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Fixed Income Allocation

Our preference for longer-duration exposure has again 
hurt at the start of the year, this time in euro-based 
portfolios as well as dollar-based ones. And, as noted, 
we do think that inflation risk could revive this year. 
But yields remain close to longer-term neutral levels, 
and central bank policy may be more credible this time 
around, allowing yield curves eventually to flatten once 
again.

We continue to favour government bonds over credit– 
not due to concerns about corporate defaults, but 
rather on valuation considerations (the same reason 
we trimmed our stock weightings). Credit spreads 
have not been materially lower since the global 
financial crisis. 

January was primarily marked by the new political leadership in the US. Speculation about higher deficits drove yields further up at the beginning of the 
month, but this was replaced by increasing signs of weakening inflation in the USA by the end of the month. The US Federal Reserve left its key interest 
rate unchanged at the January meeting, while the ECB cut rates by 25 basis points (bps)- - both as expected.

Much uncertainty still surrounds the Trump administration’s intentions, capabilities and personnel, with many announcements likely in the days and 
weeks ahead. Even the impact of additional tariffs may be more nuanced than economists expect, especially since taxes may be falling at the same time, 
as they did during his first administration. 

The business cycle often matters most in the narrow investment context in any case. For now it continues to offer a relatively constructive backdrop, but 
we do wonder for how much longer than can continue – not so much because of Trump II, but because economies remain historically rather fully utilised, 
and global inflation risk may resurface as a result in 2025.

With inflation no longer falling steadily, the balance of risks may be tilting back towards some revival. We have always thought it would prove sticky in the 
2-4% range. That stickiness has not stopped central banks cutting interest rates so far, but in the US and UK in particular they are showing signs of slowing 
or pausing their easing – and indeed, might eventually even feel the need to consider hiking rates anew.

Our positioning

EUR: We still prefer duration over credit risks and have prioritised government bonds over corporate bonds since June. Credit spreads tightened in 
January and, from historical perspective, are still relatively expansive and priced for a perfection (low inflation, solid growth, and looser monetary policy). 

USD: As in Europe we are neutral in our Asset Allocation positioning on bonds and have an overweight positioning in US duration. With the Fed expected 
to be on hold for the time being, the outlook for monetary policy is neutral. The main reason for our (still) bullish stance on US duration is the change in 
market expectations for the Fed, which has led to cheaper valuation for US Treasuries.

CHF: In Swiss franc-based portfolios, where we felt in December that the SNB’s remarkable credibility had driven bond yields back down to negligible 
levels, we changed our view for Fixed Income from “neutral” to “underweight”. This has led to prefer liquidity there. Within Fixed Income, we are neutral 
on speculative credit, underweight in investment grade, and overweight in government bonds.
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Chart Flash
US and Eurozone

The release of robust payroll data at the beginning of January led to an increase in US Treasury yields. However, the subsequent inflation report reversed 
this trend, and 10-year Treasury yields ended the month approximately 3 bps lower. The first wave of tariffs imposed after President Trump’s inauguration 
had little impact on the bond market. As anticipated, the Fed maintained interest rates on January 29, with Chairman Powell reaffirming the Fed’s 
cautious approach, leaving near-term policy rate expectations largely unchanged.

As in the US, Bunds experienced a similar fluctuation due to mixed US data. Throughout January, 10-year Bunds traded above swaps, driven by their 
relative underperformance and the upcoming German election on February 23. Market sentiment towards France improved in January, with French 
government bonds seeing unprecedented demand during their first syndicated bond sale in eight months on January 21. Consequently, the spread 
between French and German government bonds reached a two-month low, reflecting the outperformance of French bonds.

All data source: Bloomberg, 31.03.2019 - 31.01.2025. Past performance is not indicative of 
future performance and investments and the income from them can fall as well as rise.

US credit spreads evolution (%)

Credit spreads unchanged 

All data source: Bloomberg, 31.03.2019 - 31.01.2025. Past performance is not indicative of 
future performance and investments and the income from them can fall as well as rise.

US 10-year yield breakdown (%)

Rollercoaster in January
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All data source: Bloomberg, 31.03.2019 - 31.01.2025. Past performance is not indicative of 
future performance and investments and the income from them can fall as well as rise.

EU credit spreads evolution (%)

Falling credit spreads 

All data source: Bloomberg, 31.03.2019 - 31.01.2025. Past performance is not indicative of 
future performance and investments and the income from them can fall as well as rise.

EU 10-year yield breakdown (%)

Higher bund yields with higher volatility  
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Chart Flash
Switzerland

The Swiss National Bank (SNB) unexpectedly cut the deposit rate by 50 bps in December. Markets are pricing in a further 25 bps cut by the SNB in March 
2025. With fewer cuts priced in for 2025 compared to the ECB, and the outperformance of longer-dated Swiss government bonds (vs. German government 
bonds) in 2024, Swiss bonds started the year weaker, and yields rose by 10 basis point in January. Corporate credit spreads moved sideways, with low 
volatility. 

At the heart of Wealth Insights lies a wide set of timely and insightful publications and podcasts.

For more information, please visit our page at 
www.rothschildandco.com/en/wealth-management/switzerland/insights/

This document is produced by Rothschild & Co Bank AG, Zollikerstrasse 181, 8034 Zurich, for information  and marketing purposes only. It does not constitute a personal 
recommendation, an advice, an offer or an invitation to buy or sell securities or any other banking or investment product. Nothing in this  document constitutes legal, ac-
counting or tax advice. Although the information and data herein are  obtained from sources believed to be reliable, no representation or warranty, expressed or implied,  
is or will be made and save in the case of fraud, no responsibility or liability is or will be accepted by Rothschild & Co Bank AG as to or in relation to the fairness, accuracy 
or completeness of this document  or the information forming the basis of this document or for any reliance placed on this document by any  person whatsoever.

In particular, no representation or warranty is given as to the achievement or reasonableness of any future  projections, targets, estimates or forecasts contained in this 
document. Furthermore, all opinions and  data used in this document are subject to change without prior notice.  Law or other regulation may restrict the distribution 
of this document in certain jurisdictions. Accordingly,  recipients of this document should inform themselves about and observe all applicable legal and  regulatory 
requirements. Neither this document nor any copy thereof may be sent to or taken into the  United States or distributed in the United States or to a US person. 
Rothschild & Co Bank AG is authorised  and regulated by the Swiss Financial Market Supervisory Authority FINMA.
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All data source: Bloomberg, 31.03.2019 - 31.01.2025. Past performance is not indicative of 
future performance and investments and the income from them can fall as well as rise.

CH credit spreads evolution (%)

Credit spreads lower

All data source: Bloomberg, 31.03.2019 - 31.01.2025. Past performance is not indicative of 
future performance and investments and the income from them can fall as well as rise.

CH 10-year yield breakdown (%)

Swiss government bonds yields unchanged  
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