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Executive summary 
• The 1- to 5-year region of the U.S. Treasury yield curve is the most attractive after 

six months of market re-positioning for aggressive Federal Reserve (Fed) rate hikes. 

• We believe the 5- to 30-year segment of the curve has further to rise, but the 
magnitude of the move will be much smaller than what we’ve endured since mid-2020. 

• We would maintain a neutral duration posture in anticipation of better opportunities to 
extend duration, perhaps later this year. 

• The primary risk to our current view is if inflation fails to cool as we expect. This 
would lift inflation expectations and raise the projected terminal setting value for the Fed 
funds rate. 

Data source: Truist IAG, Bloomberg  
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After dropping close 
to its 50-day moving 
average in late May, 
the 10-year returned 
above 3% just five 
trading days later. 



 

 

What happened 
On Monday, June 6, the 10-year U.S. Treasury yield closed above the 3% threshold, exactly 
one month after briefly touching 3.2%, the highest intraday level since late 2018. The return to 
3% territory is consistent with our view that intermediate and longer yields have further to rise. 
However, relative to the upward move since mid-2020, we believe the majority of the move 
higher is in the rear view mirror. This is especially true in the 1- to 5-year range where our 
belief in “peak” inflation and overly hawkish Fed rate hike expectations suggests yields are 
even closer to their cycle peaks. In the first 12 months of the curve, yields have remained 
relatively dormant. That should change as the central bank raises the Fed funds rate several 
more times.  

Our take 
While an oversimplification, it is useful to look at the U.S. Treasury yield curve in three distinct 
segments and analyze the primary forces driving their behavior. Within this framework, we 
can piece together how the yield curve will likely evolve through the rest of the year. 

The first 12 months – This region of the yield curve largely reflects Fed rate policy in real 
time given its short-investment horizon. While the Fed discussions have intensified around 
raising the Fed funds rate to combat strong inflation, the Fed has only raised its policy rate by 
75 basis points (0.75%) to a range of 0.75-1.00%. As a result, yields in the very front end of 
the curve remain suppressed. As the Fed executes additional hikes throughout the rest of this 
year, we expect short yields to extend their rise.  

The Fed uses the spread between the 3-month (1.24%) and 10-year yield (3.00%) to help 
gauge when monetary policy is becoming restrictive. The 176 basis points (1.76%) differential 
between the two suggests the Fed has ample room to raise the Fed funds rate before overly 
compressing this portion of the curve. As the Fed tightens, we expect this portion of the curve 
to flatten (i.e., the 3-month to rise significantly more than the 10-year). As this plays out, the 
Fed may start to adopt a more cautious rate strategy to prevent inverting the 3-month and 10-
year yield curve. Therefore, we recommend patience with respect to new purchases in the 
first 12 months of the curve. Following the next few Fed rate decisions, we expect to see more 
compelling entry points for new investments.                                                                                                                                

 
Data source: Truist IAG, Bloomberg 
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As the Fed raise rates, 
we expect the slope of 
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and 2-year/10-year to 
converge. 



 

 

1 to 5 years – While this segment of the yield curve remains highly sensitive to Fed policy, it 
is largely driven by rate hike expectations over a longer horizon. Supply chain disruptions and 
the crisis in Ukraine are stoking inflation. In turn, traders have spent much of 2022 pricing in 
an increasing number of Fed rate hikes under the assumption the Fed will have to intensify its 
efforts to combat rising prices. More recently, signs of cooling price pressures and rising 
uncertainty around the global growth picture have halted this trend—thus, dramatically 
slowing the ascent in yields between 1 and 5 years.  

In our view, this suggests 1- to 5-year yields are closing in on a near-term peak, barring a 
meaningful re-acceleration of inflation. That leaves valuations in this region of the curve 
attractive for investors sitting on cash in search of a productive outlet. This is not a 
phenomenon unique to U.S. Treasuries. The move in U.S. government yields is translating to 
opportunities in investment grade corporate and municipal bonds as well. On the other hand, 
leveraged loans have benefitted greatly from the rising rate expectations given their short 
duration profile and floating rate structure. Thus, we expect leveraged loans to struggle to 
deliver the same outperformance in the second half of the year with so many rate hikes now 
widely expected. We have downgraded our outlook for leveraged loans to neutral in response. 

 
Data source: Truist IAG, Bloomberg 

5 to 30 years – The story in the intermediate and long areas of the curve is somewhat 
different. Yields beyond five years are caught in a tug of war. On one side, generationally high 
inflation suggests yields remain too low. Sticky inflation and rising global yields–coupled with 
the Fed’s aggressive game plan—may contribute to even higher yields. Pulling from the other 
side of the rope, deteriorating global growth outlooks have fueled a flight to quality that is 
weighing on U.S. yields. Heightened recession concerns in Europe and significant geopolitical 
tensions also introduced spurts of global demand for the safety afforded by U.S. debt. Caught 
between the two narratives, we expect interest rate volatility to remain elevated, though we 
think it unfolds amidst a modestly upward bias overall.  

