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Source: Bloomberg LP.

The U.S. Interest Rate Cycle at a Turning Point 
Since the August 2016 Capital Markets Update, global bond yields have been rising, at least in part
because markets are pricing in a hike in the federal funds rate at the next Federal Open Market
Committee (FOMC) meeting, which is being held Dec. 13ɀ14. Federal funds futures prices indicate a
98.6% probability of a 25 basis points (bps) increase c.  U
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economic slowdown. With U.S. short-term rates expected to rise from record lows and demand for
attractive long-term yields driven by central bank bond-buying, ɳattening yield curves dominated the
bond markets for much of this year, but the tide has turned to a steepening scenario. Since mid-2016,
the 1-30 year spread in most major government bond markets has widened signiɲcantly, reɳecting
worries that central bank bond-buying programs would wind down, increased ɲscal spending would
lead to more long-term debt supply and global inɳation would pick up. Top central bank oʛcials have
signaled that they would tolerate inɳation a bit above their targets to prevent disinɳation, but U.S.
President-elect Donald Trump's proposed policies on trade, immigration, taxes and infrastructure
spending could drive bond yields higher on nding cou µ
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Exchange (FTSE) 100 ϥndex and the broader FTSE 250 ϥndex, which includes more British-based
businesses, are higher than before the referendum. The long-term implications of the decision are far
from clear; oʛcial forecasts v
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Questions and comments are always welcome. Please contact the Capital Markets Bureau at
CapitalMarkets@naic.org.

The views expressed in this publication do not necessarily represent the views of NAϥC, its oʛcers or
members. NO WARRANTY ϥS MADE, EXPRESS OR ϥMPLϥED, AS TO THE ACCURACY, TϥMELϥNESS,
COMPLETENESS, MERCHANTABϥLϥTY OR FϥTNESS FOR ANY PARTϥCULAR PURPOSE OF ANY OPϥNϥON OR
ϥNFORMATϥON GϥVEN OR MADE ϥN THϥS PUBLϥCATϥON.
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