
Recession Probabilities Decline - RIA

Inside This Week?s Bull Bear Report

Recession Probabilities Decline
How We Are Trading It
Research Report&#2013266080;? Employment Data Confirms Economy Is Slowing
YouTube ? Before The Bell
Market Statistics
Stock Screens
Portfolio Trades This Week

The ?Can?t Stop, Won?t Stop? Rally

Last week, we discussed how the rally had repaired much of the previous damage following
?Liberation Day.? However, we also made competing cases for the bulls and bears on the
market?s next move.

?It is always difficult to say whether this is a&#2013266080;?bear market?
rally&#2013266080;while you are in the midst of it. In hindsight, these things are easy to
identify, and investors have plenty of reasons to play the&#2013266080;?could?ve,
should?ve?&#2013266080;game. However, some valid arguments exist about why the
recent correction was just that, and may now be over.?

This past week, the market continued its advance. There is little reason to be bearish with key
overhead resistance levels broken. However, as shown, the markets are reaching decently
overbought levels after being extremely oversold. This suggests that at least for now, the ?easy
money? has been made. With the market above the 200, and above the 50 and 20-DMA, pullbacks
should be between 5600 and 5800. Investors can use such a pullback to increase portfolio equity
exposures and reduce hedges accordingly. Conversely, 5000 to 5200 becomes the next critical
target if those lower supports are violated. However, such would require some unexpected event to
unfold.

https://realinvestmentadvice.com/resources/blog/earnings-revision-shows-sharp-decline/


Given the reduction in tariff-related risk and stable economic data, we suspect the market will hold
bullish support. That statement follows our analysis from earlier this week, which discussed
whether we have returned to a bull market or if this is still a bear market rally. That analysis
compared the current market advance to the 2022 corrective cycle. However, that article elicited
quite a few comments about why the recent ?tariff? sell-off could be like the 2020 COVID-
pandemic decline and recovery. It?s a fair question and worth a few words.

2020 vs 2025

As shown, there is an analogy between the current market recovery and that seen in 2020
following the pandemic. However, it is worth remembering that there are many competing
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differences between the current macroeconomic backdrop and that of 2020.

However, as we discussed in that previous analysis, even a ?can?t stop, won?t stop bull market?
gives&#2013266080;those who can be patient better risk/reward opportunities to increase equity
exposures. For example, after the initial rally off the March 2020 lows, the market pulled back and
consolidated briefly before rallying further. Then, another longer consolidation process that year
provided another entry point for bullish investors.
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The weekly Technical Gauge we produce each week in this newsletter below follows the same
path as 2020. While not yet back to bullish technical extremes, it is moving quickly higher to more
elevated levels. When those readings reached 80, the market went through a longer consolidation
process in 2020.

https://realinvestmentadvice.com/wp-content/uploads/2025/05/image-146.png


So, is this 2022 where the recent rally will fail and test lower levels? Maybe. Or, is it more like 2020,
where the rally continues with only mild pullbacks along the way? Possibly. The true answer is
that I don?t know. However, it is worth considering that there are many macroeconomic
differences today compared to 2020. That lack of fiscal and monetary support, slowing economic
growth, and tighter monetary policy are headwinds to higher stock prices. But, it is logical that the
latest bullish market action has investors questioning a more cautious approach to the markets.

The same is true for us. We are currently underweight equities and hedged. However, the need for
hedges is quickly declining, and the need for equity exposure is increasing. It?s a tough battle
between creating portfolio performance and risk management. We are sticking with risk
management until things become more certain, at least for now.

This week, we will discuss why another bearish case is fading ? recession probabilities are
falling.

Need Help With Your Investing Strategy?
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Are you looking for complete financial, insurance, and estate planning? Need a risk-managed
portfolio management strategy to grow and protect your savings? Whatever your needs are, we are
here to help.

A Funny Thing Happened On The Way To The Coliseum

?A Funny Thing Happened on the Way to the Coliseum?&#2013266080;is a hysterical play by
Craig Sodaro. In the play, Simplcuss, a naive Swiss farmer, heads for Rome to follow his dream of
becoming a stand-up comedian; little does he know what adventures are in store. Stumbling into
the house of General Spurius Sillius in search of food and water, he?s mistaken for the dreaded
gladiator, Terribilus, who is due to fight in the Colosseum the following day. Simplcuss has to figure
out how to save himself, and he overhears the General?s wife, Drusilla, and Senator Publius
Piscious plotting to kill the Emperor?s daughter and the Emperor himself!

