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SUMMARY 

• We have moved from neutral to overweight on US investment-grade (IG) 
corporate bonds and from overweight to neutral on euro IG. We have lowered 
our year-end forecasts for US and euro IG spreads to 180 and 190 bps, 
respectively, given we now expect only a mild US recession.  

• Total return prospects look better for US IG than for their euro IG counterparts, 
both because US IG yields are more elevated and because we see more downside 
potential for US Treasury yields than for euro sovereign bond yields in H2.  

• Historically tight spreads at the top end of the HY universe mean we prefer to 
remain underweight HY overall. Potential spread widening as a consequence of 
economic downturn means we expect US and euro HY total returns to be lower 
than for their IG counterparts in the second half of this year. 

LOCK IN ELEVATED COUPONS 

Thanks to tighter credit spreads, US and euro corporate bond yields have re-
mained broadly stable in recent weeks compared to the surge in sovereign bond 
yields. On 6 July, US and euro investment-grade (IG) corporate bond yields stood at 
5.75% and 4.50%, respectively (according to ICE Bank of America indices, see chart 
1). Yields of this level represent an attractive alternative to short-term money-mar-
ket funds (for example, the three-month US Treasury bill yield was 5.35% on the 
same date) for investors who want to lock in high coupons for longer. 

Although yields on short-term IG corporate bond yields remain higher than on 
longer-dated ones, a steep and positive credit spread curve means that investors 
are still being compensated for taking additional duration risk (see chart 2). This 
is no longer the case for either US and German sovereign bonds. A deeply inverted 
yield curve meant that on 6 July, two-year US Treasuries were offering 97 bps more 
than 10-year ones, and two-year German bonds 68 bps more than the Bund.  
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Chart 1: US and euro IG and HY corporate bond 
yields 

 
Source: Pictet Wealth Management, FactSet, as of 
06.07.2023 
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Chart 2: US and euro sovereign and IG corporate 
bond yield curves 

 
Source: Pictet Wealth Management, FactSet, as of 
06.07.2023 

For many months, in a context where fast-increasing policy rates have been threat-
ening growth prospects and pushing sovereign bond yields up, our favourite invest-
ment theme in fixed income has been short-term (one-to-three years maturity) IG 
corporate bonds. Now, the attractive absolute levels of US IG yields and the re-
cent surge in US Treasury yields mean we are ready to lengthen the duration of 
our US IG holdings to at least five years. 

We expect one last 25 bp rate hike from the US Federal Reserve (Fed) this month, 
after which we believe it will pause until the end of this year. Historically, medium-
term IG corporate bonds tend to perform better than short-term ones in times 
when Fed policy is on pause, because of the usual positive impact on US Treasury 
prices. Although hawkish Fed rhetoric and a resilient US labour market could 
maintain upward pressure on US Treasury yields over the summer, we still ex-
pect a shallow US recession. Even if it is likely to be milder than we previously ex-
pected, it could last longer (up to Q1 2024, see Two-speed economies in the US and 
Europe). This could start to bring Treasury yields down (and prices up). 

In Europe, the European Central Bank (ECB) is not yet seeing the fall in core infla-
tion and the moderation in wage growth it is looking for to consider pausing its rate 
hiking cycle. As such, we expect the ECB to hike the deposit rate in both August and 
September, bringing it up to 4%, if not more. Given potential upside risks on euro 
sovereign bond yields, we are sticking to short-term IG corporate bonds in euro 
and have downgraded our stance from overweight to neutral. Between lower 
carry (with an average yield at 4.5% for the ICE Bank of America (BofA) euro IG in-
dex, on 6 July) and less downside potential on euro sovereign bond yields, our total 
return expectations are lower for euro IG than their US IG counterparts in H2.  
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RESILIENT, BUT FOR HOW LONG? 

US and euro high-yield corporate bonds have been extremely resilient in the 
face of this year’s rise in interest rates. Both thanks to lower effective duration 
and much higher coupons, HY’s total returns have surpassed those of their IG coun-
terparts year-to-date, at 4.6% for US HY and 4.3% for euro HY (on 6 July, according 
to ICE BofA indices).  

However, cracks have been opening in the riskiest credit segments, such as the low-
est-rated HY bonds and leveraged loans. Default rates are rising fast in these areas 
due to prohibitive financing costs. High financing costs have meant that net issu-
ance in HY has been negative since the start of 2022, as companies postpone refi-
nancing and use cash or other sources of funding instead. One can see the conse-
quence of this in the steep decline in the weighted effective duration of corporate 
bond indices (see chart 3).  

Yields on both ICE BofA US and euro HY remain much higher than for their IG 
counterparts (8.8% and 7.5%, respectively, on 6 July, see chart 1). As for spreads, they 
are still the most elevated in the riskiest ratings segments (CCC & lower), especially 
in euro HY (see chart 4) whereas in the ‘quality’ part of HY (BB-rated bonds), spreads 
are trading close to their long-term median in euro but well below it in US HY. 

