
The Global Fixed Income Business of Prudential Financial, Inc.

Prudential Financial, Inc. of the United States is not affiliated with Prudential plc, headquartered in 

the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated 

in the United Kingdom. 

CONFIDENTIAL NOT FOR FURTHER DISTRIBUTION. For Professional Investors Only. All 

investments involve risk, including possible loss of capital.

Please see Notice Page for important disclosures regarding the information contained herein.

Bond Market Outlook

Katharine Neiss, PhD, Deputy Head of Global Economics 

and Chief European Economist

June 1, 2023 

The Global Fixed Income Business of Prudential Financial, Inc.

Prudential Financial, Inc. of the United States is not affiliated in any manner with Prudential plc, incorporated in the United 

Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom.

For Institutional Investors Only – Not for Use with Retail Investors.

All investments involve risk, including possible loss of capital.

Please see Notice Page for important disclosures regarding the information contained herein.

The comments, opinions, and estimates contained herein are based on and/or derived from publicly available information from

sources that PGIM Fixed Income believes to be reliable. We do not guarantee the accuracy of such sources or information. This

outlook, which is for informational purposes only, sets forth our views as of this date. The underlying assumptions and our views

are subject to change. Past performance is not a guarantee or a reliable indicator of future results.



2

Calm Before the Storm or Persistent Resilience...

Key Messages

• Near-term policy uncertainty remains high given the conflicting signals from lags in the 

transmission mechanism and uncomfortably high core inflation...

• ...and we could see a repricing as views regarding the long-term neutral rate shift

• European bond markets are currently benefitting from technicals...

• ..but fragilities, especially around liquidity, remain

• Fundamentals in Europe have proven to be more resilient than expected, but contagion and 

spillover risks from the US remain

• The prospect that the issuer of the world's dominant reserve currency chooses to default may  

be long lasting

Source: PGIM Fixed Income. Provided for discussion purposes only. The comments, opinions, and estimates contained herein are based on and/or derived from publicly available information from
sources that PGIM Fixed Income believes to be reliable. We do not guarantee the accuracy of such sources or information. This outlook, which is for informational purposes only, sets forth our views as of
this date. The underlying assumptions and our views are subject to change. Does not constitute a recommendation regarding the merits of any investments. Does not constitute investment advice and
should not be used as the basis for any investment decision. Does not constitute a representation that PGIM Fixed Income has purchased or would purchase any of the investments referenced or that any
such investments would be profitable. Past performance is not a guarantee or a reliable indicator of future results.



3

-1.00

-0.50

0.00

0.50

1.00

1.50

2.00

2.50

3.00

3.50

4.00

4.50

Dec-20 Dec-21 Dec-22 Dec-23 Dec-24 Dec-25

Historical

08-Mar

22-May

-1.0

-0.5

0.0

0.5

1.0

1.5

2.0

Jan-21 Apr-21 Jul-21 Oct-21 Jan-22 Apr-22 Jul-22 Oct-22 Jan-23 Apr-23

US UK EA

Policy Uncertainty Remains High, Pointing To Continued 
Volatility

Monetary Policy Backdrop

The Impact of Accelerated QT Remains Unknown ...and Estimates of the Long-term Rate are Rising

Core inflation in Europe Has Accelerated...
Core Inflation MoM % ECB Deposit Rate (%)

...but Transmission Lags and FS Risks Point to a Shallower Path
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Sources: Top left Macrobond as of April 30, 2023. Top right Bloomberg as of May 22, 2023. Bottom left Macrobond as of 

May 18, 2023. Bottom right Bloomberg as of March 22, 2023. The forecasts presented herein are for informational 

purposes. There can be no assurance that these forecasts will be achieved. 
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Market Stress Will be a Positive Indicator for a Deal, but 
Reputational Damage may be Longer Lasting

U.S. Debt Ceiling

• Scenario #1: 

Orderly resolution before X-date (5%)

• Scenario #2: 

Nail-biter, with associated market pain and US sovereign downgrades (40%)

• Scenario #3: 

Prioritisation of payments, with associated impact due to abrupt fiscal 

squeeze (50%)

• Scenario #4: 

Outright default (5%)

Source: PGIM Fixed Income. Provided for discussion purposes only. The comments, opinions, and estimates contained herein are based on and/or derived from publicly available information from
sources that PGIM Fixed Income believes to be reliable. We do not guarantee the accuracy of such sources or information. This outlook, which is for informational purposes only, sets forth our views as of
this date. The underlying assumptions and our views are subject to change. Does not constitute a recommendation regarding the merits of any investments. Does not constitute investment advice and
should not be used as the basis for any investment decision. Does not constitute a representation that PGIM Fixed Income has purchased or would purchase any of the investments referenced or that any
such investments would be profitable. Past performance is not a guarantee or a reliable indicator of future results.
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Questions for Discussion

• Will demand for European sovereign bonds hold up in the face of uncertainty and 

stresses?

• How might spillovers from U.S. Debt Ceiling impact the European IG and HY bond 

market?

• Can the European Banking Sector adjust to the end of TLTROs? Or is a new tool 

needed?

• How confident can we be that QT will remain broadly neutral in the face of an 

accelerated and lumpy redemption schedule?

• How can we judge that tightened credit conditions will return inflation to target?



Reference
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