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Many economists and market commentators are talking about the inverted yield curves around the world, 
in particular in the US, and the impending recession that it signals. 
  
Why the concern? 

A yield curve shows the yield (return) for short-term and long-term bonds on a particular date. 

 
Source: US Department of the Treasury 
 
In the chart above you can see how the US yield curve has shifted over the last year: 

 The blue line was the yield curve at end May 2018 
 In a normal environment the bond yield curve is upward sloping which means the longer the bond 
duration the higher the yield. Investors are incentivised to invest in longer duration bonds with 
higher yields. This makes sense because investing for longer duration carries more risk as you are 
exposed to longer periods of uncertainty - future levels of growth, inflation and interest rates. This 
yield pick-up for longer-term bonds is referred to as the ‘term premium’. 

 The red line was the yield curve at the end of last month (May 2019) 
 The yield curve has inverted, currently you earn 2.3% annualised on one month money versus 
1.8% on 3-year bonds, and 2% on 10-year bonds. The ‘term premium’ is negative. Investors are 
accepting lower rates for 3-year to 10-year bonds than they can earn on short 1-month deposits. 
Economists warn that an inverted yield curve signals an approaching recession. It has predicted 
the last seven US recessions. 
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Why does it signal an impending recession? Because investors are only happy to accept lower rates on long-
term bonds than short-term ones when they fear economic slowdown and the likelihood that short rates will 
fall in the future. This was reinforced when US Fed reserve chairman, Jerome Powell signalled an openness 
to cut interest rates if necessary to stimulate growth. 
 
Many countries around the world either have an inverted or flat yield curves signalling low global growth or 
recessions. 
 
What should we do in our portfolio construction? 

We continue to believe that no-one can predict the timing of the next global recession but the message to 
investors is clear - we remain in a low-growth, low-yield, low-inflation environment. Adjust your expectations 
accordingly. 
 
Although the US equity markets have delivered super returns over the last decade, in the prior decade returns 
were negative. The 20-year US equity return to end May is 5.2% p.a. nominal and therefore only around 
annualised 3% real, compared with the average real return from equities over the last century of around 7%. 
 

 10Y to May 2019 10Y to May 2009 20Y to May 2019 

US Equity Market 13.2% -2.2% 5.2% 

Source: MSCI Indices, Morningstar Inc 
 
We believe the future long-term real returns for equities and other assets classes are likely to remain lower 
than the long-term historic averages. 
If this is the case, keeping investment costs down is critical. 
  
Offshore Managed Accounts 
Please contact admin@stylo-investments.com for the information sheets on our standard model portfolio 
structures. We can also build bespoke portfolios. 
 
Onshore (local) Structure 

Also keep in mind our onshore global (asset swap) fund of funds. See fact sheets here. 
 
Global Equity Returns Ranked by Region 

FYI, see this table on our website. It shows the Global Equity Returns in $ (and in ZAR) Ranked by Major World 
Region for different investment periods. Returns for periods longer than 1YR are annualised. The table will 
update daily. 
   
About Stylo 

Stylo Investments, a specialist ETF/index manager, is a member of the listed Anchor Capital Group. 
We build and manage global portfolios for retirement funds, collective investment schemes, institutions and 
high net-worth individuals. 


