
© 2021 Wells Fargo Investment Institute. All rights reserved. Page 1 of 2 
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Stocks and the economic cycle 
Key takeaways 

• Having an understanding of where we are in the economic cycle helps 
investors understand what asset classes and sectors are likely to 
outperform. 

• Early in a new cycle, we recommend leaning toward those asset 
classes and sectors that are most likely to benefit from continued 
recovery. 

Last week we discussed our recommendation to lean toward cyclical sectors of the stock market and away from 
those sectors that are more defensive. But maybe we were putting the cart before the horse as numerous questions 
arose asking where we are in the economic cycle and how or why certain sectors tend to outperform or 
underperform the S&P 500 Index at any given point. We will attempt to address that this week. 

The first thing to realize is no two economic cycles are exactly alike. They may “rhyme,” but each has its own set of 
unique characteristics. It is also worth noting that the economy is different than it was 30 or 40 years ago in that 
manufacturing and producing “things” makes up a much smaller percentage of the overall economy, which has 
shifted toward services and digitization. As an example, the Technology sector now makes up nearly 26% of the 
total market capitalization of the S&P 500 while the Industrials sector makes up only about 9%. Another important 
thing to think about is the amount of government stimulus that is currently being pumped into the economy to 
increase everything from consumer and business spending to funding initiatives in the Health Care and Energy 
sectors. That’s trillions of dollars that will help push economic growth to robust levels this year and likely next as 
the pandemic eases. 

While it is important to have a long-term investment outlook, what happens to equities as the economy moves 
forward over a six-to-18 month tactical period can add or subtract value (returns). When taking a look at your 
portfolio, know where you stand in terms of sector exposure and weightings. Are you overly concentrated in more 
“defensive” sectors that are less sensitive to the ebb-and-flow of the economy? That probably isn’t a good idea 
early a new cycle as the economy recovers and investors are seeking more risk. That is a prime reason why we are 
currently rating the Utilities and Consumer Staples sectors as most unfavorable. Investors tend to hide in these 
defensive sectors since consumers use their services and products whether the economy is good or bad. These 
sectors are typically favored late in a cycle as growth slows. 

But we are early in a new cycle now, and the economy has quickly rebounded from the deep pandemic-induced 
recession of last year. For us, that means we want to lean toward asset classes and sectors that should continue to 
benefit from the rebound. U.S. small caps and emerging market equities along with sectors such as Industrials, 
Materials, and Financials all benefit from improving consumer and business demand, lower unemployment, and 
large amounts of government fiscal stimulus. We currently rate these asset classes and sectors as favorable, to a 
large extent because we are early in a new post-recession economic cycle. 

Understanding where we are in the cycle helps investors focus on those asset classes and sectors that are most 
likely to benefit from the economic environment that lies ahead over the next six to 18 months.  

Scott Wren 
Senior Global Market Strategist 

Last Week’s S&P 500 Index: -1.4% 
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Risks Considerations 

Each asset class has its own risk and return characteristics.  The level of risk associated with a particular investment or asset class generally correlates with the level of return the 
investment or asset class might achieve. Stock markets, especially foreign markets, are volatile.  Stock values may fluctuate in response to general economic and market conditions, the 
prospects of individual companies, and industry sectors.  Foreign investing has additional risks including those associated with currency fluctuation, political and economic instability, 
and different accounting standards. These risks are heightened in emerging markets. Small- and mid-cap stocks are generally more volatile, subject to greater risks and are less liquid 
than large company stocks.  

Sector investing can be more volatile than investments that are broadly diversified over numerous sectors of the economy and will increase a portfolio’s vulnerability to any single 
economic, political, or regulatory development affecting the sector. This can result in greater price volatility. Risks associated with the Technology sector include increased competition 
from domestic and international companies, unexpected changes in demand, regulatory actions, technical problems with key products, and the departure of key members of 
management. Technology and Internet-related stocks, especially smaller, less-seasoned companies, tend to be more volatile than the overall market.  
 

General Disclosures  

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank, 
N.A., a bank affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Investment Strategy.  Opinions represent GIS’ opinion as of the date of this report and are for general information purposes only 
and are not intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any 
change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different 
conclusions from, this report. 

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor.  This report 
is not intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell 
securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant 
information, including your existing portfolio, investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from 
sources and data we believe to be reliable but we make no guarantee to its accuracy or completeness. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or registered with any financial 
services regulatory authority outside of the U.S.  Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain 
protections conferred by legislation and regulations in their country of residence in respect of any investments, investment transactions or communications made with Wells Fargo 
Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-dealers and 
non-bank affiliates of Wells Fargo & Company. CAR 0521-02316 
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