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Summary

1.  Central banks Fed and ECB. End of the phase of a sharp
and rapid rise in policy rates, start of the phase of more
moderate rate increases. We expect end of cycle rates in
Q1 2023, 5% for the Fed and 2.75% for the ECB deposit
rate.

2. Tactical vs strategy. from a strategic point of view, long-
term interest rates remain high on a historical basis, but
from a tactical point of view, long-term sovereign bonds
are close to overbought territory. Volatility remains high
and liquidity of sovereign bonds is deteriorating.

3. Strategically, we remain Positive on US government
bonds for dollar-based investors, and Neutral on
German government bonds.  Long term rates are
expected to rise in the coming months, before easing after
Q1 2023. Our targets for 10-year bond yields are 3.5% in
the US and 2.5% in Germany in 12 months.

4. Plan sailing for BTPs so far. Italian risk premiums have
eased recently, but this could change. The Italian spread
could widen significantly in Q1 2023 and reach 250bps,
which would offer a buying opportunity as the ECB
would intervene if the spread were to widen beyond this
level for reasons other than budget exuberance. We
expect a spread of 230bps at the end of 2023. For the
moment, we are keeping a Neutral stance on Italian
sovereign debt.

5.  Strategically, opportunities in corporate and emerging
market bonds. We are Positive on US IG corporate bonds
for USD-based investors. We are Neutral on EUR IG
corporate bonds. We favour quality corporates in the
eurozone. Cross-assets valuations favour IG corporate
bonds over HY. We are positive on EM bonds, in hard and
local currency. Risks seem priced in. We prefer
commodity exporters and quality issuers.
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Central banks
Smaller rate hikes but hawkish tone

European Central Bank (ECB)

 The ECB revised its inflation projections
substantially upwards: It sees core inflation at 4.2%
at the end of 2023, 2.8% at the end of 2024 and 2.4%
at the end of 2025, well above the target of 2%, despite
the 250 bps rate increases made in 2022.

 The ECB's new ‘hit and stay’ credo resembles the Fed's
‘higher for longer.’

Monetary tightening is not over: The ECB will
continue to raise policy rates and reduce money
supply by encouraging banks to repay long term loans
at reduced rates (TLTROs) and by starting Quantitative
Tightening (QT) in March 2023 (by not reinvesting all
of the bonds on the APP portfolio that will mature).

Our expectations: We are more confident than the ECB
about the future fall in inflation. We expect two rate
hikes in Q1 2023 for 75bps, which will lead the deposit
rate to 2.75%, which we consider to be the end of cycle
rate.

US Federal Reserve (Fed)

Inflation is falling significantly, but is still too high:
the Fed will have raised interest rates by 425bps in
2022, one of the fastest monetary tightening in
history! But it is not over, because it is planning a
further 75bps by December 2023.

The market does not believe the Fed: the market
expects inflation to fall much more rapidly than the
Fed, to 2.5% in 8 months. As a result, the market sees
the start of a rate cut cycle as early as Q3 2023.

Economic projections for 2023 revised downwards:
the Fed expects less growth, more inflation and more
unemployment compared with the latest projections in
September. This suggests a higher probability of
recession.

Our expectations: a last rate hike of 50bps at the next
Fed meeting in February 2023 to take the federal funds
rate to 5%, then a long pause to avoid the scenario of
inflation returning (remember Volker in the 80s). We
forecast 100bps rate cuts in 2024.

 THE MARKET EXPECTS 75 BPS OF RATE HIKES 
IN 2023 AND 37 BPS OF RATE CUTS IN 2024

FIXED INCOME FOCUS: DECEMBER 2022

 DIVERGENCE OF VIEWS ON KEY INTEREST 
RATE DEVELOPMENTS

I N V E S T M E N T C O N C L U S I O N

 The first phase of the monetary tightening cycle, that of raising rates quickly and strongly, is over.
Fed and ECB policy rates are now seen as restrictive. These two central banks are now entering a
second phase, that of more moderate rate increases towards the end of cycle rate. We expect end of
cycle rates in Q1 2023, at 5% for the Fed and 2.75% for the ECB deposit rate. Then comes the third
phase, that of the pause. Then the fourth, the pivot, where central banks will lower rates, probably
in 2024, in response to a potentially marked economic slowdown.
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Bond yields
Down over the past month

Rate volatility is very high, twice as much as the
long-term average.

