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

OVERVIEW: The business cycle appears to be moving closer to the end of Phase-2. In this phase the economy normally 

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 headwind for earnings, the 

economy, and the stock market. Usually, this will be the time the business cycle moves into Phase-3. The reason we 

watch the business cycle is to evaluate facts and not emotion. To quote Sergeant Joe Friday, “Just the facts, ma’am.” 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.  Candidly, in our view, all the data of the past few months may be somewhat misleading because 

they show the economy recovering rapidly from the pandemic. It must be remembered, however, that all the rates of 

change shown up to March 2021 start from the depressed low base of March 2020. This is an important distinction, 

because starting in April 2021, the latest data seems to indicate that the economy is beginning to “slow down.” The 

question is, will the economy trend toward a long-term growth rate of about 2%? The markets are likely to respond with 

increased volatility as they try to gauge what may be these “new normal” conditions. Here are economic indicators that 

help us gauge where we are at in the Business Cycle: 

➢ Leading indicator - Strong. The index of leading indicators (LEI) of The Conference Board points to strong growth 

ahead (CEI). 

➢ Durable goods orders - Soaring. Durable goods orders and capital investments are soaring as business takes 

advantage of low interest rates to expand and improve capacity. 

➢ Personal income - Soaring. Personal income soared +29.0% from the depressed levels of March 2020 caused by 

the nationwide lockdown due to the pandemic. This is being reflected as retail sales and production are 

extraordinarily strong.  

➢ Heavy truck sales - Strong. Heavy truck sales are soaring – like everything else. Production output must be 

moved higher to meet sales. The current growth rate is the highest since 2011, but it may slow in the coming 

months from the current high pace as demand decreases.  
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➢ Commodities – Firm/Rising. This is where the bad news may be emerging. Rising commodity prices can force 

inflation to move higher and be transmitted to consumers. 

➢ Inflation - Rising. More bad news. Inflation is 2.3% and rising. Labor costs adjusted for productivity are rising 

rapidly, more than inflation: + 4.2% y/y. The rise in labor costs and commodities will continue to force business 

to increase prices. The continued rise in inflation, housing, crude oil, will reduce consumers’ purchasing power 

and reinforce the economic slowdown we anticipate. 

➢ Unit labor costs – Rising. Labor costs are up 4.2% y/y. Rising labor costs adjusted for productivity will place 

downward pressure on profits. Business will be forced to increase prices. The resulting inflationary pressure will 

reduce consumers’ purchasing power, reinforcing the causes of the slowdown that will be taking place in the 

coming months. Labor shortages are an increasing problem as millions are sluggish to return to work. The 

reasons are three-fold: a) Some continue fear COVID; b) shutdowns of economic sectors by the government 

have prevented some from returning to work; c) extended government benefits and unemployment payments 

are equal to or more than some would make by returning to work. 

➢ Interest rates - Pausing. Bond yields follow closely the pattern of our business cycle indicators. The current 

pause in yields may suggest they are anticipating slower growth in business activity. It is too early to call. 

The stock market. The fundamental outlook – bullish. It is a mathematical fact that all the growth rates now seem huge 

because changes over 12 months are compared to the bottom of March 2020. Since then, stocks rose 78% (as of March 

2021) and GDP expanded 10%. GDP will normally slow down to a growth rate much closer to 2% than the current 6% - a 

one third cut. How will the financial markets react? They will not respond with the exuberance shown since March 2020. 

When there is an economic slowdown, it will favor a defensive, not aggressive, investment strategy. Bonds are the 

ultimate defense because they strengthen in a slower growth economic environment. Our business cycle indicator will 

tell us which strategy to follow. 

Bottom line. Everything is booming. But labor costs and inflation are rising. This happens at the turning point from 

Phase-2 to Phase-3. It is the reason we are monitoring our strategy to adjust to the changes in the cycle. 

{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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