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Bond yields aren't high. They're fair value for an
economy growing 3% in real terms, and equities
are pricing the same thing.

The 10-year closed at 5.18% last Wednesday, the highest since 2007; the 30-year hit its highest
since 2004; the Fed hiked for the first time since 2023; the dollar went back above 100, and the
Nasdaq made a new high anyway. Everyone is asking why yields are so high, and | don't

think that's the question, because the question is where the fair value for bond yields sits if
productivity and growth pick up meaningfully from here. Once you ask that question, it all
makes sense.

Let's start with how the move breaks down...

Since the start of September last year, the 10-year is up 89 basis points, and the real yield is up
96, i.e., that's the whole move and more. Breakeven inflation, the market's own forecast of
inflation, has actually fallen from 2.41% to 2.34%. If this were a loss of confidence in American
debt, the fiscal dominance nightmare, breakevens, would be rising, and the dollar would be
falling, and neither is happening. The market believes the Fed and is demanding a higher real
return because growth is strong and supply is heavy.
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Core CPIvs market inflotion expectations Core CPI vs 10y breakeven - concident (0d)
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Market-implied inflation (10y TIPS breakeven) vs realised core CPI — the cleaner pair than chart 04, since core strips the oil swings out and the breakeven prices the trend - FRED - Global Macro Investor
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So what growth is the bond market pricing? The real 10-year yield is 2.83%, and the real rate
five years forward, the market's best guess at the long-run neutral rate, is 3.0%. Real yields tend
to sit around trend real growth over time, so the bond market is now pricing an economy that
grows at roughly 3% in real terms, against an average of 1.5% a year from 2007 to 2019. That's
a doubling of trend growth, and it's not a fantasy, because productivity is already up 2.2% on
the year and has run at about 2.1% a year since 2019, and the Atlanta Fed's tracker has the
current quarter growing at 5% in real terms.

So put fair value together: if inflation settles around 2.3%, which is where breakevens sit, and
real growth runs at 3%, then trend nominal growth is a little over 5%, and that's roughly where a
10-year yield should sit. At 5.2%, the 10-year isn't high; it's fair value for the economy the
market thinks is arriving. Nominal GDP is growing 6.6%, so the rate on the debt is still below the
growth rate, which is what stops the debt burden from running away from you, and that's
financial repression doing its job.

PAGE: 3 // 12 THE MACRO INVESTING TOOL // WITH RAOUL PAL



Equities are pricing exactly the same thing...

The Nasdaq is up 20% on the year and at a new high, and the reason is the same growth.
Consensus has S&P 500 earnings growing about 15% next year on revenue growth of 11%, i.e.,
the equity market is pricing a growth acceleration too, and so is the bond market. A valuation
is cash flow divided by the discount rate minus growth, so if rates rise because growth is
rising, the gap doesn't move, and neither does the multiple, which is why the stock market
hasn't cared.

I've been asking myself whether it's inflation rather than rates, which is the larger discounting
mechanism for long-duration stocks, and | think it is. The 1970s multiple crush happened with
negative real rates, because inflation did the damage, and the late 1990s were the mirror image,
with real yields of 3.5% to 4% and expanding multiples because inflation was low and stable. So
high rates without inflation being particularly strong isn't really an issue for cash-generating
businesses, and the line that would change my mind is core inflation above 3%.

And inflation is going the right way. Core CPl is 2.45% on the year and 2.0% annualised over
three months, so the momentum is running below the annual rate, which is what disinflation
looks like while it's happening.

Core CPI— the momentum fan

= Core CPI (ex food & energy) YoY% = 3mannualised %
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One series, three windows — the 3m and 6m annualised rates (SA levels) against the 12-month rate. The crossovers are the read: 3m under 6m under YoY is disinflation momentum; the fan re-opening upward is the re-
acceleration warning - FRED (BLS) - Global Macro Investor
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Core ex-shelter, what we call supercore, strips out the rent component that lags everything else
by a year or more, so it's the cleaner read of underlying inflation, and it's sitting at 2.0%, i.e.
right on target.

