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Nervous markets are torn between the dovish ‘pivot’ by global central 
banks and the ‘pervasive uncertainty’ on the outlook for global growth. 
Assets sensitive to central bank liquidity – core government bonds, higher- 
quality corporate credit and emerging market (EM) debt – have 
outperformed more growth-sensitive low-rated bonds, European cyclical 
assets and EM currencies. We expect global growth to stabilise in the 
second quarter and to pick-up into the second half of the year, allowing 
the laggards in the risk rally to catch up and core rates to drift higher. In 
the current low and stable rates environment, we are focused on 
extracting carry without taking excessive risk. In the meantime, we 
patiently await the economic data and corporate earnings guidance to 
confirm our thesis that global growth has troughed. 
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Great time to be patient 

The sell-off in risk assets at the end of 2018 was in part due to a Federal 
Reserve (Fed) seemingly on autopilot in shrinking its balance sheet and 
hiking rates. The ‘pivot’ to an early end to quantitative tightening and a 
‘data dependent’ stance on rates has underpinned the subsequent rally in 
global risk markets and falling bond yields.  

But the first-quarter rally in risk assets belies a continuing worry prevalent 
in fixed income markets that the downturn in global growth in the second 
half of last year will persist and deepen. But a simultaneous rally in bond 
and equity markets is unlikely to continue through the second quarter – 
either growth fears will ease and bond yields will move higher or equity 
markets will heed the growth warning from falling bond yields.  

The resilience of the US dollar, despite the Fed’s dovish pivot, reflects 
confidence that US growth will outperform – a view we share – and 
worries that Europe is on the brink of recession. But like the Fed, investors 
should be patient. Most of the slowdown in Europe was imported from 
China and the decline in global trade. With policy stimulus from Beijing set 
to stabilise Chinese growth, solid domestic demand and an ECB 
determined to keep financial conditions easy, we believe the economic 
gloom hanging over Europe is excessive. 

The US presidential election campaign is effectively underway, and 
President Trump wants a trade deal ‘win’ with China that will be positive 
for Europe and EM, despite the lingering threat of tariffs on European 
autos. A ‘crash out’ Brexit remains a tail risk but a prolonged extension 
and ‘soft Brexit’ is still the most likely outcome. Populist gains in the 
European Parliament election in May will generate political noise, but the 
market impact will be minor. Focus instead on the flow of economic data 
and corporate earnings.  

With rates anchored by dovish central banks and global growth set to 
stabilise, we favour European bank and EM debt in our multi-asset 
strategies. But be selective and patient in adding risk until the pervasive 
uncertainty over global growth fades.  
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Credit 

Falling bond yields and credit spreads powered strong first quarter total 
returns across credit. With core interest rates staying lower for longer 
and economic growth good enough for default rates to remain benign, 
we expect credit to continue to generate positive returns. Lower rated 
more growth-sensitive cyclical credit has lagged the broader rally, 
creating opportunities to selectively mine pockets of  value to 
supplement carry. Assuming that global and European growth has 
troughed, in our opinion European credit will likely make-up for its 
underperformance so far this year relative to US credit.  

It is likely that the ECB will make the pricing of the additional bank 
liquidity facilities (TLTRO-III) more attractive and may introduce interest 
rate ‘tiering’ on bank deposits, easing the headwind for European banks 
from negative rates. European bank debt remains ‘overweight’ in our 
multi-asset credit (MAC) strategies. European peripheral sovereign 
credit also offers good value in our opinion. 

Emerging market debt 

EM ‘hard currency’ sovereign and corporate debt is benefiting from the 
dovish pivot by the Fed and attractive valuations relative to similarly 
rated developed market credit. Investors remain cautious in light of the 
turbulence and drawdowns that characterised EM assets in 2018. But 
investor positioning is much less ‘crowded’, valuations are more 
attractive and fundamentals are improving (declining corporate default 
rates and improving external balances). Along with a Fed on hold at 
least until the end of the year, a repeat of 2018 is unlikely in our opinion 
and our MAC strategies are ‘overweight’ EM debt. 

EM local currency debt has so far lagged the performance of EM credit 
despite ‘cheap’ currencies and relatively high nominal and real 
(inflation-adjusted) local bond yields. In our view, as global growth 
concerns dissipate and investors’ bias for US assets moderate, EM 
currencies and local debt offers meaningful upside potential.  

Rates 

A defining feature of the first quarter and outlook for the rest of the 
year is the dramatic shift lower in market expectations for policy rates 
and partial inversion of the US Treasury curve. Critically, the Fed pivoted 
from signalling three rate hikes in 2019 to none and announcing the end 
of ‘quantitative tightening’ (the shrinking of the Fed’s balance sheet). 
But in our view, rates markets have overshot on pricing cuts in Fed 
policy rates starting this year. Rising employment, support consumption 
and recession risk is much lower than implied by the Treasury curve. As 
wage growth gradually picks-up and approaches 4% in the latter part of 
the year, there will be a re-rating of the outlook for Fed rates.  

In Europe, the sharp slowdown in growth and fall in inflation 
expectations, along with the risk of a disorderly ‘Brexit’, has resulted in 
the German Bund yield falling back into negative territory and a rise in 
negative yielding debt. But as ‘pervasive uncertainty’ and excessive 
‘euro gloom’ diminishes, the bias will be for core rates to drift higher.  

