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Despite the increase in recent months, more
than half (54%) of all euro area sovereign bonds
still yield below zero. In terms of outstanding
amount it is even almost two-thirds (62%).
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International bond yield curves to steepen

Fed Fund Rate and implicit US yields

250 calculated from discounted key rate expectations, in % W
Y Short-dated yields have hardly risen year-to-date - amid already aggressively priced key rate
hikes this is unlikely to change. In the US, the lift-off (by 25 bps) is priced for Q1 2023 and in the
2.00 A EA a deposit rate hike (by 10 bps) is discounted by Q3 2023. We consider this to be about a
year too early. While short-dated yields will inch up on the recovery and slowly approaching key
rate hikes, the already priced steps will cap any significant upward movement.
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Despite the rise in recent months there is more leeway at the long end of the curve. The
inflation risk premium is not at excessive levels (neither in the US nor in the EA) and genuine
1.00 - inflation expectations have risen only moderately. Additionally, thanks to central banks'
communication efforts real yields are still at unsustainably low levels. This applies even more as
050 supply will remain on a very high level going forward and central banks will slowly withdraw
2 from bond markets. All in, 10-year US and EA yields are seen to rise more on a one-year
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