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We have all felt the brunt of higher inflation rates and the European bond market is no exception. The 

narrative from the European Central Bank (ECB) is getting more hawkish and bond yields have responded 

to the expectation of higher policy rates. An important question posed by investors is whether the higher 

yields available across each segment of the euro investment grade bond markets is attractive?

There is no one answer that makes sense to each investor. The starting point and the objective of investing 

in investment grade bonds vary according to bespoke objectives. However, we can provide some elements 

of the answer that should be considered by all investor types.

For starters European Government Bond yields have moved into positive territory across the maturity 

spectrum (2 years and beyond). It is an event in its own right as yields have been negative for the most part 

over the last 5 years (using Germany as a case in point as shown in figure 1). In addition we have observed 

a widening of the yield differential between other issuers and Germany (i.e. credit spreads) during the first 

four months of the year as shown in figure 2.

Bloomberg, WisdomTree, Corporate Index: iTraxx 5-year Europe Credit Default Swap.

Historical performance is not an indication of future performance and any investments may go 

down in value.

From the perspective of long-only investors who are typically benchmark sensitive, this could be the 

moment to assess whether government and corporate spreads are attractive enough in the current macro 

environment. One way to answer this question is to look at the historical valuation of credit spreads within 

the euro investment grade bond universe. Yield spread breakeven shows the protection against yield 

spread widening over the next 12 months. The current level is roughly twice the level compared to a year 

ago, this makes it look attractive if we are looking at historical performance.

Bloomberg, WisdomTree, series from 31 May 2017 to 29 April 2022, Index Ticker 136661EU.

Historical performance is not an indication of future performance and any investments may go 

down in value

Conclusion

Many institutional investors are investing across multiple segments of the fixed income market. Their 

assessment is often done on a relative basis. The widening of credit spreads since the beginning of the 
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year is observed across a breadth of issuers, sovereign and corporates alike. In our view one way to 

harness the current credit premium is through a broad and diversified implementation of euro investment 

grade bonds. An indexing approach such as that deployed by Exchange Traded Funds (ETFs) seems 

highly appropriate for consideration as it can mitigates issuer specific risk and delivers the credit premium 

in a more diversified way.
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Important Risks Related to this Article

Important Information
Marketing communications issued in the European Economic Area (“EEA”): This document has 

been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the 

Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been 

issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom 

Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as 

applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. The information contained in this document is for your general 

information only and is neither an oer for sale nor a solicitation of an oer to buy securities or 

shares. This document should not be used as the basis for any investment decision. Investments 

may go up or down in value and you may lose some or all of the amount invested. Past performance 

is not necessarily a guide to future performance. Any decision to invest should be based on the 

information contained in the appropriate prospectus and aer seeking independent investment, tax 

and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or 

opinions expressed in this communication represent the views of WisdomTree and should not be construed 

as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of 

any of the views or opinions expressed in this communication. Any decision to invest should be based on 

the information contained in the appropriate prospectus and aer seeking independent investment, tax and 

legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other 

step in furtherance of a public oering of shares or securities in the United States or any province or territory 

thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or 

indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree 

does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own 

opinions related to product or market activity, these views may change. Neither WisdomTree, nor any 

ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever 

for any direct or consequential loss arising from any use of this document or its contents.
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