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The world has changed. Specifically, the interest rate world has changed.

The following two tables mark a sharp contrast in how the various interest rate yield maturities relate to each
other.

The first table is for the period June 1, 2019 to October 31, 2019, or 5 months.

Date OBFR 1mo 2mo 3mo 6 mo lyr 2w 3yr Syr Jyr 10yr 20yr 30yr
31-May-19 2.38 2.35 238 235 2.35 2.21 1.95 1.90 1.93 2.03 214 239 258
14-Jun-19 235 223 221 220 2.18 200 1.8 1.79 1.85 1.96 209 238 259
21-Jun-19 237 216 216 211 2.05 1.95  1.77 174 1.80 1.93 207 237 259
28-Jun-19 238 218 215 212 2.09 192 1.75 171 1.76 1.87 200 231 252
5-Jul-19 240 226 222 223 2.14 198 1.87 1.82 1.84 1.93 2.04 234 254
12-Jul-19 237 216 218 214 2.07 196 1.84 1.81 1.86 1.98 212 242 264
19-Jul-19 240 2111 216  2.06 2.03 1.94 1.80 1.77 1.80 1.91 205 235 257
26-Jul-19 2.37 2.13 2.15 2.12 2.10 2.00 1.86 1.83 1.85 1.95 2.08 238 259
2-Aug-19 210 211 212 2.06 2.02 1.85 172 1.67 1.66 1.7 186 216 2.39
9-Aug-19 2,10 2.05 206 2.00 1.95 1.78  1.63 1.58 1.57 1.65 1.74 2.03 226
16-Aug-19 211 2.05 1.95 1.87 1.85 1.71 148 144 142 149 155 1.82 201
23-Aug-19 210 2,07 202 1.97 1.87 1.73 151 143 140 146 152 1.82 2.02
30-Aug-19 211 2,10 2.04 1.99 1.89 1.76  1.50 142 1.39 145 150 1.78 1.96
6-Sep-19  2.11  2.05 200 1.96 1.88 1.73 153 146 142 1.50 1.55 1.83 2.02
13-Sep-19 2.14 1.99 1.98 1.96 1.92 1.88 1.79 1.76 1.75 1.83 1.0 217 230
20-Sep-19  1.85 195 194 191 1.91 1.84 169 163 1.61 1.68 1.74 199 217
27-Sep-19  1.82 190 186 1.80 1.85 1.74  1.63 1.58 1.56 1.62  1.69 1.95 213
4-Oct-19 181 1.73 174 1.71 1.65 1.58 140 135 1.34 143 152 1.82 201
11-Oct-19 1.81 1.76 1.74 1.68 1.68 1.67 1.63 1.60 1.59 1.68 176 2.04 222
18-Oct-19 1.83 1.75 1.69 1.66 1.63 1.58 1.58 156 1.56 1.66 176 206 225
25-Qct-19 1.81 173 1.72 1.66 1.66 1.60 1.63 1.62 1.62 .71  1.80 210 2.29

Source: U.S. Treasury and eResearch

Observations: OBFR is the Overnight Bank Funding Rate, the shortest maturity possible. In theory, this rate
should be the lowest of any interest rate maturity. The Red numbers indicate that this is not the case. They
represent all the maturities that have their yield being less than the OBFR.

For four weeks, August 16 to September 6, hot one maturity was less than the OBFR. Investors were willing to
pay more for an overnight loan than they were for a one month loan all the way up to a 30-year loan!
Unbelievable!

The next table is for the period from March 1, 2020 until March 20, 2020.
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Date OBFR 1mo 2mo Jmo 6mo lyr 2yr 3yr Syr Tyr 10yr 20yr 30yr
2-Mar-20 158 141 127 113 0.95 0.8 0.84 0.85 0.88 1.01  1.10 146 1.66
3-Mar-20 1.58 1.11  1.05  0.95 0.83 073 071 072 077 091 1.02 144 1.64
4-Mar-20 1.08 1.00 0.87 072  0.68 0.59 0.67 0.68 075 090 1.02 145 1.67
5-Mar-20 1.08 092 0.8 0.62 0.53 048 0.59 0.61 0.67 0.81 092 134 1.56
6-Mar-20 1.08 0.79 0.64 045 041 039 049 053 058 069 074 1.09 1.25
9-Mar-20 1.08 0.57 052 033 0.27 0.31 038 040 046 056 054 087 0.99

