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Global recession warnings continue to flash yellow
Major Domestic Equity Indices - Today
Benchmark
S&P 500 Index
Dow Jones Industrial Average
Russell 2000 Index
NASDAQ Composite

Index Level
2,841
25,479
1,468
7,774

Net Change % Change
-2.9%
-85.7
-801.2
-3.1%
-43.1
-2.9%
-242.4
-3.0%

meaningful concerns about the growth outlook. In our view, the equity
market has started to take notice and may continue to do so whether
a recession occurs or not. As the FactSet chart below (through
yesterday) illustrates, global bond yields continue to fall, with some
government bond yields in negative territory – another abnormal
function playing out across bond markets at the moment.

All data via FactSet as of approximately 4 PM ET

Bond markets reminded investors today that all is not well in the world,
at least from a global perspective. Economic activity and profit growth
are on the decline, and an escalating U.S./China trade war has fueled
a contraction in global manufacturing, thus souring investment
sentiment. For several months, market participants have been closely
watching technical aspects in the bond market. Inversions across the
yield curve (i.e., where longer-term interest rates move below shorterterm interest rates) can indicate early warning signs of economic
downturns. Clearly, lending money for a longer period of time should
net investors more return than lending money over a shorter window
of time. However, when yield curves invert, the exact opposite is taking
place – and the dynamic is far from normal.
Although the spread between the 10-Year/3-Month U.S. Treasury has
been inverted since April, only today did the more closely followed 10Year/2-Year spread finally cross into negative territory. As a result, this
is the first time the 10/2s spread has inverted since 2007 and before
the financial crisis. Unfortunately, the last five inversions in this part of
the curve have been followed by a U.S. recession. Historically, a
recession has occurred on average 18 – 24 months following an
inversion in the 10/2s spread. For investors, the inversion in the
10/2s spread adds yet another concern to the growing list of market
troubles and is a reason to be more cautious on risk assets.
Historically, the S&P 500 Index ‘gains’ on average +12% over the next
year following a 10/2s inversion. In our view, a U.S. recession still sits
out into the future. Nevertheless, the market reacted negatively today
to a ‘recession warning clock’ that started to tick louder.
Importantly, we would use extreme caution when looking at inverted
yield curves, recession timing, and subsequent asset price direction.
Today, stocks, as well as a myriad of other asset types, incorporate
market developments almost instantaneously. The speed at which
information moves and the degree that historical trends can be
refected and reacted to across trading strategies, in our view, means
the norms of the past may hold less water in shaping asset prices in
the future. Bottom line: The bond market is telling investors there are

On the day

Despite Tuesday’s positive news that the White House will delay tariffs
on important holiday items, and the U.S. and China will continue trade
discussions next month, global equities sank on Wednesday. All 11
S&P 500 sectors were lower, with Utilities the relative outperformer.
Weakness across Energy (i.e., lower oil demand) and Financials (i.e.,
lower interest rates) were pronounced. The 10-year Treasury yield sank
to 1.58%, as bond prices surged and gold moved higher.

Committee View
The next FOMC meeting isn’t scheduled until the end of September,
and Fed officials have said they do not want to be responsible for a yield
curve inversion, particularly if it starts to have a more pronounced
impact on the economy. A 25 or 50 basis point cut in the Fed Funds
target rate could press shorter-term rates lower, which could help ‘uninvert’ portions of the Treasury curve and possibly boost investor
confidence. Though a further inversion in the yield curve may prompt
some market participants to call for an intra-meeting cut, such a move
could cause more alarm than good among investors, in our view. As we
highlighted on Monday, this is the time for all investors to be more
cautious, avoid rash decisions, and lean on the principles of
diversification. With that said, equities may be entering an oversold
technical condition over the near-term. Amid high volatility, and
lower trading volumes, we believe the market may struggle to find
an equilibrium level over the coming weeks.

