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ANNOTATED GRAPHS - YC Spreads (Recession Indicators)

2yr/10yr Spread, 3m/10yr Spread, 2yr/FF Spread
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: “While economic forecasting is complex, one forecasting rule 12/28/22 12/28/22
has an excellent track record: when short-term interest rates -0.58% -0.19%
2.50  (32-month Treasury) rise above the level of long-term rates (10-
year Treasury), a recession almost invariably follows within
200 thenextyear or two. Indeed, prior to all 10 U.S. recessions
since 1955, the Treasury yield curve inverted.”
—SF Fed, Report, 5/9/22
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(0.50) 1) FF/2yr Spread - a measure of policy expectations/policy space. | !
2) 2yr/10yr Spread - offers a particularly muddled view (Fed Board, 8/5/22). i
(1.00) 3) 3m/10yr Spread - a reliable indicator (SF Fed, 5/9/22) (Richmond Fed, 8/8/22).
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Commentary is a Best Guess
Treasury rates reflect a lot of different conditions, including: (1) where people expect the economy to go; (2) where they
expect interest rates to go; and (3) the amount of risk they associate with the uncertainty of #1 and #2.
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e A one-stop-shop for the interviews, speeches and essays of the 19 Fed officials.
e |f you want to understand the direction of rates - read what Policymakers are saying, follow their forecasts.




