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Introduction 
U.S. inflation and growth, which are snapping back from historically depressed levels, are now 
touching generational heights. Levels of monetary and fiscal stimulus that were unthinkable 
prior to the pandemic were critical to bringing the economy back online. U.S. yields have risen 
significantly since their 2020 lows as fear has given way to optimism. 

Data Source: Truist IAG, Bloomberg 

However, as we look to 2022 and beyond, we believe one truth is growing increasingly self-
evident: this environment will not last. Year-over-year inflation above 5%, double-digit growth 
of gross domestic product (GDP), and relentless policy accommodation cannot continue 
without a dramatic change in the long-term trends that impact economic growth, including 
population growth, demographics, and productivity. This begs the question: if each of these 
forces are expected to weaken, is it reasonable to expect yields to continue their ascent? 
Below, we try to square our outlook for falling inflation, slower growth, and less monetary 
policy accommodation with our expectation for higher U.S. yields. 

0.0%

0.5%

1.0%

1.5%

2.0%

Oct-19 Jan-20 Apr-20 Jul-20 Oct-20 Jan-21 Apr-21 Jul-21 Oct-21

U.S. Treasury yields
2-year 10-year

Chip Hughey, CFA 
Managing Director 
Fixed Income 
 
Evan Moog, CFA 
IAG Associate 
 
 

U.S. Treasury yields 
are broadly rising, 
w ith the move 
accelerating after the 
Fed’s late-September 
policy meeting. 



 

Our take 
Although we expect inflation to fall, growth to slow, and accommodation to wane, it is 
important to note that each will do so from historic levels. Furthermore, we believe U.S. yields 
remain too low, failing to fully express the strength of the ongoing recovery and inflation 
readings. 

Inflation – On Friday, Federal Reserve (Fed) Chair Jerome Powell acknowledged that U.S. 
inflation is proving stickier than policymakers previously anticipated. Two days later, Treasury 
Secretary Janet Yellen stated that although she does not believe the Fed is losing its grip on 
inflation, she foresees it staying elevated well into 2022. Supply chain disruptions, upward 
wage pressure, and robust consumer demand are each playing a role. Hence, 2- and 5-year 
breakeven inflation rates—measures of the market’s consensus inflation expectations over 
those time horizons—jumped to multi-decade highs. 

Data Source: Truist IAG, Bloomberg 

U.S. fixed income markets are coming around to our view: inflation will prove stickier than the 
market is currently positioned for and will remain above the sub-2% average of the previous 
economic cycle. Shelter, including rents, wages, and energy costs are on the rise and will 
prove to be sources of longer-lasting inflation. With intermediate and long U.S. yields still 
trading below pre-pandemic levels, we believe current yields fail to sufficiently reflect 
inflation’s near-term stickiness and upward trajectory. 

Growth – Following the big gains achieved during the reopening quarters, economic growth is 
coming down to Earth. But it is worth reiterating: peak growth does not equal weak growth. 
2021’s summer slowdown should give way to stronger activity in the year ahead. In addition to 
robust consumer demand and solid employment trends, we expect some of the business and 
consumer demand delayed by the delta variant to be unleashed in 2022. More spending will 
shift from goods to services as COVID-19 trends improve and mobility restrictions are 
loosened. Furthermore, we expect global supply chains to eventually catch up, which will help 
manufacturers meet orders in a more timely fashion. Near-term growth will also be aided by 
further labor gains as continued demand requires more workers.  
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Only 120 basis points (1.20%) separate the yield offered by 2-year and 10-year U.S. Treasury 
notes. From a historical perspective, that remains too flat given where we are in the recovery. 
To approach the curves observed during previous four rate cycles, 10-year yields would need 
to rise by at least another 100-150 basis points. In our view, the risk of a recession within the 
next couple years is very remote. That suggests yields between 5- and 30- year maturities 
have further to rise in this cycle as robust growth persists.  

Fed accommodation – Currently, the Fed owns roughly 25% of the U.S. government and 
mortgage-backed securities markets. As the market loses this massive source of demand, we 
expect yields to rise (i.e. bond prices to fall) in response. In short, the Fed’s purchases have 
done exactly what they are designed to do – artificially suppress borrowing costs. This era is 
now set to end. It is worth noting that the Fed’s exit will also impact liquidity in the 
marketplace. Therefore, it’s reasonable to expect rate volatility to rise in the months ahead, 
especially in the context of a shifting policy regime. 