Liquidity is deteriorating due to volatility, central
bank tightening and the approach of the Christmas
holiday. Interest rate volatility should then fall and
liquidity should improve next year as inflation
becomes under control once again.

Valuation: from a strategic point of view, long-term
rates remain high historically, but from a tactical point
of view, long-term sovereign bonds are close to
overbought territory.

Catalysts: the evolution of inflation and the reaction of
central banks have been the main driver of interest
rate movements in recent quarters. As inflation
becomes under control once again, interest rates
should be further impacted by reduced flows and very
high issuance volumes in Q1 2023, implying higher
long-term interest rates. Thereafter, they should fall as
the economic slowdown will be felt.

FIXED INCOME FOCUS: DECEMBER 2022

I N V E S T M E N T C O N C L U S I O N

From a strategic point of view, long-term interest rates remain high on a historical basis, but from a
tactical point of view, long-term sovereign bonds are close to overbought territory. Strategically, we
remain Positive on US government bonds for dollar-based investors and Neutral on German
government bonds. Our targets for 10-year bond yields are 3.5% in the US and 2.5% in Germany in
12 months.

Maturity
(in years)

14/12/2022
12-month 

targets

United 
States

2 4.25 4.00

5 3.65 3.75

10 3.50 3.50

30 3.54 3.75

Germany

2 2.13 2.25

5 1.92 2.35

10 1.93 2.50

30 1.76 2.60

United 
Kingdom

2 3.08 3.20

5 3.45 3.25

10 3.41 3.35

30 3.50 3.85

Source: Refinitiv Datastream, BNP Paribas WM
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Theme in Focus
Plain sailing for BTPs so far

Honeymoon since the elections: the arrival in power
of Ms. Meloni's populist government has not triggered
a widening of risk premiums as feared. On the
contrary, the Italian spread has narrowed
considerably and moved away from the danger area
where the market usually starts to worry about debt
sustainability.

Four main reasons: 1) no confrontation between Ms.
Meloni and the European Union so far; 2) appointment
of a finance minister deemed to be a moderate and
relatively pro-European member; 3) government
deficit for the 2023 budget under control, and 4) Italy
has received EUR 67 billion from the European post-
pandemic recovery fund since 2021.

But...Ms. Meloni wants to change the rules of the
European Recovery Fund to take into account higher
energy and commodity prices. Negotiations with the
European Commission are expected to begin in Q1
2023.

Delays with major reforms: the government must still
vote on some 20 measures before year-end to secure

the EUR 20 billion loan from the European Recovery
Fund.

Difficulty in spending: Italy has spent only one third
of the EUR 42 billion received this year, in particular
because of red tape, rising energy prices and postponed
projects owing to the discovery of archaeological
remains in different places.

A balanced budget must be found: the projected
deficit seems to be under control, but some people
criticise the lack of realism of the 2023 budget,
claiming that it is based on forecast growth of 0.6% in
2023, which contrasts with the view of most
economists (-0.1%) and that of BNP Paribas (-0.4%).

Clouds on the horizon: a strong increase in net
sovereign issues is expected in Q1 2023, in a context of
higher interest rates and, barring any exogenous
shocks, no support from the ECB. Thus, the fate of new
Italian sovereign issues will essentially depend on the
appetite of local and international investors, given that
domestic banks have reduced buying capacity.

.

THE ITALIAN 10-YEAR SPREAD (IN BPS) HAS 
MOVED AWAY FROM THE DANGER ZONE

FIXED INCOME FOCUS: DECEMBER 2022

THE BUYING FLOWS OF NON RESIDENTS ARE 
FAIRY CLOSELY CORRELATED WITH THE ECB'S 

ASSET PURCHASE PROGRAMME (€ BN)

I N V E S T M E N T C O N C L U S I O N

We have a Neutral stance on Italian sovereign debt. The Italian 10-year spread could widen
significantly in Q1 2023 and reach 250bps, which would be a buying opportunity as the ECB would
intervene if the spread were to widen beyond this level for reasons other than budget exuberance.
We expect a spread of 230bps at the end of 2023.
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Our Investment Recommendations

FIXED INCOME FOCUS: DECEMBER 2022

Asset classes Zone Our opinion

Government bonds

Germany = We are Neutral on German sovereign bonds.

Peripheral 
countries

=
Neutral on peripheral debt (Portugal, Italy, Spain,
Greece).

United States +
Positive on US short-term Governement bonds
for USD-based investors.

