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Important Information 

 The value of investments and the income from them can go down as well as up so you/the client may get back less than you/they 
invest. This fund does not offer any guarantee or protection with respect to return, capital preservation, stable net asset value or 
volatility. 

 Bonds: There is a risk that the issuers of bonds may not be able to repay the money they have borrowed or make interest payments. 
When interest rates rise, bonds may fall in value. Rising interest rates may cause the value of your investment to fall. 

 Corporate Bonds: Due to the greater possibility of default an investment in a corporate bond is generally less secure than an 
investment in government bonds. 

 High Yield Bonds: Sub-investment grade bonds are considered riskier bonds. They have an increased risk of default which could 
affect both income and the capital value of the Fund investing in them. 

 Overseas Markets: This fund invests in overseas markets and so the value of investments can be affected by changes in currency 
exchange rates. 

 Currency Hedging: Currency hedging is used to substantially reduce the risk of losses from unfavourable exchange rate movements 
on holdings in currencies that differ from the dealing currency. Hedging also has the effect of limiting the potential for currency gains to 
be made. 

 Emerging Markets: This fund invests in emerging markets which can be more volatile than other more developed markets. 

 Derivatives: This fund may make increased and more complicated use of derivatives and this may result in leverage. In such situations 
performance may rise or fall more than it would have done otherwise. The fund may be exposed to the risk of financial loss if a 
counterparty used for derivative instruments subsequently defaults. 

 ESG: This fund promotes environmental and/or social characteristics. The Investment Manager's focus on securities of issuers which 
maintain sustainable characteristics may affect the funds' investment performance favourably or unfavourably in comparison to similar 
funds without such focus. The sustainable characteristics of securities may change over time. 

 Other: Reference to specific securities should not be construed as a recommendation to buy or sell these securities and is included for 
the purposes of illustration only. The investment policy of this fund means it can be more than 35% invested in transferable securities 
and money market instruments issued or guaranteed by an EEA State, one or more of its local authorities, a third country or a public 
international body to which one or more EEA States belongs. 

Euro investment grade (IG) has had a bumpy ride in 2022, suffering significant mark-to-mark volatility year to date 
amid economic uncertainties, geopolitical tensions, and changes in central bank rhetoric. Despite the obvious 
setbacks, it's not all doom and gloom in our view. In fact, we are increasingly constructive on the outlook for the 
highest quality assets in Europe given attractive valuations, and the strong likelihood of a flight to quality next 
year. For investors able to see beyond this year’s volatility, we believe there is a lot of potential for euro IG to 
deliver strong total returns in 2023. Below we outline why.  

1. Inflation is likely past the peak 
The key drivers of post-covid inflation have mostly rolled over at a global level. China to Europe and US freight costs are now back to 
Jan-21 levels, if not lower, supply chain issues are correcting rapidly, and industrial commodities are 20% below the highs reached post-
Russia’s invasion of Ukraine. All signs point to a peak in inflation and, absent a material run up in gas prices, we expect headline numbers 
to fall in 2023. A key focus for the market will be the speed at which inflation in developed market economies falls next year and how 
sharply fixed income markets reprice as a result.  
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Figure 1: Container shipping rates have rolled over   Figure 2: Price pressures have eased in the eurozone  
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Source: Fidelity International, Bloomberg, 28 September 2022. Data indexed so that 
Jan 2021 = 100. Container shipping prices measured by WCIDSHLA Index 
WCIDSHRO Index and CRB RIND Index, respectively. 

 Source: Fidelity International, Bloomberg data, end-September 2022. 

2. Growth momentum is slowing 
We expect global growth momentum to continue slowing in 2023 as higher costs and less demand weigh on GDP growth potential. The 
knock-on impact of a slowing US and Chinese economy will mean European growth is likely to surprise to the downside next year. Already 
the region is dealing with the impact of Russia’s war in Ukraine, so the spillover from a slowdown in other regions means that Europe 
could well enter a prolonged period of recession in 2023, one more serious than the ECB is forecasting. Should this situation materialise, 
we can expect governments in Europe to step up and provide fiscal intervention to support their economies and anticipate a flight to 
quality from investors. Both scenarios would benefit high quality assets in the region.  

