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1. Introduction. The 2008-2009 recession
as a ‘crash-test’ for various leading indicators

The cyclical indicators approach has been used for decades since [Burns
& Mitchell, 1946] but in the wake of the last recession, the interest for it has
been rekindled all over the world. Just for the USA alone, several new tech-
niques and indicators were introduced in the past years (see, for example,
[Evans et al., 2002], [Crone, 2006], [Chuavet and Hamilton, 2006], [Chuavet
and Piger, 2008], [Novak, 2008], [Aruoba et al., 2009], [Wildi, 2009], [Stock
and Watson, 2010b]) but the real quality of these ‘newcomers® was not well
established. During the last recession, the performance of such ‘veterans’ as
indexes by The Conference Board, ECRI, ISM, PhilFed, OECD, etc. has also
not been validated in comprehensive and comparable manner.

Another problem with cyclical indicators is that their usage in real time
has not yet been fully clarified. Contemporary global economic life is meas-
ured in days and hours, but most common economic indicators have inevita-
ble lags of months and sometimes quarters (GDP). Is it possible for a leading
indicator (which is monthly in most cases) to be timely? Moreover, the real-
time picture of economic dynamics may differ in some sense from the same
picture in its historical perspective, because all fluctuations receive their prop-
er weights only in the context of the whole. Therefore, it’s important to un-
derstand whether the existing indicators are really capable of providing im-
portant information for decision-makers. In other words, could they be useful
in real-time? What does the experience of the last recession tell us in this re-
gard?

To answer this question we have to examine a series of more narrow ones.
Among them: was the last recession expected? Did the leading indicators re-
ally give signs of the beginning and (separately) the end of the recession in
advance? Why could the experts hardly recognize the turning points in real
time? Could and would a turning points’ forecasting be entirely objective?

In our paper all of the problems are examined for two countries: Russia
and the USA. Originally, we started our research with Russia' and then added
the USA as a country which is more traditional and more vital for business

!'See [Smirnov, 2010a] and [Smirnov, 2010b].
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experts and academics. Such ‘doubling’ of analyses allows us to get more
broad and convincing conclusions.

In Section 2 we cite some officials — just to remind of the situation as it
was on the eve of the recession. The methodological approaches to detecting
turning points in real time are discussed, the literature is surveyed and a sim-
ple ‘rule of thumb’ for comparisons of various cyclical indicators is suggest-
ed in Section 3. Then, we take a look at whether the cyclical indicators gave
signals in advance in the USA (Section 4) and in Russia (Section 5). In Sec-
tion 6, we ascertain a gap between indicators’ signals and experts’ diagnosis
(especially in their recognition of the recessions) and discuss the reasons for
it. In final Section we make the conclusions.

2. Was the last recession expected?

The USA: unexpected financial turbulence followed by unexpected
contraction of real economy

If one should look at 2007 from the current moment in time he will easily
see the signals of a forthcoming crisis. There were two most prominent signs:
a) permanently (since the beginning of 2006) decline of the real-estate mar-
ket; and b) negative (since July 2006) spread between long-run and short-run
interest rates. Right now one could say that the last means that there were some
important investors who had begun to prepare their portfolios for a serious re-
cession. But at the moment the common point is different. The majority of
politics, businessmen, and experts thought that the fall of the reale-
state was only a correction at a local sector, and negative interest spread was
attributed to the heightened demand from China and oil-exporters countries
for long US government bonds (those countries really needed such an instru-
ment to sterilize their huge positive trade balance).

So one should not be too surprised that the financial turmoil which came
from sub-prime mortages market was unexpected on the part of Federal Re-
serve. It can be seen quite well from the comparison of three successive FOMC
statements released during only ten days in August 2007:

FOMC statement, August 7, 2007: “...[T]he economy seems likely to con-

tinue to expand at a moderate pace over coming quarters, supported by

solid growth in employment and incomes and a robust global economy...
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The Federal Open Market Committee decided today to keep its target for
the federal funds rate at 5—1/4 percent”.

FOMC statement, August 10, 2007 (three days later): “In current cir-
cumstances, depository institutions may experience unusual funding needs
because of dislocations in money and credit markets... The Federal Re-
serve will provide reserves as necessary through open market operations...
at rates close to the Federal Open Market Committee s target rate of 5—1/4
percent”.

FOMC statement, August 17, 2007 (seven more days later): “Finan-
cial market conditions have deteriorated, and tighter credit conditions and
increased uncertainty have the potential to restrain economic growth go-
ing forward. In these circumstances, although recent data suggest that the
economy has continued to expand at a moderate pace, the Federal Open
Market Committee judges that the downside risks to growth have increased
appreciably”.

But despite all this deterioration in financial markets, the Federal Reserve

avoided lowering its target for the federal funds for over a month — until Sep-
tember 18. At that time, the Federal Reserve made its first step in a long run
of its anti-crisis decisions and lowered the rate by 50 basic points. The rea-
soning behind it was the following:

FOMC statement, September 18, 2007: *“Economic growth was moderate
during the first half of the year, but the tightening of credit conditions has
the potential to intensify the housing correction and to restrain economic
growth more generally. Today's action is intended to help forestall some
of the adverse effects on the broader economy that might otherwise arise
from the disruptions in financial markets and to promote moderate growth
over time”.

As one may see, the Federal Reserve still hoped to fix the financial turbu-

lence without allowing it to wound the real economy. One would also remember
that Dow Jones touched its historical maximum during the session on October
11, 2007. It means that it was not just the Federal Reserve that was so optimis-
tic! And even a quarter later, in January 2008 Federal Reserve insisted:

FOMC statement, January 22, 2008: “Today s policy action (lowering of
the federal fund rate by 75 basic points. — S.S.), combined with those tak-
en earlier, should help to promote moderate growth over time and to mit-
igate the risks to economic activity.”

It is now well known that the Great Recession begun at that moment while

the Federal Reserve still hoped “to promote moderate economic growth over
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time”. So the contraction in real sector was quite unexpected by policy mak-
ers in the USA, wasn’t it?

Russia: “a haven of stability”

On January 23, 2008 just one day after the mentioned Federal Reserve’s
decision, Alexei Kudrin, the Russian Finance Minister, easily admitted to the
‘global crisis’ but refused any risk for Russian economy in his interview which
was taken during the World Economic Forum in Davos. He said:

“In the past few years, Russia has managed to achieve economic stability

piling up substantial international reserves, which play the role of an air-

bag. I believe Russia will soon be the focus of attention as a haven of sta-
bility... As a country with substantial reserves, Russia could help soothe

the global crisis” (World Economic Forum in Davos, January 23, 2008;

http://en.rian.ru/russia/20080123/97602999. html).

Andrei Klepach, Russian deputy economy minister, was the first official
who recognized the beginning of the recession in Russia. On December 12,
2008 (almost three months after Lehman Brothers bankruptcy!) he said:

“The recession has already begun and, I'm afraid, it won't end in two

quarters” (http://rbth.ru/articles/2008/12/15/151208 recession.html).

As the recession was confessed three months after it had started it was un-
expected by policy makers, wasn’t it?

3. Data and methods

Using cyclical indicators in real-time: statement of the task

Of course policy makers’ optimism may be attributed to their fears of self-
realized forecasts (economic agents may reduce their activity being guided
just by ‘official’ predictions and hence the recession scenario would be real-
ized). But what did the existing cyclical indicators show on the eve of the cri-
sis? Were there signs of recession visible in advance or not? The answer to
this question is not as simple as it seems, because these indicators, just like
all other financial and economic indicators, tend to fluctuate. Therefore, one
must decide whether these fluctuations are just white noise or do they contain
an important signal about changes in the trajectory of economy as well. In
other words, one must extract middle-run changes in the trajectory resting
upon only a few observations.



Statistical methods used for detecting
turning points: a survey

There were tens of resourceful researches devoted to cyclical turning points
dating and prediction. We’ll only enumerate a few formal methods which have
been applied to this problem:?

— Regression analyses: [Alexander and Stekler, 1959], [Hymans, 1973],

[Stekler and Schepsman, 1973], [ Vaccara and Zarnowitz, 1978], [Wecker,

1979], [Auerbach, 1982], [Kling, 1987], [Huh, 1991], [Stock and Watson,

1992], [Broyer and Savry, 2002], [Stock and Watson, 2003], [McGuckin

and Ozyildirim, 2004], [Kholodilin and Siliverstovs, 2006], [Nilsson and

Guidetti, 2008];

— Spectral analyses: [Hymans, 1973], [Sarlan, 2001];

— Dynamic factor model: [Stock and Watson, 1989], [Huh, 1991], [Stock

and Watson, 1992], [Diebold and Rudebush, 1996], [Kim and Nelson,

1998], [Matheson, 2011];

— Principal components: [Stock and Watson, 1999], [Evans et al., 2002],

[Stock and Watson, 2002];

— VAR in its various modifications: [Canova and Ciccarelli, 2004], [Duek-

er, 2005], [Galvao, 2006], [Paap et al., 2009], [Dueker and Assenmacher-

Wescheb, 2010];

— Macroeconomic models: see [Watson, 1991], [Del Negro, 2001];

— Various statistical “diagnostics” rules adopted from engineering, infor-

matics, biology, medicine and other sciences (even from earthquakes fore-

casting): [Neftci, 1982] and the followers ([Palash and Radecki, 1985],

[Diebold and Rudebush, 1989], [Huh, 1991], [Koening and Emery, 1994],

[Diebold and Rudebush, 1996]);* [Mostaghimi and Rezayat, 1996]; [Birch-

enhall et al., 1999]; [Keilis-Borok et al., 2000]; [Qi, 2001]; [Andersson et

al., 2004], [Andersson et al., 2006]; [Wildi, 2009]; [Berge and Jorda,

20117;

— Markov regime-switching models: [Hamilton, 1989], [Lahiri and Wang,

1994], [Hamilton and Perez-Quiros, 1996], [Layton, 1996], [Layton, 1998],

[Layton and Katsuura, 2001], [Koskinen and Oller (2004)], [Chauvet and

Piger, 2003], [Chauvet and Piger, 2008], [Levanon, 2010];

2We tried to list the references for each group in their chronological order but scarcely the
task is solved without drawbacks and omissions.
3 See also critics of assumptions of Neftci’s method in [Emery and Koening, 1992].

