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“Your Money, OUR Economy: They Are Linked”  

We appear to be ending Phase 1 and moving to Phase 2 of the Business Cycle. The numbers illustrate we have probably been in 

Phase 1 of the business cycle since March 2020. In this phase, history shows us, the economy starts improving. Normally, we have 

seen commodities and interest rates rise and the inventory-to-sales ratio decline at a slower pace. Eventually inflation bottoms as 

well, normally after about one year into the economic expansion. Many businesses see credit risk stabilize and earnings improve. 

This may cause the stock market to be in more of a “bull market” propelled by increased liquidity and higher earnings. Eventually 

we move through Phase 2 and see rising long-term interest rates. Commodities eventually become a headwind for the economy 

and the stock market. That is why we call it a business 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 -Strong. This important sector of the economy - with so many industries depending on it - is strong and rising 

rapidly. Home prices are also rising sharply, up +6.6% y/y - as they were in 2018. 

➢ Inventories – still low. Total business sales are rising faster than inventories. Such imbalance will continue to force 

manufacturing to increase production, hire workers, buy commodities, and borrow more. 

➢ Capital investments - Strong. The rise in orders of +6.2% y/y for capital investment, is particularly good news. It means 

businesses are confident to spend on big ticket projects to improve or increase productive capacity. This effort will also have 

a positive effect on productivity and industrial production should it continue to improve. 

➢ Leading indicators - Pointing to more growth. The growth of manufacturing employment shows clearly the three cycles we 

have experienced since all the way back in 2009. It seems like in March 2020 a fourth business cycle started. The growth in 

manufacturing employment grew in November, but at a slower pace. It may continue to expand thanks to business efforts to 

rebuild inventories. 

➢ Commodities - Firm. Commodities are rising - as they normally do in the current phase of the business cycle. Eventually, 

however, this appreciation will have a negative impact on business earnings and become a headwind against the economy, 

which can be one of the indicators that move us to the next phase. 

➢ Inflation - Low. The price index of consumer expenditures – a broad inflation measure – is up only +1.2% y/y. Inflation is still 

not an issue. 
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➢ Interest rates - Yields at a bottom. Bond yields have the same turning points as our business cycle indicator. The rise in our 

business cycle indicator can point to rising bond yields. 

➢ The Dollar - Weak. The US Dollar tends to weaken when the business cycle indicator rises. The continued strength in the 

business cycle indicator points to more Dollar weakness. 

➢  

Bottom line. The economy is responding to the lockdown in the same way as when you throw a stone into a lake. The first wave is 

big and he following waves become smaller until the water is flat. This is what is happening to the economy. Eventually growth 

will settle down to more reasonable levels. The markets will remain erratic because they will respond to the “waves.” Volatility 

and lack of direction could be the name of the game.  

The stock markets. Despite all the fear and trepidations, we seem to be in a bull market. Different in nature then many, but still a 

bull market. The economy is expanding at a solid pace, due to the indicators mentioned above. These litanies of positive 

developments should not be ignored despite the horrible situation created by the pandemic. Let the facts drive decisions, not 

emotion.  

Strategy. It is not a dart board stock market (throw a dart when a prize), as many stocks are overbought as evidenced by P/E ratios 

(price to earnings). That is why at this time you may look at trimming certain positions. The emphasis, however, remains on 

companies performing well in a strengthening business cycle. 

 

{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 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. 
 

 Oak Tree Financial Services, LLC is located at 13555 Bishops Court, Suite 255, Brookfield, WI 53005.  
Phone: 262-649-9202;  Website: OTFSllc.com;  Email: info@OTFSllc.com 
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