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Business Cycle Update: 
Global activity past its peak

Business Cycle Framework

The business cycle, which is the pattern of cyclical fluctuations in an economy over a few years, can influence asset returns over an 
intermediate-term horizon. Cyclical allocation tilts are only one investment tool, and any adjustments should be considered within the 
context of long-term portfolio construction principles and strategic asset allocation positioning. 

Note: The diagram above is a hypothetical illustration of the business cycle. There is not always a chronological, linear progression among the phases of the business 
cycle, and there have been cycles when the economy has skipped a phase or retraced an earlier one. Source: Fidelity Investments (AART), as of June 6, 2018.

United States
■■ Broad-based U.S. growth implies a low 

probability of recession, and the U.S. 
remains in a prolonged shift between the 
mid- and late-cycle phases of expansion.   

■■ The trends for profit growth and credit 
have yet to show the signs of significant 
deterioration that typically occur during 
the late-cycle phase. 

■■ However, the tightening U.S. labor market 
is supporting wage pressures, which act 
as a restraint on profit margins and have 
prompted the Federal Reserve to continue 
to tighten monetary policy.

Global
■■ The global expansion is becoming less 

synchronized, with the pace of overall activity 
likely past its peak. 

■■ China’s economy remains in an expansionary 
phase, but the industrial sector has slowed 
materially and the risks of a growth recession 
continue to rise. Policymakers may have begun 
to ease monetary conditions, but overall 
activity is in a decelerating trend.  

■■ Countries most impacted by slowing China 
industrial activity—including Germany, 
Japan, and South Korea—have experienced 
deceleration in recent months. 

■■ Overall, the global expansion continues, but 
maturing cycles among many larger economies 
imply that the risks of a growth slowdown may 
be higher than generally appreciated.

Asset allocation outlook
■■ We believe the world is in the midst 

of a slow transition toward a less 
accommodative monetary policy stance, 
global activity has peaked, the U.S. 
business cycle continues to mature, asset 
valuations are not generally attractive, and 
policy and geopolitical risks are elevated. 

■■ The shift toward global monetary policy 
tightening is beginning to slow liquidity 
growth and result in higher volatility in the 
financial markets. 

■■ Therefore, smaller cyclical tilts are 
warranted at this point in the cycle, 
in addition to thorough portfolio 
diversification that includes international 
equities and inflation-resistant assets.
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This is original content from Fidelity Investments in the U.S.

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus, which 
contains detailed investment information, before investing. Mutual funds are not guaranteed, their values change frequently and past performance may not 
be repeated.

Certain Statements in this commentary may contain forward-looking statements (“FLS”) that are predictive in nature and may include words such as “expects”, 
“anticipates”, “intends”, “plans”, “believes”, “estimates” and similar forward-looking expressions or negative versions thereof. FLS are based on current expectations 
and projections about future general economic, political and relevant market factors, such as interest and assuming no changes to applicable tax or other laws 
or government regulation. Expectations and projections about future events are inherently subject to, among other things, risks and uncertainties, some of which 
may be unforeseeable and, accordingly, may prove to be incorrect at a future date. FLS are not guarantees of future performance, and actual events could differ 
materially from those expressed or implied in any FLS. A number of important factors can contribute to these digressions, including, but not limited to, general 
economic, political and market factors in North America and internationally, interest and foreign exchange rates, global equity and capital markets, business 
competition and catastrophic events. You should avoid placing any undue reliance on FLS. Further, there is no specific intentional of updating any FLS whether 
as a result of new information, future events or otherwise.

From time to time a manager, analyst or other Fidelity employee may express views regarding a particular company, security, and industry or market sector. The 
views expressed by any such person are the views of only that individual as of the time expressed and do not necessarily represent the views of Fidelity or any 
other person in the Fidelity organization. Any such views are subject to change at any time, based upon markets and other conditions, and Fidelity disclaims any 
responsibility to update such views. These views may not be relied on as investment advice and, because investment decisions for a Fidelity Fund are based 
on numerous factors, may not be relied on as an indication of trading intent on behalf of any Fidelity Fund.

Fixed income securities carry inflation, credit, and default risks for both issuers and counterparties.

Although bonds generally present less short-term risk and volatility than stocks, bonds do contain interest rate risk (as interest rates rise, bond prices usually 
fall, and vice versa) and the risk of default, or the risk that an issuer will be unable to make income or principal payments. Additionally, bonds and short-term 
investments entail greater inflation risk—or the risk that the return of an investment will not keep up with increases in the prices of goods and services—than 
stocks. Increases in real interest rates can cause the price of inflation-protected debt securities to decrease.

Stock markets, especially non-U.S. markets, are volatile and can decline significantly in response to adverse issuer, political, regulatory, market, or economic 
developments. Foreign securities are subject to interest rate, currency exchange rate, economic, and political risks, all of which are magnified in emerging markets.

Investing involves risk, including risk of loss. 

Past performance is no guarantee of future results. 

Diversification and asset allocation do not ensure a profit or guarantee against loss.

All indices are unmanaged. You cannot invest directly in an index.

The Business Cycle Framework depicts the general pattern of economic cycles throughout history, though each cycle is different; specific commentary on the 
current stage is provided in the main body of the text. In general, the typical business cycle demonstrates the following: 

During the typical early-cycle phase, the economy bottoms out and picks up steam until it exits recession, then begins the recovery as activity accelerates. 
Inflationary pressures are typically low, monetary policy is accommodative, and the yield curve is steep. Economically sensitive asset classes such as stocks tend 
to experience their best performance of the cycle. • During the typical mid-cycle phase, the economy exits recovery and enters into expansion, characterized 
by broader and more self-sustaining economic momentum but a more moderate pace of growth. Inflationary pressures typically begin to rise, monetary policy 
becomes tighter, and the yield curve experiences some flattening. Economically sensitive asset classes tend to continue benefiting from a growing economy, but 
their relative advantage narrows. • During the typical late-cycle phase, the economic expansion matures, inflationary pressures continue to rise, and the yield 
curve may eventually become flat or inverted. Eventually, the economy contracts and enters recession, with monetary policy shifting from tightening to easing. 
Less economically sensitive asset categories tend to hold up better, particularly right before and upon entering recession. 

Third-party marks are the property of their respective owners; all other marks are the property of Fidelity Investments Canada ULC.
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