
Questioning the Soothsaying Yield Curve
• Is Recession Imminent?

• The yield curve is implying recession risk, though more balanced 
indicators suggest this is premature

• Issues in the E.U.
• Concerns in the Eurozone are increasing as a continued growth 

slowdown is expected in the near-term

• Tweaking Tariffs
• As trade tensions show no signs of abating, both the U.S. and China are 

taking actions to support economic growth
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Is Recession Imminent?

• Stocks Skittish on Bond Market’s Recession Signal. The S&P 500 closed down nearly
3% last Wednesday and ~6% below all-time highs. The most recent round of volatility
has centered on the yield curve, where the spread between 2- and 10-year
Treasuries turned negative last week. Historically, inverted yield curves have been a
harbinger of looming recessions, but there is still reason to be skeptical of this signal.

• Glenmede Model Implies Subdued Recession Risk. The yield curve by itself is
currently suggesting the odds of a recession have been rising. However, the yield
curve is not the only tool at investors’ disposal to measure recession risk. Glenmede’s
Recession Model, which is a well-balanced mix of leading and excess indicators
seeks to estimate the probability of recession in the U.S. within the next twelve
months. While the yield curve is a component of this model, overall our diversified
model is implying a mere 12% probability of recession, due in part to the ongoing
strength of the U.S. economy and the lack of built-up excesses in the system.

• Global Demand Compresses Longer Yields. Global bond markets are currently
experiencing historically low yields due to record amounts of quantitative easing
from central banks on top of strong demand for fixed income securities. A record
amount of bonds across the globe currently trade at negative yields (~$16 trillion in
aggregate), concentrated to a large degree in sovereign debt. As a result,
Treasuries have been the only game in town for investors seeking any yield at all
from less risky bonds. This may be distorting the traditional signal from the yield curve.
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Broader Indications Imply Recession Fears May Be Premature

Chart of the Week:
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The yield curve is implying recession risk, though more 
balanced indicators suggest this is premature

Investment Strategy Insights



Issues in the E.U.

• Germany Teetering on Recession. Preliminary readings for Q2 GDP in Germany
showed economic activity contracting by a seasonally adjusted 0.1%. In addition,
the German ZEW Sentiment surveys moved dramatically lower for August, as the
predominantly export-driven economy is suffering amid a global manufacturing
slowdown. German Bund yields fell to historic lows last week in reaction, with the
Bund yield curve out to 30-years trading at negative yields.

• Bevy of Political Uncertainty. The push for a no confidence vote in Italy had investors
on edge last week, particularly with respect to how it may impact deliberations
around autumn budget cuts needed to prevent a VAT increase and avoid violating
E.U. fiscal rules. In addition, the October 31st Brexit deadline continues to loom large,
particularly while the premiership of Boris Johnson is perceived to increase the odds
of a “Hard Brexit.” All of this uncertainty and economic weakness has contributed to
the flight to safety in sovereign bonds, dropping yields to historic lows and setting
expectations for more accommodation from the European Central Bank.

• Stimulus Package on the Way? As the Eurozone faces a confluence of short- and
medium-term headwinds, expectations have creeped higher that the European
Central Bank (ECB) will announce a package of stimulus measures following its
policy meeting in September, with ECB official Olli Rehn even hinting that the
package may exceed investors’ expectations. Markets are widely expecting
another rate cut, but the prospect of further asset purchases remains uncertain.
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Tweaking Tariffs

• Big Ticket Items Receive Tariff Reprieve. Last week, the U.S. announced it would
delay tariffs on some items that were previously part of the $300 billion in remaining
Chinese imports scheduled to face tariffs on September 1st. The move will postpone
tariffs on many consumer-based goods such as cellphones, laptops and toys until
December 15th. By pushing the date back, officials hope that holiday shopping for
big-ticket items can proceed unimpeded, since tariffs may hurt margins for retailers
or make products more expensive during the year’s premier spending season.

• Consumer Strength Motivates Delay. The tariff delay comes at a time when the
manufacturing side of the U.S. economy is weakening, but consumers continue to
show signs of strength. U.S. industrial output fell in July by a seasonally adjusted 0.2%.
However, retail sales for July grew at a robust 0.7% month-over-month, far
exceeding the forecast for a 0.3% gain. While uncertainty continue to hamper
business investment and weigh on industrial conditions, a robust consumer has
proved more than capable of supporting this record-long expansion.

• Chinese Response to Dimming Outlook. China has renewed its vow to retaliate
against tariffs. Although the details of this retaliation have yet to be announced,
China is already preparing measures they hope may boost disposable income.
Recent data signals a broad slowdown, particularly with credit growth and industrial
production. Beijing has been reticent to embark on an aggressive stimulus cycle like
seen in past downturns, but policymakers hope to navigate the trade uncertainty.
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Concerns in the Eurozone are increasing as a continued 
growth slowdown is expected in the near-term

As trade tensions show no signs of abating, both the U.S. 
and China are taking actions to support economic growth
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