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The R Word  

 

eResearch Corporation is pleased to provide an article from The Reformed Broker, 
featuring Josh Brown. 
 

Today’s article includes an almost nine-minute video (see link on Page 5) wherein Josh Brown 
and Michael Batnick discuss the yield curve and the implications of inversion. 
 
 

The Reformed Broker is a blog about financial markets and the economy.  
 

From Josh Brown’s website: My blog is about markets, politics, economics, media, culture 

and finance. I’ll use statistics, satire, anecdotes, pop culture references, sarcasm, fact, 

fantasy, and any other device that I feel necessary to get my points across. 
 

What I don’t do on this site is give financial advice or tell anyone what to invest in.  The 

Reformed Broker is a forecast-free blog. What I will do on this site is provide you with a 

running commentary of my market-related insights and thoughts as events unfold. I’ll point 

you toward other interesting content around the web. I’ll challenge your perceptions, call it 

like I see it and, occasionally, I’ll make you laugh. 
 

A link to the blog’s website is provided here:   http://www.thereformedbroker.com/. 
 
Joshua Brown is with Ritholtz Wealth Management, a New York City-based investment advisor, 
whose clients are high net worth individuals, charitable foundations, retirement plans, and 
corporations. He helps people invest and manages portfolios for them.  He is the author of the book 
Backstage Wall Street, from publisher McGraw-Hill. He is a regular contributor to: CNBC, 
Investment News, The Daily Beast, TheStreet.com, Forbes, CNNMoney, Fortune, Christian Science 
Monitor, The Faster Times, Marketplace Radio, The Wall Street Journal, and The Business Insider. 
 

 

eResearch was established in 2000 as Canada’s first equity issuer-sponsored research organization. As a 

primary source for professional investment research, our Subscribers (subscription is free!!!) benefit by 

having written research on a variety of small- and mid-cap, under-covered companies. We also provide 

unsponsored research reports on middle and larger-sized companies, using a combination of fundamental 

and technical analysis. We complement our corporate research coverage with a diversified selection of 

informative, insightful, and thought-provoking research publications from a wide variety of investment 

professionals. We provide our professional investment research and analysis directly to our extensive 

subscriber network of discerning investors, and electronically through our website: www.eResearch.ca. 

 

Bob Weir, CFA: Contributing Analyst  
 

 

Note: All of the comments, views, opinions, suggestions, recommendations, etc., contained in this Article, and which 

is distributed by eResearch Corporation, are strictly those of the Author and do not necessarily reflect those of  

eResearch Corporation. 
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The R Word 
 

By Josh Brown 

December 10, 2018 

 

You better hope interest rates did not just peak for the cycle with the 10-year failing at 3.05%.  

 

So says Ari Wald (technician at OpCo), whose chart this weekend looks at 10-year treasury yield break-

downs as a leading (or coincident) indicator for major turning points in the S&P 500 / economy. 

 

Here’s Ari: 

 
Looking back at the last economic cycle, the 10-year U.S. Treasury yield peaked 
coincidentally with an inversion in the yield curve in 2006. However, it was a 
definitive break-down in rates that occurred while the equity market topped in 2000 
and 2007—we are still missing this break-down, in our view. In other words, we view 
the moderation in the 10-year yield as a warning (that could last months) but we don’t 
yet see the sharp turn lower that typically marks the end of the cycle. 

 

And his chart – S&P 500 index price is the left scale, bond yields is the right… 

 

 
 

If you were worried about rates going too high, be careful what you wish for. A definitive break-down in 

yields is not the best case scenario here. Flattening before resuming higher would actually be preferable 

to prolonging the cycle. 

 

http://www.eresearch.ca/
http://thereformedbroker.com/
https://thereformedbroker.com/2018/12/10/the-r-word/screen-shot-2018-12-10-at-9-35-23-am/
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Speaking of cycles, the economic team at Bank of America says the risk of recession in the next six 

months is probably being overstated on Wall Street and in the media. They have introduced a new big 

data model that shows less than a 10% chance that the U.S. economy falls into recession in the first half 

of 2019. Here’is BofA Merrill’s Ethan Harris & Co on the inputs they are using… 

 

We introduce a new big data recession probability model that accounts for a 

broader basket of indicators: the 3mo-10yr treasury spread, building permits, 

commercial & industrial (C&I) loans, S&P 500, real consumption, and corporate 

spreads. This model suggests less risk of a near-term recession, predicting a 6-

month ahead probability of 9%. While we don’t recommend ignoring the markets’ 

signals, we do recommend taking them in context with the economic data. With 

regards to the Fed, we think the economic data will take on even more importance 

in the coming year. 
 

