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1. INTRODUCTION 

The global financial and economic crises of 2008-2009, as well as the sovereign debt 

crisis, started in 2011 for the European level, constitute the main two events of a new 

economic historical phase characterised by a high degree of uncertainty. This new phase, 

started between 2006 and 2007, is completely contradicting the paradigms of the so-

called great moderation which characterised the 1990's and the beginning of the 21st 

century. In such a new economic situation, the occurrence of turning points is a more 

recurrent phenomenon which influences policy and decision makers' activities. It goes 

without saying that in this new scenario the importance of having a timely and reliable 

system for turning points detection has considerably grown its relevance and it has been 

considered as a priority for several institutions. In this paper, we are describing an 

integrated system for turning point detection developed by Eurostat during the last year, 

which is regularly used on monthly basis. The system is based on the assumption that the 

business cycle (as defined by Burns and Mitchell) and the growth cycle (expressed as a 

deviation from the trend) can be jointly monitored within the so-called ABCD approach 

developed by Anas and Ferrara (2005) and Anas, Billio, Ferrara and Mazzi (2008). In 

this approach, a complete cycle is decomposed into four distinguished phases delimited 

by four turning points. In particular, A and D are respectively the peak and the through of 

the growth cycle, while B and C are the ones associated to the business cycle. The phases 

delimited by A-B and B-C, are usually called slowdown and recession, while those 

delimited by C-D and D-A, are respectively known as expansion and recovery. This 

approach provides a more complete picture of cyclical fluctuation than if we concentrate 

in a single cyclical definition, either the business or the growth cycle. Based on this 

approach we have then derived a pair of turning points coincident indicators, one for the 

business cycle and one for the growth cycle, which fully respect the ABCD sequence. 

This approach has been applied first to the euro area and then to its seven largest 

economies.   

2. METHODS 

In the context of turning point detection the main objective is to timely estimate 

discontinuity points or, in other words, regime changes for a given number of variables. 

For this purpose, thresholds non-linear models are considered the most appropriate to be 

used. In this paper, we decided to concentrate our attention on the Markov-Switching 

models family and in particular to the multivariate specification able to deal with 

multiple regimes in order to accommodate the various economic phases discussed in 

section 1.  
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Among the various kinds of switching mechanisms, we have privileged the models 

switching in mean but, due to the presence of heteroschedastic terms in several model 

specifications, at the end our models are allowed to switch both in mean and in variance. 

For the euro area and its largest economies we identified the best model specification in 

term of number of regimes and switching mechanisms and we fit it to a preselected set of 

statistical indicators including industrial production index, unemployment rate, and the 

confidence indicators respectively for industry, construction, retail trade and consumers. 

Table 1 presents the synthesis of model specifications of euro area and its largest 

economies.   

 

Table 1: model specifications of euro area and its largest economies 

 

 

It is important to observe that among the chosen specifications, only two are 

characterised by five regimes instead of the usual four. This is the case of the model 

specification adopted for Italy and Portugal. Furthermore, two countries are not 

characterised by heteroschedastic behaviour, namely Belgium and Portugal.  

 

3. RESULTS 

The pair of coincident indicators respectively for the growth cycle and the business cycle 

is derived from the model describes in section 2. Those models are usually labelled as 

MS-VAR GCCI and MS-VAR BCCI respectively for the growth cycle and the business 

cycle. They measure the probability of being in slowdown or in recession respectively for 

the growth cycle and the business cycle. Since, according to the recommendation of 

Hamilton, we have decided to adopt a 0.5 threshold, an economy is supposed to be in 

slowdown/recession if the filtered probability returned by the MS-VAR GCCI/MS-VAR 

BCCI exceeds 0.5. Other ways the economy will be in a recovery/expansion phase. The 

behaviour of the two coincident indicators is regularly benchmarked with historical 
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dating chronologies obtained by means of non-parametric dating rules. The ability of 

indicators to replicate the turning points is regularly assessed by means of the 

Concordance Index and the Brier's Score. Furthermore, the type-1 error and type-2 error 

associated to our indicators are also regularly monitored. The type-1 error is defined as 

the inability of the model to signal an existing slowdown/recession, while the type-2 

error is defined as the identification by the model of false slowdown/recession.    

Table 2: Growth Cycle Outcome Summary 

 

 

Table 3: Business Cycle Outcome Summary 
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4. CONCLUSIONS 

The proposed MS-VAR specification for the turning point indicators has proven over a 

quite long period to provide reliable turning point signals both for the growth and the 

business cycles. The pair of indicators derived for each geographical entity is fully 

consistent with the ABCD approach and they are characterised, generally, by very small 

delays in detecting turning points. Furthermore, the number of false signals and missed 

cycles observed for each pair of indicators is very limited with a few exceptions showing 

the need of improving the indicators. The elaboration of turning points indicators for the 

remaining euro area countries is ongoing and first results are expected by middle 2015. 

This will be also the opportunity for a global revision of national turning point indicators 

in order to achieve a comparable degree of reliability among countries. The full coverage 

of the euro area countries will constitute a very important contribution towards a reliable 

monitoring of the cyclical situation for the euro area and its member countries.  

 

 


