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   Topic of the week: Discussing the bond term premium 

• The Treasury market sell-off appears traceable to a normalization of the 
term premium from negative levels engineered by years of quantitative 
easing; 

• The term premium is a catch-all concept reflecting risk premiums 
earned by bond investors; 

• The term premium is unobservable and must be estimated. The New 
York Fed’s ACM approach provides a useful framework to estimate the 
bon term premium; 

• The term premium is independent from Fed rate projections and is 
driven by flows, bond volatility and the bond-equity correlation; 

 

 

 
   Market review: ECB rates may have reached peak

   Chart of the week  
 

 
 

 

Since Hamas' attack on Israel on October 7, gold 

prices have risen significantly (+9%) to $2,000 

per ounce. This rise in the price of gold is even 

more spectacular by converting the price to yen. 

The price of gold reached an all-time high of 0.3 

million yen per ounce. This reflects downward 

pressure on the Japanese currency against the 

greenback, linked to the divergence in monetary 

policy stance between the BOJ and the Fed. 

 

 

. 

  

 

 

   Figure of the week

• High volatility on yield curves; 

• Italian BTP spread remains at 200bps despite the continuation of PEPP; 

• The dollar-yen above 150; 

• Earnings growth warnings are strongly sanctioned by investors. 

1 
Source : Bloomberg 

The Chinese government announced the issuance of 1 
trillion ($140 billion), special bonds for local 
governments to repay their debt. 
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  Topic of the week 

Discussing the bond 

term premium 
 

The sell-off in US Treasuries appears mostly 

traceable to an increase in the bond term 

premium, meaning that the rise in yields may 

be largely unrelated to changes in Fed rate 

expectations. The term premium is a catch-all 

concept for a variety of risk premiums earned 

by bond investors. The term premium is also 

unobservable and must be estimated. In this 

piece, we discuss the concept and the 

possible drivers of the bond term premium.   

A catch-all concept 

 

In standard financial theory, bond yields on Treasury 

bonds can be split into two components: expectations 

of the future path of short-term interest rates (the Fed’s 

policy rate) and a term premium. The term premium is 

the compensation required by risk-averse investors for 

bearing ‘duration’ risk. Long-term bonds are riskier 

because interest rates may change over the life of the 

bond. Therefore, long-maturity Treasuries should offer 

a premium over a naïve roll-over strategy invested in 

short-dated bills for instance. The term premium is a 

catch-all concept for excess yield required to 

compensate for financial risks linked to illiquidity, 

volatility, inflation or default. 

 

As the term premium is not directly observable1, it 

must be inferred from models that may include 

financial and macroeconomic variables. In the 

financial literature, there exist many term premium 

models. New York Fed economists Adrian, Crump, 

and Moench (ACM thereafter) developed a statistical 

model to describe the joint evolution of Treasury yields 

and term premia across time and maturities. Their 

approach assumes yields can be modelled as a five-

factor linear model. The details of the model are out of 

the scope of this piece, but we will use their estimates 

to discuss the macroeconomic and policy drivers of 

the term premium. 

 

 
 

1 It is worth mentioning that SOFR OIS swap markets now provide a 
market-based measure of expected short rates at a defined horizon. 
Then OIS spreads on Treasury coupon securities may arguably be a 

Term premium estimates  

 

The ACM model provide estimates for both an 

expected average short rate and a term premium at 

maturities from 1 to 10 years. It is easy to infer forward 

expected average rate and forward term premiums. 

The forward term premium should represent a steady-

state risk premium to be used in fair value models for 

Treasury bonds for instance. The ACM database uses 

data from the early sixties. The long-run average of the 

10-year term premium is estimated at 154.8 bp using 

daily data. The long-run median is close at 158.5 bp. 

The average expected short rate over a 10-year 

horizon is 4.40% on average since 1962. The latest 

available estimates (October 16) are respectively 27 

bp and 4.52%. Hence, despite its recent rise, the US 

term premium remains very low by historical 

standards. Interestingly, the term premium is nearly as 

volatile as the average of expected short rates looking 

out ten years.  

