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Please note that the opinions discussed below are those of the individual authors and do not reflect a Man Group house view. 
All market data referenced below sourced from Bloomberg unless otherwise specified. 

 

5 June – 11 June, 2019 

Man Group 
Views From the Floor 

 

Thinking About a US Recession… 
Since the fourth quarter of 2018, we had been of the 
view that a US recession was not imminent. General 
consensus across Man Group was that none of the 
‘normal’ recessionary signals were flashing. Even when 
the yield on 10-year US Treasuries dipped below that of 
3-month Treasuries in December and again in March, we 
did not believe that there was an immediate cyclical 
signal. 

However, the tone changed with the Federal Open 
Market Committee press conference of 1 May, when 
Federal Reserve Chair Jerome Powell suggested that soft 
inflation data would likely be transient. For a market 
already pricing 25 basis points of policy rate cuts in 
2019, this proved a little disconcerting, and prompted a 
short-lived repricing of policy rate expectations. On 7 
May, ahead of a planned US visit by the largest-ever 
Chinese delegation, President Donald Trump reignited 
the trade war. Macro data that followed – but which 
crucially do not yet reflect the impact of renewed Sino-US 
tensions – showed weak industrial production and retail 
sales in both the US and China, and weak PMIs from 
Europe (particularly Germany, where the manufacturing 
PMI has been sub-50 since February). A little over a 
month on from the FOMC press conference, January 
2020 Fed Funds futures have priced another 55 basis 
points in policy rate cuts.  

So, not only has there been a repricing of rate 
expectations, but there are also three other signals that 
we are now keeping an eye on as a signal of a potential 
US recession.  

The first signal we are looking at is the spread between 
the 5-year Treasury note yield and the 3-month Treasury 
bill yield.  The ability of the yield curve to predict 
recession was first documented by Professor Campbell 
R. Harvey, Man Group’s investment strategy adviser. His 
analysis shows that the yield curve projections of a 
recession’s probability hit more than 80% in the 1970s 
and 1980s, then settled into the 40%-50% range for the 
last three recessions. As of 4 June, the yield curve 
implied about a 40% probability of a recession (Figure 1). 

Secondly, as of the fourth quarter of 2018, the output 
gap is running ahead of potential. (The output gap is the 
percentage difference between actual output and what 
the nonpartisan Congressional Budget Office estimates 
the economy could produce if it were operating at 
capacity, with all able workers and capital fully engaged. 

A negative number means the economy isn’t meeting its 
full potential, while a positive number means it’s going 
too fast.) This typically precedes a contraction in margins, 
which feeds into unemployment (Figure 2).  

Third, and as a corollary of the previous point, we are 
closely watching unemployment, which typically turns 
upwards before a recession. At present, it remains close 
to a record low. But in the context of these other data, 
incoming data are taking on particular importance.   

Ultimately, while we still do not think there is a risk of an 
immediate recession, we are now looking at a cyclical 
data that is some way from the recovery we anticipated 
at the start of the year, a trade war whose disruption is 
hard to quantify and a yield-curve inversion that could be 
signalling trouble ahead. 

Figure 1: Harvey Yield Curve Recession Probabilities: 12 Months 

Source: St. Louis Fed; as of 4 June, 2019. 

Figure 2: Output Gap Runs Ahead of Potential 

As of 31 March, 2019. 
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…As Current Expansion Becomes 
Longest on Record 
The context of our views of a US recession should be 
taken against the background of the length of the US 
economic expansion, which, in July, will become the 
longest on record at 121 months. 

 

With contribution from: Ed Cole (Man GLG, Managing Director) 
and Professor Campbell R. Harvey (Man Group, Academic 
Adviser). 
 

Figure 3: Length of US Economic Expansions 

Source: NBER. The expansion from June 2009 is 120 months, and counting. 
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Important Information  
This information is communicated and/or distributed by the relevant Man entity identified below (collectively the “Company”) subject to the following conditions and 
restriction in their respective jurisdictions. 

