
Euro-Area Surveys Point to Solid Growth
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Both hard and soft data
suggest that the euro-area
recovery is still on track,
although the pace of growth
is likely to remain sluggish in a
global context. We expect
that earnings growth will lead
to a strengthening of
European companies’ credit
fundamentals in 2010.

1. Government Yields Unlikely to Stay This Low Forever
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Investors are concerned about
the potential impact of rising
interest rates on their
portfolios. One possible
response is to invest globally,
focusing on countries where
interest rates are likely to stay
lower for longer, and where
steeper yield curves offer
more compensation for taking
interest-rate exposure.

Risk-Taking Was Handsomely Rewarded in 2009
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Last year, simply having credit
market exposure was a
winning strategy as corporate
bonds rallied. Outperformance
came not just from record
spreads, but also from
dramatic dispersion between
the widest and narrowest
spreads. Dispersion typically
means that risk-taking is
handsomely rewarded.

Risk-Taking Likely to Be Less Lucrative in 2010
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Today, spreads and dispersion
have normalized, making it
less easy to outperform just by
taking a lot of credit risk. In
2010, we think research-
driven security selection and
diversification will be more
important drivers of excess
returns.

Financials Slower to Rally Than Other Sectors
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One of the main investment-
grade opportunities we see is
in subordinated financials.
While euro-area spreads have
tightened, investment-grade
financial spreads remain wider
than those in other sectors,
and the dispersion of spreads
among financials is wide.

Fallen Angels Tend to Outperform Original High Yield
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We think that financials are
even more attractive in the
high yield space. We believe
that a portfolio of many small,
carefully selected and well-
diversified positions in “fallen
angels” can generate strong
performance over the next
few years.
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Is There Life After the Rally?
The Euro Fixed-Income Opportunity in 2010
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