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The macroeconomic outlook for the year ahead is
expected to see growth moderating from current levels
and inflationary pressures broadly under control. The
range of outcomes though have broadened following

the US election, with the policy agenda from the new
administration still to be confirmed. The initial focus on
trade tariffs has the potential to nudge US inflation higher
initially but in turn act as a modest headwind to US growth.
The growth impact on the rest of the world would be more
clearly negative, creating a potential divergence in the
macro-outlook between the US and Europe, China and
beyond.

Rates outlook

The backdrop of low but positive growth and inflation will allow Central Banks
to cut interest rates further in 2025 - this backdrop can provide support for
Government bonds and rates markets but with a lower level of interest rate risk
than was appropriate in 2024.

This environment is especially supportive for short-dated Government bonds
given their more attractive relative valuation owing to flatness of the yield curve
and the expectation of further Central Bank rate cuts. In addition, increased
fiscal spending in the US and beyond could weigh more on longer-dated bonds,
causing the curve to steepen.

The ongoing sluggishness of the European economy offers clear fundamental
support for German Bunds as the ECB will be required to cut rates further and
possibly by more than the market expects. This environment can also offer
opportunities in Italian BTPs that benefit from low but positive growth and the
lower interest rate backdrop.

The US Treasury market faces the risk of a more robust outlook for growth than
other developed market economies and the prospect of trade tariffs adding
upward risks to inflation. The back up in yields into the election and the reduced
rate cut expectations, though, has already discounted some of these risks. While
the range of economic outcomes in the US is increasing, the degree of upside in
yields has reduced somewhat.
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The UK Gilt market benefits from a more attractive yield level than its German
equivalent but with an economic outlook that is more mixed. While underlying
growth is unexciting and inflation has fallen back to target, the impact of the latest
budget on growth and inflation in the period ahead adds some uncertainty to how
much the Bank of England will cut rates. Current interest rate levels look too high
for the given economic outlook and would support the outlook for Gilts if inflationary
pressures can be contained.

Elsewhere, the year ahead is also expected to offer attractive opportunities in
Australian and New Zealand rates markets and also selectively in inflation linked
bonds within core markets.

Credit outlook

Credit markets are starting the year with attractive all-in yields, tight credit
spreads, supportive technical demand, and a decent fundamental backdrop. We
anticipate that the demand for credit will continue to be strong in particular during
the first half of the year. This is likely to push spreads even tighter in the first half
of 2025 and we do not rule out new records. As we progress through the year, we
anticipate further easing of global central bank interest rates to coincide with some
moderation in growth owing to still restrictive monetary policy. The combination of
lower all-in yields and the limited compensation for risk should gradually become
more apparent as the year moves on. In our base case, this would lead to a gradual
widening of credit spreads across the board, but with an all-in still positive total
return environment for corporate bonds during 2025.

In investment grade credit, we see opportunities at the front end of the credit
spectrum. Flat/inverted spread curves across dollar and euro, combined with
attractive yield roll down makes us positive on this part of the curve. Globally, we
favor European Investment Grade over US Investment Grade bonds on valuation
grounds, as the risk/reward in particular for the higher quality - long-dated dollar
Investment Grade corporate credit seems unattractive. The case for adding much
spread duration is weak in High Yield too. Low starting overall spreads in this space
may present a challenge to investors at some point in 2025. We think the asset class
will be supported by still healthy all-in yields and decent company fundamentals.
One major difference versus the past two years, in particular in European High Yield,
will be the return of a net positive supply to the market. This, alongside challenging
valuations, has the potential to impact the strong technical tailwinds for the sector
over the past 24 months.

Sector-wise, the strong economic backdrop should continue to support banking
fundamentals. We continue to also be supportive of selected parts of the European
real estate market. On the flipside, we see little upside and plenty of risks in telecom/
media as well as consumer cyclicals. These sectors are likely to exhibit an uptick in
M&A as well as an impact from changes in consumer spendings, at tight valuations.
Structurally, junior subordinated risk looks expensive to us here across financials
and non-financials and we prefer more senior parts of the capital stack.

2 2025 Strategic Bonds Outlook




Disclosures

For institutional and professional investor use only.
Aegon Asset Management is the global investment
management brand of Aegon Ltd.

Unless otherwise noted, the information in this document
has been derived from sources believed to be accurate at
the time of publication.

