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Source: St. Louis Federal Reserve, NBER



EXPANSIONS AND RECESSIONS
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VARIOUS STAGES OF MARKET CYCLES
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ECONOMIC CYCLES
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Certain key economic indicators have often preceded the end of economic
expansions and equity bull markets. Barring any unforeseen events or shocks,
changes to these key indicators have historically provided a useful guide to
recognize changes in the economic cycle.

KEY LATE-CYCLE INDICATORS

6

Interest 
Rates/Policy

The Yield 
Curve

Economic 
Growth

Output Gap Inflation Unemployment

Equities Credit Spreads



INTEREST RATES/POLICY
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Expected Late-Cycle Behavior: Rising and then stabilizing

Source: St. Louis Federal Reserve, NBER, NEPC
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THE YIELD CURVE

8

Source: Bloomberg, NBER, NEPC

Expected Late-Cycle Behavior: Flattening

The 10-2 spread is the typical 
metric used to assess yield 
curve flattening. Historically 

when the 10-2 spread inverts, 
a recession is likely in the 
following 12-18 months. -3%
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YIELD CURVE INVERSION AND EQUITIES
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EQUITIES
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Source: S&P, Bloomberg, NBER, NEPC

Expected Late-Cycle Behavior: Peaking
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CREDIT SPREADS

11

Source: Barclays, Bloomberg, NBER, NEPC

Expected Late-Cycle Behavior: Stable/Rising
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ECONOMIC GROWTH
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Source: Bloomberg, NBER, NEPC

Expected Late-Cycle Behavior: Moderating
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OUTPUT GAP
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Expected Late-Cycle Behavior: Near/Above Potential Output Gap

Source: Bloomberg, NBER, NEPC

The output gap measures the 
difference between actual 
and potential production 
capacity of an economy
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INFLATION
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Expected Late-Cycle Behavior: Rising

Source: Bloomberg, NBER, NEPC

-5%

0%

5%

10%

15%

20%

25% US Inflation

Recession Indicator

Annual CPI



CURRENT INDICATORS SUMMARY
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Key Indicator Expected Late Cycle Behavior
Late Cycle 

Conditions?

Interest Rates Rising, then stabilizing Yes

The Yield Curve Flattening Yes

Equities Peaking Uncertain

Credit Spreads Stable/Rising Yes

Economic Growth Moderating Uncertain

Output Gap Near/Above Potential Yes

Inflation Rising Yes, but low

Unemployment Falling/Bottoming Uncertain

As of April 2019



VALUATIONS AND EARNINGS INFLUENCE
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CHOPPINESS IS TYPICAL IN LATE CYCLE
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MONEY TO BE MADE IN THE LATE CYCLE…
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• Robustness

• Excesses/Pressures

• Monetary Response

• Exogenous Factors

• Timing/Length

EVERY LATE CYCLE IS UNIQUE
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WHERE ARE WE TODAY?
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• Diversify for range of scenarios

• Evaluate total risk exposure

• Rebalance regularly

• Scrutinize portfolio liquidity

• Consider countries not in late cycle

ASSET ALLOCATION ACTION LIST
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DISCLAIMERS & DISCLOSURES
• Prepared exclusively for attendees of the 2019 NEPC Investment Conference. Not 

for redistribution. 

• The opinions presented herein represent the good faith views of NEPC as of the date 
of this presentation and are subject to change at any time.

• The comments provided herein should be considered a general overview and do not 
constitute investment advice, are not predictive of any future market performance, 
are not provided as a sales or advertising communication, and do not represent an 
offer to sell or a solicitation of an offer to buy any security. 

• Information used to prepare this report was obtained directly from various external 
sources.  While NEPC has exercised reasonable professional care in preparing this 
report, we cannot guarantee the accuracy of all source information contained within 
or the completeness of such information.

• All investments carry some level of risk.   Diversification and other asset allocation 
techniques do not ensure profit or protect against losses.

• NEPC does not generally provide legal, regulatory or tax advice. Please consult your 
attorney or tax advisor for assistance as needed.  

• Past performance is no guarantee of future results.
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