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Key takeaways
• In recent weeks, the Federal Reserve (Fed) has turned decidedly
hawkish regarding the monetary outlook. Additional rate hikes
and a balance sheet runoff are likely on the horizon.
• Some market participants are concerned that a near-term yield
curve inversion could signal U.S. economic weakness ahead. The
Treasury yield curve has historically been a powerful predictor of
recession in past economic cycles.
• While we believe that economic growth will continue at a
moderate pace, the risks are building that the economic
expansion may slow more than expected given the ongoing
threat from inflation. We are at a key inflection point.
The yield curve is essentially the difference between shorter- and
longer-term interest rates. While it is a simple concept that often is
shown graphically, the yield curve captures investors’ attention because
it has historically had a story to tell. The yield curve has inverted (shortterm interest rates moving above longer-term rates) before each of the
past eight recessions. We believe yield curve inversion can be an
important forecasting tool. Yet, in and of itself, short-term interest rates
moving above longer-term rates do not cause a recession. While the
yield curve can help to diagnose a problem in the economy, it is not
foolproof — as it does not pinpoint exact timing, or how fast conditions
may change. It does not necessarily signal if or when investors should
reduce portfolio risk. In fact, historically equity markets periodically
continued to perform quite well after a yield curve inversion occurred. In
this report, we explore the power of the Treasury yield curve to predict
U.S. recessions and discuss what the yield curve means for investors’
portfolios today.
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Yield curve inversion and history — predicting
U.S. economic recessions
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consecutive weeks of curve inversion, and a single
week of at least 25 basis points of curve inversion. 1
For each indicator, we examined each of the past eight
recessions for which data was available. The recessions
are identified by the National Bureau of Economic
Research, and they include: December 1969 to
November 1970, November 1973 to March 1975,
January 1980 to July 1980, July 1981 to November
1982, July 1990 to March 1991, March 2001 to
November 2001, December 2007 to June 2009, and
February 1, 2020, to April 30, 2020.

It is important to understand the ways in which yield
curve inversion may be measured. The yield curve is
composed of multiple points; we believe some are
more important than others in offering a meaningful
recessionary signal. Using just the Treasury yield curve,
we looked at five different yield curve points and three
different recessionary indicators. In this section, we
explore each one and highlight which signals we
believe are the most meaningful yield curve inversion
signals for investors to watch today.

The yield curve inverted before each of the recessions
studied. Yet, the indicators also provided a false
positive for recession in the mid-1960s — when an
inversion was followed by an economic slowdown, but
not by an official recession. 2 At that time, an official
recession did not materialize until December 1969,
more than three years after the initial inversion signal.
Also, the 2020 recession, which was essentially a
forced shutdown of the economy to help mitigate the
effects of the coronavirus pandemic, also appears to
give credit to the yield curve inversion; however the
development was totally unexpected and not
predicted or caused by any yield spread.

What are some of the “best” measures of yield
curve inversion?
As noted, we examined five key points on the Treasury
yield curve. These five key points included the 3month, 1-year, 2-year, 7-year, 10-year, and 30-year
maturities. While other Treasury maturities also could
be examined, these selected points cover the entirety
of the yield curve term structure and provide a lengthy
historical data set. Using weekly data, we explored
three yield curve indicators (collectively, the
indicators): a single week of curve inversion, four

Chart 1. Thirty-year Treasury yield minus 10-year Treasury yield
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Sources: Bloomberg, Wells Fargo Investment Institute, Federal Reserve Bank of St. Louis FRED database, April 8, 2022. 100 basis points equal 1%. Shaded area represents timeframe of a
U.S. economic recession. Yields represent past performance and fluctuate with market conditions. Past performance is no guarantee of future results.

