
 

DON’T LET YOUR GUARD DOWN 

Here’s what we know... 

Despite the slight market downturn Monday, as the trade conflict between the United States and 

China intensified, 2019 is off to an amazing start!  If the stock market continues at this pace we would 

have a calendar year return nearly 60%.  We don’t think that’s likely to happen so make sure you’re 

prepared to put up with more volatility and some rough spots for the remainder of the year.


We’re not out of the woods yet.  In fact, just recently, March 22, 

2019, the Treasury yield curve inverted for the first time since 

the last crisis. This means long-term (10 year) Treasury bond 

yields were slightly higher than three month Treasury yields. 

Some say the inverted yield curve is a reliable precursor of a 

recession in the near future. However, there is much debate 

about the reliability of this event for predicting the next 

recession.  


“... many downplay the curve’s predictive powers. Some 

argue that technical factors have distorted the curve’s 

shape and signaling capacity, particularly as crisis-era 

policy has tethered yields for the past decade. A downturn 

may be drawing near after what has been close to the 

longest expansion on record, however the market provides 

no precision on when it will happen.”                  

                                            Bloomberg, Barrett, E. & Greifeld, K. (2019, March 22).  

We will have a recession eventually… but 
exactly when is unknowable 

There are numerous leading economic indicators as well as 
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Back in January Kevin 

published a video about his 

perspective on why he thinks 

an inverted Yield Curve 

Predicts a Recession is a myth. 

 Watch it by clicking HERE.
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coincident economic indicators that give us clues as to the health of the economy.  The chart below is 

a list of indicators and their trends. You can see from the chart, deriving any magic signal as to where 

the economy is headed in the near term, and when a recession will happen, is never as easy as 

looking back in hindsight.   


Most Importantly… what should we do to prepare for the next 
recession?  


First, let’s talk about what NOT to do.  Taking action on the basis of news headlines, prognosticators 

and their predictions can cost you dearly.  Meanwhile, it costs the prognosticators nothing.  They are 

not held accountable for their inaccurate predictions.  After all, they 

will eventually be correct.  It’s like predicting a summertime 

thunderstorm - there will be a storm eventually at which time they’ll 

be credited as “The One” that predicted the latest crisis.  Check out 

the performance of the standard indexes, including a boring old 60% 

stock, 40% bond portfolio, since MarketWatch published Paul B. 

Farrell’s headline prediction of “...99.9% risk of crash in 2014.”  


�

Source: Charles Schwab, FactSet, The Conference Board, as of January 31, 2019.




The chart below shows cumulative returns since his  “Doomsday Poll”.   As you can see, his prediction 

was off.  


• S&P 500 Index - 66.35%


• MSCI All Country World Index -  38.2%


• 60% stock 40% bond portfolio -  32.88% 

So what is the conclusion from all of this data?  

Rather than pretend anyone has a crystal ball let’s plan and expect a recession at some point in the 

future. We believe those who plan and prepare will survive and thrive in the next recession.  Here are 6 

action steps to help you not only survive but thrive when the next recession hits:


1. Have the right mindset.  A recession is a natural part of the economy.  If you fear the next 

recession, use that as motivation to get your financial house in order.  Furthermore, the next 

recession will most likely not be like the last.  


◦ See the graphic below “Roster of Official Recessions”.  The average recession was 10.8 

months with a range from 6 months to 18 months.


◦ There are times when the recession is nearly over before the National Bureau of 

Economic Research (NBER) is able to declare that we are in fact in a recession.


2. Do what great businesses do to prepare for market downturns.  Develop a well thought out 

financial plan.  Then stress test your plan for the worst-case scenarios.  For example; the next 

recession.


◦ Develop a written plan with specific goals.  This creates clarity, purpose and motivation 

to stick to your plan.
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◦ Keep your personal balance sheet strong and keep your household costs low.  For 

example; hold off on the Cadillac Escalade if you’re concerned about a recession in the 

near future.  


3. Increase your Emergency Fund.  It turns out our grandparent’s advice to save for a “rainy day” is 

timeless.  


◦ Make sure you have at least three months of living expenses in cash.  (Preferably six 

months.)


4. Do not “panic sell” during stock market downturns.  


◦ Remember, becoming “more conservative” after a market declines simply means you 

have made temporary losses permanent by “selling low” and eventually “buying high.”  


5. Don’t put assets needed for short-term goals at risk in the stock market.


◦ For example; assets that are used for retirement income in the next three to five years 

should not be in equities/stocks.  Instead, utilize cash, bonds, pensions and other fixed 

income assets to ensure that your short-term income needs are not at risk.


6. And lastly, lean on your financial planner for support.


◦ We can walk you through the data and help you stick with your plan.


Roster of Official Recessions


This is the full post-Great Depression roster of 

official recessions.  
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For further discussion on this topic visit 
our Leading Edge Financial Planning 
YouTube channel to watch our two-part 
series on Recession Preparedness.   

Source: Charles Schwab
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