FINANCIAL MARKETS INTELLIGENCE

MARKETS INSIGHTS - U.S. tG'Xl Economics

Independent Research. Economic Intelligence

The 5% Myth: Why It’s Yield Volatility, Not
Yield Levels, That Moves Markets

The obsession with specific yield levels—whether 4% or 5%—is misplaced. It's not where
yields are, but how fast they move that unsettles equity markets. Historical evidence
shows that yield volatility, not the absolute level, is the real culprit behind market
instability. With U.S. 10-year yield volatility now returning to its long-term average,
we expect greater stability in stock market returns, barring new macro shocks.

Key Trends: Debunking the Yield Level Myth

« Historical Data Dismantles the 5% Yield Panic
The S&P500 has delivered strong returns even in periods of high yields, as long as
yields were stable. For instance, equity markets in the 1990s thrived despite 10-
year Treasury yields averaging over 6%. Conversely, sharp spikes in yields—
regardless of their starting point—have historically coincided with stock
market volatility.

o Volatility: The True Market Villain
Since 2020, the rolling 20-day standard deviation of U.S. 10-year yields has surged
well above historical norms, creating a turbulent backdrop for equities.
However, recent months have seen a reversion to long-term averages, a trend
that has historically supported market stability.

« Yield Volatility and Stock Market Volatility Go Hand in Hand
The relationship between bond yield volatility and the VIX is clear: when yields
swing wildly, fear and uncertainty dominate equity markets. Stability in yields
reduces this noise, allowing fundamentals to drive stock performance.
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WHAT THE DATA SAYS: YIELDS, VOLATILITY, AND STOCK RETURNS

o It's Not the Yield, It's the Swing: Historical periods of high yields have not
necessarily coincided with poor equity returns. The turbulence comes from
rapid movements, not the absolute yield level (Chart 1).

Chart 1: High Yields Don’t Kill Stocks, Wild Swings Do
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« Volatility in Yields Drives Fear: The correlation between yield volatility and the VIX
shows that bond market instability feeds directly into equity market sentiment
(Chart 2).
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Chart 2: Fear in the Bond Market Bleeds into Stocks
Yield Volatility vs. VIX Index
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« Normalized Volatility Brings Calm: As yield volatility returns to its historical
average, stock market stability is improving. Forward S&P500 returns are less
erratic, underscoring this trend (Chart 3).

Chart 3: Higher Yield Volatility = Higher Equity Risk
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Why This Time Might Be Different

The Role of the Fed: Market expectations for a “higher-for-longer” rate
environment have anchored yields, reducing volatility (Chart 4). However,
surprises on inflation or labor market data could change this narrative rapidly.

Global Macro Shocks: Geopolitical instability or shifts in major central bank
policies remain wildcard risks for both yield and equity volatility.

Chart 4: Treasury Yield Volatility Over Time
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From Chaos to Calm
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Risks To WATCH

The Risk of a Volatility Resurgence

Yield volatility may be back to its average (Chart 4), but this stability could be fragile.
Inflation surprises, geopolitical shocks, or hawkish central bank decisions
could reignite bond market swings, unsettling equities (Charts 2 & 3).

Sticky Valuations Under Pressure

While stability in yields helps, absolute yield levels still present challenges for
equity valuations. Growth sectors remain particularly vulnerable to any upward
yield adjustments, as higher discount rates erode future cash flow values.
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e Earnings Risks in a Slower Economy
The market's resilience to high yields depends on robust earnings growth. If the
economic cycle slows, high valuations could face a reckoning.

OPPORTUNITY: STABILITY FAVORS STRATEGIC POSITIONING

« Defensive Plays for Consistency
Sectors like consumer staples and utilities, with stable earnings profiles,
remain attractive in a world where market sentiment hinges on macro stability.

« Energy and Financials Offer Resilience
Energy companies benefit from tight global supply-demand dynamics, while
financial institutions gain from favorable margins in a high-rate environment.

« Selective Growth Opportunities
Stabilized yields provide some breathing room for tech and other growth stocks.
Focus on companies with strong fundamentals and manageable debt loads.

CONCLUSION: THE MARKET'S QUIET REVOLUTION

The fixation on whether U.S. 10-year yields cross 4.5% or 5% is misplaced. History
demonstrates that it’s the pace of change—volatility—not the level that matters
most to equity markets. With yield volatility returning to its long-term average, the
stage is set for greater stability in returns.

Investors should view this environment as an opportunity to rebalance portfolios,
focusing on sectors that benefit from stability while hedging against potential
shocks. The road ahead will likely be less turbulent—but only if volatility remains in check.
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Legal Disclaimer

This report is published by t6ix Economics, a division of t6ix Advisory Inc., for informational purposes
only. The opinions, forecasts, and data provided in this report are based on sources believed to be
reliable as of the date of publication. t6ix Economics does not guarantee the accuracy, completeness, or
timeliness of this information and reserves the right to make updates or changes without prior notice.

The content of this report is not intended to constitute investment advice and should not be used as the

primary basis for any financial decisions. t6ix Economics is not a registered investment advisor, and the

information provided does not take into account the specific investment objectives, financial situation, or
particular needs of any specific person or entity. Readers are encouraged to seek independent financial,

legal, and tax advice before making any investment or financial decisions.

All opinions and estimates expressed herein reflect the judgment of t6ix Economics as of the
publication date and are subject to change without notice. t6ix Economics assumes no obligation to
update the information contained in this report.

Past performance is not indicative of future results, and the forecasts presented in this report involve
significant uncertainties. Any projections or forward-looking statements are based on assumptions that
may not materialize or differ materially from actual events or results. t6ix Economics makes no
warranty that these projections will be realized.

This report, and the information and content contained herein, is the property of t6ix Economics and is
protected by copyright law. Unauthorized reproduction, distribution, or use of this report, in whole or in
part, without prior written consent from t6ix Economics is strictly prohibited.

Jurisdiction and Governing Law: This report is intended for distribution only in jurisdictions where such
distribution is permitted under applicable law. The information provided in this report does not
constitute an offer or solicitation in any jurisdiction where such an offer or solicitation would be
unlawful. This report will be governed by the laws of the Province of Ontario, Canada, and the State of
New York, United States, without regard to its conflict of law principles.

Contact Information: For more information or to request permission to use content from this report,
please contact t6ix Economics:

e Email: Economics@t6ix.ca

e Website: tbixEconomics.com
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