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Markets dial back Fed hike fears
as tensions ease

Javier Amador, lvan Fernandez

Lower volatility and improving sentiment leave room for a near-term
Treasury rally if a definitive peace agreement is reached

The recently extended temporary US-Iran ceasefire has kept long-term Treasury yields confined
to a relatively narrow range over much of the past month (Eigures 6 and 7).

A definitive peace agreement could favor a near-term rally in Treasuries, particularly as the
recent decline in volatility points to a liquid and largely unstrained market (Figure 8).

The dollar has given up much of the appreciation seen in recent weeks amid hopes for the end of
the war, driving the recent recovery in risky assets elsewhere (Figure 17).

By late March, markets were pricing in roughly a 45% chance that the Fed would raise rates
again before year-end, whereas today that likelihood is essentially negligible (Figures 18 and 19).

30-year mortgage rates, which had reached their lowest level since September 2022, have
retraced about half of the roughly 60bp increase seen after the conflict outbreak (Figure 20).

Short-term yields have declined as markets reassess the Fed outlook and move away from pricing rate
hikes this year, with the 2-year leading the adjustment and the long end moving more modestly
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The March meeting minutes still reflected an
easing bias among the FOMC, but they also...

FIGURE 2. FED FUNDS RATE IN EASING
CYCLES (%)
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... showed increased concerns around the risk
of inflation stickiness amid high oil prices, ...

FIGURE 3. FED FUNDS RATE IN EASING
CYCLES (BPS VS RATE AT FIRST CUT)
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BBVA Research / Fed

... with a vast majority of participants noting
that further disinflation progress “could be...

FIGURE 4. 2-YEAR TREASURY YIELD IN
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... Slower than previously expected”. The
recently extended temporary US-Iran...

FIGURE 5. 10-YEAR TREASURY YIELD IN
EASING CYCLES (%)
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... ceasefire has kept long-term Treasury yields
confined to a relatively narrow range over...

FIGURE 6. TREASURY YIELDS
(%)
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... much of the past month; more credible
prospects for a definitive peace agreement...

FIGURE 7. TREASURY YIELD CURVE
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...ensuring the smooth resumption of oil flows through the Strait of Hormuz could favor a near-term rally
in Treasuries, particularly as the recent decline in volatility points to a liquid and largely unstrained market

FIGURE 8. ICE BOFAML MOVE INDEX (INDEX POINTS)

May Jul Sep HNov Jan Mar May Jul
23 24

1 month ago

Sep Nov Jan Mar May Jul Sep MNov Jan Mar

25 26

The shaded areas indicate the ranges within one and two standard deviations from the mean

Source: BBVA Research / ICE BofAML



US | Interest Rates Monitor - April 23, 2026 p. 4

BBVA

Research

Overall, spreads have remained broadly contained over the past month, with modest moves in key
segments reflecting the reassessment of the expected Fed policy path—no longer pricing in hikes—and...

FIGURE 9. TREASURY YIELD SPREADS (BPS)
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The gray shaded areas indicate US recessions as defined by NBER
Source: BBVA Research / NBER / Treasury Dept.

... indicating that markets continue to treat the
fallout from the conflict as a temporary...

FIGURE 10. 10Y-2Y TREASURY YIELD
SPREAD (BPS AND %)
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... inflation shock rather than a meaningful
threat to US growth or broader fundamentals

FIGURE 11. 30Y-10Y TREASURY YIELD
SPREAD (BPS AND %)
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The downshift in the Treasury real yield curve

from its late-March peak largely reflects this...

FIGURE 12. TREASURY REAL YIELDS
(TIPS) (%)
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... reassessment of the expected path of

monetary policy, although it has been partly...

FIGURE 13. TREASURY REAL YIELD
CURVE (TIPS) (%)
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... offset by modest increases in inflation
expectations and the term premium, leaving...

FIGURE 14. BREAKEVEN INFLATION
RATES (%)
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... the curve still above its late-February lows
prior to the outbreak of the conflict

FIGURE 15. 10-YEAR TREASURY YIELD
CHANGE BREAKDOWN (BPS)
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The dollar has given up much of the
appreciation seen in recent weeks amid...

FIGURE 16. 10-YEAR TREASURY YIELD
BREAKDOWN (%)
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... hopes for the end of the war, driving the
recent recovery in risky assets elsewhere

FIGURE 17. 10-YEAR TREASURY YIELD &
DXY INDEX (% & INDEX POINTS)
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By late March, futures markets were pricing in
roughly a 45% chance that the Fed would...

FIGURE 18. FUTURES-IMPLIED FED
FUNDS RATE (%)
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... raise rates again before year-end, whereas
today, that likelihood is essentially negligible

FIGURE 19. FUTURES-IMPLIED FED
FUNDS RATE (%)
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30-year mortgage rates, which had reached
their lowest level since September 2022, ...

FIGURE 20. MORTGAGE RATES
(%)
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... have retraced about half of the roughly 60bp
increase seen after the outbreak of the conflict

FIGURE 21. CORPORATE BOND YIELD
SPREADS (%)
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Money markets have continued to stabilize in
recent weeks despite seasonal pressures...

FIGURE 22. MONEY MARKET RATE
SPREADS (BPS)
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... from tax payments, supported by the Fed'’s
ongoing reserve management purchases

FIGURE 23. FED FINANCIAL STRESS
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DISCLAIMER

The present document does not constitute an “Investment Recommendation”, as defined in Regulation (EU) No 596/2014 of the
European Parliament and of the Council of 16 April 2014 on market abuse (“MAR”). In particular, this document does not
constitute “Investment Research” nor “Marketing Material”, for the purposes of article 36 of the Regulation (EU) 2017/565 of 25
April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational
requirements and operating conditions for investment firms and defined terms for the purposes of that Directive (MIFID II).

Readers should be aware that under no circumstances should they base their investment decisions on the information contained
in this document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data or opinions regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit,
regarding its accuracy, integrity or correctness.

This document and its contents are subject to changes without prior notice depending on variables such as the economic context
or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or
decision of any kind.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.
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