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Recession Bellwethers Fail 

to Deliver
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10-yr and 2-yr Treasury yield spread, %

A Warning Sign, Historically
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Sources: The Conference Board, Moody’s Analytics
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Leading Economic Index, 6-mo annualized change, %

The LEI Has Also Typically Predicted Changes in the Business Cycle

Decline that typically 

signals recession
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Unemployment rate, %

Usually Reliable Sahm Rule Also Sends First False Signal

Grey bars=recession

Black lines=mo when Sahm rule was triggered



Sources: BLS, Moody’s Analytics
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Monthly Revisions to Employment Data Have Turned More Negative…



Sources: BLS, Moody’s Analytics

Annual benchmark revision to payroll employment

…And Larger Recent Benchmark Revisions Cloud the Real-Time Picture
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Nowcasting Models
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Real-time updating from incoming data of beliefs about this qtr, next qtr…and also last qtr

What Is Nowcasting?

Quarterly GDP Estimate

Alternative 
Data

News

Weekly/ 
Monthly 

Data 
Releases

• Using high-frequency forecasts to “estimate” (not forecast) 
quarterly values

Bridge Models (Structural)

• Linking multiple observable data to a latent unobservable 
“common factor”

Dynamic Factor Models (Predictive)

• Can be applied to “alternative” data 

Machine Learning Models (Flexible)

Source: Moody’s Analytics



Specification and estimation

Mixed-Frequency Dynamic Factor Models

» Denoting GDP growth by 𝑦𝑡  and collecting the growth rates of the monthly indicators in 𝑧𝑡 , the basic 

specification is:
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» Where:

𝑓𝑡 = 𝜙1𝑓𝑡−1 + 𝜙2𝑓𝑡−2 + 𝑤𝑡,  𝑤𝑡 ~ 𝑖𝑖𝑑 𝑁(0,1)

𝑢𝑖,𝑡 = 𝜓𝑖,1𝑢𝑖,𝑡−1 + 𝜓𝑖,2𝑢𝑖,𝑡−2 + ɛ𝑖,𝑡,  ɛ𝑖,𝑡 ~ 𝑖𝑖𝑑 𝑁(0, 𝜎𝑖
2)

𝔼 𝑤𝑡ɛ𝑖,𝑡 = 0, ∀ 𝑖, 𝑡

» We also extend this specification to include preliminary U.S. GDP releases and soft indicators and 

estimate our models with Kalman filter techniques.

𝑢𝑖,𝑡 are idiosyncratic movements𝑓𝑡 is the common factor



Mixed-Frequency Dynamic Factor Models

Sources: National statistical offices, Moody's Analytics
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Source: Moody’s Analytics

Mixed-Frequency Dynamic Factor Models

Nowcast, U.S., 2025Q3 GDP growth, %, annualized U.S. nowcast indicator weights, 0 to 1 
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Source: Moody’s Analytics

Mixed-Frequency Dynamic Factor Models
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Source: Moody’s Analytics

Mixed-Frequency Dynamic Factor Models
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Jun-25 Jul-25 Aug-25 Sep-25 Oct-25 Nov-25 Dec-25

United States

• Real GDP growth – Advance, % annualized 3.0 2.2 1.4 1.0 1.1 1.3 1.8

• Real GDP growth – Second, % annualized 3.3 2.3 1.5 1.1 1.2 1.4 1.8

• Real GDP growth – Final, % annualized 3.8 3.0 2.1 1.6 1.8 2.0 2.4

Real GDP growth – Final, %

• Canada -0.4 -0.1 0.2 0.2 0.2 0.4 0.7

• Germany -0.3 -0.3 -0.7 -1.0 -1.4 -0.9 -0.1

• France 0.3 0.4 0.6 0.4 0.3 0.3 0.5

• Italy -0.1 0.1 -0.1 -0.3 -0.5 -0.1 0.2

• United Kingdom 0.3 0.2 0.4 0.5 0.7 0.6 0.6

• Japan 0.5 0.7 0.6 0.3 -0.1 0.0 0.2

Sources: National statistical offices, Moody’s Analytics

Mixed-Frequency Dynamic Factor Models

GDP nowcasts as of Oct 17, 2025



Source: Moody’s Analytics

Bridge Models
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Sources: Eurostat, Moody’s Analytics

Bridge Models
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Measuring Recession Risk
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Model Architecture

Dataset

Decision tree 1 Decision tree 2 Decision tree 3

No recession No recession Recession

Majority voting avg

33% probability of recession
Source: Moody’s Analytics



Model importance share by variable category, %

Labor and Financial Variables Have Outsize Predictive Power

Source: Moody’s Analytics
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Estimated probability of recession in next 12 mo, %

Recession Odds Elevated…



Source: Moody’s Analytics

Estimated probability of recession in next 12 mo, %

…As Real Economy Softens
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