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Markets woke up yesterday to the yield on the U.S. 
10-year bond dropping below that of the 2-year 
bond, creating an inverted yield curve as depicted 
in the chart at the right.  This is the traditional 
yield curve inversion that is often talked about as 
a recession indicator.  It is also worth noting that 
the 3-month treasury has been in inversion to 
the 10-year note since late May and is currently 
yielding 37bps more than the 10-year1.  Finally, the 
same can be said about the 3-and 5-year bonds, as 
these have been in and out of inversion since the 
beginning of 20192.  

In spite of this backdrop, other customary 
recession indicators are less prevalent.  JPMorgan’s 
research indicates that at least one of three 
macro-environment events typically occur prior 
to a recession-induced bear market.  These three 
events are:
    •   a spike in global commodity prices,
    •   an aggressively-hiking federal reserve; and
    •   extreme valuations.
Our current environment meets none of these 
definitions, thus implying the current downside 
could be limited.  Furthermore, the average 
length of an economic expansion is 48 months; we 
are now in month 120 of the current expansion.  
Though this expansion has been lengthier, growth 
has been less robust when compared to past 

Yield Curve Inversion

periods of expansion.  This could cause it to go on 
for a longer period of time as inflation indicates 
there is little to no economic “overheating.3”

Historically, some yield curve inversions have been 
meaningless.  For example, the 3-and 5-year bonds 
have inverted 73 separate times since 1954, yet 
there have only been nine recessions4.  

Since 1975, there have been five yield curve 
inversions with the median time between 
inversion and recession slightly more than 1.5 

years. Additionally, over this time frame, the 
median return for the S&P 500 was 9.9%5.  
Furthermore, this is only price return and does 
not count the dividends received over the period.  
Over this timeframe, the largest market decline 
was the 2008-09 recession.  As shown in the 
table on the following page, if an investor was not 
participating in the markets when the yield curve 
inverted in January 2006, they potentially missed  
an opportunity to participate in a 14.7% return for 
the S&P 500 before its peak4. 
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If a drawdown does occur in the near-term, 
we continue to believe that diversification will 
benefit portfolios.  Fixed income helped buffer 
against losses in December 2018 as well as in 
recent months.  Portfolio diversification does not 
begin and end with equity versus fixed income.  
International equity and a mix of equity styles 
(growth, core, value) can potentially benefit 
portfolios, as well.  During the years surrounding 
the tech bubble (1999-2003), the MSCI EAFE 
returned a cumulative 14.0% vs. 6.6% for the S&P 
500.  Over the Great Recession’s timeframe (2007-
2009), the MSCI EAFE also outperformed the S&P
500 by 4.6%.  Finally, the difference in return
between value and growth can have notable
diversification benefits.  During the tech bubble
period noted above, value equity outperformed
growth equity cumulatively by a margin of 26.7%,
while during the Great Recession period, the
opposite happened and growth outperformed
value by 24.8%6,7.

While we expect elevated volatility to be present 
throughout the remainder of the year, history has 
shown that remaining committed to a diversified 
investment strategy can be beneficial to portfolios 
when yield curve inversions occur.

An Inverted Yield Curve Isn't Trouble Immediately

2-10 Year Yield Curve
Inverts Recession Start Date

Months From 
Inversion to 
Recession

S&P 500 Price Return 
From Inversion to 

Recession
08/18/78 02/01/80 17.7 9.9%
09/12/80 08/01/81 10.8 4.3%
12/13/88 08/01/90 19.9 28.5%
05/26/98 04/01/01 34.7 6.1%
01/31/06 01/01/08 23.3 14.7%

Median 19.9 9.9%
Average 21.3 12.7%
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