This means that HY investors continue to differentiate between bonds that are 
the most at risk of defaulting and the ones better suited to navigate a higher-for-
longer rate environment and an economic slowdown. But while better-quality HY 
names may look attractive, their already tight spreads mean we prefer to stick 
to IG bonds. Our continued underweight position in HY is founded on the belief 
that IG will offer better total return prospects should spreads widen in H2. 

Chart 3: US and euro IG and HY corporate bond in-
dices, effective duration (dotted line = median) 

 
Source: Pictet Wealth Management, FactSet, as of 
06.07.2023 
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Chart 4: US and euro HY bond spreads by rating 
categories (dotted line = median) 

 
Source: Pictet Wealth Management, FactSet, as of 
06.07.2023 
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DISCLAIMERS 
Distributors: Banque Pictet & 
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and Bank Pictet & Cie (Eu-
rope) AG, Neue Mainzer Str. 1 
60311 Frankfurt am Main Ger-
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Banque Pictet & Cie SA is es-
tablished in Switzerland, ex-
clusively licensed under Swiss 
Law and therefore subject to 
the supervision of the Swiss 
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Authority (FINMA). 
Bank Pictet & Cie (Europe) AG 
is established in Germany, au-
thorised and regulated by the 
Bundesanstalt für Fi-
nanzdienstleistungsaufsicht, 
the German Federal Financial 
Supervisory Authority (Bafin). 
 
This marketing communica-
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sons who are citizens of, dom-
iciled or resident in, or entities 
registered in a country or a ju-
risdiction in which its distribu-
tion, publication, provision or 
use would violate current laws 
and regulations. 
The information, data and 
analysis furnished in this doc-
ument are disclosed for infor-
mation purposes only. They 
do not amount to any type of 
recommendation, either gen-
eral or tailored to the personal 
circumstances of any person. 
Unless specifically stated oth-
erwise, all price information is 
indicative only. No entity of 
the Pictet Group may be held 
liable for them, nor do they 
constitute an offer or an invi-
tation to buy, sell or subscribe 
to securities or other financial 
instruments. The information 
contained herein is the result 
neither of financial analysis 
within the meaning of the 
Swiss Bankers Association’s 
Directives on the Independ-
ence of Financial Research, 
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the purposes of the relevant 
EU MiFID provisions. All infor-
mation and opinions ex-
pressed in this document were 
obtained from sources be-
lieved to be reliable and in 
good faith, but no representa-
tion or warranty, express or 
implied, is made as to its accu-
racy or completeness.  
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any entity of the Pictet Group 
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dressee, the addressee should 
consider the suitability of the 
transaction to individual ob-
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sess, with a professional advi-
sor, the specific financial risks 
as well as legal, regulatory, 
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opinions and estimates in this 
document reflect an evalua-
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publication and may be 
changed without notice. The 
Pictet Group is not under any 
obligation to update or keep 
current the information con-
tained herein. In case this doc-
ument refers to the value and 
income of one or more securi-
ties or financial instruments, it 
is based on rates from the cus-
tomary sources of financial in-
formation that may fluctuate. 
The market value of financial 
instruments may vary on the 
basis of economic, financial or 
political changes, currency 
fluctuations, the remaining 
term, market conditions, the 
volatility and solvency of the 
issuer or the benchmark is-
suer. Some investments may 
not be readily realizable since 
the market in the securities 
can be illiquid. Moreover, ex-
change rates may have a posi-
tive or negative effect on the 
value, the price or the income 
of the securities or the related 
investments mentioned in this 
document. When investing in 
emerging countries, please 
note that the political and 
economic situation in those 
countries is significantly less 
stable than in industrialized 
countries. They are much 
more exposed to the risks of 
rapid political change and 
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considered an indicator or 
guarantee of future perfor-
mance, and the addressees of 
this document are fully re-
sponsible for any investments 
they make. No express or im-
plied warranty is given as to 
future performance. Moreo-
ver, forecasts are not a reliable 
indicator of future perfor-
mance. The content of this 
document can only be read 
and/or used by its addressee. 
The Pictet Group is not liable 
for the use, transmission or 

