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The slope of the yield curve is often thought of as the single, best leading indicator of a recession. When short-term rates are above 
long-term yields, it shows the market expects the U.S. Federal Reserve (Fed) to cut policy rates in response to an economic 
downturn or financial shock. The fact that investors anticipate rate cuts in advance of the actual downturn has often led to the 
maximum yield curve inversion taking place well in advance of the peak in economic activity, and a steepening of the curve prior to 
and during the recession. 

This well-known sequence of events has raised recession watch alarms recently, as the most severe curve inversion since the  
1970s has been quickly unwinding. However, with the preliminary report on third-quarter U.S. gross domestic product (released 
October 26) showing a 4.9% rate of expansion, the economy does not appear to be on the brink of a recession. We believe the 
nature of this steepener— one with rising rates overall (a “bear” steepener)— is a more important point to focus on than the fact that 
the curve is steepening. 

Why is this distinction important? Steepening events associated with recessions are often of the bull variety, while non-recession 
steepeners look more like the recent one, with rising rates across the curve. Figure 1 shows data on U.S. Treasury issues for 16 
periods, stretching back to the mid-1960s, when the yield curve steepened significantly. The slope of the curve is shown for the 
10-year note yield minus the yield on the three-month U.S. Treasury bill, or T-bill (bond equivalent basis) and two segments: the 
two-year note minus the three-month bill, and the 10-year note minus the two-year note. The change in yields for the three-month 
T-bill, two-year note, and 10-year note are also shown. All data are end-of-month values except for the most recent period. The 
shaded episodes are the nine steepeners associated with recessions, including the pre-recession phase, actual downturn, and any 
further steepening that takes place during the subsequent economic recovery. The unshaded areas are seven steepeners that were 
not followed by a recession within the next 12 months.
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Change in Yield Curve Slope (%) Change in Yield (%)
10Y less 3M 

(BEY)
2Y less 3M 

(BEY) 10Y less 2Y 3M T-Bill
2Y 

T-Note
10Y 

T-Bond
12/66-5/67 1.45 0.99 0.46 -1.41 -0.43 0.03
12/69-5/71 3.97 1.07 2.90 -4.88 -3.81 -0.92
8/73-1/76 4.87 2.96 1.90 -4.19 -1.23 0.67
3/80-5/80 5.41 2.11 3.30 -7.15 -5.04 -1.74
1/81-3/81 3.23 2.50 0.73 -2.39 0.11 0.84
5/81-9/82 7.21 5.46 1.76 -8.26 -2.81 -1.05
8/84-4/85 2.21 0.90 1.32 -3.19 -2.29 -0.98
2/86-11/87 2.76 1.91 0.85 -1.89 0.02 0.87
5/89-9/92 5.01 1.73 3.28 -6.54 -4.80 -1.52
11/95-5/97 1.41 1.38 0.03 -0.58 0.80 0.84
9/98-7/99 1.13 0.80 0.33 0.40 1.21 1.53
11/00-3/02 4.86 2.68 2.18 -4.62 -1.95 0.23
5/03-7/03 1.36 0.65 0.71 -0.16 0.49 1.20
2/07-10/08 5.15 1.64 3.51 -4.85 -3.22 0.30
7/12-12/13 1.74 0.19 1.55 -0.03 0.16 1.71
8/19-4/22 2.61 2.38 0.23 -1.18 1.19 1.43
Median 3.00 1.68 1.43 -2.79 -0.83 0.49
Average 3.40 1.83 1.57 -3.18 -1.35 0.22
Recession 4.70 2.50 2.20 -4.90 -2.40 -0.20
No Recession 1.72 0.97 0.75 -0.98 -0.01 0.74
5/23-10/23 (Current Period) 1.05 0.57 0.48 0.07 0.64 1.12

“Bull steepeners” 
(blue shaded areas) 

have historically 
preceded economic 

downturns. 
“Bear steepeners” 
(unshaded), like the 
current period, have 
not been followed by 

recessions.

