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The rally in European government debt has been extraordinary: negative bond yields have become entrenched 
through the region; core and soft-core euro sovereign debt trade below zero through five years (to maturity); and 
German debt is negative out to eight years. Though yields have been falling for some time, the launch of the 
ECB’s quantitative easing program has fuelled the most recent push lower. With purchases intended to be 
carried out until September 2016, Citi analysts expect downside pressure on Eurozone yields to persist. This 
supports their current high conviction in long-dated periphery debt, especially Portugal. 
 
Despite the rally in global rates, Citi analysts still expect US Treasury yields to move modestly higher this year, 
though most likely when economic data surprises turn upward. Assuming the Fed’s base case views are 
generally confirmed, Citi analysts expect policy tightening to begin toward the latter half of the year.  
 
In high grade credit, Citi analysts are neutral duration in the US, but more comfortable with long-duration 
exposures in Europe. They favour financials and are comfortable moving down in capital structure. In high yield 
corporates, they are constructive on both US and European markets and maintain an up in quality bias. Citi 
analysts also favour opportunities in fixed-to-floating rate perpetual. 

Sectors Investment Rationale 

Dev. Market (Core) Sovereigns
Rates expected to rise modestly in the US; negative bond yields in the Eurozone likely to 

persist; favour European duration

EU Periphery Sovereigns*
ECB QE is expected to promote further spread compression versus German Bunds; favour 

Spain and Portugal

USD Outperform

Local Underperform

High Grade Corporates
Relative value in USD credits over EUR issuers; favour BBB-rated non-financials and 

subordinated financial debt.

High Yield Corporates
Prefer high quality B- and BB-rated credits; favour fixed-to-floating rate structured; value in 

primary new issuance.
Outperform

Favour hard currency sovereigns/ corporate over local debt given improving prospects for 

stronger USD; cautious on CEEMEA and LatAm; favour HY USD debt
Emerging Market Sovereigns

12 Months  View

Underperform

Outperform

Market perform

 



 

 

Developed Markets Government Bonds  
 
The rally in European government debt (EGB) has been extraordinary, as negative bond yields have become 
more entrenched throughout the region. Core euro (and soft core) sovereign debt now trades with negative 
yields through five years (to maturity), whereas German debt is now negative out to eight years. Even periphery 
countries like Italy and Spain have breached zero on the short-end of the curve, and Ireland is negative through 
2019.  
 
More notably, Switzerland became the first country to issue 10-year government debt below 0%.On April 8, the 
SNB sold bonds due in 2025 at a yield of -0.05%. Indeed, the Swiss yield curve now trades negative out to 13-
years in maturity.  
 
Though yields have been falling for some time, the launch of the European Central Bank’s (ECB) massive bond 
buying quantitative easing (QE) program has fuelled the most recent push lower. Since March 9, the ECB had 
purchased roughly €62 billion in sovereign debt, €67 billion in covered bonds and €5 billion in asset-backed 
securities. This has reinforced US Treasury/German Bund spreads near all-time wides, and dropped 10-year 
German yields below Japan for the first time in history. 
 
With the current QE program intended to be carried out until at least September 2016, Citi analysts expect 
downside pressure on Eurozone yields to persist. This supports their current high conviction in long-dated 
periphery debt, especially Portugal. Indeed, debt issued by periphery countries – with 20+ years to maturity – 
has gained 18.5% year-to-date, with Portugal debt rising 24%.  
 
In the US, despite a more favourable economic backdrop, yields on Treasury debt remain stubbornly low.  
Though the 10-year US Treasury (UST) reached 2.25% in early March, weaker economic data, relatively 
attractive yields, and other geo-political factors, have pushed yields back under 2.0%. Despite the recent rally, 
Citi analysts still expect yields in the U.S. to move modestly higher this year, though most likely when U.S. 
economic data surprises turn upward. Assuming the Fed’s base case views are generally confirmed, Citi 
analysts expect policy tightening to begin toward the latter half of the year. Currently, futures markets are 
pricing an initial rate hike around the September/October FOMC meetings. 
 
