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Executive summary
We’ve observed four distinct phases of the economic and 
business cycle over time. While we can’t measure the timing 
of these phases precisely, as each historical instance is 
slightly different, we can identify the key characteristics of 
each phase and use them as an input in positioning portfolios. 
As Mark Twain famously said, “History doesn’t repeat itself, 
but it often rhymes.” Currently, we believe we’re somewhere 
in the early to midcycle phase, a period that has historically 
benefited stocks with value and quality factors, U.S. mid-cap 
equities, and corporate-heavy flexible bond strategies.

•   Economic and business cycles can be 
broken down into four distinct phases, 
each of which has unique characteristics.

•   We’ve identified two key indicators to help 
determine where we are in the cycle.

•   The current cycle began with a 
remarkably abrupt recession followed by 
a rapid recovery and is now in the early to 
midcycle phase.

•   We see three approaches that may 
collectively suit the current environment.

Key  
takeaways

Emily R. Roland, CIMA

Co-Chief Investment Strategist
Matthew D. Miskin,  CFA

Co-Chief Investment Strategist
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The economic cycle
Let’s look at the four phases and their major themes, which have been similar across the last three cycles. 

1 Early cycle

This phase typically starts in the 
first year of an economic recovery 
where economic measures stop 
declining. The U.S. Federal Reserve 
(Fed) is usually implementing its 
most supportive policies, including 
low interest rates and heavy 
quantitative easing (QE). While this 
phase usually takes a relatively 
small amount of time, it’s where 
upward asset price moves tend to 
be strongest. Examples: 2003, 
2009, and 2020. 

2 Midcycle

This period typically sees an 
improving economy, but at a 
more normalized rate. This 
phase is usually the longest and 
typically features asset price 
returns in the zone of historical 
averages. These periods have 
featured a mix of monetary 
policy, with the Fed either on hold 
or raising rates, depending on the 
inflationary backdrop. Examples: 
2004 to 2006, 2010 to 2018.

3 Late cycle

This phase occurs when, 
although the economy is starting 
to decelerate slowly, inflationary 
pressures remain present. These 
periods are relatively short-
lived and usually take place the 
year before a recession starts. 
A hallmark of this period is that 
the Fed stops raising rates and 
longer-dated U.S. Treasury yields 
fall, causing the yield curve to 
invert. Examples: 2007, 2019.

4 Recession

This phase occurs as the 
economy contracts significantly. 
The length of recessions will 
depend on the severity of the 
economic downturn, but asset 
prices may fall sharply. Examples: 
2000, 2008, and early 2020.

Quantitative easing (QE) is a monetary policy in which a central bank purchases government debt or other fixed-income securities in an effort to lower interest rates, increase the money supply, and stimulate economic growth.
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Key indicators for determining where we  
are in the cycle
We look to two key indicators as guideposts in determining where we are in the 
economic cycle: U.S. leading economic indicators and Fed policy. Today, both 
indicators are signaling that we’re likely in an early to midcycle environment.

The LEI
The Composite Index of Leading Economic Indicators Index (LEI) plunged last  
March and April at the height of the pandemic-driven recession, then started to climb 
out of deeply negative territory in May 2020. After consistently strengthening from  
May 2020 and into 2021, the index decisively returned to positive territory in 
March, rising 7.83%. Subsequently, it made a record year-over-year growth rate high 
of 17.05% in April. In our view, this suggests that recession is well behind us and 
that a new cycle is unfolding. We see low 2020 base effects continuing to provide a 
tailwind into the summer for year-over-year readings, but over the course of the year, 
we expect leading economic indicators to decelerate to more normalized levels.

We believe the  
recession is well 
behind us and  
that a new cycle  
is unfolding.
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The year-over-year growth rate of the LEI likely peaked in April,  
but is still in positive territory

YoY change in the LEI (%)

LEI (ranked by weighting in the index)

Weekly manufacturing  
hours worked 28% —

ISM index of new orders 16%

Consumer expectations 14%

Yield spread 11%

New orders of consumer  
goods and materials 8%

Leading credit index 8%

New orders of nondefense 
capital goods 4%

Stock prices 4%

Weekly unemployment  
claims (inverted) 3%

Building permits 3%

The YoY LEI growth rate decelerated to +14.73% 
in May, compared with a revised +16.74% in April. 
Across the underlying components, 7 out of 10 had 
positive readings on a month-over-month basis.

