ACG Insights: Economic Recessions
Introduction
It’s been over a decade since the last economic downturn, is the next recession looming? “A recession is a period
of falling economic activity spread across the economy, lasting more than a few months, normally visible in real
GDP, real income, employment, industrial production, and wholesale-retail sales.1” Since 1945, the United
States has experienced 11 recessions. The most recent recession began in December 2007 and ended in June
2009, a period of 18 months, the longest since World War II. On average, the most recent recessions have lasted
less than one year.
To put recessions in context of the broader economic cycle, it is important to look at both expansions and
recessions. Recessions can be painful, but expansions can be powerful. From 1950 to 2015, the US has been in
a recession less than 15% of all months. As shown in Exhibit 1, the average expansion increased economic output
by 24%, whereas the average recession reduced GDP by less than 2%.
Exhibit 1: Cumulative GDP Growth in Expansions and Recessions2
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How do equity markets behave during a recession?
Recessions are tied to economic activity, not stock market performance. However, equity market drawdowns
and recessions often coincide. Markets tend to peak before the economic cycle does and can even experience
strong performance in the late stages of a recession. Exhibit 2 shows the market (S&P 500) and the economy
(using industrial production as a proxy). On average, the market peaks seven months before the economic cycle
and the market begins to recover at least two months before the economy begins to show improvement. In the
most recent recession, the S&P 500 trough occurred on March 6, 2009 while the recession did not officially end
until June 2009.
Exhibit 2: Market Returns vs. Industrial Production3

Given the relationship between the market and the economy shown in Exhibit 2, Exhibit 3 shows that the S&P
500 generated positive performance during four of the last nine recessions despite the equity market drawdown
in the interim. Further, equity markets tend to undergo strong recoveries after recessions. Following the nine
most recent recessions, equity markets had an average cumulative return of 78.7% in the subsequent five years
while the average cumulative return during the recessions was -1.6%.
When equity markets experience a drawdown and the economy struggles, investors often get nervous and may
be tempted to liquidate the risk assets within their portfolios. The data show that long-term investors who
maintain their equity allocations during difficult market environments can generate strong portfolio returns in
the ensuing years.
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Exhibit 3: Recent United States Recessions4
S&P 500 Cumulative Return
Peak Month

Trough Month

Duration
(Months)

During Recession

1 year after

3 years after

5 years after

December 2007

June 2009

18

-35.5%

14.4%

57.7%

136.9%

March 2001

November 2001

8

-7.2%

-16.5%

8.4%

34.2%

July 1990

March 1991

8

7.6%

11.1%

29.9%

98.3%

July 1981

November 1982

16

14.4%

25.5%

66.4%

102.4%

January 1980

July 1980

6

16.4%

13.0%

56.0%

100.0%

November 1973

March 1975

16

-18.2%

28.3%

21.6%

54.8%

December 1969

November 1970

11

-3.4%

11.3%

20.4%

24.8%

April 1960

February 1961

10

18.3%

13.5%

34.8%

67.7%

August 1957

April 1958

8

-6.4%

37.2%

66.1%

89.3%

11.2

-1.6%

15.3%

40.1%

78.7%

Average

Why all the talk of an inverted yield curve?
One data point that economists often consider a signal of a coming recession is an inverted yield curve. A normal
yield curve is upward sloping whereby short-term debt has a lower yield than longer-term debt. An inverted
yield curve is most often defined as the yield on a 2-Year US Treasury Note exceeding the yield on a 10-Year US
Treasury Note. When the health of the economy is more uncertain, the yield curve may become inverted as
investors will demand a higher interest rate on short-term debt compared to longer-term debt.
Exhibit 4 shows the changes in the yield curve since the beginning of 2015. From January 2015 to January 2019,
the yield curve flattened as the short end of the curve rose. The Federal Open Market Committee (FOMC) raised
the target Federal Funds rate nine times between December 2015 and December 2018. The FOMC’s changes to
this target rate impacted the short end of the yield curve and contributed to the flattening of the curve.
Following the equity market volatility in the fourth quarter of 2018, the FOMC pivoted its rhetoric about future
rate moves and indicated the potential to cut rates in the near term. They followed through by cutting rates on
August 1, 2019. The yield curve has shifted downward during 2019 with the intermediate maturities (colloquially
called the belly of the curve) falling below shortest and longest maturities.
On August 14, 2019, the yield curve inverted briefly intra-day as the yield on the 2-Year US Treasury Note
exceeded the yield on the 10-Year US Treasury Note for the first time since the global financial crisis. This
resulted in news outlets spending a lot of print space and air time discussing the possibility of a recession. That
is because an inverted yield curve has preceded every recession in the last 40 years.

