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

Jeremy Siegel: Fear has a far greater grasp on human action than the impressive weight of historical evidence.” 

 

The business cycle remains at the very end of Phase-3. As we have progressed through Phase-3, we have seen – as 

expected -- both commodity prices and interest rates rise. At this point in the cycle, inventories are typically too high, 

sales fall as a result, credit conditions worsen, earnings slow, and Inflation rises. All these realities become a headwind 

against earnings, the economy, and the stock market.  

 

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

Income after inflation - Keeps declining. Inflation has been eroding income in an unprecedented way. Growth in wages 

and income after inflation has been negative since May 2021. These trends may now drive the business cycle for the 

next several months. Consumer sentiment keeps falling to historic lows (University of Michigan.) The economy and the 

markets cannot function when consumer finances are penalized by rising inflation. The markets are responding 

accordingly, as they always do. 

Sales of big-ticket items - Weak. Durable goods orders rose 4.0% y/y, reflecting past business decisions to increase 

inventories. Consumer spending for big-ticket items, however, has declined -6.9% y/y after inflation. When economic 

conditions deteriorate, consumers typically cut spending first on expensive, big-ticket items. This is exactly what is 

happening now. 

Auto sales - Sinking. Inflation’s bite is reducing consumer spending power, and sales of major purchases like vehicles are 

slowing. Heavy truck sales are also declining, suggesting there are fewer goods to move. 
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Labor costs - Soaring. Printing money for the sake of stimulating the economy has historically been the wrong policy; 

labor costs have soared +8.2% y/y, and therefore growth in job openings has been declining. A dramatic increase in 

labor costs is cutting into earnings, forcing businesses to cut job expansion. The stock market is taking notice of this 

negative development.  

Commodities - Likely topped.  Commodity prices for copper (used in manufacturing), and lumber (used in housing) are 

decreasing as the economy slows down. Still, crude oil is one of the few commodities that has continued to rise in price. 

Inflation - Rising. Inflation at the consumer level cannot decline without a reversal in home prices. The weakness in new 

home sales is normally the first indication that homes have become too expensive. The lack of demand will force home 

prices to decline, helping cool inflation. The May CPI (consumer price index) showed hotter-than-expected inflation 

despite hopes for moderation. “Headline CPI” rose 1.0% m/m and 8.6% y/y, while “Core CPI” jumped 0.6% m/m and 

6.0% y/y. While surges in energy prices led headline CPI, core CPI accelerated also as airfares, new vehicle prices and 

shelter costs rose solidly.  

The stock market – Cautious. Too many excesses – higher inflation, higher interest rates, lower consumer confidence, 

weakening housing, dropping output. Wall Street vacillates day-to-day from hopeful to dreadful, as it reacts to interest 

rate announcements and economic indicators, making the market volatile. 

The Business Cycle The weakness in housing; the decline in auto and heavy truck sales; continued loss of purchasing 

power; consumer optimism sagging -- these indicators will be our guide to where we are currently in the business cycle, 

and that helps determine our investment strategy. For some months now, we have been warning that tougher times 

were on the horizon—that has not changed. For those who remember the 1970s, you’ll recall that it takes time for the 

economy to heal and patience to keep a level head. We continue to emphasize a defensive strategy. 

Bottom line Inflation has been created by excessive monetary growth. Inflation will decline after a slowdown in the 

money supply. Cash and bonds have been the historical hedge during recessionary times as the Fed works to rein-in the 

impact of massive spending by Congress. This will, by intent, cause the economy to cool off. Certain stocks struggle.   

CONSIDER THIS: In his classic investment book, Stocks For The Long Run, Wharton professor Jeremy Siegel 

points out that, ‘almost without exception, the stock market tops-out prior to business cycle highs, and conversely the 

market bottoms-out before business cycle lows.’  This means that although the economy continues getting worse, 

stocks can start to rebound in Phase-4 -- before we hit the low trough of the business cycle. The stock market is 

ahead of the economy, typically by 6-to-12 months before economic indicators begin to “sound” positive. If you 

wait for everything to sound ‘great’ in the economy, you will very likely miss the important, early part of the 

rebound of stocks! Investing is strategy and analysis, NOT emotion. We value our relationship as trusted advisor. 

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