Table 1. Treasury yield curve inversion (30-year minus 10-year yield) and U.S. recessions
Indicator

Dec 1969

Nov 1973

Jan 1980

July 1981

July 1990

Mar 2001

Dec 2007

Feb 2020

One week of inversion
Four weeks of inversion
Inversion of 25 basis points

No Data
No Data
No Data

No Data
No Data
No Data

149
59
12

48
43
44

396
316
305

58
55
56

95
92
N/A

NA
NA
NA

Sources: Bloomberg, Wells Fargo Investment Institute, Federal Reserve Bank of St. Louis FRED database, April 8, 2022. Table shows number of weeks before start of recession.
1. One hundred basis points equal 1%.
2. A recession is an economic contraction that lasts for at least two quarters.
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Thirty-year bonds did not become a staple of the
Treasury issuance calendar until 1977. This limits the
ability for market observers to analyze long-maturity
yield curve inversion for early recessionary periods.
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has not been a precise (or necessarily useful) tool for
U.S. recession prediction.
As of April 1, 2022, 10-year yields were 12 basis
points lower than 7-year Treasury yields. In our
analysis, we found yield curve inversion between these
two Treasury maturities to be of little predictive value.
In our view, investors should not be overly concerned
if this portion of the yield curve does invert.

For any of the three indicators, we found that using the
30-year Treasury yield minus the 10-year Treasury
yield provided an inconsistent recessionary signal.
The signals turned negative as much as eight years
before the July 1990 recession — and as few as three
months before the January 1980 recession. While
inversion in the long part of the Treasury yield curve
may provide investors with information about the
market’s long-term economic outlook, we believe it

The data we analyzed showed that inversion of the
yield curve between 7-year and 10-year Treasury
securities is comparable to an inversion further out on
the yield curve. That is, it often has not been
meaningful for U.S. recession prediction.

Chart 2. Ten-year Treasury yield minus 7-year Treasury yield
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Sources: Bloomberg, Wells Fargo Investment Institute, Federal Reserve Bank of St. Louis FRED database, April 8, 2022. 100 basis points equal 1%. Shaded area represents timeframe of a
U.S. economic recession. Yields represent past performance and fluctuate with market conditions. Past performance is no guarantee of future results.

Table 2. Treasury yield curve inversion (10-year minus 7-year yield) and U.S. recessions
Indicator

Dec 1969

Nov 1973

Jan 1980

July 1981

July 1990

Mar 2001

Dec 2007

Feb 2020

One week of inversion

No Data

134

70

45

369

327

121

88

Four weeks of inversion

No Data

131

52

42

307

193

53

NA

Inversion of 25 basis points

No Data

N/A

9

3

360

81

N/A

NA

Sources: Bloomberg, Wells Fargo Investment Institute, Federal Reserve Bank of St. Louis FRED database, April 8, 2022. Table shows number of weeks before start of recession.

Our data set for two-year Treasury yields begins in
1976, which limits our ability to analyze this data for
pre-1970 recessions. This is a data point that we have
been watching closely as the Treasury yield curve
continues to flatten. As of April 1, 2022, the 10-year
Treasury note was yielding 7 basis points below 2-year
Treasury securities. While the 10-to-2-year Treasury
© 2022 Wells Fargo Investment Institute. All rights reserved.

curve has turned positive again, risks are increasing
that this portion of the yield curve may invert once
again in the near term. Still, it is important to note that
this indicator has often turned negative well over a
year before a U.S. recession strikes—and that it has
been most reliable when it inverts by at least 25 basis
points.
Page 3 of 13

In Depth |

The predictive power of yield curve inversions |

The yield gap between the 10-year Treasury note and
2-year Treasury securities turned negative almost
three years before the March 2001 recession. Not only
did it turn negative, but it remained negative for four
weeks. Using a negative 25-basis-point threshold as a
signal improved the forecast accuracy, but it also
decreased the lead time of the indicator. The shortest
amount of time between a 25-basis-point inversion in
this indicator and a U.S. recession was 31 weeks
(almost 8 months). That occurred before the Great
Recession that began in December 2007.

April 20, 2022

In our view the 10-year to 2-year yield curve has been
a useful indicator, but it is prone to giving a signal that
may be too early for investors to meaningfully act. If
we instead focus on a higher threshold (the 25-basis
point-indicator), a magnitude of inversion that has
occurred in every recession since 1980 (except during
the coronavirus pandemic in 2020), we feel this
indicator proved more reliable.

