
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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reduce returns. Unless otherwise noted, financial indices assume reinvestment of dividends.

Any forecasts, estimates and certain information contained herein are based upon proprietary research and should not be interpreted as investment advice, as an offer or solicitation, nor as the purchase or

sale of any financial instrument. Forecasts and estimates have certain inherent limitations, and unlike an actual performance record, do not reflect actual trading, liquidity constraints, fee. These materials are

not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial instrument or any investment management services and should not be used as the basis for any

investment decision. PGIM Fixed Income and its affiliates may make investment decisions that are inconsistent with the recommendations or views expressed herein, including for proprietary accounts of

PGIM Fixed Income or its affiliates.



11

Notice Page

Any performance targets contained herein are subject to revision by PGIM Fixed Income and are provided solely as a guide to current expectations. There can be no assurance that any product

or strategy described herein will achieve any targets or that there will be any return of capital. Target annualized excess returns are presented on both a gross and net basis solely for the purpose of

detailing the anticipated risk and reward characteristics of the strategy in order to facilitate comparisons with other investment types. Gross targets do not reflect the deduction of fees and other expenses to be

borne by accounts using the strategy, which will reduce returns and, in the aggregate, may be substantial. Net targets reflect the deduction of model fees and expenses equal to the highest fees borne by a

portfolio utilizing the strategy. The target returns presented herein are not a prediction, projection, expectation or guarantee of future performance. There are significant risks and limitations in using target

returns, including targets the are based upon assumptions regarding future events and situations, which may prove not to be accurate or may not materialize. Further, the target returns stated herein are based

on an assumption that economic, market and other conditions will not deteriorate and, in some cases, will improve. The target returns are also based on models, estimates and assumptions about performance

believed to be reasonable under the circumstances, but actual returns of the strategy and its investments will depend on, among other factors, the ability to consummate attractive investments, future operating

results, the value of the assets and market conditions at the time of disposition, any related transaction costs and the timing and manner of sale, all of which may differ from the assumptions and circumstances

on which the targeted returns are based. PGIM Fixed Income believes that the target returns for the strategy and each investment type reflect in part a measure of the risk PGIM Fixed Income will be taking

with respect to the strategy and investments in that investment type. There can be no assurance that any investments, any of the investment types or the strategy will achieve comparable returns to those

targeted herein or that PGIM Fixed Income will be able to implement its investment strategy and investment approach or achieve its investment objectives. Target returns do not take into account cash flows

into and out of the portfolio, as well as other factors, which could have an impact on actual performance of a client utilizing the strategy. Accordingly, target returns should not be used as a primary basis for an

investor's decision to invest in the strategy.

Tracking Error (TE) is one possible measurement of the dispersion of a portfolio's returns from its stated benchmark; it is the standard deviation of such excess returns. TE figures are representations of

statistical expectations falling within "normal" distributions of return patterns. Normal statistical distributions of returns suggests that approximately two thirds of the time the annual gross returns of the accounts

will lie in a range equal to the benchmark return plus or minus the TE if the market behaves in a manner suggested by historical returns. Targeted TE therefore applies statistical probabilities (and the language

of uncertainty) and so cannot be predictive of actual results. In addition, past tracking error is not indicative of future TE and there can be no assurance that the TE actually reflected in your accounts will be at

levels either specified in the investment objectives or suggested by our forecasts.

In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR.PGIM Limited is authorised and regulated by the

Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number 193418). In the European Economic Area (“EEA”), information is issued by PGIM Netherlands B.V., an entity authorised

by the Autoriteit Financiële Markten (“AFM”) in the Netherlands and operating on the basis of a European passport. In certain EEA countries, information is, where permitted, presented by PGIM Limited in

reliance of provisions, exemptions or licenses available to PGIM Limited including those available under temporary permission arrangements following the exit of the United Kingdom from the European Union.

These materials are issued by PGIM Limited and/or PGIM Netherlands B.V. to persons who are professional clients as defined under the rules of the FCA and/or to persons who are professional clients as

defined in the relevant local implementation of Directive 2014/65/EU (MiFID II). In Switzerland, information is issued by PGIM Limited, London, through its Representative Office in Zurich with registered

office: Kappelergasse 14, CH-8001 Zurich, Switzerland. PGIM Limited, London, Representative Office in Zurich is authorised and regulated by the Swiss Financial Market Supervisory Authority FINMA and

these materials are issued to persons who are professional or institutional clients within the meaning of Art.4 para 3 and 4 FinSA in Switzerland. In certain countries in Asia-Pacific, information is presented by

PGIM (Singapore) Pte. Ltd., a regulated entity with the Monetary Authority of Singapore under a Capital Markets Services License to conduct fund management and an exempt financial adviser. In Japan,

information is presented by PGIM Japan Co. Ltd., registered investment adviser with the Japanese Financial Services Agency. In South Korea, information is presented by PGIM, Inc., which is licensed to

provide discretionary investment management services directly to South Korean investors. In Hong Kong, information is provided by PGIM (Hong Kong) Limited, a regulated entity with the Securities & Futures

Commission in Hong Kong to professional investors as defined in Section 1 of Part 1 of Schedule 1 of the Securities and Futures Ordinance (Cap.571). In Australia, this information is presented by PGIM

(Australia) Pty Ltd (“PGIM Australia”) for the general information of its “wholesale” customers (as defined in the Corporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is exempt from

the requirement to hold an Australian Financial Services License under the Australian Corporations Act 2001 in respect of financial services. PGIM Limited is exempt by virtue of its regulation by the FCA (Reg:

193418) under the laws of the United Kingdom and the application of ASIC Class Order 03/1099. The laws of the United Kingdom differ from Australian laws. In Canada, pursuant to the international adviser

registration exemption in National Instrument 31-103, PGIM, Inc. is informing you that: (1) PGIM, Inc. is not registered in Canada and is advising you in reliance upon an exemption from the adviser registration

requirement under National Instrument 31-103; (2) PGIM, Inc.’s jurisdiction of residence is New Jersey, U.S.A.; (3) there may be difficulty enforcing legal rights against PGIM, Inc. because it is resident outside

of Canada and all or substantially all of its assets may be situated outside of Canada; and (4) the name and address of the agent for service of process of PGIM, Inc. in the applicable Provinces of Canada are

as follows: in Québec: Borden Ladner Gervais LLP, 1000 de La Gauchetière Street West, Suite 900 Montréal, QC H3B 5H4; in British Columbia: Borden Ladner Gervais LLP, 1200 Waterfront Centre, 200

Burrard Street, Vancouver, BC V7X 1T2; in Ontario: Borden Ladner Gervais LLP, 22 Adelaide Street West, Suite 3400, Toronto, ON M5H 4E3; in Nova Scotia: Cox & Palmer, Q.C., 1100 Purdy’s Wharf Tower

One, 1959 Upper Water Street, P.O. Box 2380 -Stn Central RPO, Halifax, NS B3J 3E5; in Alberta: Borden Ladner Gervais LLP, 530 Third Avenue S.W., Calgary, AB T2P R3.

© 2023 PFI and its related entities. 2023-4083