8



— Various modifications of probit and logit models:* [Nazmi, 1993],

[Mostaghimi and Rezayat, 1996], [Estrella and Mishkin, 1998], [Birchen-

hall et al., 1999], [Chin et al., 2000], [Layton and Katsuura, 2001], [Duek-

er, 2002], [Chauvet and Potter, 2002], [Pelaez, 2005], [Leamer, 2007],

[Novak, 2008], [Kauppi and Saikkonen, 2008], [Harding and Pagan,

2010];

— Many other more or less formal methods as well as their combinations:

[Jun and Joo, 1993], [Anderson and Vahid, 2001], [Sephton, 2001], [Ca-

macho and Perez, 2002], [Price, 2008].

As recessions are very rare events, it’s difficult to estimate parameters
by traditional statistical methods. And more: all these methods usually need
a long statistical time-series and some ‘true’ set of peaks and troughs for his-
torical ‘learning period’ to estimate parameters of the models. These assump-
tions are more or less fulfilled for the USA with their high quality statistics
and the NBER’s conventional list of business cycle turning points.’ In many
other countries (especially in emerging countries and Russia in particular)
the quality of statistics is much worse and there are no common views on
dating of cyclical turning points. But even for the USA the situation is not
entirely clear. In most cases the ‘in-sample’ results for such models are much
better than ‘out-of-sample’; hence the quality of any such model in real time
is under great doubt. And more, if an expert monitors business cycles in real
time it’s not enough for him to know that somewhere in the past somebody
has suggested a “really good” approach for forecasting turning points and a
“really good” filter for extracting the necessary information. Such an expert
is obviously needed in regular (no less than monthly) publications of an in-
dicator, which is based on this ‘correct’ approach and this ‘good’ filter. With-
out such publications, nobody would use these scientific results in real
time.

The trouble is the usual absence of such publications: it’s not a typical task
for an academic to produce a regular statistical newsletter or even a figure for
the next month published via internet. Exclusions are not numerous. For the
USA we know: [Evans et al., 2002] (based on [Stock and Watson, 1999] and

4 Usually the probability of a recession is an output of such models (as well as markov
regime-switching models and many others). But in [Nazmi, 1993] and [Lahiri and Wang, 1994]
the probability of expansion is estimated.

5 Usually the NBER’s dating of turning points is considered indisputable. As far as we
know only [Stock and Watson, 2010b] and [Berge and Jorda, 2011] have studied the validity of
this dating by statistical procedures.



[Fisher, 2000]); [Chauvet and Hamilton, 2005]; [Chauvet and Piger, 2008];
and [Wildi, 2009]. For Russia it is [Smirnov, 2006].

Rules of thumb: a survey

In practice, an expert observes a wide spectrum of cyclical indicators. One
of them is constructed as an ‘optimal’ in some statistical sense; others sum-
marize the information from Business Tendencies Surveys (BTSs); and third
are completely empirical (like most of composite leading indicators), etc. If
an expert intends to compare their behavior in real time and to reveal the ones
which are possibly useful — for decision makers in highly uncertain situation
with unknown (‘open’) date of the successive turning point — he has no other
way but to analyze very simple statistical measurers of those indicators and
then to apply to them some rule of thumb.

Those measures found in literature are: a) changes in an indicator’s level
over a time span (one or several months, quarters, etc.); this is the most com-
mon way; b) diffusion indexes or dispersions of components of the composite
indicators (this approach is typical for more early papers: [Moore, 1954], [Bro-
ida, 1955], [Alexander, 1958]; see also [Harris and Jamroz, 1976], [Chaffin
and Talley, 1989], [Dasgupta and Lahiri, 1993]; [Novak, 2008]; recent papers
[Stock and Watson, 2010a] and [Stock and Watson, 2010b] with their ‘heat
charts’ also belong to this tradition).

As we decided to stint ourselves to only analyze the aggregated indexes
and not their components we looked at the changes measures. The rules of
thumb proposed before are:

— Two consecutive quarters of GDP decline (2Q or “Okun’s rule”). Many

have investigated this popular rule and remained unsatisfied (see: [Watson,

1991]; [Boldin, 1994], [Camacho and Perez, 2002], [Leamer, 2008], [Jor-

da, 2010], [Harding and Pagan, 2010]);

— Decline after N-month (quarters) span®: [ Alexander and Stekler, 1959]:

N from 1 to 7; [Vaccara and Zarnowitz, 1978]: 6 months span decline;

[McNees, 1987]: a half a year decline;

— Two, three, four, etc. months of consecutive decline of a cyclical indi-

cator (2CD, 3CD, 4CD). See: [ Vaccara and Zarnowitz, 1978], [Keen, 1983],

¢ By the N-th month the index has at least returned to the level of N months
earlier.
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[Palash and Radecki, 1985], [Koenig and Emery, 1991], [Del Negro, 2001],

[Tanchua, 2010], and others;’

— Various kindred rules: [Keen, 1983]: “two consecutive months of nega-

tive and decelerating growth™®; [Palash and Radecki, 1985]: “ a peak for two

or more subsequent months”’; [Koenig and Emery, 1991]: “the percentage
difference between the current value of the CLI and its maximum value over
the preceding twelve months”; “the percentage gap between the current val-

ue of the CLI and a twelve-month moving average of past values”; °

— ‘Accumulated’ measures: [Boldin, 1994]: three-out-of-four months of

decline; [Filardo, 1999]: four out of five months; [Altissimo et al., 2010]:

the percentage of synchronous movements (movements in the same direc-

tion) for a target indicator and predictors of this indicator;'?

— The “3-D” rule: the duration — depth — diffusion for recent moments in

comparison with their historical “standards” (see [The Conference Board,

20017);"

— Other thresholds’ rules, e.g.: 50% for PMI; 0% for PhilFed; 50% for

some probabilities of recession; —0.7 for the Chicago Fed National Activ-

ity index,'? etc.

The main shortcomings of the most popular rules are well known. All quar-
terly rules are not suitable for real-time analyses simply because of low fre-
quency and large publication lags. ‘The number of consecutive months of de-
cline (NCD)’ rules generate false signals too often if N = 2 or 3 (especially
for Russian economy with its high volatility); more prolonged periods of un-
interrupted decline (growth) are very rare, and hence this rule may generate
a lot of missed turning points. At last, 3D (duration — depth — diffusion) rule
is not applicable to our multi-countries and multi-indicators real-time analy-
ses because of: a) short history of many “new” leading indicators (for the USA

" The rule of two consecutive months of “high” probability of the recession was offered in
[Jun and Joo, 1993], [Nazim, 1993] and [Chauvet and Piger, 2008].

8 Statistical data on growth rates for three consecutive months are needed to be aware that
those rates have declined at decelerating rates for two consecutive months.

¥ [Zarnowitz and Moore, 1982] supposed to monitor sequential signals of recession and
recovery generated by a pair of indexes — leading and coincident growth rates. It’s a good idea,
but it had no followers for thirty years!

'9Tn general form this non-parametric measure of synchronization was introduced in [Pes-
saran and Timmermann, 1992].

1 Strictly speaking the “3-D rule” requires: a) the six-month growth rate (annualized) of the
CLI to fall below —3.5; and b) the six-month diffusion index to be lower than 50 percent. But all
the figures (—3.5%, 50%, 6 months) are retrieved from historical dynamics!

12See [Brave, 2009].
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as well as for Russia); b) relatively frequent methodological revisions for some
”old” indicators; and also c) short history of business cycles movements per
se (of course we mean Russia in this context). All these factors hamper sta-
tistical estimation of threshholds for each “D”.

Our ‘rule of thumb’

As it was stated above, we need to extract the middle-run changes in the
trajectory (changes in cyclical wave) resting upon only a few observations.
Many authors suppose (and we agree), that the minimum time span that is re-
quired before we may speak about cyclical decline (growth) is 6 months. We
assume that negative/positive cyclical wave is really under way if a cyclical
indicator is declining/growing in five (minimum) months out of six.

Designating a negative monthly change with —1 and positive monthly change
with +1, we may affirm that the sum for a six months span would be between
—6 and +6. If all six changes have the same sign, the sum is equal to —6/+6; if
only five changes have the same sign and one change has another sign the
sum is equal to —4/+4. If the sum is -2, 0 or +2 we may conclude that no def-
inite direction is observed.

The total number of combinations of six binary values is C(6,2) = 26 = 64.
As there are six combinations with five identical directions and one “other”
and only one combination with all six identical directions we may conclude
that the probability of ‘five (minimum) out of six’ sequence of symmetrically
distributed random variable is equal to 7/64 = 11%.

In more formal terms, we may say that in testing a null-hypotheses of no
change in trajectory (with an alternative hypothesis of negative/positive tenden-
cy) by our “five (minimum)out of six” rule we have a probability of Type I er-
ror (erroneous rejection of null hypothesis or a false turning point) equal to 11%.
It’s only slightly more than the usual threshold in statistical check of hypothe-
sis."?

For the subsequent comparisons, we decided to count a ‘net’ number of
months (from a 6 month span) when a cyclical indicator changed in ‘proper’
direction (‘down’ before a peak and ‘up’ before a trough). If an indicator drops
during all six last months it equals to —6; if it drops five times and rose only

B Incidentally, we may calculate probabilities of false turning point for various NCD rules.
For N =2 it is equal to 1/2% = 25%, for N = 3 it is equal to 1/2° = 12.5%; and for N =4 it is
equal to 1/2* = 6.25%. Obviously the 2CD rule will give a lot of false signals. It is less obvi-
ous for 3CD and 4CD rules but in any case those rules are not sufficient because of their short
time spans.
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once to —4; if there are four downs and two ups to -2, etc. It may be easily shown
(see Chart 1) that such an index really pertains to the NBER’s history of busi-
ness cycles. For example, as concerns for the Leading Economic Indicator (LEI)
by The Conference Board each recession of the last half century was evidently
accompanied by a slump of the score of the LEI to minus 4 or even less. '

Chart 1. ‘Net’ number of Months (from a 6 months span) with ups or downs
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Though the charts for other cyclical indicators are not so good in the long-
run, we want to compare different cyclical indicators by this criterion for their
movements during the 2008—-2009 recession — as it looked in real time. We
assumed that an indicator with ‘high’ absolute score on the eve of a turning
point had some anticipatory trend in proper direction and since it was possi-
bly useful for predictions in real time. On the contrary, an indicator with ‘low’
score showed only chaotic oscillations and hence was rather useless for pre-
dicting a turning point.

