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SUMMARY

o European and US government bonds had rallied strongly from July until mid-

September in anticipation of central banks cutting policy rates at a faster pace in
the wake of falling inflation and a softening economic backdrop. As short-dated
bond yields dropped more than longer-dated ones, the sovereign yield curves
finally disinverted. Lower oil prices between July and early September had also
contributed to the global fall in sovereign bond yields through lower inflation
expectations, but the recent oil price surge on the back of escalating geopolitical
tensions in the Middle East reversed this trend in early October. Moreover,
market participants have recently revised higher their expected policy rate paths
given the resilience of the US and UK economies and the announced Chinese
stimulus, which could favourably impact the lacklustre German economy.

o After the big US Federal Reserve (Fed) rate cut in September and more dovish

comments from the likes of the Swiss National Bank (SNB), the European Central
Bank (ECB) and the Bank of England (BoE), we believe that the risk asymmetry is
skewed towards lower 10-year European sovereign bond yields. But while all
short-term rates have room to fall at least as far as central banks’ terminal rates,
the room for further compression of US long-term sovereign bond yields could be
more limited given fiscal and political uncertainties.

For this reason, we have moved back to neutral on US Treasuries in favour of
long-term euro government bonds, where we are now overweight, along with UK
gilts. Given the strength of the Swiss franc we now expect the SNB to become
stimulative in the coming months, so we have moved from underweight to
neutral on Swiss government bonds. We remain overweight government bonds
overall, which could continue to play a protective role in portfolios in this
disinflationary environment.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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AN OPPORTUNITISTIC REBOUND IN EUROPEAN BOND YIELDS

European and US government bonds had rallied strongly from July until mid-Sep-
tember in anticipation of central banks cutting policy rates at a faster pace in the
wake of falling inflation and a softening economic backdrop (see chart 1). As short-
dated bond yields dropped more than longer-dated ones, sovereign yield curves fi-
nally disinverted. Lower oil prices between July and early September had also con-
tributed to the global fall in sovereign bond yields through lower inflation expecta-
tions, but the recent oil price surge on the back of escalating geopolitical tensions in
the Middle East has reversed this trend. Moreover, market participants have revised
higher their expected policy rate paths given the resilience of the US and UK econo-
mies and the announced Chinese stimulus, which could favourably impact the lack-
lustre German economy.

Looking beyond the surface of this recent global increase in sovereign bond yields,
we see that regional divergences are nevertheless visible. Between 1 and 16 October,
10-year yields have risen by 28 bps in the US, 12 bps in the UK and 15 bps in Ger-
many. As mentioned above, higher oil prices have pushed up inflation breakeven
rates (i.e. markets’ long-term inflation expectations) by around 10 bps.

However, the increase in inflation-linked sovereign bond yields (i.e. real yields) has
been more significant in countries where economic growth is perceived as the
strongest (see chart 4). During this period, the 10-year real yield rose by 20 bps in the
US, 7 bps in the UK, and only 5 bps in Germany. This is explained by the fact that
inflation-linked sovereign bond yields are primarily influenced by market partici-
pants’ expectations for economic growth and policy rates.

The robustness of the US economy along with the Fed’s credibility with regards to
its inflation target of 2% also explain why real yields are much higher there (10-year
real yield at 1.74% on 16 October) than in the UK or Germany (see chart 4). In the UK,
the BoE’s lack of credibility on inflation is what primarily accounts for low real
yields (0.57% on the 10-year), while in Germany its tepid economic growth recovery
since the Covid-19 outbreak justifies the very low, and recently falling, 10-year real
yield (0.28% on 16 October, see chart 4).

Chart 1: 10-year sovereign bond yields have rebounded since mid-September
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For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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RISKS OF FASTER AND MORE AGRESSIVE MONETARY POLICY EASING

With September data pointing to weaker growth and inflation dynamics than the
ECB staff projections, the Governing Council (GC) cut its key interest rates by 25 ba-
sis points on 17 October, as we expected, bringing the deposit facility rate (DFR)
down to 3.25%. The October rate cut is thus the first back-to-back cut (the ECB also
cut rates in September) and is likely to signal a pivot to a faster rate cut cycle, alt-
hough ECB President Christine Lagarde has insisted that the bank will stick to a
“meeting by meeting” and “data-dependent” approach.

