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Investing Through the Cycle 
 

Visiting an apple orchard in the chill of the fall is a tradition for many 

across the country. Some may think about the crunch of a fresh apple 

while others can’t wait to pick out a pumpkin for Thanksgiving pie. What 

isn’t on people’s minds, however, is the work that the farmer puts in to 

bring about these experiences. The work of the farmer is not limited to a 

single season; rather, his or her care is developed throughout the year. 

Maintenance is required in the winter, planting in the spring, watering 

and weeding is done in the summer, and the harvest takes place in the 

fall. 

In many ways, the economy (or business cycle) also carries a seasonal 

cadence. Over the long run, we tend to see the economy grow over 

time, but over shorter-term periods of strength, is followed by 

weakness, which is then followed again by strength. Different definitions 

of the market cycle exist, but in our view, the natural rise and fall in the 

economy over time can be thought of as follows:  

• Contraction (Winter): Business earnings and production slow, unemployment rises, sales start to drop, and 
income growth may stall. 

• Recovery (Spring): The economy starts to turn around. Employment and production begin to rise, and lenders 
become interested again in extending credit to sow the seeds of growth. 

• Expansion (Summer): Employment, income, production, and sentiment increase. The economy operates 
smoothly, and risks appear manageable. 

• Slowdown (Fall): The economy slows down and starts to reverse. Businesses and households tend to become 
more conservative and delay purchases” Lenders begin to become more selective when extending loans. 

 

Though it may be tempting to try to time the business cycle by moving in and out of stocks, timing the market is hard (see 

Committee Perspectives: Timing the Markets), and the seasons may change abruptly. We believe investors are better 

served by staying true to their long-term allocation strategies and avoiding the temptation to make material changes 

between stocks and bonds. However, as the farmer focuses on different duties throughout the year, so too investors may 

find the opportunity to focus on different stocks according to the season. 

Factor Investing 

There are almost as many ways to segment stocks as there are actual stocks to buy, and while each professional money 

manager may have their favored practice, we believe looking at leading factors can provide some guidance. Factor 

 

 

Key Takeaways 

 

• Consider  the market cycle when 

investing. 

• Different seasons (i.e., market cycles) 

may call for different investment 

approaches. 

• Resist the temptation to time  cycles 

by moving in and out of stocks. 

• Plan for the natural shifts in market 

cycles, don’t react in haste. 
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investing is an approach that targets stocks or portfolios that exhibit specific characteristics. For instance, MSCI has 

designed a family of factor indexes that reflect the performance of equity “risk premia” factors (Minimum Volatility, Yield, 

Quality, Momentum, Value, Size). These factors are academically tested, easy to implement by both passive and active 

managers, and designed around the following ideals: 

• Minimum Volatility: Seeks to provide broad exposure to stocks but in a way that minimizes expected risk going 
forward by focusing on stocks that have lower volatility and that exhibit relatively low correlation. 

• Yield: Focuses on companies that have a history of persistently paying high dividends. 

• Quality: Centers around companies with durable business models and sustainable competitive advantages. 
Often characterized by companies that have stable earnings, high profitability, and low leverage. 

• Momentum: This strategy follows market trends, buying stocks that have outperformed recently, and anticipating 
that these winning stocks could continue to perform well in the near term going forward. 

• Value: Value investing involves holding stocks that are “cheap” based on certain valuation ratios. Generally, this 
includes quality-like filters that help screen out stocks that may be cheap for a reason. 

• Size: All else equal, stocks of smaller companies have historically outperformed stocks of larger companies. The 
size factor overweights these marginally smaller companies. 

 

While no two business cycles are the same, we see certain factors historically taking leadership roles as the seasons 
change, as shown below. In periods of expansion (Summer), momentum often wins. In a Slowdown (Fall) and Contraction 
(Winter), a focus on quality and lower volatility can help insulate risks. In the Recovery stage (Spring) smaller size and 
value attributes can lead markets higher after being pushed too far down during the contraction. Momentum may also find 
footing in a recovery as trends become more pronounced. 

