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Treasury sell-off: beyond the fundamentals 

Yields on 10-year US Treasuries have shown a more bullish trend than suggested by their historical 

relationship with the economic cycle and market risk proxies. This phenomenon suggests the 

presence of additional factors that have contributed to making Treasuries unusually cheap 

relative to fundamentals. The following analysis seeks to quantify this anomaly and identify its 

possible drivers. 

Yields on US Treasuries have risen sharply over the past month. For example, the 10-year yield now 

stands at 5.25 per cent, around 50 basis points higher than at the end of August. The movement 

in the 10-year US Treasury has been driven by a rise in real yields, whilst 10-year break-even 

inflation rates have remained virtually unchanged.  

In turn, rising real yields can be explained by the repricing of market expectations of Fed rate 

hikes. As shown in Chart 1, historically, there is a direct and significant correlation between these 

two variables. The USD 2y1y spread has risen by around 160bp compared with a year ago, 

signalling growing expectations of a Fed rate-hike cycle – a trend consistent with the rise of 

around 110bps in 10-year real yields over the same period.  

At first glance, the rise in US bond yields would therefore appear to present no particular 

anomalies. In line with historical patterns, the rise in long-term Treasury yields reflects growing 

expectations of an increase in the Fed’s official interest rates, which are in turn fuelled by the 

strength of the US economy and pressures on energy prices. In reality, however, it is worth 

considering other factors that may help explain the shift in US yields. In this regard, the results of 

the regression model illustrated in Charts 2 and 3 offer an alternative perspective that may be 

useful in complementing the analysis.  
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Chart 1 – 10-year real yields jump consistent with Fed rates re-pricing 

 
Note: , Bloomberg, Intesa Sanpaolo 
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Chart 2 – Fair-value regression model for 10-year UST yields  Chart 3 – What has been causing the ongoing dislocation? 

 

 

 

 

 

 
Source: Bloomberg, Intesa Sanpaolo  Source: Bloomberg, Intesa Sanpaolo 

In the model, the year-on-year trend in 10-year Treasury yields is explained using just two 

explanatory variables: an economic cycle variable (approximated by the ISM manufacturing 

new orders index) and a proxy for how investors’ perception of interest rate risk changes over 

time (in the model we use the USD 2y5y basis point implied volatility, i.e. the ‘belly’ of the volatility 

surface). 

The model’s fit looks fairly satisfactory. However, in the latter part of the sample – over the last four 

years or so – a significant and persistent deviation emerges between observed and estimated 

yields. This divergence suggests that, in recent years, additional factors – not captured by 

traditional variables – have come into play, driving up yields on Treasuries. Below, we consider 

three factors that might help explain the discrepancy between actual and theoretical values: 

i. Wars and energy price tensions. A first hypothesis concerns the market impact of 

exogenous shocks, such as the Russian invasion of Ukraine (which began in 2022) and 

energy price shocks. However, we note that, in the past, there have been successive 

energy price shocks of a similar, if not greater, magnitude to the current one (for 

example, in 2008 and 2011) without this leading to a failure of the model on the scale 

observed recently. Furthermore, over the last four years, the 10-year break-even inflation 

rate has remained stable, confirming that this component has had no significant impact 

on the upward trend in yields. In conclusion, whilst those factors may have had some 

impact on markets, we argue that they do not help much in explaining the model’s 

anomaly. 

ii. Rise in the term premium. Since mid-2022, the term premium on US Treasuries, as defined 

by the NY Fed’s ACM measure, has risen significantly, moving from negative levels to its 

current level of +80bps. That could be explained by several factors: US inflation rose to 

a 40-year high in June 2022, coupled with greater uncertainty regarding the future path 

of Fed rates; the shift from QE to QT, which reduced the central bank’s support for the 

bond market; and rising fiscal deficits, which led to a greater supply of bonds that 

private investors had to absorb. The combination of these factors is thought to have led 

investors to demand greater compensation for holding US duration risk, and Chart 4 

suggests that the rise in the term premium may, at least in part, explain the sell-off in 

long-dated Treasuries.  

iii. Rising productivity in the US economy. From 2022 onwards, investors have gradually 

abandoned the view that the real neutral rate is close to zero (Chart 5 shows the trend 

in 10-year real yields). This may reflect the view that, thanks to technological advances 

(e.g. AI), the potential growth rate of the US economy is higher than in the years 

Dependent variable: US Treasury 10-year yields y/y changes

Regression period: Jan-1994/June 2022

Data frequency: monthly

N. observations: 342

R-squared: 40%

Coefficient St. Error T-Stat P-Value

Intercept -4,07 0,29 -14,17 0,00

USD 2y5y swaption vol y/y changes* 0,01 0,00 7,19 0,00

ISM Manufacturing New Orders Index 0,07 0,01 13,81 0,00

*Data prior to Oct-2008 interpolated v ia MOVE index
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following the global financial crisis. In this sense, even a relatively modest revision – for 

example, from potential growth of 1.5 per cent to figures closer to 2.0–2.5 per cent – 

could justify a higher level of equilibrium real yields. This hypothesis, too, could therefore 

help explain the model’s anomaly. 