 

  
 

The term premium itself has a term structure. It may 

be surprising, but the chart below indicates that 

oftentimes the term premium is larger on 2-Yr 

maturities than on 10-Yr maturities. The gap is 

negative most of the time. It must mean that long-term 

bonds are perceived to be less volatile investments at 

least by some categories of investors. For instance, 

pension funds given the structure of their liabilities 

may find long-term bonds less risky for their 

investment purposes.  

 

An inverted term structure of the term premium is 

observed in periods of high inflation when there is a 

risk of policy overshoot to rein in inflation. A larger term 

clean estimate of the term premium on Treasury 
securities. The current 10-Yr swap spread (vs. SPOFR) is 
-32pb, the term premium would then be 32 bps.  
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premium on short-term maturities reflects uncertainty 

about the magnitude of policy firming that will 

ultimately be required to bring inflation down to target. 

The 2-10 term premium spread is currently -33 bp. 

Conversely, in the 2010s, the Fed’s forward guidance 

lowered the term premium on short-term bonds 

relative to 10-Yr term premium. 

 

 

The drivers of the term premium 

 

The term premium may vary in keeping with different 

factors that may relate to the balance of supply and 

demand for bonds at specific maturities, overall 

market volatility and bond-equity correlation.  

 

As concerns the balance of flows, increased net 

supply of Treasuries from August has had a 

discernible impact on the shape of the US yield curve 

and its term premium element. Increased net 

borrowing from the US government is part of the story. 

In August, the US Treasury announced increases in 

auction sizes across all maturities in a bid to lengthen 

the duration of its debt portfolio. Meanwhile, the Fed 

lets $ 60 billion Treasuries securities mature each 

month, which adds to the net cash requirement to 

balance the market. The total ‘duration’ sold to the 

market raised the term premium. 

 

Since the start of the monetary cycle, volatility has 

been high in US rate markets. This appears to have 

had an impact on the term premium for the simple 

reason that a more volatile asset should command a 

higher expected return. The volatility pickup was very 

pronounced in short-term maturities. The exit from 

zero interest rate policy did raise rate volatility even as 

the Fed used forward guidance (the ‘dot’ plot for 

instance) to keep expectations in check. The pre-QE 

rate markets were characterized by a hump-shaped 

term structure of rate volatility that relates to the 

downward sloping term structure of the term premium. 

In plain English, this means that there is more 

uncertainty on the Fed rate path over, say, the next 

two years than on the average level of rates over the 

longer run.  

 

Furthermore, the relationship between bonds and 

equities appears key. In a stable inflation environment, 

growth dictates the relative performance of bonds and 

equities. Stronger growth benefits equities whilst 

bonds outperform in economic downturns. There is a 

negative correlation regime between bond prices and 

stock prices. The term premium therefore shrinks as 

bonds are bid up and equities sell off. In a trending 

inflation environment, the risk of monetary overkill 

induces an extra term premium (inflation risk premium) 

that more than offsets the inflation hedge embedded 

in stock prices. In this case, higher term premiums 

raise the discount factor on expected earnings and 

reduce the fair value of stocks. In this case, a higher 

term premium is associated with positive bond-equity 

correlation.  

 

Conclusion 
The sell-off in bonds has been explained by a 

rise in the term premium. Bond yields can be 

split into two parts: expected short rates and 

a term premium, an elusive concept aimed at 

measuring all kinds of premiums earned by 

bondholders. The term premium is not 

observable but the concept can be linked to 

imbalances between bond supply and 

demand (excess supply should raise the term 

premium), rate volatility (linked positively to 

the term premium) and bond-equity 

correlations.  

Axel Botte 
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   Market review 

The peak is near for the 

ECB 
 

Like an air of recession… 
 

A strange pattern has taken place on the financial 

markets. Treasuries auctions on 5- and 10-year 

maturities did not have strong demand. The dollar 

remained firm and US long interest rates stabilized, 

despite good economic news on the US side. In equity 

markets, defensive stocks outperformed over the 

week. 

