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The Seven Signs of a Changing Economy™ 
 

“What to look for, where to find it and what to do when you see trends 
changing!” 

As of September 2021 
 

Summary 

 
To start off this month’s update, I would like to thank our Wealth Strategies 
Group family for your trust, confidence, and referrals.  Because of you referring 
family and friends over the years, our marketing/advertising budget is exactly 
zero!  This leaves our team freed up to focus on keeping the promises we make 
to each of you.  The time and effort put in place to create suitable asset structure, 
processes and strategies customized for each of your constraints for time, risk 
and volatility has worked nicely for everyone involved.  So, “Thank You!” 
 
If you know someone in your family, social circle or work life who could use a 
“second opinion”, please feel welcome to share our contract information. 
 
Okay, that was sort of a set up for what comes next!  In the next few weeks, you 
will most likely start hearing about the Federal Reserve “tapering” their economic 
stimulus program.  There are two parts to that. 
 

• The first is the Fed’s current purchases of $120 billion per month.  They 
buy $80 billion in U.S. Treasury bonds and $40 billion in mortgage-backed 
securities (Source: U.S. Federal Reserve’s July Federal Open Market 
Committee Meeting (FOMC) summary from Chairman Jerome Powell, 
7/28/2021). 

 

• The second is the Fed uses tools to keep short term interest rates low. 
 
The Fed has been transparent about their desire to stimulate until the 
unemployment rate is below 4% and the inflation rate is above 2% (Source: U.S. 
Federal Reserve’s July Federal Open Market Committee Meeting (FOMC) 
summary from Chairman Jerome Powell, 7/28/2021).  Recent data supports the 
idea that the Fed is there and that our economy can now recover with less 
stimulus. 
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Estimates are that the Fed will “soon” cut purchases of bonds from the above 
noted $120 billion per month by $10 billion per month down to a total of $110 
billion (Source: Update from Professor Siegel at Wisdom Tree on 9/13/2021).  As 
you have read here before, the markets are likely to react negatively to this when 
announced, i.e. valuations could drop 5%, 10%, perhaps 15%.  After the “Taper 
Tantrum”, a $10 billion monthly cut is $120 billion per year and the effect of that 
on our $21 trillion dollar economy is just not that big of a deal.  Yes, I understand 
it is a first step and it is to be followed by more tapering, but over time. 
 
The part I want our WSG family to be prepared for is the potential for a “knee-
jerk” reaction to this type of news.  Unfortunately, creating a bigger financial 
future requires those who choose to have one accept a few realities.  Realities 
like: 
 

• Thoughtful investment decisions will at times appear to be bad, poor, or 
even “stupid decisions”. 

 

• Smart people will become convinced this plan is “not working”. 
 

• Whatever word you choose to explain it, bear markets, downdraft, or back 
and fills happen! 

 
If you understand all of this will happen, accept it as part of the process and 
embrace it, you will enjoy a bigger and better financial future over time and if you 
are patient.  That is why each member of our WSG family has a custom built 
WealthVision future planning report. 
 
The “Taper Tantrum” will likely arrive before year-end.  That doesn’t mean we 
abandon our plans.  Instead, it means buckle up and get ready to position 
yourself to take advantage of some possible undervalued investments, i.e., each 
client has some cash in their respective accounts! 
 
A few key observations and comments from this month’s Seven Signs of a 
Changing Economy™ strongly support that the current trend in higher valuation 
is not over. 
 
A few examples: 
 
The number one driver of our entire economy is our Sign #1, Personal 
Consumption Expenditures (PCE), and as you will see below, the trend is strong 
and improving. 
 
It is difficult to explain what it means for our economy to have cash equivalents 
increase from $3.989 trillion to $19.402 trillion over the last eighteen months.  As 
you drift off to sleep at night, remember all that money sloshing around is looking 
for a home that pays better than 1% at the bank. 
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Our peek around the corner to see what type of economic backdrop Corporate 
America will be operating in six to nine months from now, the Leading Economic 
Index (LEI) is up over +10% versus one year ago. 
 
