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

Jimmy Dean: “I can't change the direction of the wind, but I can adjust my sails to always reach my destination.”  
 

The business cycle has now transitioned from Phase-3 to early Phase-4. In this phase, the economy is still slowing 

despite businesses continuing to build their inventories. Credit conditions worsen. Earnings slow down. Commodities 

and interest rates peak. Sales grow below inventory levels. Inflation rises. Rising inflation, home prices, and interest 

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

business cycle points downward. It may take several months before Phase-4 ends. 

Key: Red = Indicator of Concern   Green = Positive Indicator   Yellow = Indicator of Caution 

➢ Real wages and working hours - Down. Hourly earnings after inflation have declined -2.6% in the past 12 months. This is a 

major drop in income. Inflation is taking away what we are earning. Hours worked have declined -1.0%. This is bad news 

because working hours are reduced before laying off people. Business is beginning to recognize the outlook is dimming. 

➢ Consumer big-ticket orders - Contracting. Total durable orders rose +2.2% y/y. Consumer durable goods orders (big-ticket 

items) however, are sinking – down -7.9% y/y after inflation. These figures reflect the dismal state of consumer sentiment 

and consumers’ declining purchasing power. 

➢ Production and retail sales - Weak and weakening further. Retail sales after inflation are growing well below the pace of 

industrial production – they are flat. Business has been steered to believe the economy is strong without recognizing the 

enormous risks introduced with the lockdown and subsequent stimulus programs. 

➢ Inventories - Sales growing slower than inventories.  Wholesale sales are growing slower than inventories. Wholesalers 

will have to cut orders, forcing businesses to reduce production. The inventory cycle is at work. 

➢ Commodities - Down. Commodities are declining in response to a weakening economy. Natural gas is falling also, 

responding to weakness in business activity. Gold and gold mine stocks are declining. Gold and other commodities are 

failing to be an effective hedge against inflation. The markets may be telling us deflation, not inflation, is the risk facing us. 
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➢ Inflation - Rising. Producer prices of commodities: +23.4% y/y. Producer prices of finished goods: +18.6% y/y. Consumer 

prices: +9.1% y/y. Inflation is still rising, and this is bad news for consumers and the economy. Business activity will keep 

deteriorating until there is a visible and convincing decline of inflation. Living conditions may need to become even more 

painful to break the inflationary momentum. 

➢ Bond yields - Down. The decline in yields is a sign they are beginning to respond to the impact of a weakening business 

cycle - like all other commodities. (Money is a commodity. Yields represent the price of the commodity of money.) 

➢ The Dollar – Strong.  The Euro is very weak; it has essentially collapsed. The steady decline of the Euro – now at parity with 

the US Dollar – is disheartening globally. The Euro has declined more than 20% since 2021. Your dollar buys more Euros. 

➢ Earnings- Early results are positive. The 2022 earnings season has kicked off with 106 companies (22.9% of market cap) 

having reported. So far, 71% of companies have beaten earnings expectations and 56% have beaten revenue expectations. 

Despite record inflation, strong wage growth and recessionary fears, earnings estimates have remained resilient, as firms 

continue to pass on higher input costs to consumers and focus on expense management. On the demand side, early 

reports show that consumer demand may be stronger than the economic data suggests – a potential positive for earnings. 

 

STOCK MARKET: The stock market is entering what historically have been its weakest months, especially in years of U.S. 

mid-term elections. With the Federal Reserve still tightening and seasonal trends turning negative, good news from 

positive earnings may present investors with the opportunity to reduce risk, as you may be able to adjust your holdings 

with prices up. This may seem hard to understand, but bad news has been good news, as the interpretation was that the 

Fed’s policies were working. The worry now is if the indicators get too bad and it may cease to be good news and just mean 

a longer time in Phase-4 and recession.  

 

Risks 
• The Fed could push the economy into recession if it overtightens policy in response to supply-driven inflation. 

• Heightened geopolitical tensions with Russia could result in continued energy shortages, low consumer confidence 
and dampened growth. 

• Markets may remain depressed and volatile until investors receive clarity on inflation and the Fed. 
 

Investments 
• After this year's sell-off, fixed income now offers more protection against a market correction or economic 

downturn. 

• U.S. equity investors may use profits as a guide in a rising rate environment. 

• Long-term growth prospects, a falling dollar and wide valuation discounts support international equities. 

 
{Data source for information in update: https://www.bls.gov/ - Bureau of Labor Statistics; J.P. Morgan Market Insights} 
 

 
 
    
 

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.  
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