 FIG 1: YTD EXCESS RETURNS 

 
Source: Barclays Bloomberg; latest 
data  at 26 March 2019 

Note: excess return is total return less 

return from underlying ri sk-free bond. 

FIG 2: EM TRADE BALANCE 

 

Source: BlueBay Asset Mangement; 
latest monthly data for 2019 

Note: rolling 12-month trade balance of 

countries in JP Morgan GBI-EM Global 
Diversified index  

 

Source: Bloomberg; Macrobond as at  
22 March 2019 

FIG 3: FOMC RATE PROJECTION 
& MARKET IMPLIED CURVE  
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Note: 1 ‘Tactical asset class perspective’ summarises the broad short-term tactical asset 

al location views of BlueBay’s Chief Investment Strategist and i s  cons istent with 
pos itioning across BlueBay’s flagship ‘blended’ and multi-asset credit s trategies. The 
sol id boxes reflect weights across asset and sub -asset classes (these ‘weights’ are 

indicative and do not relate to specific investment vehicles). The arrows indicate a shift 
in our tactical asset allocation since the previous Asset Allocation Navigator (1st Quarter 

2019 published in January 2019). 

  

 

 
 
 

This document is issued in the United Kingdom (UK) by BlueBay Asset Management LLP (BlueBay), which is authorised 
and regulated by the UK Financial Conduct Authority (FCA), registered with the US Securities and Exchange Commission 
(SEC) and is a member of the National Futures Association (NFA) as authorised by the US Commodity Futures Trading 
Commission (CFTC). This document may also be issued in the United States by BlueBay Asset Management USA LLC 

which is registered with the SEC and the NFA. In Japan, by BlueBay Asset Management International Limited which is 
registered with the Kanto Local Finance Bureau of Ministry of Finance, Japan. In Switzerland, by BlueBay Asset 
Management AG where the Representative and Paying Agent is BNP Paribas Securities Services, Paris, Succursale de 

Zurich, Selnaustrasse 16, 8002 Zurich, Switzerland. The place of performance is at the registered office of the 
Representative. The courts of the registered office of the Swiss representative shall have jurisdiction pertaining to claims 
in connection with the distribution of the shares in Switzerland. The Prospectus, the Key Investor Information 
Documents (KIIDs), the Articles of Incorporation and any other applicable documents required, such as the Annual or 

Semi-Annual Reports, may be obtained free of charge from the Representative in Switzerland. In Germany, BlueBay is 
operating under a branch passport pursuant to the Alternative Investment Fund Managers Directive (Directive 
2011/61/EU). In Australia, BlueBay is exempt from the requirement to hold an Australian financial services l icence under 
the Corporations Act in respect of financial services as it is regulated by the FCA under the laws of  the UK which differ 

from Australian laws. In Canada, BlueBay is not registered under securities laws and is relying on the international dealer 
exemption under applicable provincial securities legislation, which permit BlueBay to carry out certain specifi ed dealer 
activities for those Canadian residents that qualify as "a Canadian permitted client”, as such term is defined under 

applicable securities legislation. The registrations and memberships noted should not be interpreted as an endorsement 
or approval of any of the BlueBay entities identified by the respective l icensing or registering authorities. 
 
The document is provided for informational purposes only. It is not intended, nor should it be interpreted as investment, 

tax or legal advice. This document does not constitute an offer to sell  nor is it a solicitation of an offer to purchase any 
security or investment product in any jurisdiction. This document is not available for distribution in any jurisdiction 
where such distribution would be prohibited and is not aimed at such persons in those jurisdictions. Past performance 

is not indicative of future results. BlueBay makes no express or implied warranties or representations with respect to 
the information contained in this document and hereby expressly disclaim all  warranties of accuracy, completeness or 
fitness for a particular purpose. BlueBay is under no obligation to update the information in this document to reflect 
changes after the publication date. The information contained in this document is believed to be reliable, but BlueBay 

cannot and does not guarantee its accuracy, timeliness or completeness. The forecast figures in this document are based 
on assumptions and are subject to change without notice. There are frequently sharp differences between forecasts 
and actual results. These forecasts may also differ from those of other credit strategists or portfolio managers at BlueBay 
Asset Management LLP as a whole, and are not intended to be relied upon. BlueBay disclaims all l iability or responsibi lity 

arising from any use or interpretation of, or reliance upon these forecast figures. 
 
No part of this document may be reproduced in any manner without the prior written permission of BlueBay. In the 

United States, this document may be provided by RBC Global Asset Management (U.S.) Inc. ("RBC GAM-US"), an SEC 
registered investment adviser. In Asia, this document may be provided by RBC Investment Management (Asia) Limited, 
which is registered with the Hong Kong Securities and Futures Commission. RBC Globa l Asset Management (RBC GAM) 
is the asset management division of Royal Bank of Canada (RBC) which includes BlueBay, RBC GAM-US, RBC Investment 

Management (Asia) Limited and RBC Global Asset Management Inc., which are separate, but affi l iated corporate 
entities. Copyright 2019 © BlueBay, is a wholly-owned subsidiary of RBC and BlueBay may be considered to be related 
and/or connected to RBC and its other affi l iates. ® Registered trademark of RBC. RBC GAM is a trademark of RBC. BlueBay 
Asset Management LLP, registered office 77 Grosvenor Street, London W1K 3JR, partnership registered in England and 

Wales number OC370085. All  rights reserved.  


