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Yields on investment-grade bonds are at levels not seen since the GFC, propelled by an inflation 
wave that caught central banks off guard, forcing them to make the fastest set of rate-hikes since 
the 1980s.

With inflation moderating, the bar for further hikes is now significantly higher, indicating that we are 
undergoing a topping phase in rates.

Investment-grade bonds with intermediate maturities are, for the first time in a long time, offering 
attractive risk-reward with reasonable chances of achieving high single-digit returns with low volatility.
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Past performance is not a guide for current or future results.  

Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

GOVERNMENT BOND YIELDS LOOK TOPPISH

Central banks have hiked rates repeatedly over the past two years in an effort to quell surging 
inflation, with the rest of the curve moving in sympathy to arrive at the top of a two-decade range 
(see chart). 

UBP’s scenario is that inflation will take time to come back to the Fed’s 2% target, given sustained 
wage growth and resilient service prices, not to mention above-average oil price volatility driven by 
instability in the Middle East. 

While communications from central banks still has a hawkish bias, the bar for raising rates further 
is now remarkably high, and we do not expect policy rates to move up from current levels, barring 
an unexpected pick-up in inflation. Conversely, rates should remain at elevated levels for the first 
half of 2024, with the first -rate cuts only coming in the second half of the year.
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The opinions expressed in this document are as of 28 November 2023 and are subject to change without notice.
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US RATES (%)
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10-year Treasuries recently touched the 5% mark (the top of our 2023 range) but have since retreated 
to around 4.5%, which coincidentally is our end-of-year target for 2024. Nonetheless, we see a 
skew towards lower levels as the year progresses, as rates are already at elevated/toppish levels, 
not to mention the risk of a recession and/or declining inflation (all synonymous with lower rates).

FED FUNDS RATE  (%)
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THE SWEET SPOT: INVESTMENT-GRADE, 3–5-YEAR MATURITIES

For the first time since the before the GFC, investment-grade bonds are offering attractive carry 
with the added benefit of potential capital gains as the yield curve normalises, putting a double-
digit return within reach.

We find the 3–5-year maturity range to be the sweet spot, since it benefits from curve normalisation 
from its current inverted form (i.e. shorter-term rates being higher than longer rates). We expect 
shorter and intermediate rates to decline during the year, rather than longer rates to go up, as 
central banks normalise policy and cut rates in the second half of 2024. This range is also less 
vulnerable to the risk of higher rates than longer maturities, given the growing worries about US 
deficits and borrowing needs.

If one assumes the current 5.7% carry along with around 0.75–1.0% of rate normalisation (i.e. 
rates moving down by 0.75–1.0% on the 3–5-year range), then the expected return comes in at 
around 8.5–9.0%. 

Conversely, if we are wrong and spreads widen and/or rates move up, the carry is enough to 
cushion the impact and still leave a 12-month holding period return in positive territory. Importantly, 
we would expect that, should spreads widen significantly, it would mean there is a recession, in 
which case a flight to safety is expected (i.e. lower rates).

Source: UBP 
Past performance is not a guide for current or futures results.  

Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

SECURE ATTRACTIVE YIELDS

The time to secure higher yields is now. UBP recommends that investors take a significant overweight 
position in investment-grade bonds in the 3–5-year maturity range, fixing in the attractive yields 
offered by the asset class.

Although short-dated Treasury bills or deposit rates look attractive given the inverted yield curve, we 
caution against reinvestment risk – the risk of the yield investors can secure once their instrument 
reaches maturity (i.e. at which rate you can reinvest) being lower than the original yield. By extending 
maturities into intermediate bonds, investors are fixing the yield for a longer period.

Last, the argument can also be made that bonds are now more attractive than equities.  
UBP’s expectations for equity returns in 2024 is 10%, which is close to the circa 9% we expect for 
3–5-year investment grade bonds; however, the volatility in equities is much greater than in bonds 
(16% vs. 3.5%, respectively), making investment-grade bonds a better risk-adjusted option.

