
The recent tightening in sovereign spreads has attracted a lot of client attention, n

and with it, a healthy scepticism that such valuations can be justified.  

While we agree there is limited room for further spread compression, we are n

also less concerned about imminent widening risk. We argue that the 
combination of good performance of credit assets globally, resilient growth, and 
generally declining interest rates volatility should be a powerful anchor for 
sovereign spreads.  

On our macro valuation signal, Bonos and OATs screen broadly fair against n

Bunds, and BTPs slightly rich. Taking this into account, and embedding further 
macro-economic convergence between parts of Southern Europe and the semi 
core, we revise our end-24 10y BTP-Bund, Bonos-bund, and OAT-bund spread 
forecasts to 150bp, 75bp, and 50bp, respectively (from 175bp, 80bp, and 55bp 
before). 

Sovereign Spreads Can Stay Tight 
 
 

The recent tightening in sovereign spreads has attracted a lot of client attention, and 
with it, a healthy scepticism that such valuations can be justified. In today’s GMD, 
we place sovereign credit price action within broader market dynamics and update 
our views going forward. In short, we think the recent tightening can broadly hold 
even as we’re not enthusiastic about the fundamental picture across countries. 

Three factors are important when considering the sovereign spread tightening so far. 
First, it fits well into a broader market landscape that has generally seen a solid 
performance of risk assets, brought on by the relaxation of the inflation constraint 
globally. This is also true within the credit asset class where spread tightening has 
been very broad-based, and increasing with credit risk, as we show in Exhibit 1. 
Second, while the supply of fixed income securities has been close to record levels 
globally, demand has managed to keep pace. We emphasised this earlier this year, 
and so have our corporate and EM credit colleagues. Third, within the Euro area 
sovereign bond markets, tightening against Bund has occurred from both legs. 
Indeed, as the free-float of German debt increased from historical lows, Bunds have 
also cheapened meaningfully against swaps (Exhibit 2), compounding the tightening 
of periphery spreads.  
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Can this tightening hold? One aspect of price action that has garnered particular 
attention is that sovereign spreads have remained resilient even as central bank cuts 
have been pared back meaningfully since the start of the year, in Europe and globally. 
On this front, it is important to recall that while cut pricing has diminished in part due to 
upside surprises to inflation, less pessimism on growth has also played a role, leaving 
the net effect on risk assets a priori ambiguous. To be sure, elevated policy and core 
rates are all else equal negative for sovereign credit, insofar as they would push up 
all-round funding costs. But while markets have revised their expectations vis-à-vis the 
speed of ECB cuts since the start of the year, neutral rate views (proxied by 5y5y OIS) 
rates have remained largely unchanged in the Euro area. Analysing the patterns of 
BTP-Bund widening and tightening in this cycle (see Exhibit 3 and Exhibit 4), we find 
that core rates volatility rather than level has been the most reliable guide to price action 
in sovereign credit. Crucially, we think that the trend lower in rates volatility can extend, 
even as some questions in European rates - such as the pace of ECB cuts (i.e. 
meeting-by-meeting or quarterly) - remain unsettled. This is because we see the data 
process itself as low-vol. On the one hand, accumulating evidence should assuage the 
residual ECB concerns about profits and wages dynamics and confirm the shift towards 
rate cuts. On the other, the tentative rebound in manufacturing mitigates downside risk 
to euro area activity, and lowers the odds of seeing large moves in policy rates. 

 

Exhibit 1: The recent spread tightening in BTP-bund fits into a 
broader pattern of solid credit performance... 

 

Exhibit 2: ... and is due in no small part due to Bund cheapening 
against swap 
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Source: Haver Analytics, Markit, Goldman Sachs Global Investment Research
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We can also investigate sovereign spreads pricing more formally. To do so, we rely on 
our valuation framework, which benchmarks sovereign spreads on: macro 
fundamentals, ECB policy, and global and euro-area specific credit risk appetite (see 
here for more details). As we show in Exhibit 5, this exercise suggests that while 
spreads have indeed tightened against fair values, price action has not been obviously 
excessive. OAT and Bonos screen fair, whereas BTPs are 5-10bps richer than  our 
valuation signal implies.  