Looking ahead, we expect the ECB to accelerate the easing of financing conditions
and bring forward convergence to neutral (which we think is around 2%), with 25bp
cuts at each GC meeting from now until June 2025. This implies another 25bp cut in
December and a total of 100bp cuts in H1 2025 (see chart 2). We also see a risk that
the ECB will have to cut rates even faster than we now forecast and possibly bring
the DFR below its neutral level. The probability of the staff’s inflation projections
falling below target over the medium term has increased significantly, and the dy-
namics of growth, the labour market and inflation expectations will need to be
monitored closely in this regard.

Chart 2: We expect policy rate cuts to continue into 2025
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In Switzerland, the SNB cut its policy rate by 25bp to 1.0% in September. The SNB
sounded increasingly concerned about the “significant” decline in inflationary pres-
sures due to the appreciation of the Swiss franc opening the door for more rate cuts.
While the strength of the Swiss franc was useful during the post-Covid inflation
surge, it has now become a deflationary force that is difficult for the SNB to control.
We now see at least two more 25bp rate cuts, one in December and one in March,
bringing the policy rate to 0.5%. This would take the policy rate below neutral. Risks
are tilted towards more easing in the event of further downside surprise to inflation
or strength of the Swiss franc.

Inflationary pressures have been stickier in the UK, with core CPI standing at 3.2%
year-over-year in September, compared to only 2.8% for the euro area, in part be-
cause UK services inflation remains elevated at 4.9% (versus 4.0% in the euro area).

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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This has been fuelled by elevated wage growth (around 5% year-over-year), as both
the labour market and economic growth in the UK are resilient. Despite lesser credi-
bility from the BoE regarding price stability, we are confident that UK core inflation
will continue to moderate. A key driver should be wage pressures continuing to sof-
ten. This could open the door to a more aggressive rate-cutting cycle for the BoE, up
to 3% at the end of 2025, which is our estimated neutral rate for the UK.

WE ARE NOW OVERWEIGHT EURO GOVERNMENT BONDS

As mentioned above, the recent rebound in UK and euro 10-year sovereign bond
yields was driven by a mix of market participants revising upward their central
banks’ terminal rate expectations, as well as their growth and inflation outlook. We
see this rebound in yields as a good opportunity, because we expect them to fall in
the coming months.

In the UK, market participants’ expectations for a terminal rate of 3.5% is much
higher than our forecast of 3.0% (see chart 3). Moreover, because of sticky core infla-
tion and higher oil prices recently, the 10-year inflation breakeven rate remains well
above its long-term median of 3.0% (3.5% on 16 October). Lower inflation expecta-
tions and a more aggressive BoE rate-cutting cycle than currently priced in should
pave the way for lower gilt yields, which we think will fall to 3.7% by year-end on
the 10-year, well below the 4.1% where it currently trades (on 16 October see chart 1).

The downside risks to the German economy and euro area inflation lead us to ex-
pect market participants to price in a stimulative monetary policy from the ECB,
which would mean that the terminal rate pricing could fall well below 2% (the esti-
mated neutral rate). Because market participants’ terminal rate expectations cur-
rently stand close to 2% (1.9% on 16 October, see chart 3) and because inflation expec-
tations could fall along with actual inflation, we have adjusted downward our 10-
year German Bund yield year-end forecast from 2.0% to 1.8%, which is also well be-
low its current level of 2.2% (on 16 October, see chart 1).

In Switzerland, market participants are already anticipating a stimulative monetary
policy from the SNB, with terminal rate expectations at 0.25%, which is close to the
zero lower bound (ZLB, on 16 October see chart 3). Baring a flight-to-safety from
market participants that would put strong pressure on the Swiss franc to appreciate,
we think it is unlikely that the SNB will signal a willingness to go back to the ZLB.
We therefore forecast the Swiss 10-year sovereign bond yield to end the year at 0.5%.
This is close to its current level of 0.43% (on 16 October, see chart 1), but we do not
rule out the possibility that it reaches 0%, should market participants expect the
SNB policy rate to fall to the ZLB or beyond.