Chart 3. Ten-year Treasury yield minus 2-year Treasury yield
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Sources: Bloomberg, Wells Fargo Investment Institute, Federal Reserve Bank of St. Louis FRED database, April 8, 2022. 100 basis points equal 1%. Shaded area represents timeframe of a
U.S. economic recession. Yields represent past performance and fluctuate with market conditions. Past performance is no guarantee of future results.

Table 3. Treasury yield curve inversion (10-year minus 2-year yield) and U.S. recessions
Indicator

Dec 1969

Nov 1973

Jan 1980

July 1981

July 1990

Mar 2001

Dec 2007

Feb 2020

One week of inversion

No Data

No Data

72

42

81

142

101

22

Four weeks of inversion

No Data

No Data

69

39

75

139

93

NA

Inversion of 25 basis points

No Data

No Data

62

41

69

50

31

NA

Sources: Bloomberg, Wells Fargo Investment Institute, Federal Reserve Bank of St. Louis FRED database, April 8, 2022. Table shows number of weeks before start of recession.
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Our analysis suggests that the yield gap between 10year and 1-year Treasury securities may improve the
ability to predict U.S. recessions (over what we see in
data points further out on the yield curve). While 2.5
years before the March 2001 recession, this indicator
did turn negative for one week, when we consider a

April 20, 2022

four-week inversion signal, we saw inversion between
19 and 93 weeks before each of the last seven
recessions with an average of 43 weeks, or just over 10
months before a U.S. recession officially started. Using
a single 25-basis-point inversion as a signal offered a
similar outcome of predictability.

Chart 4. Ten-year Treasury yield minus 1-year Treasury yield
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Sources: Bloomberg, Wells Fargo Investment Institute, Federal Reserve Bank of St. Louis FRED database, April 8, 2022. 100 basis points equal 1%. Shaded area represents timeframe of a
U.S. economic recession. Yields represent past performance and fluctuate with market conditions. Past performance is no guarantee of future results.

Table 4. Treasury yield curve inversion (10-year minus 1-year yield) and U.S. recessions
Indicator

Dec 1969

Nov 1973

One week of inversion

207

31

Four weeks of inversion

204

Inversion of 25 basis points

170

Jan 1980

July 1981

July 1990

Mar 2001

Dec 2007

Feb 2020

61

32

75

126

99

45

19

58

29

72

46

93

25

18

61

31

67

47

68

22

Sources: Bloomberg, Wells Fargo Investment Institute, Federal Reserve Bank of St. Louis FRED database, April 8, 2022. Table shows number of weeks before start of recession.

The 10-year minus 3-month Treasury yield showed a
result similar to that of the 10-year minus 1-year
yield. Yet, the average of both the four negative weeks
and 25-basis-points of magnitude indicators was
about three to six months less than the 10-year minus
1-year yield spread. Although looking at this inversion
alone has historically suggested a recession, it provided
a short lead time for investors to act.

© 2022 Wells Fargo Investment Institute. All rights reserved.
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Chart 5. Ten-year Treasury yield minus 3-month Treasury yield
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Sources: Bloomberg, Wells Fargo Investment Institute, Federal Reserve Bank of St. Louis FRED database, April 8, 2022. 100 basis points equal 1%. Shaded area represents timeframe of a
U.S. economic recession. Yields represent past performance and fluctuate with market conditions. Past performance is no guarantee of future results.

Table 5. Treasury yield curve inversion (10-year minus 3-month yield) and U.S. recessions
Indicator

Dec 1969

Nov 1973

Jan 1980

July 1981

July 1990

Mar 2001

Dec 2007

Feb 2020

One week of inversion

203

22

57

35

58

129

98

45

Four weeks of inversion

166

19

54

32

55

31

69

36

Inversion of 25 basis points

167

20

54

34

56

30

68

24

Sources: Bloomberg, Wells Fargo Investment Institute, Federal Reserve Bank of St. Louis FRED database, April 8, 2022. Table shows number of weeks before start of recession.

