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How Emerging Trade Wars Could
Reshape Foreign Investor Participation
in U.S. Corporate Credit

Foreign investors currently hold approximately 27% of U.S. investment-grade (IG) corporate
debt, amounting to about $4.3 trillion. Over the past two decades, this foreign capital inflow has
contributed significantly to maintaining attractive borrowing costs, stable credit spreads, and
robust liquidity within the U.S. corporate bond market. Recently, however, evolving global trade
policies and economic nationalism have sparked discussions on the potential for changes in this
steady capital flow. While major outflows appear unlikely at this point, considering possible
implications of any future moderation in foreign investment remains prudent.
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Foreign investors currently hold approximately 27% of U.S. investment-grade (IG) corporate debt, amounting to
about $4.3 trillion. Over the past two decades, this foreign capital inflow has contributed significantly to maintaining
attractive borrowing costs, stable credit spreads, and robust liquidity within the U.S. corporate bond market.
Recently, however, evolving global trade policies and economic nationalism have sparked discussions on the
potential for changes in this steady capital flow. While major outflows appear unlikely at this point, considering
possible implications of any future moderation in foreign investment remains prudent.
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Foreign Holders of U.S. Corporate Debt Investor Type and Estimated Holdings

e Insurance Companies: S860B

e Asset Managers: $1,290B

e Banks: $645B

e Pension Funds: $516B

e Sovereign Wealth Funds: $258B
e Retail Funds: $473B

e Hedge Funds: $258B

e Total: $4,300B

Region/Country and Estimated Holdings:

e  Furope (UK, Germany, Netherlands): S500B
e Japan: 56508

e Canada: $430B

e Luxembourg, Ireland, Switzerland: $620B

e Cayman Islands, Bermuda: S400B

e Middle East, Singapore: $350B

e  Other regions: $1,350B

e Total: $4,300B
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Exploring Possible Outcomes of Reduced Foreign Investment, Potential Spread Adjustments

Should foreign participation slightly decrease, there may be modest widening of credit spreads, particularly during
periods of heightened issuance. However, given the robustness of the U.S. IG market, substantial spread increases
appear unlikely under current conditions.

Potential Impacts on Market Liquidity

Foreign investors, especially European asset managers and Japanese insurers, traditionally support market liquidity.
Reduced participation from these groups could slightly decrease liquidity in new issuance and secondary market
trading, particularly for longer maturities and smaller issuers. Currently, however, liquidity remains healthy, and
there is no notable evidence suggesting disruption.

Possible Marginal Increase in Volatility

Foreign investors have historically provided stability during market fluctuations. A reduction in their involvement
could theoretically lead to increased volatility in credit markets during uncertain periods, although this risk remains
hypothetical at present.

Sectors Potentially Sensitive to Foreign Investor Shifts

Long-duration bonds, particularly those exceeding ten years, are typically more attractive to foreign institutional
investors such as insurers and pension funds.

Sector Sensitivity Overview:

e Technology: High (European asset managers, Asian insurers)

e Pharmaceuticals/Healthcare: High (European pension funds, global insurers)
e Energy/Utilities: High (Canadian/European pensions, insurers)

e Financials: Moderate-to-High (European and Asian banks, insurers)

e Industrials: Moderate (European and Japanese institutions)

e Consumer Goods: Moderate (European institutional investors)

e Real Estate: Moderate (Asian sovereign funds, global insurers)

e Telecom: Moderate-to-High (European asset managers, insurers)

These sectors frequently issue long-duration bonds and enjoy global investor interest, characteristics that generally
appeal to foreign investors.

A Measured Policy Response
Even if foreign holdings begin to decline, proactive policy initiatives can help mitigate potential impacts:

e Encourage Domestic Investment: Regulatory incentives for insurance companies, pension funds, and retail
investors can help fill any demand gaps.

e Deregulate Selectively: Freeing up bank balance sheets could enhance domestic liquidity.

e Trade Diplomacy: Reducing geopolitical friction may improve sentiment among foreign investors.
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While there is no immediate sign of a large-scale foreign capital retreat from U.S. corporate credit, changing global
dynamics warrant close attention. The market is not at a crisis point—but understanding the potential implications of
a future shift allows investors and policymakers to be prepared, rather than surprised. For now, foreign demand
remains a stabilizing force. The goal is to ensure it stays that way, while cultivating stronger domestic support for the
corporate bond market.
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