Expect the unemployment rate to drop as workers start leaving their homes to 
take one of those 10.8 million job openings. 
 
Corporate America is coming back like a rocket!  See Sign #6 where I have 
detailed how year over year earnings estimates just keep getting increase after 
increase as new technologies reduce costs and improve productivity to levels yet 
to be seen prior to now. 
 
There is usually at least one “fly in the ointment”!  It remains to be seen if it is 
“transitory” or perhaps more than that, and it is inflation.  Some inflation is good, 
but too much of a good thing can turn the party into a not so good thing.  Details 
are in Sign #7 below. 
 
Market valuations do have a history of going a different direction than the 
economy would suggest, but every time the two have come back together.  This 
is a truism, or we would not be at an all-time high in valuations and in the 
strongest economy for our country.  Ever! 
 
Good news!  The soon to be largest holiday shopping season ever recorded on 
Earth (That’s a February 2022 business news headline) starts in 70 days! 
 
This month’s Seven Signs are updated below.  As always, I have added some 
unique insight with my comments.  Just scroll down to view these now. 
 
Your thoughts, comments and discussion are welcome.  Please call me at 303-
933-2107 or e-mail me at Jlunney@wealthstratgroup.com. 
 
Respectfully, 
 
James O. Lunney, CFP® 
CERTIFIED FINANCIAL PLANNER™ Professional 
 
The Wealth Strategies Group was founded by James O. Lunney under the 
guiding principle that comprehensive wealth counseling combined with 
independent investment advice will provide high net worth clients with complete 
trust in our competence, execution and integrity. 
 
P.S. Please join me for our monthly conference call on The Seven Signs of 
a Changing Economy.  You have the option of calling in or listening live for free 
from your computer.  To call in, simply dial 516-387-1595.  There is no access 
code needed.  To listen live from your computer, go to our website, 
www.wealthstratgroup.com, and click on the “LISTEN LIVE” button on the home 
page.  You will be sent directly to our page on the Blog Talk Radio website and 
you can click on the link there.  Instead of having a live Q & A session at the end 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
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of the call, you can now e-mail your question to me prior to the call at 
JLunney@wealthstratgroup.com and I will address them after my commentary on 
The Seven Signs of Economic Change. 
 
The call is always on the first Thursday of each month at 1:00 p.m. 
MST/3:00 p.m. EST, unless otherwise noted.  Please mark your calendar to 
join me for the next call on Thursday, October 14, 2021. 
 
We encourage you to invite people from your family, work and social circle to join 
in the call.  Just forward my e-mail notification to your e-mail list.  It is very timely 
information and in the volatile investment environment a second opinion may be 
greatly appreciated in these uncertain times. 

 
 

1) Indicator: Personal Consumption Expenditure (PCE) 
 Where to find it: www.bea.gov 
 What to look for: Consumer spending increases or decreases for three 

consecutive months 

 
(Neutral) 
Once per year Amazon.com, Inc. hosts a “Prime Day” where bargain prices are 
offered on thousands of products.  For 2021, Adobe Analytics estimated total 
online retail sales exceeded $11 billion, or +6.10%, versus 2020. 
 
This is interesting because our Sign #1, Personal Consumption Expenditures 
(PCE), is annualizing at +6.40% through the first six months of the year.  Just 
interesting to me in the sense that Prime Day reflects almost the same growth 
rate as PCE! 
 
Mastercard also tracks consumer spending and recently reported that retail sales 
rose 11% from one year ago.  Apparel and jewelry sales jumped an impressive 
+80%. Restaurant tabs jumped +61%. 
 
TSA checkpoint travel numbers for the week of 9/6/2021 reported 2,025,556 
travel throughput versus last year’s Covid affected 935,308.  The same week for 
2019 (pre-Covid) throughput was 2,292,985.  So, we are seeing travel back up to 
just 12% below pre-Covid levels. 
 