In conclusion, over the last four years or so, y/y changes in 10-year Treasury yields have 

consistently exceeded those implied by the historical relationship with macro fundamentals and 

market risk proxies, signalling a prolonged episode of ‘excess cheapening’ in 10-year US 

Treasuries. The current estimate shows that, in the twelve months to September 2026 alone, the 

yield on the 10-year bond rose by approximately 80 basis points above the model’s theoretical 

level. The duration and pervasiveness of the phenomenon suggest the influence of factors 

including the rise in the term premium and, possibly, the increase in the real equilibrium rate 

associated with higher investment and higher potential growth. 

 

  

Chart 4 – The rise in term premia may help explain the sell-
off in Treasuries in recent years 

 Chart 5 – The rise in Treasury yields is entirely explained by 
the real component 

 

 

 
Source: Bloomberg, Intesa Sanpaolo  Source: Bloomberg, Intesa Sanpaolo 
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(2) No direct or indirect compensation has been or will be received in exchange for any views expressed.  

Specific disclosures 
The analysts who prepared this report do not receive bonuses, salaries, or any other form of compensation that is based upon 

specific investment banking transactions. 

Important Disclosures 
This research has been prepared by Intesa Sanpaolo SpA and distributed by Intesa Sanpaolo SpA, Intesa Sanpaolo SpA-London Branch 

(a member of the London Stock Exchange) and Intesa Sanpaolo IMI Securities Corp. (a member of the NYSE and FINRA). Intesa Sanpaolo 

SpA accepts full responsibility for the contents of this report. Please also note that Intesa Sanpaolo SpA reserves the right to issue this 

document to its own clients. Intesa Sanpaolo SpA is authorised by the Banca d'Italia and is regulated by the FCA in the conduct of 

designated investment business in the UK and by the SEC for the conduct of US business. 

Opinions and estimates in this research are as at the date of this material and are subject to change without notice to the recipient. 

Information and opinions have been obtained from sources believed to be reliable, but no representation or warranty is made as to their 

accuracy or correctness. 

Past performance is not a guarantee of future results. 

The investments and strategies discussed in this research may not be suitable for all investors. If you are in any doubt you should consult 

your investment advisor. 

This report has been prepared solely for information purposes and is not intended as an offer or solicitation with respect to the purchase 

or sale of any financial products. It should not be regarded as a substitute for the exercise of the recipient’s own judgement. 

No Intesa Sanpaolo SpA entity accepts any liability whatsoever for any direct, consequential or indirect loss arising from any use of 

material contained in this report.  

This document may only be reproduced or published with the name of Intesa Sanpaolo SpA. 

This document has been prepared and issued for, and thereof is intended for use by, MiFID II eligible counterparties/professional 

clients (other than elective professional clients) or otherwise by market professionals or institutional investors only, who are 

financially sophisticated and capable of evaluating investment risks independently, both in general and with regard to particular 

transactions and investment strategies. 

Therefore, such materials may not be suitable for all investors and recipients are urged to seek the advice of their independent 

financial advisor for any necessary explanation of the contents thereof. 

Person and residents in the UK: This document is not for distribution in the United Kingdom to persons who would be defined as private 

customers under rules of the FCA. 

CH: This information is an advertisement in relation to the financial instruments discussed herein and is not a prospectus pursuant to the 

Swiss Financial Services Act ("FinSA") and no such prospectus has been or will be prepared for or in connection with such financial 

instruments. This information does not constitute an offer to sell nor a solicitation to buy such financial instruments. 

The financial instruments may not be publicly offered, directly or indirectly, in Switzerland within the meaning of the FinSA and no 

application has or will be made to admit the financial instruments to trading on any trading venue (exchange or multilateral trading 

facility) in Switzerland. Neither this information nor any other offering or marketing material relating to the financial instruments may be 

publicly distributed or otherwise made publicly available in Switzerland. 

US persons: This document is intended for distribution in the United States only to Major US Institutional Investors as defined in SEC Rule 15a-

6. US Customers wishing to effect a transaction should do so only by contacting a representative at Intesa Sanpaolo IMI Securities Corp. 

in the US (see contact details below). 

Intesa Sanpaolo SpA issues and circulates research to Major Institutional Investors in the USA only through Intesa Sanpaolo IMI Securities 

Corp., 1 William Street, New York, NY 10004, USA, Tel: (1) 212 326 1199. 