14One must also pay attention to ‘false’ signals in 1962 and 1966 which were accompanied
by a sharp decline in real GDP growth rates. Sometimes they were treated as true recessions
(see [Palash and Radecki, 1985, p. 39]). There also were extensive stabilization measures un-
dertaken at those moments (see [Shiskin, 1970, pp. 108-109]).
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Peaks and troughs

According to an old tradition, the turning points (peaks and troughs) for
the USA business cycles are defined and announced by the NBER’s Business
Cycle Dating Committee. This process has very long lags. For example, the
peak of December 2007 was announced only in December 2008 (12 months
later) and the trough of June 2009 — only in September 2010 (15 months lat-
er). One must agree that these are not in ‘real time’.

Fortunately we do not have to date a turning point in real time but rather
to predict an inevitable approach of such turning point (in fact, leading indi-
cators are usually constructed with this idea in mind). It means, that for our
research we have to compare the behavior of various cyclical indicators — ac-
cording to their historical vintages — in some suburb of turning points as they
are dated now (!) by NBER’s committee. It could be said that an expert or a
decision maker does not need an index which leads to some other index —
maybe ‘coincident’ but subject to several revisions in the future — but an in-
dex which makes it possible to predict the approaching of a turning point
which would be approved at some point in the future. That is why we used
December 2007 and June 2009 for our comparisons (the peak and the trough
of the last American cycle as dated by NBER). We suppose that various cy-
clical indicators had to point to an imminent turn of the economy but we don’t
strive for the exact dating of those turning points.

As far as Russia is concerned, there is no common procedure for dating
turning points. For this paper we defined May 2008 as a peak and May 2009
as a trough for the last Russian recession resting upon the dynamics of quar-
terly GDP and the monthly ‘basic branches’ coincident index.'® In addition to
the peak we suggest to consider the brink in September 2008: only after the
Lehman Brothers’ bankruptcy in the middle of the month, Russian economy
finally dropped into a deep recession.'

Real-time analyses and data vintages

All cyclical indicators are usually revised because of revisions of initial
statistical data, re-estimation of seasonal adjustments and general improve-
ment of methodology. All these reasons are quite natural and hence undispu-
table but they cause a doubling of perception: one view may be visible in real-

IS Weighted average of physical output indexes for industry, agriculture, construction,
transportation, retail trade, and wholesale trade.
1 One may find more details for our dating procedure in Appendix 3.
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time (with preliminary data) and quite a different one — in historical retrospec-
tive (with revised data and adjusted methodology). This problem is well known;
it was dealt with from time to time by various authors (e.g. see: [Alexander,
1958], [Stekler and Schepsman, 1973], [Hymans, 1973], [Zarnowitz and Moore,
1982], [Diebold and Rudebush, 1991], [Koenig and Emery, 1991], [Boldin,
1994], [Koenig and Emery, 1994], [Lahiri and Wang, 1994], [Filardo, 1999],
[Diebold and Rudebush, 2001], [Camacho and Perez, 2002], [Filardo, 2004],
[McGuckin and Ozyildirim, 2004], [Chauvet and Piger, 2008], [Leamer, 2008],
[Nilsson and Guidetti, 2008], [Paap et al., 2009], [Hamilton, 2010] and oth-
ers). The most common conclusion to these papers is that the final version of
cyclical indicators draws a favorable picture and hence one may be misled if
he puts himself in the hands of the revised historical time-series.

On the other side [Hymans, 1973], [Boldin, 1994], [Lahiri and Wang,
1994], [McGuckin and Ozyildirim, 2004] pointed that real-time data are also
useful (as a rule they mentioned historical versions of the modern LEI by The
Conference Board). Our aim here is to check the real-time qualities of seve-
ral cyclical indicators during the last recession; this way we are not interested
in their historical merits as they look now.

We couldn’t investigate all historical data vintages and all the movements
of all available cyclical indicators. This procedure would be too costly and
time-consuming. Rather, we analyzed only those time-series (vintages) which
had corresponded to the moments of cyclical turning points. Of course, in real
time nobody knew that the economy is just around the corner. But did the in-
dicators tell us that this change is approaching? In other words, our aim would
not be to predict the exact moment of a turning point in real time, but rather
to reveal a change of cyclical trajectory to the opposite direction.

4. Did the leading indicators give signals
in advance in the USA?

Leading indicators for USA economy

There are a lot of cyclical indicators for the USA based on very different
concepts and techniques. For the surveys of their behavior during various
American business cycles one may see: [Alexander, 1958], [Hymanis, 1973],
[Stekler and Schepsman, 1973]; [ Stock and Watson, 1989]; [Emery and Koen-
ing, 1992], [Nazmi, 1993 ], [Boldin, 1994], [Lahiri and Wang, 1994], [Mo-
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staghimi and Rezayat, 1996], [Filardo,1999], [Birchenhall et al., 1999], [Del
Negro, 2001], [Diebold and Rudebush, 2001], [Filardo, 2004], [Pelaez, 2005],
[Chauvet and Piger, 2008], [Harding and Pagan, 2010], [Hamilton, 2010],
[Levanon, 2010], [Berge and Jorda, 2011]. Usually, the LEI (Leading Eco-
nomic Indicator) by The Conference Board (or its predecessors) were the fo-
cus of researchers’ attention. ECRI’s coincident, leading and long-leading in-
dicators were studied in: [Layton, 1996], [Layton, 1998], [Layton and Kat-
suura, 2001]. The cyclical properties of PMI by ISM (previously named NAPM)
were analyzed in: [Torda, 1985], [Harris, 1991], [Dasgupta and Lahiri, 1993],
[Estrella and Mishkin, 1998], and especially in [Koenig, 2002]. One may also
see [Nakamura and Trebing, 2008] for PhilFed usefulness; [Novak, 2008] for
State coincident index; [Nilsson and Guidetti, 2008] for OECD CLI; [Brave,
2008], [Brave, 2009] and [Brave and Butters, 2010] for Chicago Fed Nation-
al Activity Index.

For our purposes, we chose more than a dozen well-known and regularly
available indicators (see Appendix 1). Almost all of them are monthly. There
are only two exceptions in our list: first, daily Aruoba-Diebold-Scotti (ADS)
index, and second, Weekly Leading Index (WLI) by ECRI. For comparabil-
ity with other indicators we took ADS index for the last day of each month
and WLI for the last week of each month."”

Predicting the ‘peak’ of December 2007

‘Real-time” picture for all selected indicators on the eve of the recession
is shown on Chart 2 and most general notes are summarized in Table 1. The
preliminary conclusions are quite obvious. The most well known coincident
(not leading!) indicators based on business surveys’ (ISM-PMI and PhilFed-
GAC) as well as less known (and also coincident) state diffusion index (Phil-
Fed-StateDI1) and National Activity index by ChicagoFed (CFNAI-MA3)
gave the most drastic signal for the economical drop in real time. Three com-
posite leading indexes (by OECD, ECRI and The Conference Board) also
gave strong reasons for anticipations of decline. At last, the new indicator by
Marc Wildi — which had not been introduced at the moment — could clearly
point to the recession. All other indicators gave little ground for predicting a
recession at its very threshold.

7ECRI also has a monthly composite leading index but it is not available for non-sub-
scribers.
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Peak of December 2007

Chart 2. The USA Cyclical Indicators and Their Y-0-Y % Changes (Differences) as They Were on the Threshold of the

e 10022}
» a 2002} .
¥ =
/ / 200260 5 Soozys =
- o
100280 & g
L~ H o > 200201 =
[ 00220 @ < L0060 2
00290 & . > 200280 |
~ \‘o\l 200250} 100220
o ~~ A \ £002'%0 @ L0020
5] 1002°€0 [ 200250 &
2 f > 100220 3 |2 w00zv0 &
E 3 p g0 33 | 2 100220
&) D ER | S 100220 &
) < ’/& ezt & 8 &g < 100210 £
N3 5 o0zt § 8 | A > so0zeL 4
S~ [ 900204 | bl 900241
s j % 900260 i 900204
>L > 900280 >L 9002°60 ¢y
s0z0 3 < = |900z80 §
7 | s0zen 5 K 900220 %
/‘ F 5o e | 9002'90 E
) [ %00z50 o & %0020 E
[ s00zv0 8 § 900250 T
L 9002€0 9002°€0
[ sozzo | ¢ 900220
- 900210 900240
LY e N - o 5 QY Q 3 © ° © 8
abueyd 9, ‘A-0-A sjuiod
i 100221 8 5 8 8 5 ¢ % ¢
» 200211 - 800210
. g
200201 // — £002°2)
£002°60 a - '/ 2002° 1 g
200280 3 L00z0L T
- 200220 4 200260 =
= 200290 & ) 100280 &
3 ) 80 o
5 200250 § S S/ 200220 =
3] 10020 < >< 100290 £
= Q . |
= 100260 8= N 200250
= o .
5 e 2 8 | 2 o
&n - =3 |- W
£ 200880 25 |y 100220 &
3 900zzk I A | > > o9
L O | D 200210 B
5 w0z o | > » 900zzL £
a w14 |3 > 9001
© 900260 2 900204
2 : ” +
g 900280 2 900260
9002'20 900280
=]
g‘ 900290 E B > 900220 Q
) 900250 m Q@ | 2 900290 5
O oozvo 2 5 | 900zs0 3
900z€0 © & 900270 =
200220 I $ ] 9002°€0 T
. 900220
900210
I~ 9002°10
g 588 e 8 8 2 ° 2 g 3
001 = 900z Atenuer sjuiod

17




Chart 2 continued

[ 8002'10 8002'10
s 2002°2h et 2002°2h
/{ 200214 200214
¢ 200204 200204
[ 2002'60 2002'60
[ 100280 > 100280
( 100220 = 100220 2
L 200290 & 100290 =
8 L002°S0 < L0050 <
3] [ 200210 | 200240 &
g \ 200260 200260 I
5 L 200220 200220
o [ 200210 — 200210
A i 900224 900224
900Z'L4 —— 9002'L4
> / 900204 _ ~ 900201
? )< 900260 3 900260 _
> < [ T 200280 & 900z80 3
N~ 900z'20 @ 900z'20 &
j s00z90 | 200790 |
[ / 9002'50 9002'50
9002 70 900270
< 9002'€0 9002°€0
; [ 900220 900220
9002'10 I 9002'10
w o ©» o w o o o © © o w o v o
- < S o ¢ <« = - o S < - i R
sjulog sjuiod
- 8002'10 8002'10
] 200224 i 200224
e 200214 < 200214
S 200204 200Z°04
bS] 2002°60 12002°60
5 200280 200280
= / 200220 < 200220 é’
S 200290 g 100290 =
= 200250 100250
> 1200240 00270 &
O 2002°€0 4 1002°€0 I
= 1200220 100220
54 2002°10 —— 2002°10
.f__:’ 90022k = 9002z}
= > 900Z'11 7 200Z'11
o 900204 _ / 9002°04
o 2 200260 900260 _
= 200280 § 900280 £
s Z 900z20 @ 900220 &
B 9002'90 | 9002'90 I
k51 - 9002'50 > 9002'50
g |~ 900270 9002'+0
8 9002°€0 9002°€0
5 900220 900220
8 / 9002'10 9002'10
o v o v o v 9o o < o < © ~ ©
o - <~ o o©o o - =) S S = = - <
sjulod sjuiod

