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It is the nature of financial markets that the trends and risks 
investors have their eye on at the start of the year are seldom 
the trends and risks they have their eye on by the end. Below is a 
selection of charts depicting some key trends we have seen develop 
in 2025, all of which we believe will have implications for investors 
heading into 2026.

The disappearing GBP high yield market
The GBP high yield (HY) bond market is often one of our favourite 
areas to go credit picking, given its reasonably large spread pick-up 
versus its EUR and USD counterparts (currently around 130bp). 
Most of this is due to the size of the GBP market relative to the EUR 
and USD HY markets, with the market rightly attaching a liquidity 
premium to GBP sub-investment grade (IG) credit, but the result 
is that we often see better currency-adjusted relative value in an 
issuer’s GBP debt versus the same issuer’s non-GBP debt.

Five striking charts from 2025

•	 These five charts depict some of the key trends we had 
our eye on in 2025, all of which we believe will have 
implications for investors heading into 2026.

•	 The GBP HY market has been shrinking, the yen has 
decoupled from government bonds, and immigration has 
collapsed in developed economies.

•	 Elevated yields have driven record fixed income fund 
flows, particularly for short duration mandates, and there 
is growing evidence of a “K-shaped” economy.

Flash Fixed Income | December 2025

One trend we have kept an eye on in HY over the last few years 
however is the decline in face value of the various developed 
markets we look at. For example, the EUR HY market peaked at 
roughly €470bn at the beginning of 2022 but had shrunk to around 
€360bn by the beginning of 2025. We expected this to increase as 
net supply increased across the year, as it has done, but the total 
size of the EUR HY market is still around 17% lower today than it 
was at its peak. The fall in the GBP HY market has been even more 
severe – once almost £50bn in size, it has declined by a whopping 
35% over the last four years (see Exhibit 1).

This is driven partly by bond issuers switching to loans, partly 
by “rising stars” transitioning from HY to IG ratings outpacing 
“fallen angels” going the other way, and partly due to a number of 
restructurings at sizeable GBP HY issuers such as GFK, Ardagh 
and Thames Water. Interestingly, the Nordic HY market has been 
growing strongly and has now overtaken GBP HY in terms of size, 
so perhaps it is “dags att fiska” (Swedish for time to go fishing).

Indicative market indices, data as at 11 December 2025 . Past performance is not a reliable indicator of current or future results. Included for illustrative purposes only. 
Shown in local currency terms. It is not possible to invest directly into an index and they will not be actively managed. Source: Bloomberg, TwentyFour, 11 December 2025
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Total return YTD (%) Total return last 30 days (%) Yield (%) Duration (yrs)

EUR IG 2.83 -0.38 3.2 4.4

GBP IG 6.59 0.05 5.1 5.9

US IG 7.76 0.45 4.8 6.5

EUR HY 4.77 0.14 5.1 2.9

GBP HY 8.08 0.38 8.1 2.9

US HY 7.95 0.66 6.7 3.0

EM HY 9.02 0.24 7.2 4.0

Euro Senior Banks 3.21 -0.42 3.1 3.6

COCO 9.36 0.60 5.7 3.5
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Japan’s fiscal irrationality meets market reality
Japan has been back in focus since Prime Minister Sanae Takaichi’s 
cabinet approved a $135bn stimulus package in late November to 
revive a slowing economy. With inflation already elevated and Japan 
carrying the highest debt-to-GDP ratio in the G7, markets pushed 
back: Japanese government bonds (JGBs) sold off, and the 10-year 
yield (up more than 80bp year-to-date) is now edging toward 2%. 
The yen, traditionally a safe haven currency, has historically moved 
in line with the spread between JGBs and US Treasuries (USTs).

But when fiscal expansion becomes increasingly aggressive, policy 
itself takes centre stage, and that relationship finally broke in 2025 
(see Exhibit 2). Japan now faces surging bond yields that will likely 
keep rising unless the Bank of Japan restarts yield curve control 
or ramps up quantitative easing, both of which risk further yen 
weakness. The alternative is FX intervention via selling reserves 
(mainly USTs), a move that could jolt the UST market given Japan’s 
sizeable holdings.

