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Yield Curve Inversion Intensifies:  
Will This Time Be Different?
An inverted U.S. Treasury yield curve — one in which long term rates 
are lower than short term rates — is known by investors to be a 
predictive indicator of a market correction and subsequent recession 
to come. On Friday, the yield curve inverted between the one-month to one-
year range vs. the 10-year for the first time since 2007, with the one-month to 
one-year range yielding 2.45%–2.49% vs. the 10-year yielding 2.44%. This is an 
extension of the inversion between the two-year and five-year, which began 
last December. The first sign of this most recent inversion was highlighted in a 
Marquette research piece, “Should Investors Be Concerned About Yield Curve 
Inversion?” published on December 6, 2018.

An inversion of the yield curve, broadly defined as the inversion between the 
two-year and 10-year Treasury yields, has consistently led to a major recession, 
as shown below. Recessions in the early 80s, early 90s, early 2000s and the most 
recent Great Recession have all followed an inversion in the 10s/2s.
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Exhibit 1:  Steepness

https://www.marquetteassociates.com/research/should-investors-be-concerned-about-yield-curve-inversion/
https://www.marquetteassociates.com/research/should-investors-be-concerned-about-yield-curve-inversion/
https://www.marquetteassociates.com/people/ben-mohr-cfa/
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U.S. Treasury Bond Yield by Maturity (%)
Date 3 Mo 1 Yr 2 Yr 3 Yr 5 Yr 10 Yr Notes

12/20/2005 3.95 4.39 4.42 4.41 4.40 4.47 1st sign of last inversion – 5s/3s

12/23/2005 3.99 4.33 4.37 4.34 4.32 4.38 Inversion intensifies – 5s/1s

12/27/2005 3.98 4.35 4.35 4.31 4.30 4.34 Start of last 10s/2s inversion 

1/1/2007 5.02 5.00 4.82 4.74 4.70 4.71 Inversion remains

6/5/2007 4.83 4.99 4.99 4.97 4.96 4.98 End of last 10s/2s inversion 

1/1/2008 3.36 3.34 3.05 3.07 3.45 4.04 Inversion remains – at 3s/1s

1/1/2009 0.11 0.37 0.76 1.00 1.55 2.25 Upward sloping

1/1/2017 0.51 0.85 1.20 1.47 1.93 2.45 Upward sloping

1/1/2018 1.39 1.76 1.89 1.98 2.20 2.40 Upward sloping

10/1/2018 2.23 2.60 2.82 2.90 2.96 3.09 Upward sloping

12/1/2018 2.37 2.70 2.80 2.83 2.84 3.01 Upward sloping

12/3/2018 2.38 2.72 2.83 2.84 2.83 2.98 1st sign of most recent inversion – 5s/3s

1/1/2019 2.45 2.63 2.48 2.46 2.51 2.69 Inversion intensifies – 5s/1s

3/22/2019 2.46 2.45 2.31 2.24 2.24 2.44 Inversion intensifies – 10s/1s

Historically, 10s/2s inversion typically happens shortly after, or in some cases even slightly before, 5s/2s 
inversion and 10s/1s inversion. However, this time, the 5s/2s inversion lasted a full three months before 
10s/1s inversion, with 10s/2s inversion not yet in sight, as the 10 year is yielding 2.43% and the 2 year is 
yielding 2.26%. This might suggest that a recession looms but may take longer to emerge.

Source: Federal Reserve

Exhibit 2:  Progression of Yield Curve Inversion – This Time it Appears to Take Longer

The previous four recessions — the early 80s, early 90s, early 2000s and the most recent Great Recession — 
have all been preceded by the trifecta of inversions: inverted 5s/2s, inverted 10s/1s and inverted 10s/2s. We 
currently have the first two, but the 10s/2s is not yet inverted.

