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What happened 
The difference between the 10-year U.S. Treasury yield and the 2-year yield is on the cusp of 
inverting for the first time since 2019. The yield curve typically has a positive slope, with 
longer-term yields above those of short-term rates, during an economic expansion. When a 
curve inverts, meaning short-term rates rise above long-term rates, it is often seen as a 
recession indicator. 

 

                 
Data Source: Truist IAG, FactSet, Haver 

Our take 
The inversion of the yield curve should not be dismissed. It suggests risks are rising and 
the market is concerned about the Federal Reserve’s (Fed) ability to maneuver a soft landing.  
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 Highlights 

• The 2-year/10-year U.S. 
Treasury yield curve is on the 
cusp of inverting for the first 
time since 2019. 

• Historically, it’s been a relatively 
accurate indicator, but not 
perfect, in calling a recession. 

• Importantly, there has often 
been a long lead time from the 
initial inversion to a recession 
as well as a great deal of 
variation. Moreover, a yield 
curve inversion has not been a 
good near-term sell indicator for 
the equity market. 

• Still, the shift in Fed policy will 
continue to inject volatility into 
the market as investors debate 
whether the Fed is moving too 
slow or too fast.  

• Moving beyond the yield curve, 
our view is the primary market 
uptrend remains intact; 
however, the near-term 
risk/reward appears mixed.   

• On a 10-day basis, the strong 
participation seen in the market 
has been associated with 
positive 12-month forward S&P 
500 returns 97% of the time. 

• However, the S&P 500’s 
forward P/E has climbed from 
18x to near 20x, closer to the 
higher end of the valuation 
range we expect near term. 



 

Historically, it’s been a relatively accurate indicator, but not perfect, in calling a 
recession.  

Importantly, there has often been a long lead time from the initial inversion to a recession 
as well as a great deal of variation. Moreover, a yield curve inversion has not been a good 
near-term sell indicator for the equity market.  

Since 1978, there have been seven yield curve inversions (table below). The average 
time from the inversion to the next recession has averaged 16 months, but the range 
has varied from six months to 24 months. 

• The shortest period from inversion to recession was following the August 2019 signal 
that occurred prior to the pandemic. It’s debatable whether we would have had a 
recession without the pandemic or the timing.  
 

• Conversely, the longest time from inversion to recession was 24 months prior to the 
great recession. There was also a false signal in May 1998 – the next recession did 
not occur until almost three years after that inversion. 

Importantly, our macro team points out several other economic indicators are not yet 
confirming the message from the 2/10 curve – for example: 

• The unemployment rate tends to increase for three months in a row before signaling 
a recession (currently at a cycle low); 
 

• Weekly jobless claims tend to rise 20% year over year prior to a recession (currently 
at the lowest level since 1969);  
 

• The Leading Economic Index, which is a composite of indicators, signals a recession 
when it declines for four consecutive months, but it is still rising and just below an all-
time high.  

From an equity market perspective, the S&P 500 has risen 5 out of 7 times on a 3-
month, 6-month, and 12-month basis following the initial inversion. The average 12-
month gain following a signal has been 11%. 

 

Economy and stock market following a yield curve inversion 

Time from yield curve Inversion to recession  S&P 500 performance following inversion 
Date of 10-2 year  

U.S. Treasury yield 
inversion 

Months from 
 inversion to recession 

 1-Month 
Later 

3-Months 
Later 

6-Months 
Later 

12-Months 
Later 

Aug-78 18   -2% -11% -6% 3% 
Sep-80 11   5% 3% 7% -4% 
Dec-88 20   3% 7% 17% 27% 
May-98 False signal   4% -1% 6% 17% 
Feb-00 14   0% 0% 2% -3% 
Dec-05 24   2% 4% -1% 14% 
Aug-19 6   4% 9% 4% 21% 

       
Average 16  2% 2% 4% 11% 

. 
Data Source: Truist IAG, FactSet, St Louis Fed (FRED). Past performance does not guarantee future results 



 

Moving beyond the yield curve, our view is the primary market uptrend remains intact; 
however, the near-term outlook is more mixed.   

