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

OVERVIEW: The business cycle is moving closer to the end of Phase 2. Even toward the end of this phase, the economy 

keeps strengthening. Commodities and interest rates rise. The inventory- to-sales ratio declines. Inflation rises. Credit 

conditions keep improving. Earnings expand. Stocks are in a bull market propelled by increased liquidity and higher 

earnings.  

Rising inflation and interest rates eventually hinder consumer optimism and become a dragging headwind for earnings, 

the economy, and the stock market. If so, at that point the business cycle moves to Phase 3. 

The reason we watch the business cycle is to evaluate facts and not emotion. 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 Business Cycle.  The economy is characterized by strong employment opportunities for those who want to work, 

strong manufacturing, and rising inflation. The income slowdown is new, possibly foreshadowing slower growth ahead. 

➢ Unemployment claims - Declining. Unemployment claims are starting to slide, reflecting a strong labor market. 

➢ Chicago PMI - Strong Manufacturing. The Chicago Purchasing Managers Index has been soaring, reflecting the 

strength of the industrial sector. The need to replenish depleted inventories is reflected in the strong PMI and 

robust labor market. 

➢ Durable goods orders - Weak. Durable goods orders and personal consumer expenditures of durable goods rose 

sharply from a year ago due to the low ‘base comparison’ caused by the pandemic. Durable goods orders, 

however, declined 1.3% month-to-month, a weakening trend visible since January 2021. Durable goods orders 

are an important leading economic indicator; they represent major investments by business. The monthly 

pattern of growth of durable goods orders is as we expected (remember the analogy of the stone thrown in the 

water. Each wave is smaller than the preceding one.) April data show durable goods orders declining.  
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➢ Purchasing managers - Strong Activity. This is needed mostly to replenish inventories. Income, however, slowed 

sharply. Once demand wanes in response to rising interest rates and inflation, weak orders and high inventories 

will force business to cut production. This process could take place gradually over the next several months. 

➢ Personal income - Sharp Slowdown. This is important as it shows the growth in personal income sliding to just  

+0.5% year-to-year from an earlier pace of more than 30% y/y. The reaction of consumers to slower growth in 

income and rising inflation will be an important development in the next several months. 

➢ Commodities - Firm but pausing. The business cycle indicator is moving higher, placing upward pressure on 

commodities. Commodities have been pausing. It is too early to say they are responding to weakening business. 

➢ Inflation - Higher Inflation. Home prices have increased +13.0% y/y. The price index of consumer expenditures 

gained +3.6% y/y. Producer prices rose +9.5% y/y. The rising trend in home prices suggests inflation will keep 

heading higher and it will peak only after a visible decline in the growth of home prices. This is a bearish trend 

considering the weakness in personal income. 

➢ Interest rates - Pausing. The rate on Treasury bills remains 0% and the interbank rate is still negative. Excessive 

stimulus spending by Washington may create instability and fuel inflation while forcing low interest rates. 

➢ Housing market – Weakening. This is an important leading indicator of the stock market because it reflects 

interest rate trends and consumers’ purchasing power. The weakness since July 2020 in new home sales is 

worrisome and could signal further market volatility. 

The stock market. The long-term fundamental outlook – bullish. The trend is up. The S&P 500 is solidly above its 200-day 

moving average (dma) – a sign of strong momentum. This strength has an impact on the seasonality of the market. Last 

year the market performed well in June and even better in July when the S&P 500 was above its 200-dma. August, 

September, and October, however, were disappointing. Time will tell. The economy, meanwhile, shows some signs of 

weakness accompanied by rising inflation. This is not a bullish scenario.  

Bottom line. The weakness in durable goods orders and housing, and the sharp slowdown in personal income 

suggest the economy is slowing down to the long-term growth average, which in the past has been about 2.0%. The 

markets will continue to react with sharp moves, justifying a defensive strategy. One historic strategy is that bonds may 

benefit from the business slowdown we are anticipating. They will provide solid opportunities, but we are not there yet. 

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

 

 

 

 

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.  

Oak Tree Financial Services, LLC  
13555 Bishops Court, Suite 255, Brookfield, WI 53005.  

Phone: 800-757-6837;  Website: OTFSllc.com 
  Email: info@OTFSllc.com; Facebook: https://www.facebook.com/13555BishopsCourt255 
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