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Jim Armstrong: Hello and thank you for joining us for Market Sense. I’m Jim Armstrong with 
Fidelity. Hard to believe but we are approaching the end of the summer. If that’s not depressing 
enough, it also a particularly unsettling time for a lot of investors. Ongoing talk about recession, 
potential for future layoffs, as well as an overall slowing economy. So today, we want to spend a 
few minutes talking about what’s going on in the markets, in the economy, and what it all might 
mean for you and for your investments. So, for today’s talk, Leanna Devinney will walk us through 
our economy’s business cycle and talk a little bit about why it matters for us as individual investors. 
She’ll also share how she and her team are continuing to help people understand what’s going on 
in the larger economy and then build and update their financial plans to stay on track. 

We are also thrilled this week to have Denise Chisholm back on the show. She’s Fidelity’s Director 
of Quantitative Market Strategy which means, among other things, she’ll be sharing insights on 
how different investments in sectors of our economy have preformed historically, at time like this 
and what that history could tell us about what we might expect next. Thank you both for making 
time to be with us today. 

Leanna Devinney: Thank you, it’s great to be here. 

Denise Chisholm: Great to be back, Jim. 

JIM: Yeah, absolutely Denise again, thanks for making time to be with us today. It is Tuesday 
August the 30th, and Denise we’d love to get started with you. With just, you know its sort of the 
question—I was going to say the question of the day but it’s more like the question of the month 
or of the quarter. Sort of whether or not we are in a recession, is a recession looming? What’s your 
take on that question and I imagine you’re probably getting asked pretty frequently these days. 



F I D E L I T Y  W E B C A S T  S E R I E S

T R A N S C R I P T  F i d e l i t y  V i e w p o i n t s ® :  M a r k e t  S e n s e  pg 2

DENISE: Well, I do get that a lot. So, let’s certainly tackle it. There is a government organization 
that is designed to actually call recessions and it’s the NBER, the National Bureau of Economic 
Research. So, they have a—I’ll call it a ‘know it when you see it’ approach, which is a persistent 
decline in employment or production. So usually what happens is you don’t know that you’re in a 
recession until, let’s say about six months of being in one. But Jim you probably follow the Asset 
Allocation Research Team through the quarterly market updates, and they have more of a ‘now 
casting’ approach, where they evaluate the data that they’re seeing and predict which portion 
of the business cycle we are actually in. So based on the data that they are seeing, it’s a higher 
probability that we are in the late phase of the business cycle and not in a recession. So, we're still 
growing and not contracting from a Gross Domestic Product perspective.

JIM: Okay. And I have probably half a dozen follow up questions, Denise, for you, just on that 
topic right there, and then what it means to us as well. But before we go any further, I know 
Leanne, that you and your team, in trying to communicate that very fact to people, you have to talk 
about late phase, midcycle, business cycle. How do you help people who aren’t economists by 
training, make sense of what that all means? 

LEANNE: We do spend a lot of time sitting with our clients and educating them on really what 
the business cycle is and why we use this framework. So really the business cycle is the name 
economists give the pattern of changes and the key indicators an economy sees and the changes 
that economy has and takes place over time. And we use the business cycle because we believe 
it’s the key indicators of stock and bond returns over time. So, when we talk about the business 
cycle with our investors, we’re really using it to talk about our economy, where we are in the 
economy and the health of our economy. So, to you point, many people are coming in and asking, 
like are we in a recession? And we’ll show this slide right in front of us. And many clients first ask is 
that trend line the stock market and it’s not. It’s a measure of GDP, Gross Domestic Product. And 
that’s really a measure of how healthy our economy is and there is various indicators, aside from 
the GDP, to help share where we are. So, indicators such as inventory, you know interest rates, 
unemployment, consumer spending—Denise will do a better job listing all of this for us. 

