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“Real” Conviction

Following the negative asymmetric yield experience of 2022, yield trends for nominal intermediate- to long-
maturity U.S. Treasuries have regained symmetry as the market seeks to identify their next durable trend; but
overall, nominal yield levels have still been volatile. Consider the dizzying yield journey of the bellwether 10-year
U.S. Treasury for the past one year that began the period at 3.74%, tested 4.79% in mid-January, then settled in a
range around 4.4% from mid-April to late July before oscillating in a range between 4.0% and 4.2% since then. It is
against this challenging backdrop and a bias that U.S. rates, in conjunction with concerns centered on seemingly
unsustainable U.S. deficit spending, will eventually be heading materially higher that the T. Rowe Price Fixed
Income Division held its September Policy Week.

Interestingly, through the holistic assessment of Policy Week that follows detailed analysis across the various
components of global fixed income markets, currencies and related economies, not much had changed since the
Fixed Income division’s Policy Week meetings in the summer. Fundamentals remain sound across investment
grade and below investment grade credit sectors and related spreads remain historically tight, supported by a
global economy that continues to plod positively forward amid:

e  Front loading (ahead of elevated tariffs) activity carrying the Eurozone economy for now that should then
gain additional support with expansionary fiscal policy kicking in next year.

e China showing some signs of bolstering its consumption economy as the country’s exaggerated (and tariff
free...) industrial production continues to move its overall economic needle forward.

e Aslowing U.S. economy transitioning toward a greater manufacturing focus that is now supported by
expansionary fiscal policy in the form of the One Big Beautiful Bill (OBBBA) and a Federal Reserve rate cut
(with high market expectations for two more 25-basis-point cuts coming before year end).

Beyond strong fundamentals that are also supported by favorable equity earnings trends across the S&P 500, the
continuing overlap between public and private markets also means that corporate America is technically well
supported from a funding perspective as the domestic IPO market heats up.



Away from corporate credit, the sharp year-to-date falling trend in the U.S. dollar, while still modestly atrophying,
found near term traction in recent weeks as Policy Week unfolded. As a result, conviction levels remain broadly
neutral or better across most spread sectors, apart from the mortgage-backed securities sector that is beset with
some near-term technical pressure. Interestingly, from a real time perspective, the future fortunes of the U.S.
dollar are being revisited for another potential leg down with more Fed rate cuts potentially coming.

Overall, while the surface appears serene across spread sectors, the division’s respective credit and emerging
markets debt sector teams remain vigilant regarding security selection to prepare for a a turn in the current
“goldilocks” environment for credit. In addition to an emphasis on security selection within spread sectors, our
sector teams highlighted the utility of the high yield and investment grade synthetic corporate markets that allow
us to actively manage corporate exposures while also having an attractive liquidity profile that allows the team an
opportunity to pivot if market conditions change.

In assessing the current tight spreads environment, particularly in long maturity corporate credit, getting the call
right on where intermediate to long U.S. rates are headed is a focus as sharply higher yields could represent a “trip
wire” for the current credit cycle. While the passing of OBBBA confirmed that the U.S. administration would
continue running concerning levels of deficit spending well into the future, U.S. 10-year Treasury yields have rallied
nevertheless from a high of 4.6% in late May to 4.13% as this note is being written. As a result, while the Fixed
Income Division reevaluated its negative view on U.S. sovereign duration during its September Policy Week, an
overall bearish view remains. Near term, this posture has been reinforced as the U.S. 10-year yield, after testing
just below the 4% yield range on September 11, has since risen to the higher yield level referenced above.

One other way to evaluate what has become a complex U.S. nominal rate environment is to reduce its noise by
instead focusing on real yields, which adjust for inflation. Such a simplified view is provided in the chart below. As
illustrated, U.S. 10-year real yields (U.S. 10-year nominal yields less U.S. CPI) in the range of 2% arguably
represented a gravity point for where U.S. nominal yields ultimately landed heading into and then just beyond the
Global Financial Crisis. After that, this theoretical 2% real yield range guide was shattered by an era of quantitative
easing and peak globalization. Today’s world is markedly different with deglobalization trends that are being
exacerbated with heightened tariff policy that now may have U.S. Treasury rates now seeking a new and higher
baseline for real yields. This phenomenon may also help drive U.S. 10-year and longer maturity nominal yields
higher going forward.

Chart One
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Against the backdrop described above, being short U.S. duration, positioning for a steeper 2s/10s U.S. Treasury
yield curve, allocating to select inflation linked global sovereign debt, and potentially revisiting a short U.S. dollar
posture all warrant consideration. And in terms of keeping it “real” in the current environment, T. Rowe Price
Multi-Asset Division’s proactive move years ago to add and now be overweight real assets seems warranted as
signals from gold miners suggest that U.S. Treasury real yields may not fully capture the future realities of a
changing world.

Bottom Line — In an environment where indeed the world has changed as the U.S. pursues a materially unique go
forward path relative to its approach for the past 80 years, active management in global fixed income takes on
heightened importance. Through a disciplined investment process, anchored by its Policy Week in conjunction with
expanding quantitative capabilities and its ongoing global bottom-up research effort, we firmly believe that the T.
Rowe Price Fixed Income is well positioned to actively manage the array of global strategies that compose its
investment platform through the uncertain times ahead.
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Actual outcomes may differ materially from any forward-looking statements made. The statements made are as of
September 2025, are those of the author, are subject to change, and T. Rowe Price assumes no duty to and does
not undertake to update forward-looking statements. Other T. Rowe Price associates may have different views.
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