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At the onset of the U.S.-Iran conflict, global rates moved higher across the curve — but with a “bear flattener” effect

predominant, driven by rapid repricing of near-term policy expectations and higher short-term market rates. Both
reflected a focus on the upside inflation risks associated with the oil shock.

This dynamic is shifting rapidly as markets price in a more prolonged conflict with Iran, embedding risks further out
along the curve. Global curves have begun a “bear-steepener” effect as long rates rise: the U.S. 30-year Treasury

yield climbed to 5.18%, its highest level since 2007, while Japan’s 10-year government bond yield reached its
highest level since 1996.

The rise in long-end rates reflects not only geopolitical uncertainty but also growing structural concerns around
persistently large fiscal deficits and elevated government borrowing needs in the face of a sustained oil shock.

The global surge in long rates reflects a combination of risk premium, rising inflation
expectations, and more hawkish policy expectations
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Sources: New York Life Investments Global Market Strategy, U.S. Department of Treasury, Macrobond Financial AB, Macrobond, May 2026.
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Why are yields on the rise

While the initialrise in rates was concentrated in the front end and driven largely by inflation concerns, long rates
are increasingly reflecting a broader set of macro and structuralrisks. In the U.S., growth concerns may have
initially capped rates at the onset of the conflict, but improving growth expectations, tied to Al-driven optimism

and strong Q1 earnings, may now be allowing long-end yields to move higher alongside concerns about persistent
inflation, widening fiscal deficits, and heavy Treasury issuance.

While inflation expectations have increased, real yields are driving the spike in long
rates
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Sources: New York Life Investment Management, Global Market Strategy, Federal Reserve, U.S. Department of Treasury, Macrobond Financial AB,
Bloomberg, Macrobond, May 2026.

A portion of the increase in long-end yields also reflects arise in term premia, or the additional compensation
investors require for holding longer-duration bonds. Heightened uncertainty around inflation, fiscal sustainability,
and geopolitical developments has increased investor demand for compensation against longer-term risks,
contributing to the broader upward repricing higher in yields.

Inthe U.S., Kevin Warsh as Fed chair may also contribute to a higher term premium: while Chair Warsh cannot

enact tighter balance sheet policy on his own, he has expressed a desire to constrain Fed purchases through
quantitative tightening.
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Treaury term premium is on the rise but remains well below historic extremes
Adrian Crump & Moench 10-Year Treasury Term Premium
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Sources: New York Life Investments Global Market Strategy, Bloomberg Finance LP, Macrobond, May 2026.
Investment implications

As we wrote in early May, we expected to see some form of curve steepening over the coming months.

What is happening today: the bear steepener. We have remained on the short side of neutralin duration
this year, but yields are now approaching levels that present a potential buying opportunity. We view yields
near 4.70% on the U.S. 10-year as a compelling entry for selectively extending duration, while mindful that
continued volatility could create additional entry points.

Looking ahead

We believe there is still potential to see short rates fall from here, creating a twist effect with both bear and bull
steepeners at play. Rates could decline due to one of two triggers — both of which keep one Fed cut on the table
over the coming 12 months.

The bull steepener + risk-on rotation: In the case of near-term normalization of the Strait of Hormuz, we
expect that most global central banks can still resume their pre-conflict path. This effect would
disproportionately benefit countries that are currently staring down rate hikes, and would likely prompta
globalrisk-on rotation favoring ex-U.S. assets and currencies.

The bull steepener + risk-off flight to safety: If rate cuts come back into the picture because Hormuz does
not normalize and downside risks to economic activity mount, this bull steepener effect would likely be
met with a defensive rotation favoring quality and profitability. This flight to safety would likely include a bid
for U.S. assets and the U.S. dollar.


https://www.nylim.com/assets/documents/weekly/gmsnote-051026.pdf
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Past performance is not a guarantee of future results. Active management typically involves higher fees than passive management. This material represents
an assessment of the market environment at a specific date; is subject to change; and is not intended to be a forecast of future events or a guarantee of future
results. This information should not be relied upon by the reader as research or investment advice regarding any funds or any issuer or security in particular.
The strategies discussed are strictly for illustrative and educational purposes and are not a recommendation, offer or solicitation to buy or sell any securities
or to adopt any investment strategy. There is no guarantee that any strategies discussed will be effective.

This material contains general information only and does not take into account an individual’s financial circumstances. This information should not be relied
upon as a primary basis for an investment decision. Rather, an assessment should be made as to whether the information is appropriate in individual
circumstances, and consideration should be given to talking to a financial advisor before making an investment decision.

“New York Life Investment Management” is the brand name and service mark used to represent a group of affiliated investment advisors of New York Life
Insurance Company, including New York Life Investment Management LLC, a registered investment advisor. Securities distributed by NYLIFE Distributors
LLC, 30 Hudson Street, Jersey City NJ 07302.

SMRU: 8796124
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