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SUMMARY 

• Our new scenario sees the European Central Bank (ECB) hiking the deposit rate 
to 3.5% by the end of May 2023. We also expect a complete halt to Asset Purchase 
Programme (APP) reinvestments to begin in Q3 2023. 

• Euro sovereign bond yields were sharply up after the ECB’s December meeting. 
By signalling its intent to continue hiking to a “significantly higher” level, the 
ECB risks prompting a more severe and protracted recession. We expect the 
German yield curve to invert further so long as the economic backdrop 
deteriorates, and the ECB keeps hiking. 

• Although the surge in the inflation rate in the euro area and the ECB’s efforts to 
bring it back to its 2% target by hiking its policy rate aggressively mostly explain 
the rise of the 10-year Bund yield from -0.18% at the end of last year to 2.29% (on 
21 December), there also seems to be the build-up of some risk premium at play 
in part due to the German government’s announcement of large fiscal spending. 

• This structural shift from net-saver to net-borrower leads us to fear that the 
Bund’s safe-haven status could be eroded, compounded by an environment of 
elevated inflation and a hawkish ECB. The 10-year Bund yield may peak at 
around 3% in the coming months before falling back to 2.5% at the end of 2023. 

ECB IS “IN FOR THE LONG GAME”   

The European Central Bank (ECB) sees inflation staying high with a brief reces-
sion in the euro area. It is hard to see this assessment changing soon. As a result, 
we have changed our scenario and we now see the ECB hiking the deposit rate by 
50bp first in February and 50bp again in March and May, before it marks a pause. 
This will bring the deposit rate up to 3.5% by the end of May 2023. We think it 
will be difficult for the ECB to go further given the lagged impact of monetary tight-
ening, particularly on countries with high debt and the likelihood that the US 
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Federal Reserve will have paused its own rate hikes by then. Nonetheless, we think 
persistently high core inflation will preclude any rate cuts from the ECB until 
H2 2024. 

In parallel with the latest rate hike this month, the ECB announced the general 
principles that will guide quantitative tightening (QT). The ECB will start QT in 
March 2023 by not reinvesting all the securities maturing under its Asset Purchase 
Programme (APP) (currently around EUR30 bn per month) at an initial monthly 
pace of EUR15 bn from March until the end of June. We expect a complete halt to 
APP reinvestments to begin in Q3 2023. 

MARKETS ARE NOW EXPECTING A TERMINAL RATE ABOVE 3% 

Last week, central banks endeavoured to propel upwards market participants’ ex-
pectations for future rate hikes. The ECB was the most successful, with the peak 
rate priced in at 3.33% in July 2023 (on 21 December). Indeed, futures pricing for 
the Federal fund rates show a peak at 4.85% in May next year, and lower than the 
5.1% projected by the US Federal Reserve’s (Fed) dot plots. 

Not surprisingly, euro sovereign bond yields were sharply up after the ECB 
meeting, with the 10-year German Bund yield at 2.29% (on December 21) (see chart 
1), while the 10-year US Treasury yield remains broadly stable at 3.66%. This dichot-
omy is likely linked to the very different inflation picture in the US (where some 
core components like goods are decelerating), while in Europe mostly energy price 
rises are decelerating, with the rest still experiencing the pass-through of higher en-
ergy costs.  

Moreover, the German real yield curve (based on inflation-linked government 
bonds) has become positive (up to ten years) after the latest ECB meeting but re-
mains close to zero. This means that contrary to the US, where US real yields are 
well in positive territory, the ECB’s monetary policy is only starting to translate 
into more restrictive monetary conditions once markets’ inflation expectations 
are taken into account. 

This is corroborated by our estimate that the euro area neutral rate (i.e. the level at 
which the policy rate is neither restrictive nor expansionary for the economy) likely 
lies between 1.5% and 2.0%. By signalling its intent to continue hiking to a “signifi-
cantly higher” level, the ECB is also at risk of prompting a more severe and pro-
tracted recession in the euro area. This risk seems to be increasingly discounted by 
market participants as the German ten-to-two-year yield curve has become more 
negative, falling to -21 bp (on 21 December). We expect the German yield curve to 
invert further so long as the economic backdrop deteriorates, and the ECB 
keeps hiking.  

