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Investing is a cinch 
The coming months are likely to bring interesting opportunities for fixed income investors,  
as the longer-term prospects for fixed-interest assets continue to appear decent.

CIO Quarterly Focus 

March 27, 2024

In a nutshell

–  All precise interest rate forecasts should always come with hefty disclaimers.
–  Rather than just focusing on when exactly the Fed will cut interest rates two, three, or  

four times (of 25 basis points each), there is a case to be made for taking a broad range  
of plausible rate paths as a given and remaining nimble.

–  We expect 2024 to be a good year for fixed income generally, and corporate bonds  
in particular.

“The attention paid to short-term forecasting, and the delusion 
of control which it offers, diverts both resources and debate 
away from more important matters,” the economist Paul 
Ormerod wrote in his 1990s classic “Butterfly Economics,” 
adding: “Less can be more.”1

With that in mind, we won’t bore you with too much detail in 
terms of the precise interest rate cutting path for coming 
months, not least as neither markets, nor central bankers 
themselves seem all that certain these days.2 Doing so requires 
listing the precise short-term risk factors that might push each 
major central bank one way or the other at any given meeting, 
and if markets are currently uncertain, that’s generally because 
there are good arguments on both sides. For fixed income 
investors, what is instead key is the underlying, longer-term 
picture. On this, we see remarkably little change since our 
year-end outlook. 

As we have long argued, inflation rates are coming down, but 
only gradually.3 The disinflation process is slowing, and setbacks 
are likely along the way. We expect an average headline inflation 
rate of 2.8% year over year for the U.S. and 2.5% year over year 
for the Eurozone in 2024. Regarding growth, we keep our expec - 
tation for the Eurozone virtually unchanged at 0.7%, as monetary 
policy is working and inflation rates have come down. For the 

U.S., we have to adjust our growth path due to a robust carry-
over from 2023 but hold on to a soft patch in the middle of 
2024. We think that the U.S. economy will grow by 1.8% in 2024.

This might allow the European Central Bank (ECB) and the U.S. 
Federal Reserve (Fed) to start a gradual normalization process 
of policy rates by the mid-year. We see the Fed funds rate to 
be cut to 4.50% – 4.75% by March 2025, and the ECB deposit 
rate to 3%. We forecast that the Bank of Japan (BoJ) will probably 
hike the policy rate to +0.25% over the current 12 month 
forecasting horizon, until March 2025. 

To be sure, all such forecasts –should always come with hefty 
disclaimers.4 For example, the outcome of the U.S. election is 
likely to play a major role for financial markets and will determine 
where many asset classes will trade in one years’ time. The 
range of plausible outcomes is wider than usual, not least as 
both major parties’ nominees are unusually unpopular.5 U.S. 
policymaking, moreover, will depend not just on which of the 
two elderly frontrunners – or someone else – wins the White 
House, nor even – arguably just as important and even trickier 
to forecast early on – how key Congressional races will play 
out. Instead, what any administration is likely to do will, as 
usual, critically depend on events leading up to election day 
and beyond.6

DWS does not intend to promote a particular outcome to the U.S. election due to take place in November 2024. Readers should, of course, vote in the election as they personally see 
fit. This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a recommendation. Past performance is 
not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect.
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An inverted U.S. yield curve without a recession, at least so far

While we expect volatility to pick up in line with historical 
experience in the run up to the elections, many market 
projections are likely to be subject to revisions once a clearer 
picture emerges not just regarding the likely outcome, but how 
market participants interpret it. Quite often, political events 
are easier to forecast than investor reactions to surprises –  
just take the conventional wisdom in markets ahead of the 
2016 U.S. presidential election.7 

That said, we expect 2024 to be a good year for fixed income 
in general, and corporate bonds, as well as other spread 
priced fixed income assets, in particular. Despite all uncertain-
ties, we remain convinced that central banks will cut policy 
rates – just not as quickly or as aggressively as some other 
market observers had assumed. For developed market 
sovereigns, such as Bunds and U.S.-Treasuries, we see the 
best risk-adjusted returns at the shorter to middle part of the 
maturity spectrum. 

Note that currently, the yield curve is inverted as illustrated in 
the chart below using the yields on 10-year U.S.-Treasuries 
minus those on 2-year Treasuries. That means that for now, 
investors can earn higher interest by lending briefly or even 
just parking their money overnight rather than buying a longer-
dated bond. Once rate cutting might start in the summer 
months, we expect current high money market fund balances 
to increasingly move into short duration sovereign debt. 
Falling inflation and moderating growth should thus be 
supportive for a steepening stemming from the front-end  

of the curve. We expect Bund yields to hit 2.5% and 2.6% in 
March 2025 for 2- and 10-years respectively. For the U.S. we 
expect 3.95% and 4.20% for 2- and 10-years respectively. 

