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It is no secret that investment grade markets have been under pressure so far in 2018. After enjoying a strong run in 2017
amid positive market sentiment, anticipation around successful tax reform legislation, strength in commodity prices, and
strong demand from global investors, investment grade credit (as measured by the Bloomberg Barclays US Corporate
Investment Grade Index) generated the weakest first-half-of-the-year total return (-3.27%) since 2013 and the weakest firsthalf excess return (-1.76%) since 2008. Geopolitical headwinds, driven in large part by the growing threat of a global trade
war, have compounded weak technicals in the investment grade market in the United States amid rising hedging costs for
global investors and heavy supply driven by merger and acquisition (M&A) activity.
However, we believe there could be a silver lining to this gloomy start to the year. The underperformance in the US
investment grade corporate market to date has largely been technically driven, in our view, and not rooted in any
fundamental weakness. Corporate earnings growth remains robust, as evidenced by S&P 500® Index companies reporting
a 7.8% increase in revenue year over year and a 24.3% increase in earnings per share for the first quarter of 2018. While
debt levels remain elevated, leverage has stabilized, and we continue to expect earnings growth to support deleveraging
in the near term. Tax reform has also been a tailwind to fundamentals with benefits accrued across all sectors. In fact, we
are already seeing early signs of a turnaround in US investment grade technicals with supply slowing and global investor
demand improving. And with US investment grade credit spreads (year to date) having retraced virtually all the tightening
that occurred in 2017, we believe there is room for further spread compression and performance in the second half of 2018.
The key to unlocking this value and guarding against losses as we approach the end of a historic era of US Federal Reserve
market support will be individual security selection and deep, bottom-up fundamental research.
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What drove spreads wider in the first half of 2018?
Corporate bond spreads have come off their cyclical tights in the first half of the year, widening 40 basis points from trough
to peak, although current levels are still below their long run average.
Investment grade corporate bonds OAS

Source: Bloomberg Barclays. Option-adjusted spread (OAS) measures the average difference in yields between a bond security (in this case, investment grade corporate bonds) and
Treasurys

A number of factors have contributed to this recent cheapening:
• Declining foreign demand. Investors from Asia and Europe have been marginal buyers of US credit for the past
several years as the global reach for yield has pushed investors to the US market. However, widening interest rate
differentials between the Fed, the Bank of Japan, and the European Central Bank, combined with a stronger US
dollar, have driven up foreign exchange (FX) hedging costs for non-US investors. Although recent Fed data show that
international investor holdings of US corporate bonds are still near all-time highs (29% as of the first quarter of 2018), that
number has declined over the past few quarters. Recent fund flow data also indicate that demand, including that from
US investors, has waned, with inflow volumes down 30% year over year.1
• Trade. The on-again, off-again trade dispute between the US and China and other trading partners has been one of
the main drivers of market volatility, with increasingly hostile and vacillating rhetoric moving sentiment in alternating
directions. Although the US and China have each issued only $US34 billion in tariffs year to date, tensions have ramped
up significantly with President Trump warning he is ready to implement tariffs on all $US500 billion of Chinese goods
imported into the US. While much of this rhetoric is likely posturing to negotiate better terms for trade relationships, we
expect trade tensions will continue to dominate headlines and market sentiment in the near term.
• Supply. Although issuance is down slightly year over year for the first half of 2018, US investment grade supply has
been robust, after coming off a record year in 2017. M&A financing continues to play a major role in the ongoing heavy
supply, which has led to some buyer indigestion and reduced pricing power for issuers in the form of rising new-issue
concessions. This is especially evident in the large megadeals that have required significant concessions to clear the
market.

What could drive spreads tighter in the second half of 2018?