 

A week of zigzags on sovereign bond markets, 

reflecting high volatility on yield curves. US long rates 

have stabilized over the week, like the 10-year interest 

rate, which exceeded 5% in intraday trading, but 

seems to be stabilizing around 4.85%. In European 

sovereign bond markets, yields edged back over the 

week. The Bund ended the week at around 2.85%. 

The deteriorating economic situation in the Eurozone 

and the ECB’s dovish pause helped cap the rise in 

European sovereign bond yields.  

 

The ECB has recorded the deterioration of the euro 

area economy, which is expected to continue in the 

coming months, as well as the disinflation process. No 

announcements were made on the PEPP, QT or 

minimum reserves. By maintaining the flexibility of 

PEPP reinvestments until the end of 2024, the BTPs 

were given a break. Nevertheless, the spread BTP-

Bund remains around 200 bps, reflecting concerns 

about Italys’s fiscal sustainability. At the press 

conference, C.Lagarde said it was premature to 

discuss rate cuts at this stage… The rate peak is now 

close for the ECB. Expectations of rate cuts by market 

expectations were advanced to April 2024, compared 

to July 2024. 

 

On the foreign exchange market, the dollar remained 

firm. The euro-dollar parity remained stable around 

1.05, despite the divergence in the dynamics of activity 

between the two zones. The ECB’s well underway QT 

is a factor supporting the single currency.  

 

Conversely, the dollar-yen parity has settled above 

150, reflecting the questioning of the sustainability of 

its YCC policy. Inflation in Tokyo, a proxy for national 

inflation, accelerated to 3.3% in October, above the 

2% target. The dollar-yuan parity remains on the lower 

bound authorized by the PBoC around 7.3. Chinese 

authorities have announced the issuance of 1 trillion 

yuan ($140 billion) of special bonds to enable local 

governments to repay their debt. Senior Party officials, 

including Xi Jinping, visited the PBoC and the foreign 

exchange regulator (SAFE). 

 

In European equity markets, defensive stocks 

outperformed over the week while cyclical stocks were 

down. Note that earnings growth warnings are strongly 

sanctioned by investors. Investors also sell companies 

that are over-leveraged or can no longer generate 

cash flow. 

 

Oil prices fell slightly over the week reflecting the 

prospect of a de-escalation of tensions in the Middle 

East. Gold prices rose 0.5% on the week to $2000. 

Since the Hamas attack on Israel on October 7, the 

correlation between crude and gold prices, is positive. 

 

On the fundamentals, the US Q3 GDP (4.9% on an 

annualized quarterly basis) reflects the acceleration of 

US activity during the summer. Consumption 

contributed to more than half of growth, returning to 

levels prior to the start of the Fed’s monetary 

tightening. US GDP growth is expected to slow in Q4 

related to the real estate sector which is expected to 

suffer from rising mortgage rates above 8 %.But still… 

PCE accelerated to 0.7% in September. U.S. 

household spending accelerated more than wage 

growth (0.3%).  

 

In the euro area, flash S&P Global manufacturing 

surveys for the month of October indicate a 

contraction in services-related activity. This is the first 

time since the Russian invasion of Ukraine, that the 

activity of services is contracting. The glimmer of hope 

came from the IFO, which stabilized in October, but 

remains at low levels.  

 

On the monetary policy side, the Central Bank of 

Turkey raised its policy rate by 500 bps to 35%, to try 

to curb its inflationary spiral. 

