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1 Big Beautiful Bunds – Q2 2025 

ROBECO EURO GOVERNMENT BONDS 

 
 

 

 Fiscal and trade policies driving bond prices 

 Push for European cohesion supports EGB spreads  

 We prefer bonds in the belly of the curve 

 
Most developed government bond markets posted positive returns in the second quarter. There were notable 

differences between markets, though, with German Bunds up 1.2%, while returns for US Treasuries (0.2%) and 

Japanese government bonds (0.1%) were close to zero. Many euro government bond markets outperformed 

Germany; Italian BTPs, for example, were up as much as 2.8% over the April to June period. The steepening in 

German and euro curves has been driven by the long end, and we expect that to continue. Fiscal spending on 

infrastructure and defense will lead to an increase in longer-dated issuance. At the same time, the ECB has been 

cutting rates, supporting short-dated paper. Looking ahead, the ECB seems close to pausing its easing cycle. 

Peripheral markets had another strong quarter with spreads versus Bunds declining. If no major shocks hit, we see 

more compression ahead and possibly new post-2012 Euro crisis lows in spreads. 

 

The second quarter was characterized by significant political uncertainty. It started with the US trade tariff 

announcements on 2 April. The trade unrest was followed by concerns related to the US fiscal bill, which initially 

contained a section (899) on taxing foreign investors from specific countries. In June, geopolitical uncertainty 

jumped, after a war started between Israel and Iran and the US bombed Iran’s nuclear facilities. With uncertainties 

piling up, one would expect a strong demand for safe haven assets. Indeed, German Bunds probably profited from 

such demand, although that is not the full story. The German returns of the past months can also be seen as a 

recovery from March, when agreements on large additional fiscal spending on German infrastructure and defense 

hurt Bunds. Euro government bonds in general were also supported by continued ECB policy easing. Official rates 

were cut both in April and June, bringing the deposit facility rate to a level of 2.0%. This rate was still 4.0% in June 

last year. The combination of expected larger bond issuance and ECB easing resulted in a steepening of the 

German yield curve. 

 

Euro government bonds also benefited from a continued convergence of bond markets within the monetary union. 

Growing external pressures have triggered a greater urgency to work together on defense and competitiveness. In 

the case of Italy, credit rating dynamics have been supportive as well, with a rating upgrade by S&P (BBB+) and an 

outlook upgrade by Moody’s. For France, the outlook for the credit rating is more worrisome, but French OATs 

(+1.6% in Q2) benefited from a period of relative political calm.  
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The European Central Bank (ECB) is widely expected to pause its easing cycle at the July meeting, following eight 

consecutive 25 bps rate cuts. This anticipated pause would mark a shift in the current policy trajectory, although 

the ECB remains well positioned to cut rates further if necessary. 

 

With the deposit facility rate at 2.0% the ECB is “well positioned” to face current uncertainties. That was the clear 

message from ECB President Christine Lagarde at the June governing council meeting. Headline inflation has 

fallen back to the 2% target and core numbers are close as well (2.3%). For 2026 the ECB staff now expects 1.6% 

inflation (core 1.9%). President Lagarde downplayed its importance, stating that it is mainly the result of lower 

energy prices and the strong euro. Still, modest inflation expectations matter, as they give the ECB room to ease 

policy further if needed. That remains a realistic scenario. With trade tensions remaining high and the trade-

weighted euro up more than 6% year-to-date, it is easy to imagine a scenario where growth falls back to 0%. This 

could trigger further monetary stimulus. Cutting the depo rate to 1.75% should not be a major decision. Going 

below 1.75% will be seen as a bigger step. This would bring rates below the 1.75-2.25% neutral range, as identified 

by ECB staff. The market now prices in an ECB depo rate of close to 1.75% for both the end of this year and June 

2026. In our view this is the minimum of cuts that should be priced in. There are many uncertainties to overcome 

before arriving at a growth climate that will be supported by spending on defense and German infrastructure. 

 

Figure  1 – Short term rate and market expectation  

 
Source: Bloomberg, Robeco, July 2025 

The second quarter started with a severe risk off episode due to the tariff announcement by President Trump. 

