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Rates Strategy Focus 
USTs – A very soft 
landing
We remain tactically NEUTRAL. For the following reasons: 

1. We expect that strong macro data will continue to put upward pres-
sure on UST yields in the short-term, regardless of the Fed’s new
mantra that solid growth is not an obstacle to get inflation to 2%.

2. Negative term premium is not consistent with the current macroeco-
nomic context, even accounting for better-than-expected news on
the refunding side and a likely slow-down of QT.

3. Disinflation is in the prices. Both survey- and market-based meas-
ures of inflation expectations are in line with historical averages +
inflation risk premium is well into negative territory.

Against this backdrop, we maintain our tactical neutral position. 
We recommend an opportunistic approach: buy at 4.40%, sell at 
3.80% (10Y).

Strategically, we remain OVERWEIGHT. Although we no longer 
expect the US economy to enter a recession this year, we are sticking to 
our constructive view. For the following reasons:

1.  Over the last month, markets have moved towards our Fed call. 
At the time of writing futures price 90bp of rate cuts this year 
from 135bp last month (ANIMA: 100bp). As the first rate cut draws 
close, the room for an upward revision of monetary policy 
expectations has narrowed.

2.  Policy mistake risks have declined lately. Recent public 
appearances suggest FOMC members prefer a cautious approach 
to avoid the risk of inflation backfiring.

3.  Compared to our above-consensus baseline, growth risks are now 
tilted to the downside.
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Against this backdrop, we continue to expect lower yields at the end 
of the year. However, the scope for a decline looks limited. For several 
reasons: 

1. At the end of easing cycles, 10Y yields tend to exceed the Fed termi-
nal rate, on average by 200bp in recessionary cycles and by 85bp in 
disinflationary cycles. At the time of writing, the terminal rate priced 
in for this (disinflationary) rate cut cycle is 3-3.50%. If history repeats 
itself, this is consistent with 10Y UST landing in the 3.8-4.3% range.

2. The long-term equilibrium of USTs yields is not dramatically below 
current levels. Assuming potential growth of 1.7% (as estimated by 
the Congressional Budget Office) and the Fed’s inflation target, 10Y 
UST yields should trade at around 3.7% in steady-state.

3. We see limited room for a further fall in markets’ pricing of the termi-
nal rate in coming months. In turn, this would limit the scope for a fall 
in 10Y yields from current levels.
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Source: Bloomberg, Anima Research

B. The term premium remains in negative territory

Although refunding risks declined lately, we remain of the view that negative 
term premium is inconsistent with the macroeconomic context. According 
to our model, the term premium should be well in positive territory (Figure 
2). Moreover, while demand for Treasuries has been solid so far and QT will 
likely slowdown in H2, traditional investors, especially domestic investors, 
look historically overexposed (Figure 3), and the supply of free-float is ex-
pected to rise.

We remain tactically NEUTRAL on USTs

We remain tactically NEUTRAL for the following reasons:

A. Strong macro data will continue to put upward pressure on UST yields in 
the short-term.

Although the Fed’s reaction function looks skewed towards inflation, we ex-
pect the market to keep pricing in the risk that solid economic activity may 
slow-down disinflation.

FIGURE 1.

Upward revisions to growth leading UST yields to the upside
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Source: IMF, Anima Research

C. Disinflation is in the prices. 

Both survey- and markets-based measures of inflation expectations are in 
line with historical averages (Figures 4 and 5). 

Considering that 1) the historical average includes the long period of be-
low-target inflation, and 2) post-pandemic uncertainty surrounding the 
steady-state equilibrium of inflation, breakeven rates have little room to fall 
further in our view.

FIGURE 2

Our model point to higher term premium
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FIGURE 3.

Traditional investors look overexposed
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FIGURE 4.

Survey-based inflation expectations

Source: Bloomberg, Anima Research

Against this backdrop, we maintain our tactical neutral position. We recom-
mend an opportunistic approach: buy at 4.40%, sell at 3.80% (10Y).