exploitation of the content of 
this document. Therefore, any 
form of reproduction, copying, 
disclosure, modification 
and/or publication of the con-
tent is under the sole liability 
of the addressee of this docu-
ment, and no liability whatso-
ever will be incurred by the 
Pictet Group. The addressee 
of this document agrees to 
comply with the applicable 
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information reproduced in this 
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and its content may be cited 
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dicated. All rights reserved. 
Copyright 2023. 
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This is a marketing communi-
cation distributed by Pictet 
London Branch. 
This document sets forth nei-
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jectives and financial situation 
of any individual or company 
(investment advice as defined 
in the Financial Conduct Au-
thority’s Handbook of rules 
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meaning of the FCA Hand-
book. Moreover, it does not 
constitute an offer, or an invi-
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instruments, nor is it meant as 
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of any type of agreement. Fur-
thermore, this document 
should not be considered a 
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London Branch has not re-
ceived all the necessary infor-
mation on the recipient to 
complete its suitability assess-
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cipient’s ability to absorb fi-
nancial risk. Should its ad-
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financial product referred to 
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Any information contained in 
this document is disclosed for 
information purposes only, 
and neither the producer nor 
the distributor can be held lia-
ble for any fluctuation of the 
price of the securities. No ex-
press or implied warranty is 
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such as rates from customary 
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mation. The market value of 
securities mentioned may vary 
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conditions, the volatility and 
solvency of the issuer or the 
benchmark issuer. Moreover, 
exchange rates may have a 
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the value, the price or the in-
come of the securities or the 
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also expressly noted that fore-
casts are not a reliable indica-
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while past performance is not 
a reliable indicator of future 
results. 
You shall only take investment 
decisions when you fully un-
derstand the relevant financial 
product and the involved 
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these may change without no-
tice. You should therefore en-
sure that you review the latest 
version of them prior to con-
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been provided with a link to 
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(Asia) Ltd (“BPCAL”) in Singa-
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The information, tools and 
material presented in this doc-
ument are provided for infor-
mation purposes only and are 
not to be used or considered 
as an offer, an invitation to of-
fer or solicitation to buy, sell 
or subscribe for any securities, 
commodities, derivatives, (in 
respect of Singapore only) fu-
tures, or other financial instru-
ments (collectively referred to 
as “Investments”) or to enter 
into any legal relations, nor as 
advice or recommendation 
with respect to any Invest-
ments. This document is in-
tended for general circulation 
and it is not directed at any 
particular person. This docu-
ment does not have regard to 
the specific investment objec-
tives, financial situation 
and/or the particular needs of 
any recipient of this docu-
ment. Investors should seek 
independent financial advice 
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of investing in any Invest-
ments or adopting any strate-
gies discussed in this docu-
ment, taking into account the 
specific investment objectives, 
financial situation or particu-
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invest.   
BPCAL/Pictet HK Branch has 
not taken any steps to ensure 
that the Investments referred 
to in this document are suita-
ble for any particular investor, 
and accepts no fiduciary du-
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applicable laws and regula-
tions. Furthermore, 
BPCAL/Pictet HK Branch 
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gives no advice concerning the 
appropriate accounting treat-
ment or possible tax conse-
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judgment. The value and in-
come of any Investment men-
tioned in this document may 
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value may be affected by, 
amongst other things, changes 
in economic, financial, 

political factors, time to ma-
turity, market conditions and 
volatility, and the credit qual-
ity of any issuer or reference 
issuer. Furthermore, foreign 
currency rates of exchange 
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effect on the value, price or in-
come of any Investment men-
tioned in this document.  Ac-
cordingly, investors must be 
willing and able to assume all 
risks and may receive back 
less than originally invested.  
Past performance should not 
be taken as an indication or 
guarantee of future perfor-
mance and no representation 
or warranty, expressed or im-
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performance. 
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stitute the investment policy 
of BPCAL/Pictet HK Branch, 
or an investment recommen-
dation, and merely contains 
the different assumptions, 
views and analytical methods 
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them. Furthermore, the infor-
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of publication and are subject 
to change without notice and 
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interest in, any of the Invest-
ments mentioned herein, and 
may or may not have relation-
ships with the issuers of or en-
tities connected with Invest-
ments mentioned in this docu-
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Branch and their affiliates (or 
employees thereof) may act 
inconsistently with the infor-
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solely for the information of 
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and should not be repro-
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Please contact BPCAL in Sin-
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Hong Kong  
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zen or resident of or located in 
any locality, state, country or 
other jurisdiction where such 
distribution, publication, 
availability or use would be 
contrary to law or regulation 
or would subject Pictet HK 
Branch and any of its affiliates 
or related corporations to any 
prospectus or registration re-
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Financial Dispute Resolution 
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contractual terms of the prod-
uct should be resolved directly 
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Banque Pictet & Cie SA is a 
limited liability company in-
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within the meaning of the 
Banking Ordinance and a reg-
istered institution (CE No.: 
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curities), Type 4 (advising on 
securities) and Type 9 (asset 
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ties. The registered address of 
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Chater House, 8 Connaught 
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Warning: The contents of this 
document have not been re-
viewed by any regulatory au-
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relation to the offer.  If you are 
in any doubt about any of the 
contents of this document, 
you should obtain independ-
ent professional advice. 
Please contact Pictet HK 
Branch in Hong Kong in re-
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