
SOLID PERFORMANCES FOR FIXED INCOME 
ASSETS DURING THE SUMMER PERIOD 

(30/06/2024-29/08/2024) 

Fixed Income
Focus

Summary
1. Central banks: money-market bets on interest-rate

cuts have gone too far. While recession fears in the US
have receeded, markets continue to price in a deep cycle
of US rate cuts, which we think is overdone. We expect
150bp of rate cuts through December 2025, versus
approximately 225bp priced in. We expect a series of
quarterly 25bp cuts from September until the Fed Funds
rate reaches 3.5% in 2026. Market pricing is also
somewhat aggressive in the eurozone, but to a much
lesser extent than in the US. We expect 125bp of cuts by
December 2025, versus roughy160bp priced in.

2. The decline in US interest rates has gone too far. We
expect bond yields to rise in the coming months. We are
therefore tactically moving from Positive to Neutral on
US government bonds. We intend to re-enter the asset
class with a better starting yield in a few months as we
remain constructive on US Treasuries strategically. Our
revised 12-month target for the US 10-year yield is 4%
(4.25% previously). No change in Europe, where we
expect the Bund yield to move to 2.25% in 12 months and
we stay Neutral on German government bonds

3. Theme in focus: Four summer news with views.
• The Bank of Japan surprised markets by hiking rates.

We expect no more surprises, a prudent pace and
further hikes until the policy rate reaches 1.50% by
mid-2026.

• The earnings season supports our view of favouring IG
corporate bonds over HY corporate bonds.

• US money market funds have record assets under
management. Where will this money go when short-
term rates drop? Equities or bonds?

• The French spread remains volatile. We keep a Neutral
view on French government bonds.

4. Opportunities in Fixed Income: we are Positive on US
Agency Mortgage-Backed Securities, UK gilts, as well as
European and US investment grade corporate bonds. We
are also Positive on Emerging Market bonds in hard and
local currency.

. Drafting completed on 30 August
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Central banks
The end of the monetary policy decoupling

European Central Bank (ECB)

Mixed activity: recent leading indicators have pointed
to weakness in eurozone manufacturing activity,
particularly in France and Germany. By contrast,
services activity remains in expansion.

Encouraging disinflation: While the disinflationary
trend has stalled in recent months, with headline
inflation at 2.6% and core inflation at 2.9% (both above
target), 1/the decline in negotiated wages (from 4.7%
in Q1 to 3.6% in Q2) should help to ease fears of
persistent wage pressures, and 2/market inflation
expectations have collapsed.

Our view: the market is pricing in a rate cut cycle that
we think is a bit too aggressive, with approx. 160bp of
cuts by end-2025. We maintain our forecast of a 25bp
rate cut in September, another in December and 3
more in 2025. We therefore expect the rate cut cycle to
amount to 125bp, ending with a deposit rate of 2.5% at
the end of 2025.

US Federal Reserve (Fed)

Rate cuts ahead: Clear pivot at the Jackson Hole
Symposium. Powell said it was time for policy to
adjust. However, he didn’t shed any light on the
length and speed of the rate cut cycle. With the Fed
convinced that inflation is trending towards its 2%
target, the key data to watch is the labour market.

A rapid rate cut cycle? The market is pricing in a deep
rate-cutting cycle, with more than 200bp of cuts over
the next 12 months. Such a pace is consistent with a
recession scenario, which we do not support.

Our view: We believe the Fed can afford to be gradual
as 1/inflation remains above target and 2/the labour
market is slowing, not collapsing. Given the
deterioration in the labour market, we have revised
our expectations and added one 25bp rate cut this
year. We now expect the Fed to cut rates in September
and December this year, and at a quarterly pace of
25bp until the policy rate reaches 3.5% in 2026.

