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Our forecasts for 2010 :

Source : EdRIM Gestion. Data at 06/01/2010. Figures refer to previous years. Historic data is not a reliable indicator of future figures. 

Spreads and interest rates:

Current levels In 6 months
Expected 

volatility

Performance 

2009

Performance 

2010 e

Our Convictions

(risk/return)

5 year Euro Bond 2.4% 2.1% High 3.5% 2-3% =

Inflation-linked Bonds 1.5% 1,50% High 8.3% 2.5-3.5% - -

Investment Grade Credit
132

(Asset Swap, bp)

100
(Asset Swap, bp)

Low 14% 5-7% + +

High Yield Credit
611

(Asset Swap, bp)

580
(Asset Swap, bp)

High 60% 9-12% + +

Emerging Market Debt
291

(Asset Swap, bp)

250
(Asset Swap, bp)

Average 20% 9-12% + +
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Governments saved the economy in 2008 & 2009 
but what will have to be financed in 2010?
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Macroeconomic environment:
The equation today is…

zero inflation… … doubts on growth rates

= returns

+

Source : Bloomberg – Edrim Gestion – data at end November 2009 Source : Bloomberg – Edrim Gestion – data at end December 2009 Source : Bloomberg – Edrim Gestion – data at end November 2009

Credit is the asset class for this 
environment  

Evolution de l'inflation US et Eur
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Main refinancing rates:
Focus on Europe

Expected trend in interest rates in 12 months (bp)

Main refinancing rates expected to rise by 100bp in 2010

Source: Bloomberg, Crédit Suisse, EDRIM Gestion, données au 29/12/2009
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Risks to watch out for in 2011-2012: 
Increase in sovereign debt in developed countries (1/2)

Gross sovereign debt % GDP Gross issuance of sovereign debt 2009 YTD, $tn

Source : IMF World Economic Outlook. 2014 = IMF projection 
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Higher sovereign credit risk in developed countries compared to emerging countries  
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Risks to watch out for in 2011-2012:
Increase in sovereign debt in developed countries (2/2)

Gross sovereign debt (%GDP) vs S&P rating

Potential for very unstable ratings as the most debt-laden countries 
have the highest ratings  
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� Fitch downgraded Greece from A- to BBB+ on December 8. The Credit Default Swap on 
the 5-year maturity went from 186 to 209 bps on the news.  

Sovereign Credit Default Swap,  5 year maturities

Source: Bloomberg, EDRIM, données au 08/12/2009

0

50

100

150

200

250

300

05/09/2008 05/11/2008 05/01/2009 05/03/2009 05/05/2009 05/07/2009 05/09/2009 05/11/2009

Allemagne
France
UK
Italie
Etats-Unis
Grèce

Early warning signs

Germany
France
UK
Italy
US
Greece



EDMOND DE ROTHSCHILD INVESTMENT MANAGERS | ASSET ALLOCATION, FIXED INCOME AND CREDIT MANAGEMENT, MULTI MANAGEMENT, STRUCTURED PRODUCTS 9

Government bonds: Who’s buying?

Government bond buyers:
Q2 08, Q2 09,  % net issues

Japan:
Japanese government bonds (JPYtn)

Banks will continue to buy significant amounts of government bonds 

Others

Non-domestics

Banks

Central banks

Others

Households

Non domestic

Fin Institutions

Central Banks

State
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Risks to watch out for in 2011-2012: 
Inflation

Inflation & output gap

The output gap means we are not worried about inflation reviving in  2010

Benchmark rates vs unemployment (% )

Unemployment

Benchmark rates
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Fixed income markets: outlook

Macroeconomy �

Inflation �

ECB �

Technical

factors �

Value
�

Score

Change in market price �
Macroeconomic picture improving thanks to 
counter-cyclical fiscal and monetary policies.  

Inflation should not return before 2011

� Improvement in the economy:
Commercial bank buying will compensate for the scheduled end to central 
bank quantitative easing  

� Inflation should not be a problem in 2010:
Output gap
High unemployment (10%) in developed countries

� ECB main refinancing rate should remain low coupled  with a steep yield 
curve
We expect a bull flattening

� Fund flows will provide support:
Regulatory and prudential rules force some institutionals to continue 
investing in government bonds

� EONIA abnormally low, below benchmark rates for som e months to 
come 
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� Corporate issuers still offering high premiums of around 150bp

Investment Grade credit:
Market still attractive after excellent performance in 2009

Investment Grade Euro Corporate index (1998 -2009)

Lehman Brothers fails

Average historic spread Yield + attractive risk premium

Excessive risk premium given
fundamentals

Dislocation

Current premium far higher than average historic Investment Grade 
spread of 60bp
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Sources : Merrill Lynch – EdRIM, données au 31/12/2009



EDMOND DE ROTHSCHILD INVESTMENT MANAGERS | ASSET ALLOCATION, FIXED INCOME AND CREDIT MANAGEMENT, MULTI MANAGEMENT, STRUCTURED PRODUCTS 13

