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“LINKED -- Our Personal Money, Our Nation’s Economy”  

Indicators appear to show that the business cycle has been in Phase-1 since around March 2020. From a logical point of 

view, the stock market would be in a bull posture propelled by increased liquidity and higher earnings.  

Normally in this phase, the economy is improving. Commodities and interest rates bottom. The inventory-to-sales ratio 

declines at a slower pace. Eventually inflation bottoms, after roughly one year into the economic expansion. Credit risk 

stabilizes. Earnings improve. But, these days there is COVID and its impact. And, there’s the stimulus checks and their 

impact. And, there’s the recent elections and the recent prominent events and news cycles. There’s a lot going on. 

We may be just hitting the transition from Phase-1 to Phase-2. Eventually, history shows us that from the start to the 

end of Phase-2 we see rising long-term interest rates, and that commodity prices and labor costs eventually become a 

headwind for earnings, the economy, and the stock market. That is why it is called a cycle! 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.  

  

 

 

 

 

➢ Housing - Weakening. The housing market is beginning to show signs of fatigue. Existing and new home sales 

are declining -2.5% m/m and -11.0% m/m respectively. 

➢ Consumers - Cautious. Personal income is up +9.1% y/y thanks to the government stimulus programs. Consumer 

spending, however, is down -2.6% y/y reflecting a cautious consumer. It shows consumer confidence is still at 

depressed levels. 

➢ Durable goods orders - Strong. Consumer durable goods orders and, orders for capital investment are strong – 

up +13.0% y/y and +6.5% y/y. These are impressive trends. They bode well for economic growth and they reflect 

strength in the manufacturing sector.   

➢ Purchasing managers -- Bullish. The manufacturing sector in the US is strong as reported by the purchasing 

managers. The index is standing at 57.1, reflecting robust growth. As we explained and expected, business is 

busy rebuilding depleted inventories. The process is in full swing. 

➢ Commodities - Rising. Commodities are strong. Lumber, however, stopped rising in response to a weakening 

housing sector. Usually, the ‘general metals and mining sector’ can be stronger than gold when the business 

cycle rises. So, for instance, we may (or may not) see metals and mining outperforming gold if the business cycle 

indicator rises.              (more) 
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➢ Inflation - Low: 1.2%. The price index of consumer expenditures, the broadest measure of inflation, rose 1.1% 

y/y. Inflation is still low. 

➢ Interest rates - Rising. Bond yields follow closely the business cycle indicators. Yields are now rising as they 

should at this stage of the business cycle. The strength of the economy is now putting upward pressure on the 

cost of capital. 

➢ The Dollar - Weak. The US Dollar tends to weaken when the business cycle strengthens. Expect more dollar 

weakness ahead. 

➢ Credit Spreads -Declining. This sign of financial risk is not presently an issue and, there is plenty of liquidity in 

the system, thus seemingly good for growth.  

The stock market - The fundamental outlook seems bullish -- As always, we rely heavily on the indicators we discussed 

above, which overall, have positive momentum. Of course, the major variable still is the pandemic.  

Longer term (for our children and grandchildren) -- We are concerned about the social and economic fabric being 

interwoven right now.  We should not ignore the fact that total public debt as percent of GDP is 127.3. In looking 

historically, it seems that at this level of debt, any economy including ours, only grows relatively slowly. There are many 

examples: Europe is stagnating, with growth mainly coming from the strength of Germany and Netherlands. Japan 

seems to have been practically dead in the water for decades now. Note that equity markets eventually reflect economic 

growth, so over time we could be walking on thin ice. However-- yes, we are at this time, bullish but are closely watching 

current economic indicators.  

Bottom line – Cautiously Bullish. The weakness in auto sales and housing are signs that there are headwinds 

we should not ignore. The good news is that manufacturing is still strong. These two contrasting forces are likely to 

create uncertainties and market volatility. Commodities can provide an important signal to watch about the strength of 

business activity.  

{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 financial 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 are 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. 
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