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Although I focus on a strategic and tac�cal view of the market 

(generally 1-3 month outlooks within a broader macro outlook) I 

think it can also be helpful to understand the big, big picture.  This 

view of the world is a 30,000 foot view and helps to build an idea 

of where we stand in the world with regards to the business cycle 

and the market cycle.   

Although I don’t do a lot of valua�on work, I am a big believer in 

mean reversion.  Warren Buffe( has previously described the to-

tal market value rela�ve to GNP as his favorite valua�on metric.  

The 30 year average in the ra�o is about 80%.  This is also the 

same level that Mr. Buffe( has described as his buy signal.  The 

current reading of 96% tells me that we’re definitely closer to the  
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Long story shortLong story shortLong story shortLong story short—

The big picture looks 

moderately construc-

tive…. 
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end of the market 

cycle than we are 

to the beginning.  

This doesn’t mean 

valua�ons can’t 

become even more 

stretched (as is 

clear from the 

Nasdaq bubble pe-

riod), but this does 

help us gauge the 

current  place in 

the market cycle a 

bit be(er.   

From the perspec-

�ve of the business cycle I have always found jobless claims to be one of the best real-�me 

and long-term indicators of economic condi�ons.  As you can see in the chart above, it’s un-

heard of to experience recessions without a sharp spike higher in jobless claims.  This is about 

as close to a real-�me business cycle indicator as we are going to find.  I’ve applied this further 

to a market cycle using a basic buy, sell and hold model.  I haven’t actually built this into my 

own por6olio construc�on, but I find it construc�ve from a big picture perspec�ve.   

This makes a good deal of sense when viewed through the business cycle since high unem-

ployment tends to coincide with rising jobless claims which coincides with recession.  When 

claims are high the economic cycle is in contrac�on and equi�es are likely becoming substan-

�ally more a(rac�ve.  On the other hand, when the 4 week average in claims is below 300K 

the equity cycle tends to be peaking.  The current “hold” signal is consistent with the Buffe( 

indicator.  The business cycle is not too hot and not too cold. 

Finally, as many of you will know, I like to use another of Buffe(’s favorite indicators.  Buffe( 

has repeatedly stated that his favorite real-�me economic indicator is rail traffic.  I use inter-

modal traffic because I have found that it provides a bit be(er representa�on of the current 

economic environment.  Many of the public rail traffic indicators use carloads which have 

been substan�ally misleading in recent years.  Current intermodal readings (shown in chart 3 

on page 3) show that we’re well past the boom days of the early part of the business cycle in 

2009/2010 and the economy has begun to slow substan�ally.   
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Important Disclaimer 
Nothing contained herein should be construed as an offer to buy any 

security or a recommendation as to the advisability of investing in, pur-

chasing or selling any security. Some of the statements contained 

herein are statements of future expectations and other forward-looking 

statements. These expectations are based on Orcam's current views 

and assumptions and involve known and unknown risks and uncertain-

ties. Actual results, performance or events may differ materially from 

those in such statements due to, among other things, general econom-

ic conditions, performance of financial markets, Orcam Financial 

Group, LLC assumes no obligation to update any forward-looking 

information contained in this document. 
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This all confirms my thinking that we’re likely closer to the end of both the business cycle and market 

cycle than we are to the beginning.  BUT, we are not yet at a point where the cycle is at substan�al 

risk of turning sharply lower.  That could change and WILL change, but I’ll keep you updated on where 

we stand.      

 

 

 

 

 

 

 

 


