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The macro view formalised in past editions of the Macro Monthly 
is beginning to bear fruit, leaving core government bonds looking 
overvalued and inflation and local emerging markets looking relatively 
cheap. There is a real chance that we’ve passed ‘peak trade war’ just 
as the manufacturing cycle was starting to naturally bottom out and as 
central bank easing starts to gain traction. This will have a profound 
influence on global capital flows and potentially have big ramifications 
for the US dollar. At a minimum, we expect a mini capex cycle typical of 
the post-crisis economy.

Global capital has sought refuge in the US since early 2018. The trade war and geopolitical 
angst led to huge amounts of uncertainty for multinational corporations, effectively freezing 
capex plans and collapsing business investment. Meanwhile capital was drawn to the US 
as corporations benefitted from deregulation, fiscal stimulus and repatriation incentives, 
loosening financial conditions. This led the Federal Reserve (Fed) to reduce the size of the 
balance sheet and hike rates, boosting the dollar further and hurting non-US corporates 
who had borrowed in the reserve currency. The US became a beacon for global capital – 
you could park your money in T-bills and earn 2.5%, while US growth stocks boomed as 
they took market share without having to worry about profits due to inflows into the capital 
account.

Eventually, the US ‘caught down’ to the rest of the world as the strong dollar hurt earnings 
from abroad for US companies, stock markets fell in late 2018 and higher rates hurt interest-
rate sensitive parts of the economy. Against this backdrop the key to reversing this low-
growth, high-USD debt trap were three conditions:

1 A more dovish Fed, lowering the appeal of USD cash via lower interest 
rates and increasing the supply of USD via its balance sheet

2 An improving geopolitical and trade environment in order 
to halt the decline in capex and global trade

3 An end to deleveraging pressures in China that have been prevalent since 
2017, but haven’t garnered as much media or market attention – China’s 
unwillingness to add more leverage to the economy has meant that the 
global economy hasn’t recovered as quickly as it did, say, in 2016.

We believe all three variables are playing out, sowing the seeds for a reversal in the trades 
that have worked so well since late 2018. The downturn in the US data, somewhat counter-
intuitively, was a vital ingredient for a global recovery.
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The Fed have cut interest rates by 75bps and, just as importantly, halted QT but expanded 
the balance sheet via T-bill purchases – this makes it less likely that the large issuance to 
fund the deficit crowds out other investment and also leads to further incidents in the repo 
market. The Fed will be buying T-bills for longer than it thinks, otherwise it will risk losing 
control of front end rates again. We don’t believe that, while the government is running 
large deficits, the Fed will be able to control the size of its balance sheet and front-end rates 
simultaneously.

FED BALANCE SHEET

With the Fed no longer adopting such a tight monetary policy, emerging market central 
banks are able to ease more aggressively. EM central banks haven’t been able to respond 
to the slowdown in trade while Fed policy was tight, as an easing would have led to capital 
outflows into those 2.5% US T-bills, and lowering interest rates could actually end up 
tightening policy. A weaker USD and lower US interest rate has given the green light for EM 
central banks to ease, and we would expect a pick-up in domestic demand – this is very 
significant when you consider that EM now comprises 60% of global GDP.

DMS ACCELERATE, EMS STILL LANGUISHING
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CONDITION 1 
THE FED

Source: Macrobond as at 28/10/2019.

3.7

3.8

3.9

4.0

4.1

4.2

4.3

4.4

4.5

4.6

2015 2016 2017 2018 2019

Tr
ill

io
n



Merian multi-sector fixed incomeMacro monthly

Page 3 of 6

The art and science of investingTM

The geopolitical environment has also improved considerably, although we acknowledge 
it’s a fragile peace. From the US side, the electoral cycle is coming to the rescue. President 
Trump has prided himself on a strong economy and stock market, while key swing states sell 
a lot of agricultural product to China. As the US economy started to look more vulnerable to 
recession, there is a greater incentive to come to some form of agreement with China.

From China’s side, meanwhile, growth has certainly slowed but many of the reforms it’s 
been asked to undertake may be in its long-term interests anyway. China seeks to avoid the 
middle-income trap and to become less export-orientated. As the current account falls into 
negative territory via the trade channel, it needs to attract capital inflows unless it is prepared 
to devalue again (very unlikely). China has therefore dropped tariffs on non-US countries 
already, and improved the business environment by lifting joint venture regulations and 
improving intellectual property law. We therefore think the conditions are in place for a truce 
and some removal of tariffs, with a comprehensive agreement unlikely until after the election 
– there is a reasonable chance we have seen the peak of the trade war as the manufacturing 
cycle was starting to bottom.