But we talk about the business cycle and where we are so there are four phases: early, mid, late 
and recession that we see listed here. You can go through a business cycle in seven years. It can 
take, you know, longer than ten years to go through each but it's actually healthy and cyclical to go 
through the different phases of the business cycle. Some clients we like to share, it's kind of like 
the weather. So, when we think about recession, we know fall and winter are coming, just like late 
and recessionary periods come, they're natural. But, exactly when and how severe the winter will 
be is kind of like a great way to explain the business cycle. So, the way we help clients, just briefly 
is we just, we want to make sure that you have an investment strategy aligned to your goals and 
make sure that you have a repeatable process no matter what phase of the economy that we're in.

So, today, we believe we're in the late phase of the business cycle. Top economist, and our Asset 
Allocation Research team believes that. Which just means that growth is slowing, but remains 
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positive. And with rising inflation, and a tight labor market, that's why we believe where we are is in 
the late phase of the cycle.

JIM: Got it. Perfect explanation. Thank you for that Leanne. Denise, I'd love to turn back to you 
now because you know, on Market Sense we always try to straddle that line between explaining 
where we are at that high level, almost academic perspective, but then bring it back down to what 
it means to us as individual investors so that will be my first question to you. Sort of, given where 
we are in the economy right now, what does that mean to folks like me and like you who are 
planning our investments—planning long term, medium term, short term, things to do with our 
money.

DENISE: So, it's a little bit of a trick question in the sense that the stock market can discount a lot 
of bad news in advance. Now, there is a lot of bad news out there and we just talked about one 
data set which is we've had two sequential contractions in Gross Domestic Product. Maybe it's 
not an officially a recession, but we certainly know that we're growing less fast than we were last 
year. The interesting thing not on this slide yet, we'll talk about this in a second, is if you looked at 
the nine months following any two sequential contractions in GDP any time since 1962, regardless 
of the arc of the economy over the course of the next year, stocks ended up higher 100 percent 
of the time. So again, that sort of goes to show that stocks can discount a lot of the bad news in 
advance.

And here's another thing about, in terms of what we've seen. So, from the peak in the stock 
market to the trough we've seen recently in the stock market and the S&P 500 was down about 
25 percent, so, a little over 20 percent. If you just knew that as an investment fact, held your nose 
and looked a year later, you'd find 87 percent of the time, regardless of whether or not there was 
recession, stocks ended up higher. And a hundred percent of the time, stocks ended up higher if 
you didn't have a recession. So, I think even despite the bad news, given what the indicators are, 
stocks actually might still be a positive risk reward here.

JIM: That's like a very glass half full perspective which I'm happy to hear. I'll take that for the time 
being. I'll push my luck with another question. Is it fair to ask, given that, sort of rosy outlook for 
stocks, is it fair to ask if there are any stocks or sectors or industries that you think could perform 
especially well in the months ahead?

DENISE: Yeah, I think one of the more interesting sectors that I'm looking at, Jim is consumer 
discretionary. So, if you think about consumer staple companies, they're the companies that sell 
stuff you sort of need to buy like toothpaste and toilet paper. The discretionary companies are 
companies that sell things that you, sort of don't have to buy but want to buy like autos or think 
about vacation so they tend to be more economically sensitive.

JIM: So, I understand that. But, isn't it also the case that as the economy starts to cool, people are 
worried, as we said at the outset, about the potential for recession or layoffs? Inflation certainly 
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eroding buying power. It seems to me that what you just described, people would be less willing 
to spend money in stocks and those types of companies and industries would suffer because we 
are all a little less consumer-y.

DENISE: Right, that's exactly right. So, profitability of these companies or business trends has 
gotten worse over the last couple of months and I don't expect it to get a whole lot better, either. 
But that's not the reason for the optimism about the sector in terms of their outperformance 
because again, back to that stocks are often a discounting mechanism. And it's really the dramatic 
underperformance that you've seen over the course of the last six to nine months that have 
potentially pushed those shares lower to discount that bad news in advance.

So, what you see, and you see this a lot in consumer discretionary from cycle to cycle, is that 
despite the news is bad or even sometimes gets worse, stocks can outperform or go up more 
than the market on a go forward basis. In fact, for consumer discretionary, the worst that earnings 
trends look or profitability of those companies looks, the higher your odds of outperforming or 
being better than the market over the course of the next year. And that's where we are right now. 
Which creates that potential for a positive risk/reward if you're willing to look over the course of the 
next year.