Figure 1. A Closer Look at Yield Curve Steepeners and Recessions

Data for indicated maturities of U.S. Treasury securities

Source: Bloomberg. Data for current period is through 10/20/23. BEY = bond equivalent yield, a calculation for restating semi-annual, quarterly, or monthly 
discount-bond or note yields into an annual yield. Shaded areas indicate steepening periods followed by recession. Data compiled October 19, 2023.
Past performance is not a guarantee or indication of future results. For illustrative purposes only and does not represent any specific portfolio 
managed by Lord Abbett or any particular investment.

The steepeners associated with recessions have been much larger, with an average of 470 basis points (bps) for the 10-year/
three-month segment, all of which were caused by large declines in short-term rates. The steepeners not associated with a 
recession have been moderate, with 172 bps of 10-year/three-month steepening, and bearish, with short-term rates mixed and 
longer rates up in all but one of the non-recessionary periods.

Investment Implications
As we noted earlier, the steepening of the yield curve underway since last May has been of the bear variety, and thus is not 
consistent with past episodes when the yield curve acted as a leading indicator of a recession. The drivers of this bout of steepening 
are unique to today’s environment and include:

	 • �Persistent inflationary threats due to imbalances in labor markets, supply chain reconfiguration, and geopolitical conflicts, 
among other factors.

	 • �A growing sense that the Fed may be constrained in its ability to fight inflation due to the risk of financial shocks, such as 
the one that took down some large regional banks in March.

	 • �Persistent U.S. budget deficits and Fed balance sheet unwinding that have weakened the technical picture for longer-
term bond buyers. 

	 • �The weakening of the diversification properties of longer-term bonds, as correlations among stocks and bonds stay 
positive, reducing the demand for those bonds in asset allocations.
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Source: Bloomberg. Data compiled October 26, 2023. NA = Not available. Chart shows performance of indexes in the 12 months following a “bear 
steepener,” which is a period in which the Treasury curve steepens as interest rates rise—in this instance, when the spread between two- and 10-year 
Treasury notes steepened by more than 50 basis points (bps), and 10-year Treasury yields rose more than 50 bps. U.S. Treasury performance represented 
by Bloomberg US Treasury Index. Bloomberg Aggregate = Bloomberg U.S. Aggregate Bond Index. Corp. IG (Investment Grade) = Bloomberg U.S. 
Corporate Bond Index. Corp. 1-3 Year = ICE BofA 1-3 Year U.S. Corporate Bond Index. High Yield = Bloomberg U.S. High Yield Index. 
Note: Treasury Bills and government bonds are guaranteed as to the timely payment of principal and interest, while certificates of deposit are insured and 
offer a fixed rate of return. Both the principal and yield of corporate bonds will fluctuate with changes in market conditions.
Past performance is not a reliable indicator or guarantee of future results. For illustrative purposes only and does not represent any specific portfolio 
managed by Lord Abbett or any particular investment. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for 
direct investment. 

To put the current environment in context, a normal two-year/20-year Treasury spread is around 90 basis points (bps), compared to 
-25 bps as of October 26. A normal term premium is between 1% and 2%, compared to less than 0.5% as of October 20 (based on 
data from the Federal Reserve Bank of St. Louis). Both vary significantly over time, but because we believe the drivers of the current 
steepener are persistent, those metrics may well be headed back to that “normal” territory. Caution should be taken at the longer 
end of the curve while this normalization occurs, and blending intermediate risk with shorter-term credits continues to be a strategy 
we recommend for most clients.

We analyzed asset returns after bear steepening events dating back to 1980 to offer some guidance as to the potential impact on 
key asset classes. We looked at periods when the spread between two- and 10-year Treasury notes steepened by more than 50 
bps, and 10-year yields rose more than 50 bps. Figure 2 shows that the performance of risk assets is, on average, positive and 
generally a bit better than historical averages.