3. ECB rate hikes are unsustainable 
The reality of a weakening macro backdrop in Europe should put a stop to the ECB’s hiking ambition in 2023. That said, nothing is 
impossible where central banks are concerned, and there is a chance that the ECB ignores initial warning signs of a recession and 
continues to hike into next year. Current market pricing implies a 3% deposit rate by mid-2023 which is extremely aggressive in our view, 
and would come at a huge cost to the European economy. While we don’t think the current pace of hikes is sustainable, is it possible the 
ECB does continue to hike as it has done in 2022, and this would mean deeper rate cuts down the line. 

Figure 3: Market pricing of ECB rate hikes is overly aggressive   Figure 4: Germany’s 10-30Y curve is inverted 
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Source: Fidelity International, Bloomberg data, EONIA forward curve as of 30th 
September 2022. 

 Source: Fidelity International, Bloomberg data, DEYC1030 Index, as of 8th November 
2022.  

4. Curves in Europe are extremely flat 
Given the extreme repricing of markets in 2022, German and swap curves in Europe are at or near extreme flatness versus history and 
offer attractive investment opportunities. As the market assesses what might soon be perceived as an ECB policy mistake, and 
consequently prepares for rate cuts in Europe, we can expect to see a reversal of this year’s inversion and a material steepening of yield 
curves in Europe. Furthermore, with governments expected to step up to help deal with the energy crisis and economic slowdown in 
Europe, demand for long-end government bonds will start to pick up, further encouraging a steepening of the curve. Effectively positioning 
for this scenario will be beneficial for total return potential.   
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5. Higher yields should attract inflows 
With the era of negative deposit rates in Europe now a thing of the past, yields on European government bonds look enticing at current 
levels. As investors navigate the myriad of unknowns going into 2023, we can expect to see greater demand for high quality fixed income 
assets going forward, including for core European government bonds. Furthermore, for the first time in a decade, investors truly benefit 
from the concept of "carry" in euro IG. Outright spreads and yields are so high that they act as a good cushion against near term volatility. 
This flight to quality and demand from investors looking to protect themselves from increased uncertainties should lend itself to strong 
total return potential for euro IG assets next year.  

6. Euro IG credit is attractive across all metrics 
After the dislocation seen in 2022, the value proposition for euro IG credit is extremely attractive both on an absolute and relative basis. 
Spreads for the asset class currently price in a lot of bad news and are trading at their widest levels since 2008, while higher yields make 
the risk-reward of euro IG relative to other asset classes and regions increasingly compelling. From a corporate health perspective, euro 
IG fundamentals are holding steady for now, however we can expect to see some degradation in quality of certain sectors and names. 
2023 will therefore be about selecting the highest quality companies with strong liquidity positions and healthy balance sheets, as well as 
those that are likely to benefit from fiscal intervention from governments.  

Figure 5: Euro IG spreads compensate for the risk of recession   Figure 6: Attractive risk-reward vs equity dividend yields 
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Source: Fidelity International, S&P LCD, UBS Research estimates, Bloomberg 
October 2022. 

 Source: Fidelity International, Bloomberg data, end-September 2022. Equity Gross 
Aggregate dividend yield represented using the SX5E Index. Euro IG Corporate 
YTW represented using the ER00 Index. 

Fidelity’s offering in euro IG  
Although volatility is likely to stay elevated next year, high quality fixed income assets have a lot of upside potential in our view. Fidelity’s 
European investment grade range offers three products to suit investors with different investment horizons and different risk-return 
profiles. The flagship Fidelity Funds - Euro Bond fund encompasses the whole investment grade universe, including government and 
corporate bonds, as well as utilising up to 30% out-of-index exposure to non-EUR denominated paper, crossover names, and some 
emerging market issuers. For investors looking for less interest rate exposure, the Fidelity Funds - Euro Short Term fund has a more 
defensive return profile as it invests in corporate and government bonds with a maturity less than five years. Similar to the flagship Euro 
Bond, it can include up to 30% out-of-index strategies. For investors looking for greater exposure to European credit markets, Fidelity 
Funds - Euro Corporate Bond focuses on corporate bond issuance from high quality companies. All three strategies implement an active, 
high-conviction, research-driven investment approach.  