JIM: And that's super encouraging. Any other stocks whose performance you think we might want 
to pay special attention to?

DENISE: Yeah, from a sector perspective, I think financials and energy. They're both similar in 
the sense that they have really strong valuation support at these levels. Now, energy has been 
leadership over the course of the last year. I don't see that style of leadership continuing, but I 
think that even if it's not an outsized performer, I think it's still likely beats the S&P over the coming 
year.

And on the flip side, I think of that valuation support, is technology stocks that had been laggards 
over the last year. They don't necessarily need to be down side leadership, but they still have 
valuation to work off through underperformance potentially.

JIM: I like how you described it a moment ago. This idea of holding your nose and then looking 
forward a year or doing your best to see through the volatility, and Leanne, I've got this question 
for you as well in just a moment, but I figured while I have you here, Denise, I'll ask you the same 
thing.

What is it about the mind set of the investor that you think makes it so hard to do that? To hold 
your nose and look through where we are in the moment?

DENISE: Well, because you always want to react to headlines because it's what you see literally 
in your face. And in some ways, that's why my title is Director of Quantitative of Market Strategy. I 
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ignore the headlines and just look at the data so when you just look at the data, you can see those 
contrarian patterns that the worse the news gets the more actually opportunities there typically is.

JIM: Perfect, well said. So Leanne, that’s my next question to you, then, how do you help folks 
who don’t have, sort of the economist training, see past that time. Hold their breath, pinch their 
nose and say, “Look now is not the time, necessarily to go to cash or get out of the market.” Which, 
again as Denise said, when you're looking at some of these headlines feels like your gut is telling 
you that's the thing you want to do.

LEANNE: It can be very tempting and being one that doesn't sit in the data all day and sitting 
with clients, just over the years, I’ve learned really, you have to get two things exactly right if you're 
tempted to follow the headlines or just take a break. Some clients will say, I know I need to stay 
invested, but I just want to avoid this current market volatility or just this few months or this few 
week. And it turns into years because we say, “Okay, I want to jump out and we might get that right 
based on feeling but getting back in is even more challenging and hard.” And you can see right 
here on the slide, it shows missing out on the best days, what the cost can be to investors. And so 
many clients will say, “Well no, I just want to skip out on the worst days.”

But we've even seen the past few months with volatility, some of the best days go then to the 
worst days and those worst days are closely followed by better days in the market so that's why 
staying invested is so important. Fidelity does this third-party study every year and I'd love to bring 
it up to our clients. It's through DALBAR company and it shows the analysis of investor behavior 
and it compares over 20 year average period and it compares to the stock market. And it uses the 
S&P 500 as the index and every single year without fail, it comes back that investors consistently 
lag the market index.

And it's all due to this investor behavior that we're talking about. Because investors, it's natural. 
We want to chase that high performance, and then we go for higher risk investments when the 
market’s soaring. And then on the flip side, during market downturns, we naturally go to lower risk 
investment, or we say I'm not going to invest right now or I might just sit on the sidelines for a little 
bit. And so that's we really believe, it's really important to have that investment plan aligned to 
your specific goals, your risk tolerance, your timeframe, your financial picture because again back 
to that business cycle, it's really normal for us to go through each of those phases.

And it's natural for an economy to do so, but it's really important to stay invested and that's what 
we help our clients do.

JIM: So, in keeping the trend of trick questions or potentially tricky questions going on, I can 
imagine, Leanne, people say to you, what's the best plan. Give me the best plan, whatever your 
top shelf plan, that's the one I want to be in. But there's no such thing, right? Because I would 
assume it's all customized to whatever my specific needs are. But, through that lens, then, what's a 
good plan in general look like?
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LEANNE: Yes, there is no best shiny answer for you but the first is having that plan. So, you need 
a roadmap, an understanding of how much it's going to take to get you to the goals that you have 
so building that investment plan. And that's again, going over your risk tolerance, your timeframe, 
your whole financial picture. So, if you're farther away from your goals, let's say, it's something 
like retirement and you're younger, that plan is going to look very different than those who taking 
income in retirement now or closely approaching it.