18




Chart 2 continued
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Predicting the ‘trough’ of June 2009

Four indexes (see Chart 3 and Table 2) gave the most prominent signals
for the end of the recession in real time (July 2009). They are: ISM-PMI, ADS
M-Index, CFNAI-MA3, and the new indicator by Marc Wildi (WILDI-F). On
the other hand, their signals were not indisputable. The ISM-PMI was still
below ‘critical” 50% level (in fact it was even below 45% level); the ADS M-
Index had given a sudden leap some months ago (in October 2008) so it was
too risky to rely on the index to a full extent; theCFNAI-MA3 was still much
lower than the “~0.7 threshold”; and one from the pair of the Wildi’s indexes
(WILDI-R) still showed high probability of a recession (94%).

The growth of the index of anticipated business conditions (PhilFed-GAF)
was not very stable (net score for a 6 months span is only +2) but was very
impressive in its scale (more than 60 points). On the contrary, the index of
current business conditions (PhilFed-GAC) which had been quite informative
before the recession in the end proved to be practically useless before the re-
covery.

All composite leading indexes (by OECD, ECRI, The Conference Board,
and FIBER) as well as the state leading index (StateLI) by FRB of Philadel-
phia began to grow as of April 2009 and hence before the trough of the crisis.
One may decide for himself whether a strong growth of the leading indicators
during three consecutive months was really enough to believe the Great Re-
cession was at its end.

5. Did the leading indicators give signals
in advance in Russia?

Leading indicators for Russian economy

As cyclical indicators for Russia are less known than for the USA, we
compiled a full list of twelve available Russian indexes (see Appendix 2).
A brief overview of them suggests that only five are meaningful for evalua-
tion and comparison with each other: one is a ‘classical’ Purchasing Manag-
ers’ Index (PMI); three correspond well to ordinary logic of Composite Lead-
ing Indexes (CLI); and one is similar to the European Commission’s confi-
dence index. All others are not fully suitable for business cycle monitoring
simply because there are no available, comparable, and regularly published
monthly figures for them.
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Predicting the ‘peak’/’brink’ of
February/May/ September 2008

The only indicator which produced a definite signal for the recession in
real time was the Purchasing Managers’ Index (PMI) by Markit Economics
(see Chart 4 and Table 3). It has declined since February 2008 and after June
the negative tendency became quite clear; in August-September Markit-PMI
fell below 50, the level which is usually considered as a critical one.

Composite Leading Index (CLI) by Development Center (one of the Rus-
sian think-tanks) dropped to the seven-years minimum in September but the
recession was doubtful as there was no recession in Russia seven years ago.
Industrial Confidence Index (ICI) by Higher School of Economics (HSE) was
even worse: the index fell for several months before September but the am-
plitude of these fluctuations was quite ordinary and gave no reasons to fore-
cast the beginning of a recession.

At last, Composite Leading Indexes (CLI) by OECD was completely use-
less in real time — both in amplitude adjusted and in trend restored forms. In
fact, they rather pointed to a growth, not decline of the economy. Note, that
for the revised CLIs the opposite is the case: the OECD’s CLIs in their present
state gave the alarm signal not only for September 2008 but for May 2008
also. One may guess that the radical revision of the OECD’s CLI for Russia
made in February 2010 (it included a new set of components) was the main
cause of the improvement.

One way or another, there was not any indicator which could point to the
peak of February/May 2008 in real time.

Russia: predicting the ‘trough’ of May 2009

CLI by DC, PMI by Markit, and ICI by HSE all gave more or less clear
signal for the forthcoming trough in real time. The most definite warning came
from CLI by DC but PMI by Markit and ICI by HSE were also acceptable.
This can’t be said for CLIs by OECD: in real time they rather pointed to a
further decline of the Russian economy not to its bottoming. The picture
changed significantly after the revision in February 2010, but the question
about the usefulness of OECD’s CLIs for Russia is still open (for example the
revised indexes did not give proper signals for deceleration of the growth in
Summer and Autumn 2010).

24



Chart 3. The USA Cyclical Indicators and Their Y-0-Y % Changes (Differences) as They Were on the Threshold

of the Trough of June 2009
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Chart 3 continued
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Chart 3 continued
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of February/May/September 2008

Chart 4. Russian Cyclical Indicators and Their Y-o0-Y % Changes (Differences) as They Were on Threshold of the Peak/Brink
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Chart 5 continued

Y-o0-Y Differences
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Note: See Appendix 2 for sources and comments.
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6. Why did the experts recognize cycle turning
points in real time so rarely?

The main finding from the two previous sections is that some cyclical in-
dicators really gave important signals about the approaching turning points
during the 2008-2009 recession in real time but those signals were, for the
most part, not entirely definite (this concerns the USA as well as Russia). Since
the indexes didn’t give an obvious signal some final ‘diagnosis’ by an expert
who could weight all ‘pros’ and ‘cons’ and propose his personal conclusion
were obviously needed. But if one remembered what the experts told us in real
time, one would probably be surprised by a high degree of experts’ caution.'’

In particular, experts usually predict the ‘slowing of growth’ just before
the drop of the economy. Three expressive examples illustrate this point:

— January 2007, Edward Leamer (UCLA): “The models say that a reces-

sion is coming soon. The mind says otherwise” ([Leamer, 2007, p. 2]);

— November 2007, ECRI’s “U.S. Cyclical Outlook™: “Given the size of the

shocks hitting the economy, it is critical that ECRI’s leading indexes do not

switch to a recessionary track™; “The absence of such a combination has also

been key to avoiding wrong recession calls” (p. 2). Later (on December 21,

2007 — ECRI Weekly Update): “Still, given the positive export growth out-

look and room for further policy action, a recession is not inevitable” (p. 1);

— Late February 2008 (the recession has already begun at that moment),

Victor Zarnowitz (a guru in the field of business cycles): “Some pundits

mistake the fears for facts and believe the recession is already with us”

([Zarnowitz, 2008, p. 2]).

In fact, it’s not difficult to find more quotations like these; this point of
view was common (see Table 5).

Forecasting of the trough (and succeeding recovery) for the USA during
the last recession proved to be much better in spite of the fact that for cycli-
cal indicators the period of their improvements close to the trough was much
shorter than the period of falling close to the peak. Earlier, many authors have
noted that it’s less difficult to predict the end of a recession than to predict its
beginning (see: [Fels and Hinshaw, 1968], [Hymans, 1973], [Chaffin and Tal-
ley, 1989], [Koenig and Emery, 1991], [Koenig and Emery, 1994], [Fintzen
and Stekler, 1999], [Anas and Ferrara, 2004]).

'8 [Fels and Hinshaw, 1968] wrote about the 1957 peak: “Many were noncommittal, others
optimistic” (p. 30). Not much has changed since then. [Fintzen and Stekler, 1999] have studied
similar issues based on polls of professional forecasters near the beginning of 1990 recession.

36



‘(1834 ® Jey snid yorep) 80O uwnine ay) I2)je

[1un jou (jsarer Yymois jo doip e jou) AWOU0I Y} JO UOIOBIIUOD
9JeIOpPOW B 10J PAjIeM A1) ‘90U 00T ABJA UI UMOPMO]S,,

0} US) PUB YOIRA] UT  UMOPMO[S 2JBIOPOUL,, 0} JOOINO I[OKD
IM0I3 J19Y) PaSueYd ASY ], "OWES I} dI1oM SUONEBI0AdX 1191 §00T
A1eNn1q2q Ul (A[Uo g7 JO PIW Y} Ul SAJBI YIMOIF d1WOU0I VS
9y} JO UINIUMOP I0J payrem (DHO 00T ATenue( Ul ‘SpIoM Y10 UJ
9OUBADE UI SYJUOW XIS

Arorewnrxoxdde A31anoe orwouod? ur syurod Suruan [eusis Aew yorym
11D 2Y) U0 Paseq JOO[INO [OAD IMOIS  SALUNOD OB MOYS [S] 1D
Jo] sydei3 aaoqe 2y, :210w puy (00 ] MO[2q 25BIdUI) AIDA0IL
‘(00T MO[9q 9SBAIOIP) UMOPMOIS (OO SAOQE dSBIIIIP) UINJUMOP
‘(001 9A0qe 9sea1dur) uoisuedxa :SMO[[0] St PAUYAP d1e [TD A

J0o saseyd 91949 [IMOID),, :SUOTJBIYLIB[O SUIMO][[0] o} SAAIS DHO

'POAISSqO SI [sajer

IMOIS JO] uInumop & AJuo a19ym
wopSury] paju ay) pue AueuLon
‘sa1e1S patu) 9y 1dooxa Sarmou0od
UQADS Jo[eul [[B Ul UMOPMOIS B
2)BOIPUI BJEP /(00T JOQUIDAON],,

800C°10°T1

1'15-dDd0

+'800T ‘ST YIIRJA UO Ok} UOISSOIAI

oy uo a1M V'S oyl] om Jey) pajess AJuoppns [YDH,, JOuUIoiul

A} WOJJ UONHBULIOJUI SWOS 0) SUIPI0dIY "§0(7 SULINP SY0O[INO
10U} JO KI0ISIY OY} 90BI} J UP[NOD OS[E I\ “OIS-QOM I} UO 91)

SI YoIYM (J0qUId09(J 10§ J0U) /(0T JOqUIOAON] J0J dSBI[OI SMAU d)
Pasn oA\ 'SIOQLIOSQNS 0) AJUO J[qE[IBAE OB  JOO[INQ [BI1[0KD) 'S,
Papn saseatar smou Aqqyuowr vy ‘Aorjod wonesrjqnd s, [YDH 01 ang

