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We believe in the old saying: a picture is worth a thousand 
words. Here, we aim to recap recent market action and 
provide some perspective to investors. 

                                                                                                                                                                              March 2022 

WHAT IS AN INVERTED YIELD CURVE AND WHAT DOES IT SIGNAL? 

If you haven’t already, you will soon begin to hear discourse bubbling from the financial media about the “yield curve.” This 

indicator, normally a data point relegated to textbooks and trading floors, has taken on somewhat of a cult status thanks to its 

ability to “predict” recessions. That is, when the yield curve “inverts,” it is often taken as a sign that the economy will enter into a 

recession fairly quickly. But before we dive in, let’s begin by examining what the yield curve is and what it might be telling us.  

First, a definition. The yield curve is just a visual representation 

of how bond yields vary across different maturities. In the 

media, the yield curve is most commonly calculated as the 

difference between the yields on 2-yr and 10-yr Treasury 

bonds (aka, the 2/10 curve). In normal times, the yield curve 

slopes upward—that is, the 2-yr Treasury yields less than the 

10-yr Treasury—because investors generally demand a higher 

yield to hold a security for longer (since that means higher risk).  

Curve inversion (2-yr yielding more than the 10-yr) is significant 

because it suggests the near-term is riskier than the long-term, 

and thus, a recession looms. It is a poweful indicator because 

it is as accurate (predating all six recessions since 1978, with 

just one false positive) as it is uncommon: over the last forty 

years, the 2/10 curve has been inverted just ~7% of the time. 

There is a reason this indicator is so widely followed.  

Now, two important points. First, in the months leading up to AND after yield curve inversion, stocks (and most asset classes, 

actually) have done quite well. On average, the S&P 500 is up 4% in the six months post-inversion and 11% in the twelve 

months post, while longer-term performance is more mixed. Bonds and commodities have largely outperformed, as well.  

Secondly, curve inversion does not cause a recession; it is just a sign of how investors view the economy. And while our current 

economy is certainly challenged, it is not necessarily weak. The Fed is raising rates and war in Ukraine is a headwind, but the US 

consumer is strong, the labor market is historically hot, and credit spreads are in check. Corporate profits are at record highs and 

expected to grow again in 2022. And further, the 3mo-10yr Treasury curve (which is actually the better recession predictor) is 

very far from inverted. So while talk of recession is bubbling, there are good reasons for pause—not the least of which is that the 

curve isn’t actually inverted yet. In the end, our partners at Strategas peg the odds of a 2023 recession at 35% as of today.  

Still, the yield curve is powerful, and—at the very least—is signalling a cooling economy. Volatility should remain heightened and 

the bar for investing success is raised. But in the end, we think it is worth taking the time to digest the larger picture and not rely 

on any single indicator. We’ll stay vigilant, and be sure to reach out to your Baird Advisor if you have any further questions. 

In the Markets Now 
The recession predictor 
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Investment Strategy Analyst 

 

https://home.treasury.gov/resource-center/data-chart-center/interest-rates/TextView?type=daily_treasury_yield_curve&field_tdr_date_value_month=202203
https://www.frbsf.org/economic-research/publications/economic-letter/2018/august/information-in-yield-curve-about-future-recessions/
https://www.bairdwealth.com/insights/wealth-management-perspectives/2021/09/the-best-market-indicator-is/
https://www.bairdwealth.com/insights/wealth-management-perspectives/2021/09/the-best-market-indicator-is/
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Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here reflect our judgment at this date and are subject to change. The information has been obtained from sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  

This report does not take into account the specific investment objectives, financial situation, or need of any particular client 

and may not be suitable for all types of investors.  Recipients should not consider the contents of this report as a single 

factor in making an investment decision.  Additional fundamental and other analyses would be required to make an 

investment decision about any individual security identified in this report. 

 

For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the 

investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the 

other may not. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

 

Copyright 2022 Robert W. Baird & Co. Incorporated.  

 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which Robert 

W. Baird Limited holds an ISD passport. 

 

This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 

classified as objective.   

 

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   

 

 

 

 

 

 

 

 

 