And their chart of what this data blend currently looks like (vs recent history): 

 

 
 

Josh here – so, after almost 9 straight years of recovery, a modest uptick in the risk of recession. Is 

anyone falling out of their chair? 

 

But what about the yield curve inversion that everyone was talking about last week? Is it coming to kill 

us? 

 

Well, yes and no. It is not great that the 2-year and 5-year treasury bond yields inverted last week. Nor is 

it a great sign that the 2-year and 10-year got so close. But (there is always a but), read what JPMorgan 

Asset Management had to say about this in their Weekly Market Recap (emphasis mine): 

 

 Last week, the topic of the yield curve came back to the forefront, as parts of the yield 
curve inverted and the spread between 2-year and 10-year yields fell to the lowest level 
this expansion. Investors tend to fear yield curve inversion, looking at it as a signal that a 

http://www.eresearch.ca/
http://thereformedbroker.com/
https://thereformedbroker.com/2018/12/10/the-r-word/screen-shot-2018-12-10-at-9-40-45-am/
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recession is looming. However, we believe investors should not overreact to these recent 
moves for a few reasons. First, a flattening of the yield curve is common during rate hiking 
cycles, which is where we are today. Second, this time around, the shape of the curve has 
been distorted by central bank asset purchases around the world, making it a less 
trustworthy predictor of recession. Lastly, the curve can stay flat for a long period of time 
before inverting, and even then a recession can take a while to arrive. Over the last 7 
recessions, it has taken an average of 20 months between the first inversion of the curve 
and the start of a recession. 

 

Here is their table of how long it has taken during each of the last recessions from the first yield curve 

inversion until the actual start of the recession… 

 

 
 

 

<continued>  

http://www.eresearch.ca/
http://thereformedbroker.com/
https://thereformedbroker.com/2018/12/10/the-r-word/screen-shot-2018-12-10-at-9-45-57-am/
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We covered a bunch of these points about the yield curve in our video last week, which has received 

more views than anything we have ever done on the YouTube channel. 

 

Watch it and subscribe if you have not already… 

 

 

BW: Ctrl-Click on the “Yield Curve Video Commentary” link shown below to watch the 8-
minute, 42-second video. 
 
Yield Curve Video Commentary  
 

 

So about the R Word.  

 

Yes, we are all talking about it. That is probably a good thing, not a bad thing. They cannot sneak up on 

you if you are allowing for the possibility and being frank about the environment that we are in. But the 

data indicates we are simply not there yet. 

 

BW: Really excellent comment and opinion now follows: 
 

Now here is the most important thing I want you to take away from this. We do not attempt to forecast 

recessions as part of our investment process. Engaging in this sort of thing is literally the antithesis of 

what we stand for as an investment manager and financial advisory firm. But we need to be aware of 

prevailing sentiment surrounding the topic so that we can have meaningful discussions with the people 

we’re responsible to – our clients. 

 

If trying to predict and time recessions is something you are interested in, however, I recommend 

following Bill McBride’s blog, Calculated Risk. He is the only one writing about the topic that I trust to 

possibly get it right. He has nothing to sell you, just reads the data and tells the truth. He was right about 

both the housing collapse and the recovery, in real time. Turn off the TV and delete the think tank op-eds 

from your inbox. Just read Bill. 

 

If you need some help making sure your financial plan and portfolio are prepared for 2019, recession or 

not, talk to us here: Ritholtz Wealth Management 

 

Sources: 
 

Technical Analysis: Inflection Points 

Oppenheimer & Co – December 9th, 2018 

 

Stoking recession fears 

Bank of America Merrill Lynch – December 10th, 2018 

 

Weekly Market Recap 

JPMorgan Asset Management – December 10th, 2018  
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