From a fundamental perspective, our work suggests intermediate and long yields have further 
to rise, though to a far less degree than we endured over the past two years. Our fundamental 
framework, using macroeconomic data and the Fed’s balance sheet, suggests yields may 
have limited upside. It’s also worth noting there is meaningful technical resistance around 
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3.25% for the 10-year yield. This level, hit in 2018, has served as the high watermark over the 
past decade.   

Against the more volatile backdrop, another positive development is worth highlighting. The 
relationship between U.S. equities and high quality fixed income is starting to exhibit more 
normal behavior. To start the year, surging inflation and a less accommodative Fed negatively 
impacted performance across virtually all asset classes. Since May 6 when the 10-year yield 
touched its recent high, core fixed income’s diversification benefits have become far more 
consistent. On days where stocks struggle, bonds are starting to better protect diversified 
portfolios—a key characteristic of fixed income’s long-term value. This suggests riskier and 
safer assets are rediscovering a healthier equilibrium for investors, and fixed income is more 
readily delivering critical portfolio ballast. When combined with some of the highest yields we 
have seen in recent years, we believe the risk-reward dynamic within core fixed income has 
improved dramatically over the past year. 

  

Data source: Truist IAG, Bloomberg 

Bottom Line 
Based upon our current interest rate and economic expectations, our work suggests the 1- to 
5-year range of the yield curve remains the most attractive. Beyond five years, we believe 
yields have somewhat further to rise, though the risk-reward profile has improved dramatically 
for a great deal of traditional fixed income as a whole. The first 12 months of the curve should 
offer greater relative value in the months ahead as the Fed moves forward. We recommend 
maintaining a neutral duration posture relative to intermediate benchmarks at this time and 
anticipate more attractive opportunities to extend duration beyond neutral in the future. 
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Disclosures 
Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. Please speak 
to your advisor to request a firm brochure which includes program details, including risks, fees and expenses. 

Investing in the bond market is subject to certain risks, including market, interest rate, issuer and inflation risk; investments may be worth more or less 
than the original cost when redeemed.  The value of most bond strategies and fixed income securities are impacted by changes in interest rates. Bonds 
and bond strategies with longer durations tend to be more sensitive and more volatile than securities with shorter durations; bond prices generally fall as 
interest rates rise, and values rise when interest rates decline. 

Truist Wealth is a name used by Truist Financial Corporation.  Banking products and services, including loans, deposit accounts, trust and investment 
management services provided by Truist Bank, Member FDIC. Securities, brokerage accounts, insurance/annuities offered by Truist Investment 
Services, Inc. member FINRA, SIPC, and a licensed insurance agency where applicable.  Life insurance products offered by referral to Truist Insurance 
Holdings, Inc. and affiliates.  Investment advisory services offered by Truist Advisory Services, Inc., Sterling Capital Management, LLC, and affiliated 
SEC registered investment advisers.  Sterling Capital Funds advised by Sterling Capital Management, LLC.  

The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Truist Financial Corporation 
makes no representation or guarantee as to their timeliness, accuracy or completeness or for their fitness for any particular purpose. The information 
contained herein does not purport to be a complete analysis of any security, company, or industry involved. This material is not to be construed as an 
offer to sell or a solicitation of an offer to buy any security. 

Opinions and information expressed herein are subject to change without notice. TIS and/or its affiliates, including your Advisor, may have issued 
materials that are inconsistent with or may reach different conclusions than those represented in this commentary, and all opinions and information are 
believed to be reflective of judgments and opinions as of the date that material was originally published. TIS is under no obligation to ensure that other 
materials are brought to the attention of any recipient of this commentary. 

Comments regarding tax implications are informational only. Truist and its representatives do not provide tax or legal advice. You should consult your 
individual tax or legal professional before taking any action that may have tax or legal consequences. 

Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or guarantee of future 
performance. 

TIS/TAS shall accept no liability for any loss arising from the use of this material, nor shall TIS/TAS treat any recipient of this material as a customer or 
client simply by virtue of the receipt of this material. 

The information herein is for persons residing in the United States of America only and is not intended for any person in any other jurisdiction. Investors 
may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein. 

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, duplication, 
redistribution or disclosure is prohibited by law. 

TIS/TAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or discussed in this 
material. 

Asset classes are represented by the following indexes. An investment cannot be made directly into an index. 

Truist, Truist®, GFO Advisory Services®, and Sterling Capital® are service marks of Truist Financial Corporation. All rights reserved. All other 
trademarks are the property of their respective owners. 

©2022 Truist Financial Corporation. Truist, the Truist logo, and Truist purple are service marks of Truist Financial Corporation. All rights reserved. 
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