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The U.S. Treasury yield curve briefly inverted a month ago, when the 10-year Treasury yield fell 4 basis points below 
the 2-year Treasury yield on August 27th. An inverted yield curve has historically signaled a recession to come, as 
was the case prior to the 2000 tech bubble and 2008 housing crisis. However, the stock markets in the U.S. have 
been resilient since this latest inversion. The S&P 500 is up 4.2% and the Russell 1000 is up 6.6% since August 27th.  
This is not surprising as historically there is roughly a 20-month lag between yield curve inversion and the start of 
a recession.

It should be noted, however, in this most recent case of inversion there is the additional  — and unprecedented 
— phenomenon of yield-seeking from investors whose domestic yields are currently negative. Foreign countries 
currently own approximately $6.6 trillion of U.S. Treasuries. In fact, countries with negative interest rates such as 
Japan and Germany increased their U.S. Treasury holdings by 9.2% and 21%, respectively, over the last twelve months. 
Foreign holdings of U.S. Treasuries amount to roughly 30% of the total amount of U.S. Treasuries outstanding and as 
a result, the shape of the yield curve has been warped and therefore may be a less-reliable indicator for recessions. 
It is true that yield curve inversion typically signals a market’s pessimistic view of the economy. However, given the 
current demand dynamics from foreign investors, yield curve inversion may be less reliable of a recession prediction 
signal given the overall state of economic growth and consumer health.

The Yield Curve Inverted a Month Ago... Now What?
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Chart of the Week

Source: Bloomberg, Federal Reserve, Department of the Treasury, National Bureau of Economic Research

Flattening and inversion due to more than just flight-to-safety: foreign reach-for-yield
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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. This material is not financial advice 

nor an offer to purchase or sell any product. References to specific securities are for illustrative purposes only and do not 

constitute recommendations. Past performance does not guarantee future results. 

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. 
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