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Another important section of the yield curve inverted this month. News of such sent stock markets into a frizzy. Market volat ili ty, both to the downside and upside,
signifies investors are trying to determine what this inverted yield curve really means. So, what does it really mean?

The yield curve is a good indicator of potential growth over different periods of time. With a normal upward sloping yield cu  rve, expectations are for spending and
borrowing activity to start increasing, which requires lenders to charge a higher interest rate to borrow for ten years than for two years. This makes sense. The longer
someone borrows money, the higher the risk to the lender and the more inflation can eat into the principal.

However, an inverted yield curve tells a different story. With an inverted yield curve, lenders are willing to lend money for  alonger period of time because they do not
expect spending and borrowing to increase, or inflation to rise, and therefore they would prefer to lock in an interest rate for a longer period of time. Essentially, the
current inverted yield curve is telling us expectations for growth in the near -term are higher than expectations going out a little further.

Here lies the key. An inverted yield curve does not in itself cause a recession. However, it signifies a weak economic environment that is at higher risk of a recession. In
other words, the economy is on the edge, and all it would take is some shock to the system for the economy to go over the edg into recession. What could that shock
look like this time?

While every recession is different, most occur because of a slowdown in consumer confidence and consumer spending. After all, the consumer accounts for nearly 70%
of the U.S. economy. To date, the consumer is feeling very strong as evidenced by the latest GDP report, consumer confidenceeadings, and retails sales reports.
Surprisingly strong , actually, considering all the negative headlines floating around. Consumption strength has offset the slowdown in business investment and
negative impacts from trade. However, a slowdown in consumer spending could easily be that shock to send the economy over the cliff.

recession to hit. In the meantime, stock markets canactually perform well for much of that timeframe. However, risks are increasing, and it is more important to gauge
new data looking for changes to the current path.
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Dashboard shows that the economy isdefinitely not past the point of no return. In fact, the Dashboard only shows one red indicator and two yellow indicators. We are
looking for three red indicators before risks of recession may be too high to overcome. One or two good pieces of news could return the economy back to solid ground.

One thing is for sure, it would be very hard for the Federal Reserve to stand by, watching an inverted yield curve, and do no thing. Which means, more interest rate cuts
could be on the horizon, unless the yield curve steepens over the coming weeks. As this unfolds, we will look for the economy to respond positively. If not, we will be
prepared for increased risks over the coming years.
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Long-Term Unemployment Rate
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Wage Growth Employment Cost Index
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