Bear Steepeners
Since 1980

Next 12-Month Return 
(Since Bear Steepener End) in %

Start End S&P 500 Treasury
Bloomberg 
Aggregate Corp IG Corp 1-3 Year High Yield 

12/5/1980 4/29/1981 (7.8) 11.3 9.9 7.4 13.4 NA

7/17/1981 10/26/1981 20.7 30.5 35.2 40.9 23.2 NA

6/23/1983 11/1/1983 7.2 12.5 13.0 14.2 12.9 8.8 

3/24/1987 10/28/1987 24.0 12.0 13.3 15.0 9.1 12.1 

3/19/2001 5/15/2001 (11.5) 7.0 7.5 6.6 6.1 2.0 

6/13/2003 8/15/2003 9.3 5.4 6.1 7.9 3.3 15.9 

12/25/2008 6/10/2009 18.1 7.0 10.1 16.2 8.7 23.8 

10/1/2009 12/24/2009 13.8 5.1 5.9 8.3 4.5 15.0 

8/31/2010 12/15/2010 0.5 10.8 8.8 9.3 1.8 4.6 

7/24/2012 3/11/2013 22.5 (0.7) 0.2 1.5 1.8 7.6 

5/1/2013 12/31/2013 13.7 5.1 6.0 7.5 1.2 2.5 

1/30/2015 7/14/2015 4.9 6.4 6.5 9.4 2.3 4.3 

7/6/2016 12/22/2016 21.1 2.4 3.8 6.5 2.0 7.6 

8/6/2020 3/31/2021 15.6 (3.7) (4.2) (4.2) (3.2) (0.7)

Average 10.9 7.9 8.7 10.5 6.2 8.6

Figure 2. How Have Major Asset Classes Performed Following Bear Steepeners?

The possibility of a “hard landing” leading to a recession still exists but is becoming less likely as data such as the third-quarter GDP 
release continue to provide evidence of a resilient U.S. economy. The bear steepener represents a normalization of the yield curve as 
the economic strength becomes more appreciated by the market. Like most of its predecessors, this “bear” may presage a positive 
backdrop for risk assets following its conclusion. 
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Unless otherwise noted, all discussions are based on U.S. markets and U.S. 
monetary and fiscal policies.

Asset allocation or diversification does not guarantee a profit or protect 
against loss in declining markets.

No investing strategy can overcome all market volatility or guarantee future 
results.

The value of investments and any income from them is not guaranteed and 
may fall as well as rise, and an investor may not get back the amount originally 
invested. Investment decisions should always be made based on an 
investor’s specific financial needs, objectives, goals, time horizon, and risk 
tolerance. 

Market forecasts and projections are based on current market conditions and 
are subject to change without notice. 

Projections should not be considered a guarantee.

Equity Investing Risks

The value of investments in equity securities will fluctuate in response to 
general economic conditions and to changes in the prospects of particular 
companies and/or sectors in the economy. While growth stocks are subject 
to the daily ups and downs of the stock market, their long-term potential as 
well as their volatility can be substantial. Value investing involves the risk that 
the market may not recognize that securities are undervalued, and they may 
not appreciate as anticipated. Smaller companies tend to be more volatile 
and less liquid than larger companies. Small cap companies may also have 
more limited product lines, markets, or financial resources and typically 
experience a higher risk of failure than large cap companies. 

Fixed-Income Investing Risks

The value of investments in fixed-income securities will change as interest 
rates fluctuate and in response to market movements. Generally, when 
interest rates rise, the prices of debt securities fall, and when interest rates 
fall, prices generally rise. High yield securities, sometimes called junk bonds, 
carry increased risks of price volatility, illiquidity, and the possibility of default 
in the timely payment of interest and principal. Bonds may also be subject to 
other types of risk, such as call, credit, liquidity, and general market risks. 
Longer-term debt securities are usually more sensitive to interest-rate 
changes; the longer the maturity of a security, the greater the effect a change 
in interest rates is likely to have on its price. 

The credit quality of fixed-income securities in a portfolio is assigned by a 
nationally recognized statistical rating organization (NRSRO), such as 
Standard & Poor’s, Moody’s, or Fitch, as an indication of an issuer’s 
creditworthiness. Ratings range from ‘AAA’ (highest) to ‘D’ (lowest). Bonds 
rated ‘BBB’ or above are considered investment grade. Credit ratings ‘BB’ 
and below are lower-rated securities (junk bonds). High-yielding, non-
investment-grade bonds (junk bonds) involve higher risks than investment-
grade bonds. Adverse conditions may affect the issuer’s ability to pay interest 
and principal on these securities.