While we believe there is scope for the rally in global short-term bonds to go further
before central banks reach their terminal rates, longer-term US Treasuries may have
less mileage if the US economy does achieve a ‘soft landing’. The forthcoming elec-
tions are another reason to turn more tactically neutral on US Treasuries. Not wish-
ing to go beyond maturities of five years, we have therefore moved from a tactical
overweight to a neutral stance on US government bonds.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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Chart 3: Terminal rate pricing has risen again
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Chart 4: Inflation-linked yields show divergences
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Our belief that both the BoE and the ECB will step up their rate-cutting campaign
given fading inflation and economic sluggishness leads us to raise our position on
core and periphery euro area bonds to overweight from neutral while reiterating
our overweight on gilts. Moreover, the signalling of a stimulative monetary policy
by the SNB has persuaded us to move from underweight to neutral on Swiss govern-

ment bonds.

We remain overweight government bonds overall, which could continue to play a
protective role in portfolios in this disinflationary environment.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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Glossary of risks: Available on this link or
QR Code:  pictet.com/macroeconomic-risks

Glossary of terms: Available on this link or
QR Code: pictet.com/glossary-of-terms

Index and data provider disclaimers: Any in-
dex data referenced herein remains the
property of the Data providers. Data provid-
ers Disclaimers are available on this link or
QR Code: pictet.com/3rd-party-data-providers

Legal disclaimer:

This marketing communication (hereinafter the “Docu-
ment”) may only be read and/or used by its addressee. It
is not intended for and must neither be provided to nor
used by persons that are citizens of, domiciled or resi-
dent in, or entities registered in a country or a jurisdic-
tion in which its distribution, publication, provision or
use would violate current laws and regulations. It does
not constitute advice, an offer, an invitation to offer or
solicitation to buy, sell or subscribe to any securities,
commodities, derivatives, or other financial instruments
(collectively referred to as “Investment(s)”) or to enter
into any legal relations or agreement, nor does it consti-
tute an advice or recommendation with respect to any
Investment(s). The Instrument(s) mentioned in this Doc-
ument might not be registered with or approved by the
relevant regulatory authority. Public distribution may
therefore not be permitted, and private placements may
be restricted to specific types of investors. Detailed sell-
ing restrictions of the relevant Investment(s) may apply
and need to be considered. This Document does not set
forth a personal recommendation tailored to the needs,
knowledge and experience, sustainability preferences, if
any, objectives, and financial situation of any individual
or company. This Document and/or the Investment(s)
mentioned herein might not be suitable for the ad-
dressee and should not be considered as a suitability re-
port as the bank has not received all the necessary infor-
mation on the addressee to complete its suitability as-
sessment that covers the addressee’s knowledge and ex-
perience, tolerance to risk, sustainability preferences, if
any, investment needs and the addressee’s ability to ab-
sorb financial risk. The bank may have issued or distrib-
uted other reports or documents that are inconsistent
with and reach different conclusion from, and may act
inconsistently with, the information and/or opinions
presented in this Document, and the bank may have ma-
terial interests that conflict with the interests of the ad-
dressee of this Document. Investor should seek inde-
pendent financial advice regarding the appropriateness
of investing in any Investment(s) or adopting any strate-
gies discussed in this Document. Should the investor de-
cide to proceed with any transaction in relation to an In-
vestment(s) referred to herein, this will be their sole re-
sponsibility, and the suitability /appropriateness of the
transaction and other specific financial risks as well as
any legal, regulatory, credit, tax and accounting conse-
quences should be assessed by an expert. Furthermore,
the bank makes no representations and gives no advice
concerning the appropriate accounting treatment or
possible tax consequences of any Investment(s). The in-
formation, tools and material presented in this
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Document are provided for information purposes only