Our base-case view was that there would be a meaningful decline in supply this year, driven by the implementation of tax
reform and the reduced need for companies to issue additional debt due to the effect of repatriating offshore cash. And
aside from the surge in M&A-related financing in the second quarter of 2018, this view has begun to play out, with issuance
for the month of July down approximately 50% from the same period last year. The technology sector is a particularly good
barometer of the effects of tax reform on issuance given the significant number of offshore holdings in the space. Year-todate technology issuance is roughly $US12 billion, compared to $US148 billion of total issuance from this industry in 2017
(source: Bank of America). We believe this trend will continue into the second half of 2018 and cause overall US investment
grade supply to be down for the year, providing technical support for the secondary market.
More importantly, demand has rebounded as wider spreads and higher all-in corporate yields have increased the
attractiveness of US dollar credit to European and Asian investors. Hedging costs have marginally improved, which has
been beneficial given the growing influence that non-US investors have on the US investment grade credit market. However,
we are not expecting a significant decline in FX hedging costs in the near term, as the policy divergence between the US
and the rest of the world shows little signs of changing. Liability-driven investing is another area where we expect demand
to increase, as long corporate bond yields approach the psychologically important 5% threshold. We have begun to see
evidence of this as the recovery in equity markets has improved corporate pension funding status — which in turn has
driven demand for long duration corporate bonds, as plans derisk by shifting from equities to long-dated fixed income.
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Investment implications
Despite the weak start to the year, we believe the US investment grade corporate market still offers value and the repricing
that has occurred in the first half of 2018 presents an opportunity for spread compression and performance in the second
half of the year. However, with the current business cycle seemingly in the late innings and central bank policy normalization
under way, we believe fundamental credit analysis and security selection will be the key differentiator for relative
outperformance over an entire investment cycle.
1 UBS and Lipper, data through July 25, 2018.
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The views expressed represent the Manager’s as of
the date indicated, and should not be considered a
recommendation to buy, hold, or sell any security, and
should not be relied on as research or investment advice.
Views are subject to change without notice.
The information in this document is not, and should not
be construed as, an advertisement, an invitation, an
offer, a solicitation of an offer or a recommendation to
participate in any investment strategy or take any other
action, including to buy or sell any product or security
or offer any banking or financial service or facility in
any jurisdiction where it would be unlawful to do so.
The information presented is not intended and should
not be construed to be a presentation of information
for any pooled vehicle including US mutual funds.
This document has been prepared without taking into
account any person’s objectives, financial situation or
needs. Recipients should not construe the contents of
this document as financial, investment or other advice.
It should not be relied on in making any investment
decision.
Future results are impossible to predict. This document
contains opinions, conclusions, estimates, and other
forward-looking statements which are, by their very
nature, subject to various risks and uncertainties. Actual
events or results may differ materially, positively or
negatively, from those reflected or contemplated in such
forward-looking statements. Past performance is not
a reliable indicator of future performance. Investing
involves risk including the possible loss of principal.
This presentation does not contain all the information
necessary to fully evaluate any investment program, and
reliance should not be placed on the contents of this
document. Any decision with respect to any investment
program referred to herein should be made based solely
upon appropriate due diligence by the prospective
investor. The investment capabilities described herein
involve risks due, among other things, to the nature of
the underlying investments. All examples herein are for
illustrative purposes only and there can be no assurance
that any particular investment objective will be realized
or any investment strategy seeking to achieve such
objective will be successful.
No representation or warranty, express or implied,
is made as to the accuracy or completeness of the
information, opinions and conclusions contained in this
presentation. In preparing this presentation, reliance has
been placed, without independent verification, on the
accuracy and completeness of all information available
from external sources.
To the maximum extent permitted by law, none of the
entities under Macquarie Investment Management nor
any other member of the Macquarie Group nor their
directors, employees, or agents accept any liability for
any loss arising from the use of this presentation, its
contents or otherwise arising in connection with it.
Other than Macquarie Bank Limited (MBL), none of the
entities noted in this presentation are authorised deposittaking institutions for the purposes of the Banking Act
1959 (Commonwealth of Australia). The obligations of
these entities do not represent deposits or other liabilities
of MBL. MBL does not guarantee or otherwise provide
assurance in respect of the obligations of these entities,
unless noted otherwise.
