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While the new US administration reforms are underway, US real rates remain 

depressed, pricing-in little growth acceleration 

 Inflation expectations have paced-up, accounting for most of the recent tightening 
 

 10-year yields are still 110bps below the Golden rule command i.e. nominal growth 

Potential on both inflation and growth; plus a Fed to remain behind the curve 

 Wage pressures and protectionist reforms could support breakevens towards 2.5% 
 

 Growth inducing reforms in the making are spearheaded by sentiment and capex 
 

 With the 3 Fed 25bps hikes we expect in 2017, the US policy rate will remain 

200bps below what a Taylor rule suggests 

US yield risk tilted to the upside 

 50% probability of 3% yield scenario under conservative consensus forecasts  

 40% probability of 4% yield in case of activity accelerating smoothly  

 10% probability of 1.5% yield outcome in case of global crisis 

Despite US Treasuries safe-haven feature, with an 80bps tightening potential, 

and the debt ceiling brinksmanship looming large, we recommend holding an 

underweight position on 10-year bonds 

 

 

 

 

 

 

 

 
 

 
 

   
Secular stagnation still priced-in US rates... so far 
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TIME TO CALL THE END OF THE SECULAR STAGNATION ERA? 

Trumponomics could leave secular stagnation in the dust 

The new US administration reform agenda aims at jump-starting an economy that records full 

employment but low productivity growth. Monetary orthodoxy in the 80s closed the page of the 

70s stagflation; the financial crisis turned the page of the great moderation in 2007; are we on the 

eve of seeing secular stagnation become a theme of the past? 

Weak growth currently priced in 

The Golden rule tells us that US Treasury long term yields should reflect nominal growth. Today’s 

10-year yield at 2.4% should hence be compared with a Q4 2016 GDP growth of 3.5% year-over-

year (1.9% in real terms, plus 1.6% price index inflation).  

The 110bps gap is a reflection of long term expectations that accommodative policies that 

pressure yields lower may remain in place. Those expectations bear on the assumption that frail 

growth dynamics shall in particular justify dovish monetary conditions to extend.  

Netting inflation breakevens from nominal yields delivers the same message: real yields hardly 

reach 43bps, their average level since 2009 and the Fed’s QE inception. On the other hand, 

market 10-year inflation expectations have recently inflected on the back of recovered oil prices. 

 

BY YEAR-END, US 10Y YIELD TO EXCEED 3% 

Inflation expectations should still progress  

Two key new ingredients have been added since our last inflation publication
1
 that focused on 

the buoyant US rental price inflation (at +3.5% yoy) and the looming oil base effect.  

First, with full employment reached, wage pressures are accelerating, as visible in median wages 

gaining 3.5% this past year. This measure properly corrects distortions induced by the recent 

massive job creations at the entry of the skill & income spectrum. Second, President Trump’s 

fiscally active and protectionist platform should boost price pressures. Details on implemented 

measures are awaited, yet, determination and intention are unambiguous. 

Eventually, although the USD appreciation should temper the latter factors, we expect the 10Y 

breakeven rate to progressively move toward the upper end of his historical range at 2.5%. 

Growth expectations ought to continue being revised higher 

Analysts have started to review their US growth forecasts after the November elections amidst 

the oil and gas sector rebalancing. Although at first consumers’ and companies’ confidence 

accelerated without tangible new policy ground, macro leading indicators (eg PMIs, orders) have 

                                                                                                                 
1 “Inflation, oil base effects to lift US prints, breakevens look cheap”. Lyxor Investment Strategy (May 2016) 

 US yields activity accommodative… for now  US wages brewing 
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since started to indicate that activity is already picking up, ahead of reforms’ implementation. We 

expect the current 2.3% Bloomberg consensus growth expectation to progress towards 2.5%. 

Fed should reduce accommodation, while keeping the UST slope steep 

The Fed has achieved its inflation and employment mandates while a massive fiscal push is now 

looming. Clarity on the fiscal package together with the coming nomination of new more hawkish 

FOMC members should prompt the Fed to follow the Dots path. We expect 3 rate hikes in 2017. 

