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Monitoring the Risk of Recession: 25 Percent Probability

Recent market volatility and data from the factory sector raise the question: Is the U.S. economy headed for a
recession? Based on our preferred model, the chance of recession is about 25 percent over the next six months.
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In addition to our preferred model, we have built eight different Probit
models to capture the range of recession risk estimates posed by alternative =~ 8% 1
model specifications. In a recent report on recession probabilities, we
presented the results from all models, and in this update we share a few
select results (full results are available upon request). One model, which
utilizes the VIX to capture financial market volatility, suggests
around a 39 percent probability of recession (middle graph). One way to
summarize the results from these models is to average the probabilities and
then examine the historical performance of this average. The current o LY VUM T AAL L UV YUV WY
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2016 data (two months of the quarter), and monthly probability can be
rather volatile. That is one reason we give more importance to quarterly  so% + + 80%
probabilities. If by the end of Q1 the recession probability stays above
20 percent, then that would be a more serious sign for decision makers, as 0% | T 60%
the quarterly probability has not crossed the 20 percent line in the post
Great Recession era. At present, we are not calling for a recession within
the next six months. However, given that the recession probabilities based
on our preferred model and average of all models are somewhat elevated, it

is not wise to entirely dismiss recession risk. We will closely monitor the o, TNV VW
upcoming data in the coming weeks and months to assess where the U.S. 80 82 84 86 88 90 92 94 96 98 00 02 04 06 08 10 12 14 16
economy is headed.
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