Immigration implications
Immigration levels have plummeted in many developed market 
economies over the past couple of years, with the effect on net 
migration in the UK a stark example (see Exhibit 3). After the post-
Covid surge, partly driven by a record number of people displaced 
from their country of origin due to geopolitical conflict, the topic 
has become increasingly political, and governments have responded 
by tightening rules around who can and cannot settle in the 
countries they represent.

Exhibit 2: Yen has decoupled from the UST-JGB spread

Source: Bloomberg, 10 December 2025
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Exhibit 1: GBP HY has lost 35% of market value since 2022

Source: Bloomberg, ICE Indices, 10 December 2025
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Exhibit 3: UK net migration has collapsed from its 2023 peak

Source: ONS, 27 November 2025
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Flows steal the show
European IG credit has seen record inflows of €53.4bn year-
to-date (YTD), equivalent to nearly 12% of the sample group 
of managers’ assets under management at the start of the year, 
according to Barclays Research (see Exhibit 4). This makes 2025 
the strongest year for European IG fund flows since 2008.

The surge has been driven largely by short-duration fixed-maturity 
mandates offering historically attractive all-in yields, as well as 
investor rotations out of cash and equities. Strong corporate 
balance sheets and expectations of a benign credit cycle have 
further supported demand.

These inflows, combined with coupon reinvestment and generally 
high investor cash balances, have helped absorb the net supply 
issued so far in 2025. As a result, the ICE BofA Euro Corporate 
Index has tightened by 26bp YTD.

Exhibit 4: Elevated yields have driven record fund flows

Source: EPFR, Barclays, 3 December 2025

All euro IG funds (€bn)

Leaving aside the social consequences, this is a meaningful shift 
from an economic perspective, particularly given the current 
environment of sticky and (generally) above target inflation. With 
excess labour supply shrinking, there is considerable uncertainty 
around what the decline in immigration could mean for potential 
GDP growth and wage growth in developed markets in the 
coming years.
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Exhibit 5: Loan performance shows lower income households 
struggling

Source: Intex, November 2025

0

2

4

6

8

10

12

14

01
/0

5/
20

11
01

/1
1/

20
11

01
/0

5/
20

12
01

/1
1/

20
12

01
/0

5/
20

13
01

/1
1/

20
13

01
/0

5/
20

14
01

/1
1/

20
14

01
/0

5/
20

15
01

/1
1/

20
15

01
/0

5/
20

16
01

/1
1/

20
16

01
/0

5/
20

17
01

/1
1/

20
17

01
/0

5/
20

18
01

/1
1/

20
18

01
/0

5/
20

19
01

/1
1/

20
19

01
/0

5/
20

20
01

/1
1/

20
20

01
/0

5/
20

21
01

/1
1/

20
21

01
/0

5/
20

22
01

/1
1/

20
22

01
/0

5/
20

23
01

/1
1/

20
23

01
/0

5/
20

24
01

/1
1/

20
24

01
/0

5/
20

25
01

/1
1/

20
25

2025 UK Near Prime Auto 2025 UK Prime Auto

3-month default rate UK auto loans (%)

The K-shaped economy
One dynamic that has gained plenty of traction in recent months 
is the “K-shaped economy”, a growing divergence between the 
economic experience of higher and lower income groups.

US Federal Reserve (Fed) chair Jerome Powell touched on the topic 
at his press conference following the Fed’s October meeting: “If you 
listen to the earnings calls or the reports of big, public, consumer-
facing companies, many of them are saying that there’s a bifurcated 
economy there and that consumers at the lower end are struggling 
and buying less and shifting to lower cost products. But at the top, 
people are spending, at the higher income and wealth.”

Certainly, this divergence can be seen in loan performance for 
prime and sub- or near-prime borrowers, such as in UK auto loans 
(see Exhibit 5).

While near-prime accounts for only around 3% of the UK auto loan 
market (3%), this is a point we could make multiple ways given the 
trend is reflected in delinquency and default rates across multiple 
loan types and multiple developed markets.

The weaker end of the income cohort is struggling. Higher interest 
rates and inflation, coupled with not being on the property ladder 
or owning stocks, makes for a tough environment for lower income 
households. While we don’t see this weakness reflected in the 
aggregate numbers, the evidence of a growing K-shaped economy 
is clear.