ENCOURAGING INFLATION TREND IN THE 
EUROZONE

FIXED INCOME FOCUS: SEPTEMBER 2024

MONEY-MARKET BETS ON RATE CUTS HAVE 
GONE TOO FAR IN OUR VIEW

I N V E S T M E N T C O N C L U S I O N

While recession fears in the US have receded, markets continue to price in a deep cycle of
US rate cuts, which we think is overdone. We expect 150bp of rate cuts through December
2025, versus approx. 225bp priced in. We expect a series of quarterly 25bp cuts from
September until the Fed Funds rate reaches 3.5% in 2026. Market pricing is also too
aggressive in the eurozone, but to a much lesser extent than in the US. We expect 125bp
of cuts by December 2025, versus roughly 160bp priced in.

Source: LSEG Datastream, 27/08/2024

15 16 17 18 19 20 21 22 23
-1%

0%

1%

2%

3%

4%

5%

6%

1,9%

3,6%

EUR 2-year inflation swap rate
Negotiated wages (YoY%)

Source: LSEG Datastream

0 5 10 15 20 25 30 35
Months

3,0%

3,5%

4,0%

4,5%

5,0%

5,5%

6,0%

Market expectations

Dec 2024 Dec 2025 Dec 2026

BNP WM expectations



10-YEAR RATES

3

Bond yields
Recession fears overdone

The rise in US unemployment, coupled with the
massive unwinding of JPY carry trades in early
August, moved markets strongly. Investors feared an
upcoming recession in the US. This led to a sharp fall
in long-term bond yields. As a result, valuations are no
longer cheap. Since then, interest rate volatility has
fallen as recent data has failed to confirm recession
fears.

We believe that the move in rates has gone too far and
that both short- and long-term rates should move
higher in the coming months. We are therefore
tactically moving from Positive to Neutral on US
government bonds. We intend to re–enter the asset
class in a few months’ time, as we expect rates to
move lower again as the rate-cutting cycle continues
is underway.

We have revised our 12-month target for the US 10-
year yield to 4% from 4.25%. We maintain our Bund
yield target at 2.25% and remain Neutral on German
government bonds.

FIXED INCOME FOCUS: SEPTEMBER 2024

I N V E S T M E N T C O N C L U S I O N

The decline in interest rates has gone too far, notably in the US. We expect bond yields to
rise in the coming months. We are therefore tactically moving from Positive to Neutral on
US government bonds. We remain Neutral on German government bonds. We have revised
our 12-month target for the US 10-year yield to 4% from 4.25%. We maintain our Bund
yield target at 2.25%.

Source: LSEG Datastream, 30/08/2024
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3-month 
target

12- 
month 
target

USA

Policy rate 5.50 5.00 4.50

2 3.87 4.25 4.00

5 3.66 4.25 4.00

10 3.84 4.25 4.00

30 4.13 4.50 4.25

Germany

Policy rate 3.75 3.25 2.75

2 2.38 2.50 2.25

5 2.16 2.50 2.25

10 2.26 2.50 2.25

30 2.50 2.75 2.50

UK

Policy rate 5.00 4.50 3.75

2 4.12 4.00 3.50

5 3.92 4.00 3.50

10 4.02 4.00 3.65

30 4.54 4.30 4.00

Source: Refinitiv Datastream, BNP Paribas WM
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Theme in Focus

The summer was not a quiet one for markets. The BoJ
surprised markets, the earnings season continued, US
money market funds hit new highs, and the French
spread was volatile.

The Bank of Japan surprised the market by raising its
policy rate, which sent the yen soaring and made the
yen carry trade (buying high yielding assets financed
by a cheap currency like the yen) less attractive, and
markets plunged as massive amounts of positions
were unwound. Given the market volatility, we expect
the BoJ to raise its key rate in a timely and gradual
manner. We forecast a 25bp hike in December, two
hikes in 2025 (March and June) and two more in 2026,
when the BoJ will end its hike cycle, to 1.5% by mid-
2026.