These little pieces of anecdotal evidence suggest it is reasonable to believe the 
U.S. and the world is coming back online.  Last month PCE was up +.50%, which 
also suggests consumers are spending again.  However, the Covid variant hit 
and the most recent monthly PCE release came in at -.10%.  In my opinion, this 
is short-lived, as early retail sales suggest last month was more of a speed bump 
than a serious setback. 
 
Those who read these notes know I am a lover of trends, so let’s take a peek at 
this year’s annualized PCE versus prior years for perspective. 
 

mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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2018 PCE expanded at +1.0% 
2019 PCE expanded at +1.80% 
2020 PCE expanded at +4.20% 
2021 PCE is annualizing expansion at +6.40% 
 
PCE is Sign #1 for a reason!  It represents 67.60% of our entire U.S. economy 
(Source: J.P. Morgan Guide to the Markets 6/30/2021).  You can listen to all the 
negative news that you desire but this key driving our economy now suggests it 
is okay to have a positive outlook. 
 
Keeping with my rules of trend change, I am leaving Sign #1 neutral, yet with a 
touch of positive in PCE, next month should turn positive.  
 

2) Indicator: Institutional Money Flow 
 Where to find it: www.wordenbrothers.com or 

www.barrons.com/convictionoftraders 
 What to look for: Increasing or decreasing prices on high volume of large 

block trades 

 
(Positive) 
In the June 2021 issue of this update under Sign #2, I noted Memorial Day was 
the unofficial kick-off to summer.  That we would tend to see lower trading 
volume that oftentimes leads to more volatility.  In addition to that being true, we 
were inundated with a waterfall of negative news all summer long.  But a funny 
thing happened on the way to the end of summer, which is unofficially Labor Day.  
The market valuations of Corporate America did bounce around and now sit 
almost exactly where they were when summer started. 
 
Example:  The New York Stock Exchange Composite Index, which best 
represents the overall market, i.e., not tech company focused, moved from 
16,643 to 16,836. All that fear, angst and worry the press unleashed was for 
absolutely nothing. 
 
Instead, you might consider watching money supply, because it is the wild card in 
all that is going on in our economy.  If graphics serve you better, click the link for 
a visual.  Right before our country, and the world, shut down money supply was 
3.989 trillion.  On August 24, 2021 it hit an all-time high of 19.402 trillion! 
 
In plain old English, the more money floating around the economic system the 
higher stock valuations will go.  It is that simple.  Investors tend to worry about 
recessions, terrorism, wars, high stock valuations, etc.  But, Money Flow, this 
Sign #2, suggests there is more upside ahead.  Yes, a correction of values by 
5%, 10%, even 15% could happen, but a crash is not likely when there is almost 
$20 trillion sloshing around looking for a return north of 1%. 
 
Sign #2 remains positive.   
 

3) Indicator: Leading Economic Index (LEI) 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
https://fred.stlouisfed.org/series/M1SL
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 Where to find it: www.businesscycle.com or 
www.newyorkfed.org/research/global-
economy/globalindicators.html 

 What to look for: Trends up or down for three to four months 

 
(Positive) 
The Conference Board is the creator and tracker of the Leading Economic Index 
(LEI).  It is our “peek around the corner” as it is comprised of ten inputs that 
combined tend to project what economic backdrop Corporate America will be 
operating in six to nine months in the future, i.e., March – June 2022. 
 
For the most recent month LEI rose +.9%, on improvement over last month’s 
+.50%, and well ahead of economists’ consensus expectation.  All ten of the LEI 
components were positive for the first time since March of this year. 
 
The LEI now rests up over 10% versus last year.  Historically, this double-digit 
increase has signaled that the economic expansion will last four more years on 
average.  Despite concerns over the Delta variant, inflation and name your 
favorite scary headline here, we are very much in the middle of a rather robust 
economic recovery with a solid outlook.  This happens to be a positive backdrop 
for Corporate America to operate in and suggests higher valuations are likely. 
 
A supportive side observation is that per the “Organization of Economic 
Cooperation and Development (OECD), the Leading Indicators for Japan, 
Canada, Europe, U.K., Russia and China are also expanding above tend line. 
 
Sign #3 remains very positive!  

