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The changing trends are 
being substantiated as we 
start the New Year.
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1. We had identified that Central Banks would become less aggressive with their rate hikes in 2023 and this now 

substantiated. The limited rate hikes this year should bring more tranquility to the rates markets and increased 

credit spread stability

2. Inflation continues to turn the corner on both side of the Atlantic and we note that Gas prices in Europe have 

resumed their decline and are now at pre-Ukraine invasion levels. Low gas prices through 2023 will be extremely 

supportive to the European Area (EA) economy and is a key determinant of inflation as inflation in the EA is for a 

large part supply/non-core i.e. Food and Energy. Gas prices in turn become a key driver to a milder ECB policy 

response rate, and the odds of just a brief recession have increased

3. The near recessionary spread levels priced in our EA Investment Grade corporate bond segment are very 

supportive to that effect, also given the solid corporate fundamentals. Our European Corporate Bond strategy 

starts the year with a running yield in the region of 4.5%, providing investors with a great cushion. When current 

running yields are that high (they have not been that attractive for sometime), one year forward-looking returns 

are statistically forecast to be in the high single digits and in our case in the region of 8% 

4. EA Investment Grade technicals are to remain supported in 2023 even if the ECB only reinvests half of maturing 

corporate bonds in the their CSPP book for the year. The expected net overall bond supply of just 40 bn euros in 

our market is low

5. In all, spreads are seen as stabilizing and narrowing at least 20 to 30 basis points on average this year.

5 Reasons to make Euro Investment Grade your allocation of choice in 2023

Changing trends are substantiated

Source: ICE BofA A-BBB Euro Corporate Index (ERC0 Index), Vontobel, as of 1.2023. Forecasts based on internal/external analysis; not guaranteed; and actual outcomes may differ materially. 3



For institutional investors only / not for public viewing or distribution

One year forward-looking returns are statistically forecast to be high single digits 
as current running yields are high & have not been that attractive for sometime

Regression of 1 Year forward-looking total returns on yield

Past performance is not a reliable indicator of current or future performance. 
Forecasts based on internal/external analysis; not guaranteed; and actual outcomes may differ materially. 

Source: ICE BofA A-BBB Euro Corporate Index (ERC0 Index), daily data range from 4.1.2010 to 30.11.2022. 
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The meteoric rise in M2 money supply since the onset of the pandemic resulted in elevated 
price pressures. M2 growth has since collapsed and inflation should start to fade too.

Source: BofA Research, as of 12.2022.
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Macro Valuation Sentiment Technicals

Light at the end of the Inflation Tunnel?
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Inflation has started moderating given a usual turnaround lag 
of 18 months after M2 money supply growth peaked in Feb 2021

CPI YoY % (2Q21–4Q23E)
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Macro Valuation Sentiment Technicals

Inflation has started moderating as money in circulation is no longer growing
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The demand-driven contribution 

to Core PCE should also decline as the 

Fed Funds rate is now almost double 

the size of it, with Fed tightening 

typically impacting only this side of 

PCE. 

Further, the Feds Fund rate is now 

forecast to track inflation or exceed it, 

with Chair Powell indicating that real 

borrowing rates for people 

are now meaningfully positive.

Half of the US Core PCE is supply driven, and this contribution 
is receding as supply chain disruptions have eased…

Source: Decomposing Supply and Demand Driven Inflation, Federal Reserve Bank of San Francisco, 10.2022. Bloomberg WIRP, as of 5.1.2023.

Forecasts based on internal/external analysis; not guaranteed; and actual outcomes may differ materially.

Macro Valuation Sentiment Technicals
Supply and now demand driven inflation should soon ease, as real borrowing 

rates are meaningfully positive & restrictive
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Real Borrowing Rates are meaningfully positive and restrictive as 
people do not borrow at the Fed Funds rates, but at much higher bank rates 

Key quotes from Chair Powell’s November Q&A:

► Nick Timiraos Nick Timiraos of the Wall Street Journal. Chair Powell, core PCE inflation on 

a 3 or 6-month annualized basis and on a 12-month basis has been running 

in the high 4's, close to 5 percent. Is there any reason to think you won't have 

to raise rates at least above that level to be confident that you are imparting 

enough restraint to bring inflation down?