 

Chart 1: Investing through the Business Cycle 

Stage of 
Business Cycle 

Expansion Slowdown Contraction Recovery Expansion Slowdown 

 

Factors to 
Consider 

Momentum Quality Quality Size Momentum Quality 

  Min Volatility Min Volatility Value  Min Volatility 

    Momentum   

 

The recommendations above are based on a review of the factor rank and consistency of outperformance of these factor indices when compared against the 

MSCI USA Net Return Index from December 1997 through March 2020 

Understand the natural rise and fall in the economy. By planning for (and not reacting to) different economic seasons we 

believe investors are more able to confidently navigate towards long-term goals. Closing as we opened: in pursuit of your 

long-term goals remember there’s a time for maintenance, a time for planting, a time for weeding and watering, which if all 

goes well will lead to a time for harvest.  
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Global Asset Allocation Committee   
Led by top Ameriprise strategists, the Ameriprise Global Asset Allocation Committee is a team of experienced investment 
professionals focused on delivering strategic and tactical asset allocation guidance and actionable investment strategies. 
Each quarter the Committee publishes a comprehensive outlook on the markets along with its recommendations in the 
Quarterly Capital Market Digest. 
 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

Important disclosures  
As of March 31, 2020 

The views expressed regarding the company(ies) and 
sector(s) featured in this publication reflect the personal 
views of the research analyst(s) authoring the publication. 
Further, no part of research analyst compensation is 
directly or indirectly related to the specific 
recommendations or views contained in this publication.  

A part of a research analyst’s compensation may be 
based upon overall firm revenue and profitability, of which 
investment banking, sales and trading, and principal 
trading are components. No part of a research analyst’s 
compensation is based on a specific investment banking 
transaction, nor is it based on sales, trading, or principal 
trading. A research analyst may have visited the material 
operations of one or more of the subject companies 
mentioned in this research report. No payment was 
received for the related travel costs. 

This information is being provided only as a general 
source of information and is not intended to be the 
primary basis for investment decisions. It should not be 
construed as advice designed to meet the particular 
needs of an individual investor. Please seek the advice of 
a financial advisor regarding your particular financial 
concerns. Consult with your tax advisor or attorney 
regarding specific tax issues. 

Tactical asset class recommendations mentioned in this 
report reflect The Ameriprise Global Asset Allocation 
Committee’s general view of the financial markets, as of 
the date of the report, based on then current conditions. 
Our tactical recommendations may differ materially from 
what is presented in a customized long-term financial 
plan or portfolio strategy. You should view our 
recommendations in conjunction with a broader long-term 
portfolio strategy. Not all products, services, or asset 
classes mentioned in this report may be available for sale 
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at Ameriprise Financial Services, Inc. Please consult with 
your financial advisor. 

PRODUCT RISK DISCLOSURES 

Diversification and asset allocation do not assure a 
profit or protect against loss. 

DEFINITIONS OF TERMS 

Market risk may affect a single issuer, sector of the 
economy, industry or the market as a whole. 

INDEX DEFINITIONS 

An index is a statistical composite that is not managed. It 
is not possible to invest directly in an index. 

Definitions of individual indices mentioned in this report 
are available on our website at 
ameriprise.com/legal/disclosures/ in the Additional 
Ameriprise research disclosures section, or through 
your Ameriprise financial advisor. 

DISCLAIMER SECTION 

Except for the historical information contained herein, 
certain matters in this report are forward-looking 
statements or projections that are dependent upon 
certain risks and uncertainties, including but not limited 
to, such factors and considerations as general market 
volatility, global economic and geopolitical impacts, fiscal 
and monetary policy, liquidity, the level of interest rates, 
historical sector performance relationships as they relate 
to the business and economic cycle, consumer 
preferences, foreign currency exchange rates, litigation 
risk, competitive positioning, the ability to successfully 

integrate acquisitions, the ability to develop and 
commercialize new products and services, legislative 
risks, the pricing environment for products and services, 
and compliance with various local, state, and federal 
health care laws.  See latest third-party research reports 
and updates for risks pertaining to a particular security. 

This summary is based upon financial information and 
statistical data obtained from sources deemed reliable, 
but in no way is warranted by Ameriprise Financial, Inc. 
as to accuracy or completeness. This is not a solicitation 
by Ameriprise Financial Services, Inc. of any order to buy 
or sell securities. This summary is based exclusively on 
an analysis of general current market conditions, rather 
than the suitability of a specific proposed securities 
transaction. We will not advise you as to any change in 
figures or our views. 

Past performance is not a guarantee of future results.   

Ameriprise Financial cannot guarantee future 
financial results.  
 

Investment products are not federally or FDIC-
insured, are not deposits or obligations of, or 
guaranteed by any financial institution, and involve 
investment risks including possible loss of principal 
and fluctuation in value.  

AFSI and its affiliates do not offer tax or legal advice. 
Consumers should consult with their tax advisor or 
attorney regarding their specific situation. 

Ameriprise Financial Services, LLC. Member FINRA and 
SIPC.
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