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Bund yields dip to 1.25%
and continued fiscal restraint, no demand-side
data is indicative of strength.

Key Points





10-year German yields down
to 1.25%
Uncertain US growth in 2Q14
PMI point to Euro Area
slowdown
Long bias in euro rates, hold
positions in peripherals

Weaker PMI readings have triggered an asset
allocation shift towards fixed income markets.
Yields on 10-year German Bunds ended 1H14
at 1.25%, a year-to-date low. Bond sellers
have capitulated. Indeed, 2s10s spreads have
flattened out whilst 10s30s keep trading
around 95bps. Sovereign spreads are stable,
with the notable exception of Portugal where
spreads widened by 19bps last week on 10year maturities. In emerging markets,
spreads are almost unchanged. Some profittaking has been observed in credit markets
(+4bps in financials) while CDS indices were
weaker in the wake of lower equity markets
(XO at 242bps, 20bps off June 19 lows). In
the US, risks to the recovery have weighed on
Treasury yields. T-Notes indeed trade around
2.55%. Despite the BoE's alleged willingness
to tighten monetary policy, Gilts have
followed the major markets with yields briefly
dipping below 2.70% (10 years). In foreign
exchange markets, the dollar is weak across
the board.
Inconsistency in US growth data
Looking beyond the knee-jerk reaction of the
US bond market, the sharp revision in GDP
growth in 1Q14 (-2.9%qoqa) does raise the
question of the duration of the US cycle.
Revised data of household spending on
services shows a different growth pattern in
the 3 months to March. Private consumption
in real terms fell in May. The carry-over effect
of consumption into 1Q14 is indeed a meagre
1.2%qoqa. Given persistent weakness in
external demand, soft investment spending

Conversely, on the supply side, ISM readings
stand above 55, employ is strengthening (NFP
within 200-250k range) with weekly jobless
claims near 300k and job openings increasing
sharply in May (4.5mn vacancies). To months
into 2Q14, hours worked are up 4%qoqa. The
Chicago fed Nat index, which compiles a total of
85 series, pointed to above trend growth in the
February-March period. Hence, weakness in
private consumption looks somewhat odd in the
context of sustained employment gains.
Furthermore, consumer credit accelerated
sharply in April (+26bn, largest gain since
December 2010). In turn, housing starts seem
to picking up (around the 1mn mark) while the
NAHB index gained 2 points in June to 49.
Hence, strong supply and weak demand could
hint at increased inventory building. That said,
wholesale trade inventories are actually
slowing. One way to reconcile supply and
demand information could be yet another
significant decline in output per hour. In sum, a
growth rebound may still the most likely
scenario after the sharp contraction in 1Q14…
but inconsistency across supply and demand
indicators makes the growth backdrop all the
more difficult to forecast.
Euro Area: cycle peaking already?
Activity surveys are now all pointing to a
deceleration in growth. While a return to
recession is unlikely, output growth may
remain mediocre in the quarters to come. The
IFO index has stalled (114.8, expectations at
104.8) much like the ZEW that came out a
week earlier. PMI indices have continued to
decrease from highs in January in the
manufacturing sector and April in the service
sector. Euro Area indices stand above 50, the
situation in France (contraction at 48) appears
much worse than the moderate slowdown that
prevails in Germany (52.8). In turn, price
dynamics
remains
a
key
concern
for
policymakers. Despite higher-than-expected
inflation date out of Germany (1%yoy in June
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vs. consensus expectations of 0.7%yoy), Euro
Area inflation was unchanged at 0.5%yoy in
June.
Bund yields reaching year-to-date lows
Sellers have capitulated ahead of 1H14
closing. Disappointing macroeconomic data
have indeed reinforced the effect of the
Draghi put. Buying interests in core have also
contributed to the rise in the Bund contract
towards 147 (September 2014 expiry). Thus,
the neutrality trading range between 144.50
and 146 has been invalidated and the
technical backdrop now favours a bullish
scenario. Duration positioning surveys hint at
short covering and month-end index duration
extension may have also contributed to the
trend for lower yields. The valuation aspect is
the only factor pointing to higher yields (albeit
moderately) to the tune of 8bps from current
1.25% levels. With Schatz yields anchored at
near 0% levels, 2s10s spread is likely to
flatten further. Long-end issuance in France
and in Spain may, in turn, exert some
steepening pressure on 10s30s spreads in the
coming days. In sum, we opt for a bullish bias
on euro rate markets.
In the United States, economic releases (ISM,
NFP) will be key for market participants after
poor consumption numbers in May. Sentiment
towards
the
economy
may
improve
somewhat. Furthermore, Janet Yellen will
address financial stability risks on Wednesday.
The Fed is worried about liquidity risks in
credit markets (high yield and leveraged
loans) and the potential for disruptive price
adjustments should fund outflows accelerate
markedly. A warning from Fed Chair Yellen
echoing Mark Carney’s comments two weeks
ago is a distinct possibility in our opinion.
Such warning may in turn mitigate buying
pressure on Treasury notes.
Better demand in euro core markets of
late
Core sovereign spreads have tended to
narrow towards the end of 1H14. Flows
measured in terms of DVo1 have nevertheless
diminished despite sustained buying interests
from European fund managers and Japanese

