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 Since 2009, changes in Treasury 2s/10s have demonstrated little ability to signal shifts in growth. In other 

words, tune out the curve and focus on fundamentals. 

 The story was quite different prior to the global financial crisis. In the days of yore, when Treasury 2s/10s inverted 

the U.S. generally entered recession within 18-24 months. 

 In our view, huge bond purchases by the Fed and other central banks explain the shift. Bond buying has 

dramatically lowered long-term yields, making yield curves unduly flat. This shift has weakened the link between 

Treasury curve shape and growth. 

 Our friends on the Wells Fargo economics team think the U.S. economy has a 30% chance of entering recession by 

the end of 2023. Their analysis incorporates a broad array of factors, not just the yield curve. 

 

Nearly every day we are asked if the flat/inverted Treasury yield curve indicates that U.S. recession is imminent. We 

certainly understand the concern. For many years, recession ensued within 12-24 months of Treasury 2s/10s inverting. 

The Treasury curve has flattened enormously this year, and 2s/10s could invert momentarily. Figure 1 shows four clear 

examples between 1980 and 2008 in which the curve inverted and recession soon followed. However, the link between 

curve shape and growth has been weak at best since 2009. As the chart shows, the Treasury yield curve flattened steadily 

from late 2013 to late 2019, yet GDP growth was rather stable. The curve inverted briefly in August 2019, and of course 

the economy fell off a cliff in early 2020. However, it would be silly to say the curve flattened because the market intuited 

that a once a century pandemic lay in wait around the corner. So, we dismiss that example. 

 
Figure 1. Treasury 2s/10s and U.S. GDP growth (year over year), 1980-2022 

 
Source: Bloomberg L.P., Wells Fargo Macro Strategy 
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2 Yield Curve and Recession 

Why has the yield curve lost its mojo? 

Heavy bond buying by central banks has caused long-term yields to diverge from economic fundamentals. The Fed and 

several other central banks began big purchase programs in 2009, and continued with fits and starts through 2019. They 

increased their bond holdings with a vengeance as Covid took hold. As a result, major central banks generally own large 

percentages of their respective government bond markets (Figure 2). The one major exception is the Bank of Japan. Its 

market share has fallen a touch from the peak of 54% Japanese government bonds outstanding in Q3 2020. The BoJ has 

notably downshifted its pace of purchases but the government continues to run large deficits. The Fed now owns roughly 

25% of marketable Treasury debt outstanding, up from a previous peak of 20% in 2014. The ECB, BoE and BoC have 

increased their ownership stakes even more considerably to 42%, 37% and 36%, respectively.  

 
Figure 2. Central bank ownership of government bonds outstanding, 2010-21 

 
Source: Central banks, Bloomberg L.P., Wells Fargo Macro Strategy 

 

We defer to our colleagues in Wells Fargo Economics to forecast U.S. growth 

Incorporating more than just the shape of the yield curve, our economics team sees a 30% chance of U.S. recession 

beginning by the end of 2023. Recession is by no means the base case, but a growing prospect given the hawkish Fed, 

elevated oil prices and falling real disposable personal income. In their view, the U.S. is very unlikely to suffer recession in 

the next two quarters. 
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3 Yield Curve and Recession 

“Wells Fargo” means Wells Fargo Bank, N.A. (“WFBNA”) and, in certain circumstances, Wells Fargo Commodities, LLC. “Wells Fargo 

Corporate & Investment Banking” and “Wells Fargo Commodities” are trade names for corporate banking, capital markets and 

investment banking services of Wells Fargo & Company and its subsidiaries. Derivatives products (including “swaps” as defined in and 

subject to the Commodity Exchange Act (“CEA”) and Commodity Futures Trading Commission (“CFTC”) regulations and “security-based 

swaps” (“SBS”) as defined in and subject to the Securities and Exchange Act of 1934 (“SEA”) and Securities and Exchange Commission 

(“SEC”) regulations thereunder) are transacted through and offered out of Wells Fargo Bank, N.A., a CFTC provisionally-registered swap 

dealer and member of the National Futures Association and SEC conditionally-registered security-based swap dealer. Physically-settled 

commodities may be transacted through and offered out of Wells Fargo Commodities, LLC or WFBNA. 

