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Market optimism has once again been fuelled by positive tones in the trade negotiations between 

China and the USA. Global equities have recovered what was lost since 'Liberation Day', credit 

spreads have narrowed significantly, and expectations for rate cu ts from the Fed/ECB have been 

downplayed. The shift in market sentiment has added renewed upward pressure on European 

rates, and in the short term, the risk seems to point in the same direction, provided the Trump 

administration maintains its conciliatory approach. However, there is no guarantee of this, which 

means the outcome space for rates, as well as the global economy, remains considerable. 

USA: A more conciliatory trade policy means a larger bond supply  

At the beginning of May, China and the USA reached a somewhat surprising 90 -day trade 

agreement, which will reduce the tariff rate on Chinese goods from 145% to 30%. Although the 

trade peace is initially only temporary, the development has increased confid ence that a 

progressive solution with continued trade between the two major economies will be the result of 

the negotiations. The Federal Reserve (Fed) has, with the change in the trade policy stance, 

gained yet another reason to adopt a waiting position. Along with continued stability in the US 

key figures, such as the labour market, this challenges our expectation for a rate cut in June. 

Recently, the market has pushed the timing for the next rate cut out to September.  

Apart from greater caution from the Fed, the challenge for the bond market associated with the 

US easing of trade policy is also related to fiscal policy and its sustainability. Lower tariffs on 

trading partners reduce the Republicans' fiscal leeway concerning the upcoming tax reform, 

where the most crucial element is the desire to make the tax cuts from Trump's first term 

permanent. If the plans succeed in passing through Congress, despite lower tariffs, it will lead 

to a significantly greater financing need over the coming decades. We assess that this should at 

least partially be reflected in a higher term premium. 

Europe: ECB goes to 2% in June, but from there things get harder 

In Europe, the significant uncertainty regarding the USA's trade policy line has so far not had a 

substantial impact on the manufacturing sector, which actually showed improvement in soft 

indicators for April. Whether the development reflects a slow impact on activity from trade 

turmoil, temporary tailwinds due to the advancement of goods exports, or merely that the 

significance of the uncertainty is more limited than feared, remains unclear. The poor visibility 

regarding both the scope and significance of the trade conflict, however, co ntinues to create 

significant uncertainty about the outlook, even though Washington, with its temporary trade 

agreement with China, has now indicated that the most extreme scenarios for the trade war are 

likely off the table. 

For the ECB, the challenges of finding the right balance for monetary policy have not been made 

easier by the trade policy zigzag in Washington. Most of the central bank's members seem 

determined to at least move the key policy rate down by 0.25 percentage points to 2% at the 

meeting in June, which is also our expectation. We assess that the next major battle in the ECB 

will take place in July, where the outcome seems far less certain.  The recent easing of financial 
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conditions – weaker EUR, lower real rates – has already removed a significant portion of the 

headwinds to growth, and by then, the ECB will also have a clearer picture of the outcome of 

the trade policy negotiations. If Washington continues its more conciliatory path, the hawks 

might have strong grounds to enforce a pause in rate cuts in July. 

We raise expectations for long-term US rates – limited spillover to Europe  

The recent conciliatory tones in trade conflicts have collectively increased the likelihood of a 

more cautious approach to rate cuts from the Fed/ECB, as well as new concerns about fiscal 

prospects in the USA. We assess that the latter justifies a higher term premium at the long end 

of the yield curve for US Treasuries, which will also partially spill over into Europe. 

Consequently, we raise our expectation for the 10-year US Treasury yield from 4.20% to 4.50%, 

while the expectation for the corresponding German government bond yield is raised from 

2.50% to 2.60% (primarily due to spillover from the US bond market). We maintain our forecast 

for the 10-year EUR swap rate at 2.40%, with the swap spread expected to become negative 

again because of increasing bond supply in both the USA and Europe.  

Theme: Dutch pension drama does not resolve the upward pressure on long EUR rates  

For borrowers in the very long end of the EUR yield curve (+30 years), there has been reason to 

pay attention to the latest chapter in the saga of the Netherlands' transition from a pension system 

characterised by defined contributions. Several parties attempted to delay the rollout of the new 

system in April, but so far, attempts to secure a majority for postponement have failed. In market 

terms, the significance of the transition relates to Dutch pension funds' substantial exposure as  

recipients at the very long end of the European swap curve, which  will be reduced under a new 

system characterised by market rate products. Politically, it still appears likely to be the outcome, 

despite political obstructions, and thus the very long swap rates are still set to rise in line with 

the transition, which will occur for the largest pension funds in 2026 -27. 