Source: The Conference Board, as of 5/31/21. The Composite Index of Leading Indicators (LEI) is an index published monthly by The Conference Board, used to predict the direction of the economy’s movements in the months to come. The index is 
made up of 10 economic components whose changes tend to precede changes in the overall economy. It is not possible to invest directly in an index. YoY refers to year over year. Past performance does not guarantee future results.
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Fed policy
The second indicator we use in conducting cycle analysis is Fed policy. To review, 
the Fed’s mandate is “to foster economic conditions that achieve both stable 
prices and maximum sustainable employment.” If the economy is slowing, the 
Fed cuts rates and/or implements QE to encourage investment and growth. 
Conversely, if inflation is running hot, the Fed raises rates (and/or tapers QE) to 
prevent the economy from overheating. The challenge is that markets can react 
negatively if investors think the Fed has moved too far, too fast in tightening 
monetary policy toward the end of a cycle. Hence the adage, “bull markets don’t 
die of old age; they’re killed by the Fed.”

Economic cycles have typically mirrored Fed policy over time. During recessionary 
periods, the Fed cuts rates. In the early cycle period, it holds them low; in the 
midcycle phase, it begins to raise them; and in the late cycle, rates are held flat at 
the cycle’s highest levels. 

Today, monetary policy suggests we’re likely moving from early to midcycle. 
The Fed slashed interest rates to zero amid the pandemic and has continued 
aggressive QE programs. However, with inflationary pressures building, it’ll likely 
taper QE programs over the next 12 months and start raising interest rates in 
the subsequent three years. This cycle may very well have interest rates rise 
earlier than the post-global financial crisis period given the inflationary pressures 
associated with massive stimulus in response to the pandemic and pent-up 
demand as the economy reopens.

“Bull markets  
don’t die of old  
age; they’re killed  
by the Fed.”
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Fed policy has helped define cycle phases

Federal funds target upper bound (%)

Source: FactSet, John Hancock Investment Management, 4/30/21. Past performance does not guarantee future results.   
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Strategies for midcycle markets
We see three essential approaches investors can use to help benefit from the transition into a midcycle environment.    

1 Embrace a combination of value and quality factors

We leverage factors or characteristics that can explain a stock’s return as a 
starting point for analyzing cycles. The six factors we look at are size, value, quality, 
momentum, high dividend, and low volatility. We also consider the beta of these 
factors relative to the overall S&P 500 Index as a guide on relative risk. Investors 
typically benefit from higher beta positioning in the early cycle phase and lower beta 
in recessions. 

Our work suggests that the factors that perform best in early cycle environments 
are size (smaller market cap) and value, both of which sport the highest betas 
across factors. Stocks with these factors tend to recover fastest from recessions as 
earnings improve and cyclical sector exposure provides a boost. The factors suited 
best for the midcycle environment are quality and momentum, both of which have 
betas similar to the market. Quality is characterized by firms with strong return on 
equity, stable earnings, and superior balance sheets. As fundamentals drive stocks in 
the middle of an economic cycle, this factor tilts portfolios to companies producing 
better results. Momentum benefits from persistent market trends that frequently 
occur in the middle part of the cycle, but can whipsaw investors due to frequent index 
composition changes. Finally, high dividend and low volatility are relatively defensive 
factors with betas lower than the market that tend to hold up better in recessions. 

We believe now is the time for a mix of value and quality factors as we transition 
from early to midcycle. We see traditional core value as an area that has catch-up 

potential, benefits from higher inflation, and can gain from a still-improving  
economy. Quality will be increasingly valuable as the economic growth normalizes 
and fundamentals come back into the spotlight in the midcycle stage.