Country spreads also widened, but to a lesser extent than can be expected based on historical correlations with 

other risk markets. While the IG credit index widened around 40 bps, Italian 10-year government bonds for example 

only widened 20 bps. As risk markets recovered from the second half of April onwards, country spreads not only 

completely reversed the widening move, but continued to tighten to new decade lows versus Germany. At the end 

of the quarter 10-year Italian government bond spreads had tightened to 87 bps, a level not seen since the start of 

the Euro crisis. The trade tariff and defense policy from the US administration has led to a more cooperative 

stance within the EU, creating conditions in which Eurozone country spreads can continue to gradually tighten. The 

one outlier this quarter has been France, where spreads remain at elevated levels, as the political situation is very 

fragile and upcoming budget negotiations will be extremely tough. Without painful measures the deficit is 

expected to rise to 6% of GDP, meaning debt/GDP continues its deteriorating path, likely forcing rating agencies to 

downgrade the country to below AA.  
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Figure 2 – 10-year country spreads vs Germany (bps) 

 
Source: Bloomberg, Robeco, April 2025 

Supranational, sub-sovereign and agencies (SSA) 

Government-related bonds initially widened in April after the tariff announcement, but completely tightened back 

during May and June, thereby outperforming swaps, which did not fully recover. The spread on the Bloomberg Euro 

Aggregate Government-Related subindex rose from 55 bps at the start of the quarter to 67 bps mid-April, after 

which it tightened back to 52 bps at quarter end. Issuers have used this favorable market condition in H1 to 

frontload issuance significantly, with issuers like EIB and BNG already close to 80% of their annual target. We 

expect issuance will be less of a hurdle in H2, meaning we think spreads can gradually tighten further. The EU will 

launch its 10-year future contract in September, which would further increase bond liquidity. We remain of the 

opinion that EU bonds should be included in sovereign indices, and believe this will happen in time, but it seems to 

be a very slow-moving process. With negotiations about the very ambitious EUR 2 trillion EU budget proposal for 

2028-2034 about to start, it is likely the EU will remain an integral part of budget funding for common purposes 

beyond just defense spending.  

 

Figure 3 – SSA spreads to Germany (bps) 

 
Source: Bloomberg, Robeco, July 2025 
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A strong second quarter brought the issuance of ESG labeled bonds to a level of USD 314 bln for the first half of 

2025. This was only 4% shy of the record levels reached in H1 last year. Among the labelled categories green 

bonds remain the largest group (USD 140 bln), but sustainability bond issuance has been growing and is now at 

levels close to green bonds (USD 110 bln). The euro remained the dominant currency of issuance (46%). US dollar 

issuance (21%) has been facing headwinds, but international institutions (e.g. IBRD) and Asian issuers (e.g. KHFC) 

keep it at a considerable level. In euros there was sizeable issuance from among others EIB, IBRD and KfW. Within 

corporate bonds there was a noteworthy difference visible in issuance between corporates (-23%) and financials 

(+26% ytd). Among sovereigns it was notable that Italy issued a new 2046 BTP earlier in the year. Other sovereign 

issuance came from amongst others France and Germany. 

 

During the quarter, the fund held a small overweight duration position, which can be seen as a precautionary long 

with all the risk events that have passed this quarter. Thus far, these events have had limited impact on safe haven 

yield levels, but Europe still awaits the final decision on tariffs, while tensions in the Middle East could easily flare 

up again. We maintain a curve steepener position as there are several arguments for the steepening trend to 

continue; additional fiscal spending by Germany, tariffs imposed on Europe and the fact that many Dutch pension 

funds will shift to the new pension system in the coming two years, meaning less need for ultralong swaps and 

bonds. 

 

In April, after the tariff shock, the underweight position in Italian BTPs was reduced, making use of better 

valuations. During the remainder of the quarter, the fund gradually increased the position to an overweight 

position, as we maintain our positive view on periphery spreads over the summer. For the same reason, a small 

overweight in Portuguese government bonds was initiated. On the other hand, the fund increased the underweight 

position in French OATs. Although French government bonds have benefited from a relatively quiet period absent 

of political headlines, we expect risks to French spreads to return over the next quarter as the parliament is set to 

enter tough budget negotiations after summer. In the non-EMU allocation, the fund closed a long position in euro-

denominated Hungarian government bonds, taking profit after significant spread tightening in May and June. 