As the earnings season draws to a close, we look at
corporate fundamentals. The majority of companies
have reported earnings beats, but we note an
underperformance driven by high yield companies.
Credit fundamentals remain well-oriented overall.

This support our view of favouring IG corporate bonds
over HY corporate bonds.

A significant amount of cash is parked in US money
market funds, the highest ever at over USD 6.2
trillion. This reflects investors' appetite for high
remuneration, very low risk and liquid products amid
economic uncertainties. However, with the Fed about
to begin its rate cut cycle, money market funds will
become less attractive, and investors will withdraw
their cash. Will this money be invested in equities or
bonds?

French spread: political uncertainty continues in
France after the Olympic break, with no majority and
political gridlock. While we believe that the 10-year
spread over the Bund is unlikely to widen much above
current levels (around 70bp), we do not expect the
spread to fall back to the long-term average of 40bp
given the budget deficit. There is a risk around the
agreement on the 2025 budget in France, where talks
could break down and volatility is likely to increase.
We don't think the rating agencies will downgrade
France. We keep a Neutral view on French
government bonds.

THE BANK OF JAPAN HAS STARTED TO HIKE 
RATES (%)

FIXED INCOME FOCUS: SEPTEMBER 2024

THE FRENCH 10-YEAR SPREAD REMAINS 
VOLATILE (BP)

I N V E S T M E N T C O N C L U S I O N

Four summer news with views. 1/The Bank of Japan surprised markets by hiking rates.
We expect no more surprises, a prudent pace and further hikes until the policy rate
reaches 1.50% by mid-2026. 2/The earnings season supports our view of favouring IG
corporate bonds over HY corporate bonds. 3/US money market funds have record assets
under management. Where will this money go when short-term rates drop? 4/The French
spread remains volatile. We keep a Neutral view on French government bonds.

Four summer news with views

Source: LSEG Datastream, août 24
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Our Investment Recommendations

FIXED INCOME FOCUS: SEPTEMBER 2024

Asset class Zone Our opinion

Government bonds

Germany = Neutral on German sovereign bonds.

Peripheral countries = Neutral on peripheral debt (Portugal, Italy, Spain, Greece).

United States =

We tactically move to Neutral from Positive on US government
bonds. We intend to re-enter the asset class with a better
starting yield in a few months as we remain constructive on US
Treasuries strategically. We also move to Neutral from Positive
on US TIPS.

Corporate bonds
Investment Grade

Eurozone 

United States
+

• Eurozone and US: Positive opinion. Prefer short maturities
in the US and up to 10 years in the eurozone

• Positive on convertible bonds in the eurozone.

Corporate bonds
High Yield

Eurozone and
United States = • Neutral on HY bonds.

• Positive on fallen angels and rising stars.

Emerging bonds
In hard currency + Positive on EM hard currency bonds (sovereign and corporate).

In local currency + Positive on local currency government bonds.

10-year
rate (%)

Spread 
(bp)

Spread 
change 

1 month
(bp)

United 
States 3.84 ---

Germany 2.26 ---

France 2.98 73 2

Italy 3.64 139 3

Spain 3.09 84 1

Portugal 2.88 62 -3

Greece 3.32 106 0

29/08/2024
Source: Refinitiv Datastream

Yield (%) Spread 
(bp)

Spread 
change 

1 month
(bp)

Global 3.45 38 -1

Corporate bonds 
IG EUR 3.45 116 6

Corporate bonds 
IG USD 4.88 94 1

Corporate bonds 
HY EUR 6.30 352 -13

Corporate bonds 
HY USD 7.30 310 4

Emerging 
government bonds in 
hard currency

7.26 333 -1

Emerging corporate 
bonds in hard 
currency

6.17 221 9

Emerging 
government bonds in 
local currency

6.27 261 -20

29/08/2024
Source: Refinitiv Datastream, Bloomberg

Market Data
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THE INVESTMENT STRATEGY TEAM
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Senior Investment Strategist, PRB

