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

"Those who 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 four-phase business cycle.} 

 

OVERVIEW: Economic indicators reflect that the business cycle appears to be in Phase 3. In this phase the economy is 

still strong as businesses keep rebuilding inventories, but commodities and interest rates peak, the inventory-to-sales 

ratio bottoms, inflation rises, credit conditions worsen, and earnings are at peak growth. Stocks are in a bull market 

propelled by increased liquidity and strong earnings. However, rising inflation, home prices, and interest rates 

eventually hinder consumer optimism and become a headwind against earnings, the economy, and the stock market. 

The business cycle eventually transitions through Phase 4 and back to Phase 1. We then see inflation, home prices, and 

interest rates decline, and consumer confidence rise once again.  

Key: (Red = Concern; Green = Less of a Concern; Grey = Watch) 

➢ Purchasing managers - Slowing down. The composite index for the US declined to 54.5. Even with the decline this level 

is still a solid number consistent with historical growth of about 2.5% 

➢ Housing - Expanding. Even though we have seen new one-family houses ‘sold’ experience a decline from the peak, the 

sector remains strong and is expanding at a solid pace, despite soaring home prices. 

➢ Consumer durable goods - Declining. Consumer spending on durable goods orders (big ticket items) declined in seven of 

the last ten months. Consumer finances are stretched. If history is an indicator, government checks will not make 

consumers richer, as economic laws cannot be repealed. You become wealthier only if you work and produce goods. 

The more complex the goods are, the higher the income. 

➢ Real disposable income - Declining. When consumers receive free money from the government without producing 

goods and services, inflation rises and takes away the value of the money they receive. Real disposable income, not 

coincidentally, has declined in four of the last five months. This is the main reason consumer optimism is sinking. This 

trend is important because consumer spending is more than 70% of the US economy. 

➢ Commodities – Weak. Commodities prices have been pausing in the past several weeks. Crude oil, however, moved 

sharply higher, as you will notice at the pump. 
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➢ Inflation - High and rising. The Case-Shiller index of home prices soared 20.0% in the past 12 months. The Personal 

Consumption Expenditures price index jumped 4.3% y/y. Inflation is rising and is causing considerable distress among 

consumers, as reflected by the sharp decline in consumer confidence. 

➢ Interest rates - Up. Short-term interest rates continue to reflect a multi-year accommodating monetary policy. Bond 

yields have risen rapidly. If history is an indicator, they will decline once the consumer-led recession is underway. 

<Following: Our Opinion and Analysis> 

The Business Cycle. The most important developing trend is the decline in consumer purchasing power. Inflation is 

reducing the value of their income. This trend has an enormous impact on the overall economy. It can cause the 

economy to keep slowing down until the point at which inflation declines in a visible way. As the economy keeps 

slowing down, consumer confidence and the expectation for rising real income sink. Rising inflation and soaring 

home prices dent consumer confidence. The decline in real disposable personal income-- because of inflation-- 

further reinforces the challenges faced by consumers. Inflation can take away the impact of a raise. It is not 

surprising, therefore, that sales of big-ticket items are now quite weak. THE GOOD NEWS: Housing is continuing to 

expand, and business is rushing to place orders to replenish slack inventories. Slower demand, however, will 

motivate decision-makers to re-think production and inventory strategy. The force of the business cycle will prevail. 

Bottom Line. Consumers are 70% of the economy. Only an increase in purchasing power will create a growing 

environment for the economy. These conditions are currently nonexistent. We may be facing the beginning of the 

adjustment phase of the business cycle. 

The Stock Market. The US economy was expected to experience sharp and random waves, with the hope that it would 

eventually slow down to its long-term growth pace of about 2%. The market is slowly reflecting the logic of the basic 

fundamentals of interest rates and earnings. It is recognizing that the deceleration of the economy from a 34% GDP 

increase in 2020 Q3 is creating enormous dislocations of labor and resources. We could see earnings penalized, and 

very real supply chain issues create havoc for inventory management executives. Liquidity (the Federal Reserve’s 

accommodating policies) cannot hide forever the damage created by the COVID lockdown. Instability in any system 

represents high levels of risk because of the difficulties in managing instability in the system’s behavior.  

Strategy. We may be facing further economic and earnings deceleration. This is the time to wait-and-see and work to 

better understand the risk factors of your portfolio.  

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