and were obtained in good faith from sources believed
to be reliable. Such information may change without

notice. The bank cannot be held liable for any fluctua-
tion of the price of the securities. Prices, values, or re-
turns of any Investment(s) mentioned in this Document
are based on the bank’s customary sources of financial
data. The bank is under no obligation to update the in-
formation contained in this Document and no represen-
tation or warranty, express or implied, is made as to its
accuracy or completeness. Accordingly, the bank ac-
cepts no liability for loss arising from the use of or reli-
ance on this Document presented for information pur-
poses only. The market value of Investment(s) may fall
or rise without notice, on the basis of economic, finan-
cial or political changes, the remaining term to maturity,
market conditions, the volatility and solvency of the is-
suer or the benchmark issuer. Some Investment(s) may
not be readily realisable as the relevant market may be
illiquid. Moreover, exchange rates may have a positive or
negative effect on the value, the price or the return of the
respective Investment(s) mentioned in this Document.
The political and economic situation in emerging coun-
tries is significantly less stable than in industrialised
countries and related Investment(s) are exposed to
higher risks and volatility. Forecasts and past perfor-
mance are not reliable indicators or guarantees of future
results. No representation or warranty expressed or im-
plied in this Document is made by the bank regarding fu-
ture performances. Accordingly, the investor must be
willing and able to assume all risks and may receive back
less than originally invested. Any performance shown
does not take into account commissions and costs
(which negatively impact the performance). The investor
must only make investment decisions when they fully
understand the relevant Investment(s) and the involved
risks. In particular, the relevant Investment(s) documen-
tation (such as the issuance program, final terms, pro-
spectus, simplified prospectus, private placement mem-
orandum and key (investor) information document)
must be read. Structured products are complex financial
products and involve a high degree of risk. The value of
structured products depends not only on the perfor-
mance of the underlying asset(s), but also on the credit
rating of the issuer. Furthermore, the investor is exposed
to the risk of default of the issuer/guarantor. If this Doc-
ument contains a link to Investment(s) documentation
including a Swiss Key Information Document or a Key In-
formation Document of a Package Retail and Insurance-
based Investment Products (“KIDs"), please note that
the respective Investment(s) documentation may
change without notice. In order to access the most re-
cent version of the respective KID/other Investment(s)
document, the investor must click on the link immedi-
ately before confirming to the bank their decision to in-
vest. If the investor has not been provided with a link to
access the relevant document, or if they are in any doubt
as to what the latest version of the respective KID/other
Investment(s) document is, or where it can be found,
they can ask their usual bank contact. If the bank is not
the manufacturer of the Investment(s), the KID/other
documents is/are provided by a third party (the “Third
Party Document”). The Third-Party Document is ob-
tained from sources believed to be reliable. The bank
does not make any guaranty or warranty as to the cor-
rectness and accuracy of the data contained in the Third-
Party Document. The bank may not be held liable for an
investment decision or other transaction made based on
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reliance on, or use of, the data contained in the Third-
Party Document. Should the investor subscribe to the In-
vestment(s) marketed herein, they acknowledges that
they have (i) received, in good time, read and under-
stood any relevant documentation linked to the Invest-
ment(s), including, as the case may be, the respective
KID/other documents; (ii) taken note of the Invest-
ment(s) restrictions; and (iii) met the applicable subjec-
tive and objective eligibility conditions to invest in the
Investment(s). The bank may, if necessary, rely on these
acknowledgements and receive the investor’s orders, to
transmit them to another professional, to execute them
and sign, on the investor’s behalf, any documents or cer-
tificates needed to subscribe to the Investment(s), ac-
cording to the relevant clauses of the investor's mandate
as well as the General Conditions or Terms and Condi-
tions of the bank. Further, by subscribing to the Invest-
ment(s), the investor agrees to indemnify and hold harm-
less the bank for any and all claims, losses and damages
they may incur in connection with their Investment(s).
Any form of reproduction, copying, disclosure, modifica-
tion and/or publication of this Document in any form or
by any means whatsoever is not permitted without the
prior written consent of the bank and no liability what-
soever will be incurred by the bank. The addressee of
this Document agrees to comply with the applicable laws
and regulations in the jurisdictions where they use the
information provided in this Document.
All right reserved. Copyright 2024