The second piece of every plan is you need to make sure that investment strategy is aligned. 
So, when we talk about investment strategies, we're taking a look at your first asset allocation. 
So, having that healthy mix of stocks, bonds, and short term investment, again, all align to what 
those goals are. We want that asset allocation to be extremely well diversified in all the different 
categories of the market, the sub-asset classes that we have. We want to make sure that we're 
being proactive and rebalancing that portfolio, making sure that your allocation stays in line to the 
goals that you have and doesn't drift.

So, kind of a long answer there but it's the fundamental. So, starting with that plan. Making sure 
it's really well diversified and sticking with your plan, which can be the hardest part.

JIM: And sticking with it, I totally appreciate you saying that because to go back to the first slide we 
were using, the business cycle itself, it's easy, I think, relatively, and tell me if I'm incorrect, easier 
to stick with a plan when the market is going, as they say, up to the right, everything is rosy and the 
sun is shining. Everybody can stick with their plan then but again; in our brains we want to dump 
out of the plan when the market starts to slow down a little bit.

LEANNE: Exactly. That's when our true risk tolerance can come out because we start acting 
with our emotions when we see that there’s volatility in the market or we’re seeing the headlines 
of, we're in a recession. But, that's when it's important to act unemotional. Which again, really 
challenging, this is the relationship with our money. Looking at things like retirement. Like sending 
our kids to college, like that second home. So, again, not an easy feat to take the emotions out, 
but my most successful investors and clients that I see through my team have really have just that. 
They have that investment plan aligned to the goals they have. They're able to stay well diversified, 
they’re doing things like rebalancing and that allows them to stay invested.

JIM: And personally, I try not to look every day, that’s my goal. Maybe once a week, if I can pull 
it off once a month. I mean as long as I meet once a year, right, looking every day—yeah can 
sometimes be more trouble than it’s worth. I loved your analogy of the seasons, fall, into winter, 
into spring, and then into summer.

So, Denise, with a couple minutes left. I wanted to get your reaction to—you know we were talking 
about this right before we went live, this idea that sometimes when you hear about recessions, 
it sounds like they're put through the lens of, if only the president did more, we could avoid this 
recession. If only the congress got off its hands and went into action, we could avoid a recession. 
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But the truth is, the economy can't function without the contraction associated with a recession 
and the next recession will come. It's just a matter—and please tell me if I'm overstating it, it's just 
a matter of how severe or how deep or how steep but you can't have an economy that only goes 
up. But the next recession is inevitable, is that fair?

DENISE: Absolutely. I mean, what we've seen is a business cycle that averages between, let's call it 
five and ten years. Which is a big range of how long your economy can expand. But what you see, 
typically, is that essentially a contraction is an ability for the economy to continue on expanding. 
So, not every contraction is the great financial crisis and not every correction in the stock market is 
a peak to trough to climb of 66 percent either.

So, there are big ranges. Even sometimes when we talk about recession, we think of an on or off 
switch and off is bad but there's a big range of outcomes in terms of how a recession ensues as 
well. And I think that that's important for investors to understand. That it doesn't always have to be 
an extremely deep contraction in the economy or an extremely deep correction in stocks.

JIM: Perfect. All right, I want to thank you both again for taking time to explain a really thorny 
and, like you said frankly scary topic in ways that make it easy to understand so thank you for that 
perspective. And thanks as always to the people in our audience. We know you've got a lot of 
ways to watch and listen to Market Sense. But a quick note, if you happen to be watching today 
on Fidelity's website, you will find a quick three question survey right underneath this video. If you 
could take a few seconds to fill it out and let us know what you think about the program, we'd 
really appreciate it. And again, it takes less than a minute and it’s only available if you happen to 
be watching on Fidelity’s website.

Also, our regular reminder before we go. If you have questions about making or updating your 
financial plan, staying on track with the plan you have, Fidelity is here to help. You can certainly 
always give us a call, or go online, visit our website, download Fidelity's app and find many, many 
ways to learn more.

Again, huge thanks to both Fidelity's Denise Chisholm and Leanne Devinney. I'm Jim Armstrong, 
and I hope to see you right back here again next week.
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