This material is provided by Aegon Asset Management
(Aegon AM) as general information and is intended
exclusively for institutional, qualified, and wholesale
investors, as well as professional clients (as defined
by local laws and regulation) and other Aegon AM
stakeholders.

This document is for informational purposes only

in connection with the marketing and advertising of
products and services, and is not investment research,
advice or a recommendation. It shall not constitute an
offer to sell or the solicitation to buy any investment nor
shall any offer of products or services be made to any
person in any jurisdiction where unlawful or unauthorized.
Any opinions, estimates, or forecasts expressed are the
current views of the author(s) at the time of publication
and are subject to change without notice. The research
taken into account in this document may or may not

have been used for or be consistent with all Aegon AM
investment strategies. References to securities, asset
classes and financial markets are included for illustrative
purposes only and should not be relied upon to assist or
inform the making of any investment decisions. It has not
been prepared in accordance with any legal requirements
designed to promote the independence of investment
research, and may have been acted upon by Aegon AM
and Aegon AM staff for their own purposes.

The information contained in this material does not

take into account any investor’s investment objectives,
particular needs, or financial situation. It should not be
considered a comprehensive statement on any matter
and should not be relied upon as such. Nothing in this
material constitutes investment, legal, accounting or

tax advice, or a representation that any investment or
strategy is suitable or appropriate to any particular
investor. Reliance upon information in this material is

at the sole discretion of the recipient. Investors should
consult their investment professional prior to making an
investment decision. Aegon AM is under no obligation,
expressed or implied, to update the information contained
herein. Neither Aegon AM nor any of its affiliated entities
are undertaking to provide impartial investment advice
or give advice in a fiduciary capacity for purposes of
any applicable US federal or state law or regulation.

By receiving this communication, you agree with the
intended purpose described above.

Past performance is not a guide to future performance.
All investments contain risk and may lose value. This
document contains “forward-looking statements” which
are based on Aegon AM's beliefs, as well as on a number
of assumptions concerning future events, based on
information currently available. These statements involve
certain risks, uncertainties and assumptions which

are difficult to predict. Consequently, such statements
cannot be guarantees of future performance, and

actual outcomes and returns may differ materially from
statements set forth herein.

@ aegonam.com

fm linkedin.com/company/aegonam

Investing in foreign-denominated and/or domiciled
securities may involve heightened risk due to currency
fluctuations, economic and political risks, which may be
enhanced in emerging markets.

Investments in high yield bonds may be subject to greater
volatility than fixed income alternatives, including loss of
principal and interest, as a result of the higher likelihood
of default. The value of these securities may also decline
when interest rates increase.

The following Aegon affiliates are collectively referred
to herein as Aegon Asset Management: Aegon USA
Investment Management, LLC (Aegon AM US), Aegon
USA Realty Advisors, LLC (Aegon RA), Aegon Asset
Management UK plc (Aegon AM UK), and Aegon
Investment Management B.V. (Aegon AM NL). Each of
these Aegon Asset Management entities is a wholly
owned subsidiary of Aegon Ltd.

Aegon AM UK is authorized and regulated by the Financial
Conduct Authority (FRN: 144267) and is additionally a
registered investment adviser with the United States (US)
Securities and Exchange Commission (SEC). Aegon AM
US and Aegon RA are both US SEC registered investment
advisers.

Aegon AM NL is registered with the Netherlands
Authority for the Financial Markets as a licensed fund
management company and on the basis of its fund
management license is also authorized to provide
individual portfolio management and advisory services in
certain jurisdictions. Aegon AM NL has also entered into
a participating affiliate arrangement with Aegon AM US.
The content has not been reviewed or endorsed by any
regulatory authority in China.

In Taiwan, neither Aegon AM nor any of its affiliates are
registered and may not sell, issue, or offer any products
or services while in Taiwan. Marketing is intended for
Professional Institutional investors only and the contents
have not been reviewed or endorsed by any regulatory
authority in Taiwan. The content contained is for
information purpose only. Taiwan residents are advised to
exercise caution in relation to the proposal. If you are in
any doubt about any of the contents of this marketing, you
should obtain independent professional advice.

©2024 Aegon Asset Management or its affiliates. All
rights reserved.

AdTrax: 7421125.1.GBL | Exp: 7 March 2025



http://aegonam.com
http://linkedin.com/company/aegonam

