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“Your Money, OUR Economy: They’re Linked”  

"Those that fail to learn from history, are doomed to repeat it." Winston Churchill.  

{This is why, at Oak Tree Financial Services-Brookfield, we closely follow the nation’s business cycle!} 

 

OVERVIEW: The business cycle maybe transitioning from Phase 2 to Phase 3. In this phase the economy is still strong 

as business keeps rebuilding inventories. Commodities and interest rates peak. The inventory-to-sales ratio bottoms. 

Inflation rises. Credit conditions worsen. Earnings are at peak growth. Stocks usually are in a bull market propelled by 

increased liquidity and strong earnings. Rising inflation and interest rates eventually hinder consumer optimism and 

become a headwind for earnings, the economy, and the stock market. The business cycle then transitions to Phase 1 

when inflation declines.  

 

Color Code: (Red=Watch; Green=Less of a Worry) 

➢ Spending - Slowing down. Personal income has slowed down to +2.7% y/y. Personal spending, however, is 

growing much faster than income (+12.1% y/y). Consumers will have to keep reigning in their appetite and cut 

spending in line with the growth in income. 

➢ Spending on big ticket items - Weak. While durable goods orders keep growing at a healthy pace, consumer 

spending for big ticket items have been fading - declining in four of the last seven months. 

➢ Construction employment - Contracting. Manufacturing and construction are two major sectors of the 

economy. The need to rebuild inventories is forcing businesses to hire production people. Employment in 

construction, however, has declined in four of the last five months. This year’s sharp increase in home prices has 

discouraged some consumers from buying. The weakness in housing has been reflected by lower lumber prices. 

(more) 
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➢ Average weekly hours -Slowing down. “Average weekly hours of production” is a leading indicator of 

employment. Businesses reduce work hours first when demand wanes rather than cutting employment 

positions. An example was the 2018-2019 episode, showing average working hours leading employment. The 

current slowdown in working hours suggests businesses recognize the need to slow down production to keep 

inventories from rising too rapidly. The purchasing managers are already reporting a contraction in 

manufacturing employment with the index declining to 49. 

➢ Commodities - Declining. Commodities move in the same direction. They remain in a downtrend due to the 

weakening economy. Gold will strengthen as the business cycle declines.   

➢ Inflation - Rising. Home prices - up 19.1% y/y. Price index of consumer spending, up +4.2%. In our view, the 

economy will continue to slow down until there is a visible decline in inflation. We believe that consumers will 

not be aggressive buyers until inflation declines and purchasing power increases.  

➢ Interest rates - In a downtrend. Bond yields continue to follow closely the direction of our business cycle 

indicator. Their trend remains down.   

➢ The Dollar - Strengthening. A sign of economic weakness. The US Dollar is strengthening, responding to the 

decline in our business cycle indicator.  

The business cycle. The sharp increase in home prices and the rise of inflation is hindering consumer spending. The 

sharp decline in consumer confidence reflects the loss of consumer purchasing power due to rising inflation. Production, 

meanwhile, continues to expand unabated, resulting in inventory accumulation. We should expect, therefore, a 

slowdown in production in the coming months and in overall business activity due to weakness in housing and 

manufacturing. Bottom line. We are witnessing the gradual slowdown of the economy driven by a concerned consumer. 

This trend will continue until there is a visible decline in housing prices and overall inflation. 

The stock market. The long-term fundamental outlook seems bullish. Of concern is the sharp rise in home prices – up 

19.1% y/y. This is a major increase accompanied by sinking house affordability as released by NAR-National Association 

of Realtors. Inflation, meanwhile, keeps climbing – up between 4% and 9% depending on the index used. Consumers are 

not insensitive to these trends. Consumer confidence is, not surprisingly, tumbling as purchasing power is eroded. 

Manufacturing is still strong, rebuilding inventories. Business will be faced with slowing demand and rapidly rising 

inventories. This is a perfect storm, historically associated with a visible slowdown in business activity. It will take time to 

play out. Its severity will depend on the persistence of inflation. 

Strategy. The indicators seem to be in a position pointing to little upside potential. This is the reason why we are 

reviewing our portfolio for adjustments to possibly reflect this uncertainty and little upside.  

{Data source for information in update: https://www.bls.gov/ - Bureau of Labor Statistics} 
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