NOTE: FOR IMPORTANT DISCLOSURES, INCLUDING POSSIBLE CONFLICTS OF INTEREST, PLEASE SEE THE DISCLOSURE PAGES AT THE END OF
THIS DOCUMENT.
•
For further information on any of the topics mentioned, please contact your financial advisor.
•
Unless specifically stated otherwise, comments contained in this document should not be construed as an investment opinion or
recommendation of any securities mentioned. Charts depicted are from FactSet unless otherwise noted.
© 2019 Ameriprise Financial, Inc. All rights reserved.

After The Close

August 14, 2019

GLOBAL ASSET ALLOCATION COMMITTEE
David M. Joy
VP – Chief Market Strategist

Brian M. Erickson, CFA
VP – Fixed Income Strategy

Anthony M. Saglimbene
VP – Global Market Strategist

Jay C. Untiedt, CFA, CAIA
Senior Director – Manager Research

Russell T. Price, CFA
VP – Chief Economist

Frederick M. Schultz
Director - Equity Research

Christine A. Pederson, CAIA, CIMA
Senior Director – Manager Research

Lori A. Wilking-Przekop
Senior Director -Equity Research

Patrick S. Diedrickson, CFA
Director - Equity Research

Thomas Crandall, CFA, CAIA, CMT
Senior Director – Asset Allocation

Justin H. Burgin
VP – Equity Research

Jon Kyle Cartwright
Senior Director – Fixed Income
Research

Mark S. Phelps, CFA
Director – Manager Research

Ameriprise Financial
1441 West Long Lake Road, Suite 250, Troy, MI 48098
Investment.research.group@ampf.com
For additional information, or to locate your nearest branch office, visit ameriprise.com

© 2019 Ameriprise Financial, Inc. All rights reserved.

Page 2 of 3

After The Close

August 14, 2019

The content in this report is authored by American Enterprise Investment Services Inc. (“AEIS”) and distributed by Ameriprise Financial Services, Inc.
(“AFSI”) to financial advisors and clients of AFSI. AEIS and AFSI are affiliates and subsidiaries of Ameriprise Financial, Inc. Both AEIS and AFSI are
member firms registered with FINRA and are subject to the objectivity safeguards and disclosure requirements relating to research analysts and the
publication and distribution of research reports. The “Important Disclosures” below relate to the AEIS research analyst(s) that prepared this publication.
The “Disclosures of Possible Conflicts of Interest” section, where applicable, relates to the conflicts of interest of each of AEIS and AFSI, their affiliates
and their research analysts, as applicable, with respect to the subject companies mentioned in the report.
Each of AEIS and AFSI have implemented policies and procedures reasonably designed to ensure that its employees involved in the preparation, content
and distribution of research reports, including dually registered employees, do not influence the objectivity or timing of the publication of research
report content. All research policies, coverage decisions, compensation, hiring and other personnel decisions with respect to research analysts are
made by AEIS, which is operationally independent of AFSI.

IMPORTANT DISCLOSURES

As of June 30, 2019
The views expressed regarding the company(ies) and sector(s) featured in this publication reflect the personal views of the research analyst(s) authoring
the publication. Further, no part of research analyst compensation is directly or indirectly related to the specific recommendations or views contained
in this publication.
A part of a research analyst’s compensation may be based upon overall firm revenue and profitability, of which investment banking, sales and trading,
and principal trading are components. No part of a research analyst’s compensation is based on a specific investment banking transaction, nor is it
based on sales, trading, or principal trading. A research analyst may have visited the material operations of one or more of the subject companies
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Additional information and current research disclosures on individual companies mentioned in this research report are available on our website at
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markets, as of the date of the report, based on then current conditions. Our tactical recommendations may differ materially from what is presented in
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INDEX DEFINITIONS

An index is a statistical composite that is not managed. It is not possible to invest directly in an index.
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research disclosures section, or through your Ameriprise financial advisor.
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