BUND’S SAFE-HAVEN STATUS IS IN QUESTION 

The sharp rise in the 10-year Bund yield, along with the volatility that has ac-
companied this upward movement, means that it is has been painful for inves-
tors to own them this year. As of 21 December, the total return performance of the 
10-year Bund was -16.4%. Although the surge in the inflation rate in the euro area 
and the ECB’s attempt to bring it back to its 2% target by hiking its policy rate 
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aggressively mostly explain the rise from -0.18% at the end of last year to 2.29% (on 
21 December) there also seems to be a build-up of some risk premium at play in 
part due to the German government’s announcement of large fiscal spending. 

Chart 1: German two- and 10-year government 
bond yield and ECB’s deposit rate 

  
Source: Pictet Wealth Management – FactSet, 21 December 
2022 
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Chart 2: Past and forecasted German government 
bonds yearly net issuances 

 
Source: Pictet Wealth Management – ECB, Finanzagentur, 
own estimates, 14 December 2022 

According to the Finanzagentur, net issuances of German government bonds (ex-
cluding Bills) should rise to EUR122 bn in 2023, a level significantly higher than the 
one seen during the pandemic (see chart 2). This surge in issuances will come at a 
time when the ECB is reducing its presence in the euro bond market by launching 
QT. This means that market participants will need to absorb an unusually high 
amount of German government bonds.  

Although Germany’s public debt-to-GDP ratio remains low (at 68.6% in 2021) in 
comparison to its euro peers, the significant headwinds faced by German industry 
from higher-for-longer energy prices and the need for significant investments in en-
ergy transition could mean that the government moves from a position of histori-
cally showing budget surpluses to deficits in the years ahead. This potential struc-
tural shift from net-saver to net-borrower leads us to fear that the Bund’s safe-
haven status could be eroded, compounded by an environment of elevated in-
flation and a hawkish ECB. 

As such, we have adjusted our 10-year Bund yield forecast higher. We now see risks 
that the 10-year Bund yield peaks at around 3% in the coming months before 
falling back to 2.5% at the end of 2023 (against 2.1% previously). This also means 
that we foresee a further tightening of the 10-year US-German government bond 
yields differential to 100 bp (from 135 bp on 21 December). In this more challenging 
context for euro core sovereign bonds, we remain neutral on this segment, while 
being overweight US Treasuries. 

12

59

93

61

122

5

-56

-86

18

122

-100

-50

0

50

100

150

2019 2020 2021 2022 2023

Germany net supply (excl. Bills)