Without telling you the ending, there are many similarities to the current market. Over the last
several months, the media headlines have been filled with stories of&#2013266080;?Recessionus
Terribulus.? Whether President Trump planned to deport illegal immigrants, Elon Musk and DOGE
cutting government spending, or lately the fears of tariffs, all played into the media headlines of an
impending recession.

https://realinvestmentadvice.com/connect-now/


Of course, there was also economic data to help support those claims. As discussed in the ?
Consumer Is Tapping Out,? rising delinquency rates are problematic. Particularly, for an
economy driven by personal consumption. To wit:

?The current data point toward a recessionary risk. Deflation is highly correlated to
economic growth rates, wages, and rates. Unsurprisingly, recessions reduce inflation as
demand for goods and services collapses. While inflation may
be&#2013266080;?sticky,?&#2013266080;the recent decline in bond yields and wages
suggests consumer demand will decline this year. When tariffs, an additional tax on
consumers, increase the cost burden, the reaction historically is not expansionary.?

https://simplevisorinsights.com/wp-content/uploads/2025/05/1747484740_338_Recession-Probabilities-Decline-RIA.png
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Furthermore, last weekend?s #BullBearReport noted the rather sharp negative revisions to
earnings estimates for the S&P 500 index.

?Given the slowdown in economic growth rates, it is unsurprising that, as of May 1st,
S&P Global finally acquiesced and revised earnings estimates lower. However, this
wasn?t a mild earnings revision but a slashing of estimates from their April 15th
expectation of $292/share in 2026 to just $274. Furthermore, full-year 2025 reported
earnings estimates were cut by nearly $20/share from $258/share to just $238/share.?

https://realinvestmentadvice.com/wp-content/uploads/2025/04/image-74.png
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However, what is interesting is that despite these and several other indicators suggesting an
increase in recessionary risk, the financial markets are currently putting in one of the strongest
rallies we have seen since the COVID pandemic. Of course, much of that rally came on the heels
of the relief of the sharp reduction of tariffs on China, one of the U.S.?s key trading partners.
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As such, while Wall Street analysts and economists were slashing economic growth and earnings
estimates just a month ago, striking fear into investors? hearts, that has now reversed.

Recession Probabilities Are Falling

Following the announcements of trade deals with both the UK and China, recession probabilities
for 2025 declined. Now, economists are rushing to reverse those previous recession calls.
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The reality is that the onerous tariff levels initiated by the Trump administration were never
permanent. This was a mistaken assumption by the mainstream media. Furthermore, the ?inflation
impact? from tariffs, which was expected to cause the recession, has yet to appear. Such is evident
in both inflation reports this past week. The chart below shows the composite CPI/PPI index and
whether inflation is above or below the long-term average inflation rate. Currently, inflation is 2%
below its long-term average.

Inflation failing to appear is unsurprising and something we discussed in detail in ?Tariffs Roil
Markets.? In their rush to undermine the current administration, the media also failed to consider
two important facts we discussed previously.

?The first is that Trump?s tariffs are a&#2013266080;?stick and
carrot?&#2013266080;for negotiating an agreement with both Mexico and Canada. As
you will see, all he wanted was assistance in securing the borders, reducing illegal
immigration, and arresting the illegal flow of drugs,
especially&#2013266080;?Fentanyl,?&#2013266080;into the U.S. Therefore, any
assistance provided by Canada or Mexico would lead to a reversal of those tariffs.
Secondly, we stated the market?s opening would likely be the worst level of the day, so
any&#2013266080;?panic selling? of positions early in the morning would likely be a

https://realinvestmentadvice.com/resources/blog/tariffs-roil-markets/
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mistake.?

That same logic applies to China and every other country dependent on U.S. trade. Given that
China depends on roughly $50 billion in annual trade (16.2% of total exports worldwide) to the U.S.
for its economic growth, President Trump was correct in assuming he had a stronger hand in the
negotiations.

With those tariffs vastly reduced, the risk of the recessionary impact from an excess ?tax? on
consumers is fading. However, even with the tariffs reversed, the economic data, while slowing,
does not suggest that a recession risk is imminent.

A Recession-Proof Economy?

