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t’s important when risk managing a portfolio 
to pay attention to the economy. Whether 
we like it or not, recessions lead to a decline 

in corporate earnings which in turn lead to a decline 
in the stock market. 

 We’ve alerted readers to the fact that both the 
2 year / 10 year and 3 month / 10 year U.S. Treasury 
yield curves have inverted. What does this mean? 
That both 2 year and 3 month U.S. Treasury Bonds 
are yielding more than the 10 year U.S. Treasury 
Bond. Remember, the Fed controls short term rates 
but the market, economy and inflation control long 
term rates. When they invert they are sending a 
message that we are likely either in, or headed into 
a recession. 

 Lance Roberts of RealInvestmentAdvice wrote 
an article recently about the two mentioned 
inversions along with others. He 
researched a basket of yield 
curves and what happened 
when the majority of them 
inverted. From the chart to the 
right you can see that when a 
cluster of them invert, we are 
either in or headed into a 
recession (recessions are 
vertical bars). 

 Where are we today? 

Of the 10 yield curves 
he tracks, 80% have 

inverted as of this writing. 

 Is that significant? 

 He tells us that when only 50% of them invert, a 
recession is imminent. 

This should surprise no one. The Fed’s goal is to 
cause a recession (although they’d never tell you as 
much). 

Why do they want a recession? It’s better said 
that they “need” a recession. Only with a recession 
to they stand a chance of bringing down inflation. 
And they’ve told us over and over that bringing 
down inflation is their primary goal. 

The chart on the next page visually 
demonstrates the history of this basket and the 
inversions. The vertical blue lines demonstrate the 
number of yield curves that have historically 
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inverted. The vertical  bars are recessions. The black 
line is the S&P-500 stock market. Two things: 

1. When the number of inversions cross the 
horizontal dashed 50% threshold, we’ve 
either been in, or were entering a recession. 

2. With recessions come stock market declines. 

In fact, yield curve inversions have been a much 
better warning for recessions than much of the 
economic data Wall Street likes to use when trying 
to convince us to buy and hold. The last two major 
recessions (the Dot.com bubble and the Great 
Financial Crisis) had positive economic news into the 

recession. If you had reduced equity exposure as 
soon as 50% of these yield curves inverted (rather 
than listening to Wall Street data telling you the 
economy was strong), you would have not only 
bypassed much of the market volatility, you would 
have also saved years of trying to recoup market 
losses. You certainly would have been better off 

than trying to ride it 
out with a buy and 
hold philosophy. 

The deepest and 
longest bear 

markets happen 
during 

recessions, and 
we are likely 
entering the 
worst part of 

this one. 

It’s not too late 
to protect 
yourself. 

 What is your defensive plan? Attend a 
free seminar or call for a portfolio second opinion.  

Waiting could be costly. 

Inversions are 
now at 80%! 
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