Corporate bonds
Investment Grade

Eurozone 

United States

=

+

• Eurozone: Focus on short-term and quality
corporate bonds.

• US: Positive opinion for dollar-based
investors. Prefer a duration similar to that of
the benchmark (7 years)

• Neutral on convertible bonds in the eurozone.

Corporate bonds
High Yield

Eurozone and
United States

=
• Neutral on HY bonds.
• Positive on fallen angel and rising stars.

Emerging bonds

In hard currency +
Positive on EM hard currency bonds (sovereign
and corporate).

In local currency + Positive on local currency government bonds.

10-year
rate (%)

Spread 
(bps)

Spread 
change 

1 month
(bps)

United 
States

3.50 ---

Germany 1.93 ---

France 2.42 49 -3

Italy 3.86 192 -11

Spain 2.97 104 -2

Portugal 2.89 96 -4

Greece 4.03 210 -7

14/12/2022
Source: Refinitiv Datastream

Yield (%)
Spread 
(bps)

Spread 
change 

1 month
(bps)

Global 3.41 51 -5

Corporate bonds 
IG EUR

3.73 170 -25

Corporate bonds 
IG USD

5.08 130 -12

Corporate bonds 
HY EUR

7.52 503 -13

Corporate bonds 
HY USD

8.32 430 -22

Emerging 
government bonds in 
hard currency

7.62 393 -17

Emerging corporate 
bonds in hard 
currency

8.01 413 -59

Emerging 
government bonds in 
local currency

4.43 78 24

14/12/2022
Source: Refinitiv Datastream, Bloomberg

Market Data
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SINCE THE BEGINNING OF THE YEAR



This marketing document is communicated by the Wealth
Management Métier of BNP Paribas, a French Société
Anonyme, Head Office 16 boulevard des Italiens, 75009 Paris,
France, registered under number 662 042 449 RCS Paris,
registered in France as a bank with the French Autorité de
Contrôle Prudentiel et de résolution (ACPR) and regulated by
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their affiliates (“BNP Paribas”) and the persons to whom this
document has been delivered. It may not be distributed,
published, reproduced or disclosed by any recipient to any
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constitute an offer or solicitation in any state or jurisdiction in
which such an offer or solicitation is not authorized, or to any
person to whom it is unlawful to make such offer, solicitation
or sale. It is not, and under no circumstances is it to be
construed as, a prospectus.

Although the information provided herein may have been
obtained from published or unpublished sources considered to
be reliable and while all reasonable care has been taken in
the preparation of this document, BNP Paribas does not make
any representation or warranty, express or implied, as to its
accuracy or completeness and does not accept responsibility
for any inaccuracy, error or omission. BNP Paribas gives no
warranty, guarantee or representation as to the expected or
projected success, profitability, return, performance, result,
effect, consequence or benefit (either legal, regulatory, tax,
financial, accounting or otherwise) of any product or
transaction. Investors should not place undue reliance on any
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The information contained in this document has been drafted
without prior knowledge of your personal circumstances,
including your financial position, risk profile and investment
objectives.

Prior to entering into a transaction each investor should fully
understand the financial risks, including any market risk
associated with the issuer, the merits and the suitability of
investing in any product and consult with his or her own legal,
tax, financial and accounting advisors before making his or her
investment. Investors should be in a position to fully
understand the features of the transaction and, in the absence
of any provision to the contrary, be financially able to bear a
loss of their investment and willing to accept such risk.
Investors should always keep in mind that the value of
investments and any income from them may go down as well
as up and that past performance should not be seen as an
indication of future performance. Any investment in a product
described herein is subject to the prior reading and
understanding of the legal documentation concerning the
product, and in particular the one which describes in details
the rights and obligations of investors as well as the risks
inherent to an investment in the product. Save as otherwise
expressly agreed in writing, BNP Paribas is not acting as
financial adviser or fiduciary of the investor in any transaction.
The information, opinions and projections expressed herein
reflect the opinion of their author at the time of writing; they
are not to be relied upon as authoritative or taken in
substitution for the exercise of judgment by anyone, and are
subject to change without notice. Neither BNP Paribas nor any
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any consequences that may arise from the use of information,
opinions or projections contained herein.

As distributor of the products described herein, BNP Paribas
may receive distribution fees on which you can obtain more
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By accepting this document, you agree to be bound by the
foregoing limitations.
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