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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 November 2021 
 

Summary 

 
For over a year you have read in The Seven Signs of a Changing Economy™, 
the WSG Weekly Update that I write and post to our WSG website every Friday 
(except for that one time) and in the monthly update call that I host, that the 
inflation we are experiencing is far from “transitory”. 
 
Transitory is the word the Federal Reserve Chairman, Jerome Powell, has used 
in his communications with the public around our inflation experience.  In the 
most recent communications Powell said the Fed was dropping the word 
“transitory” from communications because it “meant different things to different 
people”. 
 
Perhaps he has finally realized what I have been writing and talking about for the 
last eighteen months, i.e., that this inflation is not transitory. 
 

• Energy is up 4.8% in October and +30% year over year 

• Used cars and trucks are up 2.5% for October and +26.4% year over year 

• Meats, poultry, fish and eggs are up 11.90% year over year 

• Beef is up 20.10% versus last year 
 
In the Weekly Update I wrote for 10/29/2021, I took a quick look in the rearview 
mirror at the cause behind the 1970’s inflation. 
 
The Weekly Update for 11/12/2021 was a follow up to new detail that came up 
after the 10/29/2021 report, so I chimed in again on the inflation outlook. 
 
These two are, in my opinion, concise, spot on and timely to the point that I have 
pasted them in this summary.  Together they complete the inflation, deflation and 
stagflation puzzle.  They are worth your time to read. 
 
This month’s Seven Signs are strong, except for Sign #7, which happens to be 
Inflation/Deflation. 
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The current inflation rate must be dealt with sooner or later either by the current 
Federal Reserve Board or the one Biden changes to during the week of 
11/22/2021.  No matter what is decided, the Fed will be tasked with some hard 
choices! 
 
As you will read in the six nicely positive signs before Sign #7, the economic 
back drop Corporate America must operate in going forward is broad based, 
solid and robust.  However, history has shown that the economy can be great 
and yet there are periods when the valuations of Corporate America dis-engages 
from it, i.e., the herd gets spooked and tramples anything between here and the 
“sell all” button! 
 
Could the pin that pricks the bubble be inflation that is more permanent than 
transitory?  Maybe, but either way, please know your WSG team is well aware of 
all that is going on.  We have already moved our asset allocations and 
investment positions to be ahead of what we believe is next. 
 
This month’s Seven reads well as do the two WSG Weekly Updates below.  
Enjoy, and as always, feel welcome to call, email or stop by the office with any 
questions, concerns or discussion. 
 
The Weekly Update 10/29/2021 
 
Inflation: A Look Back Could Help as We Look Forward. 
 
Since World War II it has been generally accepted that the primary cause of 
inflation is roughly 20% associated with the cost of energy, 20% associated with 
the cost of labor and 60% associated with consumption (both Personal 
Consumption Expenditures (PCE), our Sign number one of the Seven Signs of a 
Changing Economy, and government spending).  (Source: J.P. Morgan Guide to 
the Markets, 9/30/2021) 
 
I believe these inflation inputs are about the same percentages today. However, 
the one thing you don’t see much unless you go back and look at history, is the 
root cause. Meaning, how do people get the money to spend? 
 
Back in 1969 President Nixon inherited a pretty nasty recession from Lyndon 
Johnson. We were finishing up the Vietnam war, which was very expensive, and 
unemployment was very high, i.e., 10%+. 
 
When President Nixon ran for his re-election, he made a public statement that he 
would accept “inflation over unemployment” and he won 49 out of 50 states in a 
landslide victory. 
 
Operating in the background was the United States Federal Reserve, which has 
a mandate to “promote growth without excessive inflation”.  They were busy 
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increasing the money supply and keeping interest rates artificially low to expand 
the economy and create jobs. (Sound familiar?) 
 
It took a few years but ultimately the U.S. dollar value started to drop against 
currencies as other countries around the world lost confidence in our ability to 
pay back our huge amounts of debt at the time. Back then the money supply was 
increased in the hundreds of billions of dollars versus today’s increase from $4 
trillion in February 2020 to $21 trillion today.   
(Source: https://fred.stlouisfed.org/series/M1SL)  
 
Today we are coming out of a few wars and, also the pandemic. There is also a 
like type of structure created by the Federal Reserve.  They have Increased the 
money supply from $4 trillion to $21 trillion, more than 400% increase and much 
more than back in the 70’s. (Source: https://fred.stlouisfed.org/series/M1SL)  
 
In the 1970’s the Organization of Petroleum Exporting Countries (OPEC) was 
increasing energy prices to the world.  Energy prices today have increased 
dramatically as President Biden has kept his promise to shut down significant 
pipelines in the United States. 
 
