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Why Recession Forecasting Matters

Fears over recession are persistent in the news and particularly on

Wall Street. Rarely does a day go by without someone declaring a Cullen 0. Roche

new recession on the horizon or discussing the various reasons Founder
. . . . . . Orcam Financial Group, LLC
why a recession is a potential risk. But why do policy makers, in- cullenroche@orcamgroup.com

vestors, the media and the general public obsess over recessions?

A recession, according to the NBER, “is a significant decline in eco-
nomic 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.”

From the perspective of policy makers it’s clear why there is a re-

cession obsession. The unemployment rate, without fail, rises “Ask five economists
and you'll get five dif-
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during a recession. Clearly, one of the worst things that can occur in an economy is job losses as this
is consistent with an environment where output is going unsold and capitalists are reducing costs
through their workforce as a result. It’s nearly impossible to operate in this world without a source of
income so when unemployment is high policy makers are at substantial risk of seeing themselves in
the ranks of the unemployed.

But the destruction of a recession goes well beyond the labor market. In the last 40 years there have
been just three year over year periods where total household net worth declined. All three periods
occurred inside a recession. The recent decline in household net worth was the greatest in the post-
war era with households losing a staggering 19% of their total net worth (using quarterly figures).

The real damage is done on a more micro scale and is a much more “in your face” type of loss in net
worth. This is the real-time loss we see in equity accounts such as 401Ks, brokerage accounts and
corporate net worth declines. In the last 42 years there have been just 4 technical bear market de-
clines of 20% year over year (on a monthly basis). All 4 occurred inside of a recession. This explains
Wall Street’s recession obsession. A 20% decline in the equity markets requires a 26% appreciation in
price just to get back to break-even. Since equities account for a substantial amount of household net
worth this decline can be devastating and has far reaching ramifications. With the equity market
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averaging an annual return of about 6.7% per year, this can mean years worth of losses in net worth.
At Orcam, we believe there are few things more valuable than time so this loss is more real than just a
pure monetary sense.

This data explains not only Wall Street’s persistent recession obsession, but also why economic con-
traction is so broadly worried about throughout all of society. Economic contraction has a devas-
tating and far reaching impact on society. Of course, this works both ways. Persistent fears over re-
cession will keep investors out of the market during its best years. The ability to properly forecast re-
cession can mean the difference between years in net worth lost or gained. Economists claim to have
predicted 10 of the last 9 recessions. le, forecasting is remarkably important, but easier said than
done.

Important Disclaimer
Nothing contained herein should be construed as an offer to buy any
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Orcam Financial Group, LLCis a fee herein are statements of future expectations and other forward-looking
only financial services firm offering statements. These expectations are based on Orcam's current views
macro research, personal advisory, and assumptions and involve known and unknown risks and uncertain-
institutional consulting and educa- ties. Actual results, performance or events may differ materially from
o] SR those in such statements due to, among other things, general econom-

ic conditions, performance of financial markets, Orcam Financial
Group, LLC assumes no obligation to update any forward-looking
information contained in this document.

If you have questions or comments regarding Orcam’s research and services please contact us
directly.
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