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“Your Money, OUR Economy: They Are Linked”  

The business cycle still appears to be in Phase 1 since March 2020. As a reminder, in this phase the economy starts 

improving. Commodities and interest rates bottom. The inventory to sales ratio declines. Eventually inflation bottoms as 

well, after about one year of economic expansion. Credit risk stabilizes. Earnings improve. The stock market enters a 

new bull market propelled by increased liquidity, low interest rates, and higher earnings. We structure our client portfolios 

based on client objectives and asset allocation theories, and we customize the portfolio with our sector rotations based on market 

logic, not market timing.  

  

 

 

The US economy.  Business activity is strengthening from the previously recorded 2%. It is now expanding at a 3.5% pace 

according to the Atlanta Fed. The good news is the high-wage jobs in manufacturing continue to expand. This is what 

must happen to create a solid base below the current resumption of business activity. The continued decline in the 

inventory/sales ratio shows manufacturers will have to keep expanding production to replenish inventories. This is good 

news for employment. Small business optimism is rising to pre-pandemic levels, suggesting they see growth, not doom 

and gloom as suggested by some news sources. Capital investments have been revised upward– good for future growth. 

➢ Manufacturing employment - growing. Employment in manufacturing continues to improve. This is a sign, as 

we expected, that manufacturers need to increase production because of the depleted inventories. This process 

will continue to deliver good news and higher-paying jobs in manufacturing and construction.   

➢ NFIB survey - strong. The survey of the National Federation of Independent Business jumped to pre-pandemic 

levels. Small business is confident business conditions will continue to improve. 

➢ Capital investments - robust. Capital investments were revised upward, growing at a strong +4.7% y/y pace. The  

economy needs these kind of investments to grow and to become competitive in the global markets. 

➢ Leading indicators - pointing to more growth. The slowdown of the busines cycle started in 2018 when sales 

began to grow more slowly than inventories. Business reduced production to bring inventories in line with sales. 

Now, sales are rising faster than inventories; inventories are too low. Business is increasing production to meet 

demand. A self-reinforcing cycle is underway -- until demand grows slower than inventories. 

➢ Commodities - firm. Commodities are uptrending, responding to the new business cycle which began in March. 
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➢ Inflation - low: 1.4%. The data confirm we are in a period of disinflation. Consumer prices are up just +1.2% and 

producer prices are down -1.1% y/y. Inflation is still not responding to improving business conditions. 

➢ Interest rates - Yields at a bottom. The rise in our business cycle indicator points to rising bond yields. 

➢ The Dollar - Weak. The US Dollar tends to weaken when our business cycle indicator improves. 

The investment environment – The economic data may be indicating business optimism. This optimism is reflected in 

strong commitment to capital investment, the backbone of the recovery. Consumer optimism has been scarred by fear 

of the pandemic. A robust housing market and firm auto sales, however, show that consumers are still willing to buy big 

ticket items. 

The stock market - If you look at the indicators, the long-term fundamental outlook seems positive. We are seeing 

production improving, as businesses replenish depleted inventories. Manufacturing employment is expanding to handle 

more production. Credit spreads keep declining to reflect plenty of liquidity. Senior lending officers are easing credit 

standards to stimulate more loans. Commodities are firm in response to increased demand. Yields are moving higher 

due to the positive business tone. We may be experiencing a positive market that is reflecting of the beginning of the 

new business cycle that we see. 

Bottom line - The pandemic is causing a deep scar in consumer optimism. It is difficult to understand what is happening. 

The news is terrible and when someone dares to be optimistic, he is accused of distorting the data. When we are 

worried, we all behave cautiously. Multiple data, however, show quite clearly that business is fighting and reacting 

positively. The potential outcome is continued growth and continued improvement in employment. 

 
 

{Data source for information in update: https://www.bls.gov/ - Bureau of Labor Statistics} 
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The material presented is for informational purposes only. It is not intended as financial advice, and you are encouraged to seek 
such advice from your financnial advisor. The content is derived from sources believed to be accurate. Neither the information 

presented nor any opinion expressed constitutes a solicitation for the purchase or sale of any securitiy. All information and 
opinions are that of Oak Tree Financial Services, LLC and not that of Woodbury Financial. Securities and investment advisory 
services offered through Woodbury Financial Services, Inc. (WFS), member FINRA/SIPC. WFS is separately owned, and other 

entities and/or marketing names, products or services referenced here are independent of WFS. 
 

 Oak Tree Financial Services, LLC is located at 13555 Bishops Court, Suite 255, Brookfield, WI 53005.  
Phone: 262-649-9202;  Website: OTFSllc.com;  Email: info@OTFSllc.com 
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