Against this backdrop, we remain positive on Euro investment 
grade (IG) corporate bonds, where we expect to see further 
spread tightening to add to already high yield-to-maturity 
yields, also illustrated below. High quality covered bonds still 
look fine, even if the valuations are not that compelling 
following the recent swap spread tightening. Other investment 
opportunities we like include bonds with an ESG focus, such 
as common Next-Generation EU new issuance. Asset back 
securities should also benefit from short duration, inverted 
curve and strong credit performance. We expect emerging 
market (EM) sovereigns too to perform well, with spreads 
moving sideways. We generally favor euro-denominated IG 
rated EM bonds, over their U.S. dollar denominated higher risk 
peers, but caution that such investments need to be judged on 
a case-by-case basis.

Selection remains critical for all spread priced fixed income 
assets. For example, both dollar and Euro high yield (HY) 
corporate bonds have benefited from the enthusiastic mood in 
recent months, boosting risky assets of all sorts. Given higher 
refinancing costs, this could leave some HY issuers vulnerable 
to setbacks, whenever sentiment deteriorates. Whether to 
consider wider HY spreads as buying opportunities, though,  
in part remains on corporate fundamentals – though these 
mostly remain strong, detailed attention is required in 

7 See, for example, https://www.cnbc.com/2016/11/01/what-happens-to-the-markets-if-donald-trump-wins.html, as of Nov. 1, 2016 and The Real Story Of 2016 | FiveThirtyEight, as of Jan. 19, 2017 

DWS does not intend to promote a particular outcome to the U.S. election due to take place in November 2024. Readers should, of course, vote in the election as they personally see 
fit. This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a recommendation. Past performance is 
not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect.
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1  The Bloomberg USD High-Yield Corporate Bond Index is a market-value-weighted index engineered to measure publicly issued non-investment grade USD fixed-rate, 
taxable and corporate bonds. Emerging market debt is excluded.

2  The Bloomberg Barclays U.S. Aggregate Credit Index measures the investment grade, U.S. dollar-denominated, fixed-rate, taxable corporate and government-related 
bond markets.

3  The Bloomberg Barclays Emerging Markets Sovereign USD Index measures the performance of USD-denominated government bonds from more than 60 emerging 
markets.

4  The Bloomberg US Treasury Index measures US dollar-denominated, fixed-rate, nominal debt issued by the US Treasury, current duration: 7.8.

Historically, yields look attractive, especially on U.S. investment grade bonds

uncertain times issuer by issuer and bond by bond. On the 
plus side, it is worth keeping in mind that credit – unlike 
nominal sovereign bonds – can implicitly buffer some inflation, 
by boosting nominal revenues. 

Which takes us full circular to the observation we started this 
piece with. “The economy at the aggregate level behaves 
much more like a purely random system than one that can be 
predicted and controlled,” as Omerod put it in one of his other 
books.8 Take the seemingly common-sense idea that wage 
growth is necessarily inflationary and thus worrisome for 
central banks. Not necessarily, as we recently argued for the 
U.S., if it turned out to reflect lowly paid, young job switchers 
moving into potentially more productive jobs.9 Sometimes, 
potentially worrying developments such as continuing wage 
growth can instead hint at benign structural changes, upon 
closer inspection. 

The fact remains that markets, investors and, yes, even central 
bankers, have a dismal record when making forecasts at the 
best of times, let alone the unusual ones we have been 
through in recent years. Rather than just focusing on whether 
and when exactly the Fed will cut interest rates two, three, or 
four times (of 25 basis points each), there is a case to be made 
for taking a broad range of plausible interest rate paths as 
given. Such an approach enables nimble investors to be ready 
to position themselves to secure decent returns against a wide 
range of these. “There is ample scope for strategy to fail at any 
point in time.”  For this very reason, we are quite confident 
that markets will throw up interesting opportunities in the 
months to come.

8 Ormerod, P.  (2005) “Why Most Things Fail: Evolution, Extinction and Economics”, Faber and Faber, p. 56. 
9 When not to fuss over wage growth (dws.com), DWS, as of March 8, 2024. 
10 Ormerod, P.  (2005) “Why Most Things Fail: Evolution, Extinction and Economics”, Faber and Faber, p. 54.