Germany net supply (excl. Bills) less ECB's QE
EUR bn



UPDATED GERMAN BUND 2023 OUTLOOK  PICTET WEALTH MANAGEMENT 

 
4 OF 6 FLASH NOTE  
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2016 Luxembourg. 
Banque Pictet & Cie SA is es-
tablished in Switzerland, ex-
clusively licensed under Swiss 
Law and therefore subject to 
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This marketing communica-
tion is not intended for per-
sons who are citizens of, dom-
iciled or resident in, or entities 
registered in a country or a ju-
risdiction in which its distribu-
tion, publication, provision or 
use would violate current laws 
and regulations. 
The information, data and 
analysis furnished in this doc-
ument are disclosed for infor-
mation purposes only. They 
do not amount to any type of 
recommendation, either gen-
eral or tailored to the personal 
circumstances of any person. 
Unless specifically stated oth-
erwise, all price information is 
indicative only. No entity of 
the Pictet Group may be held 
liable for them, nor do they 
constitute an offer or an invi-
tation to buy, sell or subscribe 
to securities or other financial 
instruments. The information 
contained herein is the result 
neither of financial analysis 
within the meaning of the 
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Directives on the Independ-
ence of Financial Research, 
nor of investment research for 
the purposes of the relevant 
EU MiFID provisions. All infor-
mation and opinions ex-
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obtained from sources be-
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implied, is made as to its accu-
racy or completeness.  
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document reflect an evalua-
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current the information con-
tained herein. In case this doc-
ument refers to the value and 
income of one or more securi-
ties or financial instruments, it 
is based on rates from the cus-
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The market value of financial 
instruments may vary on the 
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term, market conditions, the 
volatility and solvency of the 
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the market in the securities 
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change rates may have a posi-
tive or negative effect on the 
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of the securities or the related 
investments mentioned in this 
document. When investing in 
emerging countries, please 
note that the political and 
economic situation in those 
countries is significantly less 
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countries. They are much 
more exposed to the risks of 
rapid political change and 
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Past performance must not be 
considered an indicator or 
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mance, and the addressees of 
this document are fully re-
sponsible for any investments 
they make. No express or im-
plied warranty is given as to 
future performance. Moreo-
ver, forecasts are not a reliable 
indicator of future perfor-
mance. The content of this 
document can only be read 
and/or used by its addressee. 
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for the use, transmission or 
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form of reproduction, copying, 
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and/or publication of the 
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Banque Pictet & Cie SA. This 
publication and its content 
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reserved. Copyright 2022. 
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in the Financial Conduct Au-
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and guidance (the “FCA Hand-
book”)), nor the results of in-
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meaning of the FCA Hand-
book. Moreover, it does not 
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to securities or other financial 
instruments, nor is it meant as 
a proposal for the conclusion 
of any type of agreement. Fur-
thermore, this document 
should not be considered a 
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ceived all the necessary infor-
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ment that covers the recipi-
ent’s knowledge and experi-
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ment needs and the recipi-
ent’s ability to absorb financial 
risk. Should its addressee de-
cide to proceed to any trans-
action in relation to a financial 
product referred to herein, 
this will be in his sole respon-
sibility, and the suitability/ap-
propriateness of the transac-
tion and other financial, legal 
and tax aspects should be as-
sessed by an expert. 
Any information contained in 
this document is disclosed for 
information purposes only, 
and neither the producer nor 
the distributor can be held 

liable for any fluctuation of 
the price of the securities. No 
express or implied warranty is 
given as to future perfor-
mance. The opinions ex-
pressed reflect an objective 
evaluation of information 
available to the general public, 
such as rates from customary 
sources of financial infor-
mation. The market value of 
securities mentioned may vary 
on the basis of economic, fi-
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the remaining term, market 
conditions, the volatility and 
solvency of the issuer or the 
benchmark issuer. Moreover, 
exchange rates may have a 
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the value, the price or the in-
come of the securities or the 
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also expressly noted that fore-
casts are not a reliable indica-
tor of future performance, 
while past performance is not 
a reliable indicator of future 
results. 
You shall only take investment 
decisions when you fully un-
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product and the involved 
risks. In particular, the rele-
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gram, final terms, prospectus, 
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Risk Warnings Relating to 
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product document is provided 
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and Conditions of Pictet Lon-
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The content of this document 
shall only be read and/or used 
by its addressee. Any form of 
reproduction, copying, disclo-
sure, modification and/or 
publication in any form or by 
any means whatsoever is not 
permitted without the prior 
written consent of Pictet Lon-
don Branch and no liability 
whatsoever will be incurred by 
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use the information provided 
in this document. 
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branch of Pictet & Cie (Eu-
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nedy, L-2016 Luxembourg. 
Pictet London Branch is regis-
tered as a UK establishment 
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BR016925) and its UK estab-
lishment office address is 
Stratton House 6th Floor, 
London, 5 Stratton Street, 
W1J 8LA. 
Authorised and regulated by 
the Commission de Surveil-
lance du Secteur Financier. 
Deemed authorised by the 
Prudential Regulation Author-
ity. Subject to regulation by 
the Financial Conduct Author-
ity and limited regulation by 
the Prudential Regulation Au-
thority. Details of the Tempo-
rary Permissions Regime, 
which allows EEA-based firms 
to operate in the UK for a lim-
ited period while seeking full 
authorisation, are available on 
the Financial Conduct Author-
ity’s website. 
Distributors: Bank Pictet & Cie 
(Asia) Ltd (“BPCAL”) in Singa-
pore and/or Banque Pictet & 
Cie SA, Hong Kong Branch 
(“Pictet HK Branch”) in Hong 
Kong.  
The information, tools and 
material presented in this doc-
ument are provided for infor-
mation purposes only and are 
not to be used or considered 
as an offer, an invitation to of-
fer or solicitation to buy, sell 
or subscribe for any securities, 