  

Important Information 
  

This information must not be reproduced or circulated without prior permission. 

Fidelity only offers information on products and services and does not provide investment advice based on individual circumstances, other than when specifically stipulated 
by an appropriately authorised firm, in a formal communication with the client. Fidelity International refers to the group of companies which form the global investment 
management organisation that provides information on products and services in designated jurisdictions outside of North America. This communication is not directed at 
and must not be acted upon by persons inside the United States and is otherwise only directed at persons residing in jurisdictions where the relevant funds are authorised 
for distribution or where no such authorisation is required. Unless otherwise stated all products are provided by Fidelity International, and all views expressed are those of 
Fidelity International. Fidelity, Fidelity International, the Fidelity International logo and F symbol are registered trademarks of FIL Limited. FIL Limited and FMR LLC are 
separate companies with some shareholders in common. FIL Limited assets and resources as at 31/12/2021 - data is unaudited. Research professionals include both 
analysts and associates.  

Fidelity Funds “FF” is an open-ended investment company (UCITS) established in Luxembourg with different classes of shares. 

Austria: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current prospectus 
and KIID (key investor information document), which are available along with the current annual and semi-annual reports free of charge from our distributors and from our 
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European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Brochette BP 2174 L-1021 Luxembourg as well as from the paying agent in Austria, 
UniCredit Bank Austria AG, Chitinase 6-8, 1010 Vienna, or on www.fidelity.at. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de 
Surveillance du Secateurs Financier). 

Belgium: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current prospectus 
and KIID (key investor information document), which is available along with the current annual and semi-annual reports free of charge from our distributors, from FIL 
(Luxembourg) S.A. and CACEIS Belie NV, with head office at Havanan 86C, B320, 1000 - Brussels, the financial service provider in Belgium. Issued by FIL (Luxembourg) 
S.A., authorised and supervised by the CSSF (Commission de Surveillance du Secateurs Financier). 

Czech Republic: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current 
prospectus and KIID (key investor information document), which is available along with the current annual and semi-annual reports free of charge from our distributors, 
from our European Service Centre in Luxembourg , FIL (Luxembourg) S.A. 2a, rue Albert Brochette BP 2174 L-1021 Luxembourg and from our paying agent UniCredit 
Bank Czech Republic a.m., Meleta's 1525/1, 14092 Prig 4 - Michel, Czech Republic. The KIID is available in Czech language. Issued by FIL (Luxembourg) S.A., 
authorised and supervised by the CSSF (Commission de Surveillance du Secateurs Financier).  

Croatia: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current prospectus 
and KIID (key investor information document), which are available along with the current annual and semi-annual reports free of charge from our distributors, from our 
European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg and from our paying agent Zagrebačka banka 
d.d., Trg bana Josipa Jelačića 10, 10000 Zagreb. 

Denmark/Finland/Italy/Luxembourg/Norway/Portugal/Spain/Sweden: We recommend that you obtain detailed information before taking any investment decision. 
Investments should be made on the basis of the current prospectus and KIID (key investor information document), which is available along with the current annual and 
semi-annual reports free of charge from our distributors and from our European Service Centre in Luxembourg , FIL (Luxembourg) S.A. 2a, rue Albert Brochette BP 2174 
L-1021 Luxembourg. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du Secateurs Financier). 

France: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current prospectus 
and KIID (key investor information document), which is available along with the current annual and semi-annual reports free of charge upon request at FIL Gestion, 
authorised and supervised by the AMF (Auto rite des Marches Financiers) N°GP03-004, 21 Avenue Kléber, 75016 Paris. The document is available in French upon 
request. If you do not wish to receive documents in English dedicated to Professional, please contact your Fidelity contact. Issued by FIL Gestion, authorised and 
supervised by the AMF (Auto rite des Marches Financiers) N°GP03-004, 21 Avenue Kléber, 75016 Paris. 

