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WEAKER DATA 

US GROWTH SLOWDOWN
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We retain our core bullish bias though we have reduced overall risk 
from high January levels as the potential for a volatile patch in markets 
grows.

In line with our recent thinking, the US Federal Reserve (Fed)  now have turned full circle and 
are suggesting they will not hike in 2019 and will end the balance sheet run off in September 
2019.  This should act to support risk markets and, after last year’s gross over-tightening by 
the Fed, is a welcome course change given the global growth slowdown that has now spread 
to the US.  However, we anticipate this is not the end of the Fed climb-down that began in 
January.  Fed Chairman Powell in his recent press conference largely blamed others for the 
US’s problems, citing the weakness in Europe and China. It’s highly likely that this perception 
of US exceptionalism will come to haunt this governor like some of his other key views.

There has been clear weakness in US growth data and US inflation in recent months.  Weak 
data outside the US has also affected exports and kept the US dollar strong. Given high 
domestic interest rates, a US Treasury that is issuing $800bn annually and a buyers strike 
from foreign central banks, borrowing costs for the US private sector are elevated.  The 
fragile state of the credit markets will likely force the Fed to further ease off these costs as the 
US economy slows -- not only because the credit market is a key funding source and must 
be kept open but also because there are signs corporates (and to a lesser extent households) 
are reacting to tighter funding conditions by putting off borrowing plans.  This brings back 
memories of the corporate slowdown post the dotcom bubble burst.  Whilst on the surface 
bad news for growth, this will also prove positive for global markets as in the end US rates 
should remain contained.

CITI ECONOMIC SURPRISE - UNITED STATES

Source: Macrobond as at 01/04/2019.
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TERM PREMIA AT RECORD LOW

US RATES MAY NEED TO FALL
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This US growth slowdown is a different dynamic to the problems of 2018 that were largely 
down to excessive tightening of financial conditions, mostly brought about by the Fed and 
the strong US dollar. This massive tightening meant even a mild slowdown (as experienced in 
Q4) caused havoc in financial markets.  As central banks corrected their stance in Q1 2019, 
this provided a solid tailwind for risk markets from very cheap valuations. This effect can be 
seen in the ACM Term Premium correction, now at record low levels on the back of global 
central banks moving dovish in unison.

ACM 10 YEAR TERM PREMIUM

However the next leg of the rally is in question as global growth has not picked up 
meaningfully yet and has arguably worsened in recent weeks.  Thus if growth data does not 
pick up, the risk is that financial conditions are still too tight relative to the growth backdrop.  
This means US rates and/or the US dollar need to fall to support risk appetite.  With recent 
data showing worrying signs in both the US and Europe therefore, the probability that the 
Fed needs to do more and actually cut rates (or re-engage QE) is rising. So the recent fall 
in US job growth, retail sales and durable goods purchases in the US is troubling. Outside 
the US there have been ‘greenshoots’ in the data - largely from China - but more evidence 
is needed. The recent setback in the form of terrible German manufacturing PMI data is a 
warning sign for markets.

Source: Macrobond as at 01/04/2019.
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CHINA MANUFACTURING RE-
BOUND?
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CHINA CAIXIN MANUFACTURING PMI

Think of it this way - over the course of 2018 the increase in US growth supported higher 
equity markets, higher US rates and a higher dollar. When growth slumped in Q4, tighter 
conditions (higher rates, stronger dollar) sent US risk markets into a tailspin. With US 
growth notably falling this year, high equities, high rates and strong dollar cannot co-exist – 
something has to give.  It is our view that the dollar has to fall for the reflation/risk-on trade 
to work.  If it doesn’t fall by itself (via strong global growth) then the Fed will have to ease 
to push it down.  Thus given the weak data prints we are seeing, market volatility is looking 
likely in the near term on growth fears. This may force the Fed to ease further for markets to 
once again rally. 

We retain our medium term bullish bias but raise defences as a correction might be 
forthcoming.

SOMETHING HAS TO GIVE

Source: Macrobond as at 01/04/2019.
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THE MODEL PORTFOLIO

Source: Merian Global Investors, as at 02/04/2019.

ALPHA FACTOR CONVICTION WEIGHTS (PER 
SECTOR) DIRECTION Exposure (weighted 

duration or %) Risk Cont. (TE,bps) Risk Cont. (%)

CREDIT NET SHORT -0.10yrs 53 15.5
US / EUR Coco bonds 40% LONG 0.35yrs 26 7.6
Buy USD CDX HY Protection 30% SHORT -0.25yrs 12 3.5
Buy EUR CDS Crossover Protection 30% SHORT -0.20yrs 15 4.4

Developed Market Rates NET SHORT -1.50yrs 69 20.2
US 20% LONG 0.65yrs -26 -7.6
UK 15% SHORT -0.95yrs 24 7.0
Germany 15% SHORT -1.65yrs 8 2.3
Cyprus 5% LONG 0.45yrs 5 1.5
France 5% SHORT -0.50yrs 1 0.3
Greece 15% LONG 0.45yrs 19 5.6
Italy 5% LONG 0.25yrs 7 2.0
Portugal 5% LONG 0.20yrs 6 1.8
Spain 5% LONG 0.30yrs 9 2.6
Australia 10% SHORT -0.70yrs 16 4.7