As the Taylor rule today recommends a 3.4% O/N rate, this year’s tightening will anyhow leave 

monetary policy accommodative, so that the US yield curve should not flatten aggressively.  

US YIELD RISKS TILTED TO THE UPSIDE! 

[50% probability] of 3% scenario 

Bloomberg consensus survey has 2017 real growth at +2.3% and PCE inflation at +1.9%. Under 

these conservative assumptions, today’s 1.1% gap between nominal growth and nominal yields 

would justify that 10Y yields close the year at 3.1%. Reasoning through the yield curve and 

combining funding rates at 1.5% (after 3 hikes) with the current slope of 1.7%, we find that US 

Treasury yields should hit 3.2%. We put a 50% probability to yields hovering around 3%. 

[40% probability] of 4% scenario 

We factor-in our growth and inflation forecasts of +2.5% and +2% respectively and assume that 

the gap between 10Y yields and nominal GDP narrows towards its historical average. In this case, 

the Golden rule points to yields at 4%. Similarly, with funding rates at 1.5%, and economic activity 

accelerating robustly, monetary policy would end up much behind the curve. A steepening 

towards 2.5% would seem perfectly within reason, hence supporting a 4% yield outcome. 

[10% probability] of 1.5% scenario 

We attach a 10% probability to a worst case scenario that would include faltering macro 

dynamics (sudden activity stop), Fed policy mistake (over-tightening) and global risk-off scares 

(possibly stemming from Europe or China). We believe that UST yields could then plunge back to 

their historical lows near 1.5%. 

 

DEBT CEILING RISKS ADD TO OUR CAUTIOUS STANCE ON UST 

Our probability weighted scenarios bring us to defend a December-end 3.25% yield forecast, to 

which the looming debt ceiling brinksmanship could add large upside risks. US Treasuries remain 

more than ever the only carry-providing safe haven, which tempers our negative view. We 

recommend a slight underweight position on US government bonds.  

Taylor rule recommends 10 rate hikes!   We see 3 rate hikes in 2017  Upside potential on O/N rate and Slope 
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DISCLAIMER 

The circumstances in which this publication has been produced are such that it is not appropriate to characterize it as independent 

investment research as referred to in MiFID and that it should be treated as a marketing communication even if it contains a research 

recommendation. This publication is also not subject to any prohibition on dealing ahead of the dissemination of investment research. 

However, Lyxor is required to have policies to manage the conflicts which may arise in the production of its research, including preventing 

dealing ahead of investment research. 

This material has been prepared solely for informational purposes only and does not constitute an offer, or a solicitation of  an offer, to buy or 

sell any security or financial instrument, or to participate in any investment strategy. This material does not purport to summarize or contain 

all of the provisions that would be set forth in any offering memorandum. Any purchase or sale of any securities may be made only pursuant 

to a final offering memorandum. No advisory relationship is created by the receipt of this material. This material should not be construed as 

legal, business or tax advice. A more robust discussion of the risks and tax considerations involving in investing in a fund is available from 

the more complete disclosures incorporated into the offering documentation for such fund. 

This material has not been prepared in regard to specific investment objectives, financial situations, or the particular needs of any specific 

entity or person.  Investors should make their own appraisal of the risks and should seek their own financial advice regarding the 

appropriateness of investing in any securities or financial instrument or participating in any investment strategy. Before you decide to invest 

in any account or fund, you should carefully read the relevant client agreements and offering documentation. No representation is made that 

your investment objectives will be achieved. This material is not intended for use by retail customers. 

Any descriptions involving investment process, risk management, portfolio characteristics or statistical analysis are provided for illustrative 

purposes only, will not apply in all situations, and may be changed without notice. Past performance is not indicative of future results, and it is 

impossible to predict whether the value of any fund or index will rise or fall over time. 