We think the upside to sovereign credit is limited at this juncture, and are not looking for 
further (broad-based) tightening from here. This echoes the analysis of our asset 
allocation team showing that in late-cycle type of environments credit generally has 
asymmetric risk reward. But as per the above, current valuations are not at odds with 
our macro baseline, and thus can be expected to broadly hold in our mind, especially if 
interest rates vol continues to settle lower. This view is also supported by the muted 
reaction to recent fiscal news out of Italy and France, where 2023 deficits were revised 
up, and which points to a high hurdle for sharp spread widening in the near-term. 

 

The above does not preclude a modest widening within the European sovereign 

 

Exhibit 3: The level of near-term expectations for ECB policy rate 
has not been a reliable guide to sovereign credit pricing... 

 

Exhibit 4: ... in contrast to interest rates volatility 
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Exhibit 5: Sovereign spreads have richened against macro fair 
values but don’t screen as excessively tight 

 

Exhibit 6: There is scope for convergence between the semi-core 
and parts of southern Europe 

-2

-1

0

1

2

3

-2

-1

0

1

2

3

Jan-20 Jul-20 Jan-21 Jul-21 Jan-22 Jul-22 Jan-23 Jul-23 Jan-24

OAT-Bund 10y Bonos-Bund 10y BTP-Bund 10y
st. dev. st. dev.

Tight vs model

Wide vs model

-1.0

0.0

1.0

2.0

3.0

4.0

5.0

6.0

0.0

0.5

1.0

1.5

2.0

2.5

G
er

m
an

y

N
et

he
rla

nd
s

Fr
an

ce

Be
lg

iu
m

Ita
ly

Sp
ai

n

Po
rtu

ga
l

G
re

ec
e

Core/Semi-core Periphery

1y ahead growth 1y ahead deficit (RHS)
%

%

 
 

Source: Goldman Sachs, Goldman Sachs Global Investment Research

 
 

Source: European Commission, Haver Analytics, Goldman Sachs Global Investment Research, 

Consensus Economics

2 April 2024   3

Goldman Sachs Global Markets Daily

Fo
r t

he
 e

xc
lu

si
ve

 u
se

 o
f G

IU
LI

A.
LO

RI
A@

CO
M

M
UN

IT
Y.

IT

04
4e

de
49

67
a8

43
88

8d
22

9f
7c

d3
6e

62
b1

https://publishing.gs.com/content/research/en/reports/2017/04/21/8e54745c-80a8-4e24-aa8f-b0fd1f99161c.html
https://publishing.gs.com/content/research/en/reports/2017/04/21/8e54745c-80a8-4e24-aa8f-b0fd1f99161c.html


complex, however. In particular, as we have highlighted previously, there has been a 
significant economic convergence between good performers of southern Europe (e.g. 
Spain and Portugal), and the relatively poor performers of the semi-core space (France 
and Belgium) – see Exhibit 6. Portuguese and Greek bond yields have declined 
meaningfully on the back of that economic trend, Bonos not so much. We continue to 
think conditions are in place for Bonos to outperform, especially against the semi-core. 

Taking into account the above, we revise our end-24 10y BTP-Bund, Bonos-bund, and 
OAT-bund spread forecasts to 150bp, 75bp, and 50bp, respectively (from 175bp, 80bp, 
and 55bp before). 

 

Best Trade Ideas Across Assets 
For pricing, charts, and a list of previous recommendations, please visit our Trade Ideas 
page. 

Receive SGD 2Y SORA OIS vs. pay a basket of global 2Y rates, opened on April 14, 1.
2023, at -8bp, with a target of -100bp, and a stop of 40bp, currently trading at 8bp. 

Stay long 1y CGB, FX hedged, opened on November 10, 2023, at 2.25%, with a 2.
revised target of 1.65%, and a revised stop of 2.10%, currently trading at 1.74%. 

Stay long USD bonds of revised group of distressed credits (Argentina, Ecuador, 3.
Egypt, Ghana, and Pakistan), opened on December 4, 2023, at 0%, with a revised 
target of 30%, and a revised stop of 20%, currently trading at 28.24%. 

Stay long FX-unhedged 3Y MBONOs, opened on December 14, 2023, at 9.35%, 4.
with a target of 8.70%, and a stop of 9.80%, currently trading at 9.56%. 

Stay long FX-unhedged 10Y INDOGBs, opened on December 14, 2023, at 6.62%, 5.
with a target of 6.00%, and a stop of 7.00%, currently trading at 6.64%. 

