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Rates Spark: Can payrolls wake up
Treasuries?

It's been quite the first full working week of 2026, starting with the
remarkable narrative unfolding out of Venezuela, and was always
going to culminate with the US payrolls report, a report that, in recent
times, has been laced with as many questions as answers. Barring a
dramatic data print, the more impactful number is likely to be the
unemployment rate
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Treasury yields remain caught in the headlights of data
uncertainty - payrolls up next

Given the current US immigration policy, the 150k replacement rate has probably halved, which in
fact is close to the market expectation for employment growth for December, at 70k. If we then
overlay this with what we term the 'Chair Powell algorithm', by subtracting 60k from this, we churn
out practically zero jobs created. The market is likely to show considerable tolerance to a weakish
payrolls number like this, because it is so nuanced.

Barring a dramatic data print, the more impactful number is likely to be the unemployment rate.
The reading for November was 4.6%, and the market expects it to ease back down to 4.5%. The

Article | 8 January 2026 1



THINK economic and financial analysis

unemployment rate tells the real story, and while 4.5% is above the sub-4% unemployment rate
we had become used to, it's still a tolerably low unemployment rate. Also, don't forget jobless
claims. We get that number every Thursday, so there is less novelty attached to it. But
remember that it's one of the few pieces of data that is not a survey, it's the real thing, and so
should command more respect in these days of 'grain of salt' data. The latest jobless claims data
suggest all is okay.

The 10yr Treasury yield has been trading in a tight range from 4.1% to 4.2% since the beginning of
the year, and needs a data jolt to shift it out of that range. If we don't get it from Friday's payrolls
report, it will be on to next week's CPI report. And next week also has a full curve supply test in the
guise of 3yr, 10yr and 30yr auctions, which at the very least will market-test current levels.

We end this week with the geopolitical backdrop as eventful as it started, but remarkably not
having much of an impact. The stand-out characteristic of this week has been one of risk-on, a
theme that absolutely links as a continuation factor from 2025.

Healthy demand picks up record supply

Similar to previous years, ltaly kicked off this year's funding with a dual-tranche syndicated deal.
Only this time did the Italian Treasury take home €20bn spread across a €15bn new 7y benchmark
and a €5bn green bond tap, marking a new record deal volume. A record order book of €150bn for
the 7y bond also indicated that investors still have a healthy appetite for Italian credit. Next to
Italy, Portugal was in the market for a new 10y benchmark while the broader €SSA sector also saw
German lander NRW (30y) and Rhineland Palatinate (2y), as well as the Supranational ADB (3y)
print deals.

In the European government bond space, 10y spreads over Bunds are optically tighter, with
Germany having just auctioned a new 10y benchmark earlier this week. But even correcting for
this, 10y Italian spreads over Bunds are now slightly tighter versus their pre-Christmas levels.
Spreads are now in the area last seen in 2008.

Friday's events and market views

The highlight will be US payroll numbers, which the consensus sees at 70k, similar to the
prior reading of 64k. The unemployment rate is expected to nudge a tad lower from 4.6% to
4.5%. Other US data includes housing starts and the University of Michigan sentiment
indicators. From Europe, we will get industrial production numbers for Germany and France
and retail sales for the eurozone aggregate. But also, for euro rates, the US payroll numbers
will likely be the biggest market mover.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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