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SUMMARY 

 
In Canada, the benchmark 10-Year/2-Year yield curve ratio continues to be inverted with the Spread 
consolidating between -0.18x and -0.20x. With Inversion occurring for 10 consecutive days, we 
initiated our Economic Recession Count-Down for Canada on August 8th. This Inversion has 
continued and has now lasted for 26 consecutive days. 
 
In the USA, using historic precedent, a recession has typically followed 15 to 20 months after an 
Inversion occurs. Using this guideline for Canada indicates that a Canadian recession could occur 
between November 2020 and April 2021. The predictor has correctly forecast the five U.S. recessions 
that have occurred over the past 43 years, as shown in the Federal Reserve Bank of St. Louis chart of 
“10-Year Treasury Constant Maturity Minus 2-Year Treasury Constant Maturity”. 
 

 
 
Some Inversions last for months, others for mere weeks; there is no consensus. Eventually, the yield 
curve returns to “normal”, i.e., the longer maturity has a higher yield than the shorter maturity. Even 
as the yield curve ratio increases, the actual Economic Recession has not yet occurred.  
 
We use the standard definition for determining a recession, which is two consecutive quarters of 
negative GDP growth. Of course, an Economic Recession can occur either before or after that “usual” 
15-20 month range. 
 
Using all of the yield curve ratios that we constantly monitor, and factoring these ratios into our 
internally-developed Recession Barometer, we conclude that the de facto Inversion has occurred in 
Canada and it is on the cusp in the United States. 
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A.  FOCUS ON CANADA 
 
Interest Rates: Various Maturities 
 
In the chart below, we show Canadian interest rates since the start of Q3/2019 for various maturities 
ranging from 3 months to 30 years. As expected, 3-month Treasury Bills show fair stability. Not as 
expected is that these 3-month T Bills are yielding more than all of the other maturities. These other 
maturities have all declined appreciably over these two months. In particular, the 30-year rate 
declined to equal the 2-year rate in mid-August and then widened out only slightly since then.  
 
Since July 1, 2019 
 

  
 
Here are the above graphics in table form. Notice the sharp drop in all rates, except the 3-month, in 
the latest week. 
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Spreads: Various Maturities 
 
The next graph shows the Spreads for various combinations of maturities. The Red line demarks 
0.00x. Many of the Spreads are below that line. 
 

 
 
Here is the table for some of those Spreads. 
 

 
 
 
 
 

<continued> 
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Recession Barometer: Canada 
 
In Canada, we have already started our Count-Down to a possible recession. This was based on the 
10-year/2-year Government of Canada bonds exhibiting Inversion for ten consecutive business days, 
which it did on August 8. (Our alternative criterion is that the 10/2 must be inverted for 20 out of 30 
consecutive business days, and this has also occurred.)  
  
The chart below shows the 10-year/2-year Spread for Canadas since July 1, 2019. 
 

 
 
Observation: As shown above, there was an Inversion in the 10/2 from July 2 through July 10, 
being only seven consecutive days. However, starting on July 26, the 10/2 inverted again and it has 
remained inverted ever since. August 8 marked the tenth consecutive day of Inversion and, so, the 
Count-Down to an Economic Recession in Canada began. Historically, after an Inversion has 
occurred, it has taken between 15 and 20 months before a recession occurs.  
 

 
 
 

<continued> 
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B.  FOCUS ON USA 
 

Interest Rates: Various Maturities 
 
In the chart below, we show U.S. interest rates from July 1, 2019 for 10-year, 5-year, 2-year, and 3-
month maturities. 
 

 
 

Spreads: Various Maturities 
 
Here is a graph of the Spreads of three maturity combinations. These are some of the Spreads that 
we highlight in our yield spread analysis for U.S. yield curve ratios. 
 

 
 
The 10/2 has gone back to neutral at 0.00x after having been inverted for three days. The other two 
yield curve ratios are well inverted, almost continuously over the two months. 
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Recession Barometer: USA 
 

Our Recession Barometer for the United States reflects the average of three different yield spreads. 
These are: 
 

1. 10-Year/2-Year Spread 
 

2. Equal-Weight Average of Three Spreads: 20-Year/10-Year; 10-Year/3-Month; and 5-Year/2-Year 
 

3. Equal-Weight Average of Twelve Spreads: 30-year/20-year, 30-year/10-year, 20-year/10-year, 
20-year/5-year, 10-year/2-year, 10-year/3-month, 5-year/2-year, 5-year/3-month, 2-year/1-
year, 2-year/3-month, 1-year/6-month, and 1-year/3-month. 
 

The Spreads from these three metrics are then averaged to derive the Reading for the Recession 
Barometer.  
 
The table below shows how these metrics have evolved since the beginning of May 2019. 
 

 
 
Observation: The 10/2 Spread is now at the lowest level in the last four months and has reached 
the neutral point of 0.00x. The “3 Spreads” has been negative, or “inverted”, for the past four weeks, 
and this negative ratio is widening. The “12 Spreads” has actually risen off the bottom the past three 
weeks, mainly because Spreads at the long end, 30-year and 20-year, have not been pressured as 
much as Spreads in shorter maturities. Overall, the Combined Spread has dropped to the base line, a 
reading of 0.00x, where it has registered for the last two weeks. Any weakness in the “12 Spreads” 
would inevitably result in the Combined Spread inverting. 
 

CURRENT U.S. RECESSION BAROMETER READING, Week Ending August 30: 
 

9.5x 
 

This is the third consecutive week of a 9.5x reading. Still on the cusp! 
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OTHER CONSIDERATIONS  
 
1. The Unbelievable OBFR Yield 
 
We love showing this next table of interest rates because its results are truly unbelievable, and it 
illustrates just how dysfunctional the yield curve scenario is right now. (The Green numbers are the 
Overnight Bank Funding Rate (OBFR); the Red numbers comprise those maturities with a lower 
rate than the OBFR; and the Black numbers are at or higher than the OBFR.) 
 

  
 

2. U.S. Inversions 
 
We monitor 24 different yield curve ratios. Of these, 15 are inverted.  
 

 
 
All of the metrics are not inverted but so many are and these have been inverted for quite some time. 
This strongly suggests that an Economic Recession in the USA is coming. 
 

______________________________________ 
 
Bob Weir, CFA: Contributing Analyst 
 
See the Disclaimer on the next page. 
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_________________________________ 

eRESEARCH DISCLAIMER 

 

eResearch is engaged solely in the provision of equity research to the investment community. eResearch provides published research 

and analysis to its Subscribers on its website (www.eresearch.com), and to the general investing public through its extensive electronic 

distribution network and through newswire agencies.  

 

With regards to distribution of its research material, eResearch makes all reasonable efforts to provide its publications, via e-mail, 

simultaneously to all of its Subscribers. 

 

eResearch does not manage money or trade with the general public, provides full disclosure of all fee arrangements, and adheres to the 

strict application of its Best Practices Guidelines. 

http://www.eresearch.ca/