BELGIUM

Guy ERTZ
Chief Investment Advisor – Deputy Global CIO 

Edouard DESBONNETS
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Returns

OVER ONE MONTH

EM = Emerging Markets

SINCE 01/01/2024

 EG Datastream, 29/08/2024   Source: Bloomberg Barclays indices except EM local debt (JPM) and Convertibles (Refinitiv)
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This marketing document is communicated by the Wealth
Management Métier of BNP Paribas, a French Société
Anonyme, Head Office 16 boulevard des Italiens, 75009 Paris,
France, registered under number 662 042 449 RCS Paris,
registered in France as a bank with the French Autorité de
Contrôle Prudentiel et de résolution (ACPR) and regulated by
the French Autorité des Marchés Financiers (AMF). As
marketing material, it has not been prepared in accordance
with legal and regulatory requirements aimed at ensuring the
independence of investment research and is not subject to any
prohibition on dealing ahead of its dissemination. It has not
been submitted to the AMF or any other market authority.

This document is confidential and intended solely for the use
of BNP Paribas SA, BNP Paribas Wealth Management SA or
their affiliates (“BNP Paribas”) and the persons to whom this
document has been delivered. It may not be distributed,
published, reproduced or disclosed by any recipient to any
other person, nor may it be quoted or referred to in any
document, without the prior consent of BNP Paribas.

This document is provided solely for information and shall not
constitute an offer or solicitation in any state or jurisdiction in
which such an offer or solicitation is not authorized, or to any
person to whom it is unlawful to make such offer, solicitation
or sale. It is not, and under no circumstances is it to be
construed as, a prospectus.

Although the information provided herein may have been
obtained from published or unpublished sources considered to
be reliable and while all reasonable care has been taken in
the preparation of this document, BNP Paribas does not make
any representation or warranty, express or implied, as to its
accuracy or completeness and does not accept responsibility
for any inaccuracy, error or omission. BNP Paribas gives no
warranty, guarantee or representation as to the expected or
projected success, profitability, return, performance, result,
effect, consequence or benefit (either legal, regulatory, tax,
financial, accounting or otherwise) of any product or
transaction. Investors should not place undue reliance on any
theoretical historical information regarding such theoretical
historical performance. This document may contain or refer to
past performance; past performance is no guarantee for future
performance.

The information contained in this document has been drafted
without prior knowledge of your personal circumstances,
including your financial position, risk profile and investment
objectives.

Prior to entering into a transaction each investor should fully
understand the financial risks, including any market risk
associated with the issuer, the merits and the suitability of
investing in any product and consult with his or her own legal,
tax, financial and accounting advisors before making his or her
investment. Investors should be in a position to fully
understand the features of the transaction and, in the absence
of any provision to the contrary, be financially able to bear a
loss of their investment and willing to accept such risk.
Investors should always keep in mind that the value of
investments and any income from them may go down as well
as up and that past performance should not be seen as an
indication of future performance. Any investment in a product
described herein is subject to the prior reading and
understanding of the legal documentation concerning the
product, and in particular the one which describes in details
the rights and obligations of investors as well as the risks
inherent to an investment in the product. Save as otherwise
expressly agreed in writing, BNP Paribas is not acting as
financial adviser or fiduciary of the investor in any transaction.
The information, opinions and projections expressed herein
reflect the opinion of their author at the time of writing; they
are not to be relied upon as authoritative or taken in
substitution for the exercise of judgment by anyone, and are
subject to change without notice. Neither BNP Paribas nor any
BNP Paribas Group entity accepts any liability whatsoever for
any consequences that may arise from the use of information,
opinions or projections contained herein.

As distributor of the products described herein, BNP Paribas
may receive distribution fees on which you can obtain more
information upon specific request. BNP Paribas, their
employees or administrators may hold positions in these
products or have dealings with their issuers.

By accepting this document, you agree to be bound by the
foregoing limitations.

© BNP Paribas (2024). All rights reserved.
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