Glossary & Index Definitions

A basis point is one one-hundredth of a percentage point.

The Federal Reserve (Fed) is the central bank of the United States. The 
federal funds (fed funds) rate is the target interest rate set by the Fed at 
which commercial banks borrow and lend their excess reserves to each 
other overnight on an uncollateralized basis.

Term premium is a gauge of the level of risk inherent in holding a longer-term 
bond versus a series of shorter-term securities. It represents the estimated 
risk embedded in a longer-maturity bond that is determined by the difference 
between the actual yield and the “risk neutral” yield (represented by rolling a 
series of shorter-term securities extending to the same maturity at current 
rate expectations).

Yield curve is a line that plots the interest rates, at a set point in time, of 
bonds having equal credit quality, but differing maturity dates. The most 
frequently reported yield curve compares the three-month, two-year, five-
year and 30-year U.S. Treasury debt. This yield curve is used as a benchmark 
for other debt in the market, such as mortgage rates or bank lending rates. 
The curve is also used to predict changes in economic output and growth. 

Yield curve shape: A normal upward sloping (“steep”) curve means that 
long-term securities have a higher yield, whereas an inverted curve shows 
short-term securities have a higher yield.

The ICE BofA 1-3 Year U.S. Corporate Index is an unmanaged index 
comprised of U.S. dollar-denominated, investment- grade, corporate debt 
securities publicly issued in the U.S. domestic market with between one and 
three years remaining to final maturity.

ICE BofA Index Information:

Source: ICE Data Indices, LLC (“ICE”), used with permission. ICE PERMITS 
USE OF THE ICE BofA INDICES AND RELATED DATA ON AN “AS IS” BASIS, 
MAKES NO WARRANTIES REGARDING SAME, DOES NOT GUARANTEE 
THE SUITABILITY, QUALITY, ACCURACY, TIMELINESS, AND/ OR 
COMPLETENESS OF THE ICE BofA INDICES OR ANY DATA INCLUDED IN, 
RELATED TO, OR DERIVED THEREFROM, ASSUMES NO LIABILITY IN 
CONNECTION WITH THE USE OF THE FOREGOING, AND DOES NOT 
SPONSOR, ENDORSE, OR RECOMMEND LORD ABBETT, OR ANY OF ITS 
PRODUCTS OR SERVICES.

The Bloomberg U.S. Aggregate Bond Index represents securities that are 
SEC-registered, taxable, and dollar denominated. The index covers the U.S. 
investment-grade, fixed-rate bond market, with index components for 
government and corporate securities, mortgage pass-through securities, 
and asset-backed securities. Total return comprises price appreciation/
depreciation and income as a percentage of the original investment.

The Bloomberg U.S. Corporate Bond Index measures the investment grade, 
fixed-rate, taxable corporate bond market. It includes USD-denominated 
securities publicly issued by US and non-US industrial, utility and financial 
issuers.

The Bloomberg U.S. Corporate High Yield Index measures the market of 
USD-denominated, non-investment grade, fixed-rate, taxable corporate 
bonds. Securities are classified as high yield if the middle rating of Moody’s, 
Fitch and S&P is Ba1/BB+/BB+ or below. The index excludes emerging 
market debt.

Bloomberg Index Information

Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark 
and service mark of Bloomberg Finance L.P. and its affiliates (collectively 
“Bloomberg”). Bloomberg owns all proprietary rights in the Bloomberg 
Indices. Bloomberg does not approve or endorse this material or guarantee 
the accuracy or completeness of any information herein, or make any 
warranty, express or implied, as to the results to be obtained therefrom and, 
to the maximum extent allowed by law, shall not have any liability or 
responsibility for injury or damages arising in connection therewith.

The S&P 500® Index is widely regarded as the standard for measuring large 
cap U.S. stock market performance and includes a representative sample of 
leading companies in leading industries.

Indexes are unmanaged, do not reflect the deduction of fees or expenses, 
and are not available for direct investment.

