
FIIG Securities Limited   |   ABN 68 085 661 632   |   AFS Licence No. 224569

Credit Outlook:

All bubbles burst

Mark Bayley CFA

Head of Credit Strategy and Research

2 August 2017



© 2017 FIIG Securities Limited |  fiig.com.au

FIIG Securities Limited (‘FIIG’) provides general financial product advice only. As a result, this document, and any information or advice, has been provided by FIIG without taking account of your 
objectives, financial situation and needs. FIIG’s AFS Licence does not authorise it to give personal advice. Because of this, you should, before acting on any advice from FIIG, consider the appropriateness 
of the advice, having regard to your objectives, financial situation and needs. If this document, or any advice, relates to the acquisition, or possible acquisition, of a particular financial product, you 
should obtain a product disclosure statement relating to the product and consider the statement before making any decision about whether to acquire the product. Neither FIIG, nor any of its directors, 
authorised representatives, employees, or agents, makes any representation or warranty as to the reliability, accuracy, or completeness, of this document or any advice. Nor do they accept any liability 
or responsibility arising in any way (including negligence) for errors in, or omissions from, this document or advice. FIIG, its staff and related parties earn fees and revenue from dealing in the securities 
as principal or otherwise and may have an interest in any securities mentioned in this document. Any reference to credit ratings of companies, entities or financial products must only be relied upon by a 
‘wholesale client’ as that term is defined in section 761G of the Corporations Act 2001 (Cth). FIIG strongly recommends that you seek independent accounting, financial, taxation, and legal advice, 
tailored to your specific objectives, financial situation or needs, prior to making any investment decision. FIIG does not provide tax advice and is not a registered tax agent or tax (financial) advisor, nor 
are any of FIIG’s staff or authorised representatives. FIIG does not make a market in the securities or products that may be referred to in this document. A copy of FIIG’s current Financial Services Guide 
is available at www.fiig.com.au/fsg. 

An investment in notes or corporate bonds should not be compared to a bank deposit. Notes and corporate bonds have a greater risk of loss of some or all of an investor’s capital when compared to bank 
deposits. Past performance of any product described on any communication from FIIG is not a reliable indication of future performance. Forecasts contained in this document are predictive in character 
and based on assumptions such as a 2.5% p.a. assumed rate of inflation, foreign exchange rates or forward interest rate curves generally available at the time and no reliance should be placed on the 
accuracy of any forecast information. The actual results may differ substantially from the forecasts and are subject to change without further notice. FIIG is not licensed to provide foreign exchange 
hedging or deal in foreign exchange contracts services. The information in this document is strictly confidential. If you are not the intended recipient of the information contained in this document, you 
may not disclose or use the information in any way. No liability is accepted for any unauthorised use of the information contained in this document. FIIG is the owner of the copyright material in this 
document unless otherwise specified.

FIIG Securities Limited   |   ABN 68 085 661 632   |   AFS Licence No. 224569

1



© 2017 FIIG Securities Limited |  fiig.com.au

Contents

2

o Trump:  the elephant in the room

o Market reaction

o Credit cycle

o All bubbles burst

This presentation discusses the following:



© 2017 FIIG Securities Limited |  3

Trump: 

the elephant in the room
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The Republican elephant in the room

Source: Fine Art America, imgur by zayzaya, About.com



© 2017 FIIG Securities Limited |  fiig.com.au

Trump 
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We still don’t have a good sense about what his policies will be but at this stage they are most 
likely to include:

I. Higher Spending
a. Military
b. Construction

II. Lower corporate tax rates and loss of interest deductibility

III. Reduced regulations – cutting red tape
a. Financials
b. Pharmaceuticals 

IV. Reduced globalisation/trade – “Make America Great Again”  “America First”

What does it all mean?
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I. Greater fiscal spending – making fiscal policy more important 

II. Danger of higher inflation

III. Fear of higher interest rates

IV. Tinkering at the Federal Reserve – potentially reducing the impact of monetary policy 

and increased uncertainty surrounding Janet Yellen’s position as Chair

Potential consequences
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Market reaction
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How have equity markets reacted?

Source:  Raymond James
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Market reaction
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How has the US government bond market reacted?

Source:  Bloomberg
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Market reaction
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How have the global credit markets reacted?

Source:  Bloomberg
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Market reaction
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How have markets reacted and should we be worried?

Source:  Societe Generale
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Market reaction
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o We are unconvinced that US fiscal spending will have much impact on growth

o We don’t expect any rapid and/or a major untick in US inflation

o In our opinion, the Fed will still have to move incredibly slowly with any hikes

o Given we are late in the US economic cycle, we question how much of a boost fiscal 

spending can give

o We still believe in the lower-for-longer thesis – interest rates (short-end), growth, inflation 

and returns

o Having said that, we expect to see further steepening of government yield curves as 

investors continue to position for the EXPECTED inflation threat

o These fears will eventually be unfounded – remember Quantitative Easing and the inflation 

that must follow

Is this the right response?
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Credit cycle
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Credit cycle:  Mature bull
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Where are we in the normal credit cycle?  Mature Bull…

Source:  S&P and Citigroup

Phase 1
Debt reduction
Credit      Equity

Phase 2
Profit > Debt
Credit      Equity

Phase 3
Debt > Profit
Credit      Equity

Phase 4
Bubble bursts
Credit      Equity

Mature 
Bull
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Australia – 2017 outlook
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Relatively unexciting outlook 

Source: Moody’s
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All bubbles burst
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All bubbles burst – are you protected?
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Source: OECD 2016
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Corporate bonds still offer attractive risk-adjusted returns
o Financial markets continue to operating in unprecedented and unconventional times

o Fiscal policy will play an increasing role but Central Banks will remain key participants

o We still believe in the lower-for-longer thesis – interest rates (short-end), growth, inflation 
and returns

o Investors need to accept volatility and be prepared for the equity bubble to burst

o Australians are typically over exposed to equities and that corporate bonds should play an 
important and growing part within investment portfolios

o Global credit fundamentals are slightly deteriorating and technicals remain volatile

o Given the late nature of the credit cycle, we believe that the rest of 2017 and 2018 will be 
characterised by marginally wider credit spreads

o As such, we recommend a more defensive or cautiously positioned portfolio by migrating to 
more highly-rated and shorter-dated corporate bonds

o For investors searching for even more yield, we recommend moving into shorter-dated, 
lower-rated corporate bonds rather than longer-dated but more highly-rated bonds
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Any questions
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Source: Political Outcast
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