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•	 Term premium is the extra yield investors demand 
to hold longer-term bonds rather than repeatedly 
invest in shorter-term bonds over the same period.

•	 It compensates investors for longer-term risks and 
uncertainties, including inflation, Federal Reserve 
policy and Treasury supply.

•	 Term premium is estimated using models, so 
estimates can differ. It is generally easier to isolate 
in Treasuries than in bonds whose yields also 
reflect credit, liquidity and other risks.

SUMMARY



MUNICIPAL | NOVEMBER 10, 2026 | 2Understanding Term Premium

As long-term rates rise, the U.S. Treasury increases long bond buybacks, and uncertainty 
across a number of fronts increases, we are hearing the phrase term premium spoken of 
with increasing frequency. It is one of those phrases that sounds precise to professionals 
but can obscure more than it clarifies for a general audience.
Part of the reason for that ambiguity is that the term premium is estimated based on 
variables that can change depending on who is calculating it. At its simplest, the term 
premium is the extra yield investors demand to commit money to a longer-term bond rather 
than repeatedly investing in shorter-term bonds over the same period. 
For example, using illustrative figures, if investors expect short-term interest rates (bonds 
maturing in one year or less) to average, say, 3.5 percent over the next decade, but the 10-
year Treasury yields 4.5 percent, part of that difference can be interpreted as compensation 
for the risks and uncertainties of locking money up for 10 years.
In this simple example, the 10-year U.S. Treasury bond yield can be thought of as having 
two broad components: 

For illustrative purposes only. The interest rates shown are hypothetical and may not represent actual market 
conditions. Term premium is not directly observable, and estimates depend on the model and assumptions used. 
Actual interest rates and term premiums may differ from those illustrated.

So, the difference between short-term bond yields and, in this case, the 10-year bond’s term 
premium is the amount of yield over and above the expected path of short-term interest 
rates.
The phrase is most used in connection with Treasuries and government yield curves 
because Treasuries have generally been considered a “risk-free security”, stripping away 
most credit/default risk. However, Treasury securities remain subject to interest-rate risk, 
and their market values can fluctuate. Although, removing other risks from consideration is 
a cleaner way to isolate maturity-related compensation. 
But the concept is broader than Treasuries. Investors in corporate, municipal, mortgage,  
and other long-duration bonds also demand compensation for holding longer maturities.  
In those markets, however, the observed yield generally includes several premiums at 
once—credit risk, liquidity risk, optionality, tax effects, and so forth—so term premium is 
harder to observe separately.
Economists estimate term premium using models. That is one reason you can hear different 
commentators give different explanations for the same term premium rise in long yields. 
Commentators may also refer to different parts of the yield curve (e.g. 10-year, 30-year) 
which can alter the term premium context meaningfully. This gets to the part that often gets 
lost when someone merely says, “The term premium is changing.”

FIGURE 1: IDENTIFYING THE TERM PREMIUM

The expected path of future short-term rates (average 3.5% for 10 years)

+   The Term Premium

10-Year Treasury Yield
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What is that extra investor compensation for? An investor who buys a 30-year Treasury is 
taking risks that someone holding a three-month Treasury bill is not. Over the course of 
30 years: 1) inflation could be higher than expected; 2) the Federal Reserve’s (Fed’s) future 
policy path could be very different from current expectations; 3) enormous amounts of 
new Treasury supply could have to be absorbed; 4) fiscal deficits could remain large; 
5) The proportion of price-sensitive holders vs price-insensitive could change; 6) the 
investor could become stuck holding a lower-yielding bond over a longer period of time 
after yields rise.
The investor therefore says, in effect: “If you want me to lend you money for 20 or 30 years 
rather than three months, I want additional compensation for all the things that can go 
wrong during that time.”
That additional compensation is the term premium.
Historically, the term premium has been positive the vast majority of time. In other words, 
there is usually additional compensation for those risks mentioned above. However, there 
have been periods of time when there was no additional compensation, term premium was 
negative. Most recently, the period from June 2016 to August 20241 was a length of time 
when term premium remained negative following global central bank quantitative easing 
and strong demand from other price-insensitive buyers like pensions and life insurers. A 
return to historical normalcy in term premium can be positive for investors looking forward 
although getting here may have been uncomfortable. The return of term premium means 
bond investors are once again being compensated for many of the risks associated with 
the duration risk of long-duration bonds, although this additional compensation does not 
eliminate interest-rate risk or guarantee higher returns.
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DISCLAIMERS: This material provides general information and should not be construed as a solicitation or offer of services or products or as legal, tax or 
investment advice. Nothing contained herein should be considered a guide to security selection, asset allocation or portfolio construction.
All information and opinions are current as of the dates indicated and are subject to change. Breckinridge believes the data provided by unaffiliated third parties 
to be reliable but investors should conduct their own independent verification prior to use. Some economic and market conditions contained herein have 
been obtained from published sources and/or prepared by third parties, and in certain cases have not been updated through the date hereof. All information 
contained herein is subject to revision. Any third-party websites included in the content has been provided for reference only, and does not necessarily indicate 
an endorsement.
There is no assurance that any estimate, target, projection or forward-looking statement (collectively, “estimates”) included in this material will be accurate or 
prove to be profitable; actual results may differ substantially. Breckinridge estimates are based on Breckinridge’s research, analysis and assumptions. Other 
events that were not considered in formulating such projections could occur and may significantly affect the outcome, returns or performance.
Not all securities or issuers mentioned represent holdings in client portfolios. Some securities have been provided for illustrative purposes only and should not 
be construed as investment recommendations. Any illustrative engagement or sustainability analysis examples are intended to demonstrate Breckinridge’s 
research and investment process.
Yields and other characteristics are metrics that can help investors in valuing a security, portfolio or composite. Yields do not represent performance results 
but they are one of several components that contribute to the return of a security, portfolio or composite. Yields and other characteristics are presented gross 
of advisory fees.
All investments involve risk, including loss of principal. No investment or risk management strategy, including diversification, can guarantee positive results or 
risk elimination in any market. Periods of elevated market volatility can significantly impact the value of securities. Investors should consult with their advisors to 
understand how these risks may affect their portfolios and to develop a strategy that aligns with their financial goals and risk tolerances.
Past performance is not indicative of future results. Breckinridge makes no assurances, warranties or representations that any strategies described herein will 
meet their investment objectives or incur any profits. Performance results for Breckinridge’s investment strategies include the reinvestment of interest and 
any other earnings, but do not reflect any brokerage or trading costs a client would have paid. Results may not reflect the impact that any material market or 
economic factors would have had on the accounts during the time period. Due to differences in client restrictions, objectives, cash flows, and other such factors, 
individual client account performance may differ substantially from the performance presented.
Fixed income investments have varying degrees of credit risk, interest rate risk, default risk, and prepayment and extension risk. In general, bond prices rise when 
interest rates fall and vice versa. 
Income from municipal bonds can be declared taxable because of unfavorable changes in tax laws, adverse interpretations by the IRS or state tax authorities, or 
noncompliant conduct of a bond issuer. Tax laws and regulations are complex and subject to change at any time. These changes can impact tax consequences 
and investment results for investors, who should consult with a tax professional before making any decisions. Federal and local tax laws and rates can change at 
any time; changes to tax laws and rates can impact tax consequences for investors.
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