no closer to understanding the UK’s likely trade relationship with 
the EU post-Brexit. Multiple outcomes are in play: a vote of no confidence in Theresa May, 
another general election, a second referendum, a deferred departure date, a hard Brexit or 
the possibility that the UK remains a member of the EU. As UK politicians head off on summer 
vacation, there is likely to be a lull in proceedings, but tensions may heighten when they 
return in September. Our base case is that the UK will opt for a soft Brexit, at worst, but a 
resolution is unlikely to be achieved until the last minute. 

Canada: Neutral. The Bank of Canada (BoC) hiked the overnight rate to 1.75% at its July 
meeting.2 The hike reflects the fact that, despite stalled trade negotiations with the US, 
the BoC believes a slow path of rate hikes remains appropriate. Economic data have been 
somewhat mixed with housing growth slowing, while employment continues to be positive 
and inflation is slowly moving higher. 10-year Canadian government bond yields peaked in 
May at 2.52% and have since fallen to just above 2.0%, approximately where they started 
the year.3 In our view, it will likely be difficult for yields to rally much further from here.
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Global macro strategy (continued)

Australia: Neutral. The data out of Australia remain unexciting. Employment growth for 
June was strong, but an increase in labor force participation kept the unemployment rate at 
5.4%. 4 Housing credit growth has slowed, but it appears manageable. Wage growth remains 
lackluster and inflation constrained, allowing the Reserve Bank of Australia (RBA) to keep 
interest rates unchanged. The 10-year government bond yield sits near the lowest level of the 
year and may have trouble rallying to lower levels, unless global growth slows further.

India: Neutral. We expect Indian yields to stay range-bound, with value buyers stepping 
in if 10-year government bond yields reach 8%. Although attractive valuations are likely 
to contain any significant sell-off, we believe macroeconomic risks are tilted toward higher 
yields. Higher crude oil prices, an increase in core inflation over the past few months coupled 
with the recent hike in minimum support prices for crops have increased fears of further 
upside surprises in headline inflation. Core consumer price inflation increased to 6.35% in 
June, and we think the risk of another rate hike at the Reserve Bank of India’s (RBI) August 
meeting has increased significantly on the back of this.5 

Rob Waldner, Chief Strategist, James Ong, Senior Macro Strategist, Noelle Corum, Associate 
Portfolio Manager, Reine Bitar, Macro Analyst, Yi Hu, Senior Analyst, Sean Connery, 
Portfolio Manager, Brian Schneider, Head of North American Rates Portfolio Management, 
Scott Case, Portfolio Manager, Amritpal Sidhu, Quantitative Analyst

1 Source: Bloomberg L.P., July 1, 2018 to July 27, 2018.
2 Source: Bank of Canada, July 11, 2018.
3 Source: Bloomberg L.P., May 17, 2018 to July 20, 2018.
4 Source: Australian Bureau of Statistics, July 19, 2018.
5 Source: Bloomberg L.P., July 12, 2018.
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Global macro strategy (continued)

Currency outlook

USD: Neutral. Trade tensions have resulted in a partial change in our view. We have revised 
our expectation for a broad US dollar weakening trend and believe the US dollar may 
appreciate versus currencies linked to China as trade tensions increase. We believe any 
increase in tariffs may adversely affect valuations of Asian currencies (excluding Japan), 
such as the Chinese renminbi and Korean won. In addition, volatility generated by tariffs may 
cause capital flight from these countries, potentially causing additional depreciation versus 
the US dollar. Any US dollar depreciation is likely to be versus currencies of countries that 
are growing above-trend and deliver hawkish central bank surprises. 

EUR: Overweight. We believe the recent consolidation in the euro is complete with 1.15 
established as the bottom of the euro/US dollar exchange rate range for the second half 
of the year.1 Any further disruption across emerging market (EM) currency markets 
would support the euro against EM currencies, while a recovery in risk appetite across EM 
currencies would support the euro against the US dollar. 

RMB: Neutral. The renminbi/US dollar exchange rate moved from 6.7 to 6.8 in mid-July 
as trade wars and China onshore monetary easing measures weighed on the renminbi’s 
performance. Capital controls on outflows remain tight, and financial opening, such as the 
addition of Chinese equities to the MSCI EM Index and upcoming inclusion of Chinese bonds 
in the Bloomberg Barclays Global Aggregate Bond Index should increase overseas demand 
for China onshore assets, which could help maintain stable inflows. However, trade tensions 
and domestic monetary easing measures are likely to continue to pressure the renminbi 
lower in the nearer term. We expect 6.9 to be the next test level.

