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What Is it? What happened?

* For a pair of maturities along a yield curve, a yield curve * The 10-year and 2-year parts of the U.S. Treasury yield curve
inversion occurs when, the longer-dated bond has a lower briefly inverted on March 29, with the 10-year yield moving
yield than the shorter-dated bond. Yield curves are typically briefly below the 2-year yield. This is the first yield curve
positively sloped-long maturities have higher yields than inversion since 2019.

shorter-maturity bonds. Occasionally, the slope along
at least part of the curve becomes negative. When this
happens, the yield curve is said to be inverted.

* This inversion was experienced once again from April 1to
April 5, before moving back into positive territory.

* In Canada, the yield between 2-year and 10-year bonds
tightened to +6 basis points (bps) on March 31 but has not
yet inverted.

Chart 1- U.S. Yield Curve Slope & GDP Growth Recessions
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Why is this Relevant?

= As investors expect to receive additional return for taking on
higher inflation and credit risk when lending money over a
longer period of time, yield curves typically slope upwards.

When the curve is inverted, it generally signals that bond market

participants expect a decline in long-term yields in response to
concerns that the risk of recession is relatively high.

* Historically, the best yield curve recession predictor has been
the 3-month / 10-year yield curve slope. The 2-year/10-year
relationship comes in a close second, and it often inverts
ahead of the 3-month/10-year curve as forward-looking
market participants anticipate increases in central bank
policy rates, and therefore 3-month yields.

* The recent yield curve inversions suggest that market
participants consider the U.S. Federal Reserve Board (Fed) to
have been too slow to initiate its rate hiking cycle, because
it under-estimated the extent of inflation in the economy.
Consequently, this suggests they expect the Fed to move
aggressively to catch up. The market has priced in 260 bps of
rate increases through 2023." The Fed also plans to sell assets
it has accumulated on its balance sheet in recent years as
part of its response to the pandemic. These asset sales will be
equivalent to another 100-200 bps of policy tightening.

* The Fed would like to deliver a soft economic landing, with
a benign slowing in growth and a return of consumer price
inflation to rates more consistent with its long-term target of
2% year/year.? But the need for the Fed to move aggressively
threatens this outcome, and has increased the risk of a hard
landing. That is the outcome market participants increasingly
appear to be pricing into the yield curve.

Proponents of the yield curve point to its historical success

in signaling recessions. Since the 1960s, whenever the
3-month yield has been above the 10-year yield for at least 10
consecutive days, a recession has always followed. Of course,
that is a relatively small sample of events. And even if this
success rate is to be continued, the 3/10 yield curve has not
yet inverted—3-month yields are currently about 200bps
below 10-year yields—and the observed 2yr/10yr curve
inversion was not sufficiently persistent to meet this condition.

It is also interesting to consider a wider set of variables in
an effort to verify the validity of information provided by
the yield curve. These include economic indicators such as
consumer and business confidence, which have declined
to relatively low levels and do paint a relatively pessimistic
picture for future growth. The recent performance of some
cyclical equity sectors, including Homebuilders, has also
been consistent with a sharp slowing in economic growth.

"As at April 9, 2022.

2 The March data release reported year/year inflation at 5.4% for the Core PCE
measure favoured by the Fed, and 79% for headline CPI that often draws more
attention from market observers.

There are also a number of countervailing factors and
indicators that suggest we should not currently assign a high
probability to recession. First, large-scale central bank bond
buying programs in response to the pandemic may have
altered the ability of bond yields to settle at market rates,
thereby reducing the reliability of the yield curve as a valid
indicator of the prospective strength of the economy.

Second, real interest rates remain negative, which is evidence
that monetary conditions remain accommodative and not
consistent with impending recession. Similarly, financial
conditions remain at an accommodative level (Chart 2). As Fed
chairman Powell noted recently, “[U.S. monetary] policy works
through financial conditions. That's how it reaches the real
economy.” The Fed is seeking to tighten financial conditions,
although these actually loosened in the past month.

In addition to interest rates and bond yields, other components
of financial conditions include equities, credit spreads, and
exchange rates. None of these components are contradicting
the aggregate signal provided by overall financial conditions.
For instance, credit spreads would need to move substantially
wider for this conclusion to change.

And even if a persistent yield curve inversion proves to

be a reliable signal of recession the next time it happens,
there is often a long lag between signal and event. During
this time lag, equities often perform well because current
growth is often robust, as is the case at present in the U.S.
and Canada.

Chart 2 - U.S. Financial Conditions
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*Transcript of Fed Chairman Powell's Press Conference, March 16, 2022.

https://wwwederalreserve.gov/mediacenter/files/FOMCpresconf20220316.pdf.


https://www.federalreserve.gov/mediacenter/files/FOMCpresconf20220316.pdf
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What is Our Outlook? Let's connect
* Despite a flattening in U.S. and Canadian yield curve slopes, Should you have any questions about this report or anything
we do not consider a recession to be imminent in either the else, please do not hesitate to connect:

U.S. or Canada. Financial conditions remain loose, and real
interest rates are negative. Even with current aggressive
market pricing, expected Fed policy changes over the next
two years will only return its policy stance back to neutral.
This is more consistent with a benign growth slowdown

to approximately its long-term trend rate, which we have Ebad Saif, CFA, MFin
identified as our main economic scenario over the next
twelve months for both economies.
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* However, with heightened geopolitical risk and increasingly

entrenched inflation, risks to the growth outlook, and to the

ability of the Fed, the Bank of Canada, and other developed

market central banks to deliver a soft economic landing, have

clearly risen in recent weeks. The Fed may have to do more

on interest rates than currently expected to bring inflation

back to a level consistent with its long-term target. This

means that the risk of a recession, although not our central

scenario, has also risen. We remain vigilant in our monitoring

of this risk.