 

Informational Purposes Only; Important Information Regarding These Materials  

This document and any other materials accompanying this document (collectively, the “Materials”) are provided by Wells Fargo for 

general information about the transactions described in the Materials. Although we believe that market data and other information 

contained in the Materials is reliable, it is not warranted as to completeness or accuracy, is subject to change without notice, and we 

accept no responsibility for its use or to update or keep it current. The Materials are not an offer or commitment for any products or 

transactions. Our willingness to enter into any transaction is subject to final credit approval, agreement on transaction terms and 

compliance to our satisfaction with all applicable legal and regulatory requirements, including onboarding and swap or SBS trading 

relationship documentation. Terms, rates, prices and structure in the Materials are indicative only, and should not be relied upon as the 

terms, rates, prices or structure on which we or anyone else would be willing to enter into, terminate or transfer a transaction with you, 

or relied upon for any other purpose. Actual rates and prices may be higher or lower depending on market conditions at the time of 

execution. We reserve the right to amend, supplement or replace the Materials at any time, and your use of the Materials constitutes 

your agreement to update the Materials with any such amendments, supplements or replacements we furnish you. In no event shall 

Wells Fargo be liable to you or any third party for any direct or indirect, special, incidental, or consequential damages, losses, liabilities, 

costs or expenses arising directly or indirectly out of or in connection with the Materials. The information in the Materials is confidential 

and may not be disclosed by you to anyone without our written consent, other than to your advisors, and judicial or other governmental 

authorities or regulators having jurisdiction over you (including, without limitation, federal, state or local tax authorities). 

 

Applicability of Certain Regulations 

One or more transactions described in the Materials may be “swaps” as defined in the CEA and CFTC regulations or foreign exchange 

(“FX”) products subject to certain CFTC regulations or SBS as defined in the SEA and SEC regulations. From time to time, we may furnish 

you with certain information or request that you furnish us with certain information or representations or take other actions we consider 

necessary or appropriate to comply with applicable legal or regulatory requirements, including the requirement that, in order to enter 

into a swap or SBS with us, you must be an Eligible Contract Participant (“ECP”) (as defined in CEA Section 1a(18) and CFTC Regulation 

1.3). Nothing herein purports to be a complete statement of regulations applicable to swaps or SBS, matters which you should address 

with your own legal advisors. For purposes of CFTC Regulations 1.71 and 23.605, please note that the Materials are a “solicitation” of 

a swap and not a “research report” as defined therein. For the purposes of, and to the extent subject to, Section15F(j) of the SEA 

and any SEC rule thereunder, if this communication relates to one or more SBS, this is a solicitation to enter into an SBS and not 

“research or analysis of the price or market” for an SBS. To the extent the Materials include a scenario analysis, such inclusion shall not 

supersede your right under CFTC Regulation 23.431(b) to request and consult in the design of a scenario analysis. Nothing in the 

Materials should be construed as a recommendation or opinion with respect to any swap or SBS or trading strategy involving a swap or 

SBS for purposes of CFTC regulations or the CEA or SEC regulations or the SEA. The Materials do not take into account your particular 

investment objectives, financial condition or needs and are not intended to serve as a basis for entering into a swap or to suggest, 

through opinion, recommendation, or otherwise, that you should enter into a particular swap or SBS or trading strategy involving a swap 

or SBS. In addition to the information furnished herein, you should not enter into any swap, SBS, or other transaction described in the 

Materials without reviewing and understanding our “Disclosure of Material Information for Swaps and SBS” and accompanying 

documents available to you at: www.wellsfargo.com/swapdisclosures (“Swap Disclosures”). 

 

If you are a “Special Entity” within the meaning of CFTC Regulation 23.401(c) or SEC Rule 15Fh-2(d), you are hereby notified that these 

Materials are not, are not intended to be and should not be interpreted as an expression of an opinion within the meaning of CFTC 

Regulation 23.440 by any person on behalf of Wells Fargo & Company and its subsidiaries as to whether you should enter into any swap, 

SBS or trading strategy involving a swap or SBS. 

 

If these Materials relate to an SBS, they are intended only for persons that are ECPs as defined in CEA Section 1a(18) and SEA Section 

3(a)(65) and the regulations issued thereunder. If you are not an ECP and the Materials involve an SBS, please disregard the Materials, 

delete the Materials without retaining a copy, and immediately notify the sender. 



4 Yield Curve and Recession 

 

Differing Views 

The Materials are a product of the desk within the Corporate and Investment Banking (“CIB”) that produced the materials and are not a 

product of Wells Fargo Securities, LLC Research (“Research”). The views expressed by this desk might differ from those of Research. 

They may also differ from views expressed by other desks of CIB’s sales and trading businesses. 