JPY: Neutral. The yen traded sideways versus the US dollar in July. It initially tracked 
US yields and equities higher, reaching the 113 level as risk sentiment around trade war 
concerns began to ease, before trading back toward 111 on increased speculation of a 
hawkish BoJ at the July meeting.1 The announced BoJ policy adjustments were, however, 
viewed as dovish by the market. The yen underperformed as the US dollar reversed its 
recent weakness, rallying back towards 112 as investors covered their short positions.2

GBP: Neutral. Sterling is likely to be driven by developments in the Brexit discussions and 
expectations for rate hikes. We do not expect to see a breakthrough on Brexit anytime soon. 
However, a pick-up in economic data (on the back of a Royal wedding, a particularly warm 
summer and the national football team’s success in the FIFA World Cup), is likely to provide 
the Bank of England (BoE) with sufficient confidence to hike rates at its August meeting. 
Over the medium-term, we expect sterling to continue to appreciate, but we will need to see 
some positive economic developments from the Brexit negotiations for this to materialize.

CAD: Neutral. The Canadian dollar has been trending lower for most of the year. The BoC 
hiked the overnight rate to 1.75% in July, but this did little to slow the Canadian dollar’s 
slide.3 Economic data have been generally positive, even with housing growth slowing. 
Employment remains positive, and retail sales showed a significant bounce in May after the 
weather-affected April drop. Inflation continues to edge higher with the BoC core measure 
near 2.0%. 4 We believe the currency should be set for a rebound. 

AUD: Underweight. The Australian dollar has struggled recently, on the back of slower 
Chinese growth and increased tariff escalation between the US and China. Slower Chinese 
growth has pushed metal commodity prices lower, increasing interest in short Aussie 
dollar positions. Slower housing growth combined with over-extended consumers are also 
weighing on the currency. With no end in sight for trade disputes, we currently do not see 
any upside to the Australian dollar. 
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1 Source: Bloomberg L.P., data as of July 17, 2018 and July 27, 2018.
2 Source: Bloomberg L.P., data as of July 31, 2018.
3 Source: Bank of Canada, July 11, 2018.
4 Source: Statistics Canada, July 20, 2018.
5 Source: Bloomberg L.P., July 24, 2018.

INR: Negative. The rupee has experienced a significant selloff, depreciating 7.94% year-to-
date against the US dollar.5 This was largely driven by an increase in crude oil prices, foreign 
portfolio outflows and investor fears of a higher current account deficit. Looking ahead, we 
believe risks to the rupee are tilted to the downside as the balance of payments remains 
under pressure from portfolio outflows, higher crude prices and higher trade deficits.

Ray Uy, Head of Macro Research and Currency Portfolio Management, James Ong, Senior 
Macro Strategist, Yi Hu, Senior Analyst, Sean Connery, Portfolio Manager, Brian Schneider, 
Head of North American Rates Portfolio Management, Scott Case, Portfolio Manager, 
Amritpal Sidhu, Quantitative Analyst

Global macro strategy (continued)
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Geographical themes

Investment grade (IG): Fundamental outlook remains strong, but “Goldilocks” market 
technicals turning lukewarm
Rationale
Corporate credit fundamentals continue to improve across most geographies and sectors, 
with impressive earnings and revenue growth reported during the first half of 2018. 
Leverage has peaked from recent cycle highs, and we are now seeing more pressure from 
shareholders to decrease leverage in response to rising funding costs and tax reform, 
which penalizes excessive interest expense. As a result, we expect balance sheets to 
improve going forward. S&P 500 earnings are expected to increase 18% in 2018, nearly 
half of which is expected to come from lower taxes. Despite the constructive fundamental 
backdrop, global trade disputes have the potential to create cost pressures and delay 
investment following a strong capital expenditures trend so far in 2018. We have seen 
weakening demand from foreign investors as tightening monetary policy drives currency 
hedging costs higher. Repatriation of overseas cash by US corporations, much of which 
is invested in short maturity IG corporates, is also pressuring demand for shorter-term 
bonds. We also expect the uptick in US Treasury issuance to shift from T-Bills to longer 
maturities, posing another drag on technicals as the US Federal Reserve (Fed) scales back 
its bond reinvestment program. Fortunately, institutional demand for long-end corporate 
bonds remains robust, and domestic flows into mutual funds and exchange-traded funds 
(ETFs) remain positive, albeit much slower compared to last year. European credit markets 
are generally earlier in the credit cycle and less levered, although Brexit and political 
uncertainties in Italy and other countries remain. With credit spreads in many asset classes 
now wider from cycle tights and a supportive fundamental outlook, IG credit market 
returns should stabilize.

IFI strategy
We have recently moved to neutral from overweight, favoring Europe over the US, UK and 
Asia. Key drivers to monitor include 1) future changes in monetary policy from the Fed, 
ECB, BoJ and BoE, viewed on an aggregate basis for their impact on global credit flows 2) 
development of fiscal and regulatory policy changes 3) “hard” economic data to confirm 
the increase in “soft,” sentiment-based leading economic indicators and 4) impact on 
demand and investment of announced tariffs and the potential for a more destabilizing 
global trade war.