Core CPI ex-shelter (ex food, shelter & energy) Core CPI ex-shelter oY - concident (0c)

= Core CPI less shelter YoY% (ex food, shelter & energy)
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Strip the super-lagging shelter from Core CP! for the real-time read — reconstructed from Core & Shelter (no single FRED series); reproduces GMI's 1.9% (May 2024) - FRED (BLS) - Global Macro Investor
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Productivity is up 2.2% while unit labor costs are up only 1.4%, which is the Greenspan tell, i.e.,
productivity absorbing wage growth so the economy can run hot without the inflation. That's
why the analogy | keep coming back to is 1997, not 1999: a Fed that hikes once into a
productivity boom and then stops, not one that keeps hiking until it breaks the cycle. Warsh
hiking is still uncomfortable, but a single hike into an energy shock with contained unit labor
costs is 1997.
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The supply side is real, and it's where the term premium comes from. The extra yield investors
demand for holding duration has roughly doubled to just under 1%, because private compute is
now issuing debt on a sovereign scale to fund the Al buildout, and that's what it costs. Credit is
pricing the weaker borrowers rather than the system, i.e., high-yield spreads are about 15 basis
points wider on the month while investment-grade spreads are a touch tighter, and a race that
neither the US nor China can afford to lose is one the state ends up underwriting.

Which brings me back to the front end and the curve...

The measure of financial conditions to follow is still the one built on 3-month rates and the dollar
rather than the 10-year, because markets are following the short end, and the Nasdaq versus
that measure is the chart that called the end of the sideways range two weeks ago. The caveat
is that it has tightened since the Fed hiked and the dollar went back through 100, which was the
condition | set two weeks ago, so at the next monthly read, the dollar probably joins the long end
and oil as a third leg squeezing. In a hiking regime that resolves through the curve, the curve
only steepens if the front end comes down.

Financiol conditions (3|T| rates + dullur) lead the Nﬂsdﬂq GMI FCI (3m + dollar, inverted) leads the Nasdaq - leads 3 mo (90d) - breadth 2/4 — muted

= GMIFCI (3m +dollar, inverted)
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Julian’s original construction — (3m T-bill + DXY)/2 vs its own HP trend, inverted so higher = easier; the Nasdaq trades this version - FRED, ICE, TradingView - Global Macro Investor
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The flatness in the curve is the 2-year. On Friday, the 3-month bill was 4.24%, the 2-year 4.81%,
and the 10-year 5.17%, so 2s10s was only 36 basis points while 3-month to 10-year was 93. The
2-year is kinked because it's carrying the oil-driven hike pricing, and if we strip that out, the
curve is already steep. | think the 2-year comes back down, the curve steepens, and that ignites
the next leg of the funding cycle, because a steeper curve is what makes the banks buy
Treasuries and lend against them. Put simply, the banks have about a trillion dollars of room, and
they haven't used it yet, and that's the liquidity that funds the whole buildout without the Fed
having to use its balance sheet.

Rate expectations — Fed Funds — 2-year (the ignition switch) FF - 2y -1.0pp - hkes priced (daily, 2026-09-24)

— Effective Fed Funds - 2-year yield (pp, daily)
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The market's PRICED cut/hike expectation — the master switch the whole engine waits on (see the analysis: rates lead Bitcoin, liquidity and the cycle). The 2-year yield embeds where the funds rate is headed, so Fed Funds — 2y
reads the expectation directly. POSITIVE = 2y below funds = CUTS priced = easing / ignition arming; NEGATIVE = 2y above funds = HIKES priced = engine off. It flipped negative in early March 2026 — cuts priced out, hikes priced
back in — and has deepened since (the repricing that neutered eSLR). Daily. TradingView (FRED:DFF, US02Y) - Global Macro Investor
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The curve is already trying to turn. 2s10s bottomed at 20 basis points on the 21st and was back
at 36 by Friday, a violent bounce off the floor of the channel it's been in since January, and the
level to watch is 45 basis points, where the top of that channel meets the 200-day average. The
dollar is the other lever, because if Bessent can get it lower, through liquidity, the swap lines,
and intervention, that's the hypercharge for everybody's growth, and the Xi visit extended the
trade truce with no big breakthrough, but | think the warmth matters.

Yield curve (2510s) — the bank-carry / ignition signal T - T D]

= 10-Year minus 2-Year Treasury yield (pp)
+3.2
+3.0
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The trigger the whole liquidity engine waits on. Banks only lever Treasuries / expand balance sheets (the monetisation channel eSLR pre-wired) when the curve gives them CARRY — fund short, hold longer, earn the spread.
Positive & steepening = carry returning, the ignition for bank credit; flat/inverted = no carry, engine stays off. With the Fed the only entity that can start the engine, watch this for the cuts-driven steepening that lets Bessent/Warsh
actually deliver the liquidity. FRED (U.S. Treasury) - Global Macro Investor
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Crypto has run ahead of this. Bitcoin is at about $84,500, but crypto is funded out of excess
liquidity — the liquidity left over once the real economy has had what it needs, and our Excess
Liquidity Index is still below zero and got worse in September. The ignition we're waiting for is
two positive monthly prints in a row, which hasn't happened yet, and will require the same
steeper curve.

