RECESSION OR NO RECESSION:
IS THAT THE QUESTION?
Overview
In November 2007, Ben Bernanke, the Federal Reserve Chairman at the time,
publicly announced inflation was likely to start inching up and economic
growth may weaken but remain positive. The consensus of the Federal Open
Market Committee (FOMC) was that the U.S. economy was not headed for
recession.1
One month later, the worst economic decline since the Great Depression
commenced.
To say it’s difficult to predict the timing of a recession is an understatement.
A recession can be triggered by any number of different factors, even manmade ones. For example, President Richard Nixon is credited with causing
the recession in 1973 by calling for a price and wage freeze two years earlier
in order to stifle inflation. The events that followed led to high unemployment
and, eventually, a recession.2

The answer about
whether a recession is
coming is always “yes.”
There will inevitably be
another recession. The
real question is when?
Regardless of whether
it’s weeks or years
down the road, the best
thing any one person
can do is be prepared
for it.

Many times economists cannot predict the catalyst, but they do recognize
the signals of a pending recession. These frequently involve slowed gross
domestic product (GDP) growth, rising inflation and a drop in consumer and
investor confidence.

Historical Perspective
Technically, economists define a recession as a prolonged period of economic
decline, often precipitated by two consecutive quarters of negative GDP
growth.3 According to the St. Louis Federal Reserve, the U.S. has experienced
seven recessions since 1967.
The accompanying table shows economic factors leading up to each event,
illustrating the lack of consistent patterns that make it difficult to predict
a recession. The economic conditions of this year are also included at the
bottom for comparison’s sake.
Potential Recession “Signals”4,5
Recession Start

Nominal GDP
rate for preceding
two quarters

Preceding yearover-year
inflation rate

Stage of business
cycle in recession
year

December 1969

3Q 1969: 8.6%
4Q 1969: 3.2%

1969: 6.2%

December peak

November 1973

3Q 1973: 5.8%
4Q 1973: 12.4%

1973: 8.7%

November peak

January 1980

3Q 1979: 12.3%
4Q 1979: 8.7%

1979: 13.3%

Expansion

July 1981

1Q 1981: 5.0%
2Q 1981: 13.0%

1980: 12.5%

July trough

March 2001

1Q 1990: 6.1%
2Q 1990: 3.7%

1989: 4.5%

July peak

December 2007

4Q 2000: 1.3%
1Q 2001: 4.9%

2000: 3.4%

March peak

December 1969

3Q 2007: 4.1%
4Q 2007: -0.8%

2007: 4.1%

December peak

Current Economy for Comparison6
2019

1Q 2019: 4.6%
2Q 2019: 4.0%

2019: 1.5%
(predicted)

Expansion

Another factor that can signal a pending recession is an inverted yield curve.
This happens when the yield on longer-term Treasurys is lower than the yield
on shorter-term Treasurys, which has been a persistent trend over the past
few months.
2019 Yield Curve Indicator7
June

July

August

3-month Treasury bill rate

2.18%

2.11%

1.96%

10-year Treasury bond rate

2.05%

2.07%

1.58%

Probability of recession in one year’s time

37.80%

35.40%

44.10%

Tactical Moves: Policy
One of the tactics the Fed can use to help stimulate the economy is altering
interest rates to make capital cheaper (or more expensive) to borrow, based on
the most recent data. In mid-September, the FOMC reduced the federal funds
target interest rate to a range of 1.75% to 2%.
Despite robust employment and a low inflation rate, the Fed’s recent cut is
in response to other factors it views as a drag on economic growth, namely
the impact of rising tariffs on the manufacturing sector and slowed growth in
overseas markets. Fed Chairman Jerome Powell noted in recent comments
that ongoing questions about trade policies have made some companies more
reluctant to invest in further expansion.8
Unfortunately, one of the legitimate concerns with the Fed continuing to cut
interest rates during a robust economic environment is that the agency would
have few options left to stimulate the economy should we sink into a recession.

Tactical Moves: Investor
The efforts of the Federal Reserve, the executive branch and the legislature
often fail to prevent recessions. The average consumer simply has no control
over this inherently cyclical occurrence. However, like most things in life, what
matters is how well we prepare for potential risk and how we react once it’s
upon us.
The following are a few recession-friendly asset classes where investors may be
able to weather the storm:
•

High-quality bonds, such as U.S. Treasurys, have historically been the bestperforming assets during a recession, as they are a safe haven with higher
returns than cash. Within the high-quality sector, look to longer durations,
such as 10-year maturities.9

•

High-dividend paying stocks tend to be less susceptible to market cycles.
High dividends are usually sustained by companies with strong balance
sheets, low debt and healthy cash flow. To diversify risk, consider mutual
funds or exchange-traded funds that concentrate on high-quality
dividend stocks.10

•

In terms of industries, consumer staples have traditionally weathered
recessions better than other market sectors. That’s because staple goods,
such as food and personal items, are products a household will continue
spending money on even when times are tough. On the other hand,
electronic devices and other higher-end purchases are discretionary
expenses consumers are more likely to eschew.11

“Recessions are a fact of life. Along with periods of growth, the cycles
of economics include periods of decline, which generally cause the
most concern for investors, but luckily there are strategies available to
limit portfolio losses and even log some gains during a recession.”12

Final Thoughts
Investors approaching the end of their careers may ask if they should
retire during a recession. This is a question that should be addressed in
consultation with a financial advisor, and depends wholly on one’s individual
circumstances.
It may be advisable to transition out of risky assets into more fixed-income
safe havens, such as U.S. Treasury bonds and income annuities. However,
be aware some conservative financial vehicles may be impacted by a cut in
interest rates.
On the other hand, if a recession triggers a severe drop in your portfolio, it
may be wise to delay retirement until your investments have time to recover.
An investment portfolio is more likely to run out of money if it experiences
a negative sequence of returns just before or early on in retirement. By
continuing to work a few more years, retirees also can increase their level of
income from Social Security benefits.
Economic ups and downs are cyclical. It’s the nature of how the business
lifecycle and investment markets work. There are ways investors can protect
their finances from potential damage and even position their portfolio to take
advantage of periodic recessions. Speak with your advisor to learn more.
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Investment advisory services offered only by duly registered individuals through
AE Wealth Management, LLC. The advisory firm providing you this report is an
independent financial services firm and is not an affiliate company of AE Wealth
Management, LLC. Investing involves risk, including the potential loss of principal.
No investment strategy can guarantee a profit or protect against loss in periods of
declining values. The information and opinions contained herein provided by third
parties have been obtained from sources believed to be reliable, but accuracy and
completeness cannot be guaranteed by AE Wealth Management. This information
is not intended to be used as the sole basis for financial decisions, nor should it
be construed as advice designed to meet the particular needs of an individual’s
situation. None of the information contained herein shall constitute an offer to sell
or solicit any offer to buy a security or insurance product.
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