Fed officials are clearly setting the stage to reduce its monthly asset purchases (aka “taper”) 
very soon with the goal of sun-setting its quantitative easing program by mid-2022. Inflation’s 
recent persistence has the central bank eager to get underway. By definition, tapering will 
result in a declining level of monetary stimulus over the next 6-9 months. However, we see 
tapering as a path to higher interest rates. High inflation and steady labor gains, including 
recent wage growth, suggest the time to end crisis-level accommodation is now. The Fed has 
done an admirable job of preparing markets, drastically reducing the threat of a “taper 
tantrum” caused by surprise change in policy.  
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Fed funds futures trading now projects the Fed will hike twice by the end of next year. As a 
result, short U.S. Treasury yields have risen sharply over the past 30 days, flattening the 
overall trajectory of the curve. We believe such a recalibration for multiple hikes in 2022 is 
premature.  

Fed officials have taken painstaking measures to frame the discussion by separating the 
decision to taper from its timeline to eventually raise rates. Fed Chair Powell is consistently 
pushing back against any notion the Fed is talking about liftoff. Given the Fed’s relatively new 
flexible average inflation targeting (FAIT) framework, the Fed has a great deal of flexibility in 
how it responds to higher inflation through rate increases. The central bank can afford to be 
more patient. Furthermore, policymakers don’t want to stoke fears that it is going to invert the 
2/10-year yield curve, which would send a very bearish economic signal. Instead, we expect 
Fed officials to publicly discuss its cautious rate strategy, which would be supported by the 
cooler inflation readings that we expect next year. In aggregate, that should stabilize short-
dated yields and encourage the yield curve to steepen as longer yields rise. 

Bottom line  
Although inflation, economic growth, and monetary stimulus are set to decline in the U.S., we 
must not lose sight that each will do so from dramatically higher levels. As the Fed backs 
away from its monthly debt purchases, we believe yields will rise for positive, organic reasons 
– strong economic growth, above-trend inflation, and a still-accommodative policy backdrop. 
After all, these are the very forces encouraging the central bank to taper in the first place. 
Additionally, we expect the Fed to demonstrate patience with respect to raising interest rates 
in 2022, consistent with its relatively new FAIT framework. The framework is designed to allow 
the Fed the opportunity to offset the previous decade of disappointing inflation with above-2% 
inflation for quite some time. We expect monetary policymakers to test its efficacy. In 
response, we continue to recommend a below benchmark duration in fixed income portfolios. 
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Disclosures 
Adv isory managed account programs entail risks, including possible loss of principal and may not be suitable for all inv estors. Please speak 
to your adv isor 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 volati le than securities with shorter durations; bond prices generally fall as 
interest rates rise, and values rise when interest rates decline. 

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

Truist Wealth is a marketing name used by Truist Financial Corporation. Services offered by the following affiliates of Truist Financial Corporation: 
Banking products and services, including loans and deposit accounts, are provided by SunTrust Bank and Branch Banking and Trust Company, both 
now Truist Bank, Member FDIC. Trust and investment management services are provided by SunTrust Bank and Branch Banking and Trust Company, 
both now Truist Bank, and Truist Delaware Trust Company. Securities, brokerage accounts and /or insurance (including annuities) are offered by Truist 
Investment Services, Inc., and P.J. Robb Variable Corp., which are each SEC registered broker-dealers, members FINRA, SIPC, and a licensed 
insurance agency where applicable.  Life insurance products are offered through Truist Life Insurance Services, a division of Crump Life Insurance 
Services, Inc., AR license #100103477, a wholly owned subsidiary of Truist Insurance Holdings, Inc.  Investment advisory services are offered by Truist 
Advisory Services, Inc., GFO Advisory Services, LLC, Sterling Capital Management, LLC, and Precept Advisory Group, LLC, each SEC registered 
investment advisers.  Sterling Capital Funds are 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 affi liates, 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 affi liates may have positions in securities, options, rights, or warrants mentioned or discussed in this 
material. 
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