Curves have steepened since 2023 
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Overview 

 

• The trade war with the rest of the world has created significant 

uncertainty about the outlook for growth and inflation. The 

recent easing on China has provided some relief, but uncertainty 

remains substantial with potentially new conflicts ahead. The 

data has been only slightly affected by the uncertainty so far.  

• Our Fed forecast has become more aligned with market pricing 

following 'Liberation Day', although the endpoint is still lower. 

Our assumption is that inflationary pressure will remain 

moderate.  

 

 

 

• In April, the ECB delivered its seventh rate cut of 25bp, and all 

indications point to a repeat in June. Growth remains weak, 

inflation figures are soft, and the trade war has increased 

uncertainty. During April, the market converged towards our 

expectation for the ECB’s rate profile. 

• We expect the ECB to cut rates by an additional 75 basis points 

by the end of 2025, leaving the key interest rate at 1.5%. We 

expect long-end rates to decline moderately over the next 12 

months, but fluctuations could be significant. 

 

 

 

• Since the beginning of 2023, Danmarks Nationalbank has kept 

the monetary policy spread to the ECB at 40 basis points, and we 

expect it to remain there for the time being. In the wake of the 

improvement in global risk appetite, EUR/DKK has fallen back 

to the level of 7.460, reducing the need for intervention from 

Nationalbanken for now. 

• The Danish swap curve (10 years - 2 years) is no longer inverted, 

and we expect further steepening over the coming year. Long 

rates are expected to decline slightly, similar to EUR rates.  

 

 

 

• As expected, the Bank of England (BOE) lowered the interest 

rate by 0.25 percentage points to 4.25% at the May meeting. 

However, the Monetary Policy Committee is relatively divided, 

with several members voting for a 0.5 percentage point cut or to 

keep the rate unchanged. 

• We expect the BOE to cut rates by an additional 50bp by the end 

of 2025, bringing the level to 3.75%. We expect the next rate cut 

of 25bp to occur in August 2025. 

 

 

 

• As expected, Riksbanken cut the rate by 25bp to 2.25% at the 

January meeting, and the signals since then have indicated that 

they have reached the end of rate cuts. We agree and also 

consider the current level as the terminal rate.  

• We expect higher long rates over the next 12 months and an 

increased spread to EUR rates, partly due to an increase in the 

issuance of long SEK government bonds and Riksbanken’s 

balance reduction. 

 

 

 

• Growth signals are improving, and inflation has recently been 

higher than expected. Norges Bank decided, contrary to our 

expectations, not to cut rates at the March meeting, and the 

signals in May pointed to significant caution. We have adjusted 

our forecast for long-end NOK rates higher due to an adapted 

and less downward profile for the central bank rate.  

• Our profile for Norwegian rates is now closer to the current 

market expectation following the adjustment. In our view, the 

forward curve remains remarkably flat in the 5Y-10Y horizon. 
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EUR forecast 

EUR forecast table   1M change in Euribor 3M forward curve 
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USD forecast 

USD forecast table  1M change in USD SOFR forward curve 
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GBP forecast 

GBP forecast table 
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SEK forecast 

SEK forecast table  1M change in STIBOR3M forward curve 
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DKK forecast 

DKK forecast table 
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NOK forecast 

NOK forecast table  1M change in NOK swap (6M) 
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Disclosure and disclaimer 

The following disclaimer and disclosure apply to all communication as such, though for the parts that refer to the 

term “investment recommendation”, the disclaimer and disclosure are only applicable as far as the communication 

falls under the definition in Regulation (EU)No 596/2014. This communication has been prepared by personnel in 

the LC&I Sales & Trading departments or non-independent Research departments of Danske Bank A/S. The views 

set forward in this communication may differ from views or opinions  in other departments of Danske Bank A/S. It 

constitutes a short-term view and is subject to change and Danske Bank A/S does not undertake to notify any 

recipient of this communication of any such change. Details of the producer’s previous investment 

recommendations on the relevant financial instrument and all previous investment recommendations made in the 

past 12 months by the producer will be available upon request. 

LC&I’s Sales & Trading departments’ or non-independent Research departments’ personnel are not independent 

research analysts, and this communication is not intended to constitute “investment research” as that term is defined 

by applicable regulations. This communication has as such not been prepared in accordance with the legal 

requirements designed to promote the independence of investment research and is not subject to any prohibition on 

dealing ahead of the dissemination of the communication. The personn el in LC&I’s Sales & Trading departments 

or non-independent Research departments may be remunerated based on investment banking revenues. Danske 

Bank A/S may hold a position or act as market maker in any financial instrument discussed herein. Prices and 

availability are indicative and may change without notice.  

