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T. ROWE PRICE INSIGHTS
ON U.S. FIXED INCOME

KEY INSIGHTS
	■ U.S. Treasury yields appear to have peaked for now and are likely to be 

range-bound for the next few months as economic growth decelerates.

	■ Longer-term yields are probably capped by economic data that recently have not 
exceeded expectations, ending the strong yield curve steepening trend.

	■ We likely will not know the true nature of the economy until this fall when jobless 
benefits lapse, kids are back in school, and parents return to work.

Treasury Yields Likely 
to Remain Range-Bound
Peaking economic data should contain yields 
for the near term.

W ith economic growth still 
very strong but decelerating, 
U.S. Treasury yields appear 

to have peaked for now and are likely 
to be range-bound for the next few 
months. Longer-term yields are probably 
capped by economic data that recently 
have not exceeded expectations and by 
declining inflation momentum, bringing 
the strong yield curve steepening of the 
last several months to an end. Perhaps 
most importantly, Federal Reserve 
officials have begun to discuss talking 
about tapering their bond purchases, 
indicating that the central bank may be 
less willing to let the economy run hot 
than we expected. We anticipate that the 
10-year Treasury yield will likely stay in 
the 1.45%–1.90% range over the next 
three months.

U.S. Economic Data Peaking

Growth expectations remain very firm 
with 5%–6% quarter-over-quarter gross 
domestic product expansion expected 
through this year and 4% in 2022 

(measured as fourth quarter 2022 
versus fourth quarter 2021), which is 
considerably stronger than in any period 
after the global financial crisis (GFC) of 
2008–2009. U.S. economic data are 
currently peaking, however, and the data 
received in the second quarter have 
only been just meeting expectations. 
This dynamic has supported the trading 
range for Treasuries, with the 10-year 
yield generally trending between 1.50% 
and 1.75% since late March.

Survey-based economic data such 
as purchasing managers’ indexes 
(PMIs)—known as “soft data”—remain 
buoyant. On the other hand, the 
reopening-related combination of high 
prices, low inventories, long delivery 
times, and underwhelming hiring has 
been causing some dissonance with the 
strong headline figures. T. Rowe Price’s 
economics team has downgraded 
their convictions on global and U.S. 
growth given that the recent lofty pace of 
expansion will likely be difficult to sustain. 
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Inflation High but Stabilizing

Increases in the consumer price index 
(CPI) are likely to run at or above 3.5% 
into 2022, but we expect CPI gains to 
also peak at high levels in the second 
quarter. Inflation expectations have 
stabilized along with leading indicators 
of actual inflation, such as rents, 
energy prices, and surveys of prices 
paid. We tend to believe that, similar 
to growth, inflation will stay firmer for 
longer than most forecasters expect, as 
the post-GFC consensus “lowflation” 
mindset is hard to break. Also similar to 
growth, we will not have good visibility 
into longer-run inflation for the next few 
months. Market expectations for inflation, 
measured by Treasury inflation protected 
securities (TIPS) breakevens,1 have 
slipped from recent highs.

The TIPS market is signaling that 
inflation expectations may have topped 
out. Investments in inflation protected 
products are heavily skewed toward 
passive exchange-traded funds (ETFs), 
making them a meaningful factor 
affecting the balance between supply 

and demand in the market for TIPS and 
inflation swaps.2 Shares outstanding 
of the large passive ETFs appear to 
be near a peak or perhaps declining, 
and pricing of inflation swaps relative 
to consensus inflation expectations 
appears stretched. While this was not a 
deterrent for TIPS breakevens heading 
into an accelerating second quarter, we 
believe it holds more weight going into a 
decelerating third quarter.

Policymakers Thinking About 
Talking About Tapering

We expected the Fed to wait as long as 
possible before discussing the eventual 
tapering of bond purchases, so we 
were somewhat surprised when key 
Fed officials said that policymakers 
had begun “thinking about talking 
about tapering” even before the June 
Federal Open Market Committee 
meeting. The Fed is likely attempting to 
manage inflation expectations through 
the summer as they await clarity in the 
data this fall. This, at least temporarily, 
damages the Fed’s credibility on letting 
inflation run higher than the 2% target3 

1 The difference in yield between a nominal Treasury bond and TIPS of the same maturity.
2 An inflation swap involves one party paying a fixed interest rate on a notional principal amount to another party that pays a variable rate based on an 
inflation index.

3 The Fed’s preferred inflation measure is the core personal consumption expenditures (PCE) price index.

Yield Curve Has Tracked Consumer Mindset 
(Fig. 1) Relative consumer sentiment* versus yield curve
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to offset past inflation undershoots and 
is likely to make it difficult for Treasury 
yields to exceed the top end of recent 
rate ranges.

The Fed talking about tapering 
focuses market expectations for the 
timing of the first rate hike because 
the sequence of taper to liftoff is well 
engrained in market consensus. The 
market widely anticipates that tapering 
will begin about six months after 
policymaker discussions start, followed 
by approximately 12 months of gradually 
reducing bond purchases before the 
first rate hike. Additionally, talking taper 
now solidifies the market’s current 
expectations for the next cycle of rate 
increases, including the terminal rate 
where the Fed pauses, which limits 
the upside potential in long-term yields 
because an earlier start to tightening 
would limit the magnitude of rate hikes.