Labor costs have increased dramatically as people have been paid to stay home 
and earn money from government stipends versus going to work.  Thus, causing 
labor costs to increase dramatically.  (Same or more demand and less labor 
analogy, Econ 101) 
 
The increase in money supply combined with the increase in energy costs, 
increase in labor costs, and the incredible increase in consumer and government 
spending will likely have some similar results as the 1970’s. Just not tomorrow. 
 
It’s kind of like smoking a cigarette, you can smoke a few cigs and “maybe” have 
no major health issues, but if you smoke your whole life you are likely to end up 
with life-threatening diseases. 
 
It is the continuing of a bad habit that results in a poor outcome and in this 
example, continuing to have trillions of dollars of cheap money created out of the 
blue and maintaining low interest rates, will likely have a 1970’s level outcome, 
just not yet.  It takes a few years and we are 18 months into that incredible 
increase in money supply. 
 
I have been writing about this in both The WSG Weekly Update and The Seven 
Signs of a Changing Economy™ monthly update as well as discussing on our 
monthly conference call for almost 18 months. Our Wealth Strategies Group 
family is happy to know we have positioned our asset allocations to include 
inflation hedges as well as traditional growth investments, like ownership in 
Corporate America, which have historically been respectably good inflation 
hedges. 
 

https://fred.stlouisfed.org/series/M1SL
https://fred.stlouisfed.org/series/M1SL
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That being said, we all know market valuations can disconnect from great 
investments during certain periods, think 2000 through 2003, where overall our 
economy was quite good, yet the value of Corporate America dropped over 50%.  
 
It is for that reason that we also have our “WSG Exit Strategy” up-to-date and 
willing to implement it if we should see the markets reverse the up trend that we 
are currently in. Keep in mind a 10% correction is normal, a 15% reduction in 
value is not out of the question and it’s really only after a 20% violation from the 
peak down that we would change the trend to a down trend and consider placing 
our WSG Exit Strategy into action.  
 
For now, we expect a strong end to 2021. Our biggest holiday shopping season 
ever on earth is right around the corner.  Yet, with the above detail noted, next 
year could be a bit more choppy than the last ten! 
 
 
The Weekly Update 11/12/2021 

In The Weekly Update I wrote and posted to the WSG website for 10/29/2021 

(read it here) I went into the root cause of the 1970’s inflationary period. 

In the few short weeks since that post, the new monster the press is scaring 

readers witch is “stagflation”.  Stagflation simply implies the economy is growing 

at the same rate as inflation, thus the economy is stagnant, i.e., not contracting, 

nor expanding, just churning. 

Back in the 1970’s the Fed fell victim to what I referred to in the early 1980’s as 

“The Real Return Illusion™”!  The Fed did increase interest rates to 8%.  At that 

time, they believed they were slowing the economy down.  That’s how the Fed 

does it, slow economy, reduce interest rates to induce growth or economy 

growing too fast, increase interest rates to slow it down. 

However, at the time the Fed goosed interest rates up to 8%, inflation was 

running at 10% - 12%.  When interest rates are 8%, to borrow and invest in say, 

real estate as an inflation hedge, where you would get the 10% - 12% return 

“real” interest rates were still too low. 

Then Paul Volcker became Fed chair and he understood “The Real Return 

Illusion” and steadily increased interest rates up to 20%.  He clearly understood 

the interest rate to borrow money had to be higher than the inflation rate, so 

borrowing at 20% to make 10% - 12% was not a good “real” return, the borrowing 

and buying of inflation hedges stopped.  It worked!  Inflation was to wind down for 

the next forty years – until now.  However, in the process bond investments were 

decimated and personal bankruptcies hit all-time highs. 

The lesson here is simple!  The Fed will, at some point, need to jump rates up 

above the inflation rate, which is currently +6.2% over last year, and the highest 

since 1990.  (Source: LPL Financial Research) 

http://www.wealthstratgroup.com/blog/the-weekly-update-for-10-29-2021
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No one knows the future, yet it would be reasonable to suggest that interest rates 

will need to move higher than the inflation rate of 6.2% to kill “The Real Return 

Illusion” once again. 

Take away:  If you own bonds, ask yourself why.  Bond investments are like a 

teeter totter.  Interest rates on one end (at nearly all-time low interest rates) and 

the dollar value on the other end (at nearly all-time highs).  Should the Fed start 

to get ahead of The Real Return Illusion, hypothetically, a 30-year bond would 

drop 12% in dollar value for each 1% increase in interest rates. 

