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In an environment shaped by an energy shock linked to tensions in the Middle East and a
reassessment of monetary policy expectations, interest rate markets experienced a
significant correction. Credit overall remained resilient, reinforcing the importance of
selectivity. Against this backdrop, our approach combines a search for value on the short
end of the curve with active risk management, while remaining attentive to opportunities
offered by Investment Grade¹, certain themes related to artificial intelligence, and
subordinated financial debt.

The risk of inflation expectations becoming unanchored

At the end of 2025, yield curves had steepened markedly, particularly at longer maturities,
both in Europe and in the United States. This reflected a rise in the term premium amid
increasing public debt levels and the gradual withdrawal of central banks. While inflation
appeared to have stabilised towards year-end, the risk of a resurgence remained, whether
driven by rising geopolitical tensions or a renewed wave of protectionist measures.

This risk materialised in early 2026 with the military conflict in Iran. The resulting energy
shock was severe, with a sharp surge in oil and gas prices, reigniting inflationary pressures
on a global scale. Markets rapidly reassessed policy rate expectations, reversing previously
priced-in cuts in favour of a more restrictive short-term stance.

This shift in expectations led to a pronounced rise in yields, with differentiated dynamics
across the curve. Short-term yields rose significantly faster than long-term yields, resulting
in a marked flattening of yield curves. In the euro area, two‑year German government
bond yields climbed from around 2% to 2.60%, while ten‑year yields moved towards
3.0%². In the United States, the two‑year yield approached 4%, while the ten‑year reached
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4.50% at the peak².

Markets are now pricing in a hawkish³ scenario, anticipating nearly three rate hikes by the
ECB in 2026, while the two cuts previously expected from the Fed have been entirely
priced out. We believe this interpretation is excessive in light of recent central bank
communication, which remains cautious. Monetary authorities appear reluctant to react
swiftly to an exogenous shock whose duration and macroeconomic impact remain
uncertain.

In the euro area, the ECB’s latest forecasts published in March point to moderate growth
around 1% in 2026 and a gradual return of inflation towards the 2% target². While a
temporary inflation spike linked to higher energy prices is expected, no lasting rise in
underlying inflation is envisaged at this stage.

The key risk to monitor remains the potential unanchoring of long‑term inflation
expectations, which could prompt central banks to adopt a more forceful stance. Such a
decoupling could occur through two channels. First, via a price‑wage spiral, whereby
sustained energy price increases translate into lasting wage demands. Second, through an
overly accommodative fiscal response by governments — notably via tax compensation
mechanisms designed to absorb the energy shock — which would effectively negate the
supply shock and further weaken budgetary balances. Under such a scenario, the long end
of yield curves could come under pressure.

In this environment, sovereign spreads have also widened. The 10‑year France–Germany
spread currently trades around 70–75 basis points, after reaching 55 basis points at the
start of the year, while the Italy–Germany spread stands around 90 basis points after
having dipped to 60 basis points². This episode highlights that during periods of volatility,
perceptions of safety across sovereign issuers can be challenged. We therefore maintain a
strong preference for German bonds when investing in government debt.

A credit market that remains resilient

On the credit side, 2025 was marked by notable resilience, with risk premia at historically
tight levels and performance largely driven by carry. In early 2026, a modest widening
brought valuations back to more acceptable levels, without triggering systemic stress.

Tensions have been concentrated in a few specific segments, notably certain B‑rated
issuers and the investment‑grade real estate sector¹. Outside these pockets of fragility, the
market has remained solid: flows have stayed contained and primary markets have
remained open.

At this stage, the absence of a significant widening does not warrant a major repositioning
in credit. Nevertheless, we have partially reduced certain hedges to allow for a measured
re‑exposure, while maintaining a highly disciplined approach to overall risk management.

Value creation rests primarily on issuer selection and maturity management. We favour
intermediate maturities, typically between five and seven years, which offer carry close to
long‑dated bonds but with more contained volatility. Conversely, we remain cautious on
very long maturities, where the risk‑return profile appears less attractive.



ADVERTISING COMMUNICATION

Fixed Income Quarterly Strategy - April 2026 3

In High Yield⁴, our approach remains prudent and highly selective. While yields are
attractive, this segment concentrates higher risks related to the economic cycle,
refinancing needs at higher costs, and idiosyncratic event risk. We favour higher‑quality
exposure, predominantly rated BB, and remain positioned on short maturities offering
greater visibility.

