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Key Takeaways:
Global sovereign yields climbing higher.
Investors are less tolerant of irresponsible Government spending.
Prolonged war with Iran keeps oil elevated.
Treasuries have competition from investment grade debt.
High liquidity, stubborn inflation and less demand to put upward pressure on long term yields.

What is Behind the Rise in Sovereigh Bond Yields?

According to Bloomberg, the
combined size of the G5 balance
sheets peaked at $26 trillion in
2022 and has declined by $8 trillion
since then. This is expected to

Government bond yields are rising
around the globe. The U.S. 10YR
Treasury yield has increased 60 bps
year to date, the German 10YR Bund
is at the highest since 2011, the UK
10YR Gilt is at the highest level since
2008 and the Japanese 10YRyield is
at the highest level since 1996. In this
weekly insights we offer the reasons
behind the globalrise in rates and
what we expect through 4Q26.

e Oil keeps yields elevated: The war
with Iran was expected to last five
weeks and is now in its sixth
month. As a result, oil prices have
remained high. In fact, the average
price of crude oil has been $87 in
2026, up 28% compared to 2025.
As a result, the average five year
inflation breakeven rate in the U.S.,
Italy, France, Canada, the UK and

continue, especially in the U.S.

The Bottom Line:

Unfortunately, we see ongoing

® |nvestors less tolerant of
spending : With interest rates
hitting record lows in the recent
decade (and negative in some
instances) global Governments
were able to spend a massive
amount of money with little push
back from investors. However,
there has been no evidence of
fiscal discipline in recent years
despite elevated inflation pushing
interest rates higher. For example,
the yield on the Bloomberg Global
Government Bond Index was as
low as 0.8% in 2020 and has
increased to over 4.0%. To put this
in perspective, rising yields have
led to net interest costs in the U.S.
rising to 18.5% of revenue and are
expected to reach 26% of revenue
over the next 10 years.
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Germany is near the highest level
seen since 2022 (2.7%) and well
above the 10 year average of 2.0%.

® |Investment grade debt surge:
According to Barclays, net U.S.
investment grade bond issuance is
expected to increase 30% in 2026.
This is largely due to hyperscalers
using the debt market to fund their
Al spending. According to
Morningstar, ~15% of the corporate
bond universe is now made up of
mega-cap tech companies,
surpassing financials. As a result,
investors have another way to gain
exposure to Al and yields are
attractive compared to Treasuries.

® Central banks shrinking: Due to
elevated inflation global central
banks are attempting to shrink
their balance sheets making
demand for sovereigns decline.

upward pressure on long term yields.
The war with Iran is keeping oil prices
elevated, and high liquidity is keeping
inflation stubborn. In fact, the money
supply in the U.S. is rising 5.4% year
over year, the fastest pace since
2022. The fiscal situation is
worsening with the OECD noting
global interest expenditures have
increased from 2% to 3% over the
past four years. According to
Bloomberg, the U.S., the UK, France
and Italy all spend more servicing
their debt than they do on defense.
The combination of elevated inflation,
no end in sight for the U.S./Iran war,
less demand for sovereigns, and
central banks shrinking balance
sheets should keep yields elevated.
As a result, we think it is highly likely
that the U.S. 10YR Treasury yield can
hit 5% or higher before year end.
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Weekly Economic Recap -

The ISM Manufacturing Index modestly
declined in August but has been in expansion
territory for the past eight consecutive months
(a level above 50). New orders, the backlog of
orders and imports led the weakness. The
prices paid component (an inflation signal)
was unchanged for the month but has been at
a level above 70 for the past seven
consecutive months.

Job openings as measured by the JOLTS report
rose for the first time in three months in July.
As a result, there were 355K more job postings
than those unemployed for the month of July.
Both the quits rate (those voluntarily leaving
their jobs) and the layoff rate dipped lower
confirming the low hiring, low firing
environment.

The ISM Services Index rose to a six month
high in August. Business activity, prices paid,
an inventory build up and new orders led the
increase. The prices paid component (an
inflation signal) rose to the highest level since
November 2022.

The U.S. economy added 162K jobs in August
which was much better than expected
(estimate 55K). In addition, the prior two
months were revised higher by 55K. This
brought the 12 month moving total of jobs
created to the highest level since September
2025. In addition, the labor force participation
rate rose for the first time since September
2025 as over 500K people entered the labor
force.
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Key Takeaways:

Manufacturing activity slows in August.

Service sector remains strong; inflation stubborn.
Employment data comes in much better than expected.
Global equities gain on dovish Fed rhetoric.