Moreover, the fund initiated a long position in euro-denominated Bulgarian government bonds, anticipating further 

idiosyncratic outperformance as Bulgaria is set to enter the Eurozone and consequently the Euro Government 

Bond index. Where possible, the fund aims to prefer green, social, and sustainable bonds over regular bonds. 

 
Figure  4 – Positioning Robeco Euro Government Bonds  

 

 
Source Bloomberg, Robeco, 30 June 2025. Green bonds consist of government bonds and government-related bonds. For illustrative purposes 

only. 
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Looking forward, we expect trade uncertainty to remain a key issuetopical. Regardless of where trade tariffs settle, 

much damage has already been done to producer confidence. This will probably result in a reduction in business 

investments, in addition to the hit on trade. The US is expected to see more damage to the economy than the 

countries which the US is targeting with tariff policies. Relative to the US, the outlook for Europe appears somewhat 

brighter. The region benefits from the implementation of the announced fiscal stimulus and retains the ability to 

deploy additional measures if needed. The inflationary impact from tariffs imposed by the EU should also be 

relatively limited. The ECB appears to be approaching a pause in its easing cycle, while the Fed could end its pause 

and resume easing later this year. These expectations are starting to show up in rates markets. Front-end euro rates 

reached a low in mid-April and have been moving sideways ever since. As a result, the steepening of the German 

and euro curves has recently been driven by the back-end. We would expect this trend to continue.  

 

Within euro government bonds, we expect the favorable climate for spread compression to continue. Over the 

summer period, we would expect a slowdown in new issuance. In addition, talks on the issuance of more common 

debt are continuing, as a sign of more intense cooperation. More news could come out of France, where the 

government is heading towards tough negotiations on the 2026 budget. There remains a risk of new snap elections 

in France after summer. While we expect ongoing risk of negative political news and credit rating pressure for France, 

our overall view on EGB spreads is positive.  

 

The portfolio had a relative return of +0.54% versus the benchmark over the second quarter of 2025. Year-to-date 

the portfolio outperformed with +1.13%. 

The key driver of outperformance over the quarter was the curve steepener in the fund. The risk of sustained high 

fiscal deficits and economic uncertainty is leading to steeper curves. Duration positioning contributed slightly. The 

current environment warrants a more tactical approach to duration due to volatile markets. 

 

In addition, country positioning in EMU countries added to performance, as the fund was holding long positions in 

Spain and Greece versus Germany. SSA allocations also helped, as government-related bond spreads were dragged 

tighter. Allocations to non-EMU bonds significantly added to performance, primarily driven by long positions in Euro-

denominated Bulgarian and Hungarian government bonds. We expect idiosyncratic spread convergence as Bulgaria 

is set to enter the Eurozone in 2026 and consequently also the Euro Government Bond indices. 

 

 
 

The currency in which the past performance is displayed may differ from the currency of your country of residence. Due to exchange rate 

fluctuations the performance shown may increase or decrease if converted into your local currency. The value of your investments may fluctuate. 

Past performance is no guarantee of future results. Performance gross of fees, based on gross asset value. In reality, costs (such as management 

fees and other costs) are charged. These have a negative effect on the returns shown. Periods shorter than one year are not annualized.  

Source: Robeco. Robeco Euro Government Bonds D EUR share class, gross of fees, based on gross asset value. Benchmark: Bloomberg Euro 

Aggregate: Treasury 

Annualized performance Robeco Euro Government Bonds

Jun/25 3-month YTD 1-year 3-year 5-year

Robeco Euro Government Bonds (D EUR) -0.11% 2.39% 1.65% 6.06% 1.68% -1.78%

Benchmark (EUR) -0.23% 1.85% 0.52% 4.46% 0.65% -2.33%

Relative performance 0.11% 0.54% 1.13% 1.60% 1.03% 0.55%

30 June 2025



  

 