Emerging markets (EM): Still-favorable macroeconomic fundamentals challenged by 
political uncertainty 
Rationale
Valuations have improved in sovereign credit, particularly in the high yield, growth-
sensitive segments of the market. US dollar funding has eased somewhat, but until 
front-end US rates come down measurably, flows back into the market will remain limited, 
muddying the outlook for market technicals. The deceleration in Chinese growth has 
spurred targeted easing measures via monetary and fiscal policy. We anticipate possible 
further easing by China, which should provide near-term support to China-sensitive 
markets. Political risks in EM have abated somewhat, following elections in Mexico and 
Turkey, but the market remains wary of policy slippage in both countries; moreover, 
Brazil’s upcoming election outcome remains highly uncertain. 

IFI strategy
We continue to believe the market has overpriced risks to EM coming from rising US rates 
and the dollar, though idiosyncratic risks have become more prominent in several countries 
following recent (and upcoming) elections. Assuming no hard landing in China (our base-
case), we expect EM assets to recover broadly in the second half of this year. With political 
– as well as geopolitical – uncertainties remaining prominent, we are nonetheless taking a
selective approach to portfolio positioning including a wait-and-see approach to countries
with upcoming elections, which may usher in less market-friendly policies. We favor
markets of countries where we see favorable fundamentals, a lack of domestic political
uncertainties and compelling valuations.

This section highlights the key 
themes driving Invesco Fixed 
Income’s global credit research 
process and views. Themes 
are updated based on evolving 
trends and expectations.

Global investment themes

Global credit themes
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US commercial mortgage backed securities (US CMBS): Notable decline in primary 
market issuance, watching retail industry fundamentals
Rationale
Negative retail news continues to dominate headlines. However, we are generally not 
advocates of selling stronger US CMBS credits, since they are often hard to replace. While 
we still expect slightly positive net issuance, given the move higher in rates and decline 
in transaction volume, we now expect lower issuance than our original USD80 billion 
non-agency CMBS projection. US property price growth continues; however, the pace is 
slowing, most notably in the office and retail sectors. In contrast, demand for multi-family 
and industrial properties remains robust.

IFI strategy
Given the significant move in spread tightening we prefer seasoned US CMBS as the cycle 
progresses. We think AAA-rated US CMBS look most attractive. Credit-differentiation is 
accelerating, placing a premium on selection, so we must navigate large regional mall 
concentrations. Single property borrowers can be an effective tool to manage desired 
exposures.

US residential mortgage backed securities (US RMBS): Favorable fundamentals, credit 
curve overly flat, robust issuance
Rationale
Housing fundamentals remain strong as limited supply and a healthy job market are 
supporting strong gains in house prices. Pre-crisis delinquencies continue to slowly 
improve while new origination borrower performance across sectors reflects the stronger 
underwriting standards in place after the housing crisis. New issue supply has been 
increasing, but well absorbed, as market participants replace legacy RMBS exposures 
and fast prepayments in post-crisis issuance. The credit curve has flattened with the 
strong performance in below investment grade bonds, which we think offer limited spread 
tightening potential going forward. 

IFI strategy
We favor higher quality legacy RMBS, non-Qualified Mortgage (non-QM) seniors, and 
seasoned investment grade Credit Risk Transfer (CRT) securities. We recommend 
underweighting below investment grade and long duration subordinate classes in new 
issue transactions.

US asset backed securities (US ABS): Normalizing fundamentals, neutral technicals, 
short-duration and esoteric US ABS opportunities
Rationale
Normalization of credit underwriting and our forecast for a healthy economy should 
support consumer credit performance in 2018. As the overall market continues to weigh 
the longer-term impact of Trump administration policies and additional rate hikes from the 
Fed going forward, uncertainty should be supportive of a more stable, shorter-duration 
US ABS market.

IFI strategy
We favor short, amortizing US ABS given the current steep front-end of the curve while 
a rising rate environment supports adding floating rate US ABS. For incremental spread, 
non-benchmark AAA sectors such as fleet rental, dealer floorplan, equipment and auto 
lease US ABS remain attractive. For additional yield we are constructive on certain lower-
rated, esoteric US ABS relative to comparable corporate bonds. We are avoiding deep 
subprime auto US ABS issued by small, private equity-backed sponsors.

Global investment themes (continued)
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Sector themes

Commodities: Global supply concerns creating energy volatility, prefer pipelines
Rationale
Commodities have been benefiting from synchronised global growth which has improved 
demand beyond expectations, driving prices significantly higher over the past year. 
However, signs of growth de-synchronization are now emerging, and global demand 
for commodities is decelerating, as underlined by declining PMI Manufacturing indices, 
resulting in recent price corrections. We still expect company fundamentals to be 
supportive on the back of expected EBITDA growth, while free cash generation is eroding 
as capital expenditure has been recovering. However, rising metal inventories with over-
heating Chinese steel consumption while the PBoC has been tightening financial conditions 
has been increasing downside risk.