Citi analysts believe at this stage in the cycle, taking duration bets is a risky proposition. With numerous internal 
and external macro factors pulling on U.S. Treasury rates every day, maintaining a neutral duration position in 
fixed income portfolios appears a more prudent management approach. Especially when considering that 
consensus forecasts for year-end 10yr Treasury yields have declined 100bp over the last 6 months. Even if 
future returns are negative for long Treasuries, Citi analysts would still value them as a portfolio hedge in 
broader asset allocation. 
 
Emerging Markets (EM) Government Bonds 
 
After some weakness in early March, hard currency emerging market (EM) debt bounced back strongly after the 
FOMC (Federal Open Market Committee) lowered inflation and growth projections. As a result, futures markets 
pushed out rate hike expectations and reignited investors reach for yield. US dollar-denominated EM spreads 
and yields have declined 50bp since the March 18 announcement; the markets lowest level of the year (350bp). 
Over that span, USD EM debt has gained 3.8%, bringing YTD returns to 3.5%. Performance in Asia and EMEA 
regions stand out, both rising 4.3% YTD. To be fair, EMEA returns are skewed by a 14% return in Russia debt 
(mainly due to liquidity issues in the repo market), which makes up roughly 20% of the EMEA index. Ex-Russia, 
EMEA has only gained 1.0% and Citi analysts remain cautious. In Latin America, lower oil prices, declines in 
growth expectations and heightened political risks keep Citi analysts underweight. 
 
Asia continues to be Citi analysts’ most-favoured region in both USD debt and local currency markets. China 
monetary policy easing and growth supportive reforms have had a calming effect, while Japan runs the world’s 
largest QE program keeping local rates low, and demand for yield high. Moreover, six other Asia-Pacific 
countries have cut policy rates this year (Australia, India, Indonesia, Korea, Pakistan, and Thailand). The 
decline in oil prices has also been a boon for many Asia net-importing countries, like India, where subdued 
inflation prospects has allowed the RBI (Reserve Bank of India) to maintain its current easing cycle. That said, 
Citi analysts expect FX volatility to persist this year, and continue to favour external debt markets over local 



 

 

markets, especially in the corporate bond market. Valuations in both Asia high grade and high yield credit are 
more attractive when compared to US issuers. While the value proposition has become less attractive in high 
yield, Asia HG corps is still 100bp wider than US HG equivalents. 
 
Investment Grade Corporate Bonds 
 
Spreads in both US and European high grade (HG) corporate debt widened last month, as core government 
rates rallied and record-setting supply was absorbed by the market. Indeed, US HG supply reached a 
quarterly record of $325 billion in 1Q ‘15, while European issuance reached a record €170 billion. 
Exacerbating the widening has been the rally in UST and German Bund yields, which outpaced the decline 
in HG corporate yields. As Citi analysts have highlighted previously, HG performance remains highly 
correlated to the direction of risk-free rates. Despite posting gains of 2.2% and 1.3% YTD, duration-adjusted 
returns for US and euro corporates are 200bp and 100bp lower, respectively. With US rates unlikely to move 
sharply higher and euro-area rates anchored, Citi analysts are neutral on duration in US credit, but remain 
more comfortable with long-duration exposures in Europe. Citi analysts favour financials and are comfortable 
moving down in capital structure. In non-financials, Citi analysts favour opportunities in the automotive sector 
based on a stronger fundamental backdrop from lower commodity costs. 
 

) are expected t 
High-Yield (HY) Corporate Bonds 

Stable energy prices and a significant shift lower in Federal Reserve inflation expectations, reversed a brief 
sell-off in high yield (HY) which began in early-March. Since the March 18 meeting, US HY fund flows 
reversed course (after several weeks of outflows), spreads tightened 30bp and yields dropped roughly 
40bp. This has helped boost YTD performance to 3.2%. In Europe, HY spreads were largely wider as new 
issuance for 1Q ’15 was the second-highest quarterly volume on record (€31 billion). Moreover, half of the 
new supply was issued in March alone (€15 billion). Though returns were flat in March, euro HY has 
gained 3.5% YTD. Citi analysts remain favourable on both the US and European HY. Though US HY 
offers investors higher yields and the support of a stronger dollar, euro HY debt is likely to benefit from less 
rate drag, and greater potential for spread tightening (supported by ECB QE). Citi analysts anticipate both 
markets to generate 7-8% total returns for 2015 (in local terms), as fundamentals remain stable and default 
rates low. Citi analysts maintain an up-in-quality bias, favouring relative value in higher-quality Single-B 
and Double-B credits. Citi analysts favour issuers in the services and telecommunications sector and 
remain cautious on the energy sector. 

