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Uptick in yields: Keep calm  
Following the rise in government bond yields in recent weeks, 
talk of the turn of the interest rate cycle is doing the rounds. 
Since the end of April the yield on 10-year government bonds 
has risen by around 50 basis points in the US and by around 30 
basis points in both Japan and Germany. 

Despite the correlation of yields on the major markets it would be wrong  to 
conclude that the factors driving the increase are the same. In Japan the central 
bank, with its plans to purchase government bonds and double the monetary 
base, is aiming to raise inflation expectations or, put more precisely, eliminate 
deflation expectations. Central bank success on this front affects the inflation 
component in long-term yields. This is likely to have been a key factor on the 
Japanese bond market. By contrast, in the US and Europe there is little to suggest 
that rising inflation expectations were the trigger for rising yields. In both the US 

and Europe inflation expectations derived from inflation-indexed bonds are 
currently lower than at the start of the year and fell particularly sharply in the 
course of April and May. The main factor behind the yield rise in the US was a 
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string of positive economic numbers and statements by Fed president Ben 
Bernanke that might indicate a tapering of the government bond purchasing 
program. Given the international context, yields on the German market also 
rose. Unlike in the US, where the yield on 10yr Treasuries now stands at a 12-
month high, yields on German bonds have been higher than at present several 
times over the past twelve months. So, what we have seen so far in Germany is at 
most a marginal correction from an extremely low level. 

 

The pivotal question for the future trend in yields is whether an end of the Fed’s 
quantitative easing might prompt a global surge in yields – possibly even on a 
par with the 1994 bond market crash. In our view this is unlikely as in 1994 
inflation expectations had arisen. Although these did not subsequently 
materialize, they did serve to badly spook the bond markets. Rate hikes by the 
Fed to ward off the possible threat of inflation aggravated investor concerns. At 
present inflation is subdued and central banks are highlighting risks on the 
economic front rather than on the price front.  

In our view the recent rise in yields is attributable to the protracted 
overvaluation of safe-haven government bonds over many quarters. Our 
econometric model using traditional fundamental factors such as inflation, 
economic growth and key rates would, without the unconventional central bank 
monetary policy, suggest a yield level of 3% for the US and marginally lower for 
Germany.  The deviation of the model readings from actual yields, which for 
Germany amounted at times to almost 200 basis points, has been shaved to 
around 150 basis points by the recent rise (USA: 100 basis points). A portion of 
the safety premium on US and German government bonds and some of the 
impact of unconventional monetary policy has thus been eliminated. We expect 
this normalization process to continue and yields to rise in 2014 to 2 to 2.5% in 
Germany and to 2.5 to 3% in the US. This assumes that central banks in the US 
and Europe enact a circumspect withdrawal from crisis mode and do not 
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announce a sudden drastic U-turn. It also seems plausible that US policymakers 
will make the first move towards normalization. This should lead to a 
strengthening of the dollar which has lost ground against the euro in recent 
days. This scenario of a moderate rise in yields poses no risks to the economy 
nor will it fundamentally call into question stock market valuations. 
Nonetheless, even a “gentle” exit scenario is likely to heighten market volatility 
as investment decisions based on the assumption of ultra-low rates will need to 
be reviewed and possibly revised.   

An abrupt and radical exit from unconventional monetary policy would trigger 
severe market reactions that could jeopardize the economy. However, monetary 
policymakers will be aware of the risks inherent in an all too swift rise in yields 
and avoid such an approach. A steep and sudden jump to, say, 4% for German 
government bonds and US Treasuries would trigger marked losses on the stock 
markets and for corporate bonds and accelerate capital outflows from emerging 
markets. With the economic situation still wobbly in many countries, the central 
banks will do their utmost to avoid such a situation. By contrast, a gradual and 
moderate rise in yields, as we are expecting, would not spell doom for economic 
growth but rather contribute to equilibrium. 



E C O N O M I C  R E S E A R C H  &  C O R P O R A T E  D E V E L O P M E N T   

The 
NewsLine 

page 4 of 4 

June 7, 2013 

 

 

  

 

These assessments are, as always, subject to the disclaimer provided below.  

ABOUT ALLIANZ  
Together with its customers and sales partners, Allianz is one of the strongest financial communities. Around 78 
million private and corporate customers rely on Allianz's knowledge, global reach, capital strength and solidity to help 
them make the most of financial opportunities and to avoid and safeguard themselves against risks.  
In 2012, around 144,000 employees in over 70 countries achieved total revenue of 106.4 billion euros and an operating 
profit of 9.3 billion euros (restated on January 1, 2013 due to a change in accounting standard and presentation). 
Benefits for our customers reached 89.2 billion euros. 
This business success with insurance, asset management and assistance services is based increasingly on customer 
demand for crisis-proof financial solutions for an aging society and the challenges of climate change. Transparency 
and integrity are key components of sustainable corporate governance at Allianz SE. 

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS 
The statements contained herein may include prospects, statements of future expectations and other forward-looking 
statements that are based on management's current views and assumptions and involve known and unknown risks and 
uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such 
forward-looking statements.  
Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive 
situation, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets 
(particularly market volatility, liquidity and credit events) (iii) frequency and severity of insured loss events, including 
from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends, (v) 
persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii) 
currency exchange rates including the Euro/U.S. Dollar exchange rate, (ix) changes in laws and regulations, including 
tax regulations, (x) the impact of acquisitions, including related integration issues, and reorganization measures, and 
(xi) general competitive factors, in each case on a local, regional, national and/or global basis. Many of these factors 
may be more likely to occur, or more pronounced, as a result of terrorist activities and their consequences.  

NO DUTY TO UPDATE 
The company assumes no obligation to update any information or forward-looking statement contained herein, save 
for any information required to be disclosed by law. 
  