GLOBAL MANUFACTURING PMI 

Lastly, and this is very important despite the lack of headlines, is that China may be starting 
to gradually loosen its monetary policy. It lowered its Marginal Lending Rate by 5bps to 
3.25% on November 5, and this is now linked to the Loan Prime Rate – the rate at which the 
People’s Bank of China (PBoC) lends to banks and the reference rate for the economy. This 
will be nowhere near as aggressive as previous easing cycles in 2009 and 2016, but could 
signal a shift towards looser policy as the renminbi strength makes outflows less likely. It is 
also interesting that the PBoC was prepared to loosen policy with inflation surging beyond 
3%, albeit largely due to pork prices – we would expect more easing as the base effect from 
pork drops out and if the renminbi stays stable.

Source: Macrobond as at 01/10/2019.
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CHINA TOTAL SOCIAL FINANCE AS A PERCENTAGE OF GDP, YOY% GROWTH

To summarise, we think the conditions are there for a reversal in the market dynamic that 
has dominated price action and capital flows since Trump’s election. The capital that flowed 
into global bonds, into US equities and into US money markets will seek higher returns if the 
geopolitical environment improves and the Fed keeps rates at a lower level. With core bonds 
at expensive levels and the market underweight emerging market local debt, we continue to 
re-allocate risk as events unfold to validate the macro view. We remain alert to deterioration 
in the US-China talks or the Fed reversing recent easing measures, and while there are 
certainly risks there we think current valuations and positioning continue to make the trades 
compelling. 

Source: Macrobond as at 01/07/2019.
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THE MODEL PORTFOLIO ALPHA FACTOR CONVICTION WEIGHTS (PER 
SECTOR) DIRECTION

Exposure 
(weighted 

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

CREDIT NET LONG 0.30yrs 24 6.4
US / EUR Coco bonds 100% LONG 0.30yrs 24 6.4

Developed Market Rates NET SHORT -2.60yrs 131 35.1
US 30% SHORT -1.70yrs 64 17.2
UK 5% SHORT -0.05yrs -4 -1.1
Germany 15% SHORT -1.60yrs 13 3.5
France 5% SHORT -0.55yrs 8 2.1
Italy 10% LONG 0.70yrs 18 4.8
Greece 15% LONG 0.55yrs 33 8.8
Australia 10% SHORT -0.45yrs 17 4.6
Canada 10% LONG 0.50yrs -18 -4.8

Hard EM Rates NET LONG 0.40yrs 38 10.2
Angola 20% LONG 0.10yrs 9 2.4
Ghana 15% LONG 0.05yrs 4 1.1
Ivory Coast 15% LONG 0.05yrs 5 1.3
Nigeria 25% LONG 0.10yrs 10 2.7
South Africa 25% LONG 0.10yrs 10 2.7

Local EM Rates NET LONG 0.70yrs 15 4.0
Indonesia 35% LONG 0.20yrs 7 1.9
Mexico 30% LONG 0.25yrs 2 0.5
Russia 20% LONG 0.10yrs 2 0.5
South Africa 15% LONG 0.15yrs 4 1.1

FX (vs. USD) NET LONG 13.00% 88 23.6
Australian Dollar 5% LONG 1.00% 4 1.1
Brazilian Real 5% LONG 1.50% 9 2.4
Canadian Dollar 10% SHORT -2.00% -5 -1.3
Euro 10% LONG 2.50% 7 1.9
Indonesian Rupiah 5% LONG 2.50% 7 1.9
Japanese Yen 15% SHORT -5.50% 12 3.2
Korean Won 10% LONG 3.00% 11 2.9
Mexican Peso 10% LONG 2.00% 10 2.7
New Zealand Dollar 5% LONG 1.50% 5 1.3
Norwegian Krone 5% LONG 1.00% 4 1.1
Russian Ruble 5% LONG 1.50% 8 2.1
Singapore Dollar 5% LONG 2.00% 4 1.1
South African Rand 5% LONG 1.00% 9 2.4
Turkish Lira 5% LONG 1.00% 3 0.8

Inflation NET LONG 2.80yrs 77 20.6
European Inflation 35% LONG 0.80yrs 33 8.8
US Inflation 55% LONG 1.50yrs 41 11.0
Japanese Inflation 10% LONG 0.50yrs 3 0.8

As of 06.11.2019 Total 373 100

Source: Merian Global Investors, as at 06/11/2019
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FUND MANAGERS
Mark Nash and Nicholas Wall have managed the Merian Strategic Absolute Return Bond 
Fund 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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