 

Not Financial, Accounting, Tax or Legal Advice; Arm’s Length Relationship 

You should not construe the content of the Materials as financial, accounting, tax, legal or other advice, and you should consult your own 

financial advisor, accountant, tax advisor and attorney for opinions on whether to enter into any transaction described in the Materials 

and as to as to financial, accounting, tax, legal and related matters concerning these Materials. Wells Fargo is not acting as your agent or 

advisor, including pursuant to Section 15B of the SEA or any other applicable regulation, with respect to the transactions described in 

these Materials, and does not owe you a fiduciary duty. All transactions described in the Materials are arm’s length transactions to be 

negotiated by each party acting in its own best interests. The price and other terms of any transaction will be individually negotiated, and 

there is no assurance that they will represent the best price or terms available to you from us or other sources. Whether they are 

executable, indicative or illustrative, you should assume that any price we offer, quote or otherwise provide to you for entering into, 

transferring or terminating a transaction with Wells Fargo is strictly a Wells Fargo price and should not be considered a “market price” 

offered by anyone else in the market. In this regard, Wells Fargo under applicable CFTC regulations may be required to disclose to you a 

“pre-trade mid-market mark” of a swap in order for you to assess material incentives and conflicts of interest we may have in connection 

with the swap. We may also be required to disclose material economic terms and material risks of such transaction. Information about 

the pre-trade mid-market mark for swaps and other material disclosures regarding swaps and SBS can be found at: Swap Disclosures.  

 

LIBOR Discontinuation Risk 

You should be aware that LIBOR will cease to be published on a representative basis immediately after (i) December 31, 2021 for all 

tenors of non-USD LIBOR currencies (i.e., GBP, CHF, JPY and EUR) and 1-week and 2-month USD LIBOR tenors and (ii) June 30, 2023 

for the remaining USD LIBOR tenors (i.e., overnight, 1-month, 3-month, 6-month and 12-month) as set forth in the March 5, 2021 

announcement by the ICE Benchmark Administration (“IBA”), and the supporting statement by the UK Financial Conduct Authority 

(“FCA”).   

 

Please note that there could be changes to the cessation dates for LIBOR tenors or currencies and, as a result, the information above is 

subject to change without notice. You should reach your own conclusions and decisions, in consultation with your own legal and financial 

advisors, with respect to any impact that the cessation of the relevant LIBOR tenors and currencies may have on any financial 

arrangements to which you are a party. 

 

While regulators across the world and financial services industry market participants, including the Alternative Reference Rates 

Committee in the United States, have developed alternative reference rates (“ARR”) for each LIBOR currency, there is no guarantee that 

ARRs will be widely used by market participants, that ARRs will be suitable for each transaction as a substitute or successor for LIBOR, 

that the composition or characteristics of ARRs will be similar to those of LIBOR, or that ARRs will be the economic equivalent of the rate 

used in your LIBOR-based swap, SBS, or financing transactions. Therefore, if LIBOR is discontinued during the term of your swap or SBS, 

your payments would be calculated differently and could be higher or more volatile than expected. These risks and others are discussed in 

greater detail at the IBOR Alternative Reference Rates disclosure at: Swap Disclosures. Other information is available at: 

https://www.wellsfargo.com/com/focus/libor/.   

 

Negative Interest Rates (including disclosures regarding benchmark rate floors)  

Even if your financing includes a reference rate floor, such as a floor set at 0%, express wording in swap transactions is required to place a 

floor on the floating benchmark rate of a swap transaction. No such 0% floor or other floor is included in an interest rate swap or other 

swap transaction unless mutually agreed between the parties as reflected in the swap confirmation. Absent such floor in an interest rate 

swap, if a Floating Amount is negative under the swap, the Floating Rate Payer does not make such payment. Instead, the Fixed Rate Payer 

pays the absolute value of the negative Floating Amount in addition to the Fixed Amount. See §6.4 of the 2006 ISDA Definitions, as 

amended. If you wish to acquire a swap with a 0% floor or other floor, this may increase the price of your swap as reflected in a higher Fixed 

Rate. For further information on negative interest rates, including their effect on swaps and the loans they are hedging, see the Negative 

Interest Rates Disclosure (including disclosures regarding benchmark rate floors) at: Swap Disclosures. 
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Risks to Consider  

While transactions described in the Materials may be used for hedging purposes to reduce certain risks associated with your assets or 

liabilities, the effectiveness of hedging may depend upon holding these transactions to maturity and not reducing or disposing of all or 

any portion of the asset or liability during the term of the hedge. If a transaction is terminated early, or if you reduce or dispose of all or a 

portion of the underlying asset or liability before the transaction matures (such as prepaying a floating rate loan you hedge with a swap 

or disposing an FX or commodity liability or asset you have hedged), depending on the nature of the transaction, you may incur a 

substantial loss or you may receive little or no hedging benefit from any upfront premium payment or any other costs incurred in 

purchasing the transaction. You may also incur a substantial loss if you enter into a transaction in anticipation of hedging an asset or 

liability that does not materialize. You should understand that significant potential amounts could become payable by you for modifying 

a transaction, terminating it early or transferring your position in the transaction to another person or entity, depending upon then 

existing market conditions and the terms of your transaction. You should also consider that prepaying your loan or disposing of an asset 

or other liability, including a foreign currency denominated or commodity liability or asset, does not relieve you of your obligations under 

a hedge transaction, which may be terminated early only in accordance with the terms of the swap or SBS trading relationship 

documentation, other transaction documents, or otherwise by mutual agreement. Such termination may require payment by you of an 

early termination amount, which may be substantial. Whether you use a transaction for hedging or another purpose, you should satisfy 

yourself that you understand these and other risks discussed in greater detail in disclosures provided to you at: Swap Disclosures. 