Our positioning: convexity, protection and tactical
arbitrage

Against this backdrop, our positioning remains cautious and flexible. Overall duration
sensitivity is maintained close to neutral, at around 4.65. We continue to avoid the long
end of the curve, limiting exposure both to government bonds and corporate debt. Our
main positioning adjustment in March focused on the front end of the curve, with
increased exposure to two‑year German government bonds, reflecting our view of a likely
ECB status quo. At the same time, we have maintained our exposure to ten‑year German
bonds, which continue to play a protective role in the event of a recession.

In credit, we favour high‑quality Investment Grade¹, with an average rating of A– / BBB+,
and a bias towards intermediate maturities, mainly between 2028 and 2032.

Outlook and themes to watch

Our central scenario assumes stable policy rates during the first part of the year, as central
banks adopt a wait‑and‑see approach in the face of a potentially transitory exogenous
shock. Risks nonetheless remain elevated, both macroeconomic and geopolitical,
justifying a continued focus on resilience and portfolio protection. At the same time, we
maintain an opportunistic stance, and three investment themes in particular stand out.

Private and unlisted debt: Systemic risk appears contained at this stage, but visibility
remains limited due to at times insufficient transparency. Bond prices of certain issuers
already reflect highly deteriorated scenarios, which we do not believe are justified by
fundamentals or by the level of protection we enjoy as creditors.

Subordinated financial debt: Following the normalisation process since 2023 and the
strong rebound in bank AT1 instruments, valuations now appear broadly fair. By contrast,
insurance RT1 instruments offer more attractive relative value, benefiting from higher
issuance premia and lower market familiarity. We are therefore pursuing opportunistic
switches from AT1 to RT1, supported by rigorous issuer selection.

Finally, the rise of artificial intelligence is also influencing bond markets through a
significant increase in debt issuance by large technology companies. While this dynamic
may temporarily weigh on credit spreads, it also creates opportunities, particularly in
highly rated new issues. Analysis is conducted on a case‑by‑case basis, distinguishing
issuers capable of turning these investments into a durable competitive advantage.

Our central scenario for 2026 aims to capture still‑attractive carry while actively protecting
portfolios through rigorous risk management. In a volatile environment, this discipline
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may allow us to seize opportunities under more favourable conditions. Selectivity,
prudence and agility therefore remain the cornerstones of our approach.

 

Learn more about the fund(s)

R-co Valor Bond Opportunities R-co Conviction Credit Euro

Check this document on our website

(1) High-yield bonds are issued by companies or governments with high credit risk. They are rated below
BBB- by Standard & Poor’s.
(2) Source: Bloomberg, April 2026.
(3) A speech, central bank, or monetary policy official is said to be hawkish when its priority is fighting
inflation.
(4) Debt securities issued by companies or governments with ratings between AAA and BBB- on the
Standard & Poor’s scale.
(5) Source: Rothschild & Co Asset Management, March 31, 2026.

https://am.eu.rothschildandco.com/en/our-funds/r-co-valor-bond-opportunities/
https://am.eu.rothschildandco.com/en/our-funds/r-co-conviction-credit-euro/
https://am.eu.rothschildandco.com/en/news/04-26-fixed-income-quarterly-strategy-april-2026/
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Disclaimer

Advertising communication. The information, comments and analysis contained in this document are for illustrative purposes only and should not be
considered investment advice, tax advice, recommendation or investment advice by Rothschild & Co Asset Management. The
information/opinions/data contained herein which are considered legitimate and correct on the date of publication in accordance with the economic
and financial environment in place on that date are subject to change at any time. Although this document has been prepared with the utmost care
from sources deemed to be reliable by Rothschild & Co Asset Management, it provides no guarantee as to the accuracy and completeness of the
information and assessment it contains, which are only indicative and are subject to change without notice. Rothschild & Co Asset Management has not
independently verified the information contained in this document and therefore will not be responsible for any errors, omissions or interpretations of
the information contained in this document. All such data has been prepared on the basis of accounting or market information. Not all accounting data
were audited by an auditor. Furthermore, given the subjective nature of some analyses, it should be emphasised that any information, projections,
estimates, forecasts, assumptions and/or opinions are not necessarily put into practise by the management teams of Rothschild & Co Asset
Management or its affiliates, who act on the basis of their own convictions. Certain forward looking statements are prepared on the basis of certain
assumptions, which are likely to differ either partially or in full from reality. Any hypothetical estimate is, by its nature, speculative and it is possible that
some, if not all, assumptions relating to these hypothetical illustrations do not materialize or significantly differ from the current determinations. This
analysis is not valid unless at the time of drafting this report.

