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After a decade of expansion following the Global Financial Crisis, the global
economy once again finds itself at a pivotal moment. Facing a convergence
of macroeconomic headwinds, growth is forecast to moderate over the next
few years, with some economies potentially facing recession. Despite
negative headlines, we still hold a positive bias towards risk assets, given the
increasing commitment among central banks and governments to support
growth and corporate earnings.

Re-entering a “lower for longer”
rate environment
Low but positive global growth
Several market headwinds are worth paying
attention to – some are geopolitical, and others are
fundamental changes in the growth profile. The
trend in Europe, for example, is towards slower
growth, while parts of Asia are being affected by the
trade war. We still see positive growth in the US,
and our view is that the general global trend will
remain positive, although we are concerned that
this trend may be slowing, which exposes us to the
risk of shocks.

Rates in retreat
In response to the threat of a slowdown, some
central banks have again adopted a more
accommodative monetary stance. The US Federal
Reserve (Fed) retreated by cutting rates after nine
increases between 2015 and 20181. The European
Central Bank decided to reignite its QE programme
less than a year after pausing it 2 . The Bank of
Japan reminded investors that its negative-rate
policy could go beyond the current -0.1% 3 . The
People’s
Bank
of
China
retained
its
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policy benchmark rate at the 2015 level, but cut the
Reserve Requirement Ratio to its lowest point since
20074.
Further cuts to benchmark interest rates, and the
anticipation of additional reductions have pushed an
even greater share of developed-market sovereign
bond yields into negative territory (Chart 1), which is
likely to create a variety of long-term distortions. In
the immediate term, however, increasingly low and
negative rates imply that the search for yield will
continue to be a dominant theme for income
investors.

High-yielding credit as bright spots
From a monetary-policy perspective, the “lower for
longer” interest-rate environment means that it will
become more difficult for central banks to stimulate
economic growth by reducing rates. Quantitative
measures could be utilised, but it is unlikely that
central banks will want to follow that path again so
soon. The risk with low rates is that they create a
bubble environment and central banks have to
balance this risk with a slowing underlying
economy.
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Chart 1: Developed market sovereign yields—select countries
3 month

1 year

2 year

3 year

5 year

7 year

10 year

15 year

20 year

30 year

Switzerland
Germany
Netherlands
Japan
Denmark
Sweden
France
Ireland
Spain
Portugal
Italy
Canada
United States
United Kingdom
Australia
Negative yielding

Positive yielding

Source: Refinitiv Datastream, Manulife Investment Management, as of 19 September 2019.

In this low-rate environment, we believe that credit
could be a bright spot: default rates remain low 5 ,
which is where we expect them to remain over the
next 12 months, and the asset class is trending
positively in a low-growth environment. Companies
that continue to generate positive earnings and
respective cashflows can reduce their debt burdens
and enhance liquidity. Meanwhile, investors could
see spreads over underlying government rates
deliver rewarding income returns. We believe that
income-generating strategies could perform well in
this environment.
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Bank of America Merrill Lynch, as of 31 August 2019. Credit trends
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management segment of Manulife Financial Corporation. The
information and/or analysis contained in this material have been
compiled or arrived at from sources believed to be reliable but Manulif e
Investment Management does not make any representation as to their
accuracy, correctness, usefulness or completeness and does not
accept liability for any loss arising from the use hereof or the
information and/or analysis contained herein. Neither Manulife
Investment Management or its affiliates, nor any of their directors,
officers or employees shall assume any liability or responsibility for any
direct or indirect loss or damage or any other consequence of any
person acting or not acting in reliance on the information contained
herein.
This material was prepared solely for educational and informational
purposes and does not constitute a recommendation, professional
advice, an offer, solicitation or an invitation by or on behalf of Manulife
Investment Management to any person to buy or sell any security.
Nothing in this material constitutes investment, legal, accounting or tax
advice, or a representation that any investment or strategy is suitable or
appropriate to your individual circumstances, or otherwise constitutes a
personal recommendation to you. The economic trend analysis
expressed in this material does not indicate any future investment
performance result. This material was produced by and the opinions
expressed are those of Manulife Investment Management as of the
date of this publication, and are subject to change based on market and
other conditions. Past performance is not an indication of future results.
Investment involves risk, including the loss of principal. In considering
any investment, if you are in doubt on the action to be taken, you
should consult professional advisers.
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(Singapore) Pte. Ltd. (Company Registration Number: 200709952G).
Vietnam: Manulife Investment Fund Management (Vietnam) Company
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Manulife Asset Management (Japan) Limited. Taiwan: Manulife
Investment Management (Taiwan) Co., Ltd. (Investment is not
protected by deposit insurance, insurance guaranty fund or other
protection mechanism in Taiwan. For the disputes resulted from the
investment, you may file a complaint to the Securities Investment Trust
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