This communication is provided for informational purposes only and should not be considered investment, legal or 

tax advice. It does not constitute or form part of, and shall under no circumstances be considered as, an offer to sell 

or a solicitation of an offer to purchase or sell any relevant financial instruments. Danske Bank A/S is not acting as 

an advisor, fiduciary or agent. Recipients of this communication should obtain advice based on their own individual 

circumstances from their own tax, financial, legal and other advisors about the risks and merits of any transaction 

before making an investment decision, and only make such decisions on the basis of the investor's own objectives, 

experience and resources. 

This communication has been prepared independently and solely on the basis of available information that Danske 

Bank A/S considers to be reliable, but Danske Bank A/S has not independently verified the contents hereof. While 

reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation or warranty, 

express or implied, is made as to and no reliance should be placed on the fairness, accuracy, completeness or 

reasonableness of the information, opinions and projections contained in this communication and Danske Bank 

A/S, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss, including 

without limitation any loss of profits, arising from reliance on this communication. 

For current disclosures of Danske Bank A/S’ interests and potential conflicts of interest regarding issuers and 

financial instruments subject of investment recommendations please refer to the following webpage: 

https://danskeci.com/ci/research/disclosures -and-disclaimers. 

Please note that while information on the great majority of relevant issuers and financial instruments are contained 

on this website, it may not contain information on all relevant issuers and financial instruments. The absence of 

information on any relevant issuer or financial instrument should not be seen as an indication that Danske Bank 

A/S does not have any interests or potential conflicts of interest on the issuer or financial instrument. Please contact 

your Danske Bank A/S representative for informat ion regarding any issuer subject of investment recommendation 

that is not mentioned on https://danskeci.com/ci/research/disclosures -and-disclaimers.  

Danske Bank A/S is authorised and subject to regulation by the Danish Financial Supervisory Authority and is 

subject to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. 

Danske Bank A/S is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation 

Authority (UK). Details on the extent of the regulation by the Financial Conduct Authority and the Prudential 

Regulation Authority are available from Danske Bank A/S on request.  

This communication is protected by copyright and is intended solely for the designated addressee. It may not be 

reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’ prior 

written consent. 

Disclaimer related to distribution in the United Kingdom 

In the United Kingdom, this communication is for distribution only to (I) persons who have professional experience 

in matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000 

(Financial Promotion) Order 2005 (the ‘Order’); (II) high net worth entities falling within article 49(2)(a) to (d) of 

the Order; or (III) persons who are an elective professional client or a per se professional client under Chapter 3 of 

the FCA Conduct of Business Sourcebook (all such persons together being referred to as ‘Relevant Persons’). In 

the United Kingdom, this document is directed only at Relevant Persons, and other persons should not act or rely 

on this document or any of its contents. 
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Disclaimer related to distribution in the European Economic Area 

This communication is being distributed to and is directed only at persons in member states of the European 

Economic Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus 

Regulation (Regulation (EU) 2017/1129) (‘Qualified Investors’). Any person in the EEA who receives this 

document will be deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also 

be deemed to have represented and agreed that it has not received this documen t on behalf of persons in the EEA 

other than Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for 

whom the investor has authority to make decisions on a wholly discretionary basis. Danske Bank A/Swill rely on  

the truth and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a 

Qualified Investor should not act or rely on this document or any of its contents. 

Disclaimer related to distribution in the United States 

This communication was created by Danske Bank A/S and is distributed in the United States by Danske Markets 

Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related 

interpretations issued by the U.S. Securities and Exchange Commission. The communication is intended for 

distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a -6. Danske 

Markets Inc. accepts responsibility for this investment recommendation in connection with distribution in the 

United States solely to ‘U.S. institutional investors’. 

Any U.S. investor recipient of this communication who wishes to purchase or sell any Relevant Financial 

Instrument may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-

U.S. financial instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered 

with the U.S. Securities and Exchange Commission and may not be subject to the reporting and auditing standards 

of the U.S. Securities and Exchange Commission. 

This communication is for the general information of our clients and is a ‘solicitation’ only as that term is used 

within CFTC Rule 23.605 promulgated under the U.S. Commodity Exchange Act. Unless otherwise expressly 

indicated, this communication does not take into account the investment objectives or financial situation of any 

particular person. 

 

Report completed: 16 May 2025 at 10:50 CET 

Report disseminated: 16 May 2025 at 14:00 CET 

 


