This PDF is a selection from an out-of-print volume from the National
Bureau of Economic Research

Volume Title: Forecasting and Recognizing Business Cycle Turning Points
Volume Author/Editor: Rendigs Fels and C. Elton Hinshaw

Volume Publisher: NBER

Volume ISBN: 0-870-14479-0

Volume URL: http://www.nber.org/books/fels68-1

Publication Date: 1968

Chapter Title: Front matter, "Forecasting and Recognizing Business Cycle
Turning Points"

Chapter Author: Rendigs Fels, C. Elton Hinshaw

Chapter URL: http://www.nber.org/chapters/c1083

Chapter pages in book: (p. -18 - 0)



Forecasting and Recognizing

Business Cycle Turning Points

RENDIGS FELS

and

C. ELTON HINSHAW

?73

NATIONAL BUREAU OF ECONOMIC RESEARCH
NEW YORK 1968

Distributed by COLUMBIA UNIVERSITY PRESS
NEW YORK AND LONDON



Copyright © 1968 by National Bureau of Economic Research
All Rights Reserved
L. C. Card No. 68-19705

Printed in the United States of America



Forecasting and Recognizing

Business Cycle Turning Points



—

10.

11.

12.

13.

14.
15.

16.

17.

NATIONAL BUREAU OF ECONOMIC RESEARCH

Studies in Business Cycles

. Business Cycles: The Problem and Its Setting, by Wesley C. Mitchell
. Measuring Business Cycles, by Arthur F. Burns and Wesley C. Mitchell
. American Transportation in Prosperity and Depression, by Thor

Hultgren

. Inventories and Business Cycles, with Special Reference to

Manufacturers’ Inventories, by Moses Abramovitz

. What Happens during Business Cycles: A Progress Report,

by Wesley C. Mitchell

. Personal Income during Business Cycles, by Daniel Creamer with the

assistance of Martin Bernstein

. Consumption and Business Fluctuations: A Case Study of the Shoe,

Leather, Hide Sequence, by Ruth P. Mack

. International Financial Transactions and Business Cycles,

by Oskar Morgenstern

. Federal Receipts and Expenditures During Business Cycles, 1879-1958,

by John M. Firestone

Business Cycle Indicators: Volume 1, Contributions to the Analysis of
Current Business Conditions; Volume 11, Basic Data on Cyclical
Indicators; edited by Geoffrey H. Moore

Postwar Cycles in Manufacturers’ Inventories, by Thomas M. Stanback,
Jr.

A Monetary History of the United States, 1867-1960,

by Milton Friedman and Anna J. Schwartz

Determinants and Effects of Changes in the Stock of Money, 1875-1960,
by Phillip Cagan

Cost, Prices and Profits: Their Cyclical Relations, by Thor Hultgren
Cyclical Fluctuations in the Exports of the United States Since 1879,
by Ilse Mintz

Information, Expectations, and Inventory Fluctuation: A Study of
Materials Stock on Hand and on Order, by Ruth P. Mack

Forecasting and Recognizing Business Cycle Turning Points,

by Rendigs Fels and C. Elton Hinshaw



RELATION OF THE DIRECTORS TO THE
WORK AND PUBLICATIONS OF THE
NATIONAL BUREAU OF ECONOMIC RESEARCH

. The object of the National Bureau of Economic Research is to ascertain and
to present to the public important economic facts and their interpretation in
a scientific and impartial manner. The Board of Directors is charged with the
responsibility of ensuring that the work of the National Bureau is carried on
in strict conformity with this object.

. To this end the Board of Directors shall appoint one or more Directors of
Research.

. The Director or Directors of Research shall submit to the members of the
Board, or to its Executive Committee, for their formal adoption, all specific
proposals concerning researches to be instituted.

. No report shall be published until the Director or Directors of Research shall
have submitted to the Board a summary drawing attention to the character of
the data and their utilization in the report, the nature and treatment of the
problem involved, the main conclusions, and such other information as in their
opinion would serve to determine the suitability of the report for publication
in accordance with the principles of the National Bureau.