 

Independent Obligation 

To the extent any transaction described in the Materials may be used to hedge against FX risks, commodity risks, or interest rate risks, 

the transaction would be a separate and independent obligation and would not be contingent on whether or not any financing closes, is 

outstanding or is repaid, in whole or in part, at any time, subject to any contractual requirement to terminate and settle the transaction 

early upon prepayment of any financing or for other financing-related events. In addition, if you provide any existing or future collateral 

or other credit support to secure the transaction and any financing, then you would be entitled to the release of such collateral or credit 

support only if certain conditions contained in the related collateral agreement or credit support document are completely satisfied for 

both the transaction and any such financing, or we otherwise reach agreement with you on alternative collateral, credit support or other 

arrangements.  

 

Unmatched Terms & Conventions 

If the principal amount or duration of a financing, FX, or commodity asset or liability differs from that of a transaction used to hedge 

such financing, asset or liability (e.g., a different notional amount), you may be exposed to risk of loss from such over-hedging or under-

hedging. If any other economic terms or characteristics of a financing, asset or liability differ from those of the related hedge, then in 

addition to any losses that you could incur from such differences, the hedge may create unanticipated accounting exposure or tax 

liability for you. To the extent fair value accounting applies to the hedge, you may have to reflect unrealized gains and losses (i.e., the so-

called “mark-to-market” value of the hedge) over the life of the hedge on your balance sheet and/or income statement. If hedge 

accounting applies, any ineffectiveness in the hedge resulting from such differences may likewise need to be taken into account and 

reflected in your financial results. These hedge valuation considerations may also be important to you for tax purposes, including any tax 

laws that may require unrealized gains or losses on hedges to be taken into account in determining your income tax liability. Conventions 

used in the underlying market for the financing, assets or liabilities and the conventions used in the derivatives and FX markets may 

differ, and we are under no obligation to ensure that any transaction we offer is a perfect hedge even if we provide you with the 

underlying financing, asset or liability. For example, if the method for determining a loan’s floating rate differs from that for a hedge’s 

floating rate, the loan floating rate payments could diverge from those of the hedge. As another example, if the method for determining 

the applicable exchange rate for a foreign currency denominated liability differs from that for the exchange rate of the hedge, the 

payments associated with the underlying liability could diverge from the hedge. Such divergence may occur by convention or as the 

result of contractual differences, such as in the definition of or the reset timing of the exchange rate or for a referenced floating rate 

benchmark, the dates or times at which the benchmark is set, the number of days in the payment periods, divergent fallback rates upon 

the temporary or permanent discontinuation of the benchmark (e.g., LIBOR) or the benchmark rate’s rounding convention.  
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Disclaimer Regarding Projections, Forecasts & Other Data 

The information in these Materials is subject to change without notice, does not constitute trading or investment advice or research, 

and has not been prepared in accordance with any laws or regulations designed to promote the independence of research. Historical 

data, past trends and past performance do not reflect or guarantee future results. Financial projections and economic forecasts are 

based on hypothetical assumptions about uncertain future market conditions and events and therefore should not be relied upon in 

connection with any asset, liability, transaction or otherwise, including any decision whether or when to invest or hedge or to acquire or 

dispose of any asset, liability or transaction. Projections or forecasts may not materialize, and reliance thereon could result in substantial 

losses. It is impossible to predict whether, when or to what extent rates, values and other economic factors will rise or fall, and there 

could be sharp differences between projections or forecasts and actual results. Wells Fargo makes no representation or warranty that 

actual results will conform to any projection or forecast and is not responsible for any loss or damage arising out of any reliance on or use 

of such information. 

 

Wells Fargo as Counterparty 

Transactions described in the Materials are not bank deposits or FDIC insured, may expose you to the credit risk of Wells Fargo, and 

therefore involve risk of loss to you apart from the market risk associated with the underlying rate, price or other economic measure on 

which the transaction is based. Financial information concerning Wells Fargo is available at: 

www.wellsfargo.com/invest_relations/investor_relations. 

© 2022 Wells Fargo Bank, N.A. All rights reserved. 

 

 