Doug Cass made a valid point this past week, asking if the&#2013266080;?economy is now
recession-proof.?

?Is the economy now recession-proof? Is this also now a syntax question as opposed to
a practical question?

By a syntax question, this is what I mean. Recession is measured by reported GDP and
reported employment. GDP is in part a function of reported inflation. If inflation is
understated, GDP is overstated by the same amount. Employment includes jobs going
to immigrants, second jobs, jobs created by the birth/death model, and jobs going to
government employees that often have negative productivity and whose roles
(regulatory and bureaucratic nonsense) end up harming the country and the economy,
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even though they help GDP in the short term.

The country thought we were in recession in the middle part of the Biden term. This
includes very prominent financial minds and the average Joe. There is a reason the
election went the way it did: ?It?s the economy, stupid.? But, as measured by the
official stats, there was no recession, and things were pretty good. Now, we are still not
in recession, and as measured by the same stats, it still seems 50% likely we will not
be in recession, and if we ever enter one, it feels like it might be mild, at least as
measured by those same statistics.

So, is the economy now recession-proof? If we don?t go into a recession now, with the
shaky foundation that was in place, including an overspent consumer, all the debt,
global tensions, and all the uncertainty, it feels like we will never have a recession.?

It seems that way, but the one contributing factor that broke all pre-existing models was the flood of
monetary and fiscal stimulus post the COVID pandemic. It may take us years to determine if the
previous historical models and indicators, such as inverted yield curves, ever function as they did
previously to gauge recession probabilities. Maybe they won?t.

However, as noted above, economists are rapidly reversing their predictions about the recession
and now suggest that President Trump?s actions, while previously thought to be an economic
disaster, might be beneficial. Furthermore, financial conditions are improving, which also supports
economic activity. If that trend continues, particularly if the Fed resumes cutting interest rates, it
should start to feed into consumer confidence. If consumer confidence strengthens, which would
be logical following recent tariff resolutions, this should reduce recession probabilities further.
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Understand the message here. As discussed two weeks ago, the economic growth rate is
slowing, but recession probabilities remain low.

That does not mean that a recession is permanently avoided.

However, therein lies the problem with recession probabilities and predictions in the first place.

The Problem With Recession Predictions

It is wise to remember that in 2022, we had the&#2013266080;most anticipated recession, which
failed to occur and preceded one of the strongest bull markets in recent history.

The problem with predicting recessions is that economists always work off lagging economic data.
Such is particularly the case with GDP, which is revised three times following the end of the
quarter, 12 months, and 3 years later. Historically, given that lag, the timing of U.S. recessions can
be off by 9 to 12 months before they are recognized by the National Bureau of Economic Research
(NBER). The chart below shows the lag between the onset and recognition of previous U.S.
recessions.

https://realinvestmentadvice.com/resources/blog/a-recession-is-coming-or-is-it/
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The following table better shows the lag between the start and recognition of previous U.S.
recessions. I have also noted the impact on financial markets as investors reprice earnings growth
for a reversal in economic growth rates.

Investors must decide whether the current correction is&#2013266080;?just a correction?
&#2013266080;or whether the risk of a U.S. recession is increasing.

Currently, few indicators suggest recession probabilities are rising. The Economic Composite
Index&#2013266080;(a comprehensive measure of economic activity comprised of more than 100
data points)&#2013266080;is in expansionary territory. The EOCI index confirms the improvement
in the 6-month rate of change in the Leading Economic Index (LEI), one of the best recession
indicators, and current levels of economic growth. While economic growth will undoubtedly slow as
all of the excess governmental spending under the previous Administration reverses, there is
currently no recession warning in the data. That does not mean that it can not change in the future.
However, for now, the risk of recession is extremely low.

https://realinvestmentadvice.com/wp-content/uploads/2025/03/image-74.png


Adding to that analysis, the economically weighted ISM composite index is also in expansionary
territory, suggesting no current risk of recession.&#2013266080;This composite index (80%
service / 20% manufacturing)&#2013266080;is why we wrote that there was no recession risk in
2023 or 2024 despite inverted yield curves.
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Lastly, Government spending remains robust, which fuels economic growth. While the current
Administration is looking to cut spending and reduce the deficit, which would weaken economic
growth rates, they are making very little headway.

https://realinvestmentadvice.com/wp-content/uploads/2025/05/image-132.png


Furthermore, despite the hopes that DOGE would cut Federal spending, it has only returned to the
post-financial crisis exponential growth trend as the Government continues to use ?Continuing
Resolutions? to fund the Government. These resolutions automatically increase government
spending by 8% annually. In other words, spending doubles every nine years, so debt levels
continue to rise, feeding into economic growth rates.
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Conclusion: Staying Grounded Amid Market Volatility

While recession probabilities have resurfaced in the headlines following the recent market sell-off,
the economic data does not yet support the narrative of an imminent downturn.