Adding Some Duration Exposure

In response to our evolving outlook, we 
added some duration4 to the core bond 
strategy while keeping it slightly short 
of the benchmark, given that yields 
are near the lower end of the expected 
range. In the inflation protected 
strategies, we have less conviction in 
further widening of TIPS breakeven 
spreads but still have positioning based 
on a somewhat less hawkish view of 
the Fed. In both strategies, we removed 
positioning that would have benefited 
from a steeper yield curve. It is important 
to note that inflation does not necessarily 
mean that investors should shed duration, 
given that inflation can weigh on growth.

Factors That Could Impact Outlook

We continue to monitor several key 
factors that could cause us to modify 
this positioning. Signs of an increase 

in growth expectations, whether from 
political negotiations supporting a 
larger-than-expected fiscal stimulus 
package or simply hard data consistently 
outperforming expectations, could 
indicate that yields may move higher 
in the near term. Indications of a delay 
in Fed policymakers solidifying their 
tapering plans could have similar effects.

The interaction of wages and aggregate 
prices is another key indicator that 
could affect positioning in the core 
bond and inflation protected strategies. 
So far, consumer price inflation has 
run much higher than wage growth, 
which has implications for both 
consumer spending and economic 
growth. Aggregate prices are rising, but 
aggregate wage growth has not kept 
pace—at least not yet. If wages rise to 
meet prices, the resulting longer-term 
inflation could lead us to shorten 
duration. If prices fall to meet wages as 
consumers cut back on spending, we 
would tend to lengthen duration, with all 
else equal.

True Nature of Economy Likely Not 
Clear Until the Fall

We likely will not know the true nature 
of the post-pandemic economy until 
this fall when unemployment benefits 
lapse, kids are back in school, and 
many people go back to work in person. 
The Fed is trying to manage through 
this transition period, but in our view, 
policymakers are reducing their “run 
it hot” credibility in the process. More 
clarity should arrive this fall when 
fourth-quarter data come into view. In 
the longer term, we continue to believe 
yields will likely push higher amid a very 
strong economic backdrop.

4 Duration measures a bond’s sensitivity to changes in interest rates.
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WHAT WE’RE WATCHING NE X T 
The price of the U.S. dollar relative to other major currencies can affect 
U.S. inflation because a weaker dollar makes imported goods more 
expensive. We are monitoring the dollar’s reaction to the Fed’s signals 
about tapering its bond purchases and eventually moving toward rate 
hikes, which, with other factors equal, could support the dollar.

Additional Disclosure

Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). 
BARCLAYS® is a trademark and service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s 
licensors, including Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material, or 
guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained therefrom and, to 
the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith. 

Key Risks—The following risks are materially relevant to the strategies highlighted in this material: 

Debt securities could suffer an adverse change in financial condition due to ratings downgrade or default, which may 
affect the value of an investment. Fixed income securities are subject to credit risk, liquidity risk, call risk, and interest 
rate risk. As interest rates rise, bond prices generally fall. In periods of no or low inflation, other types of bonds, such as 
U.S. Treasury bonds, may perform better than Treasury inflation protected securities.
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Important Information
This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give advice of any 
nature, including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective investors are recommended 
to seek independent legal, financial and tax advice before making any investment decision. T. Rowe Price group of companies including T. Rowe Price Associates, 
Inc. and/or its affiliates receive revenue from T. Rowe Price investment products and services. Past performance is not a reliable indicator of future performance. 
The value of an investment and any income from it can go down as well as up. Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any 
jurisdiction or to conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’ 
accuracy or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date written and are subject 
to change without notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances should the 
material, in whole or in part, be copied or redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is 
provided upon specific request. It is not intended for distribution to retail investors in any jurisdiction.

Australia—Issued in Australia by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, 
Suite 50B, Sydney, NSW 2000, Australia. For Wholesale Clients only.

Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited 
Investors as defined under National Instrument 45-106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment 
management services.

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd. This material is communicated on behalf of T. Rowe Price International 
Ltd. by its representative office which is regulated by the Dubai Financial Services Authority. For Professional Clients only.

EEA ex-UK—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.à r.l. 35 Boulevard du Prince Henri 
L-1724 Luxembourg which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.

Hong Kong—Issued by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong Kong Limited is 
licensed and regulated by the Securities & Futures Commission. For Professional Investors only. 
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Place, Suite 50B, Sydney, NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or 
delivered in New Zealand, nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other than in 
circumstances where there is no contravention of the Financial Markets Conduct Act 2013.

Singapore—Issued in Singapore by T. Rowe Price Singapore Private Ltd., No. 501 Orchard Rd, #10-02 Wheelock Place, Singapore 238880. T. Rowe Price 
Singapore Private Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only.
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USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and Exchange 
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T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 