accounts in French OAT and Dutch DSL markets
especially on intermediate maturities. As the
ECB’s long-run commitment to keep monetary
conditions accommodative ignited a sharp rally
in 5-year German yields, investors have turned
to other core sovereigns offering a yield pickup. The spread on 5-year DSLs has shrunk to
about 6bps over Bunds. We recommend an
overweight stance on 5-10y DSLs and Austrian
RAGBs to the detriment of expensive Finnish
bonds (beyond 5-year maturities). We hold a
neutral stance on France across all maturities
despite economic indicators pointing to a
pullback in activity in 2Q14. Liquidity in French
debt remains sought by investors in the context
of low risk-free rates.
Belgium bonds have seen some profit-taking.
Net demand for Belgian OLOs has fallen while
net selling by final investors was observed in
Ireland and Portugal debt markets. Fiscal
measures rejected by Portugal’s Constitutional
Court represent a shortfall of €860mn.
Uncertainty about this year’s budget outcome
has hence contributed to upward pressure on
PGB spreads. Indeed, 10-year Portugal spreads
hover about 230bps against a low at 191bps on
June 11th. We hence recommend limiting
exposure to Portugal bonds to maturities within
5 years.
Corporate bonds underperformed Bunds last
week. The widening in spreads is however
limited to 3-4bps. The dynamics in spreads is
more favourable in covered bonds, as
redemption payments more than cover bond
issuance. Speculative-grade bonds suffer from
acceleration in primary issuance before the
start of the summer season. The lack of
liquidity in secondary trading may result in
price discounts in high yield space. In the
United States, outflows from credit and
leveraged loans funds are now closely
monitored by the Federal Reserve. High yield
spreads (298bps) have widened by 21bps from
June lows, thus erasing the rally (vs. Bunds)
since the end of March. The synthetic XO index
is also under some pressure (240bps) in part
due to demanding valuation levels.
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Main Market indicators
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Source: Bloomberg, Natixis Asset Management

EUR Pan-European High Yield OAS
Currencies

Selected Market Views
Position

Government Bonds
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=
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Other Bond Markets
EUR Index-Linked Bonds (Breakeven View)
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Positions on a scale of "-2" to "+2", "=" stands for neutral
+1 is long ( -1 is short) spread or duration or steepening view
Source: Natixis Asset Management

www.nam.natixis.com

Writing
axel.botte@am.natixis.com

Natixis Asset Management
Limited liability company - Share capital €50,434,604.76
Regulated by AMF under no. GP 90-009 RCS Paris n°329 450 738
Registered Office: 21 quai d’Austerlitz – 75634 Paris Cedex 13 - Tel. +33 1 78 40 80 00
This document is intended for professional clients only.
It may not be used for any purpose other than that for which it was intended and may not be reproduced,
disseminated or disclosed to third parties, whether in part or in whole, without prior written consent from
Natixis Asset Management. No information contained in this document may be interpreted as being contractual
in any way. This document has been produced purely for informational purposes. It consists of a presentation
created and prepared by Natixis Asset Management based on sources it considers to be reliable.
Natixis Asset Management reserves the right to modify the information presented in this document at any time
without notice, and in particular anything relating to the description of the investment process, which under no
circumstances constitutes a commitment from Natixis Asset Management. Natixis Asset Management will not be
held liable for any decision taken or not taken on the basis of the information in this document, nor for any use
that a third party might make of the information.
Figures mentioned refer to previous years. Past performance does not guarantee future results.
The analyses and opinions referenced herein represent the subjective views of the author(s) as referenced, are
as of the date shown and are subject to change. There can be no assurance that developments will transpire as
may be forecasted in this material.

This material is provided only to investment service providers or other Professional Clients or Qualified
Investors and, when required by local regulation, only at their written request. • In the EU (ex UK) Distributed
by NGAM S.A., a Luxembourg management company authorized by the CSSF, or one of its branch offices.
NGAM S.A., 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. • In the UK Provided and
approved for use by NGAM UK Limited, which is authorized and regulated by the Financial Conduct Authority. •
In Switzerland Provided by NGAM, Switzerland Sàrl. • In and from the DIFC Distributed in and from the DIFC
financial district to Professional Clients only by NGAM Middle East, a branch of NGAM UK Limited, which is
regulated by the DFSA. Office 603 – Level 6, Currency House Tower 2, P.O. Box 118257, DIFC, Dubai, United
Arab Emirates. • In Singapore Provided by NGAM Singapore (name registration no. 5310272FD), a division of
Absolute Asia Asset Management Limited, to Institutional Investors and Accredited Investors for information
only. Absolute Asia Asset Management Limited is authorized by the Monetary Authority of Singapore (Company
registration No.199801044D) and holds a Capital Markets Services License to provide investment management
services in Singapore. Registered office: 10 Collyer Quay, #14-07/08 Ocean Financial Centre. Singapore
049315. • In Hong Kong Issued by NGAM Hong Kong Limited. • In Taiwan: This material is provided by NGAM
Securities Investment Consulting Co., Ltd., a Securities Investment Consulting Enterprise regulated by the
Financial Supervisory Commission of the R.O.C and a business development unit of Natixis Global Asset
Management. Registered address: 16F-1, No. 76, Section 2, Tun Hwa South Road, Taipei, Taiwan, Da-An
District, 106 (Ruentex Financial Building I), R.O.C., license number 2012 FSC SICE No. 039, Tel. +886 2 2784
5777. • In Japan Provided by Natixis Asset Management Japan Co., Registration No.: Director-General of the
Kanto Local Financial Bureau (kinsho) No. 425. Content of Business: The Company conducts discretionary asset
management business and investment advisory and agency business as a Financial Instruments Business
Operator. Registered address: 2-2-3 Uchisaiwaicho, Chiyoda-ku, Tokyo.
The above referenced entities are business development units of Natixis Global Asset Management, the holding
company of a diverse line-up of specialised investment management and distribution entities worldwide.
Although Natixis Global Asset Management believes the information provided in this material to be reliable, it
does not guarantee the accuracy, adequacy or completeness of such information.

This document is published by Natixis Asset Management’s Communications Department.

www.nam.natixis.com

