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UBP entered 2024 with expectations of slowing inflation, a soft landing, and central bank 
policy normalisation within the first half of the year. We kept an intermediate duration 
(4 years) and focused on intermediate investment grade bonds (with a focus on 3–5-year 
maturities) and short-dated high-yield bonds.

Our strategy on intermediate investment-grade bonds proved partially effective, 
outperforming longer maturities due to their lower sensitivity to rising rates, and government 
bonds, which did not benefit from spread compression. However, the 0.5% year-to-date 
performance fell short of our anticipated capital gains. In contrast, our selection of short-
dated high-yield bonds was successful, delivering a solid 2.5% return and outperforming 
longer maturities.

Given persistent inflation and a robust macroeconomic environment, we are adjusting our 
outlook. We now anticipate that the rate-cutting cycle will start towards the end of the 
year in the US, and we have shifted our expectations on fixed-income returns primarily 
towards carry. Accordingly, we are positioning portfolios aiming at a relatively lower duration 
(3 years).

ECB TO CUT RATES BEFORE THE FED

US inflation remains above 3%, reflecting the resilience of the American economy. This trend 
is expected to continue over the coming quarters, with inflation likely to fall to the 2.0–2.5% 
range only towards the end of the year and into 2025, i.e. later than previously anticipated. 
This higher-than-expected inflation has led markets to adjust their overly optimistic forecast 
at the beginning of the year of six rate cuts to just one cut in December, a view supported 
by UBP. Essentially, rates are set to remain higher for longer.

In Europe, disinflation is the prevailing trend, with a credible convergence to the 2.0–2.5% 
range over the coming quarters. The ECB, while awaiting confirmation of waning wage 
growth and a resilient labour market, has widely telegraphed a rate cut in June. This move 
will decouple the ECB from the Fed, with the ECB cutting rates a full six months earlier.
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Key Points

	� ECB poised to cut rates ahead of the Fed

	� Fixed-income returns to derive from carry  
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Though the rate-cutting cycle is expected to continue into 2025, terminal rates should be 
higher than pre-Covid levels. With US economic growth projected to slow to 2% next year 
and inflation converging on the 2.0–2.5% range, we anticipate the Fed will settle rates in 
the 4.0–4.25% range by year-end. In Europe, despite some economic growth divergence, 
a progressive recovery in the second half of the year, coupled with similar inflation targets, 
suggests the ECB rates will settle in the 2.5–2.75% range.

The rate-cutting cycle should act as a catalyst to restore a positive slope to the yield curve: 
rate cuts will put downward pressure on the short end of the curve, while firm growth and 
inflation of around 2% will put upward pressure on longer-dated government bonds into 
2025. 

Risks to this scenario include an unexpected rise in unemployment, which could prompt 
the Fed to cut rates faster given its dual mandate, or an unexpected rise in inflation due to 
higher oil prices, delaying any rate cuts.

SPREADS TO MOVE SIDEWAYS

Investment-grade and high-yield spreads are historically tight. However, given the 
favourable macro outlook, the resilience of corporate balance sheets to higher rates, and 
higher profitability in the banking sector, we expect spreads to remain at current levels. 
There is a historical precedent, with spreads remaining tight during extended periods in 
2003–2006 and 2017–2019.

INVESTMENT GRADE SPREADS (BPS)
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HIGH YIELD BB-B SPREADS (BPS)
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NARRATIVE SHIFTS FROM CAPITAL GAINS TO CARRY

With expectations of elevated rates and limited potential for spread compression, we have 
moderated our outlook for returns on fixed income, as they are as poised to derive from 
carry rather than capital gains. Our conviction on high yield and emerging markets has 
also improved recently.

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

Fixed Income     
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Tactical view (1–6 month). This material represents an assessment of the market environment at a specific time and is not intended to 
be a forecast of future events or a guarantee of future results. This information should not be relied upon by the reader as research or 
investment advice regarding any particular fund, strategy or security. Past performance is not a guide to current or future results. Any 
forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

LOW CONVICTION       |  BASE LINE ALLOCATION          

     HIGH CONVICTION  |  PREVIOUS VIEW    (no dot means no change)
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Today’s fixed-income markets offer historically high absolute yields, surpassing most levels 
seen over the past two decades, excluding crisis periods like the global financial crisis and 
the Covid-19 pandemic.

INVESTMENT GRADE - YIELD (%)
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PORTFOLIO ADJUSTMENTS REFLECT CARRY FOCUS

To align with the carry-over-capital-gains narrative, we have made several strategic 
portfolio adjustments:

	� Increasing credit duration in high yield, funded by short-dated high yield. We remain 
poised to continue this shift, awaiting a more attractive entry point.

	� Adding exposure to AT1s of major European banks again funded by short-dated 
high yield. AT1s have an average rating of BB+ but offer a yield level similar to a 
single-B with relatively low overall duration given the call/coupon reset feature.

	� Increasing exposure to emerging markets with a focus on sovereign bonds.

	� Keep a relatively lower duration (3 years versus 4 years at the start of the year).

Additionally, we have maximised carry by maintaining a relatively low exposure to 
sovereign bonds, favouring investment-grade bonds and flexible funds.

As a result, our portfolio holds an average investment-grade rating, attractive carry 
(USD 6.5%, EUR 5%) and relatively low duration (approximately 3 years).

FIXED INCOME ALLOCATION
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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 2024. All rights reserved.
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