Over the 10-day period through Monday, the number of S&P 500 stocks advancing outpaced 
those declining by more than a 2-to-1 margin for only the 31st time since 1990 (based on first 
signal and removing clusters). This is known in technical jargon as a “buying thrust.”  

After past signals, the S&P 500 was higher 12-months later 97% of the time with an 
average gain of 14%. However, following three of the past four signals, the market was 
down a month later. This simply indicates it is normal for markets to digest gains after a 
sharp rebound. 

From a fundamental perspective, the S&P 500 has bounced sharply from the lower end of 
our expected S&P 500 range of 4100, or an 18x P/E, closer to a forward P/E of 20x, near 
the higher end of the valuation range we expect near term. 
 

Valuations moving toward the higher end of our expected near-term range 

 
Data Source: Truist IAG, FactSet, 
 

While markets may be able to squeeze a bit higher considering forward earnings 
estimates continue to power higher, our view is the upside is likely limited to a few 
percent near term as markets digest the recent gains and wait to gain a better gauge of the 
corporate profits picture as earnings season kicks off in a few weeks.  

Bottom line 
The yield curve matters. It suggests the market is questioning the Fed’s ability to find the right 
balance of slowing inflation without unduly hurting the economic recovery. However, the yield 
curve is not the only thing that matters. It’s important to recognize that there have been 
varying and at times long lead times between an inversion and recession, and several other 
economic indicators are not yet confirming its message. Moreover, the yield curve inversion 
has not been a great near-term sell signal for the market. 

Still, as we discussed in a previous note, the Fed finds itself in a precarious situation given 
inflation is much higher and the unemployment rate is much lower relative to when it has 
typically begun its tightening cycle. The shift in Fed policy will continue to inject volatility into 
the market as investors debate whether the Fed is moving too slow or too fast. We still see 
the primary market uptrend intact but with stocks now moving back toward the upper end of 
our expected range, the near-term risk/reward appears more mixed. 
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Disclosures 
Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. Please speak to 
your advisor to request a firm brochure which includes program details, including risks, fees and expenses. 

Truist Wealth is a name used by Truist Financial Corporation.  Banking products and services, including loans, deposit accounts, trust and investment 
management services provided by Truist Bank, Member FDIC. Securities, brokerage accounts, insurance/annuities offered by Truist Investment Services, 
Inc. member FINRA, SIPC, and a licensed insurance agency where applicable.  Life insurance products offered by referral to Truist Insurance Holdings, 
Inc. and affiliates.  Investment advisory services offered by Truist Advisory Services, Inc., Sterling Capital Management, LLC, and affiliated SEC registered 
investment advisers.  Sterling Capital Funds advised by Sterling Capital Management, LLC. While this information is believed to be accurate, Truist 
Financial Corporation, including its affiliates, does not guarantee the accuracy, completeness or timeliness of, or otherwise endorse these analyses or 
market data. Revise  

The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Truist Financial Corporation makes 
no representation or guarantee as to their timeliness, accuracy or completeness or for their fitness for any particular purpose. The information contained 
herein does not purport to be a complete analysis of any security, company, or industry involved. This material is not to be construed as an offer to sell or a 
solicitation of an offer to buy any security. 

Opinions and information expressed herein are subject to change without notice. TIS and/or its affiliates, including your Advisor, may have issued materials 
that are inconsistent with or may reach different conclusions than those represented in this commentary, and all opinions and information are believed to be 
reflective of judgments and opinions as of the date that material was originally published. TIS is under no obligation to ensure that other materials are 
brought to the attention of any recipient of this commentary. 

Comments regarding tax implications are informational only. Truist and its representatives do not provide tax or legal advice. You should consult your 
individual tax or legal professional before taking any action that may have tax or legal consequences. 

Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or guarantee of future 
performance. 

TIS/TAS shall accept no liability for any loss arising from the use of this material, nor shall TIS/TAS treat any recipient of this material as a customer or 
client simply by virtue of the receipt of this material. 

The information herein is for persons residing in the United States of America only and is not intended for any person in any other jurisdiction. Investors 
may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein. 

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law. 

TIS/TAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or discussed in this material. 

Asset classes are represented by the following indexes. An investment cannot be made directly into an index. 

S&P 500 Index is comprised of 500 widely-held securities considered to be representative of the stock market in general.  
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