Inducements in relation to research 

Pursuant to the provisions of Delegated Directive (EU) 2017/593, this document can be qualified as an acceptable minor non-

monetary benefit as it is: 

◼ macro-economic analysis or Fixed Income, Currencies and Commodities material made openly available to the general 

public on the IMI Corporate & Investment Banking Division website (www.imi.intesasanpaolo.com) - Q&A on Investor Protection 

topics - ESMA 35-43-349, Question 8 & 9. 

http://www.imi.intesasanpaolo.com/
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Method of distribution 

This document is for the exclusive use of the recipient with whom it is shared by Intesa Sanpaolo SpA and may not be reproduced, 

redistributed, directly or indirectly, to third parties or published, in whole or in part, for any reason, without prior consent expressed by 

Intesa Sanpaolo SpA. 

The copyright and all other intellectual property rights on the data, information, opinions and assessments referred to in this information 

document are the exclusive domain of the Intesa Sanpaolo Banking Group, unless otherwise indicated. Such data, information, opinions 

and assessments cannot be the subject of further distribution or reproduction in any form and using any technique, even partially, except 

with express written consent by Intesa Sanpaolo SpA.  

Persons who receive this document are obliged to comply with the above indications. 

Valuation Methodology 
Trading Ideas are based on the market’s expectations, investors’ positioning and technical, quantitative or qualitative aspects. They take 

into account the key macro and market events and to what extent they have already been discounted in yields and/or market spreads. 

They are also based on events which are expected to affect the market trend in terms of yields and/or spreads in the short-medium 

term. The Trading Ideas may refer to both cash and derivative instruments and indicate a precise target or yield range or a yield spread 

between different market curves or different maturities on the same curve. The relative valuations may be in terms of yield, asset swap 

spreads or benchmark spreads. 

Coverage Policy and Frequency of Research Reports 
Intesa Sanpaolo SpA trading ideas are made in both a very short time horizon (the current day or subsequent days) or in a horizon ranging 

from one week to three months, in conjunction with any exceptional event that affects the issuer’s operations. 

Disclosure of potential conflicts of interest 
Intesa Sanpaolo SpA and the other companies belonging to the Intesa Sanpaolo Banking Group (jointly also the “Intesa Sanpaolo 

Banking Group”) have adopted written guidelines “Organisational, management and control model” pursuant to Legislative Decree 8 

June, 2001 no. 231 (available at the Intesa Sanpaolo SpA website, webpage https://group.intesasanpaolo.com/en/governance/leg-

decree-231-2001) setting forth practices and procedures, in accordance with applicable regulations by the competent Italian 

authorities and best international practice, including those known as Information Barriers, to restrict the flow of information, namely inside 

and/or confidential information, to prevent the misuse of such information and to prevent any conflicts of interest arising from the many 

activities of the Intesa Sanpaolo Banking Group which may adversely affect the interests of the customer in accordance with current 

regulations.  

In particular, the description of the measures taken to manage interest and conflicts of interest – in accordance with  Articles 5 and 6 of 

the Commission Delegated Regulation (EU) 2016/958 of 9 March 2016 supplementing Regulation (EU) No. 596/2014 of the European 

Parliament and of the Council with regard to regulatory technical standards for the technical arrangements for objective presentation 

of investment recommendations or other information recommending or suggesting an investment strategy and for disclosure of 

particular interests or indications of conflicts of interest as subsequently amended and supplemented, the FINRA Rules 2241 and 2242 as 

applicable, as well as the FCA Conduct of Business Sourcebook rules COBS 12.4 - between the Intesa Sanpaolo Banking Group and 

issuers of financial instruments, and their group companies, and referred to in research products produced by analysts at Intesa Sanpaolo 

SpA is available in the "Rules for Research " and in the extract of the "Corporate model on the management of inside information and 

conflicts of interest" published on the website of Intesa Sanpaolo SpA, webpage 

https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures.  

As for the disclosures, please note that one or more of the companies of Intesa Sanpaolo Banking Group:  

◼ trade or may trade as a principal in the securities (or in related derivatives) that are the subject in this report; 

◼ plan to solicit investment banking business or intend to seek compensations from the securities that are the subject of this report 

in the next three months. 

Furthermore, in accordance with the aforesaid regulations, the specific company-related disclosures of the Intesa Sanpaolo Banking 

Group’s interests and conflicts of interest are available through webpage 

https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest. 

The conflicts of interest published on the internet site are updated to at least the day before the publishing date of this report. 

Intesa Sanpaolo SpA acts as market maker in the wholesale markets for the government securities of the main European countries and 

also acts as Government Bond Specialist, or in comparable roles, for the government securities issued, among others, by the Republic of 

Italy. 
 

https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001
https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures
https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest
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