High Yield credit:
Peak default rates now behind us

� Defaults: Mecachrome, LyonDellBasell, Belvedere, Escada

� Coupon non-payment: Akerys, IT Holding, Thomson SA, Hellas

� Distressed exchange : TNTLOG (Ceva Logistics)

Estimates of default rates in 2010
have fallen significantly

HY default rate (Moody’s) Forecasts 2009 (Moody’s)

13.20%US

11.40%Europe

12.50%World

Moody’sEnd 2009 estimates



EDMOND DE ROTHSCHILD INVESTMENT MANAGERS | ASSET ALLOCATION, FIXED INCOME AND CREDIT MANAGEMENT, MULTI MANAGEMENT, STRUCTURED PRODUCTS 14

Credit market outlook

� Company fundamentals are no longer deteriorating
Companies have repaired balance sheets

� High Yield defaults forecast for 2010 have gone bel ow the 4% level 
(source: Moody’s).

� The market environment is pushing investors towards  credit  (Investment 
Grade)

� After a record 2009, the primary market in 2010 sho uld slow in Investment 
Grade, but still remain strong. The High Yield segment is expected to be 
particularly active. 

� We expect Investment Grade credit to yield 2 to 3% more than government 
bonds. High Yield credit is expected to return around 10%.

Less directional performance that will be balanced between capital gains 
from spreads narrowing and carry

Macroeconomy �

Fundamentals �

Value �

Market sentiment �

Technical

factors �

Score

Change in market price �
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Saint-Honoré Bond Allocation
A multi strategies bond fund

� Outperform the composite index of 50 % Barclays Capital Euro Aggregate Corporate Total 
Return / 50% Barclays Capital Euro Aggregate Treasury Total Return 

� Preserve capital over a medium to long term horizon

� Conviction-based management with a large tracking-error; a concentration of the best ideas 
of the Fixed Income and Credit team

� Important diversification of assets, strategies and sectors across all bond markets  

� Modified duration is managed within a large spread (-2 ; +8) 

� A product adapted to all market contexts thanks to dynamic allocation across all bond assets  

Key points

Objectives
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Disclaimer

Edmond de Rothschild Investment Managers is the trade mark for the overall entity which comprises EdRIM Solutions and its asset management subsidiary 
EdRIM Gestion
Figures refer to previous years. Past performance, volatility, statistics and rankings are not a reliable indicator of future performance, volatility, statistics and 
rankings. Performance given is net of management charges. Performance indicated may differ from that described in Part B: calculations were not based on 
completed financial years.
This non-binding document is for information purposes. The data, comments and analysis in this bulletin reflect the opinion of EdRIM Gestion with respect to the 
markets and their trends, their regulation and tax treatment, on the basis of its own expertise, economic analysis and information currently known to it. They shall 
not under any circumstances be construed as comprising any sort of undertaking or guarantee whatsoever on the part of EdRIM Gestion. 
The investment service is provided by EdRIM Gestion, an AMF-approved asset management company. 
All potential investors should consult their service provider or advisor and exercise their own judgement independently of the Edmond de Rothschild Group on 
the risks inherent to each investment and its suitability to their own personal and financial circumstances. To this end, investors must acquaint themselves with 
the simplified prospectus for each fund which is approved by the French market authority (AMF), provided before any subscription and available at www.edrim.fr
or from the head office of EdRIM Gestion. In compliance with article 314-76 of the AMF’s general regulations, clients may request details on the remuneration 
associated with the marketing of the products herein. Data in this document is not binding nor has it been certified by the auditors. This document is for 
information only and is non-binding. Edmond de Rothschild Investment Managers shall in no way be held responsible for any decision based on this information.   
Funds of hedge funds of the French ARIA 3 type are not subject to the same rules as UCITS that are open to all investors and may as a result be riskier. Only 
persons mentioned under the section “subscribers concerned” in the simplified prospectus may subscribe to shares in these funds. The subscription to, or 
acquisition of, shares in these funds either directly or through any third party, is reserved to investors listed in article 413-2 in the General Regulations of the 
French Financial Markets Authority (AMF). When subscribing for the first time, investors must state in writing that they have been duly forewarned. 
Performance indicators in the hedge fund universe which are given for information purposes only may be biased (selection bias or survivorship bias) and thus 
may not exactly reflect the performance posted by all the funds in this universe.   

EdRIM Gestion
47 rue du Faubourg Saint-Honoré – 75401 Paris Cedex 08 

Tel:+33 (0)1 40 17 25 25 – Fax +33 (0)1 40 17 23 67 
SAS à Directoire et Conseil de Surveillance au capital de 3.000.000 Euros

437 715 758 R.C.S. Paris - N° TVA FR86437715758
E-mail : EDRIM_Information@lcfr.fr  - www.edrim.fr