IFI strategy
We favor aluminium and copper producers, which tend to benefit from better supply/
demand dynamics alongside more attractive bond valuations. We also like exploration and 
production oil companies located in Latin America, some Russian oil and gas producers and 
some selective US pipeline companies.

Consumer story more nuanced globally, watching US fiscal policy influences
Rationale
Solid US labor market and consumer confidence are supportive, but consumers are more 
value and delivery conscious, while international retail demand remains uneven. We are 
watching the European consumer for any post-Brexit behavior shifts.

IFI strategy
We favor selected US consumer sectors including leisure and housing-related sectors. 
We are negative on department stores and mall-based retailers that lack differentiated 
products. We favor EM consumer sectors on a selective basis. We are more cautious on 
the automotive original equipment manufacturer (OEM) sector given an adverse trade 
environment.

Post-merger and acquisitions (M&A) deleveraging plays
Rationale
M&A activity has moderated but remains a risk, driven by large overseas cash balances, 
repatriation, potential post-tax law changes in the US, moderate financing costs, still 
modest organic revenue growth, and the need to reposition business portfolios.

IFI strategy
We prefer to play post-transaction bond issuance typically characterized by size, liquidity, 
concessions and plans to deleverage. We believe a discriminating approach to this strategy 
is warranted due to a lower, but still large, M&A-related pipeline.

Technology, media and telecommunication (TMT): Data and connectivity
Rationale
We expect data usage growth trends to accelerate, requiring further advancement of 
distribution and network technologies.

IFI strategy
We prefer exposure to the secular thematic winners in the area of wireless, towers, and media. 
In technology, we favor distribution enablers with highly efficient cloud-based solutions.

Global investment themes (continued)
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Yield curve themes

Credit curve positioning, long-end valuations getting full
Rationale
The flattening of the US Treasury curve is making front-end cash more attractive to all-in 
yield investors. IG corporate credit curves are having to steepen to compensate for this 
flatter Treasury curve and to entice investors to move out the curve. The significant 
steepening of the corporate curve has stabilized recently as 30-year bonds are finding 
a clearing level, albeit at much wider levels than earlier in the year. 10-year bonds have 
widened to a lesser extent, but are experiencing similar technicals.

IFI strategy
With the credit curve steepening, 30-year bonds are beginning to look attractive from a spread 
standpoint; however, we favor the 7 to 10-year part of the curve to take advantage of some of 
the steeper yield curve but lower volatility compared to the 30-year part of the curve.

Tony Wong, Head of Global Research, Joe Portera, CIO High Yield and Multi-Sector Credit, 
Michael Hyman, CIO Global Investment Grade and Emerging Markets, Mario Clemente, Head 
of Structured Investments

Global investment themes (continued)
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The Asian US dollar denominated bond market has grown quickly in recent years, currently 
exceeding USD1 trillion in size. (Figure 1) This expansion has been fueled by rising gross 
new issue volumes. As of the end of 2017, new issue volume accounted for around one third 
of the total market, with a large proportion of both the issuer and buyer base being Chinese 
institutions. (Figure 2) At the same time, the Chinese authorities have been implementing 
their policy goals of opening the domestic market, reducing leverage in the financial system 
and normalizing the credit curve.

This presents both opportunities and challenges for the asset class. The latest policy 
announcements (around the weekend of July 21) have eased credit conditions relative to 
the direction of travel indicated in the April release of new asset management rules - and 
have been taken very positively by the market.

Figure 1: Growth of the Asian US dollar bond market  
(Outstanding Asian US dollar bonds by country of issuance)
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Source: HSBC, Bloomberg L.P., Invesco, data from Dec. 31, 2010 to July 18, 2018.
M/China is Mainland China.

Figure 2: Gross supply of Asian US dollar bonds
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Source: Bloomberg L.P., HSBC, data as of May 31, 2018.

Chinese bond issuers accounted for more than 70% of the gross issuance volume in 2017. 
(Figure 3) In stock terms, China now accounts for more than 60% of the Asian US dollar bond 
market. (Figure 4). 

Global credit strategy

Volatility in Asian US dollar bond market may present 
opportunities

This section highlights the views 
of Invesco Fixed Income’s credit 
analysts across a broad range of 
fixed income assets managed by 
Invesco.
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Figure 3: Greater China as a percent of total gross issuance of Asian US dollar bonds
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Figure 4: Issuer share of Asian US dollar bond market
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Source: Bloomberg L.P., JP Morgan, Invesco, data as of May 31, 2018. Other Asian countries include: Korea, Indonesia, 
Mongolia, India, Philippines, Malaysia, Singapore, Thailand, Sri Lanka, Pakistan, Vietnam, Maldives, Bangladesh.

