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Long-term Treasury yields have climbed to nearly two-decade highs, testing equities,
housing, corporate borrowers, and traditional portfolio construction. But the same sell-off
may also be creating a more compelling entry point for duration—and a chance to earn
meaningful income from high-quality bonds.

Key takeaways

¢ Why are yields moving? The long end is being pulled by a tug-of-war between negative forces—deficits, debt
burdens, aging demographics, and heavier Treasury issuance—and positive forces, including Al-driven productivity,
capital investment, labor augmentation, and potentially stronger real growth.

¢ Why does policy matter now? Treasury’s expanded long-end buybacks signaled that some policymakers believe
yields have risen enough. That does not eliminate fiscal or inflation risk, but it does suggest policy may lean against
further disorderly increases in long rates.

e Where is the opportunity? \With nominal and real yields now modestly attractive, the better risk/reward may be in
high-quality income and the belly of the curve rather than a broad call to extend duration aggressively. Bank loans
may also offer a more compelling inflation-sensitive complement than Treasury Inflation-Protected Securities (TIPS) in
portfolios that can tolerate credit risk.

Markets had plenty of news to digest over the past week, from the U.S.-Canada tariff spat, to the economic escalation
against Iran, to Fed policymakers meeting in Jackson Hole, Wyoming. But markets kept their eyes mostly on one segment:
bonds. The normally staid bond market has moved from background noise to front-page signal. The 30-year Treasury
yield recently climbed above 5.3%, its highest level in nearly two decades, even after a run of softer economic data that
normally would have pulled yields lower. Yields quickly fell after Treasury signaled it would step up support for longer-
dated debt (more detail on Treasury's buyback announcement below). Markets heard a clear message: policymakers are
paying attention to the long end of the curve.

The question is not simply whether yields can rise further, but rather what higher yields are telling us. If they reflect
inflation risk and fiscal deterioration, investors should be cautious. If they reflect stronger real growth, productivity, and
a higher-return capital investment cycle, higher rates may be less threatening—and potentially more investable. That
distinction matters for portfolio allocation.

Why are long-term yields rising?

This is more than a simple inflation scare. Recent rates research argues the rise in long-end yields looks more like a real
term-premium story than a loss of confidence in the Fed’s inflation target. The break-even inflation rate remains broadly
consistent with a 2% inflation environment, while the long end has had to absorb a worsening fiscal outlook, heavier
Treasury supply, Al-related corporate duration issuance, and a buyer base that is more private and more price-sensitive
than it was a decade ago.

That supply-demand story now has a new twist: Al. Data center construction and hyperscaler capital spending have
continued despite higher rates because expected returns and strategic capacity needs remain high. That may help
explain why the economy has slowed less than many expected when the Fed began hiking. It also means the bond
market is absorbing not only a larger public-sector borrowing requirement, but also a private-sector investment boom that
competes for long-duration capital.
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Why did Treasury’s buyback announcement matter?

Treasury said it would increase liquidity-support buybacks in the 10-to-30-year sector, raising the maximum size of each
operation from $2 billion to at least $4 billion from September 9 through November 4. The immediate reaction—
lower long-end yields and firmer risk assets—suggested the market interpreted the announcement as more than a
technical adjustment.

The program itself is not large enough to permanently solve the oversupply problem. But the signal matters. Treasury
buybacks, potential changes to coupon issuance, regulatory changes that could encourage bank Treasury demand, and
political pressure on the Fed all point in the same direction: policy may increasingly lean against higher real yields.

What does this mean across asset classes?

For equities, the message is nuanced. Higher long-term yields raise the hurdle rate for valuations, particularly for
long-duration growth stocks. But higher rates are not automatically bearish if they reflect stronger real growth, better
productivity, and a powerful capital investment cycle. The key is separating companies that can earn returns above their
cost of capital from those that simply benefited from the 2009-2022 era of cheap money.

For housing and consumers, the transmission is more direct through the 10-year Treasury yield, which is more closely tied
to mortgage rates than the 30-year bond. A sustained move higher in intermediate and long-term yields can weigh on
affordability, housing turnover, and refinancing activity. For corporate borrowers, the impact depends on balance-sheet
quality: cash-rich companies with high-return investment opportunities can keep spending, while weaker borrowers face a
higher refinancing hurdle.

For portfolio construction, the message may be even bigger. The economic regime is changing, and the zero-rate
playbook that worked from 2009 through 2022 is becoming less reliable. Investors may need more balance: Assets that
benefit from productivity and nominal growth, paired with fixed income that now offers income, diversification, and
potential downside protection if growth disappoints.

Where are the opportunities in fixed income?

