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7KH 1H[W 5HFHVVLRQ� :LOO :H 6HH ,W &RPLQJ"

7KLV PRUQLQJ� .HLWK 3KLOOLSV DQG , FRQVLGHU ZKHWKHU ZH DUH OLNHO\ WR KDYH DGYDQFH ZDUQLQJ RI WKH HQG RI
WKH FXUUHQW H[SDQVLRQ�

5HFHQW H[SHULHQFH PDNHV LW KDUG WR EH RSWLPLVWLF� $FFRUGLQJ WR WKH RIILFLDO UHFRUG RI WKH 2FWREHU� ����
)20& PHHWLQJ� ´0DQ\ RI WKH >)20&@ PHPEHUV REVHUYHG WKDW� LQVRIDU DV FRXOG EH MXGJHG RQ WKH EDVLV RI WUDGLWLRQDO
LQGLFDWRUV� WKH DYDLODEOH GDWD GLG QRW SRLQW WR FXPXODWLQJ ZHDNQHVV DQG WKH RQVHW RI D UHFHVVLRQ�µ

7KH SUREOHP LV WKDW VXEVHTXHQW GDWD UHYHDOHG WKDW HFRQRPLF DFWLYLW\ KDG SHDNHG EDFN LQ -XO\�

1RZ� LW·V ZRUWK QRWLQJ WKDW WKH )HG ZDV QRW DORQH LQ EHLQJ VORZ WR UHFRJQL]H WKH EHJLQQLQJ RI WKH
GRZQWXUQ� VXUYH\V RI SULYDWH IRUHFDVWHUV UHYHDO WKDW UHFHVVLRQ FRQFHUQV RQO\ EHFDPH ZLGHVSUHDG ODWHU LQ
2FWREHU� DIWHU WKH UHOHDVH RI 6HSWHPEHU HPSOR\PHQW GDWD� 0DQ\ HFRQRPLVWV GRXEW ZKHWKHU D UHFHVVLRQ
ZRXOG KDYH GHYHORSHG DW DOO� ZHUH LW QRW IRU ,UDT·V LQYDVLRQ RI .XZDLW�

2QH RI WKH LVVXHV WKDW ZH DGGUHVV WKLV PRUQLQJ LV ZKHWKHU RXU SRRU IRUHFDVWLQJ SHUIRUPDQFH SULRU WR WKH
���� UHFHVVLRQ VKRXOG EH GLVPLVVHG DV D VSHFLDO FDVH� RU LV UHSUHVHQWDWLYH RI ZKDW ZH FDQ H[SHFW LQ WKH IXWXUH�

2YHUYLHZ

:H EHJLQ RXU SUHVHQWDWLRQ ZLWK D UHYLHZ RI VRPH EDVLF EXVLQHVV�F\FOH IDFWV�

7KHQ ZH GHVFULEH� LQ WXUQ� WKUHH LQGH[HV WKDW DUH VXSSRVHG WR VLJQDO WKH IXWXUH GLUHFWLRQ RI WKH HFRQRP\�
:H HYDOXDWH WKHLU SHUIRUPDQFH�

)LQDOO\� ZH ORRN DW ZKDW WKH OHDGLQJ LQGH[HV DUH WHOOLQJ XV QRZ�

6RPH %DVLF %XVLQHVV�&\FOH )DFWV

$ UHFHVVLRQ LV D SHULRG RI VXVWDLQHG� JHQHUDO GHFOLQH LQ HFRQRPLF DFWLYLW\� 3RVW�ZDU UHFHVVLRQV KDYH
UDQJHG IURP � WR �� PRQWKV LQ OHQJWK� DQG DYHUDJHG �� PRQWKV� 3RVW�ZDU H[SDQVLRQV KDYH UDQJHG IURP � WR
QHDUO\ � \HDUV LQ OHQJWK� DQG DYHUDJHG MXVW RYHU � \HDUV�

7KH VWDUWLQJ DQG HQGLQJ GDWHV IRU H[SDQVLRQV DQG UHFHVVLRQV DUH VHW E\ D FRPPLWWHH RI HFRQRPLVWV
DIILOLDWHG ZLWK WKH 1DWLRQDO %XUHDX RI (FRQRPLF 5HVHDUFK� RU 1%(5� 7KH 1%(5 LV D KLJKO\ UHVSHFWHG
SULYDWH RUJDQL]DWLRQ WKDW KDV EHHQ LQYROYHG LQ EXVLQHVV�F\FOH UHVHDUFK IRU RYHU �� \HDUV� 2QH RI LWV SURPLQHQW
HDUO\ PHPEHUV ZDV IRUPHU )HG &KDLUPDQ $UWKXU %XUQV� ,Q VHOHFWLQJ GDWHV IRU H[SDQVLRQV DQG UHFHVVLRQV� WKH
1%(5 FRPPLWWHH ORRNV IRU FOXVWHUV RI WXUQLQJ SRLQWV LQ RXWSXW� LQFRPH� VDOHV� DQG HPSOR\PHQW�

