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MARKET COMMENTARY

Fig. 1: 10 Year Treasury Rate
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Source: Bloomberg, Mill Creek.

For the past year, we have considered 3.5-4% as a good range for the 10-year Treasury yield.
Now that the 10-year Treasury yield is back around 4%, we believe it is a good time to address just how high
yields might go in the latter innings of this cycle.

Why did Treasury yields recently increase from 3.5% to 4%?

The move wasn’t based on concerns about inflation — inflation expectations have remained generally
unchanged this year. The answer is that economic growth has been more resilient than market participants
expected. This led to real yields increasing by about 0.5%, driving 10-year Treasury yields up the same
amount.

How much higher could yields go?

If market participants start to really embrace the “higher for longer” message from the Fed, a “normalized”
term premium (the compensation that investors demand for holding long-term bonds) could result in a 10-
year Treasury yield of 4.75%-5%. Of course, this assumes nothing (e.g. banks) in the economy breaks under the
strain of higher rates before we reached that point and that inflation doesn’t continue to subside. Fortunately,



MILL CREEK iy 17, 2023

Our values appreciate yours

last Thursday’s CPI release indicated that inflation continues to moderate, supporting an upper bound of about
4% on the 10-year Treasury yield for now.

This week's contributor: Michael Crook, CAIA

DISCLOSURES & IMPORTANT INFORMATION

Any views expressed above represent the opinions of Mill Creek Capital Advisers ("MCCA") and are not intended
as a forecast or guarantee of future results. This information is for educational purposes only. It is not intended
to provide, and should not be relied upon for, particular investment advice. This publication has been prepared
by MCCA. The publication is provided for information purposes only. The information contained in this
publication has been obtained from sources that MCCA believes to be reliable, but MCCA does not represent or
warrant that it is accurate or complete. The views in this publication are those of MCCA and are subject to
change, and MCCA has no obligation to update its opinions or the information in this publication. While MCCA
has obtained information believed to be reliable, MCCA, nor any of their respective officers, partners, or
employees accepts any liability whatsoever for any direct or consequential loss arising from any use of this
publication or its contents.
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