commodities, derivatives, (in 
respect of Singapore only) fu-
tures, or other financial instru-
ments (collectively referred to 
as “Investments”) or to enter 
into any legal relations, nor as 
advice or recommendation 
with respect to any Invest-
ments. This document is in-
tended for general circulation 
and it is not directed at any 
particular person. This docu-
ment does not have regard to 
the specific investment objec-
tives, financial situation 
and/or the particular needs of 
any recipient of this docu-
ment. Investors should seek 
independent financial advice 
regarding the appropriateness 
of investing in any Invest-
ments or adopting any strate-
gies discussed in this docu-
ment, taking into account the 
specific investment objectives, 
financial situation or particu-
lar needs of the investor, be-
fore making a commitment to 
invest.   
BPCAL/Pictet HK Branch has 
not taken any steps to ensure 
that the Investments referred 
to in this document are suita-
ble for any particular investor, 
and accepts no fiduciary du-
ties to any investor in this re-
gard, except as required by 
applicable laws and regula-
tions. Furthermore, 
BPCAL/Pictet HK Branch 
makes no representations and 
gives no advice concerning the 
appropriate accounting treat-
ment or possible tax conse-
quences of any Investment. 
Any investor interested in buy-
ing or making any Investment 
should conduct its own inves-
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vestment and consult with its 
own professional adviser(s) as 
to any Investment including 
the risks involved. 
This document is not to be re-
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the exercise of independent 
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tioned in this document may 
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amongst other things, changes 
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market conditions and volatil-
ity, and the credit quality of 
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rates of exchange may have a 
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this document.  Accordingly, 
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able to assume all risks and 
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Past performance should not 
be taken as an indication or 
guarantee of future perfor-
mance and no representation 
or warranty, expressed or im-
plied, is made by BPCAL/Pic-
tet HK Branch regarding future 
performance. 
This document does not con-
stitute the investment policy 
of BPCAL/Pictet HK Branch, 
or an investment recommen-
dation, and merely contains 
the different assumptions, 
views and analytical methods 
of the analysts who prepared 
them. Furthermore, the infor-
mation, opinions and esti-
mates expressed herein reflect 
a judgment at its original date 
of publication and are subject 
to change without notice and 
without any obligation on 
BPCAL/Pictet HK Branch to 
update any of them.  
BPCAL/Pictet HK Branch may 
have issued or distributed 
other reports or documents 
that are inconsistent with, and 
reach different conclusions 
from, the information pre-
sented in this document. 
While the information and 
opinions presented herein are 
from sources believed to be 
reliable, BPCAL/Pictet HK 
Branch is not able to, and do 
not make any representation 
or warranty as to its accuracy 
or completeness. Accordingly, 
BPCAL/Pictet HK Branch ac-
cepts no liability for loss aris-
ing from the use of or reliance 
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this document at any time, in-
cluding before its publication 
herein.  
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employees thereof) may act 
inconsistently with the infor-
mation and/or opinions pre-
sented in this document. 
The information used to pre-
pare this document and/or 
any part of such information, 
may have been provided or 
circulated to employees 
and/or one or more clients of 
BPCAL/Pictet HK Branch be-
fore this document was re-
ceived by you and such infor-
mation may have been acted 
upon by such recipients or by 
BPCAL/Pictet HK Branch. 
This document is provided 
solely for the information of 
the intended recipient only 
and should not be repro-
duced, published, circulated 
or disclosed in whole or in 
part to any other person with-
out the prior written consent 
of BPCAL/Pictet HK Branch.   
Singapore 
This document is not directed 
to, or intended for distribu-
tion, publication to or use by, 
persons who are not accred-
ited investors, expert investors 
or institutional investors as 
defined in section 4A of the 
Securities and Futures Act 
(Cap. 289 of Singapore) 
(“SFA”) or any person or entity 
who is a citizen or resident of 
or located in any locality, 
state, country or other juris-
diction where such distribu-
tion, publication, availability 
or use would be contrary to 
law or regulation or would 
subject BPCAL and any of its 
affiliates or related corpora-
tions to any prospectus or reg-
istration requirements. 
BPCAL is a wholesale bank 
regulated by the Monetary Au-
thority of Singapore (“MAS”) 
under the Banking Act Cap. 50 
of Singapore, an exempt finan-
cial adviser under the Finan-
cial Advisers Act Cap. 110 of 
Singapore (“FAA”) and an ex-
empt capital markets licence 
holder under the SFA. Please 
contact BPCAL in Singapore in 
respect of any matters arising 
from, or in connection with 
this document.  
Hong Kong  
This document is not directed 
to, or intended for distribu-
tion, publication to or use by, 
persons who are not “profes-
sional investors” within the 
meaning of the Securities and 

