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Abstract

The purpose of the study is to investigate whether a portfolio manager
could enhance his/her portfolio optimization strategy by periodically
adjusting the equity sector weights to a diversified stock portfolio. The
business cycle approach focuses on providing a framework for adjusting
sector weightings to take advantage of recurring trends in economic growth
that signal a phase transition soon. Once a shift in stages is detected,
investors are advised to adjust their portfolio to overweight a specific sector
that is projected to outperform in the next phase of the cycle and to offset
exposure in sectors that tend to underperform during the same period. To
optimize portfolio returns with minimal risk, the business cycle approach
must align with macro-fundamental analysis metrics to identify unique
variables in each sector that can significantly impact its performance. This
study proposes using the Conference Board Leading Economic Indicator
Index (LEI) to reformat the initial business cycle framework created by
Burns and Mitchell (1946) and evaluate the performance of S&P 500 sector
indices since 1993..

Business Cycle Measurement: Conference Board’s Leading Economic Index (LEI)
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Research Questions
1.

Which sectors have outperformed and underperformed the benchmark
index during each four phases of the cycle?

2.

How often does an individual sector index outperform the overall
market during each four phases of the cycle?

3.

Is the Leading Economic Index (LEI) an efficient forecasting tool for
active portfolio managers?

Analysis Metrics
1.

Average Monthly Performance = (P(t+1) – P(t)) / P(t)

2.

Full Period Average Performance= (R(benchmark) – R(sector))

3.

σ = Average Standard Deviation of Monthly Sector Returns

Sharpe Ratio
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My study concludes that using a disciplined business cycle approach can
which areas of the market to offset risk before the cycle transition occ
my study cannot consider the variations in economic fluctuations that m
short term. For example, the four phases of the business cycle are det
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