Indicative market indices, data as at 11 December 2025 . Past performance is not a reliable indicator of current or future results. Included for illustrative purposes only. 
Shown in local currency terms. It is not possible to invest directly into an index and they will not be actively managed. Source: Bloomberg, TwentyFour, 11 December 

Rates dashboard

Change (bp)

Current % 1w 1m YTD

US Treasury

2yr 3.54 2 -5 -70

10yr 4.16 6 4 -38

30yr 4.80 5 9 5

UK Gilt

2yr 3.77 3 5 -68

10yr 4.48 5 10 -13

30yr 5.21 5 4 3

German Bund

2yr 2.16 9 16 8

10yr 2.84 7 19 48

30yr 3.45 5 20 86

Change (bp)

Market 
projection

Current % 1w 1m YTD

Base rate 
3.75%

end-2025 3.71 -2 -9 -23

end-2026 3.15 0 3 -80

Base rate 
4.00%

end-2025 3.74 0 1 -39

end-2026 3.41 3 6 -58

Base rate 
2.00%

end-2025 2.08 2 3 17

end-2026 2.16 9 14 9
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るものではありません。また、過去の業績は、将来の業績や結果を予想するものでもあ
りません。本書に記載された情報に関する一切の権利及び義務は情報の提供者に帰
属し、その内容は、情報提供者の判断により事前の予告なく変更される可能性がありま
す。本書に記載された情報に基づいて行われる投資その他の判断は、すべて貴社の責
任において行われるものであり、Vontobel Asset Management Pte. Ltd.及びその他の情
報の提供者は、本書に記載された情報に起因して生じた損害について一切の責任を負
いません。

Austria, Finland, Ireland, Luxembourg, Liechtenstein, Norway, Portugal, Sweden & 
The Netherlands: This document has been approved by Vontobel Asset Management 
SA, registered office 18 rue Erasme, L-1468 Luxembourg. Details on the extent of 
regulation can be obtained upon request at the same.

France: This document has been approved by Vontobel Asset Management SA, 
registered office 10, Place Vendôme, 75001 Paris. Details on the extent of regulation 
can be obtained upon request at the same.

Germany: This document has been approved by Vontobel Asset Management SA, 
Munich Branch, registered office Leopoldstrasse 8-10, 80802 Munich and regulated by 
the Commission de Surveillance du Secteur Financier (CSSF) and is subject to limited 
regulation by the German Federal Financial Supervisory Authority (BaFin). Details on 
the extent of regulation can be obtained upon request at Vontobel Asset Management 
SA, Munich Branch.

Italy: This document has been approved by Vontobel Asset Management SA, Milan 
Branch, registered office Piazza degli Affari 3, I-20123 Milan, Italy (telephone: 026 367 
344). Vontobel Asset Management SA, Milan Branch, is authorized by the Commission 
de Surveillance du Secteur Financier (CSSF) and is subject to limited regulation by 
the Italian National Bank and the CONSOB. Details on the extent of regulation by the 
Italian National Bank and the CONSOB can be obtained upon request at Vontobel 
Asset Management SA, Milan Branch. The content of this document has not been 
reviewed or approved by any regulatory body, including the Italian National Bank or 
the CONSOB. This document should not be considered as an offer to the general 
public or a member of the general public in Italy to subscribe to or purchase financial 
instruments, either directly or indirectly.

Spain: This document has been approved by Vontobel Asset Management SA, 
registered office Paseo de la Castellana, 95, Planta 18, 28046 Madrid. Details on the 
extent of regulation can be obtained upon request at the same.

Switzerland: This document has been approved by Vontobel Asset Management AG, 
registered office Genferstrasse 43, 8002 Zurich. Details on the extent of regulation 
can be obtained upon request at the same.

United Kingdom: TwentyFour Asset Management LLP is registered in England 
No. OC335015 and is authorised and regulated by the UK Financial Conduct 
Authority, FRN No. 481888. Registered Office: 8th Floor, The Monument Building, 
11 Monument Street, London, EC3R 8AF. For your protection telephone calls are 
usually recorded. This document has been approved by Vontobel Asset Management 
S.A., registered office at Third Floor, 22 Sackville Street, London W1S 3DN. Vontobel 
Asset Management S.A. is authorised by the Commission de Surveillance du Secteur 
Financier (CSSF) and is subject to limited regulation by the Financial Conduct Authority 
(FCA). Details on the extent of FCA regulation can be obtained upon request at 
Vontobel Asset Management S.A.
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