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January 14, 2025 

Welcome back to The Carlyle Compass, your weekly newsletter that brings 
together the latest research and market insights from our global team. 
Received this email as a forward? Subscribe here. 

Bond yields aren’t supposed to rise when short-term rates decline. Yet, the 
backup in Treasury yields since the Fed’s first cut in September is now 
progressing at an “alarming” rate, prompting a frantic search for answers. 

Investigators seem to have found the culprit: the “term premium,” or 
compensation that holders of longer-term Treasury obligations earn for 
bearing interest rate risk. According to the Adrian, Crump, and Moench (ACM) 
model updated daily by the Federal Reserve Bank of New York, the term 
premium has risen by 90 basis points since the Fed first cut interest rates. The 
implication is that bondholders have grown worried that a surge of Treasury 
issuance will cause yields to rise, depressing the market value of their holdings, 
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or that inflation will remain above target, inflating away the real value of their 
principal. 

When looking at the past 30 years of data (Figure 1), the curiosity is not today’s 
term premium—which looks quite modest historically—but that this premium 
vanished for most of the past 15 years. From the start of 2016 through the 
time of the Fed’s first cut last year, the term premium was negative nearly 90% 
of the time. 

Prior to the Global Financial Crisis (GFC), owners of 10-year Treasury notes 
received about 180 basis points more, per year, than they could expect to earn 
on T-bills over the same holding period. Maybe this seems like a lot. But back 
then, people still worried about the possibility that rates could go up. Just a 
one standard deviation increase in yields between 1988 and 2008 would be 
enough to shave 10% off the market value of a 10-year bond portfolio. If you 
could earn 4.25% in money markets, why invest in fixed-rate bonds unless they 
offer adequate compensation for that volatility? 

In the subsequent years, as inflation remained subdued and central banks 
pinned overnight rates at zero and used their balance sheets to exert 
downward pressure on longer-dated yields, the risk of higher rates receded 
from our collective consciousness. Investors came to regard duration as an 
important source of potential upside, as the prices of longer-dated bonds rose 
substantially as yields dropped towards (and, in many cases, below) zero. As 
the risk of capital losses turned into fear of missing out, the term premium fell 
into negative territory. 
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Now, we seem to have returned to a world where cash offers a positive real 
return and bonds present downside risk. No surprise the term premium has 
returned to positive territory. But that’s hardly what stands out when 
comparing the current situation to pre-GFC averages. 

Table 1 breaks down the yield on the 10-year Treasury into the expected 
annualized return on T-bills over the next 10 years and the term premium, as 
reported by the NY Fed. 

The 10-year yield currently sits 134 basis points below its average in the 20 
years that preceded the GFC. But that’s almost entirely explained by a sharp 
decline in the term premium, which remains 117 basis points, or 65%, below 
its average during that 20-year period. The NY Fed model—calibrated on yield 
curve data—implies that T-bills will earn about 4.1%, on average, over the next 
decade, only 18 basis points, or 4%, below their average in the pre-GFC period. 
If investors were as concerned about interest rate and inflation risk today as 
they were back then, 10-year yields would be above 5.5%. 

These are just the results of a model; perhaps money market yields will be 
substantially lower than it implies. But for today’s term premium to be “high” 
historically, investors would have to expect money markets to return less than 
2.85%, annually, over the next ten years. 

Sub-3% cash yields had been the market’s assumption. But is that still the case 
today, after two years of nearly 3% real GDP growth and 3% core CPI inflation 
in the face of interest rates thought to be “restrictive”? If so, this may be a rates 
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market that finds it’s operating with a lot more risk and far less premium than 
commonly supposed. 

JASON THOMAS
Head of Global Research & Investment Strategy 
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This material is provided for educational purposes only. Nothing herein constitutes investment advice or recommendations and should not be 
relied upon as a basis for making an investment decision. It does not constitute a personal recommendation or take into account the particular 
investment objectives, financial situations, or needs of individual investors. 

Economic and market views and forecasts reflect our judgment as of the date of this presentation and are subject to change without notice. In 
particular, forecasts are estimated, based on assumptions, and may change materially as economic and market conditions change. Carlyle has 
no obligation to provide updates or changes to these forecasts. Certain information contained herein has been obtained from sources prepared 
by other parties, which in certain cases have not been updated through the date hereof. While such information is believed to be reliable for the 
purpose used herein, Carlyle and its affiliates assume no responsibility for the accuracy, completeness or fairness of such information. 

Past events and trends do not imply, predict or guarantee, and are not necessarily indicative of, future events or results. This material should 
not be construed as an offer to sell or the solicitation of an offer to buy any security, and we are not soliciting any action based on this material. 
If any such offer is made, it will only be by means of an offering memorandum or prospectus, which would contain material information 
including certain risks of investing including, but not limited to, loss of all or a significant portion of the investment due to leveraging, short-
selling, or other speculative practices, lack of liquidity and volatility of returns.

Recipients should bear in mind that past performance does not predict future returns and there can be no assurance that an investment in a 
Carlyle fund will achieve comparable results. The views expressed in this commentary are the personal views of certain Carlyle personnel and 
do not necessarily reflect the views of Carlyle. Investment concepts mentioned in this commentary may be unsuitable for investors depending on 
their specific investment objectives and financial position; each recipient is encouraged to discuss such concepts with its own legal, accounting 
and tax advisors to determine suitability. Tax considerations, margin requirements, commissions and other transaction costs may significantly 
affect the economic consequences of any transaction. 

In connection with our business, Carlyle may collect and process your personal data. For further information regarding how we use this data, 
please see our online privacy notice at https://www.carlyle.com/privacy-notice. 




