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= When Will the 10-Year Yield Backup Matter?

Since the mid-September FOMC, which marked the start of policy normalization, the 10-year Treasury yield
has behaved unusually, moving higher rather than lower. The over 100 bps move in nominal yields has largely
been driven by a move higher in real rates rather than a rise in breakeven inflation. This week’s inflation
readings have triggered a reversal lower in yields but moves ahead merit watching for broader impacts across
assets.
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The This week’s inflation data has triggered a rally, as the market has perceived moderating trends.
Rithm However, at best, the data shows a leveling off with 3, 6, and 12-month core CPI at 3.3%, 3.2% and
Take 3.2%, respectively. In the meantime, inflation expectations have risen across several surveys; the

University of Michigan consumer survey shows 5-10 year inflation expectations rising to 3.3%, a 16-
year high. The ISM Services Prices Paid Index, which often leads headline CPI, has also surged.
Should these translate into a marked repricing in the market’s inflation expectations, specifically the
10-year breakeven inflation above 2.6%, we expect higher volatility and a repricing across risk assets
as the market narrative possibly then shifts into pricing rate hikes.

1. Source: Bloomberg LP.
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