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1. INTRODUCTION 

Complementing and/or integrating traditional dissemination tools with more advanced 

graphical and interactive ones can facilitate data understanding and interpretations. It can 

also facilitate the identification of signals which are usually hidden when looking in a 

traditional way to statistics. In the recent years, several institutions including Eurostat 

have invested a lot in such new dissemination tools. More specifically, in the field of the 

business cycle analysis, several versions of business cycle monitoring tools have been 

implemented, for example by Eurostat, the CBS, DESTATIS, the IFO institute and the 

OECD. In designing a new version of the business cycle clock (BCC) we have carefully 

investigated and critically reviewed the above mentioned business cycle monitoring 

tools. With reference to the Eurostat business cycle clock, we have identified the 

following weaknesses:  

1. It presents the evolution of a number of basic indicators which may at times 

provide diverging signals on the economy. The presentation of few synthetic 

cyclical indicators would provide clearer messages on the economic cyclical 

situation, as the OECD’s BCC. 

2. The "economic recessions" as defined by Burns and Mitchell (1946) cannot 

be identified with the BCC as it is. Indeed, the descendent phase of the cycle 

is divided into a "downturn" step when the deviation to trend (or output gap) 

remains positive and a "slowdown" (sometimes misleadingly worded as 

"recession") step when the deviation to trend becomes negative. The term 

"recession” often used in the business clock is confusing because it does not 

match the classical definition of a recession.  

The new version of the business cycle clock presented below, aims to overcome such 

weaknesses and to provide a comprehensive and statistically sound picture of the cyclical 

situation at euro area and member countries levels.  

2. METHODS 

In this section we are proposing a new representation of the cyclical situation on a clock 

basis where the hand of the clock moves clockwise, according to the values returned by 

the cyclical probabilistic indicators of turning points produced by Eurostat. Those 

indicators refer respectively to acceleration cycle (ACCI), growth cycle (GCCI) and 

business cycle (BCCI)
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and business cycle are based on a MS-VAR representation which jointly returns growth 

cycle and business cycle recession probabilities. The indicator for the acceleration cycle 

is based on a univariate Markov-switching model.  

 

The clock is designed so that: 

 

 Noon is α, peak of the growth rate cycle 

 3 is A, peak of the growth cycle  

 4.30 is B, peak of the business cycle 

 6 is β, trough of the growth rate cycle 

 7.30 is C, trough of the business cycle 

 9 is D, trough of the growth cycle 

 
 

Figure 1: Clock based on the αABβCD approach
5
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Thus, the quadrants can be read as follows: 

 

 The upper and lower right quadrants (sections 1, 2 and 3) show a decrease in the 

growth rate. In the first quadrant, the growth rate is still above the trend growth rate. 

In A the growth rate slips below the trend growth rate. In the second quadrant, the 

growth rate is below the trend growth rate. At point B, it becomes negative, and at β 

the growth rate reaches a minimum.  

 The lower and upper left quadrants (sections 4, 5 and 6) show an increase in the 

growth rate. In the third quadrant, the growth rate is still below the trend. At point C, 

it becomes positive and at point D it overpasses the trend growth rate. 

 

Visually, the clock can be read as follows: 

 

 The lower half of the clock (sections 2, 3, 4 and 5) represents below-the-trend growth 

rates. The bottom region between B and C, i.e. between 4.30 and 7.30 would depict 

the recession. It corresponds to one quarter of the graph. The two half quarters of the 

clock between A and B (3 and 4.30) and between C and D (7.30 and 9) depict the 

slowdown. They surround the recession area.  

 The upper half of the clock (sections 6 and 1) represents the above-the-trend growth 

rates (expansion growth cycle phase). 
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With this representation, the arrow moves forward and backward. It also permits the 

visualization of pure acceleration cycles (e.g. a jump from section 1 to section 6) and 

pure growth cycles (e.g. a jump from section 2 to section 5).  

This clock representation of the cyclical situation allows for a static and dynamic 

analysis of the euro area and each member country, as well as for cross-country 

comparisons.  

 

The four clocks in figure 2 refer to the Euro area, Germany, France and Italy.  

 

 
Figure 2: 4 clock representations 

 

3. RESULTS 

In this section we show how the clock representation can be used to analyse in real time 

the exit from the recession in 2013.  

 

Figure 3: Illustration of the αABβCD clock with the 2013 recession exit 



 

 

Each clock shows the cyclical situation at a given month, based on the smoothed 

probabilities of the cyclical indicators computed in February 2014. Within the recession, 

from July to October 2012, the hand already passed the peak of the business cycle (B) 

and did not reach the trough of the growth rate cycle (β). It corresponds to a worsening of 

the recession as the economy decelerates. It is characterized by ACCI>0.5, BCCI>0.5 

and GCCI>0.5, i.e. section 3 in Figure 1. The hand passed the trough of the growth rate 

cycle (β) in November. The economy re-accelerates while still being in recession. Thus it 

corresponds to the ACCI passing below 0.5 (section 4). Finally, in June 2013, the 

economy exits the recession, passing point C and entering in section 5 characterized by 

ACCI<0.5, BCCI<0.5 and GCCI>0.5. 

4. CONCLUSIONS 

The new business cycle clock proposed in this paper constitutes, in our view, a relevant 

step forward with respect to the previous one. It is a real time monitoring tool for the 

cyclical situation of euro area and its member countries allowing for both temporal and 

cross- country analysis and comparison. It also permits to go deeper in the details of all 

phases of the cycles due to the joint analysis based on acceleration, growth and business 

cycles. The default version presented in this paper is based on the probabilistic turning 

point indicators elaborated each month by Eurostat. The new business cycle clock could 

be subject to further extension allowing for a higher degree of interactivity for the users.  

The first extension is constituted by the possibility offered to the users of recalculating in 

real time the probabilistic indicators based on the most recent information. In this case, 

users should be warned that the recalculated indicators are automatically computed and 

not subject to the detailed control quality which is performed on a monthly basis by 

Eurostat on the indicators used for the default version of the tool. A second extension 

consists in offering the users the possibility of specifying the probabilistic models by 

modifying the thresholds, the number of regimes and lags of the autoregressive part. In 

this case, users should be aware that using unrealistic hypothesis on the specifications 

could lead to very misleading exercise. Nevertheless, this simulation exercise could have 

a high didactic content showing how probabilistic turning point indicators are sensitive to 

model specifications.    

 

 

 

 


