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A more constructive picture

Over the past four years, the overall
“hue” of the U.S. Recession Scorecard
has been gradually edging away

from the unanimous expansionary
Green readings of early 2022 toward
a “redder” (recessionary) coloration.
In June 2025, the only Green indicator
left standing was “free cash flow

of non-financial businesses” which
remained stubbornly and decisively
positive. The remaining six indicators
were evenly split between cautionary
Yellow and recessionary Red.

However, since that low point, the
tide appears to be coming back in. By
our reckoning, only two of the seven
indicators remain in the Red column,
two at Yellow, and three Green.

U.S. Recession Scorecard

Indicator

Yield curve (10-year to 1-year Treasuries)

Seeing recessions coming ahead of
time matters to the equity investor
because U.S. recessions have always
been associated with equity bear
markets. In our view, the current
state of our Scorecard indicators
suggest that monetary conditions
are not tight, the employment picture
benign, and the corporate order book
strong. These are consistent with a
moderately constructive outlook for
equities.

Yield curve (10-year to 1-year
Treasuries)

Shifting to Green. Short-term
Treasury yields—in this case the
market yield on the 1-year T-bill—fell
below the 10-year yield in December
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2024, reverting the yield curve to
its normal shape in the process.
Much of that shift was due to the
Federal Reserve cutting rates three
times in the latter part of that year.
After a couple months, we shifted
this indicator’s ranking to Yellow
but not to Green because, typically
in past cycles, such a normalising
crossing point has occurred—usually
in response to the start of Fed rate
cutting—but the recession has
arrived anyway.

However, as 2025 progressed, despite
challenges—uncertainty over the
impact of tariffs, sticky inflation,
congressional deadlocks, government
shutdown—real GDP growth remained
resilient over the full year aided by
the lagged effects of prior Fed cuts,
surging capital spending by business
on data centres, and fiscal stimulus.
In our view, a normalised yield curve,
wherein short-term Treasury yields
are comfortably below long-term
yields, is consistent with an economic
expansion that has further to run. We
have upgraded this indicator from
Yellow to Green.

Fed funds rate vs. nominal GDP
growth

Confirmed at Red. Before every
recession, the Fed funds rate has
managed to climb higher than the
annualised run rate of nominal

Jobless claims in a strong downtrend

GDP (that is, GDP not adjusted for
inflation). That was the case through
much of last year before the Fed
resumed cutting rates. However, in
Q4 the nominal GDP growth rate
managed to climb modestly above
the declining Fed funds rate, only to
fall back well below that level with
the preliminary release of Q12026
GDP. The indicator rating remains
decisively at recessionary Red for
now

Unemployment claims

Unchanged at Yellow. Historically,
unemployment claims have been
dynamically cyclical. Employers
were either rushing to bring back
laid-off workers or hire new ones

to take advantage of an economy
rebounding out of recession and
into a new expansion or they were
slashing their workforce to cut costs
as the economy was rolling over into
a cyclical downturn.

This time, uncharacteristically, initial
unemployment claims have been
moving quietly sideways, rather than
trending sharply up or down, for more
than four years. Recently they have
flirted with the lowest posting ever
recorded but are showing no signs of
accelerating in one direction or the
other. We are leaving the rating at
Yellow.

Monthly U.S. unemployment insurance claims
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Unemployment rate

Unchanged at Yellow. The U-Rate has
risen above its cycle low (3.4% in April
2023), but it has done so gradually,
rather than with the sustained surge
that usually indicates a corner has
been turned in labor conditions and
arecession is imminent. Meanwhile,
weekly claims—which usually lead
the way higher for the unemployment
rate—remain restrained, as noted
above. We remain alert to the fact
this indicator could change trend
quickly but are leaving its rating at
Yellow until it does.

ISM New Orders minus
Inventories

Decisively shifted to Green. New
orders have been on a bit of a tear—
giving readings well above the 50%
breakeven level for three consecutive
months while inventories on hand
have consistently trended lower. We
are shifting this indicator from Yellow
to Green.

Conference Board Leading
Economic Index

The long slide continues. The LEI
has now declined in 46 of the past 51
months. It remains firmly in the Red
column.

Non-financial corporate cash
flows

Comfortably Green. This measure
of the capability of non-financial
businesses in aggregate to self-
fund capital expansion has always
declined as a percentage of GDP
before or just after a recession got
underway. As of the Q4 data release
in March, it sits in positive territory.
This data is reported with a long,
three-month lag, with the next release
expected in late June.
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