Quality is characterized by firms  
with strong return on equity, stable  
earnings, and superior balance  
sheets. As fundamentals drive stocks  
in the middle of an economic cycle,  
this factor tilts portfolios to companies 
producing better results.
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Factor
3-year beta vs.  
the S&P 500 Index

Size 1.07

Value 1.04

Momentum 0.92

Quality 0.94

High dividend 0.85

Low volatility 0.75

Different factors are better suited to different phases

Early cycle: value 

Economic data and earnings improve, lifting small and more cyclical value-oriented businesses.  
The value factor still has catch-up potential, while size has seen a significant run in the fourth quarter. 
Typical sector leaders: financials, energy, materials, industrials.

Midcycle: quality

As valuations rise, companies have to show better results, with secular trends propelling quality and  
momentum. Momentum stocks are at risk of bubble-like valuations, while quality offers more fundamental  
support. Typical sector leaders: technology, communication services, consumer discretionary, healthcare.

Late cycle: not there yet

In recessions, defensive stocks may hold up better. Typical sector leaders: consumer staples, utilities,  
real estate investment trusts. 

Source: FactSet, as of 6/30/21. The S&P 500 Index tracks the performance of 500 of the largest publicly traded companies in the United States. It is not possible to invest directly in an index. Beta measures the sensitivity of a factor to 
its benchmark. The beta of the market (as represented by the benchmark) is 1.00. Accordingly, a factor with a 1.10 beta is expected to have 10% more volatility than the market. Past performance does not guarantee future results.
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2 Look for staying power with U.S. mid-cap equities

Another area of the market to consider for the midcycle stage is U.S.  
mid-cap equities. This part of the size spectrum features companies with market 
capitalizations between approximately $2 billion and $10 billion. While both  
small- and mid-cap equities tend to outperform large caps early in the cycle, and 
risks are rewarded, small caps tend to see their biggest bounce in the initial stage 
of the rebound; meanwhile, mid-cap outperformance has usually lasted for several 
years. For example, after the early 2000s recession, mid-cap equities outperformed 
large caps for three consecutive years, 2003 through 2005. Similarly, mid caps 
performed well after the global financial crisis, beating large caps four out of five 
years from 2009 through 2013. After underperforming large caps for the past six 
years (2014 to 2020), mid caps may be an overlooked part of the market today.  
We’re already seeing strong relative performance from the space in 2021,  
and as the economy continues to improve, that momentum may continue over a 
multi-year period.

After the early 2000s 
recession, mid-cap 
equities outperformed 
large caps for three 
consecutive years.
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Early to midcycle
environment
2003 to 2005

Early to midcycle
environment
2009 to 2013

Early to midcycle
just starting

in 2021

Mid caps have tended to perform well in midcycle periods

Mid caps have generally underperformed large caps in recent years but have outperformed in early and midcycles

Source: FactSet, 6/30/21. The Russell Midcap Index tracks the performance of approximately 800 publicly traded mid-cap companies in the United States. The S&P 500 Index tracks the performance of 500 of the largest publicly traded companies 
in the United States. It is not possible to invest directly in an index. Past performance does not guarantee future results.  
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3 Multi-sector, bank loans, and core-plus bonds

Early to midcycle environments are typically accompanied by very low interest  
rates. After the global financial crisis, for example, the Fed pegged rates to zero for 
years to help the economy come back from a recessionary environment. We’ve found 
across fixed-income asset classes that short duration strategies tend to see the 
weakest performance over these periods, since yields are exceptionally low because 
of Fed policy. In such an environment, corporate bonds, especially higher-yielding 
ones, tend to outperform. This makes sense, as the income produced may contribute 
significantly to total return. These bonds also may benefit from credit-spread 
compression in this phase. 

We’ve also found that more flexibility in fixed-income management has been 
rewarded in early to midcycle periods. This is likely due to core strategies’ heavy 
weighting toward U.S. Treasuries, which have longer duration and lower yields, 
resulting in lower returns. The longer duration profile of these strategies, in 
particular, exposes them to unexpected rate spikes, which tend to be a feature of 
midcycle periods. In our view, the best parts of the fixed-income markets for an  
early to midcycle environment include corporate bonds (especially carefully  
selected high-yield bonds), multi-sector bonds (including securitized debt and 
possibly emerging-market issues), and bank loans.