For this hypothetical example, let’s say the Fed lets rates increase to 8% from 

the current 2%.  That 6% increase could potentially reduce the market value of a 

30-year bond by -72%.  That would be a realized loss of 72% should the bond 

holder sell. 

You didn’t think that could happen?!  I have seen it with my own eyes in 1983.  It 

can happen.  Take the action you need to, but start with the “why do I own this 

bond investment” question! 

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 
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, December 16, 2021. 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
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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 

 
Upgraded from neutral to positive! 
 
We know household income is returning to normal via the anecdotal evidence in 
Personal Income Taxes, per the St. Louis Reserve report dated October 2021.  
The personal taxes paid are well above pre-Covid levels to a new all-time high of 
$1.611 trillion. 
 
Thus, it is reasonable to conclude that if people are paying taxes, they are 
earning money, lots of money.  Per a recent Citibank report the savings rate is 
now over 6% of household income.  Being a nation of spenders, it is especially 
nice to see this month’s Sign #1, Personal Consumption Expenditures (PCE) 
report in at +.30% and annualizing at +5.24% versus last year. 
 
As noted above, Sign #1 has been “neutral” for several months.  It is a subjective 
call on my part, but since the data points were up and down, I needed three 
positive months before changing this important sign to positive. 
 
This key sign of a healthy economy is actually better than it appears.  For 
example:  
 
Full year 2016 +3.43% 
               2017 +2.45% 
               2018 +2.49% 
     2019 +2.80% 
     2020  -2.20% 
     2021 +5.25% annualized 
 
Since Consumer Spending represents 69.10% of our entire economy, this data 
point is the tail that wags our economic dog.  (Source: JP Morgan Guide to the 
Markets August 2021) 
 
In 2020 I referred to Covid as the “black hole” in our economic donut and that 
Consumer Spending would need to be the “how” we would get past the black 
hole to a growing economy.  PCE is back to positive and we have, in my opinion, 
made it to the other side of our black hole in the donut! 
 

http://www.bea.gov/
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As predicted here last February, this holiday shopping season will be the largest 
ever in the history of earth and it starts in just a few weeks.  Sign #1 is positive 
again!  
 

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) 
If as an investor you are feeling a little “whipsawed”, you are normal because you 
have been, both financially and emotionally.  The Bank of America Global 
Investment “Bull/Bear” indicator, a measure of positive versus negative outlook 
on the capital markets came in at “0” last year on 4/23/2020!  0 is maximum fear 
and 100 is maximum greed.  By March 12, 2020, it only increased to “1”!  That is 
extreme fear! 
 
It turns out 4/23/2020 was the bottom of the Covid induced sell-off in the values 
of Corporate America, as measured by the S&P 500, and would have been an 
ideal place to purchase same.  Just six weeks ago, on 9/28/2021, the Fear and 
Greed Index was 29 out of 100, still solid in the fear area.  Most recently on 
11/9/2021 the index was up to 86 and solidly in the “Extreme Greed” part of the 
index. 
 
This Sign #2, Money Flow, has captured all of this in real investor money “flowing 
in” (buying) and out (selling) of Corporate America.  Between 4/29/2020 and 
10/28/2020, $132 billion flowed out of equity mutual funds (fear).  As the index 
recently bounced from 29 up to 86, $57 billion of new investments to mutual 
funds flowed in.  (Source: Lipper Fund Flow) 
 
What can we learn from this?  Clearly, the time to make your investments is 
when the crowd is spooked, i.e., pure fear at “0” on the Fear Index and to reduce 
allocation exposure to protect our gains when this index rests at Extreme Greed 
of 86. 
 
The St. Louis Federal Reserve reports there is now over $18 trillion in cash and 
short-term securities (less than 90 days to maturity) earning between 0% - 1%.  
Should this “dead” money start to flow toward where it could earn more, perhaps 
we will see the Greed Index hit 100, which I have never seen.  Money Flow 
remains positive, but an 86 for Greed confirms that I am still a “chicken bull”.   
 

3) Indicator: Leading Economic Index (LEI) 
 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 

 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
http://www.businesscycle.com/
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.newyorkfed.org/research/global-economy/globalindicators.html
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(Positive) 
The Leading Economic Index (LEI) is created, and updated monthly, by the 
Conference Board.  It is our “peek around the corner” to determine if the U.S. 
economy is expanding or contracting.  The LEI tracks ten indicators of economic 
strength.  In my opinion, the key indicator of future growth are those that 
measure anything “new”. 
 
Once again this month, the ISM New Orders Index, the manufacturers’ new 
orders for consumer goods and services and manufacturers’ new orders for non-
defense capital goods were all in the positive growth side of the LEI. 
 
