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Key takeaways
▪ Since January, the sharp rise in U.S. Treasury yields has reinstated 

value in bonds beyond cash alternatives.
▪ While the potential remains for somewhat higher yields (i.e., lower prices), 

current yields in core fixed income can provide a powerful offset.

Higher income is critical to performance and creating ballast
Sticky inflation, a resilient economy, and tempered Federal Reserve (Fed) 
rate cut expectations have pulled 5- and 10-year U.S. Treasury yields more 
than 80 basis points (0.80%) higher this year. As a result, these yields have 
retraced roughly two-thirds of their Q4 2023 declines. Today’s higher 
starting yields have created an improved entry point for deploying cash 
and adding duration in portfolios that remain short of their benchmarks.

Over longer periods, approximately 85% of core fixed income’s total returns 
are driven by the income it generates. The “belly of the curve,” generally 
encompassing maturities between 3 and 10 years, are once again 
approaching levels unseen for more than 15 years. Thus, core fixed 
income’s total return outlook has improved markedly since December. 
Additionally, the higher income stream provides diversified allocations with 
enhanced portfolio stability in the event of increased equity volatility – a 
benefit that high quality fixed income lacked during the era of ultra-low rates.

Expect yields to decline from current levels 
On top of improved income levels, we continue to expect yields to fall (i.e., 
higher bond valuations) later this year. For one, we suspect the Fed will 
gather sufficient disinflationary evidence to carefully lower policy rates later 
this year. Shelter costs – which remain stubbornly high – are the largest 
component of inflation. Real-time shelter data suggest further cooling is in the 
pipeline over the next several months. Additionally, in our view, the steep rise 

in healthcare costs over the past year appears unsustainable. As inflation 
steps down, we also expect the Fed to decelerate its monthly balance sheet 
reductions (i.e., quantitative tightening) which should also encourage more 
rate stability. Lastly, the European Central Bank is now discussing the start of 
its own rate cuts in response to a more pronounced slowdown for inflation 
and growth. Lower rates abroad should support European demand for 
U.S. debt, which has already provided a significant source of buyer appetite.

But, as we have seen this year, the disinflationary path will be bumpy. It will 
also take time for the Fed to achieve its 2% inflation target, which means that 
yields’ path lower will likely be gradual and uneven, barring a major economic 
or geopolitical shock.

Inflation surprises and budget deficits pose risks to outlook

The Fed continues to believe that current policy is sufficiently restrictive and 
no further hikes will be necessary. However, upside U.S. inflation surprises 
that shake policymakers' confidence could force yet another delay in 
rate cuts and fuel a disorderly move higher in yields. Additionally, as we 
saw last fall, concerns around federal debt and spending habits can create 
“buyer strikes” that impose higher borrowing costs on the U.S. government – 
and everyone else by association. However, it is notable that the current 10-
year yield provides a powerful offset to rising yield environments. Over the 
next 12 months, the 10-year yield could rise from today’s 4.6% to more 
than 5.2% and still generate positive returns. 

Bottom line 
While upside yield risks remain, the entry point and risk-reward balance in 
intermediate U.S. yields has improved meaningfully this year. Current 
yield levels and our expectation that yields will decline as inflation cools and 
the Fed eases policy also inform our upgraded view of duration.  

See charts on next page
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Past performance does not guarantee future results.
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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®, 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 provided by the following affiliates of Truist Financial Corporation (Truist): Banking products and services including loans and  
deposit accounts, are provided by Truist Bank, Member FDIC. Trust and investment management services provided by Truist Bank, Member FDIC. Securities, brokerage accounts, insurance/annuities offered by 
Truist Investment Services, Inc. member FINRA, SIPC, and a licensed insurance agency where applicable.  Life insurance products offered by referral to Truist Insurance Holdings, LLC and affiliates.  Investment 
advisory services offered by Truist Advisory Services, Inc., Sterling Capital Management, LLC, and affiliated SEC registered investment advisers.  Sterling Capital Funds 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.

Long government bonds = All government bonds; Investment grade corporate bonds = ; S&P 500 = ; 1-3 year government bonds = ; High yield corporate bonds = .

©2024 Truist Financial Corporation. Truist, the Truist logo, and Truist purple are service marks of Truist Financial Corporation. 
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