7KH 1%(5 KDV H[DPLQHG WKH F\FOLFDO WLPLQJ RI D ODUJH QXPEHU RI YDULDEOHV� 7KHVH YDULDEOHV DUH FODVVLILHG
DV OHDGLQJ� FRLQFLGHQW� RU ODJJLQJ DW F\FOLFDO WXUQLQJ SRLQWV� GHSHQGLQJ RQ ZKHWKHU WKH\ FKDQJH GLUHFWLRQ
EHIRUH� DW WKH VDPH WLPH DV� RU DIWHU RXWSXW� LQFRPH� VDOHV� DQG HPSOR\PHQW� 6RPH VHULHV KDYH D GLIIHUHQW
WLPLQJ DW EXVLQHVV�F\FOH SHDNV WKDQ DW EXVLQHVV�F\FOH WURXJKV� 7KH XQHPSOR\PHQW UDWH� IRU H[DPSOH� LV
FODVVLILHG DV D OHDGLQJ LQGLFDWRU DW F\FOLFDO SHDNV� EHFDXVH LW XVXDOO\ WXUQV XS EHIRUH RYHUDOO HFRQRPLF DFWLYLW\
EHJLQV WR GHFOLQH� +RZHYHU� LW LV FODVVLILHG DV D ODJJLQJ LQGLFDWRU DW WURXJKV� EHFDXVH LW W\SLFDOO\ GRHVQ·W EHJLQ
WR IDOO XQWLO VHYHUDO PRQWKV DIWHU RXWSXW� HPSOR\PHQW� DQG VDOHV EHJLQ WR ULVH�
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Is the current expansion
getting long in the tooth?
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Figure 1

2EYLRXVO\� OHDGLQJ LQGLFDWRUV DUH RI VSHFLDO LQWHUHVW WR WKH HFRQRPLF IRUHFDVWHU�

7KHUH LV D FRPPRQ SHUFHSWLRQ WKDW H[SDQVLRQV GLH RI ROG DJH6WKDW WKH ORQJHU DQ H[SDQVLRQ KDV UXQ� WKH
JUHDWHU WKH ULVN WKDW D UHFHVVLRQ LV DURXQG WKH FRUQHU� ,I WKLV SHUFHSWLRQ LV YDOLG� WKHQ ZH KDYH UHDVRQ WR ZRUU\�
IRU� DW VHYHQ \HDUV� WKH FXUUHQW H[SDQVLRQ LV QRZ WKH WKLUG ORQJHVW RQ UHFRUG� $V VKRZQ LQ )LJXUH �6ZKLFK
SORWV WKH OHYHO RI UHDO RXWSXW GXULQJ HDFK RI VHYHUDO UHFHQW H[SDQVLRQV6RQO\ WKH ����V DQG ����V H[SDQVLRQV
KDYH ODVWHG ORQJHU� 7KH ILJXUH DOVR VKRZV WKDW� FRPSDUHG WR RWKHU H[SDQVLRQV� WKH FXUUHQW H[SDQVLRQ KDV EHHQ
XQXVXDOO\ ZHDN�

)RUWXQDWHO\� FDUHIXO VWXGLHV KDYH VKRZQ WKDW WKH FRPPRQ SHUFHSWLRQ LV IDOVH� ([SDQVLRQV GRQ·W GLH RI ROG
DJH� WKH\ GLH HLWKHU EHFDXVH WKH HFRQRP\ EHFRPHV RYHUKHDWHG6IRUFLQJ WKH )HG WR KLW WKH EUDNHV WR SUHYHQW DQ
DFFHOHUDWLRQ RI LQIODWLRQ6RU EHFDXVH H[WHUQDO VKRFNV XQH[SHFWHGO\ UHGXFH WKH HFRQRP\·V SURGXFWLYH FDSDFLW\
RU FDXVH D VKRUWIDOO LQ GHPDQG� &XUUHQWO\� VRPH HFRQRPLVWV DUH FRQFHUQHG DERXW D VKRUWIDOO RI GHPDQG DULVLQJ
IURP WKH FULVLV LQ $VLD� 2WKHUV· IHDUV FHQWHU RQ WKH LQIODWLRQ WKUHDW IURP WLJKW ODERU PDUNHWV�

7KH &RQIHUHQFH %RDUG·V /HDGLQJ ,QGLFDWRUV

$V DOUHDG\ QRWHG� UHVHDUFKHUV KDYH H[DPLQHG D ODUJH QXPEHU RI HFRQRPLF LQGLFDWRUV� VHHNLQJ WKRVH WKDW

UHOLDEO\ OHDG PRYHPHQWV LQ WKH RYHUDOO HFRQRP\� (DFK PRQWK� HFRQRPLVWV DW WKH &RQIHUHQFH %RDUG6D SULYDWH
FRUSRUDWLRQ6WDNH D ZHLJKWHG DYHUDJH RI WHQ VXFK VHULHV WR REWDLQ WKH FRPSRVLWH OHDGLQJ LQGH[ WKDW ZH KHDU
DERXW LQ QHZV UHSRUWV� 5HVSRQVLELOLW\ IRU WKH LQGH[ ZDV SULYDWL]HG RQO\ WZR \HDUV DJR� 3UHYLRXVO\� WKH LQGH[
ZDV FRPSLOHG E\ WKH &RPPHUFH 'HSDUWPHQW� 7KH &RQIHUHQFH %RDUG LQGH[ LV WKH ILUVW RI WKUHH OHDGLQJ
LQGH[HV WKDW ZH ZLOO EH ORRNLQJ DW WKLV PRUQLQJ�

7ZR RI WKH VHULHV LQFOXGHG LQ WKH &RQIHUHQFH %RDUG LQGH[6VWRFN SULFHV DQG FRQVXPHU H[SHFWDWLRQV6DUH
GLUHFW PHDVXUHV RI SHRSOH·V FRQILGHQFH LQ WKH IXWXUH KHDOWK RI WKH HFRQRP\�

7ZR RWKHUV JLYH HDUO\ VLJQDOV RI VWUHQJWK RU ZHDNQHVV LQ WKH ODERU PDUNHW� )RXU VHULHV PHDVXUH QHZ
RUGHUV RU UHIOHFW GHOLYHU\ GHOD\V WKDW PD\ LQGLFDWH WKDW VDOHV DUH ULVLQJ IDVWHU WKDQ SURGXFWLRQ�

$OVR LQFOXGHG LQ WKH OHDGLQJ LQGH[ DUH WZR PHDVXUHV RI KRXVHKROG OLTXLGLW\ WKDW WHQG WR OHDG PRYHPHQWV
LQ VSHQGLQJ� WKH 0� PRQH\ VXSSO\ DGMXVWHG IRU LQIODWLRQ� DQG WKH VORSH RI WKH \LHOG FXUYH� PHDVXUHG E\ WKH
GLIIHUHQFH EHWZHHQ WKH ���\HDU 7UHDVXU\ ERQG DQG IHGHUDO IXQGV UDWHV� .HLWK ZLOO WDON PRUH DERXW WKH \LHOG
FXUYH ODWHU LQ WKLV SUHVHQWDWLRQ�



3

The Conference Board Index appears
to have performed well ...
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Figure 2

3ORWV RI WKH &RQIHUHQFH %RDUG LQGH[ VXJJHVW WKDW LW KDV GRQH D JRRG MRE RI SUHGLFWLQJ UHFHVVLRQV6VKRZQ
KHUH DV VKDGHG EDQGV6DQG H[SDQVLRQV� 7KH DYHUDJH OHDG DW WKH ILYH F\FOLFDO SHDNV VLQFH WKH LQGH[ ZDV ILUVW
UHOHDVHG LV RYHU � PRQWKV� 7KH DYHUDJH OHDG DW F\FOLFDO WURXJKV LV DOPRVW �ó PRQWKV�

,I WKHUH LV D SUREOHP ZLWK WKH &RQIHUHQFH %RDUG LQGH[� WKLV FKDUW VXJJHVWV WKDW LW LV QRW WKDW WKH LQGH[
IDLOV WR JLYH DGYDQFH ZDUQLQJ RI WXUQLQJ SRLQWV� EXW WKDW WKH LQGH[ RFFDVLRQDOO\ SUHGLFWV UHFHVVLRQV WKDW QHYHU
PDWHULDOL]H� ([DPSOHV LQFOXGH ����� ����� DQG ����� ,QGHHG� LW LV VRPHWLPHV VDLG WKDW WKH OHDGLQJ LQGH[ KDV
SUHGLFWHG � RI WKH SDVW � UHFHVVLRQV�

7KH DFWXDO KLVWRULFDO SHUIRUPDQFH RI WKH &RQIHUHQFH %RDUG LQGH[ KDV EHHQ VXEVWDQWLDOO\ ZRUVH WKDQ WKH
SUHYLRXV VOLGH VXJJHVWV� 7KH SUREOHP LV WKDW F\FOLFDO WXUQLQJ SRLQWV LQ WKH &RQIHUHQFH %RDUG LQGH[ WKDW DUH
REYLRXV WR XV QRZ6ZLWK WKH EHQHILW RI KLQGVLJKW6ZHUH RIWHQ QRW REYLRXV WR SROLF\PDNHUV DW WKH WLPH�

3DUWO\� WKH SUREOHP LV VLPSO\ WKDW WKH OHDGLQJ LQGH[ LV SXEOLVKHG ZLWK RYHU D ��PRQWK GHOD\� 3DUWO\� WKH
SUREOHP LV WKDW LW LV GLIILFXOW WR GLVWLQJXLVK VKRUW�WHUP IOXFWXDWLRQV LQ WKH LQGH[ IURP PDMRU VZLQJV XQWLO
VHYHUDO PRQWKV KDYH HODSVHG� $IWHU�WKH�IDFW UHYLVLRQV WR WKH OHDGLQJ LQGH[ DUH DOVR DQ LPSRUWDQW FRQWULEXWRU
WR WKH JDS EHWZHHQ WKH LQGH[·V DSSDUHQW VXFFHVV DQG LWV DFWXDO KLVWRULFDO SHUIRUPDQFH� :KLOH PRVW UHYLVLRQV
WR WKH LQGH[ DUH VPDOO DQG URXWLQH6UHIOHFWLQJ WKH DUULYDO RI QHZ� PRUH FRPSOHWH LQIRUPDWLRQ DERXW WKH LQGH[·V
FRPSRQHQW VHULHV6VRPH UHYLVLRQV UHIOHFW ZKROHVDOH UHIRUPXODWLRQV RI WKH LQGH[ LWVHOI�
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… but revisions distort the index’s
forecasting record
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Figure 3

