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What would it take for 10Y Bund to reach 3.5%?

29 July 2026

The 10Y Bund yield recently reached 3.20% before easing somewhat as
geopolitical tensions moderated. If enerqgy prices come under renewed
pressure, a temporary move towards 3.5% cannot be ruled out, but a
structural shift to this level would be less likely and require a significant
increase in term premiums, neutral rates and inflation, or strong spillovers
from global bond markets.

10Y BUND YIELDS ON A RISING PATH
10Y BUND YIELD (%) AND TERM PREMIUM (%, RS)

3.20 1.40
German fiscal
bazooka
3.00 Y 1.20
\
)
2.80 M 1.00
|
2.60 Start of 0.80
Ml Iran war
2.40 ‘ 0.60
= 10Y Bund Term premium (RS)
2.20 0.40
Jan-25 Apr-25 Jul-25 Oct-25 Jan-26 Apr-26 Jul-26

Source: Bloomberg, The Investment Institute by UniCredit
Note: The term premium is estimated based on the model proposed by Adrian, Crump and Moench

THE CONTEXT

July has been a difficult month for rates markets across geographies. Resurgent tensions in the Middle East and the
resulting uncertainty around energy prices and inflation have reduced visibility and pushed government bond yields
up. The 10Y Bund vyield recently reached 3.20%, only a whisker above the peak recorded in May, before easing
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somewhat as geopolitical tensions moderated. Nevertheless, if yields were to move above 3.20%, investors would
need to look back several years to find comparable levels. In today’s note, we discuss the factors that could drive
Bund vyields higher.

THE DATA

Our chart shows the 10Y Bund vyield since the beginning of 2025 alongside the term premium
estimated using the Adrian, Crump and Moench (ACM) model.

The 10Y Bund yield is currently trading at around 3.10%, up 30bp since the beginning of July
and roughly 50bp since the start of the conflict involving Iran. As the chart illustrates, the 10Y
Bund vyield has been following a clear upward trend since the launch of the financial bazooka,
with each short-term low higher than the previous one.

The term premium has remained broadly stable at around 100bp following its jump in March
last year, when Germany announced plans for a significant fiscal expansion. As a result, since
the US tariff announcement in April 2025, the increase in nominal yields has been driven
primarily by expectations of higher policy rates.

OUR VIEW

When discussing the direction of yields we should distinguish between cyclical short-term
moves and structural shifts. If tensions in the Middle East rise, putting greater upward pressure
on energy prices, an additional rise in yields should not come as a surprise. Looking back, April
2011 is probably a useful historical parallel. Back then, the 10Y Bund yield peaked at 3.50%
amid rising oil prices, which steepened the yield curve (at the time, the ECB’s policy rate was
around 1.25%). This lasted a few days before buyers stared to emerge amid deteriorating risk
appetite as the sovereign debt crisis bedan to unfold. As in 2011, a sell-off induced by energy
prices would likely prove temporary. The ECB would remain committed to keeping inflation
expectations under control and investors’ focus would shift to the nedative consequences of
higher energy costs for consumers. In the short term, risks to real yields are probably more to
the downside if the conflict in the Middle East drags on.

While a temporary peak to 3.50% cannot be ruled out, a shift to a new, higher equilibrium in
the 3.25-3.50% area is less likely. The following factors would be needed to support such a
shift:

A higher term premium, which would require a structural increase in government issuance
beyond what has already been announced, or an increase in inflation volatility, for example
due to a less stable geopolitical environment. A higher term premium, either at domestic level
or globally induced, is the most likely to occur. The ACM term premium is currently around
100bp, compared with an average of 220bp between January 1999 and December 2007. This
leaves plenty of scope for the term premium to increase.

Higher neutral rates, which could be caused by a mix of Al-related increases in productivity
and the impact of defence and infrastructure plans. Following the past week’s sell off, 10Y
German real yields trade at around 1%, the highest level since 2010, so the bar for a surprise
is high. Moreover, as discussed by ECB board member Isabel Schanbel, demographic
developments are likely to depress R* in the euro area in the coming years. As an aside, higher
R* could improve debt sustainability and help lower the term premium.

Sticky inflation, which could result from a combination of expansionary fiscal policy,
investments related to the green transition, persistent labour market tightness and a reversal
of some of the disinflationary forces that characterised the pre-pandemic period. Given the
ECB’s strong commitment to anchoring inflation expectations, it seems unlikely in the current
setting that inflation could stabilise much above its 2% target. However, in a context of globally
higher inflation, the cost of keeping the price dynamic subdued could eventually become too
high.
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Spillovers from abroad affecting each of the above factors. The US is facing persistent fiscal
deficits while economic activity remains relatively resilient, limiting the scope for monetary
policy easing. This could put pressure on debt servicing costs and ultimately increase the term
premium. Typically, Bund vyields are positively correlated with USTs. Even if some global
demand shifted towards euro area government bonds, the adjustment would be more likely to
limit the rise in Bund yields than to fully insulate them from a global bond sell-off. Similarly, a
higher R* in the US or persistently high inflation would have global implications.

OTHER THINGS TO NOTE

Fed on hold

The Fed is widely expected to keep interest rates unchanged this evening. While the latest data
reduce the case for tightening, geopolitical uncertainty will likely lead to cautious rhetoric from
Fed Chair Kevin Warsh. Given current market expectations, the bar for a hawkish surprise is
high, in our view. For further details see our Fed Preview — Steady rates and hawkish talk.

TODAY'’S DATA RELEASES

Time (CET) Country Data Period UniCredit Consensus Previous
20:00 us Federal funds target rate (upper - 3.75 3.75 3.75
bound, %)

Source: Bloomberg, The Investment Institute by UniCredit
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Ledal Notices

Glossary

Terms used in the report are available on our website: Our glossary

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with ledal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and
truthfulness of which the UniCredit Group makes no duarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. Iftheinvestment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchande rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can undergo significant price fluctuations following any downdrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. Inthe presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

8. Diversification does not guarantee a profit or protect adainst a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this
document, including, but not limited to, damades due to losses, lost earnings or unrealised savings. The contents of the publication —
including data, news, information, imades, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless
otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not
allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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