Stay long THB 3Y bonds vs. paying 3Y THOR swaps, opened on January 10, 2024, at 6.
-20bp, with a target of 30bp, and a stop of -60bp, currently trading at -11bp. 

Stay short EUR/INR, opened on January 12, 2024, at 90.91, with a target of 88, and 7.
a stop of 93, currently trading at 89.873. 

Stay short 30y UST vs OIS, opened on January 12, 2024, at -0.75, with a target of 8.
-0.87, and a stop of -0.68, currently trading at -0.77. 

Stay short 95.75/96.25 SFRZ4 strangle, opened on January 19, 2024, at 69bp, with a 9.
target of 40bp, and a revised stop of 90bp, currently trading at 67bp. 

Stay long PLN/CZK, opened on January 19, 2024, at 5.69, with a revised target of 10.
5.95, and a revised stop of 5.73, currently trading at 5.89. 

Stay long a basket of Pemex 1–3-year maturity bonds, opened on January 25, 2024, 11.
at 0%, with a total return target of 10%, and a stop of -5%, currently trading at 
1.53% (Fabius). 

5s30s JGB flatteners, opened on February 2, 2024, at 1.47, with a target of 1.20, and 12.
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a stop of 1.60, currently trading at 1.47. 

Stay long SFIZ4, opened on February 9, 2024, at 4.40%, with a target of 3.75%, and 13.
a stop of 4.65%, currently trading at 4.40%. 

Sell USD 3m 2y2y midcurve straddle, in bp of notional, opened on February 9, 2024, 14.
at 0bp, with a revised trailing end-of-day pnl stop of -10bp, currently trading at 33bp. 

RBA June-24 vs June-25 OIS flattener, opened on February 9, 2024, at -0.51, with a 15.
target of -0.90, and a stop of -0.40, currently trading -0.65. 

Stay long 2y2y SOFR/UST swap spreads, opened on February 16, 2024, at -0.38, 16.
with a target of -0.20, and a stop of -0.46, currently trading at -0.37. 

6m6m/3y2y CAD OIS steepener, opened on February 23, 2024, at -1.40, with a 17.
target of -1.00, and a stop of -1.65, currently trading at -1.40. 

Stay long MSCI EM ex-China, opened on February 28, 2024, at 0%, with a target of 18.
14%, and a revised stop of 1%, currently trading at 2.98%. 

Stay long 2y IGBs (FX-unhedged), opened on February 29, 2024, at 7.02%, with a 19.
target of 6.50%, and a stop of 7.30%, currently trading at 7.03%. 

Stay short USD/EGP, opened on March 8, 2024, at 0%, with a revised total return 20.
target of 8%, and a revised stop of 1%, currently trading at 5.66%. 

Buy 3m USD/SEK 10.85 call, opened on March 15, 2024, at 10.361, with a target of 21.
10.85, currently trading at 10.800. 

Stay short EUR/CAD, opened on March 15, 2024, at 1.475, with a target of 1.44, and 22.
a stop of 1.49, currently trading at 1.458. 

Stay short THB/KRW, opened on March 15, 2024, at 37.17, with a target of 34, and a 23.
stop of 39, currently trading at 36.89. 

Stay long Brazilian private-sector companies and short Brazilian SOEs, opened on 24.
March 22, 2024, at 0%, with a target of 28% and a stop of -14%, currently trading at 
-5.10%.
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Norway, the Republic of Finland and the Republic of Ireland; GSI - Succursale de Paris (Paris branch) which is authorised by the French Autorité de 
contrôle prudentiel et de resolution (“ACPR”) and regulated by the Autorité de contrôle prudentiel et de resolution and the Autorité des marches 
financiers (“AMF”) disseminates research in France; GSI - Sucursal en España (Madrid branch) authorized in Spain by the Comisión Nacional del 
Mercado de Valores disseminates research in the Kingdom of Spain; GSI - Sweden Bankfilial (Stockholm branch) is authorized by the SFSA as a “third 
country branch” in accordance with Chapter 4, Section 4 of the Swedish Securities and Market Act (Sw. lag (2007:528) om värdepappersmarknaden) 
disseminates research in the Kingdom of Sweden; Goldman Sachs Bank Europe SE (“GSBE”) is a credit institution incorporated in Germany and, within 
the Single Supervisory Mechanism, subject to direct prudential supervision by the European Central Bank and in other respects supervised by German 
Federal Financial Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht, BaFin) and Deutsche Bundesbank and disseminates research 
in the Federal Republic of Germany and those jurisdictions within the European Economic Area where GSI is not authorised to disseminate research 
and additionally, GSBE, Copenhagen Branch filial af GSBE, Tyskland, supervised by the Danish Financial Authority disseminates research in the Kingdom 
of Denmark; GSBE - Sucursal en España (Madrid branch) subject (to a limited extent) to local supervision by the Bank of Spain disseminates research in 
the Kingdom of Spain;  GSBE - Succursale Italia (Milan branch) to the relevant applicable extent, subject to local supervision by the Bank of Italy (Banca 
d’Italia) and the Italian Companies and Exchange Commission (Commissione Nazionale per le Società e la Borsa “Consob”) disseminates research in 
Italy; GSBE - Succursale de Paris (Paris branch), supervised by the AMF and by the ACPR disseminates research in France; and GSBE - Sweden 
Bankfilial (Stockholm branch), to a limited extent, subject to local supervision by the Swedish Financial Supervisory Authority (Finansinpektionen) 
disseminates research in the Kingdom of Sweden.  