Chinese demand has also grown steadily
Most new issues of Asian US dollar bonds have been purchased by Asian investors. (Figure 
5) Of these, Chinese investors have dominated the primary market as they continue to
diversify into international bond markets.

Figure 5: Breakdown of investors in Asian US dollar primary bond market 
• Asia • US • Europe
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Source: BoA Merrill Lynch, Bloomberg L.P., data from Dec. 31, 2010 to June 30, 2018.

Global credit strategy (continued)
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Global credit strategy (continued)

Recent developments have pressured the Asian US dollar bond market
Positive Chinese supply and demand dynamics have supported the rapid growth of the 
Asian US dollar bond market in recent years and as such, credit spreads were generally tight 
relative to US corporate bonds until the first quarter of 2018. (Figures 6 and 7) This positive 
impact was seen more clearly in Asian US dollar high yield bonds versus investment grade.

In late April, the Chinese authorities announced new regulations on wealth management 
products which comprise a major segment of Chinese shadow banking activities. Wealth 
management products are an important source of funding for most non-state-owned 
enterprises in China. The total volume of non-guaranteed wealth management products 
in China was estimated at CNY22.2 trillion (around USD3.4 trillion) at the end of 2017.1 
Although the launch of new regulations was widely anticipated by the market and Chinese 
financial institutions, some details of the new regulations were not addressed. While 
waiting for further guidance from regulators, some Chinese financial institutions paused 
or significantly scaled back their wealth management product business. The total size of 
non-guaranteed wealth management products rapidly shrank by 5.3% to CNY21trillion 
(USD3.1 trillion) as of the end of June.1 This caused a “credit crunch scenario” for many 
non-state-owned enterprises in China. It significantly raised the market’s perception of 
refinancing risks related to Chinese US dollar high yield bond issuers, leading to rapid 
credit spread widening in the offshore market. The widening of Chinese US dollar high yield 
spreads rippled across the Asian US dollar high yield bond market in June. (Figures 6 and 7).

Figure 6: High yield US dollar corporate bond spread differential (Asia minus US)
(OAS spread difference)
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Source: Bank of America Merrill Lynch’s ICE Bond Indices page in Bloomberg L.P., Bloomberg L.P., Invesco, 
“ACCY”, ICE BofA Merrill Asian Dollar High Yield Corporate Constrained Index; average credit rating= Ba3; 
average duration= 2.96 as of July 13, 2018. “H0A0”, ICE BofA Merrill US High Yield Index; average credit 
rating= B1; average duration= 4.12 as of July 13, 2018. Past performance is not a guarantee of future results; 
current performance may be higher or lower than performance quoted.
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Figure 7: Investment grade US dollar corporate bond spread differential (Asia minus US)
(OAS spread difference)
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Source: Bank of America Merrill Lynch’s ICE Bond Indices page in Bloomberg L.P., Bloomberg L.P., Invesco, 
“ACIG”, ICE BofA Merrill Lynch Asian Dollar Investment Grade Corporate Index; average credit rating= A3; 
average duration= 4.92 as of July 13, 2018. “C0AC”, ICE BofA Merrill US Corporate Constrained Index; 
average credit rating= A3; average duration= 7.03 as of July 13, 2018. Past performance is not a guarantee of 
future results; current performance may be higher or lower than performance quoted.

New policy measures may support Asian US dollar bonds 
Around the weekend of July 21, the Chinese authorities announced more detailed guidance 
on the new wealth management product regulations. Although the new regulations will 
likely lead to further tightening of shadow banking activities in China, they will also likely 
reactivate the healthier parts of the wealth management product segment of the banking 
system. Therefore, we expect the market’s perception of refinancing risk as it relates 
to Chinese US dollar denominated high yield bonds to improve, potentially leading to a 
tightening of credit spreads of selected Asian high yield bonds.

In addition, the PBoC outlined a plan on July 18 for a medium-term lending facility (MLF), 
which is expected to incentivize Chinese banks to buy lower-rated onshore corporate debt.2 
Although this new measure may not immediately significantly improve the refinancing 
risk faced by Chinese high yield bond issuers, we believe it provides a positive signal to 
the market that the Chinese authorities may want to avoid an unnecessary credit crunch 
on the path to a reduction in leverage and more normalized credit curve. Based on these 
recent constructive policy moves, we see value in selected Chinese and Asian US dollar 
denominated bonds, high yield issuers in particular.

Ken Hu, CIO Asia Pacific, Matthew Kong, Senior Credit Analyst, Rick Wen, Fixed Income 
Analyst, Conan Law, Associate, David Todd, Head of Global IG & EM Research

1 Source: China Banking Regulatory Commission, July 20, 2018.
2 Source: Bloomberg L.P., “China Flirts with Easier Monetary Policy Amid Slowing Growth”, July 18, 2018.