Important information 
Robeco Institutional Asset Management B.V. has a license as manager of Undertakings for Collective Investment in Transferable Securities (UCITS) and Alternative Investment Funds (AIFs) 
(“Fund(s)”) from the Netherlands Authority for the Financial Markets in Amsterdam. This marketing document is intended solely for professional investors, defined as investors qualifying as 
professional clients, who have requested to be treated as professional clients or are authorized to receive such information under any applicable laws. Robeco Institutional Asset Management 
B.V. and/or its related, affiliated and subsidiary companies, (“Robeco”), will not be liable for any damages arising out of the use of this document. Users of this information who provide 
investment services in the European Union have their own responsibility to assess whether they are allowed to receive the information in accordance with MiFID II regulations. To the extent this 
information qualifies as a reasonable and appropriate minor non-monetary benefit under MiFID II, users that provide investment services in the European Union are responsible for complying with 
applicable recordkeeping and disclosure requirements. The content of this document is based upon sources of information believed to be reliable and comes without warranties of any kind. 
Without further explanation this document cannot be considered complete. Any opinions, estimates or forecasts may be changed at any time without prior warning. If in doubt, please seek 
independent advice. This document is intended to provide the professional investor with general information about Robeco’s specific capabilities but has not been prepared by Robeco as 
investment research and does not constitute an investment recommendation or advice to buy or sell certain securities or investment products or to adopt any investment strategy or legal, 
accounting or tax advice. All rights relating to the information in this document are and will remain the property of Robeco. This material may not be copied or shared with the public. No part of 
this document may be reproduced or published in any form or by any means without Robeco's prior written permission. Investment involves risks. Before investing, please note the initial capital 
is not guaranteed. Investors should ensure they fully understand the risk associated with any Robeco product or service offered in their country of domicile. Investors should also consider their 
own investment objective and risk tolerance level. Historical returns are provided for illustrative purposes only. The price of units may go down as well as up and past performance is no 
guarantee of future results. If the currency in which the past performance is displayed differs from the currency of the country in which you reside, then you should be aware that due to exchange 
rate fluctuations the performance shown may increase or decrease if converted into your local currency. The performance data do not take account of the commissions and costs incurred when 
trading securities in client portfolios or for the issue and redemption of units. Unless otherwise stated, performances are i) net of fees based on transaction prices and ii) with dividends 
reinvested. Please refer to the prospectus of the Funds for further details. Performance is quoted net of investment management fees. The ongoing charges mentioned in this document are the 
ones stated in the Fund's latest annual report at closing date of the last calendar year. This document is not directed to or intended for distribution to or for use by any person or entity who is a 
citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, document, availability or use would be contrary to law or regulation or which would 
subject any Fund or Robeco Institutional Asset Management B.V. to any registration or licensing requirement within such jurisdiction. Any decision to subscribe for interests in a Fund offered in a 
particular jurisdiction must be made solely on the basis of information contained in the prospectus, which information may be different from the information contained in this document. 
Prospective applicants for shares should inform themselves as to legal requirements which may also apply and any applicable exchange control regulations and taxes in the countries of their 
respective citizenship, residence or domicile. The Fund information, if any, contained in this document is qualified in its entirety by reference to the prospectus, and this document should, at all 
times, be read in conjunction with the prospectus. Detailed information on the Fund and associated risks is contained in the prospectus. The prospectus and the Key Information Document 
(PRIIP) for the Robeco Funds can all be obtained free of charge from Robeco’s websites. 
 