. A copy of any manuscript proposed for publication shall also be submitted to
each member of the Board. For each ‘manuscript to be so submitted a special
committee shall be appointed by the President, or at his designation by the
Executive Director, consisting of three Directors selected as nearly as may be
one from each general division of the Board. The names of the special manu-
script committee shall be stated to each Director when the summary and re-
port described in paragraph (4) are sent to him. It shall be the duty of each
member of the committee to read the manuscript. If each member of the special
committee signifies his approval within thirty days, the manuscript may be
published. If each member of the special committee has not signified his ap-
proval within thirty days of the transmittal of the report and manuscript, the
Director of Research shall then notify each member of the Board, requesting
approval or disapproval of publication, and thirty additional days shall be
granted for this purpose. The manuscript shall then not be published unless at
least a majority of the entire Board and a two-thirds majority of those mem-
bers of the Board who shall have voted on the proposal within the time fixed
for the receipt of votes on the publication proposed shall have approved.

. No manuscript may be published, though approved by each member of the
special committee, until forty-five days have elapsed from the transmittal of
the summary and report. The interval is allowed for the receipt of any memo-
randum of dissent or reservation, together with a brief statement of his reasons,
that any member may wish to express; and such memorandum of dissent or
reservation shall be published with the manuscript if he so desires. Publication
does not, however, imply that each member of the Board has read the manu-
cript, or that either members of the Board in general, or of the special com-
mittee, have passed upon its validity in every detail.

. A copy of this resolution shall, unless otherwise determined by the Board, be
printed in each copy of every National Bureau book.

(Resolution adopted October 25, 1926,
as revised February 6, 1933, and February 24, 1941)



NATIONAL BUREAU OF

ECONOMIC RESEARCH

1967
OFFICERS

Arthur F. Burns, Chairman

Theodore O. Yntema, Vice Chairman
John R. Meyer, President

Donald B. Woodward, Treasurer
Geoffrey H. Moore, Director of Research
Douglas H. Eldridge, Executive Director

Hal B. Lary, Associate Director of
Research

Victor R. Fuchs, Associate Director of
Research

Mark S. Reinsberg, Director of
Publications

DIRECTORS AT LARGE

Joseph A. Beirne, Communications
Workers of America

Wallace J. Campbell, Foundation for
Cooperative Housing

Erwin D. Canham, Christian Science
Monitor

Solomon Fabricant, New York University

Frank W. Fetter, Dartmouth College

Marion B. Folsom, Eastman Kodak Co.

Crawford H. Greenewalt, E. I. du Pont
de Nemours & Co.

Gabriel Hauge, Manufacturers Hanover
Trust Co.

Walter W. Heller, University of Minnesota

Albert J. Hettinger, Jr., Lazard Fréres and
Co.

Harry W. Laidler, League for Industrial
Democracy

John R. Meyer, Harvard University

Geoffrey H. Moore, National Bureau of
Economic Research

Charles G. Mortimer, General Foods Corp.

J. Wilson Newman, Dun & Bradstreet, Inc.

George B. Roberts, Larchmont, N.Y .

Robert V. Roosa, Brown Brothers
Harriman & Co.

Boris Shishkin, American Federation of
Labor and Congress of Industrial Organ-
izations

Gus Tyler, International Ladies Garment
Workers' Union

Joseph H. Willits, Langhorne, Pa.

Donald B. Woodward, 4. W. Jones and Co.
DIRECTORS BY UNIVERSITY APPOINTMENT

Francis M. Boddy, Minnesota
Arthur F. Burns, Columbia
Lester V. Chandler, Princeton
Melvin G. de Chazeau, Cornell
Walter D. Fisher, Northwestern
R. A. Gordon, California
Harold M. Groves, Wisconsin
Gottfried Haberler, Harvard

Douglas G. Hartle, Toronto

Maurice W. Lee, North Carolina

Lloyd G. Reynolds, Yale

Robert M. Solow, Massachusetts Institute
of Technology

Henri Theil, Chicago

Willis J. Winn, Pennsylvania

DIRECTORS BY APPOINTMENT OF OTHER ORGANIZATIONS

Thomas D. Flynn, American Institute of
Certified Public Accountants

Nathaniel Goldfinger, American Federation
of Labor and Congress of Industrial
Organizations

