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RECESSION PHYSICS—THE MORE THAN EQUAL AND 

OPPOSITE REACTION 

An old cliché says that the market has discounted nine of the last two recessions. Perhaps this will apply again 

as some people call an anticipated economic downturn the most widely forecast recession in memory while 

others debate whether it is a first-half or second-half event. Nonetheless, talk of a possible recession 

permeates financial discussions. 

Although it is not absolute, the standard definition of a recession is two consecutive quarters of negative gross 

domestic product (GDP) growth. It probably is better to characterize a recession as a significant, widespread, 

and lengthy downturn in economic activity. 

Recessions are not common, but not unusual either. Since World War II through 2020, the United States 

experienced 13 different recessions that on average lasted 10 months. Economic expansions on the other 

hand have lasted an average of 57 months.   

A slipping economy creates angst for investors and workers alike as a recession likely will depress corporate 

earnings and the overall economy, which often conspire to create bear markets. As such, investors look for 

signs of an impending recession. Employment data often is the first place they look. This is more so lately due 

to the number of firms that have announced layoffs. 

The chart below of the U.S. unemployment rate and recessions in the prior 72 years illustrates this well. The 

vertical grey bars represent recession periods, but as the blue line shows, unemployment peaks near the end 

of every recession period, not the start.   
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The Institute for Supply Management (ISM) publishes a gauge of industrial activity each month. This broad 

survey of manufacturing firms is a diffusion index that uses 50 as a base value. A value above 50 suggests 

that manufacturing is in an expansion phase, while a reading below 50 represents contraction.   

In December 2022, the ISM index slipped below 50 for the first time since May 2020, which theoretically 

suggested the potential for economic deterioration, but the ISM has not been a totally reliable recession 

indicator. For example, in 2012 and 2015, the ISM index was below 50 and a recession did not follow. In every 

month preceding the 2008-2009 Great Recession, the ISM index was in expansion mode above 50. 

Some analysts feel that the New York Federal Reserve office’s Empire State Index might be forecasting a 

recession. The most recent report shows that the index fell deeper into contraction with a negative 32.4 

reading, which minus the pandemic lows in 2022, was the lowest level since February 2009. Key components 

like new orders and shipments fell as inventories rose. Other elements were weak also while input and prices 

received fell. The Empire index has been below its zero benchmark in eight of the last 13 months. 
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It has become abundantly clear that the Federal Reserve’s intention to stomp on the inflation rate might lead 

to a recession as financing costs take a toll on the economy. It is equally well known that there can be a 

considerable time lag between the time the Fed raises interest rates and when its action finally influences the 

economy. This often is complicated by the fact that many aspects of the economy can remain in good 

condition as the Fed gets the inflation rate down, but this does not erase the possibility of a recession. A 

sharply inverted yield curve like is present now often provides what traditionally is a warning that a recession 

is on the horizon. The yield curve has inverted before every U.S. recession since 1955. A debt ceiling stalemate 

could complicate matters for the Federal Reserve as well as the Treasury Department. 

There is no Holy Grail of reliable indicators of a pending recession, but the Conference Board Leading 

Economic Index has been fairly reliable. The index consists of 10 indicators that cover a wide range of 

economic activity, including job growth, housing construction, and stock prices. The most recent data 

from the Conference Board suggest a recession might not be far off. 

Data assembled by the Conference Board show that, on average, the Leading Economic Index peaks 11-

12 months ahead of a peak in the business cycle. The most recent peak in the index happened last 

February, which would put the U.S. economic peak around now.   

The late-December 2022 release of the index was up sharply from the November level with the Present Situation 

Index and Expectations Index both higher, but the Expectations Index remained at a level associated with 

recessions. When the index drops more than 4% over six months, as happened recently, it enters recessionary 

territory. The six-month growth rate is a measure of the duration and depth of a recent decline in the index. The 

index’s six-month growth rate fell below zero in May 2022 and has fallen more since then. 

Even if a recession is likely, the timing is difficult to determine. Data from CFRA-Standard & Poor’s show 

that since 1945, the longest recession lasted 22 months. The shortest was three months, with the average 

at 10 months. The S&P 500 anticipated these recessions by an average of seven months, declining 

between 7% and 57%. Four times the S&P 500’s top preceded recessions by 10 months or more, while 

three times the peak was coincident with, or slightly after, the start of these recessions. In all cases but 

one, the S&P 500 bottomed before the end of recessions by an average of four months, with the pullback 

of 1944 starting and ending before and after the recession. The fact that the S&P 500 rose an average 

1.0% during all recession periods since 1945 is probably surprising to most investors. 

(Sources for tables: Janney Investment Strategy Group, CFRA-Standard & Poor’s) 
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Looking at market results one year after the end of a recession offers some insight into how the market deals 
with a sharp economic downturn. For example, one year after the recession that began in July 1953 and 
ended in May 1954 the S&P 500 on May 1, 1954, was 56.93% above where it was July 1, 1953.  

The severity of the recessions in 2001 and 2007-2009 skew the average recovery results for the market, but in 
time even these severe conditions did not prevent the market from rebounding eventually.  

The weight of the evidence points to the possibility of a recession, but we see no signs of a severe economic 
slump, and in fact, a recession is likely to be mild and relatively short. Our proprietary market gauge ratio, The 
MARKETVANE®, was reduced twice in recent months as we prepared for the possibility of a choppy market 
and a weakening economy. The task as we see it now is to be patient but alert for signs of an inevitable 
recovery or clear evidence that a recession can be avoided. 

Contact your Janney Financial Advisor for more details on The MARKETVANE®. 
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