1. We remain strategically OVERWEIGHT 

Last month, we put our strategic outlook under revision owing to mounting upside 
risks to our growth baseline. Although we no longer expect the US economy to en-
ter recession this year, we maintain our constructive strategic positioning on USTs 
and continue to expect 10Y yields to end the year below current levels. For the 
following reasons: 

A. Fed pricing look fair.

Since mid-January, the US economy has returned to surprise to the upside. 
This, coupled with an upside surprise in the January inflation data, has led to 
a re-pricing of monetary policy expectations, with markets now expecting in 
total 90bp of rate cuts in 2024, around 50bp less than a month ago, but bro-
adly in line with our baseline (100bp; Figure 6). As the first rate cut draws 
close, room for upward revisions of monetary policy expectations have nar-
rowed.

FIGURE 5.

Market-based inflation expectations
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FIGURE 6.

Positive economic surprises led to re-pricing of the Fed

Source: Bloomberg, Anima Research

B. Risks of a policy mistake have declined lately.

Recent public appearances suggest FOMC members prefer a cautious ap-
proach to avoid risks that inflation backfires. This reduces risks that infla-
tion may re-accelerate should financial conditions ease too much owing to
an overly aggressive precautionary rate cut cycle. According to the Fed1, 
current level of financial conditions still represents a headwind to growth,
but their negative impulse on growth is fading (Figure 7).

FIGURE 7.

Current financial conditions “work” according to the Fed, but warrants caution 

in cutting rates

1 https://www.federalreserve.gov/econres/notes/feds-notes/a-new-index-to-measure-us-finan-

cial-conditions-20230630.html
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C. Growth-wise, risks are to the downside

Compared to our revised growth profile, risks are to the downside. We fo-
recast growth to average 2.6% this year, compared to 1.6% expected by the 
consensus. Against this backdrop, odds that growth could further surprise 
to the upside have declined. Meanwhile, the longer the cycle progresses, the 
higher the probability of downside surprises.

Against this backdrop, we continue to expect lower yields at the end of the year. 
However, room for a decline looks limited (For more please see next section).

2. A very soft landing for long-end UST rates

While we remain strategically constructive, we do not expect 10Y yields to end 
2024 much lower current levels.

For the following reasons:

A. In most of the past Fed’s cutting cycles, 10Y yields ended the cycle well 
above the terminal rate. 

Whether it was a recessionary cycle or a disinflationary cycle, 10Y yield lan-
ded well above the Fed fund terminal rate. Table 1 and Table 2 show that in 
past recessionary cycles the 10Y traded 200bp above the Fed fund terminal 
rate on average at the end of the cycle, while in disinflationary cycles it tra-
ded on average 85bp above the terminal rate.

Taking into account that, according to our Taylor rule, in a disinflationary 
cycle the Fed fund terminal rate would be around 3-3.50%, while in a reces-
sionary cycle it would be in the 1-2% range, 10Y yields would end a disinfla-
tionary cutting cycle in the 3.8-4.3% range and a recessionary cutting cycle 
in the 3-4% range.

At the time of writing, 10Y yields hover around 4.25%. Therefore, we should 
not expect a huge drop ahead in yields by the end of the year then, especially 
considering that our baseline is a disinflationary rate cycle.
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TABLE 1: 

Recessionary cuts cycles

Source: Bloomberg, Anima Research

TABLE 2:

Disinflationary cuts cycles

Date
Fed fund terminal 

rate (%)
10Y @end cycle (%)

10Y/terminal 
rate spread (bp)

1984 8,25 11,51 326

1985-1986 5,88 7,14 126

1995-1996 5,25 5,58 33

1998 4,75 4,71 -4

2019-2020 1,75 1,15 -60

Average 84

Date
Fed fund terminal 

rate (%)
10Y @end cycle (%)

10Y/terminal 
rate spread (bp)

1980 9,50 10,09 59

1981 12,00 13,98 198

1982 8,50 10,47 197

1989-1992 3,00 6,35 335

2001-2003 1,00 3,52 252

2007-2008 0,25 2,21 196

Average 206

Source: Bloomberg, Anima Research

B. The long-term equilibrium of USTs yields is not too far from current lev-
els.

In the long-run, long-maturities UST yields should reflect the level of poten-
tial growth of the economy plus the inflation target. Figure 8 shows that be-
fore the global financial crisis, 10Y USTs were trading close to this long-term 
equilibrium. 

