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The Inevitable/Probable/Possible/ Maybe- Yes-
Maybe-No Recession of 2017

“As it has been every single day of the seven years since
the Great Recession officially ended in June 2009, this
morning’s financial journalism is surely replete with
some or another tinpot guru’s forecast of the next one,
which is invariably held to be right around the corner.

The identity of this morning’s forecaster of doom is
immaterial, as is his or her record of accurate predic-
tions. (I am thinking in particular of a chap who has
been forecasting economic and financial Armageddon at
least since 1995, and who is quite regularly interviewed
on CNBC saying exactly the same things he’s been dead
wrong about for more than 20 years.) If journalism has
done its level best to scare you out of the market today,
then it can go home knowing it’s done its job. Tomor-
row it will rustle up yet another Jeremiah.

Some catastrophists will be forecasting a relatively
long recession, some a short one. Some expect a deep
recession, others a relatively shallow one. If you’re like
most casual consumers of financial media, these refine-
ments will probably be lost on you, exactly as their
purveyors intend. Your nuanced analysis is not wanted
here. Your job is just to clap your hands to either side
of your face in distress--kind of like the kid in the Home
Alone movies--and cry, “Ohmigosh! A recession! We
have to get out of the market!”

Your financial advisor--bless him or her--will almost
certainly have other ideas, and I will leave you to have
that conversation privately. My modest goal in this
little essay is simply to flesh out the vague and therefore
scary notion of “recession”, to the point where you see
(a) that it has not historically been the catastrophe it’s
cracked up to be, and (b) that you can’t make invest-
ment policy out of it, in the sense of timing an exit
from, and subsequent re-entry into, the equity market
based on the fear (or even the reality) of recession.

First, in the form of a fearless and unequivocal predic-
tion, here’s the headline: There is either going to be an
economic recession in 2017, or there is not. And the
subhead: Like all short-term economic phenomena,

recessions are not consistently predictable.

There; we’ve gotten that out of the way. Don’t you
feel better? You don’t? Well then, let’s press on.

Let us begin by defining the term “recession” as does
the National Bureau of Economic Research, which is the
official arbiter of economic expansion and contraction
here in these United States. It’s “a period of temporary
economic decline during which trade and industrial ac-
tivity are reduced , generally classified by a fall in GDP
in two successive quarters.”

As gently as [ possibly can, may I draw your attention
to the first adjective in that definition? Yes, it’s “tem-
porary”, as in “temporary economic decline”. There,
perhaps, is our first clue, to wit: “temporary economic
decline” is importantly different from “end of the
world”.

Next, let’s see if we can’t begin at least historically to
get our arms around the incidence and depth of reces-
sions. (By the way, there is a startlingly good article on
recessions on Wikipedia, under the title “List of U.S.
recessions”). Following this line of inquiry, we find:

*  There have so far been eleven recessions since
the end of World War II. The average time the
economy was in recession was eleven months.

The shortest episode was six months in 1980; the
longest, unsurprisingly, was the eighteen months of
the Great Recession, from December 2007 to June
20009.

*  From VJ Day in August 1945 through September
2016, the U.S. economy has been in recession 122
out of the 854 months, or a tad more than fourteen
percent of the time.

»  The average of the eleven postwar recessions took
the U.S. economy down 2.2%. Here the outliers are
0.3% in 2001, and 4.3% in the Great Recession.

After acknowledging freely that all of these dates
taken together don’t prove anything--any more than the
past ever proves the future in any useful way--it seems
to me that we can soberly conclude the following:
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At least historically, recessions in the U.S. economy
in the postwar era have been (a) temporary, (b)
relatively shallow, and (c) relatively short, at least in
comparison with the overwhelming (86%) percent-
age of the time during which the economy has been
expanding.

Now, helpful as these data may be, they probably
don’t get you where you want to go.

That’s because you’re probably less interested in the
dry facts of recession--comforting though you should
find them --than in what recessions do to the equity
market, and what actions if any you should take to
defend yourself. Perfectly understandable, but not
something I can document in this short space. So let
me make a suggestion.

Your advisor--who occasionally sends you these little
essays because he/she subscribes to my newsletter--has
a table of post-WWII bear markets: when they started,
when they ended, and how much the market declined in
the interim.

Wikipedia’s excellent article on recessions contains
similar data: when a recession started (per the NBER),
when it ended, and how much the economy contracted.

To the extent that you are worried about a recession
in the relatively near future--and again, if you’re not,
the financial media are falling down on the job--have a
twenty-minute meeting with your financial advisor, and
compare the dates of the recessions with the dates of the
bear markets.

Spoiler alert: you will find that there is no
correlation.

That is to say, among other things, that at least histor-
ically, even if you had been able to forecast when a re-
cession would start and when it would end, you would
still not have been able to derive a strategy for getting
out of --and then back into--your equity portfolio.

In point of fact, you couldn’t mathematically have
forecast either the recession or the bear market, much
less infer one from the other.

Don’t take my word for this. Have the conversation
with your advisor. See if he or she doesn’t conclude-
-as I long since have with respect to my own personal
investing--that over a financial lifetime, one has his-
torically been better off just riding out the temporary
declines in both the economy and the market.

Copyright October 2016 Nick Murray. All rights
reserved. Used by permission.

‘We could learn a lot from crayons: Some are sharp,
some are pretty, some are dull, some have weird names,
and all are different colors...but they all exist very nicely
in the same box.

Author Unknown
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