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What happened 
Real yields, also known as inflation-adjusted yields, show the annualized return an investor 
receives after accounting for the effects of inflation. Today, real 10-year U.S. Treasury yields 
are at a 40-year low due to low nominal yields and high year-over-year inflation readings. 
Stated another way, investors are losing roughly $3 for every $100 invested in 10-year U.S. 
Treasuries after subtracting the most recent core Consumer Price Index (CPI) readings. 

Currently, real 10-year yields sit at -3.1% (i.e., 1.25% 10-year yield minus 4.3% core CPI). 
Negative real yields are not unheard of, but they are rare. Over the past 50 years, real 10-year 
yields bottomed in negative territory just six times: 1975, 1979, 1980, 2012, 2016, 2020, and 
today. More importantly, real rates don’t typically stay depressed for extended periods.  

 
 

Data source: Truist IAG, Bloomberg 

Our take 
In the previous six instances where real U.S. yields bottomed in negative territory, real yields 
tended to rise rather sharply over the next 6-18 months. Higher real yields were achieved 
through a combination of moderating inflation and rising nominal yields. It is worth noting this 
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aligns with our expectations that inflation will begin to cool in the months ahead and nominal 
yields will rise from current levels. 

 

Data Source: Truist IAG, Bloomberg 

Year-over-year U.S. inflation has jumped dramatically from the lows reached in the months 
following the start of the pandemic. Simultaneously, nominal U.S. yields have remained 
severely depressed by the Federal Reserve’s (Fed) quantitative easing program, concerns 
surrounding the economic impact of the COVID-19 delta variant, and relentless foreign 
demand for U.S. fixed income. This has resulted in negative real yields across the U.S. 
Treasury curve.  

Although the delta variant is delaying a further reopening of the economy, we expect year-
over-year inflation readings will continue to cool in the months ahead. For instance, used 
vehicle prices, which jumped more than 40% year over year, have started to recede. Average 
lumber prices have fallen 70% from their May peak. The current pace in price growth is not 
sustainable over the longer term. However, there are some stickier pockets of inflation, such 
as wages and rents. Our view is that, while inflation readings will soften, they are likely to 
remain above the pre-pandemic pace, commensurate with higher growth. Nonetheless, 
higher-than-anticipated inflation readings should encourage U.S. yields to move higher. 

Additionally, we expect the Fed to begin slowing the pace of its monthly asset purchases in 
the fourth quarter of this year. The reduction of Fed support should also encourage yields to 
move gradually higher. The Fed is gaining comfort with the idea of less accommodation on 
the basis of its constructive economic outlook. We agree the U.S. recovery still has ample 
room to run, which generally fosters a rising yield environment. If these expectations hold true, 
the combination of rising nominal yields and falling inflation readings should help boost real 
yields from their current levels. 

Bottom line  
Despite very different growth environments, inflation trends, and Fed regimes over the past 
half-century, U.S. yields have tended to rise after periods when inflation-adjusted rates bottom 
in negative territory. Real yields should begin rising from their current lows due to moderating 
inflation and modestly higher nominal yields, validated by better economic growth and 
reduced Fed asset purchases later this year. This supports our below-benchmark duration 
bias within fixed income portfolios. We also expect to see rate volatility stay elevated given the 
uncertainties associated with the delta variant and expected shift in the Fed’s policy stance. 
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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, 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 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. 

©2021 Truist Financial Corporation. Truist, the Truist logo, and Truist purple are service marks of Truist Financial Corporation. All rights reserved. 
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