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Macro Pulse for September 6: The long end takes the wheel

Our latest monthly Macro Pulse report for September is now available.

The market backdrop remains constructive, but the path forward has narrowed. U.S. growth and corporate
earnings are resilient and Al investment continues to expand. At the same time, inflation remains elevated, central
bank policy has become less supportive, and long-term yields are moving higher across global markets. Strong
fundamentals can continue to support markets, but higher financing costs and more volatile rates raise the bar for
what performs well from here.

What’s happened & what’s next?

Over the summer, geopolitical and rates risks have remained in focus. The U.S.-Iran conflict is unresolved,
keeping oil prices elevated and inflation risks live. Long end yields continue to move higher across major
developed market economies. Long rates in the U.S., in particular, have been resistant even to the Treasury’s
expansion of off-the-run buybacks.

This is not the first attempt by Treasury to contain long end yields. Starting in 2023, Treasury increased its T-bill
issuance meaningfully. Ultimately, there is little evidence that further “twisting” of Treasury issuance toward the
short end of the yield curve will contain long end yields.

A shift toward T-bills has not contained long end yields
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Actions by policymakers do little to address the fundamental problem: investors are requiring greater
compensation for duration. We expect long-term yields to remain elevated and volatile, with inflation, elevated
corporate and sovereign borrowing, and rising term premia pressuring global yields higher.
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What’s our view?

1. Markets contend with a less supportive rates environment
We expect long-term yields to stay elevated and volatile as inflation risk, heavy sovereign borrowing, and
higher term premia persist. Higher yields improve income opportunities for buy-and-hold investors, but
argue for more selectivity around duration and rate-sensitive assets.

2. Al continues as a powerful catalyst
Al investment continues to support earnings, capex, and economic growth. But swings in leadership within
the tech sector — most recently away from semiconductors —is a setup for ongoing volatility, reinforcing
our preference for broader exposure across Al infrastructure and its beneficiaries.

Tech earnings continue to surge
S&P 500: Information Technology - EPS progression
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3. U.S. exceptionalism remains intact
The U.S. continues to benefit from stronger growth, stronger corporate profitability, energy independence,
and greater exposure to Al than most developed-market peers. We expect those advantages to keep U.S.
assets relatively well supported.

The main risk for markets

The biggest risk to our constructive view is that rates become restrictive faster than fundamentals can absorb
them. Markets have so far been able to digest higher yields because earnings growth remains strong and
economic activity is holding up. But that balance may become harder to sustain if financing costs move
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meaningfully higher. A further increase in long-term yields could pressure valuations, tighten financial conditions,
and expose weaker balance sheets even without a significant deterioration in economic activity.

Portfolio strategy
We remain constructive on risk assets, but believe investors are prudent in being increasingly selective about
where capital is deployed.

Within equities, we remain overweight U.S. assets with an emphasis on quality companies supported by resilient
earnings and secular growth. We are neutral large-cap growth and developed ex-U.S. equities, while new capital
can be used to broaden exposure toward Al infrastructure, materials, and higher-quality small caps. Financials are
our top diversifying sector preference, providing both strong fundamentals and resilience to a steepening yield
curve environment.

In fixed income, higher yields improve income generation opportunities, but volatility argues for discipline around
duration. We see ongoing upside risks for long rates over the near term and would begin to extend portfolio
duration with the U.S. 10-year yield around 4.70%. Buy-and-hold opportunities in short maturity credit look
appealing, as absolute income opportunities are strong. We are looking through the recent bout of spread
tightening, as this has been primarily driven by the Treasury selloff.

Finally, a more volatile inflation and rates environment increases the importance of diversification beyond
traditional stock and bond exposure. Private markets and commodities can play a larger role in helping diversify
against inflation and geopolitical risks, particularly when stock-bond correlations rise.
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