$ QLFH LOOXVWUDWLRQ RI KRZ ORRNLQJ DW KLVWRULFDO SORWV FDQ H[DJJHUDWH WKH XVHIXOQHVV RI WKH OHDGLQJ LQGH[ LV
JLYHQ KHUH� 7KH OLQH SORWWHG WRZDUG WKH WRS RI )LJXUH � VKRZV WKH OHDGLQJ LQGH[ DV LW DSSHDUHG LQ 1RYHPEHU
����� DW WKH VWDUW RI WKH ������� UHFHVVLRQ�

7KH OLQH SHDNV LQ $XJXVW� RQO\ � PRQWKV EHIRUH WKH HFRQRP\ EHJDQ WR WXUQ GRZQ� ,W LV XQOLNHO\ WKDW DQ\
DQDO\VW ZRXOG KDYH IHOW FRPIRUWDEOH SUHGLFWLQJ D UHFHVVLRQ RQ WKH EDVLV RI WKLV LQIRUPDWLRQ�

7KH ORZHU OLQH SORWV UHYLVHG GDWD IRU WKH &RQIHUHQFH %RDUG LQGH[ RYHU WKH VDPH LQWHUYDO� 7KH UHYLVHG

SORW SHDNV IXOO\ � PRQWKV HDUOLHU WKDQ WKH SORW WKDW ZDV DYDLODEOH WR DQDO\VWV EDFN LQ ����� ,I WKLV SORW KDG
EHHQ DYDLODEOH DW WKH WLPH� WKH IDFW WKDW D UHFHVVLRQ ZDV FRPLQJ ZRXOG KDYH EHHQ REYLRXV� 7KH OHVVRQ LV WKDW
LI ZH ZDQW DQ KRQHVW UHFRUG RI D OHDGLQJ LQGH[·V IRUHFDVWLQJ DELOLW\� ZH PXVW OLPLW RXUVHOYHV WR ´UHDO�WLPH

GDWDµ6WKDW LV� GDWD DYDLODEOH DW WKH WLPH WKH IRUHFDVW ZRXOG KDYH EHHQ PDGH�

/HVVRQV IURP 5HDO�7LPH $QDO\VLV

$ IHZ \HDUV EDFN� .HQ (PHU\ DQG , XQGHUWRRN MXVW VXFK DQ DQDO\VLV RI WKH UHDO�WLPH IRUHFDVWLQJ
SHUIRUPDQFH RI WKH &RQIHUHQFH %RDUG·V OHDGLQJ LQGH[� :H IRXQG WKDW EHFDXVH RI WKH ��PRQWK GHOD\ ZLWK

ZKLFK WKH LQGH[ LV UHOHDVHG� WKH URXQGHGQHVV RI F\FOLFDO SHDNV LQ WKH LQGH[� DQG WKH LQGH[·V WHQGHQF\ WR WXUQ
GRZQ ZKHQ WKH HFRQRP\ LV PHUHO\ JRLQJ WR VORZ6QRW GHFOLQH6WKH LQGH[ FDQ QRW EH FRXQWHG RQ WR JLYH

DGYDQFH ZDUQLQJ RI UHFHVVLRQV� ,QGHHG� D IXOO\ UHOLDEOH UHFHVVLRQ VLJQDO KDV W\SLFDOO\ QRW EHHQ DYDLODEOH XQWLO �
PRQWKV DIWHU D UHFHVVLRQ KDV EHJXQ� 6LPLODUO\� D UHOLDEOH UHFRYHU\ VLJQDO KDV W\SLFDOO\ QRW EHHQ DYDLODEOH XQWLO

� PRQWK DIWHU HFRQRPLF DFWLYLW\ KDV EHJXQ WR H[SDQG� ,Q YLHZ RI WKLV ZHDN SHUIRUPDQFH� LW LV SHUKDSV QRW
VXUSULVLQJ VRPH HFRQRPLVWV KDYH WULHG WR GHYHORS DOWHUQDWLYHV WR WKH &RQIHUHQFH %RDUG LQGH[�

1RZ ,·OO WXUQ WKH SUHVHQWDWLRQ RYHU WR .HLWK 3KLOOLSV� ZKR ZLOO GLVFXVV WZR VXFK DOWHUQDWLYHV� DQG UHYLHZ

WKH VLJQDOV ZH·UH FXUUHQWO\ UHFHLYLQJ DERXW WKH GLUHFWLRQ RI WKH HFRQRP\�
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Predictive power less evident
in the early ‘90s
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7KH 6WRFN DQG :DWVRQ /HDGLQJ ,QGH[

,Q WKH ODWH ����V WZR HFRQRPLVWV IURP WKH 1%(5 FUHDWHG DQ DOWHUQDWLYH 8�6� OHDGLQJ LQGH[ XVLQJ PXFK
PRUH ULJRURXV VWDWLVWLFDO WHFKQLTXHV WR VHOHFW DQG ZHLJKW WKH OHDGLQJ LQGH[ FRPSRQHQWV� 7KH DXWKRUV SLFNHG �
OHDGLQJ LQGLFDWRUV IRU WKH LQGH[ DIWHU D VHDUFK RYHU ��� FDQGLGDWH VHULHV�

0DQ\ RI WKH FRPSRQHQWV RI WKH 6WRFN DQG :DWVRQ ([SHULPHQWDO ,QGH[ DUH VLPLODU WR FRPSRQHQWV RI WKH
&RQIHUHQFH %RDUG OHDGLQJ LQGH[� 7KHVH LQFOXGH EXLOGLQJ SHUPLWV� PDQXIDFWXUHUV XQILOOHG RUGHUV IRU GXUDEOH
JRRGV� SDUW�WLPH ZRUN GXH WR VODFN FRQGLWLRQV DQG WKH \LHOG FXUYH� &RPSRQHQWV ZKLFK DUH TXLWH GLIIHUHQW DUH
DQ H[FKDQJH UDWH PHDVXUH� WKH ���\HDU 7�ERQG UDWH DQG WKH LQWHUHVW UDWH VSUHDG EHWZHHQ ��PRQWK FRPPHUFLDO
SDSHU DQG ��PRQWK 7�ELOOV� ZKLFK LV RIWHQ UHIHUUHG WR DV WKH TXDOLW\ VSUHDG� 7KH ODUJHVW ZHLJKWV LQ WKH LQGH[
DUH JLYHQ WR FKDQJHV LQ WKH TXDOLW\ VSUHDG DQG LQ WKH \LHOG FXUYH�

6WRFN DQG :DWVRQ� LQ DQ HIIRUW WR EH SUHFLVH DERXW WKH LQWHUSUHWDWLRQ RI PRYHPHQWV LQ WKH OHDGLQJ LQGH[�
XVH WKH FKDQJHV LQ WKH LQGH[ WR FUHDWH D SUREDELOLW\ RI WKDW WKH HFRQRP\ ZLOO EH LQ D UHFHVVLRQ VL[ PRQWKV
ODWHU�

6	: ,QGH[ -XPSV 3ULRU WR 5HFHVVLRQV

7KH QHZ SUREDELOLW\ RI UHFHVVLRQ LQGH[ SHUIRUPHG ZHOO RYHU WKH SHULRG IURP ���� WR ����� $V VKRZQ LQ
)LJXUH �� WKH IRXU VLJQLILFDQW MXPSV LQ WKH LQGH[ ZHUH DOO IROORZHG E\ UHFHVVLRQV� 6LQFH WKLV LV WKH SHULRG WR
ZKLFK WKH PRGHO ZDV ILW� KRZHYHU� LW LV QRW VXUSULVLQJ WKDW WKH LQGH[ ZRUNHG YHU\ ZHOO� $V VKRZQ KHUH�
KRZHYHU� WKH 6WRFN DQG :DWVRQ OHDGLQJ LQGH[ GLG QRW JLYH D FOHDU VLJQDO RI WKH ���� UHFHVVLRQ� $OVR� DV (YDQ
PHQWLRQHG HDUOLHU� WKH SHUIRUPDQFH RI DQ LQGH[ FDQ EH GLVWRUWHG LI WKH LQGH[ LV DQDO\]HG XVLQJ UHYLVHG GDWD
DQG QRW GDWD WKDW ZDV DFWXDOO\ DYDLODEOH DW WKH WLPH�

%HFDXVH WKLV LQGH[ ZDV ILUVW SURGXFHG LQ ����� LW ZRXOG EH YHU\ GLIILFXOW WR GR D UHDO WLPH HYDOXDWLRQ RQ
GDWD SULRU WR WKDW WLPH� 7KH UHDO WLPH YDOXHV RI WKH LQGH[ VLQFH ����� KRZHYHU� KDYH QRW ILW WKH EXVLQHVV F\FOH
DV ZHOO DV VKRZQ KHUH� %XW EHIRUH , WXUQ WR WKH UHDO WLPH HYDOXDWLRQ RI WKH LQGH[HV� , ZRXOG OLNH WR GLVFXVV RQH
RWKHU PHDVXUH WKDW KDV EHHQ HYDOXDWHG IRU LWV DELOLW\ WR OHDG UHFHVVLRQV�
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A negative yield curve
is a strong recession signal
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7KH <LHOG &XUYH $OVR 6LJQDOV 5HFHVVLRQV

5HFHQW UHVHDUFK� PXFK RI LW ZLWKLQ WKH )HGHUDO 5HVHUYH 6\VWHP� KDV WRXWHG WKH SRZHU RI WKH \LHOG FXUYH
DV D SUHGLFWRU RI EXVLQHVV F\FOH WXUQV� $V VKRZQ LQ )LJXUH �� WKH GLIIHUHQFH EHWZHHQ WKH \LHOG RQ WKH ���\HDU
DQG ��\HDU WUHDVXU\ ERQGV KDV WXUQHG QHJDWLYH SULRU WR HYHU\ UHFHVVLRQ VLQFH WKH HDUO\ ����V� 7KH LQGH[
WXUQHG QHJDWLYH LQ WKH PLG���V� KRZHYHU� DQG ZDV QRW IROORZHG E\ D UHFHVVLRQ� ,Q RQH UHFHQW VWXG\� WKH
UHVHDUFKHUV IRXQG WKDW WKH \LHOG FXUYH ZDV D EHWWHU SUHGLFWRU RI UHFHVVLRQV DW OHDVW WZR TXDUWHUV LQ DGYDQFH
WKDQ D KRVW RI RWKHU LQGLFDWRUV� LQFOXGLQJ WKH 6	: LQGH[ DQG WKH &% /HDGLQJ LQGH[�

,Q D UHFHQW DUWLFOH LQ WKH .DQVDV &LW\ )HG 5HYLHZ� WKH DXWKRU IRXQG VWURQJ SUHGLFWLYH SRZHU IURP WKH
\LHOG FXUYH VSUHDG EXW QRWHG WKDW LW DSSHDUV WR PDNH D GLIIHUHQFH LI WKH \LHOG FXUYH GHFOLQHG GXH WR ULVLQJ
VKRUW UDWHV RU IDOOLQJ ORQJ UDWHV� 7KH DXWKRU QRWHG WKDW DOO 8�6� UHFHVVLRQV VLQFH ���� �ZLWK WKH H[FHSWLRQ RI
����� ZHUH SUHFHGHG E\ ORZ VSUHDGV ODUJHO\ FDXVHG E\ LQFUHDVLQJ VKRUW UDWHV DQG WKDW WZR UHFHQW HSLVRGHV RI
ORZ VSUHDGV WKDW ZHUH QRW IROORZHG E\ UHFHVVLRQ6WKDW LQ ���� DQG ����6ZHUH FDXVHG E\ IDOOLQJ ORQJ UDWHV� 6R
LQ DQDO\]LQJ WKLV LPSRUWDQW YDULDEOH LW LV XVHIXO WR GLVWLQJXLVK LI D ORZ RU QHJDWLYH VSUHDG LV FDXVHG E\ ULVLQJ

VKRUW UDWHV RU IDOOLQJ ORQJ UDWHV�

,W LV DOVR LPSRUWDQW WR QRWH WZR DGYDQWDJHV RI WKH \LHOG FXUYH DUH WKDW LW LV QRW VXEMHFW WR UHYLVLRQ� ZKLFK
PHDQV WKDW WKH PRYHPHQWV VKRZQ LQ WKH FKDUW ZHUH WKH DFWXDO PRYHPHQWV DW WKH WLPH� DQG LW LV DYDLODEOH GDLO\

DQG YLUWXDOO\ LQVWDQWDQHRXVO\ �

$ 5HDO�7LPH &RPSDULVRQ

7R EHWWHU FRPSDUH WKH SHUIRUPDQFH RI WKH WKUHH OHDGLQJ LQGH[HV WKDW ZH KDYH GLVFXVVHG� ZH ILUVW FDOFXODWH
WKH SUREDELOLW\ RI UHFHVVLRQ IRU ERWK WKH &RQIHUHQFH %RDUG OHDGLQJ LQGH[ DQG WKH \LHOG FXUYH EDVHG RQ KRZ
WKHVH LQGLFDWRUV EHKDYHG QHDU SHULRGV RI SDVW UHFHVVLRQV� 7KH SUREDELOLWLHV DUH FDOFXODWHG XVLQJ RQO\ GDWD WKDW
ZRXOG KDYH EHHQ DYDLODEOH WR XV KDG ZH FDOFXODWHG WKHP HDFK PRQWK GXULQJ WKLV SHULRG� 7KH PHWKRG WKDW ZH
XVHG ZDV GHYHORSHG E\ WKH VWDWLVWLFLDQ 6DOLK 1HIWFL� 7KHVH UHDO�WLPH HVWLPDWLRQV DUH VKRZQ LQ )LJXUH � SORWWHG
DORQJ ZLWK WKH UHDO�WLPH 6WRFN DQG :DWVRQ SUREDELOLWLHV RI UHFHVVLRQ�
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Leading Indexes have behaved
differently in the ‘90s
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Figure 6

7KH SUREDELOLW\ RI UHFHVVLRQ HVWLPDWHG ZLWK WKH &RQIHUHQFH %RDUG OHDGLQJ LQGH[ DQG WKH \LHOG FXUYH
MXPSHG SULRU WR WKH VWDUW RI WKH ���� UHFHVVLRQ� JLYLQJ VRPH DGYDQFH ZDUQLQJ RI DQ LPSHQGLQJ GRZQWXUQ�
7KH UHFHVVLRQ VLJQDOV VXEVLGHG SULRU WR WKH VWDUW RI WKH UHFHVVLRQ� KRZHYHU� DQG PD\ KDYH OHG DQDO\VWV WR
H[SHFW WKDW WKH OLNHOLKRRG RI UHFHVVLRQ KDG HDVHG� ,Q -XO\ ����� DW WKH SHDN RI WKH EXVLQHVV F\FOH� WKH
SUREDELOLW\ RI UHFHVVLRQ ZDV ��� EDVHG RQ FKDQJHV LQ WKH \LHOG FXUYH DQG ��� EDVHG RQ FKDQJHV LQ WKH
&RQIHUHQFH %RDUG LQGH[�

7KH 6WRFN DQG :DWVRQ LQGH[ URVH PRGHUDWHO\ IRU D EULHI PRPHQW LQ HDUO\ ���� EXW WKHQ GHFOLQHG�
UHPDLQLQJ DW ORZ OHYHOV WKURXJKRXW PRVW RI ���� DQG ����� 7KXV� ZKLOH WKH 6WRFN DQG :DWVRQ LQGH[
SHUIRUPHG ZHOO RYHU WKH SHULRG IRU ZKLFK LW ZDV HVWLPDWHG� LWV SHUIRUPDQFH GXULQJ WKH ���� UHFHVVLRQ OHDYHV
DQ LPSRUWDQW TXHVWLRQ PDUN DV WR KRZ WKLV PHDVXUH ZLOO SHUIRUP RYHU WLPH�

7KURXJKRXW WKH UHVW RI WKH ����
V WKH SUREDELOLW\ RI UHFHVVLRQ UHPDLQHG ORZ IRU DOO WKUHH LQGH[HV� 7KH
&RQIHUHQFH %RDUG LQGH[ H[SHULHQFHG D PXFK KLJKHU GHJUHH RI YRODWLOLW\� JHQHUDOO\ UHIOHFWLQJ D JUHDWHU
VHQVLWLYLW\ WR FKDQJHV LQ WKH JURZWK UDWH RI WKH HFRQRP\� 2YHUDOO� WKHQ� WKH UHDO�WLPH DQDO\VLV IRU WKH SHULRG
VLQFH ���� UHYHDOV WKDW WKH WKUHH LQGLFDWRUV RIWHQ EHKDYH GLIIHUHQWO\ DQG LW PD\ EH XVHIXO WR PRQLWRU DOO WKUHH�

)LQDOO\� WXUQLQJ WR WKH PRVW UHFHQW PRQWKV� WKH RQO\ LQGLFDWRU VKRZLQJ DQ\ VLJQV RI UHFHVVLRQ LV WKH \LHOG
FXUYH� DOWKRXJK WKLV VLJQDO LV VWLOO YHU\ PLOG � DERXW �� SHUFHQW XVLQJ GDWD IURP WKH ILUVW ZHHN LQ $SULO� $OVR�
WKH \LHOG FXUYH KDV IODWWHQHG EXW WKH UHGXFWLRQ LV GXH WR D GURS LQ ORQJ UDWHV ZKLFK� LQ WKH SDVW� KDV EHHQ OHVV
OLNHO\ WR VLJQDO UHFHVVLRQ WKDQ LI WKH FXUYH IODWWHQHG GXH WR ULVLQJ VKRUW UDWHV� 7KH RYHUDOO PHVVDJH RI WKH
LQGLFDWRUV VHHPV WR EH WKDW FRQWLQXHG H[SDQVLRQ LV OLNHO\ WKLV \HDU� ,W LV UHDVVXULQJ WKDW WKLV RXWORRN LV
FRQVLVWHQW ZLWK D FRQVHQVXV RI SULYDWH IRUHFDVWHUV ZKLFK LV IRUHFDVWLQJ WKDW 5HDO *'3 ZLOO JURZ ��� SHUFHQW
WKLV \HDU�

&DYHDWV WR WKH 8VH RI /HDGLQJ ,QGH[HV

:H FRXOG VWRS KHUH EXW LW LV LPSRUWDQW WR FRQVLGHU VRPH RI WKH FDYHDWV WR WKH XVH RI OHDGLQJ LQGH[HV� 7KH
ILUVW FDYHDW LV WKDW WKHUH KDYH EHHQ RQO\ QLQH UHFHVVLRQV LQ WKH SRVW ZDU SHULRG� 6R IHZ REVHUYDWLRQV WR WHVW
RYHU UHGXFHV WKH FRQILGHQFH LQ WKH UHVXOWV�

7KH VHFRQG FDYHDW LV WKDW WKH &RQIHUHQFH %RDUG LQGH[ PD\ SODFH WRR JUHDW D ZHLJKW RQ WKH
PDQXIDFWXULQJ VHFWRU� 2XW RI WKH WHQ LQGLFDWRUV LQ WKH LQGH[� IRXU DUH IURP WKH PDQXIDFWXULQJ VHFWRU� 7KLV
HPSKDVLV RQ PDQXIDFWXULQJ PD\ EH SDUWLFXODUO\ UHOHYDQW WR WRGD\ EHFDXVH WKH UHFHQW ULVH LQ WKH YDOXH RI WKH
GROODU PD\ KDYH DQ HVSHFLDOO\ ODUJH LPSDFW RQ WKH PDQXIDFWXULQJ VHFWRU�
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7KH WKLUG FDYHDW LV WKDW LW LV YHU\ GLIILFXOW WR MXGJH IDOVH VLJQDOV� (YDQ PHQWLRQHG HDUOLHU WKDW WKH &% LQGH[
KDV SUHGLFWHG � RXW RI WKH ODVW � UHFHVVLRQV� $ SRVVLEOH H[SODQDWLRQ LV WKDW SROLF\ PDNHUV KDYH WDNHQ DFWLRQ WR
RIIVHW WKH HPHUJLQJ ZHDNQHVV� SUHYHQWLQJ D UHFHVVLRQ IURP GHYHORSLQJ� 6RPHWKLQJ OLNH WKLV PD\ KDYH
KDSSHQHG LQ ����� $IWHU WKH &RQIHUHQFH %RDUG OHDGLQJ LQGH[ SHDNHG LQ 0DUFK ����� WKH )HG ORZHUHG WKH )HG
)XQGV UDWH EHJLQQLQJ LQ 6HSWHPEHU� WKHUHE\ RUFKHVWUDWLQJ D VRIW ODQGLQJ WKDW� KDG WKH\ QRW KDG HDUO\ ZDUQLQJ�
PD\ KDYH WXUQHG LQWR D UHFHVVLRQ�

:LOO ZH VHH WKH QH[W UHFHVVLRQ FRPLQJ"

7KH LQGLFDWRUV LQ OHDGLQJ LQGH[HV W\SLFDOO\ PHDVXUH H[SHFWDWLRQV DERXW� RU RUGHUV IRU� IXWXUH HFRQRPLF
SURGXFWLRQ� ,W LV QRW VXUSULVLQJ WKHQ WKDW WKHVH LQGLFDWRUV PD\ FKDQJH GLUHFWLRQ SULRU WR FKDQJHV LQ EURDGHU
HFRQRPLF YDULDEOHV VXFK DV HPSOR\PHQW RU 5*'3� 5HVHDUFK E\ .RHQLJ DQG (PHU\ VXJJHVWV WKDW WR UHDOO\
NQRZ IRU VXUH D GHFOLQH LQ WKH &RQIHUHQFH %RDUG·V /HDGLQJ ,QGH[ LV VLJQDOLQJ UHFHVVLRQ� WKH VLJQDO KDV WR EH
VR VWURQJ RU VR SURORQJHG WKDW� RQ DYHUDJH� LW RFFXUV WKUHH PRQWKV DIWHU WKH UHFHVVLRQ KDV VWDUWHG� :KLOH WKLV
PD\ VHHP D YHU\ SRRU UHVXOW� UHFHVVLRQV� VXFK DV WKH RQH WKDW RFFXUUHG LQ ���������� RIWHQ DUHQ·W DSSDUHQW DW
ILUVW DQG HDUO\ ZDUQLQJ VLJQDOV� HYHQ LI WKH\ RFFXU DW WKH EHJLQQLQJ RI WKH UHFHVVLRQ� DUH RIWHQ RI KLJK YDOXH�

,Q UHVSRQVH WR FULWLFLVP RI WKH &RQIHUHQFH %RDUG·V /HDGLQJ ,QGH[� UHVHDUFKHUV KDYH VRXJKW RXW EHWWHU
UHFHVVLRQ LQGLFDWRUV� 7KH 6WRFN DQG :DWVRQ ,QGH[� ZKLOH JLYLQJ OLWWOH ZDUQLQJ RI WKH ���� UHFHVVLRQ� KDV D
VWURQJ VWDWLVWLFDO IRXQGDWLRQ DQG PD\ EH D XVHIXO LQGH[ LQ WKH IXWXUH� 7KH \LHOG FXUYH KDV KDG D JRRG UHFRUG
LQ SUHGLFWLQJ UHFHVVLRQV IRXU TXDUWHUV LQ DGYDQFH DQG VKRXOG EH PRQLWRUHG FORVHO\� (YHQ WKH \LHOG FXUYH�
KRZHYHU� GRHV QRW KDYH D SHUIHFW UHFRUG�
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)LQDOO\� ZH PD\ VHH WKH QH[W UHFHVVLRQ FRPLQJ� EXW LI ZH GR� WKHQ LW LV OLNHO\ WKDW LW ZLOO QRW RFFXU� ,Q IDFW�
ZH PD\ EH JHWWLQJ VR JRRG DW VHHLQJ UHFHVVLRQV FRPLQJ WKDW WKHUH DUH IHZHU WKDW PDWHULDOL]H� 6LQFH 1RYHPEHU
���� ZH KDYH H[SHULHQFHG RQO\ HLJKW PRQWKV RI UHFHVVLRQ � WKH IHZHVW LQ KLVWRU\ IRU D WLPH SHULRG RI WKLV
OHQJWK� 6HYHUDO WLPHV RYHU WKLV SHULRG� VXFK DV LQ ����� D GHFOLQH LQ WKH &RQIHUHQFH %RDUG·V OHDGLQJ LQGH[ ZDV

IROORZHG E\ D GURS LQ WKH )HGHUDO )XQGV UDWH DQG D VORZLQJ� UDWKHU WKDQ D GHFOLQH LQ WKH RYHUDOO HFRQRP\�

$W SUHVHQW� WKH \LHOG FXUYH LV JLYLQJ WKH VWURQJHVW VLJQDO RI DQ HFRQRPLF VORZGRZQ� EXW HYHQ LW VD\V WKDW
WKH RGGV RI D UHFHVVLRQ GXULQJ ���� DUH QR KLJKHU WKDQ � LQ ��


