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ne of the biggest questions facing fixed income Phases of U.S. Treasury yields in historical
portfolio managers in late July is when to take tightening cycles:
- .a s.trateg|c long DOS'“Q” in U.S. duration. This 1. Strong upward trend in yield as the Fed tightens
positioning in the U.S. could bring powerful performance
benefits if rates reverse some of their extended, steep 2. Long sideways consolidation in yield as the market tries
increase as the Federal Reserve has raised interest rates to determine the level of the terminal rate for that cycle
since March 2022.
3. Final “blow off” move sharply higher in yield around the
However, the negative carry? imposed by the inverted U.S. time of the final Fed hike
Treasury yield curve makes being early to add U.S. duration
punishing. With the 10-year U.S. Treasury yielding about 4. Powerful decrease in yields

100 basis points® less than the two-year note in late July,

a long position in the 10-year segment involves a very
meaningful yield sacrifice if longer-term U.S. Treasuries don’t
rally to offset the negative carry. In fact, simply holding cash
equivalents, such as the three-month U.S. Treasury bill, would
yield much more than longer-maturity U.S. Treasury notes.

Did the 10-year U.S. Treasury’s move to a yield well over 4%
in early July followed by a quick decrease represent phase
three? Only time will tell if the yield will test its recent high
of 4.25% in October 2022, but some portfolio managers
could have interpreted it as a signal to go long duration in
anticipation of the transition to phase four.

Our analysis of the 10-year U.S. Treasury yield in past Fed
tightening cycles since the early 1980s, led by Portfolio Manager
Saurabh Sud, shows that there were typically three distinct
phases of yield movements followed by a fourth phase of
decreasing yield. These phases varied to some degree based on
the Fed'’s actions and other aspects of the market environment,
but they were identifiable across all of the tightening cycles.

Across T. Rowe Price Associates’ fixed income platform,
portfolio managers and analysts collaborate extensively,
seeking better investment decisions as they consider the
opinions of colleagues and incorporate them into their own
views. However, T. Rowe Price does not have a “house view,”
and portfolio managers have the freedom to position their
strategies in accordance with their mandates and outlooks.

" Duration measures a bond’s sensitivity to changes in interest rates.
2 Carry is an investment's yield above or below the risk-free interest rate, such as on a short-term Treasury bill.
3 A basis point is 0.01 percentage points.
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Some of our managers have taken divergent strategic
positions on U.S. duration.

The Bull Case

U.S. Fixed Income Portfolio Manager Steve Bartolini, while
cautious on near-term U.S. Treasury positioning, interprets the
yield increase in early July as a potential phase three, which
could lead to a major breakout toward lower rates in phase
four. He is accordingly positive on U.S. duration in the medium
to longer term. He sees the combination of slowing U.S.
growth, lower inflation, and tight Fed monetary policy leading to
lower yields and a steeper curve by the end of 2023.

The Bear Case

On the other hand, Global Fixed Income Portfolio Manager
Ken Orchard views the early July spike in the 10-year U.S.
Treasury yield as part of a prolonged phase three of yield
moves, not a quick high that leads to phase four. He doesn’t

see a catalyst for a U.S. recession, such as an energy price
spike, on the medium-term horizon. As a result, his outlook
is for higher U.S. Treasury yields, and his portfolios have a
shorter-than-benchmark position in U.S. duration.

Our other fixed income portfolio managers may have different
combinations of strategic and tactical views on U.S. duration.
They also may choose to use tools other than outright duration,
such as currency positions or exposure to the sovereign bonds
of other countries, to express those outlooks in their strategies.

We believe that the sharing of views across the fixed income
platform can lead to better-informed investment decisions,
which are ultimately up to the individual portfolio manager.
This represents a core strength of active fixed income portfolio
management—the ability for a portfolio manager to collaborate
with other experts to adapt to changing market environments
and position their strategies accordingly.
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T. Rowe Price focuses on delivering investment management
excellence that investors can rely on—now and over the long term.

To learn more, please visit troweprice.com.

T.RowePrice’

Important Information

This material is provided for informational purposes only and is not intended to be investment advice or a recommendation to take any particular investment action.
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 associates.

This information is not intended to reflect a current or past recommendation concerning investments, investment strategies, or account types, advice of any kind,
or a solicitation of an offer to buy or sell any securities or investment services. The opinions and commentary provided do not take into account the investment
objectives or financial situation of any particular investor or class of investor. Please consider your own circumstances before making an investment decision.

Information contained herein is based upon sources we consider to be reliable; we do not, however, guarantee its accuracy. Actual outcomes may differ
materially from any forward-looking statements made.

Past performance is not a reliable indicator of future performance. All investments are subject to market risk, including the possible loss of principal.
Fixed-income securities are subject to credit risk, liquidity risk, call risk, and interest-rate risk. As interest rates rise, bond prices generally fall. Investments in
high-yield bonds involve greater risk of price volatility, illiquidity, and default than higher-rated debt securities. All charts and tables are shown for illustrative
purposes only.

T. Rowe Price Investment Services, Inc., distributor, and T. Rowe Price Associates, Inc., investment adviser.

© 2023 T. Rowe Price. All rights reserved. T. Rowe Price, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/or apart, trademarks of
T. Rowe Price Group, Inc.

ID0006167 (08/2023)
202307-3028384 INVEST WITH CONFIDENCE" 3



