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The Recession Scorecard — An Objective Guide to Recession Forecasting

If there’s one question we're asked more often than any other, it has to be "What are the odds we're heading into a recession?” As
the current economic recovery continues aging, any whiff of equity or credit market volatility is often met with a healthy dose of
recession fear. While predicting turning points in the economic cycle is admittedly difficult, we find that having an objective
framework can help guide rational macroeconomic decision making. In this month’s “Bond iQ”, we introduce our Recession
Scorecard — a compilation of 17 key pieces of market and economic data that have proven to be reliable indicators of turning points
in the economic cvcle.

RECESBIUON SUURECARD™

RECESSION REGENT RECESSION

INDICATOR i el I 2018 2007 2001 1990
MARKET-BASED:
YIELD GURVE 0 IEE%‘;‘;%E S 2 NO NO YES YES NO
|G CORP SPREADS ABOVE 150 121 NO NO YES YES NO
HY CORP SPREADS ECE £ 388 NO NO YES YES NO
STOCK MARKET s T T L s 3.9% NO NO NO YES NO
LABOR MARKET:
JOBLESS CLAIMS (4 WK AVG) ABOVE 360K 224 NO NO NO YES YES
UNEMPLOYMENT RATE +0.5% FRCM BOTTOM 01% NO NO YES NO NO
TEMP EMPLOYMENT BELOW -1% YOY 2.4% NO NO YES YES NO
AVG WEEKLY HOURS 0.5% YOY 0.3% NO NO NO YES YES
BROAD ECONOMY:
LEADING INDICATORS 2% YOY 35% NO NO YES YES NO
COINILAGGING INDEX 96.3 OR BELOW 99.0% NO NO NO NO NO
ECRI WEEKLY LEADING INDEX -10% OR BELOW 37% NO NO NO NO NO
MANUFACTURING:
ISM MANUFACTURING i DTSBELE‘E‘gijE - 542 NO NO NO YES YES
CAPACITY UTILIZATION Py s 14 NO NO NO YES NO
NONDEFENGE CAP GCODS EX e s 53% NO NO NO YES NO
AIRCRAFT
%‘m}mm 35% YO 78% NO NO YES NO NO
HEs i Lk e 18 3-MTH RATE BELOW 0% 05% NO NO YES YES NO

15 PTS BELOW PEAK 76 NO NO YES NO NO

CONSUMER SENTIMENT
Any expectations presented here should not be taken as any guarantee or other assurance as to future results. Our opinions are a reflection of our best judgment at the time this

presentation was created, and we disclaim any obligation to update or alter forward-looking statements as a result of new information, future events or otherwise. The material
contained herein is based upon proprietary information and is provided purely for reference and as such is confidential and intended solely for those to whom it was provided by JIC

*Data as of March 2019
While there is no magic number of declining data points to formally affirm a recession, the scorecard framework has been an
invaluable tool to help us identify elevated risks of economic turning points. On average, the Recession Scorecard has generated
eight warning signals prior to the onset of the past three economic recessions. Once the scorecard begins to identify advanced
warning signals, it triggers a deeper dive into the economic data to make a more formal recession forecast.

In addition to helping us accurately identify past downturns, the Scorecard has also helped us avoid falsely calling recessions that
were just cyclical slowdowns. The fourth quarter of last year was a perfect example. The stock market fell almost 20% in the final
few months of the year, causing many to call the end of this recovery. But as the Scorecard above indicates, none of the economic
data that we follow had yet moved into recessionary territory. Using the objective Scorecard framework helped us to swim against
the tide of market sentiment and accurately avoid calling for a recession. Like good fixed income management, it’s imperative to
have an objective discipline when performing macroeconomic analysis. For more information on how we apply our Scorecard
framework to recession forecasting, please feel free to reach out to us.

Brandon Zureick, CFA Dale Coates, CFA
Portfolio Manager & Strategist Vice President & Portfolio Manager

513.389.2770 www.johnsoninstl.com




	Slide Number 1

