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MONTHLY COMMENTARY

AllianzGI is one of the world’s leading active investment managers, managing USD 601 billion in assets, including 
over USD 200 billion in global fixed income (as at March 31, 2019). 

SUB-ADVISOR: Allianz Global Investors (AllianzGI)

EVOLVE GLOBAL MULTI-ASSET CREDIT:

July was another positive month for credit. Central Bank rhetoric continued to be dovish and the US Federal Reserve 
cut the target rate by 25bps on the last day of the month – not as much as some had hoped, but also leaving the door 
open for further easing.  Interest rates in the belly of the US curve rose, while the European curve flattened as long term 
growth and inflation expectations continued to diminish.  The markets responded positively with spreads tightening 
on the investment grade index by 9bps and high yield by 11bps. Single Bs tightened by 17bps while BBs tightened 
by 10bps. The BB market outperformed in total return terms however given the longer average duration. CCCs also 
tightened 10bps but continued to lag the higher-rated issues. By region, the US outperformed in spread terms, while 
falling rates in the Eurozone delivered the comparative advantage in total return. Sterling spreads widened as the 
prognosis for Brexit turned increasingly negative; again this was offset by sharply falling GBP rates. 

Financials, particularly long dated insurance issues, delivered the greatest share of returns, although we also had 
positive contributions from Industrials and Utilities.  Our holdings in treasury futures were a slight drag as rates 
rose. 

During the month we reduced our risk in securitised and consumer cyclical names, while adding exposure in insurance. 

OUTLOOK:

With supportive central banks over the next couple of years, we believe that recession has been postponed and 
that downgrades and default rates are likely to stay low. We do note however that there is massive variance in the 
performance of businesses. Generically the consumer-driven sectors appear resilient, especially in the US, while cyclicals 
are suffering. Moreover, our economists are also seeing variances in global growth, with Europe underperforming the 
US or Emerging Markets.  So for the second half of the year active selection in securities and sectors will continue 
be key, as will interpretation of central bank signals. BB’s will likely remain well bid as low outright yields will lead to 
Investment Grade buyers continuing to dip down into the upper echelons of high yield. In Europe, the ECB’s purchase 
programme will exacerbate this.  
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However, in our view, opportunities in single Bs and CCCs should not be ignored. This is not a yield grab – simply 
a reflection that their spreads have widened, while default rates have dropped, and currently spreads reflect a 
significant pick up in default rates that is unlikely to materialise in the short term. Credit selection is key, as the 
number of companies defaulting is increasing from a low base (despite lower par default rates) as these are generally 
small issuers. 