Hard EM Rates NET LONG 0.30yrs 31 9.1
Angola 25% LONG 0.10yrs 7 2.0
Argentina 20% LONG 0.05yrs 9 2.6
Ghana 20% LONG 0.05yrs 5 1.5
Nigeria 15% LONG 0.05yrs 4 1.2
South Africa 20% LONG 0.05yrs 6 1.8

Local EM Rates NET LONG 0.90yrs 36 10.5
Brazil 15% LONG 0.10yrs 6 1.8
Indonesia 20% LONG 0.20yrs 8 2.3
Mexico 30% LONG 0.30yrs 10 2.9
Russia 15% LONG 0.10yrs 3 0.9
South Africa 20% LONG 0.20yrs 9 2.6

FX (vs. USD) NET LONG 18.00% 90 26.3
Australian Dollar 10% LONG 2.00% 9 2.6
Brazilian Real 10% LONG 1.50% 8 2.3
British Pound 15% LONG 3.00% 17 5.0
Chinese Yuan 5% LONG 2.00% 4 1.2
Euro 10% LONG 2.50% 9 2.6
Indonesian Rupiah 5% LONG 2.00% 6 1.8
Japanese Yen 5% SHORT -2.00% -2 -0.6
Mexican Peso 10% LONG 1.50% 10 2.9
Polish Zloty 10% LONG 2.00% 10 2.9
South African Rand 5% LONG 0.50% 6 1.8
Swedish Krona 10% LONG 2.00% 9 2.6
Turkish Lira 5% LONG 1.00% 4 1.2

Inflation-Linked Bonds NET LONG 3.05yrs 63 18.4
Japan Breakevens 10% LONG 0.55yrs 3 0.9
European Breakevens 40% LONG 1.10yrs 27 7.9
US Breakevens 50% LONG 1.40yrs 33 9.6

Total 342 100
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FUND MANAGERS
Mark Nash and Nicholas Wall have managed the Merian Global Strategic Bond Fund (GSB) 
since 1 August 2016. 

Past performance is not a guide to future performance and may not be repeated.  Investment involves risk. The performance data does not 
take account of the commissions and costs incurred on the issue and redemption of shares. The value of investments and the income from them 
may go down as well as up and investors may not get back any of the amount originally invested.The value of investments and the income 
from them may go down as well as up and investors may not get back any of the amount originally invested.  Because of this, an investor is 
not certain to make a profit on an investment and may lose money. Exchange rate changes may cause the value of overseas investments to 
rise or fall.

This communication is issued by Merian Global Investors (UK) Limited (“Merian Global Investors”), Millennium Bridge House, 2 Lambeth Hill, London, United Kingdom, EC4P 
4WR. Merian Global Investors is registered in England and Wales (number: 02949554) and is authorised and regulated by the Financial Conduct Authority (FRN: 171847).

This communication is for information purposes only. Nothing in this communication constitutes financial, professional or investment advice or a personal recommendation. 
This communication should not be construed as a solicitation or an offer to buy or sell any securities or related financial instruments in any jurisdiction. No representation or 
warranty, either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, nor is it intended to be a complete 
statement or summary of the securities, markets or developments referred to in the document.

Any opinions expressed in this document are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or companies within 
the same group as Merian Global Investors as a result of using different assumptions and criteria.

In Hong Kong this communication is issued by Merian Global Investors (Asia Pacific) Limited. Merian Global Investors (Asia Pacific) Limited is licensed to carry out Type 1 and 
Type 4 regulated activities in Hong Kong. This communication has not been reviewed by the Securities and Futures Commission in Hong Kong.  

In Singapore this document is issued by Merian Global Investors (Singapore) Pte Limited, which is not licensed or regulated by the Monetary Authority of Singapore (“MAS”) 
in Singapore. Merian Global Investors (Singapore) Pte Limited is affiliated with Merian Global Investors. Merian Global Investors is not licensed or regulated by the MAS. This 
document has not been reviewed by the MAS. 

In Switzerland this communication is issued by Merian Global Investors (Schweiz) GmbH, Schützengasse 4, 8001 Zürich, Switzerland. 

This communication is for investment professionals only and should not be relied upon by private investors.
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MARK NASH

Mark is head of fixed income at Merian 
Global Investors (MGI). He joined MGI on 
27 June 2016 from Invesco, where he had 
worked since 2001. At Invesco, he was 
most recently head of global multi-asset 
portfolios. Mark is a CFA charterholder and 
has a chemistry degree from the University 
of Nottingham.

 

NICHOLAS WALL

Nicholas joined MGI as portfolio manager 
in July 2016. Prior to joining the business 
Nicholas worked as a fund manager in 
the global macro team at Invesco, since 
2006. He is a CFA charterholder and has 
an economics degree from the University of 
York.
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