Global credit strategy (continued)
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We speak with the leaders of multi-sector strategies for Invesco Fixed Income about multi-
sector management – a strategy that aims to capture the benefits of fixed income markets. 

Q: What do you mean by “multi-sector investing”?
Rob: Multi-sector is short for “multiple sectors” meaning distinct types of bonds such as 
government, corporate credit, and structured securities. Multi-sector investing comes from 
placing different sectors side-by-side and allocating capital based on how well each should 
perform within the anticipated investment climate. There are times when markets reward 
investors for carrying credit risk and times when markets punish credit risk. A multi-sector 
bond strategy tries to enhance returns by shifting between different sectors at appropriate 
times. Shifting allocations tactically among sectors is the essence of multi-sector investing.

Q: Why should an investor think about using a multi-sector strategy?
Rob: We believe an investor should consider a multi-sector strategy for four reasons: 
performance, diversification, cost, and convenience. From a performance standpoint, there 
can be large differentials in asset class and sector performance from period to period. For 
example, the best assets to own in one period may be the worst in the next. Skilled “sector 
rotation” may potentially add tremendous performance when compared to static allocations. 
A multi-sector portfolio seeks to offer diversification by investing across a range of fixed 
income asset sectors. (Diversification does not guarantee a profit or eliminate the risk of loss.) 
On a cost basis, the investor may aggregate allocations across sectors into a multi-sector 
vehicle, economizing on fees and foregoing overhead and expenses required to shift asset 
allocation. Finally, the investor tends to benefit from the ease and convenience of paying a 
professional asset manager to do asset allocation and risk management.

In addition to potentially enhanced performance, a multi-sector strategy seeks to offer 
diversification from traditional or single-sector, fixed income strategies. It may also add 
stability to a multi-asset portfolio in times of rising interest rates.

Q: Why would investors benefit from a multi-sector approach in the current market 
environment?
Dawn: Investors may benefit from a multi-sector approach in any market environment, but 
it can be even more beneficial during times of market uncertainty, like our current market 
environment. One of the largest potential benefits of a multi-sector approach is the flexibility 
to move quickly between asset classes, which may help minimize downside risk. With 
many asset classes late in the market cycle, and a fair amount of geopolitical uncertainty 
unfolding, what you don’t own will be just as important as what you do own. A multi-sector 
approach allows managers to continue to add attractive securities to the portfolio, but also 
the ability to move away from sectors that are experiencing adverse conditions.

Q: How do you approach it?
Gareth: We believe the fixed income markets can’t be navigated in the same way they 
have been over the last 30 years. We think the long-term trend of declining interest rates 
is over. Going forward, generating attractive risk-adjusted returns may demand a more 
flexible approach. We divide our approach into two main strategies: opportunistic and 
unconstrained/absolute return. The main difference between the two is: the opportunistic 
approach centers on income and stability of net asset value, while the unconstrained/
absolute return approach centers on positive total return and lower correlation with broader 
fixed income markets and equities.

Joe: No matter which strategy is adopted, Invesco offers two advantages: “depth” and 
“process.” By depth we mean that performance is diversified among four sources: strategic 
beta (long-term average asset allocation), tactical beta (short-term alternation among 
sectors), alpha (bottom-up security selection), and risk management (constraining, 
budgeting, tracking, hedging to avoid adverse outcomes). (Diversification does not 
guarantee a profit or eliminate the risk of loss). In terms of process, we build views and 
allocations systematically from econometric models, market indicators, and valuations. 
Rigor and repetition help ensure results.

The bottom line

The potential benefits of a multi-sector approach

Rob Waldner
Chief Strategist, Head 
of Multi-Sector Portfolio 
Management

Dawn Silvia
Senior Client Portfolio 
Manager

Gareth Isaac
CIO, EMEA

Joe Portera
CIO, High Yield and Multi-
Sector Credit
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Q: What does Invesco do differently?
Dawn: Our multi-sector strategies are benchmark agnostic and unconstrained in nature. We 
do not have a bias toward specific fixed income sectors. Some strategies in the marketplace 
are biased toward high yield and credit, some toward global macro and currencies, and 
some toward structured products. We combine macro-related strategies and sector-related 
strategies to deliver diversified sources of return.

Q: What, if anything, should investors watch out for when considering a multi-sector 
approach?
Gareth: Investing involves legitimate risk. We believe that multi-sector investing may 
be more reliable than fixed, single-sector allocations. The breadth of multi-sector levers 
available and the attention to tactical asset allocation may increase the chances for success 
relative to single-sector approaches.

Joe: Investors should make sure that multi-sector managers work from a diversified 
platform with dedicated resources across sectors, in our view. Managers should have the 
ability to do active asset allocation and tactical positioning while drawing from a global 
opportunity set.

Please read the Investment risk section at the end of this publication.