The opportunity is that starting yields are now doing more of the work. From both a nominal and real yield perspective,
Treasuries look modestly attractive relative to long-term assumptions. Some signals may support a more constructive
stance toward bonds: Yields have risen more than the historical mid-cycle average, inflation expectations appear largely
priced in, global growth signals are only modestly positive; technical momentum may be ripe for reversal, and policy
pressure is increasingly pointing toward lower rates. That does not require a large duration extension beyond the broader
bond market. The more balanced opportunity may be holding a duration profile closer to the Barclays Aggregate Bond
Index while emphasizing the belly of the curve, where investors can potentially benefit from income, rolldown, and any
decline in rates without making an outsized long-duration bet. As outlined in Exhibit 1, spreads across many higher-

risk bond sectors are near their tightest levels in two decades, suggesting attractive opportunities for higher-quality

fixed income.
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Exhibit 1: Spreads across many higher-risk bond sectors remain compressed, suggesting more attractive
opportunities among higher quality issuance.

Spreads and 20-year percentile rankings
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Source: FactSet, Pitchbook, a Morningstar Company, as of 8/21/26. Twenty-year percentile spread rankings for securitized, |G corporates, high yield, loans, and EMD segments, with the
lower percentages suggesting spreads at their tightest levels over the time period. Securitized bonds represented by the Bloomberg US Aggregate Securitized Index (MBS, ABS, and CMBS);
|G corporates represented by the Bloomberg US Corporate Investment Grade Bond Index; high yield represented by the ICE BofA US High Yield Constrained Index; Loans represented by
the Morningstar LSTA US Leveraged Loan 100 Index (four-year discounted spreads). EMD represented by the JP Morgan Global Diversified Index. See endnotes for index definitions.

We see opportunities across the following segments, where actively-managed security selection will be key:

* Intermediate Treasuries: The belly of the curve may offer the best balance between income and rate risk, especially if
the curve remains steep and policymakers lean against further long-end pressure.

* Core bonds with aggregate-like duration: Investors may not need to make an aggressive long-duration call to benefit if
rates fall. A balanced core bond allocation can still participate through carry, rolldown, and measured duration exposure.

¢ Shorter- and intermediate (1-7 years) duration: limiting exposure to the 10+ year segment may provide less interest
rate sensitivity.

¢ Investment-grade corporates: All-in yields remain attractive, but heavy long-dated issuance—especially from Al and
hyperscaler borrowers—argues for quality, valuation discipline, and sector selectivity.

¢ Securitized credit including agency mortgage-backed securities (MBS): Higher mortgage rates have pressured
housing, but agency MBS may benefit if rate volatility stabilizes and investors are compensated for spread and
prepayment risk.

¢ Municipal bonds: Tax-equivalent yields may be compelling for higher-income clients, particularly where credit quality
remains strong.

¢ Bank loans: For investors seeking an inflation-sensitive income stream, loans may be more attractive than TIPS because
their floating-rate coupons can adjust with short-term rates, though credit quality and liquidity risks require selectivity.

¢ High yield: Carry remains appealing, but spreads are not wide enough to ignore refinancing risk. This is a market for
selectivity, not yield-chasing.
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What is the bottom line for portfolios?

The client conversation should start with one question: Are higher yields a threat, or are they finally the income
opportunity investors have been waiting for? The answer is both. Higher rates can pressure valuations, housing, and
lower-quality borrowers. But they also restore the role of fixed income as a source of income, ballast, and potential
portfolio insurance.

For clients sitting in cash, today’s market offers a chance to move selectively into higher-quality income rather than wait for
the perfect entry point. For clients already invested, the focus should be on intentional duration, strong credit selection,
and inflation-aware income—not simply reaching further out the curve. The bond market is sending a warning about fiscal
supply and term premium, but it may also be flashing a rare green light for disciplined fixed-income investors who stay
anchored in the belly of the curve and avoid overextending duration.

Disclosures
ICE BofA US High Yield Constrained Index is a modified market capitalization-weighted index of U.S. dollar-denominated, below-investment-grade corporate
debt publicly issued in the U.S. domestic market.

The J.P. Morgan GBI-EM Global Diversified Index provides a comprehensive measure of local currency-denominated, fixed rate, government debt issued
in emerging markets.

Morningstar LSTA US Leveraged Loan 100 Index is designed to measure the performance of the 100 largest facilities in the U.S. leveraged loan mark

The Bloomberg US Securitized Index represents the securitized portion of the Bloomberg U.S. Aggregate Index and includes MBS, ABS, and CMBS. It
tracks all USD-denominated investment-grade, securitized issues within the parent index. MBS must have a weighted average maturity of at least one year.
CMBS and ABS must have a remaining average life of at least one year.