10-Mar-20  1.09 0.57 055 044 043 043 050 058 0.63 073 076 1.16 1.28
11-Mar-20 1.09 042 042 042 040 040 050 0.58 0.66 0.7¢ 0.82 1.13 1.30
12-Mar-20 1.10 041 033 033  0.37 0.39 050 0.58 0.66 0.82 088 1.27 149
13-Mar-20 1.10 033 030 0.28 0.38 0.38 049 058 0.70 089 094 131 1.356
16-Mar-20 0.15 025 025 024 0.29 029 036 043 049 067 073 110 1.34
17-Mar-20  0.20 0.12 0.18 0.19 0.24 0.30 047 054 0.66 091 1.02 145 1.63
18-Mar-20 0.20 0.04 0.03 0.02 0.08 021 054 066 0.79 1.og 118 1l.60 1.77
19-Mar-20 0.12  0.04 0.04 0.04 0.06 020 044 053 0.66 .oo 112 156 1.78
20-Mar-20 0.15 0.04 005 0.05 0.05 0.15 037 041 052 0.82 092 135 155

Source: U.S. Treasury and eResearch

Observations: From almost all maturities having yields less than the OBFR at the beginning of the month, by
March 20, there were only four, and they were the shortest maturities available. Also, the yields were very
volatile, as these are very “volatile” times! Goes without saying, but said nevertheless.

There are even more surprises in store.

Next, we look at our favourite interest rate yield curve comparisons. First, we will start with 10-Year/3-Month,
then 5-Year/2-Year, and finish with 10-Year/2-Year.

First, we provide two charts as an “overview”. The first chart shows the interest rates for 10-year, 5-year, 2-
year and 3-month maturities since January 2, 2019.

January 2, 2019 to March 20, 2020
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Observations: The four maturities generally tracked each other over the entire 15 months, even “falling off
the cliff” together in mid-February ... until the last two weeks. That is a bit of a hodge-podge at the end, so on

to the next chart for clarification.

The second chart shows the interest rates for the same maturities since January 2, 2020.

January 2, 2020 to March 20, 2020
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Observations: The four interest rate vectors moved together until market chaos ensued on March 10. The 3-
month maturity continued to move lower but the longer-dated maturities moved higher, and the longer the
maturity, the higher it moved. This is what is to be expected and a phenomenon that has not occurred

“according to Hoyle” for some time.

Let us look at relative maturity comparisons, those for (1) 10-year/3-month, (2) 5-year/2-year, and (3) 10-
year/2-year. We will assess from the beginning of the current year, 2020. Some interesting observations are

concluded.

1. 10-Year/3-Month
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January 2, 2020 to March 20, 2020
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Observations: The chart on the left shows the interest rates for 10-year and 3-month yields. They moved
closely together, including the down-trend, until about March 6, and then they diverged. The chart on the right
shows the Spread between the 10-year and the 3-month yields. This has widened considerably, and it left
Inversion about March 9. That is, the widening is away from Inversion, which is represented by the Blue line

being below the horizontal Red line.

COMMENT: The 10-year/3-month metric is no longer showing any signs of inverting any time soon.

2. 5-Year/2-Year

January 2, 2020 to March 20, 2020
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Observations: The chart on the left shows the interest rates for 5-year and 2-year yields. They moved almost
in lock-step, including the down-trend, again until about March 6, and then they separated, although they
followed the same pattern. The chart on the right shows the Spread between the 5-year and 2-year yields.The
spread left Inversion at the end of February, a little before 10y/3m did.

COMMENT: The 5-year/2-year metric is no longer flirting with Inversion.

3. 10-Year/2-Year
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Observations: The chart on the left shows the interest rates for 10-year and 2-year yields. The 10-year was
always above the 2-year, but they moved closely together, again until about March 6, and then they separated.
The chart on the right shows the Spread between the 10-year and 2-year yields. This Spread was always above
the red horizontal line below which denotes Inversion. The Spread has widened substantially away from
Inversion tendencies.

COMMENT: We consider the 10Y/2Y metric to be the most important of our recession-watch indicators. The
fact that the Spread has moved considerably away from an Inversion reading is perplexing given all the dire
warnings recently about the United States going into a recession shortly because of the impact of the COVID-
19 crisis. See our detailed commentary below.