► Chair Powell So, this is the question of [inaudible] does the policy rate need to get above 

the inflation rate? And I would say, there are a range of view on it. That's the 

classic Taylor principle view. But I would think you'd look more at a forward, 

a forward-looking measure of inflation to look at that. But, I think the answer 

is, we'll want to get the policy rate to a level where it is, where the real interest 

rate is positive. We will want to do that. I do not think of it as the single and 

only touchstone though. I think you put some weight on that, you also put 

some weight on rates across the curve. Very few people borrow at the short 

end, at the federal funds rate for example, so households and businesses, 

if they're very meaningfully positive interest rates all across the curve for 

them, credit spreads are larger so borrowing rates are significantly higher 

and I think financial conditions have tightened quite a bit. So, I would look 

at that as an important feature. I'd put some weight on it but I wouldn't say 

it's something that is the single dominant thing to look at.

“

”
“

”

Macro Valuation Sentiment Technicals
Real borrowing rates for people are meaningfully restrictive with limited rate 

hikes anticipated in 2023

Source: Federal Reserve Bank, as of 12.2022.

Forecasts based on internal/external analysis; not guaranteed; and actual outcomes may differ materially. 8
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Gas prices are a key determinant of the way forward for EA inflation, and consequently 
the ECB policy response rate. The one year forward curve sees much lower prices

Source: Bloomberg Netherlands Nat Gas 1 year forward index; Morgan Stanley HICP decomposition.

Macro Valuation Sentiment Technicals
Light at the end of the EA Inflation tunnel too that should limit the ECB policy 

response rate

About 70% of inflation in the EA is 

supply or non-core i.e. Food and 

Energy.

With these components easing, 

especially Gas prices, the ECB policy 

response rate should be milder and 

the odds of a mild recession have 

increased.
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European Corporates have not been that attractive for a very long time 
with higher yields and higher spreads hence offering great coupons

Source: Left chart: ICE BofA A-BBB Euro Corporate Index (ERC0 Index). Right chart: Composite 80% ERC0 Index, 20% HE10 Index. Data as of 23.12.2022.

Macro Valuation Sentiment Technicals
Rates visibility and reduced rates volatility should bring about spread stability 

and solid entry points as they price in lots of weakness vs fundamentals
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European Area Credit spreads more than compensate for default risks 
based on a typical 40% recovery assumption

Source: Deutsche Bank, ICE BAML Indices, since inception, as of 12.2022. 

*Default rates, cumulative 5 year and based on typical 40% recovery assumption.

5Y SPREAD IMPLIED DEFAULT RATE* WORST DEFAULT RATE* AVERAGE DEFAULT RATE*

EUR IG 175 13.5% 2.4% 0.4%

AA 90 7.3% 0.0% 0.0%

A 122 9.6% 1.8% 0.2%

BBB 210 15.8% 5.8% 0.8%

Macro Valuation Sentiment Technicals
EA IG credit spreads are fundamentally cheap and should continue to tighten 

in 2023
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Next 12-months 

Earnings growth:

PMI-implied = 2.9%

Consensus = 3.1%

At current levels of PMIs one year forward, earnings growth for the next 
12 months should not collapse & should remain supportive of credit spreads

12Source: BofA Research, as of 12.2022.

Macro Valuation Sentiment Technicals
Sentiment is positive; earnings gloom yes, but not doom, with credit spreads 

pricing in a lot of weakness already…
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Investors start the New Year upbeat for European IG corporate bonds

Source: Goldman Sachs, Vontobel, Bloomberg, as of 12.2022.
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Macro Valuation Sentiment Technicals
…and investors and allocators making EA IG their allocation of choice as they 

start 2023
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Credit metrics are stronger than during the pandemic.
Adjusted for this strength, credit spreads may well have peaked

Credit metrics looking strong… …as companies do not spend all OCFs.

Source: Citi Research, Bloomberg, as of 9.2022.
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Corporates not spending their cash + Credit fundamentals much stronger 

than during the pandemic = spreads peaking?
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European Investment Grade technicals should be supportive on limited 
net supply

2023 Euro IG supply estimates, EUR B

Source: JP Morgan, as of 12.2022.