Any partial or total reproduction of this document is prohibited, without the prior authorisation of Rothschild & Co Asset Management, on pain of
prosecution. It should not be considered investment advice, tax advice, recommendation or investment advice by Rothschild & Co Asset Management.
The figures quoted relate to past years. Past performance is not a reliable indicator of future performance and is not constant over time. The
information/opinions/data contained herein, which are considered legitimate and correct on the date of publication in accordance with the economic
and financial environment in place at that date, are subject to change at any time. Although this document has been prepared with the utmost care
from sources deemed to be reliable by Rothschild & Co Asset Management, it provides no guarantee as to the accuracy and completeness of the
information and assessment it contains, which are only indicative and are subject to change without notice. Rothschild & Co Asset Management has not
independently verified the information contained in this document and therefore will not be responsible for any errors, omissions or interpretations of
the information contained in this document. Furthermore, given the subjective nature of some analyses, it should be emphasised that any information,
projections, estimates, forecasts, assumptions and/or opinions are not necessarily put into practise by the management teams of Rothschild & Co Asset
Management or its affiliates, who act on the basis of their own convictions. Certain forward looking statements are prepared on the basis of certain
assumptions, which are likely to differ either partially or in full from reality. Any hypothetical estimate is, by its nature, speculative and it is possible that
some, if not all, assumptions relating to these hypothetical illustrations do not materialize or significantly differ from the current determinations. [
Where applicable: In addition, the development of these assumptions was not necessarily carried out taking into account, in a comprehensive manner,
all the events and conditions applicable. The information does not presume the suitability of the presented UCI for the profile and experience of each
individual investor. Rothschild & Co Asset Management will not be held liable for any decision taken on the basis of the information contained in or
inspired by this document. In case of doubt, and before any decision to invest, we recommend that you contact your financial or tax advisor.

About Rothschild & Co's Asset Management division

Dedicated asset management division of the Rothschild & Co Group, we offer personalised management services to a broad client base of institutional
investors, financial intermediaries and distributors. We focus our development on a range of open ended funds marketed under four strong brands:
Conviction, Valour, Thematic and 4Change, and benefiting from our long term expertise in active and conviction based management as well as
delegated management. Based in Paris and based in 9 countries in Europe, we manage more than 31 billion euros and bring together nearly 160
employees. More information at www.am.eu.rothschildandco.com
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Visit our internet site Follow us on LinkedIn

About the Asset Management’s division of
Rothschild & Co
As the specialised asset management division of the Rothschild & Co group, we offer
personalised asset management services to a broad client base of institutional investors,
financial intermediaries and distributors. Our development is focused on a range of open-
ended funds leveraging our long-term expertise in active management with conviction as
well as in delegated management. Based in Paris and operating in 10 European countries,
we manage more than 50 billion euros and employ nearly 200 people(1).
More information at: www.am.eu.rothschildandco.com

(1) Source: Rothschild & Co Asset Management, 31/07/2026.

 

France

29, Avenue de Messine
75008 Paris
+33 1 40 74 40 74

Belgium – Netherlands –
Luxembourg

Rue de la Régence 52
1000 Bruxelles
+32 2 627 77 30

Switzerland

Rothschild & Co Bank AG
Rue de la Corraterie 6
1204 Genève
+41 22 818 59 00

Italy

Passaggio Centrale 3
20 123 Milano
+39 02 7244 31

Germany - Austria

Börsenstraße 2 - 4
Frankfurt am Main 60313
+49 69 299 8840

Spain

Paseo de la Castellana 40 bis
28046 Madrid
+39 02 7244 31

https://am.eu.rothschildandco.com/
https://linkedin.com/showcase/rothschild-&-co---asset-management-europe/
https://am.eu.rothschildandco.com/
https://linkedin.com/showcase/rothschild-&-co---asset-management-europe/
http://www.am.eu.rothschildandco.com