. PAMIAAL 2q [1IS UBD UOISSIOAT
© SNy} ‘uoneIngyuod AIBuoIssaoal g ul
10K j0u d1€ saxapur Jurpea] ay[ ] .,

L00TCTI0C

N-TIM-TIOH

*£007 10quiaod( Jo yead oty paounouue pey YN U} 1oy jsnl
800 1oquiad9(J Ul AJuo (, Joypany uadaap pinod AJIANOL OIWOU0 Ul
UOOBIIUOD AU} PUEB IBIA MIU 1) OJUT dNUNUOD [[IM /00T 1oqUId0dJ

ur ue39q Jey) UOISSIAI A [ ,,) U0ISS2I2.4 PIOM J) PAUOTIUSUI PUEB

£(. Joypng 10eU0d AeW AJIAT)OR JIWUOUO0ID PUL ‘U00S da01duir 03
A[ay1un st AWOU0IH,,) dwi} 31y 3y} 103 (i) 8007 JOqUIDAON Ul
AWOU099 Y} JO UO1OV.LJU0D INOQR 9)0IM AU ¢ AJIAIIOR TUTUONBIM,,
10  AJIATIOR Jeam,, 9J0IM gD 1 8007 UT SYIUOW [BIJAJS 10,

Us133nys oq 03
AJoYI] ST AJTATIOR DTWIOUO0I {SSAUNBIM
STWIOU09? IOYIINJ 10] SYSLI Jurseaouy,,

800C°10°81

1471-90L

L00T 19quaddq 30 Yead oY L :¥SN YL

SION

JuIn [eak ur sisouserq

Ised[a
Joaeq

S10)BIIPU]

QwIL ] [y UI SIOJEdIPUI [BII[OA)) SNOLIBA JOF SOSEd[oy SMAN ‘¢ 9/qu]

37



‘o ST} 03 dn XOpUT SIY) 10J SOSLO[AI SMAU JB[NFI OU ATE AT T

13314-19ANBYD)

‘o s1y) 0) dn WaY) 10] SISLI[AI SMAU T NI A-1PIIM
OU I8 A1 [, (600 dUN[ UI) 19Je] pIudsald a1om SaxXopul asoy ], - VN % - TPIIM
. PUAI) [BOLIOISTY S)T MO[Oq SeM
AIATIOR OTWOU0DJ [RUOIIRU UI (1MOIT
"UOISSAI2I B JO POOYI[AYI] PASLAIDUT 1) 2OUNOUUE 0) YINOuD jou pue 11 $)S933ns anjeA aAnRIU SIY T,
(€0°0) 11q & 1sn[ sEM J1 ©90USH °, UNSIQ SLY UOISSIIAI B JBY) POOYI[I] “IOQUIDAON UT ()G (— WO JqUIdddJ
Sursearour ue sajedIpul uoisuedxd o1ou0d? jo porrad e Surmoroy ul £9°0— 03 PaseaIddp ‘CVIN-TVYNAD SVIN-TVNAD
0L°0— M0[2q an[eA €VIN-TVNAD ©,, qQuINy) JO [N 1Y) 0} SUIpI0ddy ‘o8e1oA® SUTAOW JUOW-2I) YL, | 80°10°CT 2 IVNAD
owin sIyy 03 dn Xopul SIy} 10J SISLI[I SMAU Je[n3ax
0U 218 1A [, "800 19qUIA09(J UI AJUO PIONPONUI SEM XopUul SOV YL - - sav
‘W) [E9I UI UOTJRULIOJUT
oU SeM I3} 0S ()] ()7 dUN( Ul PIONPONUI SBM [T RIS YL - - 1191818
“I9J] (IUOW dUO AJUO | “SUNOBNUO SI 10J03S FULINjoBJnURUL
yead £00g 10qu09( 2y paounouue YN ., 10109s SuLnjorjnuel ) oqIym [£00T 1oquiaoa( ui]
Ay} pue AWOU0I? [[BIGAO ) YJOq UI UOIIOBIUOD SAJLIIPUI [800T Surmoisd s1 AWou0d? [[BIDA0 ) 1By}
1290390 10J] TINd QY[L]" ", :oWI} 1SIY 9} J0J UOISSIII B PAUOIIUAUL | SAJBIIPUI []A[J Y} ‘DI0JAIdY [, "AWOU0ID
INSI 9uawow jey) 3y “(jAordnnueq s1oyjorg uewya] oy I9je jrey [Te19A0 21 jo uoisuedxo ue sajedIpul
B PUB [juow €) 8007 ‘¢ JoquiaAoN 03 dn syjuowr ud) 10j INST Aq A[re1ouas ‘owr jo porrad € 1940
PIoY Sem AWOU093 [[BIIA0 U} JO [)MOIT 9]} JNOQE UOISN[IUOD Y], quao1ad ¢ [4 JO SSOXO U [INd V| 80710720 TINd-INSIT
. sypuowr oa1y) 3sed oy 1oA0 A[dreys
PJRIOLIAIP ALY ANATOE 2ININJ
I10J suone1dadxa Swii ** payIom
sInoy a5e1oAe pue ‘yuowkordwo
‘syuowudrys ‘S19pI10 MU ‘AJIATIOR 10
"AWOU099 S [[BIOA0 AU} UI UOISSI0AI & Jnoqe SulyjAue S9Xopul 9} JO SSUIpeal dAleIoU Aq
P10} 10AU Ay [, “I0LISIP S 2uo Jo Funmjoenuew o} AJuo (A[jeinjeu P2UIPIAD SB ‘AIenue( Ul paudyeam AVD-padIyd
9)mb) s1y) Pa3daUT0d INg A[WI} SUTUIYRBIM B PAJRIS POJ[IYJ 10109s FuLIMjoRJNURW S UOISAI YL, | 80 T0°LI % DVD-PaAIIYd
IseIRI
S9JON Jwip [eax Ul sisougeiq Jo e s.10)edIpu]

panunuod ¢ a|quy

38



*90UBAPE UI A19A0031 3y} Funorpaid ur papasoons D

Je) 9013e ABW QUQ «'PURY I8 9q U00S AW AIDA0II [OAD ssauIsng

B OSBD YOIYM UI — JOO} UOAURD JU}» UO PIPUE] dARY ABW [SOXPUT
Surpea] oyp] Aoy Jey) Aiqiqissod oy} pauoruOW oM **[onssI Areniqo,|
) ug],, :2301M A3y} Juawndop SIy} uf duo [Ldy 2y} 18 payoo] oM ‘sn
01 9[qB[IBAR 10U ST, JOO[INQ) [BII[IAD) “S'(,, Y JO NSST A[nf oy} Sy

uozroy
o3 uo [s1] A19A0921 91942 ssouisng,,

60v0°LI

W-TIM-TIOH

| [EIUSPIOUT0D,, ISYJBI OIOM PUR , JUIPea],, A[PIeY d1oM

Koy Inq A[owm ssaf 1o a1ouwr d1om gD I, £q ysnon ay) jo suonorpard
A ‘Aqa19y ], N0 UI0))0q SeM UOISSII AY) Jey) pajels Ay
1Sn3ny ur ‘own ISy Ay} 10J A19A0931 © Jo AIfiqissod ay) pauonuaw
Aoy ATnf Ul ¢ 2I9A9S SSI[ AW0I2q P[NOI AJIAIOR UI UOTIORIIUOD ),
:pajorpaid preog 2oudrdjuo)) oy [, (j1dy ur) 910J9q syjuowr 2IY3 Y,

. Tor0oa1
0} uI30q ABw AWOU0DJ A} PUB 9SBd
0} ONUIUOD [[IM UOISSOIAI Y[,

60°L0°0C

1471-90L

6007 dung Jo ysnoay Ay L, :VSN AL

1 ur syuowdpnl oaneyienb ou are
219Y) AJUO UOTJBULIOJUT dAIBIIIURND SUIRIUO0D 9SBI[AI SMAU A[YIUOIA

80°10°9¢

3 (CERLEN
¥ 11d=%S

jSasATeur ow)-[eal

J10J yonur 00} ST eIep Ul Se| [BUONIPPE SYIUOW OM], "800 YOIBJA [Hun
U0ISS9021 & Jo Suruursaq Y 9souSerp 3 Upnod ay ‘. 9%0¢ uey) JoyeaId
sonIIqeqod syjuour omj,, JO NI ) 0} PAIAYPE U0 JI ‘A[ereun)iojun)
*,.OU ST JoMSUB SNONJIquiBUn 9y} ‘pUBY Ul BIBP Y} UIAIS UOISSIOI B
Ul 218 9M IOIOUM JO UOnsanb [enjoey o) 0) Sk ng ***SouI) JIep 10
Papeay ST AWouods a3 ey} 3[qIssod Aurelrdd s1 i1 10399s Sursnoy Yy
Jo uorsordwr oy SUIPUNOLINS SANUILIIIOUN AUBW O} UIALL) ISOI[IBD
9y} JB IOQUISAON] [I3UN UIS2q JOU PIP I ‘BIep Y} Ul 9[qISIA 2q 0) Su103
SI UOISSOII © J1 JBY) 2INS A[IIB] 9q UBD 9Mm JBY) Y3NOud MoJ SI 1 Inq
‘Innj ay) INOQe SNOAIU SN e 0) y3noud Y31y st siy ], Juedrad
G'91 AJUO Sem ‘BIBp 9ABY M [DIYM I0J JIUOW ISB[ 3} ‘190100

Ul UOISSOI9I B UI Sk AWOU099 UedLIdwy dy ey Aijiqeqoid ayp
‘Jopow o) 03 SUIPIOIIY,, :S2UII] Y.I0{ MIN 2y ] U AINIe ()ISSeH
UIADY YIIM) 19 U 9)0IM JAANRYD) JOIJ 00T ‘9] 1quiada(] uo Ing
‘o S1Y) 03 dn XOpul SIY) 10J SASL[AI SMAU JB[NFI OU AIe I [,

uojIuey
-joANEYD)

SOJON

JuIp [eax ur siIsouseIq

AsSeI[L
Joaeq

S10)BIIPU]