Futures Ordinance (Chapter 
571 of the Laws of Hong 
Kong) and any rules made 
thereunder (the “SFO”) or any 
person or entity who is a citi-
zen or resident of or located in 
any locality, state, country or 
other jurisdiction where such 
distribution, publication, 
availability or use would be 
contrary to law or regulation 
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Branch and any of its affiliates 
or related corporations to any 
prospectus or registration re-
quirements. If you do not want 
Pictet HK Branch to use your 
personal information for mar-
keting purposes, you can re-
quest Pictet HK Branch to 
stop doing so without incur-
ring any charge to you. In dis-
tributing investment products 
as agents for third party ser-
vice providers, Pictet HK 
Branch is an agent of the third 
party service provider and the 
product is a product of the 
third party service provider 
but not Pictet HK Branch. In 
respect of an eligible dispute 
(as defined in the Terms of 
Reference for the Financial 
Dispute Resolution Centre in 
relation to the Financial Dis-
pute Resolution Scheme) aris-
ing between Pictet HK Branch 
and you out of the selling pro-
cess or processing of the re-
lated transaction, Pictet HK 
Branch is required to enter 
into a Financial Dispute Reso-
lution Scheme process with 
you; however any dispute over 
the contractual terms of the 
product should be resolved 
between directly the third 
party service provider and 
you. 
Banque Pictet & Cie SA is a 
limited liability company in-
corporated in Switzerland. It is 
an authorized institution 
within the meaning of the 
Banking Ordinance and a reg-
istered institution (CE No.: 
BMG891) under the SFO car-
rying on Type 1 (dealing in se-
curities), Type 4 (advising on 
securities) and Type 9 (asset 
management) regulated activi-
ties. The registered address of 
Pictet HK Branch is 9/F., 
Chater House, 8 Connaught 
Road Central, Hong Kong. 
Warning: The contents of this 
document have not been re-
viewed by any regulatory au-
thority in Hong Kong.  You are 
advised to exercise caution in 
relation to the offer.  If you are 

in any doubt about any of the 
contents of this document, 
you should obtain independ-
ent professional advice. 
Please contact Pictet HK 
Branch in Hong Kong in re-
spect of any matters arising 
from, or in connection with 
this document.  
Distributor: Pictet Bank & 
Trust Limited, where regis-
tered office is located at Build-
ing 1, Bayside Executive Park, 
West Bay Street & Blake Road, 
Nassau, New Providence, The 
Bahamas. 
The document is not directed 
to, or intended for distribution 
or publication to or use by 
persons who are not Accred-
ited Investors (as defined in 
the Securities Industry Regula-
tions, 2012) and subject to the 
conditions set forth in the Se-
curities Industry Regulations, 
2012 or to any person or entity 
who is a citizen or resident of 
or located in any locality, 
state, country or other juris-
diction where such distribu-
tion, publication, availability 
or use would be contrary to 
law or regulation or would 
subject Pictet Bank & Trust 
Limited to any prospectus or 
registration requirements. Pic-
tet Bank & Trust Limited is in-
corporated in The Bahamas 
with limited liability. It is a 
bank and trust company that 
is licensed in accordance with 
the Banks and Trust Compa-
nies’ Regulation Act and is 
regulated by the Central Bank 
of The Bahamas.  Additionally, 
Pictet Bank & Trust Limited is 
registered with the Securities 
Commission of The Bahamas 
as a Broker Dealer II and is ap-
proved to (i) Deal in Securities 
1.(a) & (c ); (ii) Arrange Deals 
in securities; (iii) Manage Se-
curities; (iv) Advise on Securi-
ties.  
Warning: The content of this 
document has not been re-
viewed by any regulatory au-
thority in The Bahamas.   You 
are, therefore, advised to exer-
cise caution when processing 
the information contained 
herein. If you are in any doubt 
about any of the content of 
this document, you should ob-
tain independent professional 
advice. 