Germany: Any performance disclosure is not compliant with German regulations regarding retail clients and must therefore not be handed out to these. Investments 
should be made on the basis of the current prospectus/Key Investor Information Document (KIID), which is available along with the current annual and semi-annual reports 
free of charge from FIL Investment Services GmbH, Postface 200237, 60606 Frankfurt/Main or www.fidelity.de. For German Wholesale clients issued by FIL Investments 
Services GmbH, Kastanienhöhe 1, 61476 Kronberg im Taunus. For German Institutional clients issued by FIL (Luxembourg) S.A., 2a, rue Albert Borschette BP 2174 L-
1021 Luxembourg. For German Pension clients issued by FIL Finance Services GmbH,  Kastanienhöhe 1, 61476 Kronberg im Taunus. 

Hungary: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current prospectus 
and KIID (key investor information document), which is available along with the current annual and semi-annual reports free of charge from our distributors, from our 
European Service Centre in Luxembourg , FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg and from our distributor Raifeisenbank 
Zentralbank Österreich AG, Akademia u. 6, 1054 Budapest. The KIID is available in Hungarian language. Issued by FIL (Luxembourg) S.A., authorised and supervised by 
the CSSF (Commission de Surveillance du Secteur Financier).  

Liechtenstein: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current 
prospectus and KIID (key investor information document), which are available along with the current annual and semi-annual reports free of charge from our distributors, 
from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg as well as from the paying agent in 
Liechtenstein, VP Bank AG, Äulestrasse 6, 9490 Vaduz. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du 
Secteur Financier) and FIL Investment Switzerland AG, authorised and supervised by the Swiss Financial Market Supervisory Authority FINMA. 

Netherlands: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current 
prospectus and KIID (key investor information document), which are available along with the current annual and semi-annual reports free of charge from our distributors, 
and from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg. In the Netherlands, documents are 
available from FIL (Luxembourg) S.A., Netherlands Branch (registered with the AFM), World Trade Centre, Tower H, 6th Floor, Zuidplein 52, 1077 XV Amsterdam (tel. 
0031 20 79 77 100). The Fund is authorised to offer participation rights in the Netherlands pursuant to article 2:66 (3) in conjunction with article 2:71 and 2:72 Financial 
Supervision Act. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du Secteur Financier). 

Poland: This material does not constitute a recommendation within the meaning of the Regulation of the Polish Minister of Finance Regarding Information Constituting 
Recommendations Concerning Financial Instruments or Issuers Thereof dated October 19, 2005. No statements or representations made in this document are legally 
binding on Fidelity or the recipient and not constitute an offer within the meaning of the Polish Civil Code Act of 23 April 1964. We recommend that you obtain detailed 
information before taking any investment decision. Investments should be made on the basis of the current prospectus, the KIID (key investor information document) and 
the Additional Information for Investors, which are available along with the current annual and semi-annual reports free of charge from our distributors, from our European 
Service Centre in Luxembourg FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg, from the representative office in Poland or on 
www.fidelity.pl. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du Secteur Financier). 

Slovakia: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current prospectus 
and KIID (key investor information document), which is available along with the current annual and semi-annual reports free of charge from our distributors, from our 
European Service Centre in Luxembourg , FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg and from our paying agent UniCredit Bank 
Slovakia, a.s., Sancova 1/A 81333, Slovakia. The KIID is available in Slovak language. Issued by FIL (Luxembourg) S.A., authorised and supervised by the CSSF 
(Commission de Surveillance du Secteur Financier). 

Romania: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which are available along with the current 
annual and semi-annual reports free of charge from our distributors and from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert 
Borschette BP 2174 L-1021 Luxembourg. The KIID is available in Romanian language 

Switzerland: We recommend that you obtain detailed information before taking any investment decision. Investments should be made on the basis of the current 
prospectus and KIID (key investor information document), which are available along with the articles of incorporation as well as the current annual and semi-annual reports 
free of charge from our distributors, from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg and 
from the representative and paying agent in Switzerland, BNP Paribas Securities Services, Paris, succursale de Zurich, Selnaustrasse 16, 8002 Zurich. Issued by FIL 
Investment Switzerland AG, authorised and supervised by the Swiss Financial Market Supervisory Authority FINMA. 
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UK: The Key Investor Information Document (KIID) is available in English and can be obtained from our website at www.fidelityinternational.com. The Prospectus may also 
be obtained from Fidelity. Issued by FIL Pensions Management. Authorised and regulated by the Financial Conduct Authority. 
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