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The cycle:  “You ain’t seen nothing yet!” 
  

We all wonder sometimes, given the constant supply of bad news to worry about, how on earth good 
things keep happening in the economic world:  a market setting daily records, an economy growing 
explosively, and many more.  Outlook’s clients and friends know a big chunk of the answer by 
heart:  because the media headlines the bad news, usually blowing it out of proportion.  But there’s 
another part of the answer which is just as important:  the never-ending presence and staggering power 
of cycles.  
  
The economic world overflows with cycles which govern practically every market, product and service we 
can think of.  In a nutshell, cycles exist because we’re human beings, and we react predictably and mostly 
sensibly—in the long run, at least—to both the risks and the benefits triggered by changes in economic 
conditions.  Market prices, of course, are the most common changes.  When a product price rises a lot, 
we buy less and make more of it; and when it falls, we buy more and make less.  That simple behavior 
creates never-ending cycles by the tens of thousands.  
  
From economist Brian Wesbury, below, came a picture today of just one of those cycles:  the home 
construction cycle.  
  



 
The green circles point to the remarkable acceleration in homes under construction, and permits for 
future construction, since the Virus and Lockdown Bottom a year ago.  That acceleration began long 
before vaccines looked likely; long before the staggering job losses from the Lockdown began to turn 
around; and, at bottom, long before anybody had much confidence that America’s recovery from the 
Lockdown Plunge would even be possible, much less show up around the corner.  
  
But a cycle had been at work for many years.  As Mr. Wesbury has observed pretty often, since we 
emerged from the Calamity of 2008 – 2009, U.S. home construction has lagged well below the 
“replacement rate” of 1.5 million newly-built homes per year which can be estimated from population 
and income growth and the scrapping of existing homes of advanced age and poor condition.  As Outlook 



has observed pretty often, why that happened is perfectly understandable.  The Calamity scared the 
daylights out of everyone from JP Morgan Chase to young American consumers just entering the 
workforce, and all reacted normally:  with caution.  That caution lasted for many years . . . and Americans 
built up their savings and financial strength during all those years.  
  
Housing climbed out of the 2009 Calamity bottom . . . but slowly and gradually.  As the years went by, 
though, the inevitable tailwinds behind a better housing market grew stronger and stronger.  In a nutshell, 
each year Americans had more money to spend on homes, whenever they might feel it was safe, and the 
cumulative shortage of homes mounted ever higher—from all those years under the 1.5 million 
benchmark.  That’s another way of describing a cycle.  The forces of normal human reactions dampened 
down both demand and supply for a while, but the strength behind demand never stopped growing . . . 
and burst loose, in the second half of 2020.  At the moment that demand strength looks like it has the legs 
to keep running for quite a while.  
  
We are almost always surprised by dramatic turns in cycles—both down and up—for one reason 
only:  because we find it hard to imagine big changes in whatever conditions have been dominating our 
attention lately.  No matter how emphatically history tells us that cycles never go away, always change 
direction, and always surprise us with the strength of their changes, we struggle to really believe it’ll 
happen again.  It might help to think of cycles like the tides:  they are going to ebb, then flow, then ebb 
again no matter what—and there’s no power on earth capable of stopping them.  
  
The housing cycle, the business cycle and the general economic cycle are flowing with great 
strength.  They began in 2020 and it’s hard to imagine any weakening of that flow for a good while:  until 
2023 perhaps, but every such guess is a wild guess.  As Outlook has pointed out pretty often lately, the 
companies we own are surprising people with the size of the profits they’re creating from the cycles’ 
flowing dollars of sales.  We’re pretty certain the surprises have only begun.  “You ain’t seen nothing yet!” 
breaks the rules of English, but does capture the spirit of the thing.  
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The remarks above aren’t a general recommendation to buy or sell particular securities.  Such decisions should 
only be made in the context of an investor’s own circumstances.  Stocks and bonds carry the risk of loss.  
 


