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Fixed-income market perspectives

Moving back to risk-on? Beware the law of unintended consequences,

The first halt ot 2015 was a turbulant ona. In the first fow
manths, Fussia, the Ukraine and Brazil were in the headiines, as
were corminodity prices and the abandonmant of the EUR/CHF
peg. The second quarter was then dominated by the Greek crisis
and China, U5 Freasury and Burd yields hit new lows i Al
befors increasing significantly and causing negative absolute
returng. Credit spraads widanad, Volatility increasad.

therafora leads to lowar level of risk appatita and can turn into
fower trading activity and sxacerbate prics movamsnts — not
wrhisl s ivlended,

The chart shows the German soversign-bond VaR singe 2000,
Mote the recent sharp increase in VaH 1o a multi-decade ligh.
Rizing VaR may have led to a tack of demand for Garman
sovereinn bonds in iata April and early May, perbaps contributing
toa sharp risa in Bund yields, Az this shows, a decent rigke
managemernt approach which considers the possible impsct of
such fectom remaing highly important,

Aswe mave into the sacond half of the year, some of these
geopolitical issues seam 1o be shmost mirsculously resoclved
Greece appears willing to accept the tough conditions required
by e creditors. China has halted the seiboff in its aquity markets,
Ar unaxpected bonus has been a sanctions-lifting deal with fran,

This isaves the timing of the first Fed hika as the kay source of
naarterm uncertaingy. But, with most agreaing thet #will be in
Septermber or Decermber and that the pace of hiking will be slow,
the possibility for upset appears limfted.

in this enviropment, wea believe that it may be sppropriate’ i
to start re-entaring into some Askier positicns i high=-yisid 'ﬂ_é rl'),{ !
{axcluding energy), eura investment-grade and emerging-markat o8 | i 3—. |"" '
sovereighs. We are not overly concemed about an immediate [

sharp sell-off in rates as lower commodity prices should keep a4 “-\'

inflation expectations contained. i

But ary sansa of calm could be deceptive. Big differenceas of -
opinien batwsen Eurcrone member states aboint the nature of
monetary urdon remain. As their market intervention reminded
us, the Chinese autherities also still do not really trust free P
markets, which may have imiplications on fareign investment. A4
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Another topie which needs 10 be closaly manitored ralates 1o the
unintanded consegquances of regulatory restrictions. Note, for
example, Valve-at-Rizk (VaR) limits. These have to be followed

In fate April and early May German soversign-band VaR rse
ta & multi-decade. Rising VaR may have baen linked to @ lack
of demand and & sharp increase in yields.

by trading desks and vanous insthutional investars. Rising Val
" hlarkil Boxs Euro Sovareinn Bond Qermimny indes, tolsl retuh, in aurs. Doe-day boldeng
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P Mot suitabia for all investors, Potentisf investors should seek
professiongl financial advice before investing.

Past performancs is not indicative of future returns. Mo assurancs can be given that any torecast, investiment chiectives andfor
axpecied returns will be achieved. Allocations are subject to change withoul notice. Forecasts are basad on assumplions, estimates,
apinions and hypothetical models that may prove to ba incorrect, Investments come with risk, The value of an investmant can fall as
well 33 rige and your capital may ba at risk. You might not get back the amount onginatly Invested at any point in ima,
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