The Bloomberg US Corporate Index measures the investment-grade, fixed-rate, taxable corporate bond market. It includes USD-denominated securities
publicly issued by U.S. and non-U.S. industrial, utility, and financial issuers.

The information contained herein is general in nature and should not be construed as legal or tax advice. This material is not intended to provide, and should
not be relied on for, tax, legal, investment, or accounting advice. Tax laws and regulations are complex and subject to change. You should consult your own
tax, legal, investment, and accounting advisors before engaging in any transaction.

Some of this information is forward-looking and is subject to change.

Views expressed are as of the date indicated, based on the information available at that time, and may change based on market and other conditions. Unless
otherwise noted, the opinions provided are those of the authors and not necessarily those of Fidelity Investments or its affiliates. Fidelity does not assume
any duty to update any of the information.

Investment decisions should be based on an individual’s own goals, time horizon, and tolerance for risk.
These materials are provided for informational purposes only and should not be used or construed as a recommendation of any security, sector, or investment strategy.
In general, the bond market is volatile, and fixed income securities carry interest rate risk.

As interest rates rise, bond prices usually fall, and vice versa. Fixed income securities also carry inflation, credit, and default risks for both issuers
and counterparties.

Stock markets, especially foreign markets, are volatile and can decline significantly in response to adverse issuer, political, regulatory, market, or economic
developments.
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This is original content from Fidelity Investments in the U.S. No recipient is authorized to pass this communication on to any other person whatsoever or
reproduce it by any means without the prior written consent of Fidelity.

This document is used by Fidelity Investments Canada ULC (“FIC”) and is not meant to endorse or sponsor any specific Fidelity product or service. FIC
investment funds are advised by our investment division, Fidelity Canada Investment Management, or sub-advised by a variety of companies, such as Fidelity
Management & Research Company LLC, FIAM LLC, FIL Limited, Geode Capital Management LLC and State Street Global Advisors Ltd. Mutual funds, ETFs
and other investment products and services that are sponsored by FIC are only qualified for sale in the provinces and territories of Canada.

These materials may contain statements that are “forward-looking statements,” which are based on certain assumptions of future events. Forward-looking
statements are based on information available on the date hereof, and Fidelity Investments Canada ULC (“FIC”) does not assume any duty to update any
forward-looking statement. Actual events may differ from those assumed by FIC when developing forward-looking statements. There can be no assurance that
forward-looking statements, including any projected returns, will materialize or that actual market conditions and/or performance results will not be materially
different or worse than those presented.

Information provided in this document is for informational and educational purposes only. To the extent any investment information in this material is deemed
to be a recommendation, it is not meant to be impartial investment advice or advice in a fiduciary capacity and is not intended to be used as a primary basis
for you or your client’s investment decisions. Fidelity and its representatives may have a conflict of interest in the products or services mentioned in this
material because they have a financial interest in them, and receive compensation, directly or indirectly, in connection with the management, distribution, and/
or servicing of these products or services, including Fidelity funds, certain third-party funds and products, and certain investment services.

Information presented herein is for discussion and illustrative purposes only and is not a recommendation or an offer or solicitation to buy or sell any securities.
Views expressed are as of 8/31/26, based on the information available at that time, and may change based on market and other conditions. Unless otherwise
noted, the opinions provided are those of the authors and not necessarily those of Fidelity Investments or its affiliates. Fidelity does not assume any duty
to update any of the information. * Investment decisions should be based on an individual’s own goals, time horizon, and tolerance for risk. Nothing in this
content should be considered to be legal or tax advice, and you are encouraged to consult your own lawyer, accountant, or other advisor before making any
financial decision. ¢ In general, the bond market is volatile, and fixed income securities carry interest rate risk. (As interest rates rise, bond prices usually fall,
and vice versa. This effect is usually more pronounced for longer-term securities.) ¢ Fixed income securities carry inflation, credit, and default risks for both
issuers and counterparties.

Investing involves risk, including risk of loss.

Past performance is no guarantee of future results. An investment may be risky and may not be suitable for an investor’s goals, objectives and risk
tolerance. Investors should be aware that an investment’s value may be volatile and any investment involves the risk that you may lose money.
Performance results for individual accounts will differ from performance results for composites and representative accounts due to factors such
as portfolio size, account objectives and restrictions, and factors specific to a particular investment structure.

Diversification and asset allocation do not ensure a profit or guarantee against loss.

Third party trademarks and service marks are the property of their respective owners. All other trademarks and service marks are the property of Fidelity
Investments Canada ULC or its affiliated companies. FIC does not provide legal or tax advice and we encourage you to consult your own lawyer, accountant
or other advisor before making an investment.
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