
FOR INSTITUTIONAL AND INVESTMENT PROFESSIONAL USE ONLY

In brief
 ■ We are going on a bear (steepening) hunt

 ■ The dollar grimace

 ■ An unusual hypothetical recession

 ■ Canadian client questions

The wrong kind of curve steepening. There is the good kind of yield curve steepening and the bad kind. 

The good kind of yield curve steepening typically reflects an improvement, or presumed improvement, in 

macro conditions and growth expectations, usually due to central bank policy easing. But this is not it. Far 

from that, in fact. These days, we are observing bear steepening, when the long-end rates run the show. Not 

a great show, to be clear, as the risk to long-term yields remains skewed to the upside. This is the result of 

the combination of renewed inflation risks and weaker demand for US Treasuries, which tends to produce a 

negative signal for investor sentiment. Recently, there have been a number of unusual market characteristics 

illustrating that we may be experiencing some extraordinary times. One of them is the major divergence in 

the moves of front-end and long-end rates in the United States. The 2-year yields have declined by 8 basis 

points since the end of March, while the 10-year yields have risen by 22 bps during the same period.1 This sort 

of correlation breakdown is not common. The last time that the correlation was this low between the 2-year 

and the 10-year yields was in 2022, under a substantially different monetary policy regime. At the time, it was 

the front-end rates that were running the show, reflecting the hawkish signals from the US Federal Reserve. 

Looking ahead, we will be watching rate volatility, long-end yield dynamics, and the shifts in the yield curve for 

signs that the dust may finally be settling. 

The dollar does not smile anymore. The US dollar is down. Sharply so. More importantly, the dollar smile 

framework seems to have broken down. Back in the day, the higher pricing of recession risks — whether 

US centric or global — combined with a risk aversion shock would have caused the dollar to appreciate, as 

illustrated by the left corner of the dollar smile. However, that is not the case this time. We are facing a new 

market paradigm as the defensive characteristics of the US dollar are being undermined. In the process, the 

DXY index has fallen to about 98.40, a level we have not seen since early 2022.2 The US dollar is much cheaper 

than it used to be a few months ago; however, that does not mean it is cheap by historical standards. Looking 

at the US Fed trade-weighted real broad dollar index, the current level still stands at a hefty 17% above its 30-

year average, pointing to some significant overvaluation.3 Overall, the market backdrop does not appear to be 

supportive of the dollar, at least based on the current information. This means that non-US assets are likely to 

be well positioned to outperform in the period ahead. 
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A recession like any other. Historically, the Fed has been blamed for causing a number of recessions by 

hiking rates too much or too late (or both). After all, the late Rüdiger Dornbusch, a distinguished economist, 

is known to have said, “Economic expansions do not die of old age; they are murdered by the Fed.” This time 

may be different, however. If the US were to enter a recession over the next twelve months, the Fed would have 

had nothing to do with that. In fact, to the earlier astonishment of many market participants, the Fed may be 

commended for having managed to engineer a soft landing, against all odds. So, if it isn’t the Fed’s fault this 

time around, where should the finger point? Well, if it is not monetary policy causing trouble, it is going to have 

to be fiscal policy. In other words, if a recession were to strike, it would be the result of a government-led fiscal 

contraction. This is highly unusual, and to be clear, we cannot recall a similar episode in recent history. There is 

still a significant lack of visibility about how large the tariff shock will be. While the initial tariff announcement 

pointed to major growth risks — given that it entailed a fiscal tightening of about 2% of GDP — since then, 

implementation delays and ongoing negotiations have led to downside revisions to the magnitude of the 

potential shock. In any case, the recession discussion remains purely hypothetical. First, policy uncertainty is still 

extremely elevated. In addition, the view from our fixed income investment team, as expressed in their recent 

strategy meeting, is that a recession is still unlikely to materialize in the period ahead, even though the recession 

probability has risen. This is mainly because the US economy entered this zone of turbulence in a position of 

strength and should likely prove to be resilient enough to avoid a growth crisis. 

Client questions from Canada. I spent last week meeting with our institutional clients in Eastern Canada. 

Clearly, there was much to talk about, with the main focus around what is happening south of the border and 

the impact on the rest of the world. With that in mind, the key client questions related to the view on recession 

for the US, Canada and the global economy, as well as on alternative macro scenarios. The monetary policy 

outlook was also discussed heavily for the US and Canada. Beyond monetary policy, investors also inquired 

about our views on duration. Inflation was top of mind, as was the view on the US dollar, in the face of the 

recent market move. Global asset allocation came up as a topic of interest, especially in regard to the theme of 

challenges to US exceptionalism. Finally, under the same topic, Canadian investors wanted to hear about the 

merits of going global in fixed income. 
 

