
CENTRAL BANK FUTURE RATES
Central bank policy rates and 
market-implied rate trajectories

  ECB (ESTR futures)      
  BoE (SONIA futures)      
  Fed (Fed funds futures)     
  BoJ (EuroYen futures)      
  BoC (Corra futures)      
  RBA (ASX futures)

Central banks are  
expected to decrease  
rates in 2025 and 
mostly remain steady 
through mid-year.

Not FDIC-Insured. Not Bank-Guaranteed. May Lose Value.

We believe volatility in the bond market will remain elevated because of the uncertainty 
in fiscal, trade and monetary policy. We’ve already seen a few early warning signs  
that volatility will be a theme in 2025. The 10-year Treasury term premium, which 
compensates investors for bearing the risk of future interest rate fluctuations, has 
been climbing. In our view, the 10-year Treasury yield outlook can be considered a 
function of several dynamics:

 �Long-term inflation expectations are and should remain anchored.

 �The expected path of the real federal funds rate looks to be lower, but inflationary 
pressures stabilizing at levels higher than the Federal Reserve’s (the Fed) target 
could lead to slower or fewer cuts than the market expects. 

 �Potential increases in the term premium would raise the 10-year Treasury yield, 
slowing the economy. This would require less restrictive monetary policy to achieve 
the central bank’s dual mandate, adding uncertainty to the path of real short-term 
interest rates and volatility to interest rates overall.

 �The demand for borrowing is currently high, given the need to finance federal deficits. 
This will likely keep longer term rates higher, similar to those seen prior to the 
Covid-19 pandemic. 

Compelling case for  
fixed income at home  
and abroad
With yields near three-year highs and the 
Fed in easing mode, there is a compelling 
case for fixed income investing in 2025. 

We believe an active, intermediate- 
term approach in fixed income has the 
potential to perform well for investor 
portfolios in 2025. Maintaining quality 
within bonds enables portfolios to  
seek attractive yield, while potentially 
providing downside risk mitigation. 

Sources: BNY Investment Institute and Macrobond as of December 4, 2024. The chart is for illustrative purposes and not indicative 
of the past or future performance of any BNY offering. ECB = European Central Bank; ESTR = Euro Short Term Rate; BoE = Bank of 
England; SONIA = Sterling Overnight Index Average; Fed = Federal funds futures; BoJ = Bank of Japan; Euro Yen = Euro/Japanese 
Yen; BoC = Bank of Canada; Corra = Canadian Overnight Repo Rate Average; RBA = Reserve Bank of Australia; ASX = Australian 
Securities Exchange.

VIGILANTES STAY HOME:  
THE CASE FOR FIXED INCOME 
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IMPORTANT INFORMATION 
All investments involve risk including loss of principal. Certain investments involve greater or unique risks that should be 
considered along with the objectives, fees, and expenses before investing.
Past performance is not necessarily indicative of future results.
Bonds are subject to interest-rate, credit, liquidity, call and market risks, to varying degrees. Generally, all other factors being 
equal, bond prices are inversely related to interest-rate changes and rate increases can cause price declines. Investing in foreign 
denominated and/or domiciled securities involves special risks, including changes in currency exchange rates, political, economic, 
and social instability, limited company information, differing auditing and legal standards, and less market liquidity. These risks 
generally are greater with emerging market countries.

The 10-Year US Treasuries Average Yield represents a range of Treasury securities adjusted to the equivalent of a ten-year 
maturity. Correlation is a statistical measurement that indicates how the prices of two or more assets move in relation to 
each other.

This material has been provided for informational purposes only and should not be construed as investment advice or a 
recommendation of any particular investment product, strategy, investment manager or account arrangement, and should not 
serve as a primary basis for investment decisions. Prospective investors should consult a legal, tax or financial professional in 
order to determine whether any investment product, strategy or service is appropriate for their particular circumstances. 

Views expressed are those of the author stated and do not reflect views of other managers or the firm overall. Views are current as 
of the date of this publication and subject to change. This information contains projections or other forward-looking statements 
regarding future events, targets or expectations, and is only current as of the date indicated. The information is based on current 
market conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons. References to 
specific securities, asset classes and financial markets are for illustrative purposes only and are not intended to be and should  
not be interpreted as recommendations. Information contained herein has been obtained from sources believed to be reliable, but  
not guaranteed. No part of this material may be reproduced in any form, or referred to in any other publication, without express 
written permission.

Statements are current as of the date of the material only. Any forward-looking statements speak only as of the date they are 
made, and are subject to numerous assumptions, risks, and uncertainties, which change over time. Actual results could differ 
materially from those anticipated in forward-looking statements. No investment strategy or risk management technique can 
guarantee returns or eliminate risk in any market environment and past performance is no indication of future performance.

BNY Investments is one of the world’s leading investment management organizations, encompassing BNY’s affiliated investment 
management firms and global distribution companies. BNY is the corporate brand of The Bank of New York Mellon Corporation and 
may be used to reference the corporation as a whole and/or its various subsidiaries generally.

© 2025 BNY Mellon Securities Corporation, distributor, 240 Greenwich Street, 9th Floor, New York, NY 10286.
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The stock-bond correlation recently 
turned positive, but we expect the 
relationship to normalize toward its more 
typical low or negative correlation as 
inflation expectations reset lower. This 
dynamic could help buffer muti-asset 
class portfolios from growth shocks. 

We believe a core plus strategy may  
offer the potential for attractive yields 
with price appreciation through exposure 
to broadly diversified sectors across  
the fixed income landscape with an 
emphasis on high-quality bonds. 

Meanwhile, global fixed income may  
also remain a compelling choice in  
2025 for investors who want to diversify 
and mitigate risk from US rate volatility.  
There has long been a bias among  
US investors toward domestic bonds. 
However, as noted in our report, Bonds 
without Borders, we see many potential 
opportunities and an array of interest 
rate exposures in global fixed income, 

given that 60% of bond opportunities 
come from outside of the US.1 This could 
be a particularly meaningful time to 
consider global fixed income, given it’s 
likely that global central banks will lower 
rates more substantially than in the  
US. Investing in global fixed income, 
particularly on a hedged basis, can 
provide diversified sources of return to  
a domestic-only fixed income portfolio.

For a deeper investment discussion, see our full 
2025 Market Outlook: Navigating a New Landscape.

1 Source: FactSet, December 31, 2024. 

https://www.bny.com/content/dam/im/documents/imwebdocs/brochure/quarterly/6347bro.pdf
https://www.bny.com/content/dam/im/documents/imwebdocs/brochure/quarterly/6940bro.pdf
https://www.bny.com/content/dam/im/documents/imwebdocs/brochure/quarterly/6940bro.pdf
https://www.bny.com/content/dam/im/documents/manual/perspectives/2025-market-outlook-navigating-a-new-landscape.pdf