2015 2016 2017 2018 2019 2020 2021 2022 2023

Gross supply 406 438 439 414 553 567 487 460 450

Redemptions 235 239 270 209 236 255 277 333 382

Coupons 47 43 41 40 40 39 37 37 41

Net CSPP/PEPP 0 51 84 34 6 87 79 36 -13

Balance 124 105 44 131 271 186 94 54 40

Macro Valuation Sentiment Technicals
EA IG technicals to remain supported in 2023 even if the ECB only reinvests 

half of maturing bonds for the year
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ECB should still normally purchase an average of just over EUR 1.0 B of 
corporates per month in 2023 or about half its maturing bonds for the year 

16Source: UniCredit Research, as of 9.2022.
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ECB corporate re-investments continue to be supportive
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How to benefit from current market conditions given solid corporate 
fundamentals?

17Source: Vontobel Asset Management, as of 27.12.2022. 
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Carry opportunities across different structures look more appealing given the 

higher yields and wider spreads
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Overtightening by 

central bank(s) and 

subsequent severe 

recession

Negative earnings 

revisions above and 

beyond expectations

Colder winter in Europe 

driving energy prices 

higher 

Further escalation of 

the Russia/Ukraine 

conflict 

Main risks to our base case

We are well aware of potential risks to our base case and stand ready to 

hedge/amend our current credit strategy

18
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Rigorous bond 
analysis and 
selection is key to 
our performance

Experienced over multiple market 

cycles and with deep industry 

expertise, the team continually 

monitors the investable universe 

to identify the best opportunities. 

(XX) = years of experience. *Based in New York. 

Global coverage across Investment Grade (IG) and High Yield (HY), unless specified. 

Back to basics: rigorous credit selection enables swift allocation 
to best opportunities in our universe

Mondher Bettaieb Loriot (29)
– EU Banking

– Insurance, Financial Services

Christian Hantel (20)
– US Banking, Consumer Goods (IG) 

– Retail (IG)

Stella Ma (21)
– Automotive & Auto Parts,

Consumer Goods (HY)

Jim Stahl* (27)
– Energy

– US Distressed

– US Tech/Electronics 

& Retail (HY)

Markus Orschulik (19)
– EU Healthcare, 

Tech/Electronics

– Services & Leisure

Stefan Hüsler (17)
– Basic Industry, Financial Services

– Capital Goods, Real Estate (HY)

– EU Transportation

Rrezart Rexhepi (4)
– US Real Estate, Telecoms 

& Transportation (IG)

Claudia Fontanive-Wyss (12)
– EU Media, Telecoms 

& Utilities

– Corporate Hybrids

Marc van Heems (11)
– Automotive, Capital Goods (IG)

– US Tech/Electronics (IG)

Pam Gelles* (22)
– US Healthcare, Media

– US Telecoms, Transportation 

& Utilities (IG)

Manfred Büchler (29)
– EU Consumer Goods, 

Real Estate (IG)

Marion Swoboda (26)
– ESG expert analysis 

Alexia Luyet (2)
– ESG expert analysis  

Mann-Tchi Dang (1)
- ESG expert analysis  

We invest in robust issuers with a view to avoid credit fundamentals’ 

deterioration

19
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We only invest in robust issuers

Two core drivers

(1) Pure high-conviction issuer 

selection driven by bottom-up credit 

research, (2) while actively seeking 

to exploit relative-value themes.

Capital 

structure

Spread term 

structure

Cross issuer 

& currency 

basis

Regions Sector

Five relative-value 

themes around 

each issuer

Robust issuer 

fundamentals and 

upside potential

Rigorous credit selection is risk management & drives performance over the 

longer run

20
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Appendix
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Low risk senior non-preferreds have not been that attractive for 
a long time offering the opportunity of a balanced barbell strategy

Source: Bloomberg Barclays Indices, as of 23.12.2022.
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Macro Valuation Sentiment Technicals

Banking bonds look attractive across the board
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Corporate Hybrid technicals should benefit from near-zero net supply 
& valuations should offer good carry

Source: Bloomberg, ICE BofA Indices (EJ00 Index, G0EC Index) as of 31.12.2022.