Harold G. Halcrow, American Farm
Economic Association

Walter E. Hoadley, American Finance
Association

Douglass C. North, Economic History
Association

Murray Shields, American Management
Association

Willard L. Thorp, American Economic
Association

W. Allen Wallis, American Statistical
Association

Theodore O. Yntema, Committee for Economic Development
DIRECTORS EMERITI

Percival F. Brundage
Shepard Morgan

Harry Scherman

George Soule
Jacob Viner

SENIOR RESEARCH STAFF

Milton Friedman

Victor R. Fuchs
Raymond W. Goldsmith
Jack M. Guttentag
Daniel M. Holland

F. Thomas Juster

Moses Abramovitz
Gary S. Becker
Arthur F. Burns
Phillip Cagan
James S. Earley
Solomon Fabricant

Jacob Mincer

Ilse Mintz
Geoffrey H. Moore
Robert P. Shay
George J. Stigler
Norman B. Ture

C. Harry Kahn
John W. Kendrick
Irving B. Kravis
Hal B. Lary
Robert E. Lipsey
John R. Meyer

Victor Zarnowitz



I-1
12

I-4
I-5
I-6
-7
I-8
I-9

II-1
II-2
1I-3

II-4
II-5

Contents

Acknowledgments
Foreword
Part I: The Recognition Patterns of Business Analysts,
by Rendigs Fels
Introduction
Dates of Peaks and Troughs
The 1920’s
1948-61: Accuracy of Dating
1948-61: Degree of Certainty
The Recognition Pattern: A Chronological Review
False Warnings
Recognition Methods
Conclusions
Appendix I
Part II: The Recognition Pattern of the Federal Open
Market Committee, by C. Elton Hinshaw
Introduction
Procedure
The FOMC’s Recognition Pattern: A Chronological
Review
The FOMC's Recognition Pattern and Policy Decisions
Conclusions
Appendix II
Index

Xiii
XV

13
19
24
35
38
47
49

61
63

72
115
121
124
129






I-F

I-G

I-H

I-I

I-J

-1
II-2

II-3

II-4
II-5

Tables

Alternative Dates of Business Cycle Peaks and Troughs,
1919-61

Recognition of Business Cycle Peaks and Troughs, 1919—
29, Six Forecasting Services

Accuracy of Dating Cyclical Peaks and Troughs, 1948-61
Degree of Certainty of Forecasts of Cyclical Peaks and
Troughs, 1948-61

Comparison of Scores for Accuracy of Dating at Four
Peaks and Four Troughs, 1948-61

Comparison of Scores for Degree of Certainty at Four
Peaks and Four Troughs, 1948-61

Recognition Scores in Vicinity of 1957 Peak: Comparison
of Indicators Approach with Eclectic Approach
Recognition Scores in Vicinity of 1958 Trough: Compari-
son of Indicators Approach with Eclectic Approach
Recognition Scores in Vicinity of 1960 Peak: Comparison
of Indicators Approach with Eclectic Approach
Recognition Scores in Vicinity of 1961 Trough: Compari-
son of Indicators Approach with Eclectic Approach
Rankings of Eight Analysts According to Their Mean Cer-
tainty Score at Eight Cyclical Turns

The Beginning Date of Recognition by the FOMC
Comparison of Recognition and Confirmation Lags Be-
tween the FOMC and Business Analysts

FOMC Policy Changes and Certainty Scores in the Vicinity
of Postwar Turns

Summary of FOMC Policy Changes and Certainty Scores
FOMC Average Certainty Scores at Dates of Policy
Changes

49
50

51

52

53

54

55

56

57

58
71

106

117
119

120



II-A
II-B

II-C

Tables

FOMC Certainty Scores in the Vicinity of Cyclical Turns 124

FOMC Certainty Scores for All Months: January 1947
Through December 1960 125

Certainty Scores of Individual Comments at FOMC Meet-
ings in the Vicinity of the 1960 Peak 127