General disclosures 
This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we 
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. The information, opinions, estimates and 
forecasts contained herein are as of the date hereof and are subject to change without prior notification. We seek to update our research as 
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large majority 
of reports are published at irregular intervals as appropriate in the analyst’s judgment. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have investment 
banking and other business relationships with a substantial percentage of the companies covered by Global Investment Research. Goldman Sachs & 
Co. LLC, the United States broker dealer, is a member of SIPC (https://www.sipc.org).  

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and principal 
trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, principal trading desks and 
investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this research. 

We and our affiliates, officers, directors, and employees will from time to time have long or short positions in, act as principal in, and buy or sell, the 
securities or derivatives, if any, referred to in this research, unless otherwise prohibited by regulation or Goldman Sachs policy.  

The views attributed to third party presenters at Goldman Sachs arranged conferences, including individuals from other parts of Goldman Sachs, do not 
necessarily reflect those of Global Investment Research and are not an official view of Goldman Sachs. 

Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may have positions in the 
products mentioned that are inconsistent with the views expressed by analysts named in this report. 

This research is focused on investment themes across markets, industries and sectors. It does not attempt to distinguish between the prospects or 
performance of, or provide analysis of, individual companies within any industry or sector we describe. 

Any trading recommendation in this research relating to an equity or credit security or securities within an industry or sector is reflective of the 
investment theme being discussed and is not a recommendation of any such security in isolation. 

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if 
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them 
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. 
Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.  
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Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. 
Investors should review current options and futures disclosure documents which are available from Goldman Sachs sales representatives or at 
https://www.theocc.com/about/publications/character-risks.jsp and 
https://www.fiadocumentation.org/fia/regulatory-disclosures_1/fia-uniform-futures-and-options-on-futures-risk-disclosures-booklet-pdf-version-2018. 
Transaction costs may be significant in option strategies calling for multiple purchase and sales of options such as spreads. Supporting documentation 
will be supplied upon request.  

Differing Levels of Service provided by Global Investment Research: The level and types of services provided to you by Goldman Sachs Global 
Investment Research may vary as compared to that provided to internal and other external clients of GS, depending on various factors including your 
individual preferences as to the frequency and manner of receiving communication, your risk profile and investment focus and perspective (e.g., 
marketwide, sector specific, long term, short term), the size and scope of your overall client relationship with GS, and legal and regulatory constraints.  
As an example, certain clients may request to receive notifications when research on specific securities is published, and certain clients may request 
that specific data underlying analysts’ fundamental analysis available on our internal client websites be delivered to them electronically through data 
feeds or otherwise. No change to an analyst’s fundamental research views (e.g., ratings, price targets, or material changes to earnings estimates for 
equity securities), will be communicated to any client prior to inclusion of such information in a research report broadly disseminated through electronic 
publication to our internal client websites or through other means, as necessary, to all clients who are entitled to receive such reports. 

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all 
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our 
research by third party aggregators. For research, models or other data related to one or more securities, markets or asset classes (including related 
services) that may be available to you, please contact your GS representative or go to https://research.gs.com. 

Disclosure information is also available at https://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY 
10282. 

© 2024 Goldman Sachs.  

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior written 
consent of The Goldman Sachs Group, Inc.  
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