 

4) Indicator: Employment rate and after-tax personal income 
 Where to find it: www.bls.gov 
 What to look for: A flattening, then downward trend in non-farm 

employment with a flattening to decreasing after-tax 
income would be a negative indicator.  The appropriate 
trend would, of course, be a positive trend indication 

 
(Positive) 
Statistics are like a bikini.  What they reveal is interesting and what they conceal 
is very important.  Ha!  For the most recent month our economy created 235,000 
jobs.  Sounds like a lot but the expectation was for 725,000 new jobs.  This begs 
the question of “How did this low jobs creation number result in the 
unemployment rate going down from 5.40% to 5.20%?” 
 
Let’s reveal that!  The jobs creation report is the result of surveying businesses to 
see how many new jobs were created.  The unemployment report is a result of 
surveying households.  Long time readers know I am not a big fan of surveys, 
because responders just want the person on the other end of the phone to hang 
up.  However, responders at home tend to be more willing to talk about their 
household than a busy business owner or team member. 

http://www.businesscycle.com/
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.bls.gov/
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To me, this suggests this month’s weak jobs creation number is better than it 
appears.  Add on two more reality checks: 
 

• The Job Openings and Labor Turnover Survey (JOLTS) report created by 
The Bureau of Labor Statistics (BLS) reported the highest number of job 
openings… EVER!  There are 10.9 million job openings as I write this. 

 

• The “Quits Level”, which measures how many people quit their job jumped 
almost 4 million.  This suggest 4 million people are confident they can get 
a better job somewhere else. 

 
Record job openings conceals a very important truth.  The fact that job openings 
are just like backorders in manufacturing, they suggest there will be record 
capital expenditures by Corporate America as they set up all these folks in their 
new jobs!  Sign #4 remains positive. 

 
 

5) Indicator: Durable goods spending 
 Where to find it: www.census.gov/indicator/www/m3 
 What to look for: An increasing or decreasing trend, especially a trend of 

four to five months out of six would be a positive or 
negative sign 

 
(Positive) 
These long shelf-life items like non-perishable, non-fashion items are usually the 
first to show signs of a slowing economy.  Remember, these are items we can do 
without, if need be. 
 
This month New Orders decreased -.10%, after being up for two months, 
including a very strong +80% last month.  Shipments have been up four of the 
last five months and were up +2.20% in the most recent report.  Inventories have 
had the normal +.60% pre-holiday shopping increase in this month’s data. 
 
The New Orders at -.10% is actually much better than it appears in the numerical 
format.  New car production, a large input, has slowed due to the chip shortage.  
Thus, fewer cars available to order!  As noted above in Sign #1, the COVID Delta 
Variant has caused consumers to slow down a touch, but businesses are still 
spending, i.e., ordering en masse to catch up to the incredible demand for 
products during the Covid lockdown. 
 
Shipments have been reasonably good, but supply chain constraints have been 
the issue versus lack of products moving.  It is possible that shipments will 
continue to be flat as supply chain output from factories in less vaccinated 
countries could slow production. 
 
Those who like to look toward the future will be happy to know that foreign 
suppliers are counting on big demand as the world continues toward Covid herd 

http://www.census.gov/indicator/www/m3
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immunity.  The World Container Index has increased to an all-time high.  The big 
shipping containers are now up 346% versus both 2019 pre-Covid and 2020 
Covid impacted.  This is a strong indication for future demand for “stuff”. 
 
Sign #5 remains positive. 

 

6) Indicator: S&P 500 Earnings per Share growth 
 Where to find it: www.standardandpoors.com 
 What to look for: Two quarters of S&P 500 earnings per-share growth, up 

being a positive trend and down being a negative trend 

 
(Positive) 
Just before the summer break I detailed how great the earnings for Corporate 
America were.  The headline news seems to have hypnotized people into 
forgetting that in 2Q2021 Corporate America “completely shattered” all previous 
records.  Important records like revenue, profits and forward guidance. 
 
For the quarter just ended June 30, 2021, Corporate America absolutely crushed 
the last record, which was a whole 90 days ago.  For the quarter, the S&P 
earnings rang in $468.7 billion, the most ever.  These are not revenue, these are 
profits! 
 
Also, in last month’s update for earnings I mentioned that Yardini Research, Inc. 
had increased full year 2021 estimated earnings from $159.02 up to $202.57.  
Well, that has now been increased to the highest ever $213.97 for 2021.  The 
earnings for full year 2022, just 110 days away, were increased to $220.39!  So 
good it is difficult to get our heads around how Corporate America did this, but it 
rhymes with technology. 
 
Let’s plug into our Fair Market Value (FMV) calculator using “The Rule of 20” to 
get both FMV and the price to earnings, or P/E ratio, (a measure of risk). 
 
To use “The Rule of 20” you just subtract the inflation rate from 20.  I will use the 
same inflation rate the BEA used in calculating the Gross Domestic Product 
(GDP) for the 2Q2021 “second estimate” released August 26, 2021 of +2.10%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 – 2.10 = 17.90 

• 2021 S&P 500 earnings estimate $213.97 (Source: Yardini Research, 
9/6/2021) 

• 2021 S&P 500 Fair Market Value estimate $213.97 x 17.90 = S&P 500 
(FMV) 3,830.06 

 
As of 9/9/2021, the S&P 500 trades at 4,493.28, or a 13.89% premium to 2022 
FMV. 
 

http://www.standardandpoors.com/
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With Corporate America hitting all-time highs for profits and interest rates hitting 
close to zero, it is normal for investors to look just 110 days forward to 2022 
earnings.  Let’s also look at FMV for 2022. 
 

• 20 – 2.10 = 17.90 

• 2022 S&P 500 earnings estimate $220.39 (Source: Yardini Research, 
9/6/2021) 

• 2022 S&P 500 Fair Market Value estimate $220.39 x 17.90 = S&P 500 
(FMV) 3,944.98 

 
A research piece I recently read was titled “Daily Wealth” by Dr. Steve 
Sjuggerud.  In this issue, Dr. Sjuggerud presented research that added the 
price/earnings (P/E) ratio to the 90-day T-bill. 
 
This is a tool that accounts for the cost associated with borrowing money, i.e. 
accounts for the impact of low interest rates on a company’s ability to earn 
profits.  The research quantifiably showed that when the total is above 22, we are 
in the danger zone.  Below 20 represents quantifiable value. 
 
Based on this, I did some quick math to see the 2021 projected price/earnings 
(P/E) ratio is 21.00 +.04 (the yield on a 90-day T-bill) = 21.04. 
 
So, based on 2021, not in the danger zone, but not inexpensive either. 
 
Based on 2022, the P.E ratio is 20.39 +.04 (the yield on the 90-day T-bill) = 20.43 
and still in the fair value zone. 
 
Current valuations for Corporate America are not in the “quantifiable value” area, 
but with earnings momentum in a strong upward trend and with Sign #3, LEI, 
suggesting a positive economic backdrop for the next six to nine months, Sign #6 
remains positive. 

 
 

7) Indicator: Inflation/deflation numbers 
 Where to find it: www.bls.gov/ppi/ or www.bls.gov/cpi/ 
 What to look for: An interruption to the consistent but modest increase in 

the cost we all pay for goods and services 

 
(Neutral) 
On August 12, 2021 The Producer Price Index (PPI), which measures the 
inflation rate at the manufacturing level, reported in at 6.10% annualized for the 
month.  As labor and energy costs increase, it is likely we will continue to see 
input costs go up. 
 
Since the Covid shutdown in February 2020, industrial commodity inputs have 
increased from 420 to 625, a rather hefty +48.81% increase.  (Source:  Yardini 
Research CRB Raw Spot Price Index).  It is reasonable to expect these input 
costs to find their way into products we all buy just a few months from now. 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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On 8/11/2021, the Consumer Price Index (CPI), which measures the inflation rate 
at the household level, reported in at +5.40% annualized (highest since 2008) for 
this month.  CPI has increased from .30% in April 2020.  That is a large increase, 
and the shot over the bow of inflation entering the households of America that I 
have been writing to you about, talking with you about and investing in front of 
since last summer. 
 