The following registered investment advisers form part of
Macquarie Group’s investment management business,
Macquarie Investment Management: Macquarie
Investment Management Business Trust, Macquarie
Funds Management Hong Kong Limited, Macquarie
Investment Management Austria Kapitalanlage AG,
Macquarie Investment Management Global Limited,
Macquarie Investment Management Europe Limited, and
Macquarie Capital Investment Management LLC.
Diversification may not protect against market risk.
Fixed income securities and bond funds can lose value,
and investors can lose principal, as interest rates rise.
They also may be affected by economic conditions that

hinder an issuer’s ability to make interest and principal
payments on its debt.
The Bloomberg Barclays US Corporate Investment
Grade Index is composed of US dollar–denominated,
investment grade, SEC-registered corporate bonds
issued by industrial, utility, and financial companies. All
bonds in the index have at least one year to maturity.
An index is unmanaged and one cannot invest directly
in an index.
All charts are for illustrative purposes only.
For recipients in the United States, this document
is provided by Macquarie Investment Management
Business Trust (MIMBT). Institutional investment
management is provided by Macquarie Investment
Management Advisers (MIMA), a series of MIMBT.
MIMBT is a US registered investment advisor, and may
not be able to provide investment advisory services to
certain clients in certain jurisdictions.
For recipients the European Economic Area,
this document is a financial promotion distributed by
Macquarie Investment Management Europe Limited
(MIMEL) to Professional Clients or Eligible Counterparties
defined in the Markets in Financial Instruments Directive
2014/65/EU. MIMEL is authorised and regulated by
the Financial Conduct Authority. MIMEL is incorporated
and registered in England and Wales (Company No.
09612439, Firm Reference No. 733534). The registered
office of MIMEL is Ropemaker Place, 28 Ropemaker
Street, London, EC2Y 9HD. The investment capabilities
described herein are managed by MIMEL, with dayto-day management responsibilities sub-delegated to
relevant affiliated managers.
This document has not been prepared in accordance
with legal requirements designed to promote the
independence of investment research and is not subject
to any prohibition on dealing ahead of the dissemination
of investment research.
For recipients in Switzerland, this document is
distributed by Macquarie Investment Management
Switzerland GmbH. In Switzerland this document
is directed only at qualified investors (the “Qualified
Investors”), as defined in the Swiss Collective Investment
Schemes Act of 23 June 2006, as amended (“CISA”)
and its implementing ordinance.
For recipients in Australia, this document is provided
by Macquarie Investment Management Global Limited
(ABN 90 086 159 060 Australian Financial Services
Licence 237843) solely for general informational
purposes. This document does not constitute a
recommendation to acquire, an invitation to apply for, an
offer to apply for or buy, an offer to arrange the issue or
sale of, or an offer for issue or sale of, any securities in
Australia. This document has been prepared, and is only
intended, for ‘wholesale clients’ as defined in section
761G of the Corporations Act and applicable regulations
only and not to any other persons. This document does
not constitute or involve a recommendation to acquire, an
offer or invitation for issue or sale, an offer or invitation to
arrange the issue or sale, or an issue or sale, of interests
to a ‘retail client’ (as defined in section 761G of the
Corporations Act and applicable regulations) in Australia.
For recipients in PRC, Macquarie is not an authorized
securities firm or bank in the People’s Republic of China
and does not conduct securities or banking business in
the People’s Republic of China.
For recipients in Hong Kong, this document is
provided by Macquarie Funds Management Hong Kong
Limited (CE No. AGZ772) (MFMHK), a company licensed
by the Securities and Futures Commission for the
purpose of giving general information in relation to the
strategy(ies) described herein. The information contained
in this presentation is provided on a strictly confidential
basis for your benefit only and must not be disclosed
to any other party without the prior written consent of
MFMHK. If you are not the intended recipient you are
not authorised to use this information in any way. This
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presentation does not, and is not intended to, constitute
an invitation or an offer of securities, units of collective
investments schemes or commodities (or any interests in
any index thereof) for purchase or subscription in Hong
Kong. The information in this presentation is prepared
and only intended for professional investors and not
to any other person. This presentation has not been
approved or reviewed by the Securities and Futures
Commission.