 



 

 

Important Information 
 
 
“Citi analysts” refers to investment professionals within Citi Research (“CR”), Citi Global Markets Inc. (“CGMI”) and voting 

members of the Citi Global Investment Committee. For important disclosures concerning companies covered by Citi's Equity 

Research analysts, please refer to the attached link: https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. 

 

This document is based on information provided by Citigroup Investment Research, Citigroup Global Markets, Citigroup Global 

Wealth Management and Citigroup Alternative Investments. It is provided for your information only. It is not intended as an offer or 

solicitation for the purchase or sale of any security. Information in this document has been prepared without taking account of the 

objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the information, 

consider its appropriateness, having regard to their objectives, financial situation and needs. Any decision to purchase securities 

mentioned herein should be made based on a review of your particular circumstances with your financial adviser.  

 

You should be aware that there may be additional risks associated with international investing, including foreign economic, 

political, monetary and/or legal factors, changing currency exchange rates, foreign taxes, and differences in financial and 

accounting standards. These risks may be magnified in emerging markets. International investing may not be for everyone. 

 

With respect to fixed income securities, please note that in general, as prevailing interest rates rise, fixed income securities prices 

will fall. High Yield bonds are subject to additional risks such as increased risk of default and greater volatility because of the lower 

credit quality of the issues. 

 

Investments referred to in this document are not recommendations of Citibank or its affiliates. Although information has been 

obtained from and is based upon sources that Citibank believes to be reliable, we do not guarantee its accuracy and it may be 

incomplete and condensed. All opinions, projections and estimates constitute the judgment of the author as of the date of 

publication and are subject to change without notice. Prices and availability of financial instruments also are subject to change 

without notice. Past performance is no guarantee of future results. Investment products are (i) not insured by any 

government agency; (ii) not a deposit or other obligation of, or guaranteed by, the depository institution; and (iii) subject 

to investment risks, including possible loss of the principal amount invested. All forecasts are expressions of opinion, are 

not a guarantee of future results, are subject to change without notice and may not meet our expectations due to a variety of 

economic, market and other factors. 

 

The document is not to be construed as a solicitation or recommendation of investment advice. Subject to the nature and contents 

of the document, the investments described herein are subject to fluctuations in price and/or value and investors may get back 

less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal 

the amount invested. Certain investments contained in the document may have tax implications for private customers whereby 

levels and basis of taxation may be subject to change. Citibank does not provide tax advice and investors should seek advice 

from a tax adviser. Citibank N.A., London Branch is authorised and regulated by the Office of the Comptroller of the Currency 

(USA) and authorised by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited 

regulation by the Prudential Regulation Authority. Details about the extent of regulation by the Prudential Regulation Authority are 

available from us on request. Our firm reference number with our UK regulators is 124704. Citibank International Limited is 

authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation 

Authority. Our firm reference number with our UK regulators is 122342. Citibank N.A., London Branch is registered as a branch in 

the UK at Citigroup Centre, Canada Square, Canary Wharf, London E14 5LB. Registered number BR001018. Citibank 

International Limited has its registered office at Citigroup Centre, Canada Square, Canary Wharf, London E14 5LB. Registered 

number 01088249. In Jersey, this document is communicated by Citibank N.A., Jersey Branch which has its registered address at 

PO Box 104, 38 Esplanade, St Helier, Jersey JE4 8QB. Citibank N.A., Jersey Branch is regulated by the Jersey Financial 

Services Commission. Citibank N.A. Jersey Branch is a participant in the Jersey Bank Depositors Compensation Scheme. The 

Scheme offers protection for eligible deposits of up to £50,000. The maximum total amount of compensation is capped at 

£100,000,000 in any 5 year period. Full details of the Scheme and banking groups covered are available on the States of Jersey 

website www.gov.je/dcs, or on request. Citibank N.A. is incorporated with limited liability in the USA. Head office: 399 Park 

Avenue, New York, NY 10043, USA. © Citibank N.A. 2015. CITI, CITI and Arc Design are registered service marks of Citigroup 

Inc. Calls may be monitored or recorded for training and service quality purposes. 

 