While curve inversion is intensifying, we would note that it could take a while for a recession to commence. 
Shown in the table below, the start of 10s/2s inversion signaling the 2008 Housing Crisis and subsequent 
Great Recession occurred on December 27, 2005, two whole years before the crisis began in early 2008. 
In fact, a market correction typically lags the first sign of 10s/2s yield inversion by about two to four years, 
according to the table. With the most recent 10s/1s inverting nearly four months after the first sign of 5s/3s 
inversion, as shown in the table above, and the economy in the slow-growth “Goldilocks” zone, an actual 
recession and market correction may still be a ways off.
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The table above does not show the max drawdown of -35.6% in 1974, caused by the collapse of Bretton 
Woods, the Nixon Shock, and the oil crisis, nor does it show the -25.7% drop in 1987, caused by the Black 
Monday market crash due to program trading. Those corrections were actually not preceded by an inverted 
yield curve. So, the causal relationship is as such: while an inverted yield curve typically leads to a correction, 
a correction does not necessarily require an inverted yield curve to precede it.

After a correction, the market typically rebounds the following several years. The table below shows that 
equity returns are resilient after curve inversions due to the eventual rebound after a market dislocation.

Exhibit 3:  Equity Market Declines Following Curve Inversion

S&P 500 index max drawdown following start of 10s/2s inversion
Start of 10s/2s Inversion Max Drawdown Year Max Drawdown %

8/18/1978 1982 -13.1%

12/13/1988 1990 -10.2%

2/2/2000 2002 -42.0%

12/27/2005 2008 -47.6%

Source: Bloomberg

Exhibit 4:  Market Resilience

S&P 500 index total returns (Dividends Reinvested) from first sign of 10s/2s inversion
Date 3 Mo 6 Mo 1 Yr 2 Yr 5 Yr

8/18/1978 -8.7% -3.2% 9.2% 14.2% 15.3%

12/13/1988 7.7% 19.3% 31.4% 13.1% 14.6%

2/2/2000 0.7% 3.7% -3.1% -9.6% -1.8%

12/27/2005 3.4% 0.1% 15.6% 10.7% 2.2%

Source: Bloomberg

Yield curve inversion is also unreliable as a predictive tool for non-U.S. markets. It has not been a harbinger 
for forecasting recessions in Japan, Germany and the U.K., for instance.

Looking ahead, what can we glean? For one, the market is rather optimistic about Fed rate cuts, as the 
Treasury forward curves are suggesting in Exhibit 5 (following page), which would cause the yield curve to 
slope upwards again.
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Finally, we are seeing a mixture of indicators from the credit markets. High yield and bank loans spreads 
widened out in the fourth quarter of 2018 but have since tightened back down to levels between long term 
averages and all-time tights, suggesting limited value yet some remaining runway. On the other hand, 
aggressive issuance is on the rise, as use of proceeds from high yield and bank loan issuances towards 
acquisitions and LBOs has now risen to 2007 levels — suggesting frothiness. But, high yield leverage remains 
low, coverage remains high, and both general issuance and outstanding levels remain moderate.

Collectively, all the above indicators suggest a moderate-to-cautious outlook, and one that may turn bright 
if the Fed does cut rates (fed funds futures are currently showing a roughly 30% probability of a rate cut in 
June and a roughly 60% probability of a rate cut in September). Marquette will continue to monitor these 
metrics and provide assessments as developments occur. For the go-forward period, we would recommend 
staying well-diversified with a moderate-to-cautious outlook.

Source: Bloomberg

Exhibit 5:  Treasury Forward Curve
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The sources of information used in this report are believed to be reliable. Marquette Associates, Inc. has not independently verified all 

of the information and its accuracy cannot be guaranteed. Opinions, estimates, projections and comments on financial market trends 

constitute our judgment and are subject to change without notice. References to specific securities are for illustrative purposes only 

and do not constitute recommendations. Past performance does not guarantee future results. 

Marquette is an independent investment adviser registered under the Investment Advisers Act of 1940, as amended. Registration 

does not imply a certain level of skill or training. More information about Marquette including our investment strategies, fees and 

objectives can be found in our ADV Part 2, which is available upon request.

About Marquette Associates

Marquette Associates is an independent investment consulting firm that guides institutional investment programs with a focused 

client service approach and careful research. Marquette has served a single mission since 1986 – enable institutions to become more 

effective investment stewards. Marquette is a completely independent and 100% employee-owned consultancy founded with the 

sole purpose of advising institutions. 

For more information, please visit www.marquetteassociates.com.