I-2

I-3

I-4

I-6

I-7

I-8

I-9

I-10

I-11

II-1
II-2
1I-3
II-4

Charts

Five Aggregate Series, 1948-63

Recognition of Peaks and Troughs, Six Forecasting Serv-
ices, 1919-29: Direction of Change

Correctness of Forecasts Made in the Vicinity of Peaks
and Troughs, Six Forecasting Services, 1919-29
Accuracy of Dating Cyclical Peaks and Troughs, Ten
Analysts, 1948-61

Degree of Certainty of Forecasts of Cyclical Peaks and
Troughs, Ten Analysts, 1948-61

Comparison of Scores for Accuracy of Dating at Four
Peaks and Four Troughs, 1948-61

Comparison of Scores for Degree of Certainty at Four
Peaks and Four Troughs, 1948-61

Recognition Scores in the Vicinity of the 1957 Peak:
Comparison of Indicators Approach with Eclectic Ap-
proach

Recognition Scores in the Vicinity of the 1958 Trough:
Comparison of Indicators Approach with Eclectic Ap-
proach

Recognition Scores in the Vicinity of the 1960 Peak:
Comparison of Indicators Approach with Eclectic Ap-
proach

Recognition Scores in the Vicinity of the 1961 Trough:
Comparison of Indicators Approach with Electric Ap-
proach

Certainty Scores for the November 1948 Peak
Certainty Scores for the October 1949 Trough
Certainty Scores for the July 1953 Peak

Certainty Scores for the August 1954 Trough

10

16

21

22

23

41

42

43

44
75

82
85



xii
I1-5
I1-6
-7
I1-8
I1-9

II-10

II-11
II-12

II-13

Charts
Certainty Scores for the July 1957 Peak 93
Certainty Scores for the April 1958 Trough 96
Certainty Scores for the May 1960 Peak 100
FOMC Certainty Scores for Postwar Peaks and Troughs 107
FOMC and Business Analysts Certainty Scores for Four
Postwar Peaks 108
FOMC and Business Analysts Certainty Scores for Three
Postwar Troughs 109
Certainty Scores at Seven Business Cycle Turns: FOMC 111
Certainty Scores at Seven Business Cycle Turns: Mean of
Eight Analysts 112
Certainty Scores at Seven Business Cycle Turns: “Best” of
Eight Analysts 113



Acknowledgments

We owe more than the usual debt of gratitude to Geoffrey H. Moore,
who contributed valuable ideas; to Victor Zarnowitz, who is in charge
of the research project on short-term business forecasting at the Na-
tional Bureau of Economic Research; to other members of the staff
reading committee, Phillip Cagan and Ilse Mintz, who made helpful
comments; to Stephen Axilrod, who reviewed Hinshaw’s manuscript;
to James F. McRee, Jr., and Joan R. Tron, who edited the manuscript;
to H. Irving Forman who drew the charts; to C. Richard Long and John
Pilgrim, who served as research assistants; and to the Directors’ reading
committee, Walter D. Fisher, Marion B. Folsom, and Murray Shields.
No one, we trust, will make the mistake of blaming any of them for the
shortcomings of these papers.

The study of short-term forecasting, of which this is a part, was sup-
ported by grants to the National Bureau from Whirlpool Corporation,
General Electric Company, Ford Motor Company Fund, U.S. Steel
Corporation, and the Relm Foundation, as well as by other funds of
the National Bureau.






Foreword

The two papers included in this volume appraise the past performance
of selected organizations in recognizing peaks and troughs of business
cycles. We normally use the word “recognizing” to mean the entire
pattern beginning with the vague early awareness that analysts ordinarily
develop of an impending cyclical turn through the successive stages of
increasing certainty until they finally become sure that a turn has defi-
nitely occurred. At times, however, we find it useful to select a single
point in the pattern, in which case we use as the criterion for recognition
the time at which the analysts first decide that a turning point is more
probable than not. In this narrower sense of the term, recognition may
come either before or after business peaks and troughs.

