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FFiixxeedd  IInnccoommee  OOuuttllooookk  ––  CCoorrppoorraattee
bboonnddss  ssttiillll  aa  bbrriigghhtt  ssppoott

WWee  eexxppeecctt  ccoorrppoorraattee  bboonnddss  ttoo  ddeelliivveerr  ppoossiittiivvee  rreettuurrnnss  iinn  tthhee  ccoommiinngg  qquuaarrtteerrss,,

pprriimmaarriillyy  dduuee  ttoo  tthhee  aattttrraaccttiivvee  yyiieellddss..  WWiitthh  mmoonneeyy  mmaarrkkeett  rraatteess  bbeeccoommiinngg  lleessss
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US investment-grade 
corporate bonds – 
Attractive yields

US high-yield credit – 
Cautious, but opportunistic  

Eurozone IG bonds – Yield 
and potential for tighter 
spreads

EU high-yield – More 
cautious, but still 
opportunistic

IInn  tthhiiss  aarrttiiccllee:: aattttrraaccttiivvee  aass  iinntteerreesstt  rraattee  ccuuttss  lloooomm,,  ffuurrtthheerr  ssuuppppoorrttiinngg  iinnflfloowwss  iinnttoo  ccoorrppoorraattee  bboonn

llooookk  lliikkeellyy..   

The main risk to our view is core US inflation remaining above the Federal Reserve’s 2%

target level for longer than the market expects, taking interest rate cuts off the table . W

such a scenario looks unlikely, in our view, and could be actually positive for investors

attracted by current yields, the combination of inflation and high interest rates could so

risk appetite, eroding some of the demand the asset class currently enjoys.

UUSS  iinnvveessttmmeenntt--ggrraaddee  ccoorrppoorraattee  bboonnddss  ––  AAttttrraaccttiivvee  yyiieellddss


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The US has been the strongest economy in the developed world in recent quarters and 

one most likely to lead global growth in the year ahead. The deceleration in company

earnings seen in recent quarters is increasingly likely to pivot to a reacceleration – a vie

supported by robust company guidance in the most recent earnings reports.

While many companies remained cautious (to their long-term benefit) in the harder tim

eventually lower interest rates should now both increase the availability of funding and

reduce its cost, leading to greater enthusiasm for capital expenditures as well as merge

acquisitions (M&A).

Aggregate yield spreads over US Treasuries have tightened modestly year-to-date (after

substantial rally in the final quarter of 2023) and are currently below the already tight

levels seen before the COVID-19 pandemic. However, inflows into the asset class have b

strong, from both domestic and overseas investors, and we expect this to not change.

Investment-grade (IG) credit’s absolute yields (currently at over 5.0%) are high by histo

standards and lower interest rates should only increase the opportunity cost of holding

cash. For investors seeking income, such as pension funds, current yields are the main

attraction – not the possibility of capital appreciation due to further spread compressio

our view, investors could be rewarded for following their lead.

UUSS  hhiigghh--yyiieelldd  ccrreeddiitt  ––  CCaauuttiioouuss,,  bbuutt  ooppppoorrttuunniissttiicc    

The outlook for high-yield (sub-investment grade) bonds in the US is less compelling.

The US economy, despite all its strengths and opportunities, has shown signs of weaken

The consumer, to take one example, has been impressively robust, but rising delinquenc

(particularly among the lower and middle-income brackets) suggest its strength may be

waning. Within the high-yield asset class, the average credit rating has been drifting low

while an increase in distress ratios suggest a modest increase in corporate defaults is ju

matter of time.

In our view, lower interest rates and a turnaround in growth are what is needed to mak

high-yield asset class more compelling. While we expect both are coming in the quarter

ahead, and inflows into the asset class could accelerate rapidly when the economic out

improves, the current combination of patchy fundamentals and relatively high valuation
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suggests that a selective name-by-name approach to identify the higher- quality compa

is warranted.

EEuurroozzoonnee  IIGG  bboonnddss  ––  YYiieelldd  aanndd  ppootteennttiiaall  ffoorr  ttiigghhtteerr  sspprreeaaddss

The eurozone economy has been stagnating, largely due to tighter monetary policy and 

more structural slowdown in Germany. However, we expect a mild recovery in the comi

months, driven by the more peripheral countries and the broader services sector. As we

see core inflation reaching the European Central Bank’s 2% target in the second half of 

year, we expect the ECB to begin a swift series of interest rate cuts mid-summer that re

in the deposit rate falling to below 2% in 2025.

Meanwhile, corporate fundamentals have proven resilient, entering the downturn from

high starting point. The high level of cash held by many eurozone IG companies, for

example, suggests they were well positioned to weather the recent economic environm

Current valuations are attractive for long-term investment: high yields offer a thicker

cushion to absorb a further rise in yields before capital losses materialise.

However, we expect yields not to rise. We also believe that for the region’s bonds, all th

conditions necessary to generate strong total returns in the coming quarters are in plac

Attractive yields, a soft landing for the eurozone economy, aggressive interest-rate cuts,

robust demand.

Security selection is essential, however, as not all sectors and companies can be expect

perform equally well in this environment. We continue to favour the low-rated segment

the additional yield, while concentrating our exposure in non-cyclical sectors such as

utilities, telecommunications, and some consumer sectors and companies with better-t

average earnings growth.

EEUU  hhiigghh--yyiieelldd  ––  MMoorree  ccaauuttiioouuss,,  bbuutt  ssttiillll  ooppppoorrttuunniissttiicc

The market consensus on the outlook for eurozone high-yield bonds has coalesced arou

the idea that current yields (however high they may be) don’t adequately compensate

investors for the many risks including weaker-than-expected growth, currently tight

monetary conditions, the conflict in Ukraine, and the emergence of a more protectionis
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Related insights

approach to strategic industrial sectors.

While we agree with this assessment in aggregate, we think it misses the trees for the

forest.

Within the asset class, the higher end of the credit spectrum can offer attractive

opportunities. While defaults are rising across the asset class, some single-B rated

companies may be performing in line with expectations, have relatively low re-financin

risks, greater potential in a lower-rate environment, and thus the capacity for a higher 

return. Similarly, within individual industries and sectors, there can be compelling

opportunities. For example, we continue to see value in higher- rated securities in the

financials sector, such as AT1 paper in the banking sector, or selected bonds that matur

2025 or 2026 from companies with low refinancing risk.

Disclaimer

Please note that articles may contain technical language. For this reason, they may not be suita
readers without professional investment experience. Any views expressed here are those of the 
as of the date of publication, are based on available information, and are subject to change with
notice. Individual portfolio management teams may hold different views and may take different
investment decisions for different clients. This document does not constitute investment advice
value of investments and the income they generate may go down as well as up and it is possible
investors will not recover their initial outlay. Past performance is no guarantee for future return
Investing in emerging markets, or specialised or restricted sectors is likely to be subject to a hig
than-average volatility due to a high degree of concentration, greater uncertainty because less
information is available, there is less liquidity or due to greater sensitivity to changes in market
conditions (social, political and economic conditions). Some emerging markets offer less securit
the majority of international developed markets. For this reason, services for portfolio transacti
liquidation and conservation on behalf of funds invested in emerging markets may carry greate
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