 

 

 

Zouhoure Bousbih
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Main market indicators  

 

G4 Government Bonds 30-Oct-23 1wk (bp) 1m (bp) 2023 (bp)

EUR Bunds 2y 3.01% -12 -19 +25

EUR Bunds 10y 2.82% -7 -4 +23

EUR Bunds 2s10s -20bp +5 +15 -1

USD Treasuries 2y 5.05% -1 -1 +61

USD Treasuries 10y 4.88% +1 +29 +99

USD Treasuries 2s10s -16.6bp +3 +30 +38

GBP Gilt 10y 4.57% -5 +12 +88

JPY JGB  10y 0.89% +2 +4 -12

€ Sovereign Spreads (10y) 30-Oct-23 1wk (bp) 1m (bp) 2023 (bp)

France 61bp +1 +5 +7

Italy 193bp -3 -1 -21

Spain 108bp -2 -2 -1

 Inflation Break-evens (10y) 30-Oct-23 1wk (bp) 1m (bp) 2023 (bp)

EUR 10y Inflation Swap 2.47% -7 -2 -8

USD 10y Inflation Swap 2.67% +1 +7 +13

GBP 10y Inflation Swap 3.9% +0 -5 +0

EUR Credit Indices 30-Oct-23 1wk (bp) 1m (bp) 2023 (bp)

EUR Corporate Credit OAS 163bp -2 +10 -4

EUR Agencies OAS 78bp -2 +4 -1

EUR Securitized - Covered OAS 85bp -4 +2 +1

EUR Pan-European High Yield OAS 494bp +0 +49 -18

EUR/USD CDS Indices 5y 30-Oct-23 1wk (bp) 1m (bp) 2023 (bp)

iTraxx IG 88bp -1 +6 -3

iTraxx Crossover 461bp -3 +23 -13

CDX IG 81bp +3 +6 -1

CDX High Yield 528bp +16 +36 +44

Emerging Markets 30-Oct-23 1wk (bp) 1m (bp) 2023 (bp)

JPM EMBI Global Div. Spread 447bp -7 +23 -5

Currencies 30-Oct-23 1wk (%) 1m (%) 2023 (%)

EUR/USD $1.058 -0.750 0.915 -1.1

GBP/USD $1.213 -0.850 0.182 0.4

USD/JPY JPY 150 0.040 0.134 -12.4

Commodity Futures 30-Oct-23 -1wk ($) -1m ($) 2023 (%)

Crude Brent $89.2 -$0.7 -$3.1 9.2

Gold $1 996.6 $22.1 $165.0 9.5

Equity Market Indices 30-Oct-23 -1wk (%) -1m (%) 2023 (%)

S&P 500 4 117 -2.53 -3.98 7.2

EuroStoxx 50 4 038 -0.12 -3.30 6.4

CAC 40 6 833 -0.26 -4.23 5.5

Nikkei 225 30 697 -0.98 -3.64 17.6

Shanghai Composite 3 022 2.80 -2.86 -2.2

VIX - Implied Volatility Index 20.81 2.16 18.78 -4.0

Source: Bloomberg, Ostrum AM
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Additional notes 

This material has been provided for information purposes only to investment service providers or other Professional Clients, 
Qualified or Institutional Investors and, when required by local regulation, only at their written request.  This material must not 
be used with Retail Investors.  
To obtain a summary of investor rights  in the official language of your jurisdiction, please consult  the legal documentation 
section of the website (im.natixis.com/intl/intl-fund-documents) 
In the E.U.: Provided by Natixis Investment Managers International or one of its branch offices listed below. Natixis Investment 
Managers International is a portfolio management company authorized by the Autorité des Marchés Financiers (French 
Financial Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the 
Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. 
Italy: Natixis Investment Managers International Succursale Italiana, Registered office: Via San Clemente 1, 20122 Milan, Italy. 
Netherlands: Natixis Investment Managers International, Nederlands (Registration number 000050438298). Registered office: 
Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Spain: Natixis Investment Managers International S.A., Sucursal en España, 
Serrano n°90, 6th Floor, 28006  Madrid, Spain. Sweden: Natixis Investment Managers International, Nordics Filial (Registration 