Inversion indicator conclusions
While we believe a single point of yield curve inversion
can be meaningful, it also can be unpredictable. Thus,
we prefer either four consecutive weeks of curve
inversion for a given indicator and/or at least 25 basis
points of inversion before concluding that the yield
curve has meaningfully inverted. Indicators that
incorporated shorter maturities saw fewer false
positives. Unfortunately, as we moved to shorter
maturities on the yield curve, the indicators also
provided less lead time from when an indicator was
signaled until the time U.S. recessionary conditions hit.
If we had to select just one yield curve inversion to
predict an upcoming recession, we would favor the 10year Treasury yield minus the 1-year Treasury yield.
We would focus on four weeks of curve inversion as a
signal — as that indicator historically has provided a
bit more warning (43 weeks) than using a 25 basispoint curve inversion threshold (39 weeks). Yet, we
believe either one is acceptable. We would note that
the 10-year Treasury yield minus the 2-year yield has
provided additional warning time in many cases (69
© 2022 Wells Fargo Investment Institute. All rights reserved.

and 42 weeks respectively), but the potential for a false
positive also is greater. We believe the 10-to-2-year
Treasury yield curve is worthy of attention, given its
potential to provide additional warning time, but we
must be sure to confirm with other yield curve
inversion points.
In our view, simple yield curve flattening or one single
week of yield curve inversion is not indicative of a
pending recession. However, we believe a meaningful
inversion that is consistent with our highest
conviction yield curve indicators could foreshadow a
potentially more challenging economic environment.
The risks to indicating a meaningful inversion signal
are increasing and should be closely monitored.

What does yield curve inversion mean for U.S.
equity markets?
Now that we have identified our preferred yield curve
inversion indicator (4-weeks of yield curve inversion
on the 10-year minus 1-year), we will examine what it
has meant for the equity market when we have
experienced this signal. Specifically, we reviewed the
total return performance of the S&P 500 Index both
Page 6 of 13
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before and after changes in our preferred inversion
signal.
Past performance is not a guarantee of future results,
yet we can draw some conclusions from the data in
Tables 6 and 7. Historically, the S&P 500 Index has
performed well in the months leading up to yield curve
inversion. Post-inversion results are more mixed.
While still remaining positive, the historical average
S&P 500 Index return has declined following yield

April 20, 2022

curve inversion (relative to the pre-inversion return).
Still, we would point out that there are post-inversion
periods in which we continued to experience strong
S&P 500 Index performance. Over the past seven
recessions, the average peak in the S&P 500 Index
occurred 30 months after we hit the inversion signal.
Market forces continue to change, and this time the
market could react differently. Yet, in our view, history
suggests there should be time for equity investors to
react after the yield curve inverts.

Table 6. S&P 500 Index return in periods surrounding inversion of 10-year minus 1-year Treasury yield curve
Date of
inversion signal

S&P 500 total return
12 months prior

S&P 500 total return
6 months prior

S&P 500 total return
6 months after

S&P 500 total return
12 months after

4/6/1973

2.75%

1.10%

2.10%

-11.97%

9/15/1978

13.37%

18.45%

-0.62%

10.31%

10/10/1980

30.98%

28.93%

5.71%

-2.01%

3/10/1989

15.15%

11.79%

21.06%

19.37%

4/7/2000

14.21%

14.16%

-6.54%

-24.71%

2/24/2006

9.44%

8.04%

1.50%

14.82%

8/30/2019

2.95%

6.15%

1.92%

22.19%

Average

12.69%

12.66%

3.59%

4.00%

Median

13.79%

12.98%

1.80%

4.15%

Sources: Bloomberg, Wells Fargo Investment Institute, April 8, 2022. An index is unmanaged and not available for direct investment. Past performance is no guarantee of future
results.

© 2022 Wells Fargo Investment Institute. All rights reserved.
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Table 7. Weeks from inversion signal (4-week inversion of the 10-year minus 1-year Treasury yield) to S&P
500 Index peak

Inversion signal

S&P 500 peak
post-inversion

Weeks from inversion
signal to S&P peak

4/6/1973

4/20/1973

2

9/15/1978

9/8/1978

-1

10/10/1980

11/28/1980

7

3/10/1989

7/13/1990

70

4/7/2000

9/1/2000

21

2/24/2006

10/12/2007

85

8/30/2019

2/19/2020

25

Average

30

Sources: Bloomberg, Wells Fargo Investment Institute, April 8, 2022. An index is unmanaged and not available for direct investment. Past performance is no guarantee of future
results.

