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Bond markets in the fourth quarter experienced a significant amount of volatility as investors attempted to
gauge the extent of further Federal Reserve tightening and the likelihood of an economic slowdown as we
move into 2019. For the full year, the broad US bond market return was flat while yields vacillated
dramatically in the final months of the year.
The benchmark 10-year Treasury began the fourth quarter yielding 3.05% and quickly shot up to a high of
3.24% on November 8th before plummeting to 2.69% on December 31st. The Fed continued with its
tightening campaign, raising short-term interest rates another 0.25% on December 19th to a range of
2.25-2.50%, despite unprecedented criticism from President Trump. Meanwhile, the yield curve continued to
flatten and market pundits fretted about the possibility of a recession developing in 2019 or 2020.
As of this writing, the spread (or difference) between 10-year Treasury yields and 2-year Treasury yields
stands at 21 basis points (0.21%) versus a spread of 54 basis points (0.54%) at the beginning of 2018. Many in
the press have noted that every recession since World War II has been preceded by an inverted yield curve
which occurs when short-term interest rates are higher than long-term interest rates. In early December, the
yield on the 5-year Treasury dipped below the yield on the 2-year Treasury, causing everyone to panic that
the rest of the curve would imminently invert.
However, it is important to note that not every inverted yield curve has resulted in an economic recession.
For example, in 1998, 5-year yields dipped below 2-year yields but the rest of the curve di not follow suit. And
no recession developed.
From our perspective, the flattening of the yield curve indicates the general expectation that economic
growth will slow in 2019. This should not come as a surprise given the strong growth we experienced in 2018
– much of which was helped by substantial fiscal stimulus (the tax cuts). But this alone doesn’t guarantee
we’ll see a recession. Nonetheless, given the uncertainty of the current economic picture, we believe the
prudent approach is to maintain our long-held stance in 3 to 6-year maturities and a continued focus on
high-quality bonds.
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Bo nd Marke t Yie lds 12/31/2018
Average Mone y Marke t Fund

0.56%

10 Yr. AAA Muni Bond

2.29%

5 Yr. AAA Muni Bond

1.93%

10 Yr. AA Corporate
Bond—Long Te rm

3.65%

5 Yr. AA Corporate
Bond—Inte rme diate

3.24%

10 Yr. U.S. Tre asury

2.67%

30 Yr. Fixe d Rate Mortgage
(Conforming)

4.51%
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The opinions expressed herein are strictly those of Osborne Partners Capital Management, LLC (“OPCM”) as of the date of the material and is
subject to change. None of the data presented herein constitutes a recommendation or solicitation to invest in any particular investment strategy
and should not be relied upon in making an investment decision. There is no guarantee that the investment strategies presented herein will work
under all market conditions and investors should evaluate their ability to invest for the long-term. Each investor should select asset classes for
investment based on his/her own goals, time horizon and risk tolerance. The information contained in this report is for informational purposes
only and should not be deemed investment advice. Although information has been obtained from and is based upon sources OPCM believes to be
reliable, we do not guarantee its accuracy and the information may be incomplete or condensed. Past performance is not indicative of future results. Inherent in any investment is the possibility of loss.
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