
Long-term interest rates continue higher. The 30-year Treasury yield peaked recently around 5.36%, a 
level last seen nearly two decades ago, while the 10-year rose to 4.95%. Short-term rates did not rise 
as much, so the yield curve has steepened. Why? Investors are asking for more compensation to lend 
to the government for 30 years – an increase in what’s called the “term premium.” In our article Fiscal 
Trajectory: Borrowed Time, we describe a debt path that is not sustainable and possible scenarios 
forward. In this Sight|Lines, we discuss the drivers behind rising rates and implications going forward.

THE TAKEAWAY: NUMEROUS FORCES DRIVE RATES, BUT U.S. FISCAL WORRIES MAY 
BE GROWING
Long-term government yields have risen to levels not seen in nearly 20 years, with government borrowing 
and our Fiscal Trajectory likely an increasing driver of higher rates. In summary:

•	 The 30-year Treasury yield has peaked recently at roughly 5.36%, its highest level in nearly two 
decades, with larger increases at the longer end.

•	 Such moves are not limited to the U.S. bond market – long-term government yields have risen to 
multidecade highs across Europe and Japan as well.

•	 Inflation worries have often driven interest rate volatility, but these recent moves may be driven by 
investors asking to be paid more for lending over long periods – the term premium.

•	 U.S. federal debt hit a notable milestone recently by passing $40 trillion, but – importantly – the 
retirement and health entitlement commitments add roughly $88 trillion more.

•	 Our article highlights the importance of austerity – higher taxes and/or lower spending to reduce 
the deficit – and healthy economic growth to reset the path, which may reduce the term premium.

•	 In August, the U.S. Treasury increased its buyback program to improve liquidity and market function, 
but yields fell only briefly, reinforcing the likely role of the term premium in recent moves.

•	 Borrowers, like the U.S. government and companies building our artificial intelligence infrastructure, 
are competing for long-term capital, and when this competition increases, yields can go higher. 

•	 Federal Reserve policy can influence market rates, often more on the shorter end of the yield curve, 
so we’ll be watching the results of next week’s Fed meeting carefully. 
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IN-DEPTH: WHILE NUMEROUS FORCES DRIVE RATES, WORRIES ABOUT U.S. FISCAL TRAJECTORY 
MAY BE GROWING
Long-term yields on government bonds have risen to levels not seen in nearly 20 years, with the U.S. Fiscal Trajectory likely an 
increasing driver of these higher rates. Going deeper:
•  Longer-term U.S. Treasury yields have risen to levels not seen for a long time:

o	The 30-year yield peaked recently at 5.36%, a level not seen in nearly two decades.
o	The 10-year yield, an important reference rate for borrowers, peaked at 4.95%, last seen in October 2023.

•  Such moves are not limited to the U.S. bond market:
o	Long-term German yields have reached levels last seen about 15 years ago.
o	French 30-year yields are the highest since the global financial crisis.
o	Japanese 10-year yields are approaching 3% for the first time since the mid-1990s.

•  Inflation expectations have remained somewhat stable recently, signaling inflation worries are not as much of a driver:
o	The 30-year breakeven rate – the market-implied average expected inflation rate – has been stable at about 2.3% 

recently.
o	Investors’ demand for a higher real rate – the rate earned beyond inflation – signals a possibly higher term premium.

•  Federal debt has passed $40 trillion, or 125% of gross domestic product (GDP), with no sign of a slowdown in growth: 
o	The fiscal 2026 deficit is $1.9 trillion, 5.8% of GDP, and net interest above $1 trillion – roughly 19% of federal revenue.
o	Treasury estimates about $88 trillion in unfunded obligations for Medicare (approximately $60 trillion) and Social 

Security (approximately $28 trillion).
•  Our article highlights the importance of austerity and healthy economic growth as a path to a better Fiscal Trajectory:

o	Unfortunately, austerity (higher taxes and/or lower spending) remains politically unappealing to elected officials.
o	The continued strength of the U.S. economy presents one glimmer of hope, especially if AI leads to more growth.

•  �In August, the Treasury announced it would at least double the levels of planned buybacks of outstanding 10- to 30-year 
debt to improve liquidity and market function:

o	Long-term yields initially fell modestly, but then quickly reversed and continued higher.
o	Buybacks can improve liquidity, but they will not likely change the fundamentals driving long-term pricing.

•  Corporate borrowing, like that tied to the AI buildout, is now competing with our government for bond investors:
o	Bond issuance by the largest U.S. cloud providers has passed $100 billion this year, more than double 2025 levels.
o	More issuance in longer-dated debt means investors may demand higher yields, another possible driver of higher rates.

•  Fed policy can influence market rates, often more on the shorter end, and so we’ll be watching next week’s Fed meeting:
o	Fed funds futures are currently pricing in a 75% chance of a 0.25% Fed funds rate increase, supported by hawkish 

comments by Chair Kevin Warsh during his Jackson Hole speech.
o	While Chair Warsh is downplaying Fed communications, the Fed’s Summary of Economic Projections will be released 

next week, providing an update on officials’ views on inflation and rates.

WHAT WE THINK
Long-term yields have risen recently. With inflation expectations staying relatively stable as nominal yields have climbed, 
investors appear to want more compensation for time and uncertainty rather than for inflation. We believe the U.S. Fiscal 
Trajectory is one force behind these moves, a trajectory unlikely to shift any time soon. Inflation, inflation expectations, and 
Fed policy shifts can also influence rates, especially on the shorter end of the yield curve. So, we will be watching the results of 
next week’s Fed meeting carefully.
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a 
complete summary or statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions 
expressed are subject to change without notice and do not take into account the particular investment objectives, financial situation, 
or needs of individual investors. There is no guarantee that the figures or opinions forecasted in this report will be realized or achieved. 
Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, release written or oral commentary, technical 
analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee of future results. Indices are 
unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated 
with international investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets 
may involve greater risk and volatility than investing in more developed countries. Due to their narrow focus, sector-based investments 
typically exhibit greater volatility. Small company stocks are typically more volatile and carry additional risks, since smaller companies 
generally are not as well established as larger companies. Property values can fall due to environmental, economic, or other reasons, and 
changes in interest rates can negatively impact the performance of real estate companies. When investing in bonds, it is important to 
note that as interest rates rise, bond prices will fall. The Standard & Poor’s 500 Index is a capitalization-weighted index that is generally 
considered representative of the U.S. large capitalization market. The Bloomberg software Index is a price-weighted index of software 
companies located or doing significant business in the Silicon Valley. The Bloomberg 500 Financials Total Return Index tracks the financial 
sector within Bloomberg 500 Universe. This index includes 87 constituent companies spanning various financial services sectors. The Dow 
Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange (NYSE) and the 
NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE Index (Europe, Australasia, and the Far East) is a free float-
adjusted market capitalization index that is designed to measure the equity market performance of developed markets, excluding the U.S. 
and Canada. VIX is a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a popular measure of the 
implied volatility of S&P 500 index options. The risk of loss in trading commodities and futures can be substantial. You should therefore 
carefully consider whether such trading is suitable for you in light of your financial condition. The high degree of leverage that is often 
obtainable in commodity trading can work against you as well as for you. The use of leverage can lead to large losses as well as gains. 
Volatility is measured by calculating the standard deviation of the annualized returns over a given period of time.  
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