The bottom line (continued)
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Sources: Bloomberg Barclays, J.P. Morgan, as June 29, 2018. Credit Suisse Leveraged Loan data as of June 29, 2018. Within the Treasury monitor, United States 
is represented by Bloomberg Barclays US Treasury Index; Canada is represented by Bloomberg Barclays Global Treasury Canada Index; United Kingdom is 
represented by Bloomberg Barclays Sterling Gilts Index; Germany is represented by Bloomberg Barclays Global Treasury Germany Index; Italy is represented by 
Bloomberg Barclays Global Treasury Italy Index; Japan is represented by Bloomberg Barclays Global Treasury Japan Index; China is represented by Bloomberg 
Barclays China Aggregate Treasuries Index; EM Local Currency Governments is represented by J.P. Morgan GBI_EM Broad Diversified Index. In the Fixed Income 
Monitor, Global Aggregate is represented by Bloomberg Barclays Global Aggregate (US$ Hedged) Index; US Aggregate is represented by Bloomberg Barclays US 
Aggregate Index; US Mortgage-backed is represented by Bloomberg Barclays US Mortgaged-backed Index; Global Investment Grade Corporate is represented by 
Bloomberg Barclays Global Aggregate Corporate (US$ hedged) Index; U.S. Investment Grade Corporate is represented by Bloomberg Barclays Aggregate Corporate 
Index; Emerging Market USD Sovereign is represented by the J.P. Morgan EMBI Global Diversified Index; Emerging Market Corporate is represented by J.P. Morgan 
CEMBI Broad Diversified Index; Global High Yield Corporate is represented by the Bloomberg Barclays Global High Yield Corporate (US$ hedged) Index; U.S. High 
yield Corporate is represented by Bloomberg Barclays U.S. Corporate High Yield Index; Bank Loans is represented by the Credit Suisse Leveraged Loan Index; 
Municipal Bond is represented by Bloomberg Barclays Municipal Bond Index; High Yield Municipal Bond is represented by Bloomberg Barclays Municipal Bond High 
Yield Index. Yield to Worst (YTW) is the lowest expected yield calculation given maturity and call features. Option Adjusted Spread (OAS) is the yield difference 
relative to similar maturity Treasuries that incorporates call, put, sinking fund or paydown features of a bond. Past performance cannot guarantee future results. An 
investment cannot be made directly in an index. Returns less than one year are cumulative.

1 Positive number represents the currency appreciated against USD, negative number represents currency depreciated against USD.
2 Positive number represents the currency appreciated against EUR, negative number represents currency depreciated against EUR.

Market monitors

Fixed income market monitor

Option-adjusted spread Returns

1 month
change  
in YTW

1 month
change  

in spread

 10 year range

Coupon 
(%)

Yield to 
worst (%) Current min max

1 mth
 (%)

3 mth
 (%)

YTD
(%)

 12 mth
(%)

Global Aggregate (USD hedged) 2.67 1.99 0.03 47 0 23 156 0.19 0.19 0.07 1.66
U.S. Aggregate 3.11 3.29 0.08 44 2 32 258 -0.12 -0.16 -1.62 -0.40
U.S. Mortgage-backed 3.54 3.41 0.04 28 1 -16 181 0.05 0.24 -0.95 0.15
Global Inv Grade Corporate (USD hedged) 3.47 3.15 0.10 125 6 55 515 -0.29 -0.45 -1.85 0.58
U.S. Investment Grade Corporate 3.96 4.02 0.13 123 8 76 618 -0.58 -0.98 -3.27 -0.83
Emerging Market USD Sovereign n/a 6.53 0.27 369 25 157 906 -1.19 -3.54 -5.23 -1.60
Emerging Market Corporate n/a 5.79 0.21 301 17 120 1,032 -0.42 -1.77 -2.87 -0.14
Global High Yield Corporate (USD hedged) 5.94 6.10 0.15 385 7 231 1,845 0.15 0.28 -0.37 2.45
U.S. High Yield Corporate 6.35 6.49 0.08 363 0 233 1,971 0.40 1.03 0.16 2.62
Bank Loans 5.79 5.90 0.05 n/a n/a n/a n/a 0.10 0.78 2.38 4.67
Municipal Bond 4.69 2.67 0.01 n/a n/a n/a n/a 0.09 0.87 -0.25 1.56
High Yield Municipal Bond 5.08 4.82 -0.03 n/a n/a n/a n/a 0.50 3.06 3.66 7.14

Treasury market monitor

Returns in local currency

1 month
change in YTWCoupon (%) Yield to worst (%) 1 mth (%) 3 mth (%) YTD (%)  12 mth (%)

United States 2.24 2.71 0.07 0.02 0.10 -1.08 -0.65
Canada 2.20 2.04 -0.02 0.51 0.33 0.74 -0.08
United Kingdom 3.36 1.32 0.07 -0.62 0.15 0.21 2.00
Germany 1.90 -0.04 0.00 0.10 1.30 1.54 2.08