Is this time different?
The monetary and fiscal response to the coronavirus
pandemic has been unprecedented, and it continues to
influence global financial markets. An inflated Fed
balance sheet, significant short-term debt issuance,
and very low interest rates in the U.S. and global
markets are notable factors. Could the yield curve
indicator be different this time — proving to be less
reliable than it has in each of the past seven
recessions?
Low interest rates often are highlighted as one of the
primary factors that make this cycle different from the
others that we have analyzed. It is true that interest
rates are lower than at almost any other time when the
U.S. economy was experiencing periods of very low
unemployment and positive economic expansion
prospects. Since interest rates are so low, Fed rate
increases may not slow the U.S. economy down as
they have in the past, despite the high levels of
inflation — or so the argument goes. We do not concur
with this view. In fact, we see this argument as mostly
the expectations by those who believe this growth
cycle can continue indefinitely in the face of increased
short-term rates and the highest inflation in decades.
Another popular theory on why this time may be
different is based on high levels of U.S. Treasury
issuance in short-term maturities. The pandemic was

© 2022 Wells Fargo Investment Institute. All rights reserved.

met by significant fiscal spending to help cushion the
economic blow for the U.S. economy. This spending
significantly expanded the need to finance U.S.
Treasury debt in the public markets. Looking to keep
overall costs down, the U.S. Treasury choose shortterm debt markets for the bulk of this new debt.
The Fed currently has around $326 billion of Treasury
bills (T-bills) on its balance sheet, and the initial
expectation was that those issues could run off very
quickly. Some investors considered that the excess
supply in short-term paper relative to longer-term
maturities could lead to a supply/demand imbalance
that could flatten the yield curve. However, we believe
Federal Open Market Committee (FOMC) minutes
from the March 16, 2022, meeting hinted that the Fed
won’t be rushing to dump its T-bills.
In a March 25, 2022, a Fed paper titled “(Don’t Fear)
the Yield Curve, Reprise” Fed economists Eric C.
Engstrom and Steven A. Sharpe examined some of
these arguments surrounding the predictive power of
the yield curve. Their conclusion: “… we have provided
statistical evidence indicating that the perceived
omniscience of the 2-10 spread that pervades the
market is probably spurious.” We do not recommend
that investors assume this time will be different. Yield
curve inversion has delivered a powerful message in
recent cycles. In our view, it is a message that is
unlikely to change through multiple cycles.
Page 8 of 13
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Chart 6. Monthly issuance of U.S. Treasury bills
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Sources: SIFMA (Securities Industry and Financial Markets Association), April 1, 2022.

It’s the Fed
Given the predictive power of the short end of the
yield curve and the direct power that the Fed has over
it, we can reasonably assume that the Fed has a
significant part to play in yield curve inversion. There
have been times when the Fed has had no choice but
to continue to raise short-term interest rates, even if
the yield curve inverted — as the damage of high
inflation must be mitigated through slower growth,
even if it inflicts a recession. Inflation remains at its
highest level since the early 1980’s. In our opinion the
Fed appears to have finally acknowledged that
inflation is running wild, well above its targets 3 and has
moved to an aggressive stance when it comes to
additional Fed rate hikes.

does not invert every time the Fed enters a monetary
tightening cycle. Yet, history also shows that Fed
tightening does appear to be a necessary component of
curve inversion. It is possible that, even though the Fed
just initiated a new rate-hike cycle, some market
participants may already be discounting a Fed policy
mistake 12-18 months ahead.
However, this does not appear to be a concern for Fed
officials at this time, especially as they are also getting
ready to shrink their balance sheet. In our opinion, the
Fed seems to view curve flattening as a normal part of
the monetary policy normalization process. Fed Chair
Jerome Powell has said that a flattening yield curve is
worth watching, but that it may not be the strong
warning sign many believe it to be.