QE, higher demand for safe-haven assets and risk aversion have depressed
USTs yields well below their long-term equilibrium between 2008 and 2021, 
but since 2021 10Y UST have re-aligned with their long-term equilibrium,
which is currently in the 3.7% area.
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Source: Bloomberg, CBO, Haver, Anima Research

C. We see limited room for a further fall in markets’ pricing of the terminal 
rate in coming months. 

Figure 9 shows that 1) in the past, markets’ expectations on the Fed fund’s 
terminal rate were very reactive and started falling only once the Fed star-
ted cutting rates, 2) in cutting cycles, the terminal rate priced in by markets 
has always been higher than the realized Fed fund terminal rate, 3) 10Y 
yields have generally been highly correlated to the Fed’s fund terminal rate 
priced in by markets.

Differently from the past, in the current cycle, investors have been pricing a 
terminal rate much lower than the current Fed funds rate well ahead of the 
start of the rate cut cycle. This combined with our expectations for a disin-
flationary rate cut cycle points to limited room for a further fall in markets’ 
pricing of the terminal rate in coming months. In turn, this would limit the 
room for a fall in 10Y yields from current levels.

We think that absent an external shock that triggers a sharp rise in risk-a-
version and/or a resumption of QE, 10Y UST yields will not undershoot their 
long-term equilibrium level in a sustainable way in the medium-term.

FIGURE 8.

10Y UST yields have re-aligned to their long-term equilibrium
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FIGURE 9.

Markets are already pricing a low Fed fund terminal rate compared to the 

past

Source: Bloomberg, Anima Research

0

1

2

3

4

5

6

7

8

9

10

Jan-90 Jan-95 Jan-00 Jan-05 Jan-10 Jan-15 Jan-20

10Y UST Fed Fund Euro-$ future 8th contract

%

Important information.
The information contained in this document does not constitute invest-
ment research pursuant to article 36  of Commission Delegated Regula-
tion (Eu) 2017/565 of 25 April 2016
 
This is a marketing communication.
The information may only be used for your internal use, may not be re-
produced or redisseminated in any form. None of the information is in-
tended to constitute investment advice or a recommendation to make 
(or refrain from making) any kind of investment decision and may not be 
relied on as such.
The analysis should not be taken as an indication or guarantee of any 
future performance analysis, forecast or prediction. The   information is 
provided on an “as is” basis and the user of this information assumes the 
entire risk of any use made of this information. In the European Union, 
this document is only for the attention of “Professional” investors as 
defined in Directive 2014/65/EU dated 15 May 2014 on markets in 
financial  instruments (“MIFID”), to investment services providers and 
any other professional of the financial industry, and as the case may be 
in each local regulations. In no event may this material be distributed in 
the European Union to non “Professional” investors as defined in the 
MIFID or in each local regulation. This document is solely for informa-
tional purposes.
It does not constitute an offer to sell, a solicitation of an offer to buy, or a 
recommendation of any security or any other product or service. 

Furthermore, nothing in this document is intended to provide tax, legal, 
or investment advice and nothing in this document should be construed 
as a recommendation to buy, sell, or hold any investment or security or 
to engage in any investment strategy or transaction. There is no gua-
rantee that any targeted performance or forecast will be achieved. Un-
less otherwise stated, all information contained in this document is as 
of 13 May 2022. Anima accepts no liability whatsoever, whether direct 
or indirect, that may arise from the use of information contained in this 
material. Anima can in no way be held responsible for any decision or 
investment made on the basis of information contained in this material. 
The information contained in this document is disclosed to you on a con-
fidential basis and shall not be copied, reproduced, modified, translated 
or distributed without the prior written approval of Anima, to any third 
person or entity in any country or jurisdiction which would subject Ani-
ma or any of “the Funds”, to any registration requirements within these 
jurisdictions or where it might be considered as unlawful.
Accordingly, this material is for distribution solely in jurisdictions where 
permitted and to persons who may receive it without breaching appli-
cable legal or regulatory  requirements. The information contained in 
this document is deemed accurate as at the date of publication set out 
on the first page of this document. Data, opinions and estimates may be 
changed without notice.