This material may contain assumptions that are “forward-looking statements,” 
which are based on certain assumptions of future events. Actual events are 
difficult to predict and may differ from those assumed. There can be no 
assurance that forward-looking statements will materialize or that actual 
returns or results will not be materially different from those described here.
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The views and opinions expressed are as of the date of publication, and do 
not necessarily represent the views of the firm as a whole. Any such views are 
subject to change at any time based upon market or other conditions, and 
Lord Abbett disclaims any responsibility to update such views. Lord Abbett 
cannot be responsible for any direct or incidental loss incurred by applying any 
of the information offered.

This material is provided for general and educational purposes only. It is not 
intended as an offer or solicitation for the purchase or sale of any financial 
instrument, or any Lord Abbett product or strategy. References to specific 
asset classes and financial markets are for illustrative purposes only and are 
not intended to be, and should not be interpreted as, recommendations or 
investment advice.

Please consult your investment professional for additional information 
concerning your specific situation.

This material is the copyright © 2023 of Lord, Abbett & Co. LLC. All Rights 
Reserved.  

Important Information for U.S. Investors

Lord Abbett mutual funds are distributed by Lord Abbett Distributor LLC.

FOR MORE INFORMATION ON ANY LORD ABBETT FUNDS, CONTACT 
YOUR INVESTMENT PROFESSIONAL OR LORD ABBETT DISTRIBUTOR 
LLC AT 888-522-2388, OR VISIT US AT LORDABBETT.COM FOR A 
PROSPECTUS, WHICH CONTAINS IMPORTANT INFORMATION ABOUT 
A FUND’S INVESTMENT GOALS, SALES CHARGES, EXPENSES AND 
RISKS THAT AN INVESTOR SHOULD CONSIDER AND READ CAREFULLY 
BEFORE INVESTING.

The information provided is not directed at any investor or category of 
investors and is provided solely as general information about Lord Abbett’s 
products and services and to otherwise provide general investment education. 
None of the information provided should be regarded as a suggestion to 
engage in or refrain from any investment-related course of action as neither 
Lord Abbett nor its affiliates are undertaking to provide impartial investment 
advice, act as an impartial adviser, or give advice in a fiduciary capacity. If you 
are an individual retirement investor, contact your financial advisor or other 
fiduciary about whether any given investment idea, strategy, product or 
service may be appropriate for your circumstances.

Important Information for non-U.S. Investors

Note to Switzerland Investors: In Switzerland, the Representative is ACOLIN 
Fund Services AG, Leutschenbachstrasse 50, CH-8050 Zurich, whilst the 
Paying Agent is Bank Vontobel Ltd., Gotthardstrasse 43, CH- 8022 Zurich. 
The prospectus, the key information documents or the key investor information 
documents, the instrument of incorporation, as well as the annual and semi-
annual reports may be obtained free of charge from the representative. In 
respect of the units offered in Switzerland, the place of performance is at the 
registered office of the representative. The place of jurisdiction shall be at the 
registered office of the representative or at the registered office or domicile of 
the investor.

Note to European Investors: This communication is issued in the United 
Kingdom and distributed throughout the European Union by Lord Abbett 
(Ireland) Limited, UK Branch and throughout the United Kingdom by Lord 
Abbett (UK) Ltd. Both Lord Abbett (Ireland) Limited, UK Branch and Lord 
Abbett (UK) Ltd are authorized and regulated by the Financial Conduct 
Authority.

Lord Abbett (Middle East) Limited is authorised and regulated by the Dubai 
Financial Services Authority (“DFSA”). The entire content of this document is 
subject to copyright with all rights reserved. This research and the information 
contained herein may not be reproduced, distributed or transmitted in any 
jurisdiction or to any other person or incorporated in any way into another 
document or other material without our prior written consent. This document 
is directed at Professional Clients and not Retail Clients. Any other persons in 
receipt of this document must not rely upon or otherwise act upon it. This 
document is provided for informational purposes only. Nothing in this 
document should be construed as a solicitation or offer, or recommendation, 
to acquire or dispose of any investment or to engage in any other transaction. 
Nothing contained in this document constitutes an investment, an offer to 
invest, legal, tax or other advice or guidance and should be disregarded when 
considering or making investment decisions.