It has been happening for the last few years, but now we are seeing very real 
price increases in all the core needs in our lives, medicine, energy, food, cars if 
you can find one, etc. 
 
As you read above in Sign #6, the Bureau of Economic Analysis (BEA) used on 
inflation rate of 2.10% to make the Gross Domestic Product (GDP) growth “real”, 
i.e., to account for inflations (AKA:  The Deflator) with production input costs up 
+6.10% and household costs up +5.40% versus 2020, we should visit what those 
data points are “concealing”! 
 
A largest input to the CPI is housing costs.  These make up one-third of the CPI.  
The recent eviction moratorium is ending after 18 months.  At present, the CPI is 
only putting in a 2.6%-3.2% increase for housing costs.  With rising home prices 
and increasing rents, two Federal Reserve economists, X. Zhon and J. Polmas, 
wrote in a recent report that housing costs could increase to 3.8% or more 
starting next year and to increase for years to come.  I believe the reality of 20%+ 
increases in housing will push the rate of inflation up to 6-8% for the next three 
years, and perhaps longer. 
 
Up to this point, we were not expecting the Fed to increase interest rates until 
2023.  However, if inflation continues to heat up, they may have to increase 
interest rates in 2022.  I have now read where a few economists think the Fed 
could increase interest rates by late 2021. 
 
If interest rates get increased that soon it could cause a touch of volatility in the 
market valuations.  The reason for this is that an interest-rate increase increases 
corporate costs and therefore reduces profit margins.  In addition, there is a 
rather large amount of investing going on at this time that involves borrowed 
money.  Interest rate increases may cause some selling of those positions.  
 
Just the talk of this could be all it takes to cause the markets some volatility. 
 
It is for that reason we have been carefully reviewing our client asset allocations 
to be ahead of these types of potential changes.  This includes increases in our 
cash positions.  If we do get a 10 – 15% reduction in valuations, we will be busy 
putting that cash to work at what would be considered reasonably good prices! 
 
For now, Sign #7 remains neutral as we wait and watch how much inflation 
enters the system and to then access how much that could drag our GDP down.  
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An economy growing at 6%, with inflation at 6%, equal stagflation, just like the 
mid to late 1970’s. 
 
*The Rule of 20 is in this calculation implying, and using, a price/earnings ratio, 
which is the valuation ratio of a company’s current share price compared to its 
per-share earnings.  Thus, 18x the expected Earnings per Share.  Both EPS and 
the multiple of 18 could drop.  The earnings could be reduced due to the 
consumers spending less.  The multiplier of 18 could drop to, say 8 for example, 
if investors were to get scared and become risk adverse.  All of a sudden 8 x 
$197.80 turns the 3,540.62 2021 FMV into 1,582.40 and even worse if earnings 
were to drop below the example of $197.80/share!  This is the multiplier risk and 
earnings risk I personally worry about.  It may never occur, but what an 
unfortunate event it would be if it did and we had not prepared for it as a 
possibility.  Thus, I am glad we have! 
 

 

   

 
The opinions voiced in this material are for general information only and are not 
intended to provide specific advice for every client. 

 
All performance referenced is historical and is no guarantee of future results.  All 
indices are unmanaged and cannot be invested into directly. 
 
•The economic forecasts set forth in the presentation may not develop as 
predicted and there can be no guarantee that strategies promoted will be 
successful.  
•Stock investing involves risk including potential loss of principal 
•Government bonds and Treasury bills are guaranteed by the US government as 
to the timely payment of principal and interest and, if held to maturity, offer a 
fixed rate of return and fixed principal value.  
•The Dow Jones Industrial Average is comprised of 30 stocks that are major 
factors in their industries and widely held by individuals and institutional 
investors.  
•The Standard & Poor’s 500 Index is a capitalization weighted index of 500 
stocks designed to measure performance of the broad domestic economy 
through changes in the aggregate market value of 500 stocks representing all 
major industries. 
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