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Set to outperform?  
Why European corporates  
look attractive vs the US 

We are seeing value in European investment grade corporates  
relative to their US counterparts, says Tom Moulds.

From a valuation perspective, European corporates now look pretty attractive. The spread  
to government bonds is trading around 25 to 30 basis points wider than corporates in the US1, 
and at times over the past year, the gap has been even bigger than that.

This is all the more noteworthy because, historically, the relationship would usually be 
the other way around. You would typically expect European corporates to trade tighter 
than those in the US, not least because the average duration across the US corporate 
bond market is a full two years longer with a similar average credit rating. We believe that 
these elevated yields represent an opportunity, as there is a good chance that European 
corporates will outperform going forward. 

What pushed European spreads up? 
To understand why European spreads may improve, we first need to understand what drove 
them up in the first place. There are three main reasons. 

The first and most powerful was the start of the Russia-Ukraine war. European bonds 
underperformed materially in 2022 due to Europe’s proximity to the region and the perceived 
impact on European companies. Sectors like industrials and utilities, were very exposed 
to volatile energy prices and were big drivers of underperformance. For example, German 
chemical companies use substantial amounts of energy.

That created the initial widening between European and US spreads, but a second driver came 
into play just as the energy situation started improving. This was an escalation in financial 
bond supply. 2022 was one of the worst years on record for fixed income returns, and as  
a result, there had not been a lot of primary market activity, particularly from issuers such as 
financials. But as conditions started to improve towards the end of the year, European banks 
needed to fulfil their regulatory capital buffers. This meant issuing senior non-preferred debt, 
and the resulting influx of financial bonds caused the market to keep repricing. 

Moving into 2023, the third curveball was volatility in the banking sector. It began in March 
with the collapse of Silicon Valley Bank, which initially drew markets’ attention to US 
financial fixed income. However, later that same month, Credit Suisse had to be rescued 
from collapse by UBS, and the focus turned very much back to Europe. This ensured that 
European corporates continued to trade more cheaply than those in the US, and with 
financial supply still elevated, the trend continues today.
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“	We believe that 		
	 these elevated 		
	 yields represent 	
	 an opportunity, 		
	 as there is  
	 a good chance 		
	 that European 		
	 corporates will 		
	 outperform  
	 going forward.”

1  At the 31 July 2023, Bloomberg.com. 
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What this means going forward 
So why will European corporates rebound? Firstly, when  
it comes to banking, we believe the Credit Suisse situation 
is unlikely to be repeated in Europe. There are fewer banks 
in Europe than the US, and they tend to be bigger, well-
capitalised national champions. 

This was put to the test in the aftermath of the Credit Suisse 
rescue when it was very apparent that Deutsche Bank  
and Société Générale were the most likely candidates  
to be tested by the market next. However, although the 
market tried to go after them, it quickly became clear  
that years of regulation had put them in a stronger place, 
and they were much more profitable institutions than  
Credit Suisse. 

 
As for energy, there are still some concerns, but we have 
come back a long way since the elevated prices we saw 
in 2022. Some potential for volatility remains, but the 
companies that might be exposed are in a much better 
position to deal with it now. They will have hedged their 
energy prices at lower levels to protect themselves over the 
winter, meaning credit spreads are unlikely to be affected by 
energy volatility to the same degree as previously.

Finally, our view on the Russia-Ukraine war is that it is starting 
to head in a better direction and that by the end of the year,  
it is possible that the narrative may well be more about  
de-escalation. This would also lead to some relief in terms  
of energy prices.

PS…cross-currency is favourable too 
Alongside all of this, it is worth being aware that cross-currency conditions also look favourable for euro-denominated 
debt. Asset managers use short-term FX to hedge out currency risk, and when you adjust the yield dynamic between 
euros and dollars using this method, euros look attractive.

Set to outperform? Why European corporates look attractive vs the US



This document was prepared by RBC Global Asset Management (UK) Limited (RBC GAM UK), authorised and regulated by the UK Financial 
Conduct Authority (FCA), registered with the US Securities and Exchange Commission (SEC) and a member of the National Futures Association 
(NFA) as authorised by the US Commodity Futures Trading Commission (CFTC).

In the United States, this document may also be provided by RBC Global Asset Management (U.S.) Inc. (“RBC GAM-US”), a SEC registered 
investment adviser. The entities noted above are collectively referred to as “RBC BlueBay” within this document. The registrations and 
memberships noted should not be interpreted as an endorsement or approval of RBC BlueBay by the respective licensing or registering 
authorities.

With respect to the investment performance presented, past performance is not indicative of future performance. Actual account performance 
may or will vary from the performance shown because of differences in market conditions; client-imposed investment restrictions; the time of 
client investments and withdrawals; tax considerations; economies of scale; portfolio turnover; the number, type, availability, and diversity of 
securities that can be purchased at a given time; differences in the underlying currency of the assets in the account, and other factors. Client 
assets managed using these strategies in separate accounts or different vehicles may be subject to restrictions, fees or expenses that are 
materially different than those found in the non-US funds.

This document is confidential and, without RBC BlueBay’s consent, may not be (i) copied, photocopied or duplicated in any form by any means  
or (ii) distributed to any person that is not an employee, officer, director or authorized agent of the recipient.

Information herein is believed to be reliable but RBC BlueBay does not warrant its completeness or accuracy. This document contains 
information collected from independent third-party sources. For purposes of providing these materials to you, neither RBC BlueBay nor any 
of its affiliates, subsidiaries, directors, officers, or employees, has independently verified the accuracy or completeness of the third-party 
information contained herein.

The information contained herein does not constitute investment, tax, accounting or legal advice. Recipients are strongly advised to make an 
independent review with their own advisors and reach their own conclusions regarding the investment merits and risks, legal, credit, tax and 
accounting aspects of all transactions. Any risk management processes discussed refer to efforts to monitor and manage risk but should not 
be confused with and do not imply no or low risk. No chart, graph, or other figure provided should be used to determine which strategies to 
implement or which securities to buy or sell.

Copyright 2023 © RBC BlueBay. RBC Global Asset Management (RBC GAM) is the asset management division of Royal Bank of Canada which 
includes RBC Global Asset Management (U.S.) Inc., RBC Global Asset Management Inc., RBC Global Asset Management (UK) Limited and RBC 
Global Asset Management (Asia) Limited, which are separate, but affiliated corporate entities. ® / Registered trademark(s) of Royal Bank of 
Canada and BlueBay Asset Management (Services) Ltd. Used under licence. RBC Global Asset Management (UK) Limited, registered office  
77 Grosvenor Street, London W1K 3JR, registered in England and Wales number 03647343. All rights reserved.

Portfolio Manager Perspectives
Our experts offer their perspectives on the latest developments in global credit and the state of the markets.¡ LEARN MORE

RBC Global Asset Management (U.S.) Inc.
Minneapolis | Boston | Chicago
800.553.2143 | rbcgam.com

Set to outperform? Why European corporates look attractive vs the US

https://institutional.rbcgam.com/en/us/insights/archive?type=archive&team=f5eee4af-9ad9-4d90-a4d2-876f02fc41c0