The relationship between Fed tightening and curve
inversion historically has been strong. The yield curve

3

Summary of Economic Projections, FOMC, March 16, 2022.

© 2022 Wells Fargo Investment Institute. All rights reserved.
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Chart 7. The Fed helps to power the yield curve
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Sources: Bloomberg, Wells Fargo Investment Institute, April 8, 2022. 100 basis points equal 1%. Shaded area represents timeframe of a U.S. economic recession. Yields represent past
performance and fluctuate with market conditions. Past performance is no guarantee of future results. The circles highlight the periods in which yield curve inversion was preceded by
Fed rate hikes.

Instead, Chair Powell mentioned the Fed staff paper
referenced previously, which states that investors
should look toward the “near-term forward spread,”
which is based entirely on yields from Treasury bonds
with maturities shorter than two years. In other words,
the indicator that Fed policymakers consider more
indicative of an impending recession is the spread
between the current 3-month T-bill and projections
on where it will be in 18 months. And although this
indicator (near-term forward spread) has historically
moved in tandem with the yield curve, it is currently
moving in the other direction.

Implications for investors
We are skeptical that this time will be different when it
comes to yield curve inversion indicators. We believe
such an assumption is a strong bet against history. It is
not entirely clear exactly why an inverted yield curve
has had an ability to predict a recession, but in our
view the evidence suggests that it does. A flattening
yield curve likely impacts risk taking and slows
lending, but it probably does not cause a recession (in
and of itself). We believe the Treasury yield curve has
© 2022 Wells Fargo Investment Institute. All rights reserved.

proven to be a meaningful indicator throughout
history — a history that covers many different types
of economic and market regimes. This time could be
different, but historical trends suggest that the yield
curve should act the same in this cycle as it has in the
past, and that it merits monitoring.
If investors want to select just one yield curve tenor to
watch, we favor the gap between the 10-year Treasury
yield and the 1-year Treasury yield. If this spread turns
negative for at least four weeks or the curve inverts by
more than 25 basis points, we believe that it would be
an indication that a recession is likely within the next
12 months (all other factors remaining the same).
Focusing on other indicators could provide an early
warning, but acting too early could lead to missing out
on potential late-cycle gains in risk assets. Yet acting
too late could be a missed opportunity to pare tactical
portfolio risk. We believe the data suggest that
investors have time to act once the yield curve does
invert; we stress the importance of patience and
waiting for a conclusive signal before taking
meaningful portfolio actions.
Page 10 of 13
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We believe the yield curve is precariously close to
meaningfully inverting in key areas, especially as the
Fed is expected to continue with an aggressive stance
to combat inflation. We would remind investors that
the economy can continue to expand after initial yield
curve inversion and that, likewise, risk assets can
continue to perform well. However, given the powerful
message an inverted yield curve has historically
delivered, investors should be watchful, informed, and
vigilant. We believe a neutral portfolio risk stance
within a well-diversified portfolio is appropriate for
such an environment. We recently adjusted our
tactical asset allocations (see Institute Alert from
March 30, 2022) to take a more neutral risk stance —
moving from equities into fixed income — in an effort
to balance current market risks implied by the yield
curve.
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Risk Considerations
Each asset class has its own risk and return characteristics. The level of risk associated with a particular investment or asset class generally correlates with the level of return the
investment or asset class might achieve. Stock markets, especially foreign markets, are volatile. Stock values may fluctuate in response to general economic and market conditions, the
prospects of individual companies, and industry sectors. Bonds are subject to market, interest rate, price, credit/default, liquidity, inflation and other risks. Prices tend to be inversely
affected by changes in interest rates. Although Treasuries are considered free from credit risk they are subject to other types of risks. These risks include interest rate risk, which may
cause the underlying value of the bond to fluctuate.
General Disclosures
Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank,
N.A., a bank affiliate of Wells Fargo & Company.
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and are not intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any
change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different
conclusions from, this report.
The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor. This report
is not intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell
securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant
information, including your existing portfolio, investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from
sources and data we believe to be reliable but we make no guarantee to its accuracy or completeness.
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Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-dealers and
non-bank affiliates of Wells Fargo & Company. CAR-0422-02071
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