As I discussed in&#2013266080;?The Risk Of Recession Is Not Zero,?&#2013266080;the
government is currently engaged in activities that will impact economic growth. If those actions are
combined with those of an already struggling consumer, the risk of recession will undoubtedly
increase. Thus, economists are now scrambling to reverse their recession calls.

Historically, recession calls tend to be premature, often relying on lagging indicators that confirm
economic contractions only well after they have begun. Current indicators point to a slower
economic expansion, not contraction. Although growth is slowing, a slower growth environment
does not equate to a recession?a distinction investors must keep in mind.

The more significant concern for markets is the inevitable impact of slowing economic growth on
corporate earnings expectations. With analysts projecting continued double-digit earnings growth
into 2026, there is an apparent disconnect between these forecasts and the economic reality.
History suggests that&#2013266080;earnings will eventually revert to levels that align with
economic activity, which could lead to further bouts of market volatility.

For investors, the key takeaway is to&#2013266080;stay informed, focus on fundamentals, and
avoid being swayed by short-term noise. While volatility and corrections are natural in market
cycles, history shows that panic-driven decisions often lead to missed opportunities. As long as
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economic indicators remain expansionary, the risk of a recession remains low, though careful
monitoring is warranted. Investors should continue to assess their portfolios, manage risk
prudently, and position themselves for a gradual slowdown rather than an economic collapse.

How We Are Trading It

As noted last week, we continue to manage our portfolios in a manner that allows us to participate
in the market while still hedging against underlying risk. As such, we have started rebalancing risk
as necessary and adjusting portfolio holdings to improve relative market performance. Notably, the
breadth of the market has improved, but as noted above, the short-term overbought conditions
suggest the ?easy money? has been made. We will wait for corrections to reduce cash balances
further and remove portfolio hedges entirely. That is, of course, unless some other unexpected
event surfaces that substantially increases market risk.

As noted, while the risk of recession has fallen, recession probabilities are not zero. As we said in
Friday?s Daily Market Commentary:

?However, patience will likely pay off here. As noted previously, we are still on a weekly
sell signal, which has historically led to short-term market underperformance. As shown,
previous periods of historical weekly moving average crossovers typically involve a
more extended period of consolidation or corrective price actions. The main exception
to that rule was 2020, when the Federal Reserve intervened with massive monetary
support. With yields rising and the Fed on hold, no excess support is coming into the
market other than a surge in corporate buybacks. However, those are due to decline
starting next month.?

https://realinvestmentadvice.com/resources/blog/bank-regulators-will-help-the-treasury/


Continue to follow the rules and stick to your discipline.&#2013266080;(Read our article
on&#2013266080;?What Is Risk?&#2013266080;for a complete list of rules)

Have a great weekend.

(Note: The allocation below contains a 5% short S&P 500 position in the ETF allocation.)

Feel free to reach out if you want to navigate these uncertain waters with expert guidance. Our
team specializes in helping clients make informed decisions in today?s volatile markets.
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Research Report

Subscribe To ?Before The Bell?&#2013266080;For Daily Trading Updates

We have set up a separate channel JUST for our short daily market updates. Please subscribe to
THIS CHANNEL&#2013266080;to receive daily notifications before the market opens.

Click Here And Then Click The SUBSCRIBE Button

[embed]https://www.youtube.com/watch?v=bdJgbyS_PkA[/embed]

Subscribe To Our YouTube Channel&#2013266080;To Get Notified Of All Our Videos

Bull Bear Report Market Statistics & Screens

https://realinvestmentadvice.com/resources/blog/corporate-stock-buybacks-do-they-affect-markets/
https://www.youtube.com/c/therealinvestmentshow
https://bit.ly/2Tqetau
https://simplevisor.com/home