Opinions expressed are those of the author and may not be shared by all personnel of Man Group plc (‘Man’). These opinions are subject to change without notice, are 
for information purposes only and do not constitute an offer or invitation to make an investment in any financial instrument or in any product to which the Company and/or 
its affiliates provides investment advisory or any other financial services. Any organisations, financial instrument or products described in this material are mentioned for 
reference purposes only which should not be considered a recommendation for their purchase or sale. Neither the Company nor the authors shall be liable to any person 
for any action taken on the basis of the information provided. Some statements contained in this material concerning goals, strategies, outlook or other non-historical 
matters may be forward-looking statements and are based on current indicators and expectations. These forward-looking statements speak only as of the date on which 
they are made, and the Company undertakes no obligation to update or revise any forward-looking statements. These forward-looking statements are subject to risks 
and uncertainties that may cause actual results to differ materially from those contained in the statements. The Company and/or its affiliates may or may not have a 
position in any financial instrument mentioned and may or may not be actively trading in any such securities. This material is proprietary information of the Company and 
its affiliates and may not be reproduced or otherwise disseminated in whole or in part without prior written consent from the Company. The Company believes the content 
to be accurate. However accuracy is not warranted or guaranteed. The Company does not assume any liability in the case of incorrectly reported or incomplete 
information. Unless stated otherwise all information is provided by the Company. Past performance is not indicative of future results. 

Unless stated otherwise this information is communicated by Man Solutions Limited which is registered in England and Wales at Riverbank House, 2 Swan Lane, London, 
EC4R 3AD. Authorised and regulated in the UK by the Financial Conduct Authority. 

Australia: To the extent this material is distributed in Australia it is communicated by Man Investments Australia Limited ABN 47 002 747 480 AFSL 240581, which is 
regulated by the Australian Securities & Investments Commission (ASIC). This information has been prepared without taking into account anyone’s objectives, financial 
situation or needs. 

European Economic Area: Unless indicated otherwise this material is communicated in the European Economic Area by Man Solutions Limited which is an investment 
company as defined in section 833 of the Companies Act 2006 and is authorised and regulated by the UK Financial Conduct Authority (the “FCA”). Man Solutions Limited 
is registered in England and Wales under number 3385362 and has its registered office at Riverbank House, 2 Swan Lane, London, EC4R 3AD, England. As an entity 
which is regulated by the FCA, Man Solutions Limited is subject to regulatory requirements, which can be found at http://register.fca.org.uk. 

Germany/Liechtenstein: To the extent this material is distributed in Germany/Liechtenstein it is communicated by Man (Europe) AG, which is authorised and regulated 
by the Liechtenstein Financial Market Authority (FMA).  Man (Europe) AG is registered in the Principality of Liechtenstein no. FL-0002.420.371-2. Man (Europe) AG is an 
associated participant in the investor compensation scheme, which is operated by the Deposit Guarantee and Investor Compensation Foundation PCC (FL-
0002.039.614-1) and corresponds with EU law. Further information is available on the Foundation's website under www.eas-liechtenstein.li. This material is of a 
promotional nature. 

Hong Kong: To the extent this material is distributed in Hong Kong, this material is communicated by Man Investments (Hong Kong) Limited and has not been reviewed 
by the Securities and Futures Commission in Hong Kong. This material can only be communicated to intermediaries, and professional clients who are within one of the 
professional investor exemptions contained in the Securities and Futures Ordinance and must not be relied upon by any other person(s). 

Switzerland: To the extent this material is distributed in Switzerland, this material is communicated by Man Investments AG, which is regulated by the Swiss Financial 
Market Authority FINMA.  

United States: To the extent his material is distributed in the United States, it is communicated and distributed by Man Investments, Inc. (‘Man Investments’). Man 
Investments is registered as a broker-dealer with the SEC and is a member of the Financial Industry Regulatory Authority (‘FINRA’). Man Investments is also a member of 
the Securities Investor Protection Corporation (‘SIPC’). Man Investments is a wholly owned subsidiary of Man Group plc. The registration and memberships described 
above in no way imply a certain level of skill or expertise or that the SEC, FINRA or the SIPC have endorsed Man Investments. Man Investments, 452 Fifth Avenue, 27th 
fl., New York, NY 10018. 
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