Excess Liquidity Index — where we are vs Bitcoin Index -0.41z - neutral/low

= Excess Liquidity Index (z-score, LHS)
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The whole tab in one line: an equal-weight z-score composite of excess broad & narrow liquidity, broad debt coverage and productivity-inflation — a clean liquidity-quantity gauge (real rates, a price, are kept separate below).
Above zero = abundant excess; below = squeezed (z-scored 2011+, so “zero” is the post-2011 average). Overlaid on Bitcoin (log RHS) — slide the lead box. The fit is strong only since ~2020 (pre-2020 BTC ran on its own adoption
cycle); right now the index sits near/just below zero — no excess tailwind behind Bitcoin. GMI - FRED - Global Macro Investor
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The year-on-year version of the same picture, excess narrow liquidity against bitcoin's annual
change, shows how tight that relationship is, and it says bitcoin's rally has run ahead of the
liquidity, so there's nothing to chase.
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= Excess NARROW liquidity (pp, LHS)
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Bitcoin as the high-beta read on the liquidity surplus: BTC’s year-on-year change against excess narrow liquidity (US Total Liquidity narrow minus nominal GDP). BTC Yo clipped at +300% for scale (the 2017/2021 base-effect
parabolas reach ~+1400%). FRED, BEA - price via the GMI pipeline - Global Macro Investor
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Where am I wrong? My own line for the state losing control of the long end was a real 10-year
yield above 2.75%, and it has closed above that since the 23rd. Three closes don't make it, and
with breakevens falling, the term premium under 1% and credit not stressed, this looks like a
growth repricing rather than a buyers' strike, but if it holds there while the term premium climbs
towards 1.5% and the dollar weakens with it, this whole read is wrong. The other risk is the Fed's
own dots, because two more hikes with oil staying high will turn 1997 into 1999, with the 2-year
going above 5% while the curve flattens before it steepens.

So, to sum it up, yields are at fair value for an economy growing 3% in real terms, not high, and
both the bond market and the equity market are pricing that growth. That's no threat to the debt
as long as nominal growth runs above rates, and no threat to equities as long as core inflation
stays below 3%. The way through is a Fed that stops, a curve that steepens and banks that start
lending against it, and that's the liquidity that funds the whole race.

Into next week, I'm watching the ISM on Thursday and whether new orders hold up, the 2s10s
curve against 45 basis points, the dollar and whether it gets back under 100, the Iran road map

and oil, and the real 10-year yield around 2.75%.

Raoul
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Raoul Pal

Raoul also publishes Global Macro Investor (since January 2005) providing
original, high quality, quantifiable and easily readable research for the global
macro investment community: hedge funds, family offices, pension funds
and sovereign wealth funds. GMI draws on his considerable 33 years of
experience in advising hedge funds and managing a global macro hedge
fund. Global Macro Investor has one of the very best, proven track records
of any newsletter in the industry, producing extremely positive returns since
inception: www.globalmacroinvestor.com.

Raoul retired from managing client money at the age of 36 in 2004 and now
lives in the tiny Caribbean island of Little Cayman in the Cayman Islands.
He is also the founder and CEO of Real Vision, which is a digital media
group: www.realvision.com.

Previously he co-managed the GLG Global Macro Fund in London for GLG
Partners, one of the largest hedge fund groups in the world. Raoul moved to
GLG from Goldman Sachs where he co-managed the hedge fund sales
business in Equities and Equity Derivatives in Europe. In this role, Raoul
established strong relationships with many of the world's pre-eminent hedge
funds, learning from their styles and experiences. Other stop-off points on
the way were NatWest Markets and HSBC, although he began his career by
training traders in technical analysis.
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Disclaimer

The information contained in this document is intended for informational and educational purposes only
and does not constitute investment advice, an offer, or a solicitation to buy or sell any security or

instrument. Nothing herein should be relied upon as a recommendation to adopt any investment strategy.

Views expressed are those of the contributors as of the date of publication and are subject to change
without notice. Real Vision and its contributors may hold positions in the securities and instruments
discussed. Past performance is not indicative of future results.

© 2026 Real Vision Group. All rights reserved. Not for redistribution.
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