4

Sources: National Bureau of Economic Research and A Wealth of Common Sense
309 East Paces Ferry Road, Suite 600 | Atlanta, GA 30305 | T 888.317.2810 | F 470.823.3178 | theatlantaconsultinggroup.com

August 2019
Exhibit 4: Yield Curve5
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In Exhibit 5, the yield curve is inverted when the blue line falls below zero. For the five most recent recessions,
the yield curve was inverted for an average of 243 trading days between the end of one recession and the
beginning of the next with a maximum of 339 days and a minimum of 190 days. If history is any indicator of the
future, it may be a bit premature to predict a recession in the near term based one brief intra-day inversion.
Exhibit 5: 10-Year Treasury Yield minus 2-Year Treasury Yield6
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How healthy is the economy?
A recession is generally identified by two consecutive quarters of negative GDP growth. As shown in Exhibit 6,
US GDP has had positive growth in each of the last 16 quarters. The growth rate slowed in the second quarter
of 2019 compared to the first quarter, but is still near the quarterly average of the last four years.

Percent Change from Preceding Period

Exhibit 6: US GDP Percent Change from Preceding Periods7
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Another important economic indicator is employment. Unemployment levels began to decrease in late 2009 as
the economy recovered from the 2007-2009 recession. This decline has continued for nearly a decade. As of
July 2019, the unemployment rate was 3.7%. Full unemployment is considered 5% so an unemployment rate
less than that is a positive indicator for the economy.
A third economic indicator is industrial production. The Federal Reserve maintains an Industrial Production
Index. The index peaked in December 2018 and has declined during 2019. Through the latest data point in July,
the index had declined 1.2% from the peak but remained higher than the pre-global financial crisis peak. The
index declined by 5% from December 2014 to May 2016, with the absence of a subsequent recession, before
reaching new highs.
Although the GDP growth rate and industrial production may be showing signs of softening, they are still strong
on an absolute basis while unemployment remains at historically low levels. These indicators would suggest that
the economy is showing signs of continued growth rather than signs of a recession in the next few quarters.
Conclusion
Historical yield curve data and current economic indicators suggest that a recession is not looming in the shortterm, barring any unforeseen disruptions. The timing of the next recession may not be certain, but it will most
certainly happen. As investment consultants, it is our job to help clients navigate through difficult times in the
economy and financial markets in order to overcome behavioral biases that may cause irrational portfolio
decisions that work against long-term investment goals. We would be happy to discuss our consulting process
and the ways in which we partner with clients.
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Disclosure
Investing is subject to a high degree of investment risk, including the possible loss of the entire amount of an
investment. You should carefully read and review all information provided by The Atlanta Consulting Group
Advisors, LLC (“ACG”), including ACG’s Form ADV, Part 2A brochure and all supplements thereto, before making
an investment.
The information contained herein reflects the opinions and projections of the ACG as of the date of publication,
which are subject to change without notice at any time subsequent to the date of issue. All information provided
is for informational purposes only and should not be deemed as investment advice or a recommendation to
purchase or sell any specific security. While the information presented herein is believed to be reliable, no
representation or warranty is made concerning the accuracy of any data presented. You should not treat these
materials as advice in relation to legal, taxation, or investment matters.
Various indices, including, but not limited to the S&P 500 Index, the FTSE 3-Month Treasury Bill Index, and the
Russell 2000 index (each, an “Index”) are unmanaged indices of securities that are used as general measures of
market performance, and their performance is not reflective of the performance of any specific investment. The
Index comparisons are provided for informational purposes only and should not be used as the basis for making
an investment decision.
Statements herein that reflect projections or expectations of future financial or economic performance of the
Fund are forward-looking statements. Such “forward-looking” statements are based on various assumptions,
which assumptions may not prove to be correct. Accordingly, there can be no assurance that such assumptions
and statements will accurately predict future events or ACG’s actual performance. No representation or
warranty can be given that the estimates, opinions or assumptions made herein will prove to be accurate. Any
projections and forward-looking statements included herein should be considered speculative and are qualified
in their entirety by the information and risks disclosed in the confidential offering document. Actual results for
any period may or may not approximate such forward-looking statements. You are advised to consult with your
independent tax and business advisors concerning the validity and reasonableness of the factual, accounting and
tax assumptions. No representations or warranties whatsoever are made by ACG any other person or entity as
to the future profitability of investments recommended by ACG.
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