For recipients in Korea, this document is provided
at the specific request of the recipient who is a person
specified under Article 101(2) of the Presidential
Decree of the Financial Investment Services and Capital
Markets Act (Act) without any solicitation by Macquarie.
Therefore, this document may not be distributed, either
directly or indirectly, to others in Korea. The person
receiving this document represents and warrants that
if it receives this document, it is a professional investor
as defined under the Act. No member of the Macquarie
Group makes any representation with respect to the
eligibility of any recipients of this presentation to acquire
the products or services therein under the laws of Korea,
including but without limitation the Foreign Exchange
Transactions Act and Regulations thereunder. The
products and services have not been registered under
the Act, and none of the interests may be offered, sold
or delivered, or offered or sold to any person for reoffering or resale, directly or indirectly, in Korea or to any
resident of Korea except pursuant to applicable laws and
regulations of Korea.
For recipients in Malaysia, Taiwan, The
Philippines, this document is provided at the specific
request of the recipient.
For recipients in Singapore, the Strategies which are
the subject of this document do not relate to a collective
investment scheme which is authorised under section
286 of the Securities and Futures Act, Chapter 289
of Singapore (the “SFA”) or recognised under section
287 of the SFA. The Strategies are not authorised or
recognised by the Monetary Authority of Singapore (the
“MAS”) and shares are not allowed to be offered to
the retail public. Each of this document and any other
document or material issued in connection with the
document is not a prospectus as defined in the SFA.
Accordingly, statutory liability under the SFA in relation to
the content of prospectuses would not apply. You should
consider carefully whether the investment is suitable
for you. This document has not been registered as a
prospectus with the MAS. Accordingly, this document
and any other document or material in connection
with the offer or sale, or invitation for subscription or
purchase, of shares may not be circulated or distributed,
nor may shares be offered or sold, or be made the
subject of an invitation for subscription or purchase,
whether directly or indirectly, to persons in Singapore
other than (i) to an institutional investor under Section
304 of the SFA, (ii) to a relevant person pursuant to
Section 305(1), or any person pursuant to Section
305(2), and in accordance with the conditions specified
in Section 305 of the SFA, or (iii) otherwise pursuant
to, and in accordance with the conditions of, any other
applicable provision of the SFA.
For recipients in Japan, this document is provided
by MFMHK. MFMHK is supported by Macquarie Asset
Management Japan Co., Ltd., a Financial Instruments
Business Operator: Director General of the Kanto
Local Finance Bureau (Financial Instruments Business)
No.2769 (Member of Japan Investment Advisers
Association). This presentation does not, and is not
intended to, constitute an invitation or an offer of
securities in Japan. The securities have not been and will
not be registered under the Financial Instruments and
Exchange Act of Japan. None of the securities may be
offered or sold, directly or indirectly, in Japan or to, or for
the benefit of, any resident of Japan (which term means
any person resident in Japan, including any corporation
or other entity organized under the laws of Japan), or
to others for re‐offering or resale, directly or indirectly,

in Japan or to a resident of Japan, except pursuant to
an exemption from the registration requirements of, or
otherwise in compliance with, the Financial Instruments
and Exchange Act of Japan and in compliance with any
other applicable laws and regulations of Japan.
Macquarie Group, its employees and officers may act
in different, potentially conflicting, roles in providing
the financial services referred to in this document. The
Macquarie Group entities may from time to time act as
trustee, administrator, registrar, custodian, investment
manager or investment advisor, representative or
otherwise for a product or may be otherwise involved in
or with, other products and clients which have similar
investment objectives to those of the products described
herein. Due to the conflicting nature of these roles, the
interests of Macquarie Group may from time to time be
inconsistent with the Interests of investors. Macquarie
Group entities may receive remuneration as a result of
acting in these roles. Macquarie Group has conflict of
interest policies which aim to manage conflicts of interest.
All third-party marks cited are the property of their
respective owners.
© 2018 Macquarie Group Limited
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