DWS does not intend to promote a particular outcome to the U.S. election due to take place in November 2024. Readers should, of course, vote in the election as they personally see 
fit. This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a recommendation. Past performance is 
not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect.
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Asset-backed securities (ABS) are securities whose income 
payments, and thus value, is derived from and collateralized (or 
„backed“) by a specified pool of underlying assets.

The Bank of Japan (BoJ) is the central bank of Japan.

One basis point equals 1/100 of a percentage point.

Bunds is a commonly used term for bonds issued by the Ger-
man federal government with a maturity of 10 years.

Covered bonds are securities similar to asset-backed securities 
(ABS) which are covered with public-sector or mortgages loans 
and remain on the issuer‘s balance sheet.

Duration is a measure expressed in years that adds and weights 
the time periods in which a bond returns cash to its holder. It is 
used to calculate a bond‘s sensitivity towards interest-rate 
changes.

Emerging markets (EM) are economies not yet fully developed 
in terms of, amongst others, market efficiency and liquidity.

Investors increasingly take environmental, social and gover-
nance (ESG) criteria into account when analyzing companies in 
order to identify non-financial risks and opportunities.

The European Central Bank (ECB) is the central bank for the 
Eurozone.

The Eurozone is formed of 19 European Union member states 
that have adopted the euro as their common currency and sole 
legal tender.

The federal funds rate is the interest rate, set by the Fed, at 
which banks lend money to each other, usually on an overnight 
basis.

Headline inflation is the raw inflation figure based on the consu-
mer price index (CPI) and not adjusted for seasonality or for the 
often volatile elements of food and energy prices.

High-yield bonds are issued by below-investment-grade-rated 
issuers and usually offer a relatively high yield.

Inflation is the rate at which the general level of prices for goods 
and services is rising and, subsequently, purchasing power is 
falling.
Investment grade (IG) refers to a credit rating from a rating 
agency that indicates that a bond has a relatively low risk of 
default.

Monetary policy focuses on controlling the supply of money 
with the ulterior motive of price stability, reducing unemploy-
ment, boosting growth, etc. (depending on the central bank‘s 
mandate).

In economics, a nominal value is not adjusted for inflation; a real 
value is.

The spread is the difference between the quoted rates of return 
on two different investments, usually of different credit quality.

A swap, a type of derivative, is an agreement between two 
parties to exchange sequences of cash flows for a set period of 
time.

Treasuries are fixed-interest U.S. government debt securities 
with different maturities: Treasury bills (1 year maximum), 
Treasury notes (2 to 10 years), Treasury bonds (20 to 30 years) 
and Treasury Inflation Protected Securities (TIPS) (5, 10 and 30 
years).

The U.S. Federal Reserve, often referred to as „the Fed,“ is the 
central bank of the United States.

Volatility is the degree of variation of a trading-price series over 
time. It can be used as a measure of an asset‘s risk.

A yield curve shows the annualized yields of fixed-income 
securities across different contract periods as a curve. When it 
is inverted, bonds with longer maturities have lower yields than 
those with shorter maturities.

A yield-curve inversion is when the yields on bonds with shorter 
duration are higher than the yields on bonds that have a longer 
duration.

Glossary

DWS does not intend to promote a particular outcome to the U.S. election due to take place in November 2024. Readers should, of course, vote in the election as they personally see 
fit. This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a recommendation. Past performance is 
not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect.
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Important information – North America
The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment products, or DWS Invest-
ment Management Americas Inc. and RREEF America L.L.C., which offer advisory services.

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. Before making an investment 
decision, investors need to consider, with or without the assistance of an investment adviser, whether the investments and strategies described or provided by DWS, are 
appropriate, in light of their particular investment needs, objectives and financial circumstances. Furthermore, this document is for information/discussion purposes only 
and does not and is not intended to constitute an offer, recommendation or solicitation to conclude a transaction or the basis for any contract to purchase or sell any 
security, or other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information contained herein and should not be treated 
as giving investment advice. DWS, including its subsidiaries and affiliates, does not provide legal, tax or accounting advice. This communication was prepared solely in 
connection with the promotion or marketing, to the extent permitted by applicable law, of the transaction or matter addressed herein, and was not intended or written to 
be used, and cannot be relied upon, by any taxpayer for the purposes of avoiding any U.S. federal tax penalties. The recipient of this communication should seek advice 
from an independent tax advisor regarding any tax matters addressed herein based on its particular circumstances. Investments with DWS are not guaranteed, unless 
specified. Although information in this document has been obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness or fairness, and 
it should not be relied upon as such. All opinions and estimates herein, including forecast returns, reflect our judgment on the date of this report, are subject to change 
without notice and involve a number of assumptions which may not prove valid.

Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in repayment and loss of income and principal 
invested. The value of investments can fall as well as rise and you may not recover the amount originally invested at any point in time. Furthermore, substantial 
fluctuations of the value of the investment are possible even over short periods of time. Further, investment in international markets can be affected by a host of factors, 
including political or social conditions, diplomatic relations, limitations or removal of funds or assets or imposition of (or change in) exchange control or tax regulations in 
such markets. Additionally, investments denominated in an alternative currency will be subject to currency risk, changes in exchange rates which may have an adverse 
effect on the value, price or income of the investment. This document does not identify all the risks (direct and indirect) or other considerations which might be material to 
you when entering into a transaction. The terms of an investment may be exclusively subject to the detailed provisions, including risk considerations, contained in the 
Offering Documents. When making an investment decision, you should rely on the final documentation relating to the investment and not the summary contained in this 
document.

This publication contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, models 
and hypothetical performance analysis. The forward looking statements expressed constitute the author’s judgment as of the date of this material. Forward looking 
statements involve significant elements of subjective judgments and analyses and changes thereto and/or consideration of different or additional factors could have a 
material impact on the results indicated. Therefore, actual results may vary, perhaps materially, from the results contained herein. No representation or warranty is made 
by DWS as to the reasonableness or completeness of such forward looking statements or to any other financial information contained herein. We assume no responsibility 
to advise the recipients of this document with regard to changes in our views.

No assurance can be given that any investment described herein would yield favorable investment results or that the investment objectives will be achieved. Any 
securities or financial instruments presented herein are not insured by the Federal Deposit Insurance Corporation (“FDIC”) unless specifically noted, and are not 
guaranteed by or obligations of DWS or its affiliates. We or our affiliates or persons associated with us may act upon or use material in this report prior to publication. DB 
may engage in transactions in a manner inconsistent with the views discussed herein. Opinions expressed herein may differ from the opinions expressed by departments 
or other divisions or affiliates of DWS. This document may not be reproduced or circulated without our written authority. The manner of circulation and distribution of this 
document may be restricted by law or regulation in certain countries. This document is not directed to, or intended for distribution to or use by, any person or entity who 
is a citizen or resident of or located in any locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use 
would be contrary to law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction not currently met within such 
jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, such restrictions.

Past performance is no guarantee of future results; nothing contained herein shall constitute any representation or warranty as to future performance. Further information 
is available upon investor’s request. All third party data (such as MSCI, S&P & Bloomberg) are copyrighted by and proprietary to the provider.

For Investors in Canada: No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or the merits of the securities 
described herein and any representation to the contrary is an offence. This document is intended for discussion purposes only and does not create any legally binding 
obligations on the part of DWS Group. Without limitation, this document does not constitute an offer, an invitation to offer or a recommendation to enter into any 
transaction. When making an investment decision, you should rely solely on the final documentation relating to the transaction you are considering, and not the 
[document – may need to identify] contained herein. DWS Group is not acting as your financial adviser or in any other fiduciary capacity with respect to any transaction 
presented to you. Any transaction(s) or products(s) mentioned herein may not be appropriate for all investors and before entering into any transaction you should take 
steps to ensure that you fully understand such transaction(s) and have made an independent assessment of the appropriateness of the transaction(s) in the light of your 
own objectives and circumstances, including the possible risks and benefits of entering into such transaction. You should also consider seeking advice from your own 
advisers in making this assessment. If you decide to enter into a transaction with DWS Group you do so in reliance on your own judgment. The information contained in 
this document is based on material we believe to be reliable; however, we do not represent that it is accurate, current, complete, or error free. Assumptions, estimates and 
opinions contained in this document constitute our judgment as of the date of the document and are subject to change without notice. Any projections are based on a 
number of assumptions as to market conditions and there can be no guarantee that any projected results will be achieved. Past performance is not a guarantee of future 
results. The distribution of this document and availability of these products and services in certain jurisdictions may be restricted by law. You may not distribute this 
document, in whole or in part, without our express written permission.

For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda only in compliance with the 
provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda. Additionally, non-Bermudian persons (including 
companies) may not carry on or engage in any trade or business in Bermuda unless such persons are permitted to do so under applicable Bermuda legislation.  

© 2024 DWS Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, Germany. 
All rights reserved.
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