Panuinuod ¢ gy,

39



‘own s1y) 03 dn XOpul SIY) 10J SISB[AI SMAU JB[NFI OU oIe I, - 60°L091 sav
‘o) [B3I Ul UOTIBULIOJUT
oU SeM I3} 0S ()] ()7 dUN( Ul PAONPONUI SBM [T 9BIS YL - - g El3IN
,, 101098
SuLmoBINUEBL ) U UOTORIUOD
Jueptodwr AJoIeq St SIy) Ing ¢/, QU] OUIS ' [ WOLJ PISIAL Surnunuoo pue ‘AWOU0I? [[BIOAO oY)
APYSI]S Sem [9A9] [BOIILID AU JBY) AOTI0U OS[e ABUI QU() "UOISSIIAI ) Ul JJUOW QATINOISUOI PUOIIS I} 10
JO 9A2 91} UO OAT}OJYJO AIOA JOU SE J[OSI UMOYS PBY YOIYM ,quIntj) [IMOIT SOIBOIPUI [INJ U} ‘@101 I,
JO 9N, 9y} 1SN 0} IAYJAYM dPIOAP 0} PBY AUO QW) [BAI UL "' [{| AWOU0ID [[BIDAO 9] JO UoIsuedxo ue
JO [OAQ] [€O1ILID O} U0 A[QAISIOOP Spuadap 31 9sIn09 O 109)1od sojesIpul A[[etouss ‘owi jo porad €
1SOWe SUIAAS AWOUO0I [[BIDAO oY} UT YN0} Y} J0J SISOuIeIp o], | 1940 uao1dd 7 [ JO SSOX0 WI [N V., | 60°L0°T0 IINd-INST
..'SoUI[odp
Sunoadxo Joquinu oY) uey) J931e S
SYIUOW XIS XU 21 19A0 Judwkordurd
ur sasea1our uroadxe suly Jo
12qUINU A} “YIUOW AINOISUOD PIY)
1) 10J PUB ‘SYJUOUT XIS JXU [} JOAO
suonIpuod ur judtaAoxdur 10adxa
SuLIy Jey) 3sa33ns S10jed1pul oInyn,j
*** 189K 9} JO JTRY 1SIJ oY) JO Is0W
IOAO PAI)SIZAI 9501 Sk dFIe| se
"AWIou099 [[BI9A0 A1) JOU 2I0M SAUI[OAP YINOY[E ‘[uot
10} Y0O[IN0 J191]dX2 d10W © JAIS ) UPIP POJ[IYJ W) [B1 U] "Y3nox SIY) PAaNUNIUOD 103095 SULINOBINUBW AVD-padityd
® jo uonoipaid e se afessed sy ja1divyur Ajises Aew ouo Aepog], s, uor3a1 oy ur saured[g] -, 60°L0°91 ¥ DVD-PaIyd
*010Z punole e[ & 9AIdSQO PINOJ dM W) SIY) pue
A)IATIOR OIWIOUO0J2 puk [ Udamiaq Se| yuow XIs e sownsaixd @O0
1e1]) 108 913 JoJ 3dooxd pooT aynb st yjoopno oy *(, Isndny) . ysnon
[owrugecl., /(0T Af) YBN0N 9[qIsSOd,, /(8 dunf) UMOPMOS,,
:BUIMO[[0F 9 SBAM SYOOINO J[OAD IMOI3 s qDH( JO douanbas oy, J3non a1qrssod,, | 60°L0°01 I'10-dOd0
IseIRI
S9JON Jwip [edx Ul sisougeiq Jo e s.10jedIpu]

panunuod ¢ a|quy

40



1 ur syudwiSpn( daneyjenb ou are
219y} ‘A[UO UONRWLIOJUT dATIE)IURND SUTRINOD 9SBI[AI SMAU A[YIUOIA

60°L0°9C

€1qaeIs
® 118

'10q030Q-Toquudidog

ur A[UO UMOUY dWedAq SIY} Jey) SI 9[qnox Y], "peq jou A[[ear s I|
"600C 1snSny pue A[nf ur %0 sofoq paddoip Kiiqeqoid oy ‘1oey
uy ", Juadrad g mofaq 1. 600 JO Jo3enb ypnoy ayy ojur Sunse|
UOISSIAI SIY) JO SPPO A} JBY} ST SMaU poos oy [ ("S'S— W) yoed
9,8 In0qQe snuiw) uo os pue uadrad ¢g [Ldy ur ‘quaoiad zg st yorey
UI UOISSAIAI UI 3q [[IM M JBL) 9UBYD Ay} **"Sh Jo auo Aq padojoaap
19pow & 0} SUIPIOIDY,, :Saul1] YL0f MaN 2y ] Ul J[O1MIE (POsseH
UIAQY] YIIM) IO UT 9)0Im JOANRY)) JOIJ 600T ‘8T ATeniqa ] uo ing
o s1y) 03 dn Xopul SIy} 10J SISEI[AI SMIU JB[NSAI OU IB I ],

60°L0°1

uojIuey
-joANEYD)

‘o) SIy} 03 dn Xopul SIY) JOJ SOSLI[AT SMAU Je[NSoI OUu A1k AU,

60°L0°1

10314-10ANBYD

##30[q S IP[OA\ O} Ul PIJB[NULIOY SeM
UOISN[OUOD 3]} ‘SIOJEOIPUI A} JOJ SISEI[AT SMOU JE[NFI OU Ik AISY [,

«SN Ay
ur AI90A0091 JUSUIWIWI U JO S[eusIs,,

609081

AP
® A-TPI'M

“19)1enb e 10]

PoAe[ap sem SISOUSeIP JIdY) W) SIY) ‘“OOUIH ° [OIBISIY OIWOU0Oq
Jo neaing [euoneN 9y} Aq POUIULIAOP A[[ENIUOAD SB UOISSIIAI OB
JO pua o) (M AJ2SO[0 PIPIDUId /'(— SA0GE SEM CYIN-TVNLD oY)
UM [JUOW ISIY YY) ‘SUOISSIIAI SNOTAdId IN0J AY) 10,],, :UOISSAIAL
o) JO sypuow A[Ied d} doUIS W) JsIY d} JoJ pajou Ay (10quieydag
ur €9°0-) L"0— ey} 107013 [9AJ] & 0) paAoIdwl ¢VIN-TVNAD oY)
udyM ‘IoJe[ SyIuoW 931y} AJuQ (8- 03 ABJA UI "7~ WOIJ) oun(

Ul Xdpul Y} JO SLAIOUI A} UBY) QIOW ] USBM J1 “QUII)-[BAI U]

dunf ur paaoxdu
KJIAIIOB OIWIOUOID SMOYS XOpU[,,

60°L0°1C

EVINTIVNAD
® IVNAD

SOJON

JuIn [edx ur siIsouseIq

ASBI[IL
Joaeq

S10)BIIPU]

PanuInuod ¢ gy,

41



‘Indjno [)0} Jo SUI[IIP 10U SAJLI IMOIT
JO auIpoop noqe sy[e) OO SpIom 12yio uj “(aferdoAe uni Suoy)
001 2A0QE [[1IS ST [9AQ] $)1 INq SUISE2I10dP ST [T paIsnipe opmyrjdure

a) 1By SUBAW , UINJUMOP,, AZojourunia) s, qOHO oY) 03 FuIp1029y | (yutod 1se[ Y St isndny)  wWmumod,, | 80°01°01 1'1D-aDd0
101095 2y}
Jo uonoenuod JYSI[s A10A € Sunesrpur
‘8"61 PAIAISIZAI @[INJ SULINOBINUEBIA
URISSIY QUI[PEaY Y], "PUdI) pIEmUMOp
® panunuod uonepyur 9o1d ndur
pue 1sngny 01 paredwod 9soI SIPIO
Mau se Q) ur judwdaoidur aqissod
Jo suSIs a19m 219 Inq ‘roquiaydag
‘paatdoiad (A[3uoim) are armng Ul SIQINJOBINUBW URISSNY Aq PAJB]
1s01B3U A1} U JuswdAoIdwl Jo susis owog “Areroduwd) Suryowos SUONIPUOD SSAUISNQ JO UOIBIOLIN)OP
S uaYe) SIJ1INq Pajels SI SUONIPUOD SSAUISNG JO UOTIRIOLIAIOP Y], 1oyung & o) payutod “-e1ep [INd,, | 80°01°10 TN IR
8007 12quid)dag Jo yuLiq Ay |, ‘eIssny
6007 12quia1dag [1un JSIXd Xopul SIY) 10J SISLI[AI-SMIU J[qR[IBAR ON - - IDI-ASH
*SOIIOU0dH < ToYBIY UoAd
IIRIA 10 dDHO £q 1N0qe pay[e) SeM [OIYM [IMOIT JO UOTIRII[AIIP UQSLI Sey (2I0W UIAD PUE 9%,()'8—S"L)
uey) (A[3uoim) 9[qeqoid 210W USAD ST [IMOI3 JO UONRI[AIOY |  sdjel (ImoId y3iy Jo Ajiqeqoid oy, 80°90°81 110-0d
‘wistumndo yonw (qurod
00], "9suds Aue Ul UINJUMOP ® Jou ST (. MO[s,, ySnoy[e) uorsuedxy isef o st [udy) uorsuedxo mois,, 80°90°90 1'1D-aDao0
- Joquuoydag
JSB] 99UIS SUONIPUOI SSAUISNQ UL
judwdAo1dwl ISIMO[S Yy pa[eudis
[1INd] **800€ Jo 1orrenb js1y oy ut
“JudWOU 3} 0 SO u02s doed jueAonq ay) WoIj JoYuNJ
§ 10J Ud[[eJ Pey [JAJ St AJ[eroadsa ‘onsiundo 00y SwWaas 31 MON. PjeIdPOW 103998 SurmdINUE
"SISOUTRIP ) SeM Jey) — JUI[IIP JO PEISUI IMOIT JO UONRIAI(J s.erssmy Jo \moi3 [ayr] ", | 8090720 TN IR
8007 ABAl JO Yead Ay [, :eissny
IseIRI
S9JON Jwip [edx Ul sisougeiq Jo e s.10jedIpu]

panunuod ¢ a|quy

42



"POPURIXIH WY 6()( Z-OUN[-S N -OY}-UT-AIDA0II-JUSUIIWI-UB-JO-S[BUSIS-G 7/SoATy o1/ dyd-xopur/Soqyos/dp1/yo meyz-301q//:dny 4

