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Economic Cycle: What is the U.S. Market Telling Us?  
U.S. Economy and the Market  
We utilize the Economic Cycle chart in Figure 1 to help establish what the U.S. 
economy and markets are currently positioned for. On the left side of the circle, we 
have the ‘Overheat’ and ‘Recovery’ phases. Both phases can typically see high 
growth stocks outperforming. They can be differentiated by inflation – high inflation 
indicates Overheating while low inflation indicates Recovery. On the right we see the 
two low-growth scenarios, ‘Soft Landing’ and ‘Hard Landing’, which are 
differentiated again by inflation.  
 

Figure 1: Phases of the Economic Cycle 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

In Figure 2 we show the core metrics of economic growth, corporate growth, and 
inflation. The core stats show U.S. GDP growth decelerating in 2025 and stagnating 
in 2026 at 1.8%. EVA Momentum (growth in value creation) for the aggregate U.S. 
equity market meanwhile is forecast to expand this year and EVA consensus 
forecasts a further expansion in 2026, to 0.82%. Inflation is forecast to be below the 
10-year average (3.15%), although 2025 is expected to come in higher than 2024 but 
estimates for 2026 are lower than 2024. Improving but low growth and low inflation 
change but sticky elevated prices leave us to move to the secondary metrics for a 
better picture of where the economy is positioned.  
 

Figure 2: Core Metrics: Growth & Inflation  

 
 
Secondary Metrics to Determine Figure 3: Extended Metrics 
The secondary metrics outlined in Figure 
3 are presented with 1-quarter trailing 
(3M) and year-to-date (YTD) results. 
Cash (using Crane Data Money Fund 
stats) continues to be a drag although 
the dry powder has increased 
substantially in the last quarter – of the 
$420B of incremental money set aside, 
$350B of that happened in the last   

quarter. Cash holdings may be just as much about profit taking as a desire to 
accumulate dry powder. Defensives are lagging Cyclicals YTD although they have 
closed the gap over the last quarter. The underperformance of Bonds, along with 
the aforementioned Cash and Defensive moves lead us to believe that we are not 
in Soft or Hard Landing territory. 
 
 

 
 

Phases of the Economic Cycle 
 

The Overheat phase of the economy sees 
high growth, high inflation, strong 
performance from commodities, strong 
performance from cyclicals, and strong 
performance from growth stocks.  
 
The Recovery phase also sees high growth 
but that growth is accompanied by low 
inflation. Equities, cyclicals, small cap, and 
growth and value names all have good 
performance. 
 
The Soft Landing phase has low growth and 
low inflation and sees bonds, defensives, 
large cap, growth, and value outperform. 
 
The Hard Landing phase has low growth and 
high inflation. Cash, defensives, large, 
growth, and value will be the safer havens 
here. 
 
 
 

 

 
 Casey Lea 

 Global Director of Quantitative Research 

 
 ISS EVA Equity Research Team 
 evaanalytics@iss-stoxx.com 
 

 About ISS EVA 

 We are an independent equity research 

 provider offering investing insights 

 through the use of our proprietary 

 Economic Value Added (EVA) framework. 

 Our experienced team of global analysts 

 offers both fundamental and quantitative 

 company analysis on our +29,000 stock 

 universe. 
 
 Visit our website www.EVAexpress.com 

https://www.issgovernance.com/eva
mailto:evaanalytics@iss-stoxx.com
http://www.evaexpress.com/


   

EQUITY RESEARCH  

I S S G O V E R N A N C E . C O M / E V A  2  o f  3  

Economic Cycle 
Nov emb e r  6 ,  20 25  

About ISS EVA 

We are an independent equity research provider offering investing insights through the use of our proprietary Economic Value Added (EVA) framework. 
EVA converts accounting profits into economic profits and charges businesses for the use of Invested Capital. EVA is superior to traditional measures of profit because 
it is comparable across companies, industries, and countries, links to a consistent, transparent valuation framework, and provides a unique, unbiased view of Quality, 
Value, and Growth. 

Our experienced team of analysts offers both fundamental and quantitative company analysis through written research, bespoke research, a stock selection model, 
an online analytical tool offering +29,000 companies as viewed through the EVA framework, custom screening, and portfolio analysis. 

Key EVA Concepts 
The value of a firm = Capital + Present Value of EVA 
If EVA is increasing then the intrinsic value of the firm is too, suggesting that market value should follow (and vice versa). 

EVA = NOPAT - Capital Charge 
EVA is profit after all costs, including the cost of giving shareholders a decent return. 

EVA Margin = EVA / Sales 
A true economic profit margin covering income and asset efficiency. Our EVA Income Statement examines EVA’s line item drivers and offers key insights into business 
profitability. 

EVA Momentum = Δ EVA / Sales 
An incremental EVA growth rate indicator and key valuation signal and screening measure. The more positive the Momentum, the greater the growth in 
EVA, and upward pressure on shareholder returns. Inflections in EVA Momentum are an early and more reliable indicator of stock price inflections. 

EVA Shock = Δ EVA Momentum 
Changes in EVA Momentum is a powerful signal within our framework, with significant relationship with stock price performance. 

Market Implied Momentum (MIM) 
The annual EVA improvement required for 10 years to justify the prevailing market enterprise value, expressed as a percent of sales; represents a market implied, 
long-range EVA margin improvement target. 

Future Growth Reliance (FGR) = (Market implied value of future EVA growth) / EV 
Measures the % of a company’s total enterprise value represented by expectations for future growth in EVA. FGR is key to understanding embedded 
expectations today and versus history. A low FGR versus history coupled with improving EVA trends indicates that the market is not pricing in the improving business 
model. 

Additional Resources 
evaExpress.com (link): Our online offering provides a comprehensive suite of fundamental and quantitative tools utilizing the EVA framework 
EVA for Investors (link): A full introduction to the key EVA concepts and metrics 
  

https://www.issgovernance.com/eva
http://www.evaexpress.com/
http://www.evadimensions.com/sites/default/files/fileupload/equityresearch/eva_for_investors_-_2019.pdf
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