Distributor: Banque Pictet & Cie SA, route des Acacias
60, 1211 Geneva 73, Switzerland, is established in Swit-
zerland and licensed under Swiss law and therefore sub-
ject to the supervision of the Swiss Financial Market Su-
pervisory Authority (FINMA), Laupenstrasse 27, 3003
Berne, Switzerland. The information contained in this
Document is not the result of independent financial
analysis and does therefore not qualify as financial re-
search within the meaning of the Swiss Bankers Associ-
ation’s Directives on the Independence of Financial Re-
search. The investor must read the brochure "Risk In-
volved in Trading Financial Instruments” of the Swiss
Bankers Association. Structured products do not qualify
as collective investment schemes within the meaning of
the Swiss Federal Act on Collective Investment Schemes
(CISA) and are therefore not subject to the regulations of
the CISA or the supervision of the FINMA.

Distributor: Bank Pictet & Cie (Europe) AG, is a credit in-
stitution incorporated under German law with registered
office at Neue Mainzer Str. 2-4, 60311 Frankfurt am
Main, Germany, authorised and regulated by the Bun-
desanstalt fur Finanzdienstleistungsaufsicht (BaFin)
(German Federal Financial Supervisory Authority).
Bank Pictet & Cie (Europe) AG, succursale de Luxem-
bourg, is authorised and regulated by the BaFin and is
subject to limited regulation by the Luxembourg Finan-
cial Authority, Commission de Surveillance du Secteur
Financier (CSSF);

Bank Pictet & Cie (Europe) AG, succursale de Paris, is au-
thorised and regulated by the BaFin and is subject to lim-
ited regulation by the ACPR (Autorité de Contréle Pru-
dentiel et de Résolution) and the AMF (Autorité des Mar-
chés Financiers);

Bank Pictet & Cie (Europe) AG, succursale italiana, is au-
thorised and regulated by the BaFin and is subject to lim-
ited regulation by the Consob (Commissione Nazionale
per le Societa e la Borsa);
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Bank Pictet & Cie (Europe) AG, sucursal en Espana, is au-
thorised and regulated by the BaFin and is subject to lim-
ited regulation by the Bank of Spain and CNMV
(Comision Nacional del Mercado de Valores);

Bank Pictet & Cie (Europe) AG, succursale de Monaco, is
authorised and regulated by the BaFin and is subject to
limited regulation by the Commission for the CCAF
(Control of Financial Activities). This Document sets
forth neither an investment advice under MiFID, nor the
results of investment research within the meaning of Mi-
FID. The investor must only take investment(s) decisions
when they fully understand the relevant Investment(s)
and the involved risks. Therefore, the investor must read
the brochure "General description of risks pertaining to
financial instruments”.

Bank Pictet & Cie (Europe) AG, London Branch (“Pictet
London Branch”)
Pictet London Branch is a branch of Bank Pictet & Cie
(Europe) AG. Bank Pictet & Cie (Europe) AG is a credit
institution incorporated in Germany and registered with
the German Commercial Register, under HRB no.
131080. Its registered office is at Neue Mainzer Str. 2-4,
60311 Frankfurt am Main, Germany. Bank Pictet & Cie
(Europe) AG is authorised and regulated by the BaFin.
Pictet London Branch is registered as a UK establish-
ment with Companies House (establishment no.
BR016925) and its UK registered office address is Strat-
ton House, 6th Floor, 5 Stratton Street, London W1) 8LA.
Authorised by the Prudential Regulation Authority (PRA)
and subject to regulation by the Financial Conduct Au-
thority (FCA) and limited regulation by the PRA. Details
about the extent of the regulation by the PRA are availa-
ble from Pictet London Branch on request. This Docu-
ment sets forth neither a personal recommendation tai-
lored to the needs, objectives and financial situation of
any individual or company (investment advice as defined
in the Financial Conduct Authority’s Handbook of rules
and guidance (the “FCA Handbook”)), nor the results of
investment research within the meaning of the FCA
Handbook.