“Jpd-AIB)uUauInIo) () 79419 IN O TV BIPEIIV-800 [ 0 Z/SOLIBIUSWILIOD /W0  BISE-RIPROIR MMM //:dNY 4

6007 1oquuodog [1un 3SIX Xopul SIY) 10J SOSBI[OI-SMIU J[qR[IBAR ON - VN IDI-ASH
mois
[eo11940 jo aseyd oy jJo Suruuisaq oy
“3UISBAIOIP JO SI)BI JO UONONPAI AU} AJUO JOU UIFIq [[IM JNOQE JOU ‘AUI[IAP JO FUIMO[S JNoqe
AWIOU099 JO 9SBAIOUT UB JIUOW B U “onstuarssad 003 SI j0o[Ino ay [, Je1 AJUO UBd 9M JUOWIOW Y} OL,, [ 60°90°ST 110-0a
‘u139q [[IM AI9A0DAI OIWIOUOD UB dINNJ JSIIBIU
o) ur Inq JeaK 2y Jo Furuurdaq ay) ur ased oy sem sIy T, “Indino [e10y
Jo aurpodp  Juons,, Jnoqe sy[er OFO ‘Spiom 1oyjo uf “(oferdae
uni 3uo[) [9A9] (O MO[oq SuIseaIodp sI [TD paisnipe opmidure (yurod o[qeqieae
oy} JEY) SUBDW  UMOPMOS,, AFO[ourtiLId) s, (JOHO Y} 0} SUIPI000Y 1se] oy st [LdY)  UMOPMOIS SUONS,, | 60°90°80 1'15-dDd0
8661
JO SISLIO [eIOURUT ) SuLINp U9S Jer)
UBY) UONORNUOD pasunouoid arow pue
“IM0I3 SUTOOYII0] A1) JNOQE JOU JNq UONOLNUOD | 19Fu0] & Furouarradxa [[1s ST 10303s 2}
JSUAUL SSO] JNOQE PIY[B} A AU} Uy} A0UIS (AR UL 94€°G) | ‘ABJA UL IOUINJ PAMO[S uLImjoejnuew
[2A3] %0S MO[2q [[NS SJ1 ATEnUE( UIS USSLI SeY [l YSNOy Y ut auI[odp JO 2Je1 A} YSNOWIV,, | 60°90'10 TN BN
6007 dung Jo y3no.ay dy I, :eissny
6007 10quaydog [un JSIXd XOPUI ST} J0J SOSLI[AI-SMAU d[R[IBAE ON - - IDI-ASH
«9lqenasur
9q 01 s1eadde 10J09s [BAI UI SUONIPUOD
ssoulsng Jo UoneIoLldp d[qeroordde
ue 1nq (Indino Jo Juisearoap)
*9]qeqoid 210w 9q 0] PAIIPISUOD ST SAJLI IMOIT MO] SISLIO [BO1[04AD © JO ANIQRIIAdUL
Jo orreudds ‘ysiy K194 9q 03 1eadde Jou SOOP UOISSIIAI B JO NSLI A, Y INOqe e} 0) A1 00} S 1], 80°01°0C 110-0a
aseaal
S9J0N Jwi [edx Ul sisougei(q Jo e S.10)BdIpU]

PanuInuod ¢ gy,

43



The reasons which have been given for this phenomenon are as follows:
(1) the transition from expansion to contraction is not often sharp or distinct
([Koening and Emery, 1994]); “We cannot get away from the fact that while
peaks are always led by slowdowns, slowdowns do not always lead to a busi-
ness-cycle peak” ([Alexander, 1958]), p. 301); (2) timely preventive measures
may preserve the economy from sliding into recession ([Stekler, 1972], [Anas
and Ferrara, 2004]); (3) ““...[R]ecessions are hard to predict, in part because
they are a result of shocks that are themselves unpredictable *“ ([Loungani and
Trehan, 2002, p. 3]); in other words experts have extremely weak expectations
prior to a forthcoming slump; (4) The costs of making a forecast of a recession
is too high ([Schnader and Stekler, 1998], [Fintzen and Stekler, 1999));
“...[T]he incentives facing forecasters may be such that they prefer to hide in
the herd rather than issue outlier forecasts” ([Loungani-Trehan, 2002, p. 3]).

All these reasons are quite plausible but only the last can explain a more
complex ‘three-compound’ paradox:

— leading indicators leads peaks more than troughs;"

— peaks are recognized by private experts worse than troughs;

— peaks are announced by NBER with less lags than troughs.?

We believe the idea of different loss functions for different errors (Type I
and Type II) for different forecasters (and — separately — decision makers!) at
different phases of the business cycle is the key to the riddle. [Okun, 1960],
[Lahiri and Wang, 1994], [Schnader and Stekler, 1998], [Fintzen and Stekler,
1999], [Filardo, 1999], [Chin et al., 2000], [Dueker, 2002], [Anas and Fer-
rara, 2004], [Galvao, 2006] wrote on these issues but they are still underesti-
mated and scarcely explored in the context of business cycles indicators. Since
this topic is out of the scope of this paper, we would only like to remind that
biased forecasts may be quite rational (see [Laster et al., 1997], [Stark, 1997],

Y For a long time it’s been a well-known fact (see for example [Alexander, 1958]). Forty
four years ago [Shiskin, 1967] wrote: “Long leads at peaks and short leads at troughs have
indeed been a characteristic of the behavior of the leading indicators during the four busi-
ness cycles since 1948” (p. 45). He supposed a special “reverse-trend adjustment” to eliminate
this asymmetry. This adjustment was incorporated into the methodology of the LEI for years.
We ought better to recognize this phenomenon not only as a statistical distortion but a real
economical fact. [Harris and Jamroz, 1976], [Paap et al., 2009], [Tanchua, 2010] confirmed
that leading indicators lead peaks more than troughs. See also [Zarnowitz and Moore, 1982],
[Emery and Koening, 1992].

20[Novak, 2008] noted that it takes longer for NBER to announce troughs than to announce
peaks.
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[Lamont, 2002]). The existence of ‘pessimists’ and ‘optimists” among fore-
casters is also well established.”

Also,one may suppose that in predicting recessions we have a new imple-
mentation of the “wishful bias”: experts do not forecast recession because
nobody (including themselves) wishes it to begin. They hope to the last and
admit that there is a recession only after it has begun instead of predicting it.
And this may be true in spite of quite visible signals from the cyclical indica-
tors in real time!*

Another possible reason for delays in recessions’ diagnostics is a psycho-
logical “dependency” of independent experts from the dating committee of
the NBER which is very cautious and unhurried in its decisions (evidently, in
their loss function, the Type I error (false signal) has much more weight than
the Type II error (no signal)).

And the last kind of a psychological “dependency” is the one from GDP
dynamics. The NBER’s committee states this openly:

“We view real GDP as the single best measure of aggregate economic ac-

tivity. In determining whether a recession has occurred and in identifying

the approximate dates of the peak and the trough, we therefore place con-
siderable weight on the estimates of real GDP issued by the Bureau of

Economic Analysis (BEA) of the U.S. Department of Commerce. The tra-

ditional role of the committee is to maintain a monthly chronology, how-

ever, and the BEA's real GDP estimates are only available quarterly. For
this reason, we refer to a variety of monthly indicators to determine the
months of peaks and troughs”. (Memo from the Business Cycle Dating

Committee, January 7, 2008)

2 [McNees, 1992] noted that one of only two persons (out of forty forecasters!) who cor-
rectly predicted the recession in July 1990 had given the same forecast since 1987 (see p. 19).
Indeed, if you forecast some person to die, your forecast will come true somewhere along in
the future.

221n March 2001 The Economist asked a tricky question: “Are the economic forecasters
wishful thinkers or wimps?” ([The Economist, 2001]). In more scientific context [Ito, 1990] re-
vealed that the forecasters working for Japan’s importers predict statistically stronger exchange
rate of the yen than the forecasters working for exporters (strong yen is an advantage to Japan’s
importers, not to exporters). [Fintzen and Stekler, 1999] noted that not only private forecasters
but also Fed forecasters make the same error: they are too optimistic when a recession is com-
ing (p. 313-314).

2 The situation with the NBER’s dating committee is probably even more complex as occa-
sionally ‘independent’ experts become members of this committee. How would they recognize
the beginning of a recession in their “independent expert” role if they have not recognized it in
their “official persons” role? There is an evident “conflict of interests” (it’s very probable that
this was a real factor during the last recession)!
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Belief in GDP as in the best and most comprehensive indicator of eco-
nomic activity (which belongs not only to the NBER’s committee member)
effectively prevents from announcing the beginning of a recession if an expert
observes a string of positive growth rates of GDP. The data from Table 6 show
that this was the situation in the USA until the end of 2008.0nly in Novem-
ber-December it became clear that GDP would decline in the 4™ quarter of
2008 also — and this was the moment when many experts recognized the re-
cession for the first time.**

Table 6. The USA: Advanced GDP Estimates by Vintages (% changes, SAAR)

Vintages 07Q1 07Q2 07Q3 07Q4 08Q1 08Q2 08Q3 08Q4
30.01.2008 0.6 3.8 49 0.6

30.04.2008 0.6 3.8 49 0.6 0.6

31.07.2008 0.1 4.8 4.8 0.2 0.9 1.9

30.10.2008 0.1 4.8 4.8 -0.2 0.9 2.8 -0.3
30.01.2009 0.1 4.8 4.8 0.2 0.9 2.8 0.5 -3.8

A few words must be said about Russia. Here, an excessive optimism just
before the recession was almost equally widespread as an excessive pessimism
just before the recovery. Our hypothesis is that the history of business cycles
(and hence of business cycle indicators) is too short for this country. That is
why experts have too little experience in interpreting their data. In these cir-
cumstances they have a spontaneous propensity for extrapolation of the cur-
rent situation in their comments and have rarely enough courage to forecast
a radical change of tendencies — even if their indicators point to this change.

7. Conclusions. Forecasting of turning points:
could and would it be fully non-subjective?

‘Historical’ and ‘real-time’ dynamics of business cycle indicators are two
different things. While all producers of cyclical indicators would ever seek to

**[Fintzen and Stekler, 1999] pointed to the positive preliminary GDP data for the third
1990 quarter as one of the main reasons for the failure of predicting the peak of July 1990. See
[Leamer, 2008] for analysis of real-time GDP estimates during the 2001 recession. For interest-
ing arguments against GDP as a stainless indicator in any context see [Nalewaik, 2010].
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improve their indicators’ ‘historical” quality (and this is quite natural), only
monitoring of a recession in a real time — as a crash test for automobiles — would
reveal the proper worth of different indicators. With satisfaction, we may state
that during the 2008-2009 recession, many cyclical indicators could be really
useful in foreseeing turning points in real time: they (or their growth rates) have
really changed their trajectories in the opposite direction some months before
a turning point. These changes could be effectively caught by “five (minimum)
out of six” rule of thumb. Especially informative indicators for the USA were:
the LEI by the Conference Board, the CLIs by ECRI and by OECD, the PMI
by ISM, the National Activity Index by Chicago Fed, the State Diffusion In-
dexes by Phil Fed and some measures of recession’s probability extracted by
special filters (e.g. proposed by [Wildi, 2009]). For Russia only the CLI by
“Development Center” and the PMI by Markit Economics were useful.