Additional information for US investors 
This document may be distributed in the US by Robeco Institutional Asset Management US, Inc. (“Robeco US”), an investment adviser registered with the US Securities and Exchange 
Commission (SEC).  Such registration should not be interpreted as an endorsement or approval of Robeco US by the SEC.  Robeco Institutional Asset Management B.V. is considered 
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None of the shares may be offered or sold, directly or indirectly in the United States or to any US Person. A US Person is defined as (a) any individual who is a citizen or resident of the United 
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which is subject to United States federal income tax regardless of whether such income is effectively connected with a United States trade or business. In the United States, this material may be 
distributed only to a person who is a “distributor”, or who is not a “US person”, as defined by Regulation S under the U.S. Securities Act of 1933 (as amended). 
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Additional information for investors with residence or seat in Brazil 
The Fund may not be offered or sold to the public in Brazil. Accordingly, the Fund has not been nor will be registered with the Brazilian Securities Commission (CVM), nor has it been submitted to 
the foregoing agency for approval. Documents relating to the Fund, as well as the information contained therein, may not be supplied to the public in Brazil, as the offering of the Fund is not a 
public offering of securities in Brazil, nor may they be used in connection with any offer for subscription or sale of securities to the public in Brazil. 
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Robeco Institutional Asset Management B.V., Sucursal en España with identification number W0032687F and having its registered office in Madrid at Calle Serrano 47-14º, is registered with the 
Spanish Commercial Registry in Madrid, in volume 19.957, page 190, section 8, sheet M-351927 and with the National Securities Market Commission (CNMV) in the Official Register of branches 
of European investment services companies, under number 24. The investment funds or SICAV mentioned in this document are regulated by the corresponding authorities of their country of 
origin and are registered in the Special Registry of the CNMV of Foreign Collective Investment Institutions marketed in Spain. 
Additional information for investors with residence or seat in South Africa 
Robeco Institutional Asset Management B.V. is registered and regulated by the Financial Sector Conduct Authority in South Africa. 
Additional information for investors with residence or seat in Switzerland 
The Fund(s) are domiciled in Luxembourg. This document is exclusively distributed in Switzerland to qualified investors as defined in the Swiss Collective Investment Schemes Act (CISA). This 
material is distributed by Robeco Switzerland Ltd, postal address: Josefstrasse 218, 8005 Zurich. ACOLIN Fund Services AG, postal address: Leutschenbachstrasse 50, 8050 Zürich, acts as the 
Swiss representative of the Fund(s). UBS Switzerland AG, Bahnhofstrasse 45, 8001 Zurich, postal address: Europastrasse 2, P.O. Box, CH-8152 Opfikon, acts as the Swiss paying agent. The 
prospectus, the Key Information Documents (PRIIP), the articles of association, the annual and semi-annual reports of the Fund(s), as well as the list of the purchases and sales which the 
Fund(s) has undertaken during the financial year, may be obtained, on simple request and free of charge, at the office of the Swiss representative ACOLIN Fund Services AG. The prospectuses 
are also available via the website.  
Additional information for investors with residence or seat in Taiwan  
The contents of this document have not been reviewed by any regulatory authority in Hong Kong. If you are in any doubt about any of the contents of this document, you should obtain 
independent professional advice. This document has been distributed by Robeco Hong Kong Limited (“Robeco”). Robeco is regulated by the Securities and Futures Commission in Hong Kong. 
Additional information for investors with residence or seat in Thailand 
The Prospectus has not been approved by the Securities and Exchange Commission which takes no responsibility for its contents. No offer to the public to purchase the Shares will be made in 
Thailand and the Prospectus is intended to be read by the addressee only and must not be passed to, issued to, or shown to the public generally. 
Additional information for investors with residence or seat in the United Arab Emirates 
Some Funds referred to in this marketing material have been registered with the UAE Securities and Commodities Authority (“the Authority”). Details of all Registered Funds can be found on the 
Authority’s website. The Authority assumes no liability for the accuracy of the information set out in this material/document, nor for the failure of any persons engaged in the investment Fund in 
performing their duties and responsibilities.  
Additional information for investors with residence or seat in the United Kingdom  
This is a marketing communication.  This information is provided by Robeco Institutional Asset Management UK Limited, 30 Fenchurch Street, Part Level 8, London EC3M 3BD registered in 
England no. 15362605. Robeco Institutional Asset Management UK Limited is authorised and regulated by the Financial Conduct Authority (FCA – Reference No: 1007814). It is provided for 
informational purposes only and does not constitute investment advice or an invitation to purchase any security or other investment.  This information is directed at Professional Clients only and 
is not intended for public use. 
Additional information for investors with residence or seat in Uruguay 
The sale of the Fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. The Fund must not be offered or sold to the public in Uruguay, except under circumstances 
which do not constitute a public offering or distribution under Uruguayan laws and regulations. The Fund is not and will not be registered with the Financial Services Superintendency of the 
Central Bank of Uruguay. The Fund corresponds to investment funds that are not investment funds regulated by Uruguayan law 16,774 dated 27 September 1996, as amended. 
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