number 516412-8372- Swedish Companies Registration Office). Registered office: Covendrum Stockholm City AB, 
Kungsgatan 9, 111 43 Stockholm, Box 2376, 103 18 Stockholm, Sweden. Or, 
Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a 
Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is 
incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 
2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Germany: Natixis Investment Managers S.A., 
Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Senckenberganlage 21, 60325 
Frankfurt am Main. Belgium: Natixis Investment Managers S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 
Bruxelles, Belgium.  
In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 
10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich.  
In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial 
Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, 
EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as described as follows: in the 
United Kingdom: this material is intended to be communicated to and/or directed at investment professionals and professional 
investors only; in Ireland: this material is intended to be communicated to and/or directed at professional investors only; in 
Guernsey: this material is intended to be communicated to and/or directed at only financial services providers which hold a 
license from the Guernsey Financial Services Commission; in Jersey: this material is intended to be communicated to and/or 
directed at professional investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at only 
financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under 
section 8 of the Insurance Act 2008.  
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which 
is regulated by the DFSA. Related financial products or services are only available to persons who have sufficient financial 
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experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Market 
Counterparties as defined by the DFSA. No other Person should act upon this material.  Registered office: Unit  L10-02, Level 
10 ,ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United Arab Emirates 
In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General of the Kanto Local 
Financial Bureau (kinsho) No.425. Content of Business: The Company conducts investment management business, investment 
advisory and agency business and Type II Financial Instruments Business as a Financial Instruments Business Operator.  
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities 
Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., 
No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, 
Tel. +886 2 8789 2788. 
In Singapore: Provided by Natixis Investment Managers Singapore Limited (NIM Singapore) having office at 5 Shenton Way, 
#22-05/06, UIC Building, Singapore 068808 (Company Registration No. 199801044D) to distributors and qualified investors for 
information purpose only. NIM Singapore is regulated by the Monetary Authority of Singapore under a Capital Markets Services 
Licence to conduct fund management activities and is an exempt financial adviser. Mirova Division (Business Name Registration 
No.: 53431077W) and Ostrum Division (Business Name Registration No.: 53463468X) are part of NIM Singapore and are not 
separate legal entities. This advertisement or publication has not been reviewed by the Monetary Authority of Singapore. 
In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional investors for information 
purpose only. 
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is 
intended for the general information of financial advisers and wholesale clients only .   
In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not 
constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and 
is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale 
investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand. 
In Colombia: Provided by Natixis Investment Managers International Oficina de Representación (Colombia) to professional 
clients for informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred 
to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and  is 
addressed to less than 100 specifically identified investors.  
In Latin America: Provided by Natixis Investment Managers International.  
In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and 
supervised by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any 
units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.  
In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary, 
or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered 
with the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments 
referred to herein that require authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs 
may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securi ties 
in Mexico, and therefore the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is 
an entity organized under the laws of France and is not authorized by or registered with the CNBV or any other Mexican author ity. 
Any reference contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment 
management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican authority. 
In Brazil: Provided to a specific identified investment professional for information purposes only by Natixis Investment Managers 
International. This communication cannot be distributed other than to the identified addressee. Further, this communication 
should not be construed as a public offer of any securities or any related financial instruments. Natixis Investment Managers 
International is a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets 
Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and 
Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. 
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a 
diverse line-up of specialised investment management and distribution entities worldwide. The investment management 
subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which they are 
licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the 
responsibility of each investment service provider to ensure that the offering or sale of fund shares or third party investment 
services to its clients complies with the relevant national law. 
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute 
investment advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated financial activity. 
Investors should consider the investment objectives, risks and expenses of any investment carefully before investing. The 
analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio 
manager(s) as of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. 
There can be no assurance that developments will transpire as may be forecasted in this material. The analyses and opinions 
expressed by external third parties are independent and does not necessarily reflect those of Natixis Investment Managers. 
Past performance information presented is not indicative of future performance.  
Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third 
party sources, it does not guarantee the accuracy, adequacy, or completeness of such information. This material may not be 
distributed, published, or reproduced, in whole or in part. 
All amounts shown are expressed in USD unless otherwise indicated. 
Natixis Investment Managers may decide to terminate its marketing arrangements for this product in accordance with the 
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