Endnotes
1 Source: Bloomberg, generic UST 2-year and 10-year yields, data as of 21 April 2025. 
2 Source: Bloomberg. US dollar index = DXY index, data as of 21 April 2025.
3 Source: Bloomberg, Fed. US Fed real trade-weighted broad dollar index. Monthly data. Data as of 31 March 2025.



3 of 3

Macro Talking Points

FOR INSTITUTIONAL AND INVESTMENT PROFESSIONAL USE ONLY MFSE_FLY_3560142_4_25
61677.1

The views expressed are those of the author(s) and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to 
purchase any security or as a solicitation or investment advice. No forecasts can be guaranteed. Past performance is no guarantee of future results.

Diversifi cation does not guarantee a profi t or protect against a loss. Past performance is no guarantee of future results.

GLOBAL DISCLOSURE

Unless otherwise indicated, logos and product and service names are trademarks of MFS® and its affi liates and may be registered in certain countries.

Distributed by:

U.S. – MFS Institutional Advisors, Inc. (“MFSI”), MFS Investment Management and MFS Fund Distributors, Inc., Member SIPC; Latin America – MFS International Ltd.; Canada – MFS 
Investment Management Canada Limited.; Note to UK and Switzerland readers: Issued in the UK and Switzerland by MFS International (U.K.) Limited (“MIL UK”), a private limited 
company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business by the UK Financial Conduct 
Authority. MIL UK, an indirect subsidiary of MFS®, has its registered offi ce at One Carter Lane, London, EC4V 5ER.; Note to Europe (ex UK and Switzerland) readers: Issued in Europe 
by MFS Investment Management (Lux) S.à r.l. (MFS Lux) – authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and which both provide 
products and investment services to institutional investors and is registered offi ce is at S.a r.l. 4 Rue Albert Borschette, Luxembourg L-1246. Tel: 352 2826 12800. This material shall not be 
circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such reliance 
or distribution would be contrary to local regulation; Singapore – MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand – MFS International Australia Pty Ltd 
(“MFS Australia”) (ABN 68 607 579 537) holds an Australian fi nancial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.; 
Hong Kong – MFS International (Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). 
MIL HK is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defi ned in the 
Securities and Futures Ordinance (“SFO”).; For Professional Investors in China – MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue, 
Shanghai World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide fi nancial management consulting services.; 
Japan – MFS Investment Management K.K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust 
Association, Japan and the Japan Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period 
and market conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks, including market fl uctuation and investors may lose 
the principal amount invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before 
making the investments. For readers in Saudi Arabia, Kuwait, Oman, and UAE (excluding the DIFC and ADGM). In Qatar strictly for sophisticated investors and high net worth 
individuals only. In Bahrain, for sophisticated institutions only: The information contained in this document is intended strictly for professional investors. The information contained 
in this document, does not constitute and should not be construed as an offer of, invitation or proposal to make an offer for, recommendation to apply for or an opinion or guidance on a 
fi nancial product, service and/or strategy. Whilst great care has been taken to ensure that the information contained in this document is accurate, no responsibility can be accepted for any 
errors, mistakes or omissions or for any action taken in reliance thereon. You may only reproduce, circulate and use this document (or any part of it) with the consent of MFS international 
U.K. Ltd (“MIL UK”). The information contained in this document is for information purposes only. It is not intended for and should not be distributed to, or relied upon by, members of the 
public. The information contained in this document, may contain statements that are not purely historical in nature but are “forward-looking statements”. These include, amongst other 
things, projections, forecasts or estimates of income. These forward-looking statements are based upon certain assumptions, some of which are described in other relevant documents 
or materials. If you do not understand the contents of this document, you should consult an authorised fi nancial adviser. Please note that any materials sent by the issuer (MIL UK) have 
been sent electronically from offshore. South Africa – This document, and the information contained is not intended and does not constitute, a public offer of securities in South Africa 
and accordingly should not be construed as such. This document is not for general circulation to the public in South Africa. This document has not been approved by the Financial Sector 
Conduct Authority and neither MFS International (U.K.) Limited nor its funds are registered for public sale in South Africa.

The views expressed herein are those of the MFS Strategy and Insights Group within the MFS distribution unit and may differ from those of MFS portfolio managers and research analysts. These 
views are subject to change at any time and should not be construed as the Advisor’s investment advice, as securities recommendations, or as an indication of trading intent on behalf of MFS. 
No forecasts can be guaranteed. 

Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affi liates (collectively “Bloomberg”). Bloomberg or Bloomberg’s 
licensors own all proprietary rights in the Bloomberg Indices. Bloomberg neither approves or endorses this material or guarantees the accuracy or completeness of any information herein, or 
makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages 
arising in connection therewith.