0

200

400

600

800

1000

1200

In
 b

p
s

Euro Industrials Global Hybrids

0.0

1.0

2.0

3.0

4.0

2
0
0
1

2
0
0
2

2
0
0
3

2
0
0
4

2
0
0
5

2
0
0
6

2
0
0
7

2
0
0
8

2
0
0
9

2
0
1
0

2
0
1
1

2
0
1
2

2
0
1
3

2
0
1
4

2
0
1
5

2
0
1
6

2
0
1
7

2
0
1
8

2
0
1
9

2
0
2
0

2
0
2
1

2
0
2
2

G
lo

b
a

l 
H

y
b

ri
d

s
/E

u
ro

 I
n

d
u

s
tr

ia
ls

 R
a

ti
o Global Hybrids / Euro Industrials Spread Ratio

Macro Valuation Sentiment Technicals

Excellent running yield with Corporate Hybrids
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European Investment Grade technicals should be supportive on limited 
net supply

Only about EUR 20 billion of net financial issuance is forecast for 2023

Source: JP Morgan, as of 12.2022.

Financials supply estimates
(EUR B)

Gross Issuance 
(EUR B equiv)

Net Issuance
(EUR B equiv)

% EUR
Gross Issuance 

(EUR B)
Net Issuance

(EUR B)

Preferred Senior 110 -13 60% 66 -8

Non-Preferred Senior 130 18 45% 59 8

T2 35 3 60% 21 2

Insurance 22 5 75% 17 4

REIT 10 -2 100% 10 -2

Non-European/other 30 15 100% 30 15

Total 202 19

Macro Valuation Sentiment Technicals
EA IG technicals to remain supported in 2023 even if the ECB only reinvests 

half of maturing bonds for the year
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European Investment Grade technicals should be supportive on limited 
net supply

Consumer goods companies, general industrials, Oil & gas and Utility companies have high cash balances and may 

only require very limited issuance in 2023

Source: JP Morgan, S&P Capital IQ, as of 12.2022.

European (ex-UK) Investment Grade Cash Balance Sheet by Sector, EUR B 2012–2022 range
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Macro Valuation Sentiment Technicals
EA IG technicals to remain supported in 2023 even if the ECB only reinvests 

half of maturing bonds for the year
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Important information

27

This marketing document was produced by one or more companies of the 
Vontobel Group (collectively “Vontobel”) for institutional clients.

This document is for information purposes only and nothing contained in this 
document should constitute a solicitation, or offer, or recommendation, to 
buy or sell any investment instruments, to effect any transactions, or to 
conclude any legal act of any kind whatsoever.

Information provided should not be construed as investment advice or any 
other kind of advice on legal, tax, financial or other advice or a 
recommendation to purchase, hold or sell any investment. No representation 
is given that the securities, products, or services discussed herein is suitable 
for any particular investor. Neither asset allocation nor diversification assure a 
profit or protect against loss in declining markets.

Information, opinions and estimates provided herein are subject to change 
and may have already been acted on by Vontobel for their purposes. Such 
information is not intended to predict actual results and no assurances are 
given with respect thereto. Some of the information provided may contain 
projections or other forward-looking statements regarding future events or 
future financial performance of countries, markets and/or investments. These 
statements are only opinion and actual events or results may differ materially.  
The reader must make their own assessment of the relevance, accuracy and 
adequacy of such information and make such independent investigations as 
they consider necessary or appropriate for the purpose of such an 
assessment. All information contained in this document, particularly any 
share prices, calculation data and forecasts, are based on the best 

information available at the date indicated in the document. Although we 
believe that the information provided in this document is based on reliable 
sources, we cannot assume responsibility for the quality, correctness, 
timeliness or completeness of the information contained herein including that 
which has been obtained from or is based upon trade and statistical services 
or other third party sources.

Although Vontobel believes that the information provided in this document is 
based on reliable sources, it cannot assume responsibility for the quality, 
correctness, timeliness or completeness of the information contained in this 
document. Except as permitted under applicable copyright laws, none of this 
information may be reproduced, adapted, uploaded to a third party, linked to, 
framed, performed in public, distributed or transmitted in any form by any 
process without the specific written consent of Vontobel. To the maximum 
extent permitted by law, Vontobel will not be liable in any way for any loss or 
damage suffered by you through use or access to this information, or 
Vontobel’s failure to provide this information. Our liability for negligence, 
breach of contract or contravention of any law as a result of our failure to 
provide this information or any part of it, or for any problems with this 
information, which cannot be lawfully excluded, is limited, at our option and 
to the maximum extent permitted by law, to resupplying this information or 
any part of it to you, or to paying for the resupply of this information or any 
part of it to you. Neither this document nor any copy of it may be distributed 
in any jurisdiction where its distribution may be restricted by law. Persons 
who receive this document should make themselves aware of and adhere to 
any such restrictions. 


