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Abstract. We extend the Markov-switching dynamic factor model to account for the specifici-
ties of the day to day monitoring of economic developments such as ragged edges and mixed
frequencies. We also analyze the consequences of increasing the number of series N in the model.
All these issues have been contemplated in the linear framework, but they have not been con-
sidered yet in the Markov switching context. We also show that extracting a linear univariate
common factor and applying afterwards a Markov switching mechanism leads to wrong infer-
ence about the probability of being in a certain state. We will use the dynamic common factor
Markov switching model to compute inferences of the percentage chance that a certain economy
(US, euro area) faces a recession in the short term.