Bonds investors are not convinced Fed won’t raise rates.

Geopolitical tensions send crude oil higher.

Weekly Market Recap -

Equities: The MSCI AC World Index rose for the second consecutive week
as dovish late week comments for the Federal Reserve fueled risk
sentiment. Japanese equities led the way as the Al rally gained monentum.
Within the U.S., technology and small cap stocks (i.e. Russell 2000) led
the gains. The Russell 1000 Value underperformed the Russell 1000
Growth after it fell for only the second time in the past eight weeks.

Fixed Income: The Bloomberg Aggregate Index declined for the third time in
the past four weeks as a better than expected jobs report overshadowed
dovish Fed speak. Long term bonds led the weakness as the two year,
floating rate bonds, leveraged loans and TIPS posted gains for the week.

Commodities/FX: The Bloomberg Commodity Index rallied for the third
time in the past four weeks led by gains in oil and industrial metals. Crude
oil posted its best one week gain in six weeks as fighting between the U.S.
and Iran escalated.

Labor Force Participation Rate Finally Moves Higher
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Footnotes: Data is as of August 2026.
Data Source: Bloomberg Finance LP, Verdence Capital Advisors.
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Global Equities Rally as Dovish Fed Speak Fuels Rally
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Footnotes: Data is as of September 4, 2026.
Source: Bloomberg Finance LP, Verdence Capital Advisors.
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© 2026 Authored by Megan Horneman, Chief Investment Officer, Verdence Capital Advisors, LLC. Reproduction without permission is not permitted. The indexes presented are
unmanaged portfolios of specified securities and do not reflect any initial or ongoing expenses nor can it be invested in directly. An investment’s portfolio may differ significantly from
the securities in the index.

This material was prepared by Verdence Capital Advisors, LLC (“VCA” or “we”, “our”, “us”). VCA believes the information and data in this document were obtained from sources
considered reliable and correct and cannot guarantee either their accuracy or completeness. VCA has not independently verified third-party sourced information and data. Any
projections, outlooks or assumptions should not be construed to be indicative of the actual events which will occur. These projections, market outlooks or estimates are subject to
change without notice. This material is being provided for informational purposes only and is not intended to provide, and should not be relied upon for, investment, accounting, legal,
or tax advice. Past performance is not a guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future
performance of any specific investment, investment strategy, or product or any non-investment related content, made reference to directly or indirectly in these materials will be
profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. You should not assume that any
discussion or information contained in this report serves as the receipt of, or as a substitute for, personalized investment advice from VCA. Alternative investments are designed only
for sophisticated investors who are able to bear the risk of the loss of their entire investment. Investing in alternative investments should be viewed as illiquid and generally not readily
marketable or transferable. Investors should be prepared to bear the financial risks of investing in an alternative investment for an indefinite period of time. Due to various factors,
including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. All indexes are unmanaged, and you cannot
invest directly in an index. Index returns do not include fees or expenses. Sector Watch Use of this website is intended for U.S. residents only. Any recommendation, opinion or advice
regarding securities or markets contained in such material does not reflect the views of Verdence Capital, and Verdence Capital does not verify any information included in such
material. Verdence Capital assumes no responsibility for any fact, recommendation, opinion, or advice contained in any such research material and expressly disclaims any
responsibility for any decisions or for the suitability of any security or transaction based on it. Any decisions you may make to buy, sell, or hold a security based on this research will be
entirely your own and not in any way deemed to be endorsed or influenced by or attributed to Verdence Capital. It is understood that, without exception, any order based on such
research that is placed for execution is and will be treated as an UNRECOMMENDED AND UNSOLICITED ORDER. Further, Verdence Capital assumes no responsibility for the
accuracy, completeness, or timeliness of any such research or for updating such research, which is subject to change without notice at any time. Verdence Capital does not provide
tax, or legal advice. Under no circumstance is the information contained within this research to be used or considered as an offer to sell or a solicitation of an offer to buy any particular
investment/security. Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed income investments are subject to various other risks
including changes in credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax ramifications and other factors. Lower rated securities are
subject to greater credit risk, default risk, and liquidity risk. Commodity-related products, including futures, carry a high level of risk and are not suitable for all investors. Commodity-
related products may be extremely volatile, illiquid and can be significantly affected by underlying commodity prices, world events, import controls, worldwide competition,
government regulations, and economic conditions, regardless of the length of time shares are held. Data is provided for information purposes only and is not intended for trading
purposes. Verdence Capital shall not be liable for any errors or delay in the content, or for any action taken in reliance on any content.
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