SimpleVisor Top & Bottom Performers By Sector

S&P 500 Weekly Tear Sheet

https://realinvestmentadvice.com/wp-content/uploads/2025/05/Market-Xray-2.png


Relative Performance Analysis

Unsurprisingly, after the pervasive rally over the past week, almost every major market and sector
is now extremely overbought. With recession probabilities falling sharply, the rush to regain equity
exposure has forced ongoing short-covering. However, it is unlikely the market will be able to push
much further without a short-term correction or consolidation to relieve some of that overbought
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condition. Take some profits, rebalance risks, and look for a pullback to reduce hedges and add
exposures.
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Technical Composite

The technical overbought/sold gauge comprises several price indicators (R.S.I., Williams %R, etc.),
measured using ?weekly? closing price data. Readings above ?80? are considered overbought,
and below ?20? are oversold. The market peaks when those readings are 80 or above, suggesting
prudent profit-taking and risk management. The best buying opportunities exist when those
readings are 20 or below.

The current reading is&#2013266080;69.06 out of a possible 100.

Portfolio Positioning ?Fear / Greed? Gauge

The ?Fear/Greed? gauge is how individual and professional investors are ?positioning?
themselves in the market based on their equity exposure. From a contrarian position, the higher the
allocation to equities, the more likely the market is to be closer to a correction than not. The gauge
uses weekly closing data.

NOTE:&#2013266080;The Fear/Greed Index measures risk from 0 to 100. It is a rarity that it
reaches levels above 90.

The current reading&#2013266080;is 69.35 out of a possible 100.
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Relative Sector Analysis
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Most Oversold Sector Analysis
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Sector Model Analysis & Risk Ranges

How To Read This Table

The table compares the relative performance of each sector and market to the S&P 500
index.
?MA XVER? (Moving Average Crossover) is determined by the short-term weekly moving
average crossing positively or negatively with the long-term weekly moving average.
The risk range is a function of the month-end closing price and the ?beta? of the sector or
market. (Ranges reset on the 1st of each month)
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The table shows the price deviation above and below the weekly moving averages.

The ?relentless rally? continued this past week and has pushed most markets and sectors well
above their normal risk ranges. That rally in equities has come at the expense of gold, gold miners,
and bonds, which we previously warned would be the case. However, given the more extreme
short-term overbought conditions, investors should look for a correction over the next week or two
to relieve some of that pressure. However, that dip should likely be bought particularly if supports
hold at the 200-DMA.

Weekly SimpleVisor Stock Screens

We provide three stock screens each week from&#2013266080;SimpleVisor.

This week, we are searching for the Top 20:

Relative Strength Stocks
Momentum Stocks
Technical Strength W/ Dividends

(Click Images To Enlarge)

RSI Screen
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Momentum Screen
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Technically Strong With Dividends
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SimpleVisor Portfolio Changes

We post all of our portfolio changes as they occur at&#2013266080;SimpleVisor:

May 15th

This morning, we took some profits in our energy positions, coinciding with the crude oil price
bump. Our concern is that oil prices will&#2013266080;head back lower due to&#2013266080;
?drill baby drill?&#2013266080;policies, OPEC policies, and a weakening economy. While we
reduced the total energy exposure, we did add to OKE (up to 2%), as it is a natural gas pipeline
company and less impacted by lower crude prices. We added a 1% position in AMLP, an ETF
holding pipeline stocks. It pays a nearly 8% dividend. While we prefer OKE, it does help align the
exposure in the sector model more closely with the equity model.

Equity Model

Sell 100% of XOM and FANG
Increase OKE to 2% of the portfolio.

ETF Model

Sell 100% of iShares Energy ETF (XLE)

https://realinvestmentadvice.com/wp-content/uploads/2025/05/Screen-Technical-plus-Divideends.png
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Add 1% of the portfolio to AMLP

May 16th

In early April, we reduced our exposure to healthcare stocks as the threat of tariffs loomed large.
With that threat largely mitigated, and the recent executive order on drug pricing being more ?bark
than bite,? we are starting to rebuild our positions at better prices. Today, we are increasing our
current exposure in AbbVie (ABBV) and Eli Lilly (LLY) in the equity model, and adding to the
iShares Healthcare Sector (XLV) in the ETF model.

Equity Model

Increase ABBV to 3.5% of the portfolio and LLY to 2.5%.

ETF Model

Increase XLV to 7% of the portfolio.

Lance Roberts,&#2013266080;C.I.O., RIA Advisors