Italy 3.24 2.01 -0.30 1.46 -5.11 -2.75 -1.11

Japan 1.01 0.11 0.00 0.06 0.23 0.63 1.15

China 3.51 3.53 0.01 0.60 2.20 4.50 3.97

EM Local Currency Governments n/a n/a n/a -0.77 -2.27 0.00 3.05

FX market monitor1

10 year range Returns

Current min max 1 mth (%) 3 mth (%) YTD (%)  12 mth (%)
EURUSD 1.16 1.05 1.60 -0.17 -5.39 -5.12 2.42

USDJPY 110.90 75.82 124.77 -1.24 -4.51 -4.21 2.23

GBPUSD 1.31 1.22 2.11 -1.52 -6.42 -4.59 1.57

USDCNY 6.67 6.04 8.28 -3.72 -5.89 -4.66 1.76

USDCHF 0.99 0.75 1.39 -0.55 -3.85 -5.21 -3.02

AUDUSD 0.73 0.60 1.10 -3.03 -4.22 -5.36 -4.19

CADUSD 0.76 0.72 1.09 -1.79 -2.09 -2.67 -1.38

EURJPY² 129.07 94.31 169.49 -1.07 0.93 0.97 -0.18

EURGBP² 0.89 0.70 0.89 -1.35 -1.09 0.55 -0.86
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Investment risks
The value of investments and any income will fluctuate (this may partly be the result of exchange rate 
fluctuations) and investors may not get back the full amount invested. Past performance is not a guide to future 
returns.

Fixed-income investments are subject to credit risk of the issuer and the effects of changing interest rates. 
Interest rate risk refers to the risk that bond prices generally fall as interest rates rise and vice versa. An issuer 
may be unable to meet interest and/or principal payments, thereby causing its instruments to decrease in value 
and lowering the issuer’s credit rating. The values of junk bonds fluctuate more than those of high quality bonds 
and can decline significantly over short time periods. 

The risks of investing in securities of foreign issuers, including emerging market issuers, can include fluctuations in 
foreign currencies, political and economic instability, and foreign taxation issues. 

The performance of an investment concentrated in issuers of a certain region or country is expected to be closely 
tied to conditions within that region and to be more volatile than more geographically diversified investments. 

Mortgage- and asset-backed securities, which are subject to call (prepayment) risk, reinvestment risk and 
extension risk. These securities are also susceptible to an unexpectedly high rate of defaults on the mortgages 
held by a mortgage pool, which may adversely affect their value. The risk of such defaults depends on the quality 
of the mortgages underlying such security, the credit quality of its issuer or guarantor, and the nature and 
structure of its credit support. 

Asset-backed securities are subject to prepayment or call risk, which is the risk that the borrower’s payments may 
be received earlier or later than expected. 

Commodities may subject an investor to greater volatility than traditional securities such as stocks and bonds and 
can fluctuate significantly based on weather, political, tax, and other regulatory and market developments.

Important information

All information is sourced from Invesco, unless otherwise stated. All data as of July 31, 2018 unless otherwise 
stated. All data is USD, unless otherwise stated.

This document has been prepared only for those persons to whom Invesco has provided it for informational 
purposes only. This document is not an offering of a financial product and is not intended for and should not be 
distributed to retail clients who are resident in jurisdiction where its distribution is not authorized or is unlawful. 
Circulation, disclosure, or dissemination of all or any part of this document to any person without the consent 
of Invesco is prohibited.

This document may contain statements that are not purely historical in nature but are "forward-looking 
statements," which are based on certain assumptions of future events. Forward-looking statements are based 
on information available on the date hereof, and Invesco does not assume any duty to update any 
forwardlooking statement. Actual events may differ from those assumed. There can be no assurance that 
forwardlooking statements, including any projected returns, will materialize or that actual market conditions 
and/or performance results will not be materially different or worse than those presented.

The information in this document has been prepared without taking into account any investor’s investment 
objectives, financial situation or particular needs. Before acting on the information the investor should consider 
its appropriateness having regard to their investment objectives, financial situation and needs.

You should note that this information:

• may contain references to amounts which are not in local currencies;
• may contain financial information which is not prepared in accordance with the laws or practices of your

country of residence;
• may not address risks associated with investment in foreign currency denominated investments; and
• does not address local tax issues.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be
guaranteed. Investment involves risk. Please review all financial material carefully before investing. The
opinions expressed are based on current market conditions and are subject to change without notice. These
opinions may differ from those of other Invesco investment professionals.

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into
whose possession this marketing material may come are required to inform themselves about and to comply
with any relevant restrictions. This does not constitute an offer or solicitation by anyone in any jurisdiction in
which such an offer is not authorised or to any person to whom it is unlawful to make such an offer or
solicitation.




