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Geopolitical uncertainty has been driving markets since the
beginning of the year. While central banks were steadily
progressing towards normalization, the unpredictability of
the new U.S. president and Europe’s sudden shift have
reignited interest rate markets.

Since his election, Donald Trump has been sending mixed signals to the markets. Beyond
the issue of tariffs, his approach to resolving the Russia-Ukraine conflict has triggered a
strong reaction in Europe. On March 4, the EU-27 agreed on an €800 billion plan to
strengthen the region’s defense1. That same evening, Germany lifted its budget cap,
announcing €500 billion in investments to upgrade its national infrastructure2. The next
day, the 10-year Bund yield surged by 30 basis points3—its largest increase since
1990—dragging European interest rates upward. These measures are expected to boost
economic growth in the region but simultaneously pose an inflationary risk, especially as
the ECB continues to struggle to reach its 2% target. Moreover, financing these measures
and their impact on national deficits are putting pressure on interest rates.

Even before these announcements, European interest rate volatility was already being
fueled by developments in the U.S. Investors remain attentive to the promises and policies
of the new U.S. administration, although their long-term implementation and effects on
U.S. growth and inflation remain uncertain. Amid these uncertainties, the correlation
between U.S. and European interest rates has been volatile. Following a second rate cut in
March, the market now expects only two additional ECB cuts in 2025. Meanwhile, in the
U.S., the easing cycle is expected to be more gradual, with three rate cuts anticipated this
year.
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Despite tight risk premiums, the credit market remains attractive in an environment of
global uncertainty, as it continues to offer an appealing yield while maintaining solid
fundamentals. Companies remain financially healthy and demonstrate solvency levels
that enable them to refinance easily. Additionally, given the valuation levels of risk assets,
fixed income remains highly sought after by investors. The prospect of steady returns and
income generation makes this asset class particularly appealing. However, this
environment has created an unusual dynamic where corporate credit is favored over
government debt.

Credit spreads continue to tighten. In the U.S., risk premiums are at their narrowest levels
in 20 years, and we believe that market conditions warrant greater volatility. Interest rate
volatility is likely to spill over into the credit market. In these more turbulent periods,
conviction-driven management can fully demonstrate its value. Various strategies and
asset classes could stand out in this context.

This situation calls for active and opportunistic management, where flexibility is key.
Adjusting duration and sector exposure, combined with careful issuer selection, will be
critical after years in which beta4 exposure was the main driver of performance.
Investment-grade credit offers opportunities, but given current valuations, selectivity and
agility are essential. Financial subordinated debt remains particularly attractive given the
solid fundamentals of sector players. Maturity-based funds also retain their appeal. The
current entry point is especially interesting, as yields have risen alongside interest rates.
Lastly, the high-yield5 segment—particularly in shorter maturities—remains worth
considering, as its yield levels can help offset market volatility.

Check this document on our website

https://am.eu.rothschildandco.com/en/news/2503-why-will-fixed-income-still-be-essential-in-2025/
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[1] Source: European Union, Declaration by President von der Leyen on the defence package, 4 March
2025.
[2] Source: Friedrich Merz, 4 March 2025.
[3] Source: Bloomberg, 06/03/2025.
[4] Measure of the risk of volatility of a share in relation to the market as a whole. The market beta is
1.00. Any stock with a beta greater than 1 is considered to be more volatile than the market, and
therefore more risky.
[5] High-yield bonds are issued by companies or governments with a high credit risk. Their financial
rating is below BBB- on the Standard & Poor's scale.

Past performance is not a reliable indicator of future performance and is not constant over time. The
characteristics/objectives/strategies mentioned above are indicative and subject to change without
notice. This analysis is only valid at the time of writing. The geographical and sector allocations and
distributions are not fixed and may change over time within the limits of the SICAV fund’s prospectus

The information, comments and analyses in this document are provided for information purposes only
and should not be construed as an investment or tax advice, or as an investment recommendation from
Rothschild & Co Asset Management.
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Disclaimers  

This is a marketing communication. The information, comments, and analyses contained in this document are provided for informational purposes
only and should not be considered as investment advice, tax advice, recommendations, or investment counsel from Rothschild & Co Asset
Management. The information/opinions/data mentioned in this document, deemed reliable and accurate at the time of publication based on the
prevailing economic and financial environment, are subject to change at any time. Although this document has been prepared with great care using
sources deemed reliable by Rothschild & Co Asset Management, no guarantee is provided as to the accuracy and completeness of the information and
assessments contained herein, which are for indicative purposes only and may be modified without notice. 

Rothschild & Co Asset Management, Portfolio Management Company with capital of €1,818,181.89, 29 Avenue de Messine – 75008 Paris. AMF approval
No. GP 17000014, Paris Trade Register No. 824 540 173. Any partial or total reproduction of this document is prohibited without prior authorization from
Rothschild & Co Asset Management and may result in legal action.
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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, marketed under five strong brands: Conviction, Valor, Thematic, 4Change
and OPAL, leveraging our long-term expertise in active management with conviction as
well as in delegated management. Based in Paris and established in 9 European countries,
we manage more than 40billion euros and employ nearly 180 people.
More information at: www.am.eu.rothschildandco.com
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