Our papers are part of a larger project conducted at the National
Bureau of Economic Research under the direction of Victor Zarnowitz,
a project concerned with appraising short-term business forecasts. The
process of recognition in the broad sense begins some time before cycli-
cal turns and ends some time afterward. The part of it that precedes
peaks and troughs involves forecasting on anybody’s definition of the
latter term. But the part that follows peaks and troughs involves fore-
casting also. To assert several months after the event that a cyclical
peak has occurred is to forecast that the decline in business will continue
long enough and far enough to qualify as a business cycle contraction.

My paper, besides a brief analysis of a previous study of recognition
in the 1920’s by Garfield V. Cox, is concerned with the forecasting
record of ten publications in the vicinities of the eight peaks and troughs
between 1948 and 1961. Hinshaw’s paper, which is a revision of his
Ph.D. dissertation at Vanderbilt University, appraises the recognition
of cyclical turns by the Federal Open Market Committee for the seven
cyclical turns between 1948 and 1960. Since Hinshaw did not have
access to the Committee’s minutes for 1961, he was unable to include
the trough that occurred in that year. His standard for evaluating the
FOMC’s recognition record is the performance of eight of the publica-
tions in my study for the seven peaks and troughs in question.



xvi Foreword

Either paper can be read independently of the other. Since each paper
ends with a section summarizing its conclusions, I shall only mention
here a few highlights. Recognition in the narrow sense (the earliest time
at which forecasters become convinced that a turn is more likely than
not) was achieved by the eight principal publications in my study one
month before troughs and three months after peaks on the average.
There is little evidence that users of the leading indicators of the
NBER recognized turns faster than other forecasters. Neither does the
evidence reviewed by Hinshaw suggest that the FOMC’s recognition
record was particularly better than the others. A brief note on Hinshaw’s
subject by Mark H. Willes recently appeared in the Journal of Finance.*
Although Willes found a somewhat longer recognition lag for the
FOMC than Hinshaw, the conclusions of the two studies are similar.

After this report went to press, some further research was undertaken
with respect to false signals. Preliminary results indicate a need to
modify some of our conclusions.

A stern test of forecasters’ skill in recognizing turning points occurs
in those years when the American economy experiences a hesitation
or pause that does not quite qualify as a business cycle contraction.
Such hesitations occurred in 1947, 1951, 1956, 1962, and 1967. To
avoid recognition of turns that do not occur is just as much the mark
of a good forecaster as to recognize genuine turns promptly.

Although our work on these periods is not yet completed, the results
so far suggest the following conclusions:

1. None of the forecasters in my sample deserves to be called the
“best.” The publication labeled “best” in the various charts had the
highest scores for accuracy of dating at both peaks and troughs and the
highest scores for degree of certainty at troughs, though not at peaks.
But it tended to sound false alarms more frequently than the rest.

2. Those relying heavily on business cycle indicators tended to give
more false signals than the others. This finding adds to the evidence that
an eclectic approach to recognition is desirable.

3. The preliminary results of the investigation of false signals by the
publications in my sample indicate that, if the FOMC is regarded as a

1“The Inside Lags of Monetary Policy: 1952-1960,” Journal of Finance,
December 1967, pp. 591-593.



Foreword xvii

single forecaster, its recognition record is better than Hinshaw thought.?
Hinshaw studied the FOMC for false signals during the entire period
1947-60. During that time, there was not a single instance of a false
alarm. On the other hand, false alarms are by no means rare in the
publications of my sample. By virtue of its consistently good perform-

ance, the FOMC can be judged as one of the best of the eleven studied
by Hinshaw and myself. Whether its record, in the words of Brunner
and Meltzer, “can only be regarded as splendid” is for others to judge.

RENDIGS FELS

2 If, however, the scores of the FOMC are regarded as averages of all those
taking part in its discussions, then the relevant comparison is with the average
of the publications in my sample. On this basis, the record of the FOMC is not
obviously superior to that of the publications in my sample. Although in the cases
of at least three of my ten, a single individual was mainly, if not entirely, re-
sponsible for the forecasts, there is a presumption that in the other cases the
forecast was made by a small group. Thus, what is the proper comparison to make
is not clear.