A few more words should be said about CLIs by OECD. They were good
enough for the USA but not so good for Russia. Why? The most obvious ex-
planation is that the components of the aggregated index are selected in better
composition for the USA. But we want to underline one more point. The sta-
tistical procedure used by OECD supposes intensive smoothing of the initial
data. It’s quite acceptable for the American economy with its well-established
processes and stable inter-relations. But it is inconsistent with the unsettled
and highly variable character of Russian economy.* In our research the CLI
by OECD for Russia turned out to be over-smoothed, and hence, gave no im-
portant information for detecting turns near the end of time-series.

Comparable PMIs are also available for both countries (and not only for
them) and they proved to be in the short list of “good” cyclical indicators for
the USA as well as for Russia. Our analysis tells us that the trust for the critical
50% level of PMI as an adequate indicator for an increase or decrease of man-
ufacturing sector (or 42.5% for the USA economy as a whole) is unwarranted.
The 2008-2010 history showed that the existence of a definite and prolonged
tendency of PMI — aside its absolute level — is an important factor per se.

The prominent alarm signal (which is not simply a change in direction
mentioned in the first paragraph) from leading and other cyclical indicators
hardly leads, but rather coincides. This is not bad, however. Geoffrey Moore
in 1950 wrote, “If the user of statistical indicators could do no better than rec-
ognize contemporaneously the turns in general economic activity denoted by
our reference dates, he would have a better record than most of his fellows.”?¢

% And maybe of some others emerging countries?
26 See: [Fels and Hinshaw, 1968], p. 47.
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This unpretentious aim was approved by many scholars of authority (e.g.:
[Moore, 1961], [Fels and Hinshaw, 1968], [Greenspan, 1973], [Chaffin and
Talley, 1989], [Koenig and Emery, 1991], [Koening and Emery, 1994], [La-
hiri and Wang, 1994], [Layton, 1997], [Fintzen and Stekler, 1999], [Layton
and Katsuura, 2001], [Pelaez, 2005], [Hamilton, 2010]). Our results confirm
that in real time, an alarm signal which is synchronized with an approaching
recession is the ‘maximum’ which one could hope for. On the other hand, it
means that not only leading but also coincident cyclical indicators may be
suitable for turning points detection in real time.

One of the main reasons for experts’ delays in peaks recognition is their
psychological “dependence” on GDP statistical news-releases. Almost nobody
among experts believe in Okun’s rule of two quarters of decline in real GDP
in theory but many of them adapt their diagnosis for this rule in practice. But
GDP has quarterly (not monthly) frequency and long publications lags! Hence,
any business or political decision based on GDP would rather be delayed.
Even if the 2Q rule would be ideal in historical retrospective it is far from
ideal in real time.

In any case, between the moment of ‘technical’ calculation (and publica-
tion) of a cyclical indicator and the moment of an expert’s diagnosis of a turn-
ing point (especially of a peak) some gap will always exist. Interestingly, not
only in historical perspective but also in real-time, leads before peaks are usu-
ally longer than leads before troughs but the recognition of peaks is obvious-
ly more difficult and a more time consuming process than recognition of
troughs. A hypothesis of a ‘wishful bias’ crosses one’s mind as an explanation
for this phenomenon: most of private experts don’t want to become a mes-
senger of bad news. On the other hand, lags for the NBER’s announcements
are larger for troughs, not for peaks: in the NBER’s loss-function the weight
of an improper dating of a trough is obviously more than that of a peak. It’s
evident from all this that the forecasting of turning points is dependent not
only on ‘objective’ data and methods but rather on ‘subjective’ conclusions
of experts and/or decision makers with their own internal loss-functions.”’

We may ask a question: what is the nature of turning points forecasting?
One may say it’s a product of art [Jorda, 2010]], others may seek for formal
procedures ([Leamer, 2008] and many others). We believe even the best for-
mal procedures are only instruments for experts with all their experiences and
intuitions.

?7[Berge and Jorda, 2011] wrote: “Agents facing different preferences and constraints will
make different decisions from the same reading of an index” (p. 275).
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Appendix 1. Cyclical Indicators for the USA

Indicator

Producer

Comments

Leading Economic Indicator
(LEI)

Weekly Leading Index (WLI-M)

Composite Leading Index

Composite Leading Index,
Amplitude Adjusted & Trend
Restored (CLI-AA & CLI-TR)
Purchasing Managers’ Index
(PMI)

Current & Future General
Activity Indexes (GAC & GAF)
State Leading Index (StateLI)

Aruoba-Diebold-Scotti Business
Conditions Index (ADS)

Chicago Fed National Activity
Index (CFNAI & CFNAI-MA3)
Chauvet-Hamilton’s US
Recession Probability Indicator
(Chauvet-Hamilton)

Chauvet- Piger’s US Recession
Probability Indicator (Chauvet-
Piger)

Marc Wildi’s US Recession
Probability Indicator, ‘Fast’ &
‘Reliable’ (Wildi-F & Wildi-R)
State Diffusion Indexes (StateDI1
& StateDI3)

The Conference Board (TCB)

Economic Cycle Research
Institute (ECRI)

FIBER

Organisation for Economic
Co-operation and
Development (OECD)

Institute for Supply
Management (ISM)

Federal Reserve Bank of
Philadelphia (PhilFed)

Federal Reserve Bank of
Philadelphia (PhilFed)

Federal Reserve Bank of
Philadelphia (PhilFed)

Federal Reserve Bank of
Chicago (ChicagoFed)
Personal Web-site (note 1)

Personal Web-site (note 2)

Personal Web-site (note 3)

Federal Reserve Bank of
Philadelphia (PhilFed)

No

We transformed the original
indicator to monthly form:
Last week of the month was
taken

No regular news releases
exist

New methodology since
December 2008.

Diffusion index
Balances
Introduced in June 2010

Introduced in December
2008. We transformed the
original indicator to monthly
form: Last day of the month
was taken

CFNAI-MA3 is a 3-months
moving average

Introduced in 2006. No
regular news releases exist

Introduced in August 2006.
No regular news releases
exist

Introduced in June 2009. No
regular news releases exist

Introduced in March 2005

Sources: Producers’ web-sites.

Notes: 1) http://sites.google.com/site/crefcus/probabilities-of-recession/real-time-probabili-
ties-of-recession; 2) http://pages.uoregon.edu/jpiger/us_recession_probs.htm; 3) http://www.idp.
zhaw.ch/de/engineering/idp/forschung/finance-risk-management-and-econometrics/economic-
indices/us-economic-recession-indicator.html.
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Appendix 2. Cyclical Indicators for Russia

Indicator

Producer

Comments

Composite Leading Index,
Amplitude Adjusted & Trend
Restored (CLI)

Composite Leading Index (CLI)

Composite Leading Index (CLI)
Purchasing Managers’ Index

(PMI)

Industrial Confidence Indexes
Icrn

Industrial Confidence Indexes
(ICI)

Industrial Optimism Indexes (I01)

Leading GDP Indicator

Business Activity Index (BIF)

Business Activity Index (The
Barometer)

Business Activity Index

OECD

Development Center (DC)

Institute of Economy (IE),
Russian Academy of Science

Markit Economics

Higher School of Economics
(HSE)

Rosstat

Gaidar Institute for Economic
Policy (IEP)

Renaissance Capital - New
Economic School (RenCap-
NES)

”Finance.” (one of Russian
business journals)

“Business Russia”
Association (“Delovaya
Rossiya”)

The Russian Managers
Association & Kommersant
Newspaper

New methodology since
December 2008. Additional
revision in February 2010

Only in the form of Y-0-Y %
changes exists. No revisions
of methodology since January
2008

Figures never published

No revisions since January
2004

Regular news releases only
since September 2009. For
straight comparability with
PMI we transformed it from
the balance to the diffusion
index according to the
formula: DI = (100+B)/2

Too short comparable time-
series. Cyclical trajectory is
quite similar to ICI’s by HSE

Introduced in October
2008 and discontinued in
November 2010

Too short of a history. The
indicator’s form (GDP
forecasts for a pair of
quarters) rules out its usage
for detecting turning points

Irregular news-releases. Too
large of a publication lag (up
to 3 months)

Too tangled methodology.
Incomparability of
neighboring observations.
Short history

Too tangled methodology.
Discontinued in April 2009.

Source: [Smirnov, 2010a].
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Appendix 3. Dating of the Cyclical Peak
and Trough for Russia

There are four indicators which are commonly used for constructing cy-
clical coincident indexes for the USA: a) employees on nonagricultural pay-
rolls; b) real personal income; c)index of industrial production; d)manufac-
turing and trade sales. In Russia there are no statistical data for manufacturing
sales; figures for employment are very unreliable and often could not be in-
terpreted in the short-run; and real personal income near a trough is highly
dependent on the time of devaluation of the exchange rate which to a great
extent is defined by Central Bank’s decisions and hence usually lagging (not
leading or coincident) the business cycle.

This is why we took the official “basic branches’ index” as a coincident
indicator for Russian business cycle. This index is a weighted average of phys-
ical output indexes for six sectors: industry, agriculture, construction, trans-
portation, retail trade, and wholesale trade. Because officially published data
are not seasonally adjusted we adjusted them ourselves using ARIMA-X12
procedure.?® The resulting index is shown on Chart A3.1.

Chart A 3.1. “Basic Branches’ Index (December 2005 = 100), Seasonally Adjusted
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2 For this we used the EViews 6 statistical package.
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One may easily see that the local maximum of the index (and hence the
“formal” peak) is achieved on February 2008. But we decided not to consid-
er it as a cyclical peak because: a) we are not fully confident in all decimal
points of our seasonally adjusted figures; b) according to the official data the
recession (a decline of the GDP on quarter to quarter basis) in Russia began
only in the third quarter of 2008. This fact concurs quite well with the peak
in May but not in February 2008.
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