U B P  H E A D L I N E S

Investment Grade 3-5y: 12 month holding period return
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Widening in Spreads

USD Flat 50bps 100bps 150bps

-1.0% 9.2% 7.5% 5.7% 4.0%

-0.5% 7.5% 5.7% 4.0% 2.2%

0.0% 5.7% 4.0% 2.2% 0.5%

0.5% 4.0% 2.2% 0.5% -1.3%

1.0% 2.2% 0.5% -1.3% -3.1%



UNION BANCAIRE PRIVÉE, UBP SA |  5

Disclaimer

This document is a marketing communication containing GENERAL INFORMATION 
on financial services reflecting the sole opinion of Union Bancaire Privée, UBP SA 
and/or any entity of the UBP Group (hereinafter “UBP”) as of the date of issue. It is 
not and does not purport to be considered as an offer nor a solicitation to enter into 
any transaction with UBP, buy, subscribe to, or sell any currency, product, or financial 
instrument, make any investment, or participate in any particular trading strategy in 
any jurisdiction where such an offer or solicitation would not be authorised, or to 
any person to whom it would be unlawful to make such an offer or solicitation. This 
document is meant only to provide a broad overview for discussion purposes, in 
order to determine clients’ interest. It does not replace a prospectus, KID, KIID or 
any other legal document relating to any specific financial instrument, which may be 
obtained upon request free of charge from UBP or from the registered office of the 
issuer of the instrument concerned, where applicable. The opinions herein do not 
take into account individual clients’ circumstances, objectives, or needs. 

UBP performs analysis on the financial instruments based on market offer and 
may maintain and/or seek to develop business affiliations with third parties for that 
purpose; furthermore, UBP may create its own financial instruments. This generic 
information is therefore not independent from the proprietary interests of UBP or 
connected parties, which may conflict with the client’s interests. UBP has policies 
governing cases of conflicts of interest and takes appropriate organisational measures 
to prevent potential conflicts of interest. 

The information contained in this document is the result neither of financial analysis 
within the meaning of the Swiss Banking Association’s “Directives on the Independence 
of Financial Research” nor of independent investment research as per the EU’s 
regulation on MiFID provisions. EU regulation does not govern relationships entered 
into with UBP entities located outside the EU.

When providing investment advice or portfolio management services, UBP considers 
and assesses all relevant financial risks, including sustainability risks. Sustainability risks 
are defined by the EU’s Sustainable Finance Disclosure Regulation (2019/2088) as “an 
environmental, social or governance event or condition that, if it occurs, could cause 
a negative material impact on the value of the investment”. For further information on 
our sustainability risk management approach please visit [www.ubp.com]. 

Reasonable efforts have been made to ensure that the content of this document is 
based on objective information and data obtained from reliable sources. However, 
UBP cannot guarantee that the information contained herein and gathered by the 
Bank in good faith is accurate and complete, nor does it accept any liability for any 
loss or damage resulting from its use. Circumstances may change and affect the data 
collected and the opinions expressed at the time of publication. Therefore, information 
contained herein is subject to change at any time without prior notice. UBP makes no 
representations, provides no warranty and gives no undertaking, express or implied, 
regarding any of the information, projections or opinions contained herein nor does 
it accept any liability whatsoever for any errors, omissions or misstatements in the 
document. UBP does not undertake to update this document or to correct any 
inaccuracies which may have become apparent after its publication.

This document may refer to past performance which is not a guide to current or future 
results. All statements in this document, other than statements of past performance 
and historical fact, are “forward-looking statements”. Forward-looking statements 
do not guarantee future performances. 

The tax treatment of any investment depends on the client’s individual circumstances 
and may be subject to change in the future. This document does not contain any 
tax advice issued by UBP and does not reflect the client’s individual circumstances. 

This document is confidential and is intended to be used only by the person to whom it 
was delivered. This document may not be reproduced, either in whole or in part. UBP 
specifically prohibits the redistribution of this document, in whole or in part, without 
its written permission and accepts no liability whatsoever for the actions of third 

parties in this respect. This document is not intended for distribution in the US and/
or to US Persons or in jurisdictions where its distribution by UBP would be restricted. 

Switzerland: UBP is authorised and regulated in Switzerland by the Swiss Financial 
Market Supervisory Authority (FINMA). 

UK: UBP is authorised in the United Kingdom by the Prudential Regulation Authority, 
and is subject to regulation by the Financial Conduct Authority (FCA) and limited 
regulation by the Prudential Regulation Authority.

Dubai: This marketing material has been communicated by Union Bancaire Privée 
(Middle East) Limited, a company regulated by the Dubai Financial Services Authority 
(“DFSA”). It is intended for professional clients and/or market counterparties only and 
no other person should act upon it. The financial products or services to which this 
material relates will only be made available to a client who meets the professional 
client and/or market counterparty requirements. This information is provided for 
information purposes only. It is not to be construed as an offer to buy or sell, or a 
solicitation for an offer to buy or sell any financial instruments, or to participate in any 
particular trading strategy in any jurisdiction.

Hong Kong: UBP is a licensed bank regulated by the Hong Kong Monetary Authority 
(HKMA) and a registered institution regulated by the Securities and Futures Commission 
(SFC) for Type 1, 4 & 9 activities only in Hong Kong. The securities may only be offered 
or sold in Hong Kong by means of documents that (i) are addressed to “professional 
investors” within the meaning of the Securities and Futures Ordinance (Chapter 571 
of the Laws of Hong Kong) and any rules made thereunder (the “SFO”); or (ii) are 
defined as “prospectuses” within the meaning of the Companies Ordinance (Chapter 
32 of the Laws of Hong Kong) (the “CO”) or constitute offers to the public within the 
meaning of the CO. Unless permitted to do so under the laws of Hong Kong, no 
person may issue or have in their possession for the purpose of issuing, whether in 
Hong Kong or elsewhere, any advertisement, invitation or document relating to the 
securities, directed at, or likely to be accessed or read by, the public in Hong Kong, 
except where the securities are intended to be disposed of only to persons outside 
Hong Kong, or only to “professional investors” within the meaning of the SFO. 

Singapore: UBP is a bank regulated by the Monetary Authority of Singapore (MAS), 
is an exempt financial adviser under the Financial Advisers Act 2001 of Singapore 
to provide certain financial advisory services, and is exempt under section 99(1) 
of the Securities and Futures Act 2001 of Singapore to conduct certain regulated 
activities. This document has not been registered as a prospectus with the MAS. 
Accordingly, this document and any other document or material in connection with 
generic recommendations may not be circulated or distributed, whether directly or 
indirectly, to persons in Singapore other than (i) institutional investors; or (ii) accredited 
investors as defined under the Securities and Futures Act 2001 of Singapore. This 
advertisement has not been reviewed by the Monetary Authority of Singapore.

Luxembourg: UBP is registered by the Luxembourg supervisory authority the 
Commission de Surveillance du Secteur Financier (CSSF). 

Italy: Union Bancaire Privée (Europe) S.A., Succursale di Milano, operates in Italy 
in accordance with the European passport – held by its parent company, Union 
Bancaire Privée (Europe) S.A. – which is valid across the entire European Union. The 
branch is therefore authorised to provide services and conduct business for which 
its parent company, Union Bancaire Privée (Europe) S.A., has been authorised in 
Luxembourg, where it is regulated by the Luxembourg financial supervisory authority, 
the Commission de Surveillance du Secteur Financier (CSSF).

Monaco: This document is not intended to constitute a public offering or a comparable 
solicitation under the Principality of Monaco’s laws, but might be made available for 
information purposes to clients of Union Bancaire Privée, UBP SA, Monaco Branch, 
a regulated bank under the supervision of the Autorité de Contrôle Prudentiel et de 
Résolution (ACPR) for banking activities and under the supervision of the Commission 
de Contrôle des Activités Financières for financial activities.

© UBP SA 2023. All rights reserved.
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