<continued>
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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/3Month; 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 Combined Reading for the
Recession Barometer.

The table below shows how these metrics have evolved since the beginning of January 2020.

10Year/2Year U.S. Spread 3 U.S. Spreads 12 U.S. Spreads Combined Spreads
Date Spread Reading Spread Reading Spread Reading Spread Reading
3-Jan-20 0.27 6.0X 0.21 65X 0.18 7.0 X 0.22 6.5 X
10-Jan-20 0.27 6.0X 0.22 65X 0.18 7.0 X 0.22 6.5 X
17-Jan-20 0.26 6.0X 0.21 65X 0.18 7.0 X 0.22 6.5 X
24-Jan-20 0.21 65X 0.16 75X 0.14 7.5 X 0.17 7.0 X
31-Jan-20 0.18 70X 0.09 80X 0.07 85 X 0.11 8.0X
7-Feb-20 0.18 70X 0.11 8.0X 0.09 8.0 X 0.13 75 X
14-Feb-20 0.17 70X 0.10 8.0X 0.08 85 X 0.12 8.0X
21-Feb-20 0.12 80X 0.05 90X 0.04 9.0 X 0.07 85X
28-Feb-20 0.27 6.0X 0.07 85X 0.04 9.0 X 0.13 75 X
6-Mar-20 0.25 65X 0.24 65X 0.20 7.0 X 0.23 6.5 X
13-Mar-20 0.45 45X 0.41 45X 0.33 55 X 0.40 50X
20-Mar-20 0.55 35X 0.48 40X 0.41 45 X 0.48 4.0 X

Source: eResearch

CURRENT RECESSION BAROMETER READING, Week Ending March 20:
4.0X.

COMMENT: In the last two weeks, all four of the readings have moved substantially lower and
away from Inversion, which is indicated by a reading of 10.0x. The 10y/2y reading is now 3.5x;
the combined three Spread readings is 4.0x, and the 12 Spread readings is 4.5x. The Combined
Spread is now 4.0x. Given the expectation of a phenomenal global economic slow-down stemming
from the world-wide disruption being caused by the COVID-19 crisis, and manifest in expectations
for a negative GDP growth rate in Q1/2020 and a substantial negative GDP growth rate in
Q2/2020 and further negativity likely in Q3/2020, and thus triggering the definition of an
Economic Recession, one would expect the Spreads to narrow, not widen and, in fact, turn negative
and, therefore, herald a forth-coming Economic Recession. What is happening? The script is not
being followed!
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U.S. Recession Forecast
In previous Recession Barometer reports, we have always included the following text and chart:
Historically, after Inversion, an Economic Recession has occurred between 15 and 20 months later. The

following table shows when a recession could occur for various time-frames once an Inversion happens. The
traditional 15-months/20-months periods are shown in Red in the table.

Forecasting the Commencement of a Recession

If an inversion ... then a

occurs during recession will

the current begin at stated

quarter ... date projections.

Current Inversion Inversion Inversion Inversion Inversion Inversion
Quarter +12 Months +15 Months +20 Months +24 Months +30 Months +40 Months
Q1/2020 Q1/2021 Q2/2021 Q4/2021 Q1/2022 Q3/2022 Q3/2023

Source: eResearch

The above table is now “out the window”. Inversion is no longer the issue.

If the Economic pundits are correct, there will be negative GDP growth in Q1/2020. Goldman, Sachs
is predicting negative GDP growth in Q2/2020 to the tune of -24%! That would mark two
consecutive quarters of negative GDP growth and, therefore, would meet the definition of an
Economic Recession. The recession would start in Q3/2020.

If, somehow, Q1/2020 is not negative, but Q3/2020 is negative, then the Economic Recession would
begin in Q4/2020.

COMMENT: Either way, an Economic Recession in the United States is foretold for this year. This
is a major reason why the U.S. stock market has taken such a hammering lately. The stock market
typically looks six months ahead. If Q2/2020 marks the low point in negative GDP growth such
that Q3/2020 is not as bad, i.e., the economic recovery has begun, then the stock market would be
expected to begin its own long road to recovery. However, once the market finds a base, it may
very well “tread water” until that picture becomes clearer.

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.

eResearch Corporation ~ 8 ~ www.eresearch.com


http://www.eresearch.ca/