We’ve found that more  
flexibility in fixed-income 
management has  
been rewarded in  
early to midcycle periods.
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Corporate and multi-sector debt has tended to provide the best midcycle returns

Morningstar category
Annualized return (%)  
1/1/04 to 12/31/06

Annualized return (%)  
1/1/10 to 12/31/18

Average (%)

High-yield bond 7.49 5.62 6.55

Multi-sector bond 5.59 4.35 4.97

Bank loan 5.37 4.15 4.76

Corporate bond 4.01 4.64 4.32

Intermediate core-plus bond 3.70 3.75 3.73

Nontraditional bond 4.77 2.14 3.46

Bloomberg Barclays U.S. Aggregate Bond Index 3.70 3.21 3.45

Intermediate core bond 3.27 3.34 3.30

Short-term bond 2.36 1.72 2.04

Ultrashort bond 2.85 1.11 1.98

Source: Morningstar Direct, 6/30/21. The Bloomberg Barclays U.S. Aggregate Bond Index tracks the performance of U.S. investment-grade bonds in government, asset-backed, and corporate debt markets. It is not possible to invest directly in an 
index. Past performance does not guarantee future results.
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Putting it all together
Cycles evolve. Here at John Hancock Investment 
Management, we consistently incorporate cycle analysis 
into our Market Intelligence publication and adjust our views 
with the evolution. We do this by analyzing economic cycle 
indicators such as leading economic indicators and Fed 
policy and evaluating their impact on cross-asset returns over 
time. The bottom-up positioning of our network of portfolio 
managers also helps inform our views. Our work suggests 
that we’re in an early to midcycle environment today and likely 
will be for several years. In our view, investors should position 
for this stage by embracing the value and quality factors,  
mid caps, and corporate-heavy flexible bond strategies. 

Read the latest thinking on the trends 
moving markets and get our network’s 
12- to 18-month outlook on a range of 
asset classes.

Market  
Intelligence

https://www.jhinvestments.com/resources/all-resources/other/market-intelligence
https://www.jhinvestments.com/resources/all-resources/other/market-intelligence
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Views are those of Matthew D. Miskin, CFA, and Emily R. Roland, CIMA, of John Hancock Investment Management Distributors LLC and are subject to change. No forecasts are guaranteed. The commentary is provided for informational 
purposes only, is subject to change as market and other conditions warrant, and is not an endorsement of any security, mutual fund, sector, or index. Any economic or market performance is historical and is not indicative of future  
results. Investing involves risks, including the potential loss of principal. 

John Hancock Investment Management Distributors LLC is the principal underwriter and wholesale distribution broker-dealer for the John Hancock mutual funds, member FINRA, SIPC.

John Hancock Retirement Plan Services, LLC offers administrative or recordkeeping services to sponsors and administrators of retirement plans. John Hancock Trust Company LLC provides trust and custodial services to such plans. 
Group annuity contracts and recordkeeping agreements are issued by John Hancock Life Insurance Company (U.S.A.), Boston, MA (not licensed in New York), and John Hancock Life Insurance Company of New York, Valhalla, New York. 
Product features and availability may differ by state. Securities are offered through John Hancock Distributors LLC, member FINRA, SIPC.

John Hancock Investment Management Distributors LLC, Member FINRA, SIPC, 200 Berkeley Street, Boston, MA 02116, 800-225-5291, jhinvestments.com

Manulife, Manulife Investment Management, Stylized M Design, and Manulife Investment Management & Stylized M Design are trademarks of The Manufacturers Life Insurance Company and are used by it, and by its affiliates under license.

NOT FDIC INSURED. MAY LOSE VALUE. NO BANK GUARANTEE. NOT INSURED BY ANY GOVERNMENT AGENCY.
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