Distributor: Pictet Bank & Trust Limited is licensed and
regulated by the Central Bank of The Bahamas and the
Securities Commission of The Bahamas. Its registered
office is at Building 1, Bayside Executive Park, West Bay
Street & Blake Road, Nassau, New Providence, The Ba-
hamas. The investor must only take investment deci-
sions when they fully understand the relevant Invest-
ment(s) and the involved risks.

Distributor: Banque Pictet & Cie SA Singapore Branch
("BPSA SG Branch”) in Singapore: Banque Pictet & Cie
SAis a limited liability company incorporated in Switzer-
land. Banque Pictet & Cie SA Singapore Branch is regis-
tered in Singapore with UEN: T24FC0020C. This Docu-
ment is not directed to, or intended for distribution,
publication to or use by, persons that are not accredited
investors, expert investors or institutional investors as
defined in section 4A of the Securities and Futures Act
2001 of Singapore (“SFA”) or any person or entity that is
a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution,
publication, availability or use would be contrary to law
or regulation or would subject BPSA SG Branch and any
of its affiliates or related corporations to any prospectus
or registration requirements. BPSA SG Branch is a
wholesale bank branch regulated by the Monetary Au-
thority of Singapore (“MAS”) under the Banking Act 1970
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of Singapore, an exempt financial adviser under the Fi-
nancial Advisers Act 2001 of Singapore and an exempt
capital markets licence holder under the SFA. Please
contact BPSA SG Branch in Singapore in respect of any
matters arising from, or in connection with this Docu-
ment.

Distributor: Banque Pictet & Cie SA, Hong Kong Branch
(“Pictet HK Branch”) in Hong Kong: This Document is not
directed to, or intended for distribution, publication to
or use by, persons that are not “professional investors”
within the meaning of the Securities and Futures Ordi-
nance (Chapter 571 of the Laws of Hong Kong) and any
rules made thereunder (the “SFO”). If the addressee
does not want Pictet HK Branch to use their personal in-
formation for marketing purposes, they can request Pic-
tet HK Branch to stop doing so without incurring any
charge to the addressee. To make this request, please
contact the Data Protection Officer by email at asia-data-
protection@pictet.com or by post to the address of Pictet HK
Branch provided below. In distributing an Investment(s)
as an agent for a third-party service provider, Pictet HK
Branch distributes the Investment(s) for the third-party
service provider and the Investment(s) is an Invest-
ment(s) of the third-party service provider but not Pictet
HK Branch. In respect of an eligible dispute (as defined
in the Terms of Reference for the Financial Dispute Res-
olution Centre in relation to the Financial Dispute Reso-
lution Scheme) arising between Pictet HK Branch and
the addressee out of the selling process or processing of
the related transaction, Pictet HK Branch is required to
enter into a Financial Dispute Resolution Scheme pro-
cess with the addressee; however, any dispute over the
contractual terms of the Investment(s) should be re-
solved directly between the third-party service provider
and the addressee. Pictet HK Branch is a branch of
Banque Pictet & Cie SA, a limited liability company in-
corporated in Switzerland. It is an authorised institution
within the meaning of the Banking Ordinance and a reg-
istered institution (CE no.: BMG891) under the SFO car-
rying on Type 1 (dealing in securities), Type 4 (advising
on securities) and Type 9 (asset management) regulated
activities. The registered address of Pictet HK Branch is
9/F., Chater House, 8 Connaught Road Central, Hong
Kong.

Warning: The content of this Document has not been re-
viewed by any regulatory authority in Hong Kong. Inves-
tors are advised to exercise caution in relation to the In-
vestment(s). If the investor is in any doubt about any of
the contents of this Document, they should obtain inde-
pendent professional advice.

For information about personal data protection, please
refer to the Pictet Group’s Privacy Notice available at
https//www.pictet.com/privacynotice.
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