While the information in this material has been obtained from sources deemed reliable, neither Société Générale (“SG”), Lyxor  Asset 

Management S.A.S. (“Lyxor AM”) nor their affiliates guarantee its accuracy, timeliness or completeness. We are under no obligat ion to 

update or otherwise revise such information if and when it changes. Any opinions expressed herein are statements of our judgment on this 

date and are subject to change without notice. SG, Lyxor AM and their affiliates assume no fiduciary responsibility or liabil ity for any 

consequences, financial or otherwise, arising from an investment in any security or financial instrument described herein or in any other 

security, or from the implementation of any investment strategy. Lyxor AM and its affiliates may from time to time deal in, profit from the 

trading of, hold, have positions in, or act as market-makers, advisers, brokers or otherwise in relation to the securities and financial 

instruments described herein. Service marks appearing herein are the exclusive property of SG and its affiliates, as the case may be. 

Hedge funds may invest in futures and other derivative instruments. Futures trading and other derivatives may permit extremely high degrees 

of leverage and expose the funds to, among other things, volatility, market illiquidity, market risks, legal risks and operat ional risks. Hedge 

funds may be exposed to risks relating to non-domestic markets, including, without limitation, risks relating to currency exchange, tax, lack of 

liquidity, market manipulation, political instability and transaction costs. An investment in a hedge fund is subject to a total loss. 

This presentation contains the views of Lyxor AM analysts and/or strategies. The views espoused in this presentation may differ from 

opinions and recommendations produced by other departments of SG. 

Note about Indices: Indices are not available for direct investment. A comparison to an index is not meant to imply that an investment in a 

fund is comparable to an investment in the funds or securities represented by such index. A fund is actively managed while an index is a 

passive index of securities. Indices are not investable themselves, and thus do not include the deduction of fees and other expenses 

associated with an investment in a fund. Not all the funds that comprise indices cited herein are suitable for U.S. Investors as a result of, 

among other things, the implementation of the Volcker Rule. Please see the offering documentation for these funds for more details. 

Notice to U.S Investors: Any potential investment in any securities or financial instruments, the categories of which are described herein, may 

not be suitable for all investors. Any prospective investment will require you to represent that you are an “accredited investor,” as defined in 

Regulation D under the Securities Act of 1933, as amended, and a “qualified purchaser,” as defined in Section 2(a)(51) of the  Investment 

Company Act of 1940, as amended (the “40 Act”). The securities and financial instruments described herein may not be available in all 

jurisdictions. 

Investments in or linked to hedge funds are highly speculative and may be adversely affected by the unregulated nature of hedge funds and 

the use of trading strategies and techniques that are typically prohibited for funds registered under the ’40 Act. Also, hedge funds are 

typically less transparent in terms of information and pricing and have much higher fees than registered funds. Investors in hedge funds may 

not be afforded the same protections as investors in funds registered under the ’40 Act including limitations on fees, contro ls over investment 

policies and reporting requirements. 

Notice to Canadian Investors: Any potential investment in any securities or financial instruments, the categories of which are described 

herein, may not be suitable for all investors. Any prospective investment will require you to represent that you are a “permi tted client,” as 

defined in Canadian Regulation National Instrument 31-103, and an “accredited investor,” as defined in National Instrument 45-106. The 

securities and financial instruments described herein may not be available in all jurisdictions of Canada. 

For more information, U.S. and Canadian investors and recipients should contact Lyxor Asset Management Inc., 1251 Sixth Avenue, New 

York, NY 10020 or invest@lyxor.com. 

Notice to U.K. Investors: This communication is issued in the UK by Lyxor Asset Management UK LLP, which is authorised and regulated by 

the Financial Conduct Authority in the UK under Registration Number 435658. 

Source: This document has been prepared by Lyxor Asset Management S.A.S., 17 cours Valmy, 92800 Puteaux. Lyxor AM is a French 

management company authorized by the Autorité des marchés financiers and placed under the regulations of the UCITS (2014/91/UE) and 

AIFM (2011/61/EU) Directives. Lyxor AM is also registered with the U.S. Commodity Futures Trading Commission as a registered commodity 

pool operator and a commodity trading advisor. 