* Overall, we are maintaining a broadly cautious stance
in portfolios. Despite current strong economic activity,
with growth expected to slow and valuations remaining
an important headwind, the outlook for equity markets is
relatively challenging. And although we have observed a
significant rise in yields, they could move a little higher yet as
geopolitical and inflation risks continue to evolve, suggesting
the risk of some additional weakening in bonds.

The views expressed in this document are the personal views of the Client Portfolio Management Team and should not be taken as the views of CIBC Asset Management
Inc. This document is provided for general informational purposes only and does not constitute financial, investment, tax, legal or accounting advice nor does it constitute an
offer or solicitation to buy or sell any securities referred to. Individual circumstances and current events are critical to sound investment planning; anyone wishing to act on
this document should consult with his or her advisor. All opinions and estimates expressed in this document are as of the date of publication unless otherwise indicated, and
are subject to change.

Certain information that we have provided to you may constitute “forward-looking” statements. These statements involve known and unknown risks, uncertainties and other
factors that may cause the actual results or achievements to be materially different than the results, performance or achievements expressed or implied in the forward-
looking statements.

Allinformation in this document is as at April 8, 2022, unless otherwise indicated.

“Bloomberg®” is a service mark of Bloomberg Finance L.P. and its affiliates including Bloomberg Index Services Limited (“BISL"), the administrator of the indices (collectively,
“Bloomberg") and have been licensed for use for certain purposes by CIBC Asset Management Inc.. Bloomberg is not affiliated with CIBC Asset Management Inc,, and
Bloomberg does not approve, endorse, review or recommend CIBC Asset Management Inc. products.

Certain information that we have provided to you may constitute “forward-looking” statements. These statements involve known and unknown risks, uncertainties and other
factors that may cause the actual results or achievements to be materially different than the results, performance or achievements expressed or implied in the forward-
looking statements.

CIBC Asset Management and the CIBC logo are trademarks of Canadian Imperial Bank of Commerce (CIBC), used under license.
The material and/or its contents may not be reproduced without the express written consent of CIBC Asset Management Inc.

YIELD CURVE INVERSION | 3






Accessibility Report





		Filename: 

		JB592_CAM_YieldCurveInversion-whitepaper_En_Final3.pdf









		Report created by: 

		



		Organization: 

		







[Enter personal and organization information through the Preferences > Identity dialog.]



Summary



The checker found no problems in this document.





		Needs manual check: 0



		Passed manually: 2



		Failed manually: 0



		Skipped: 1



		Passed: 29



		Failed: 0







Detailed Report





		Document





		Rule Name		Status		Description



		Accessibility permission flag		Passed		Accessibility permission flag must be set



		Image-only PDF		Passed		Document is not image-only PDF



		Tagged PDF		Passed		Document is tagged PDF



		Logical Reading Order		Passed manually		Document structure provides a logical reading order



		Primary language		Passed		Text language is specified



		Title		Passed		Document title is showing in title bar



		Bookmarks		Passed		Bookmarks are present in large documents



		Color contrast		Passed manually		Document has appropriate color contrast



		Page Content





		Rule Name		Status		Description



		Tagged content		Passed		All page content is tagged



		Tagged annotations		Passed		All annotations are tagged



		Tab order		Passed		Tab order is consistent with structure order



		Character encoding		Passed		Reliable character encoding is provided



		Tagged multimedia		Passed		All multimedia objects are tagged



		Screen flicker		Passed		Page will not cause screen flicker



		Scripts		Passed		No inaccessible scripts



		Timed responses		Passed		Page does not require timed responses



		Navigation links		Passed		Navigation links are not repetitive



		Forms





		Rule Name		Status		Description



		Tagged form fields		Passed		All form fields are tagged



		Field descriptions		Passed		All form fields have description



		Alternate Text





		Rule Name		Status		Description



		Figures alternate text		Passed		Figures require alternate text



		Nested alternate text		Passed		Alternate text that will never be read



		Associated with content		Passed		Alternate text must be associated with some content



		Hides annotation		Passed		Alternate text should not hide annotation



		Other elements alternate text		Passed		Other elements that require alternate text



		Tables





		Rule Name		Status		Description



		Rows		Passed		TR must be a child of Table, THead, TBody, or TFoot



		TH and TD		Passed		TH and TD must be children of TR



		Headers		Passed		Tables should have headers



		Regularity		Passed		Tables must contain the same number of columns in each row and rows in each column



		Summary		Skipped		Tables must have a summary



		Lists





		Rule Name		Status		Description



		List items		Passed		LI must be a child of L



		Lbl and LBody		Passed		Lbl and LBody must be children of LI



		Headings





		Rule Name		Status		Description



		Appropriate nesting		Passed		Appropriate nesting










Back to Top