For the prior six months the LEI has increased +5.40%, which is about an 
+11.10% annual growth rate.  The prior six-month period annualized at +7.60%, 
so, this trend is positive and suggests our economy will be enjoying a nice 
expansion six to nine months (May-August 2022) in the future. 
 
But, there is always a “but”, this month’s LEI came in at a low +.20%.  For 
comparison, here are the prior six months’ growth rates: 
 
 2021: March   +1.30% 
  April    +1.60% 
  May   +1.30% 
  June   +  .70% 
  July   +  .90% 
  August  +  .90% 
  Current month +  .20% 
 
This trend suggests two things to me. 
 

1) Our economic growth is broad-based, robust and strong. 
2) The current month is likely being negatively impacted by the supply 

chain shortage.  The supply chain shortage (Covid caused) will be with 
us until summer 2022 and perhaps longer.   

 
Sign #3, our “peek around the corner”, remains 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) 
If you go back to the September 2021 Seven Signs of a Changing Economy™, 
Sign #4, (read it here) you will see in the first paragraph I wrote  
 

http://www.bls.gov/
http://www.wealthstratgroup.com/p/7-signs
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“For the most recent month our economy created 235,000 jobs.  Sounds like a 
lot, but the expectation was for 725,000 new jobs.” 
 
I continued with a few of my observations, which were correct, but there was one 
more.  The data was not accurate.  Imagine that, government data came in really 
slowly!  This month the U.S. Bureau of Labor Statistics (BLS) pushed up the 
September new jobs creation number from the “too low to believe” 194,000, up to 
a very robust 312,000.  That’s more like it!  The BLS also revised the August jobs 
creation number up by 117,000, again placing total jobs created at over 300,000 
for the month. 
 
The target for jobs creation is at least 200,000 per month as we need 100,000 
per month to replace the 10 million jobs lost during Covid and another 100,000 to 
place the young people entering the work force. 
 
This most recent monthly data is for October 2021 and it came in positive with 
531,000 new jobs created.  About 363,000 were from a survey of businesses 
called the Birth/Death model.  The survey is via telephone and asks how many 
new hires were made for the month.  Not a fan of surveys, and this is a huge and 
not necessarily accurate number of new hires.  But even if it is half that large, we 
would have created a significantly large 350,000 in new jobs. 
 
Slowly, the world is reopening from the Covid “black hole” and this makes Sign 
#4 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 increased +.20% and has been up sixteen of the last 
seventeen months.  Shipments, up four of the last five months, increased +.40%.  
Inventories increased +.90%.  Almost all of this increase was related to 
automobiles sitting on lots waiting for “chips” to be installed for delivery to 
dealerships. 
 
If you dial down the microscope on this data flow it is pretty easy to see what is 
really going on.  Boeing has issues with plane order delivery – “chip”.  Same as 
above with autos!  The result is new orders drop as the first order has yet to be 
delivered, sung to the tune of “on backorder”.  Shipments are up, but light, as 
auto shipments are a large input, and they are not moving a whole lot. 
 

http://www.census.gov/indicator/www/m3
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So, again, I look for a trend.  The trend this year versus last year is that Durable 
Goods orders, aka “stuff we can do without if need be”, are up more than +23%.  
This weaves its way back to the giant money supply in checkbooks, etc. at over 
$18 trillion, Sign #1 PCE at record spend levels, Sign #2 Money Flow at an 86 
greed level, and persistent limitations in meeting demand due to supply chain 
disruptions and labor shortages. 
 
In about six weeks we roll into 2022.  My guess is Durable Goods sales will be 
strong as we start to tally just how big the holiday shopping season really was! 
 
Our canary in the coal mine is full of oxygen and chirping positive songs here in 
Sign #3. 

 

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) 
The S&P 500 3Q2021 reporting of earnings season is coming to a close.  As of 
November 8, 2021, 90% of the 500 companies have reported.  Stunning, 
unbelievable and new records all come to mind as I review the detail.  78% of all 
companies who have reported beat revenue estimates while a huge 80% beat on 
earnings (profits). 
 
Perhaps most important is that full-year earnings just keep going up.  2021 full-
year earnings (per Yardini Research, Inc.) are now estimated to be $218.39.  As 
you know, this earnings estimate for 2021 was projected to be $159.02 by 
Refinitiv Research on 1/1/2021.  Thus, +37.33% above expectations!  
Companies’ ability to manage cost pressure and supply chain disruptions has 
been outstanding.  We still have a few quarters to “normal”, but once the dust 
settles our supply chains will be better and far more productive than ever before. 
 
In about six weeks we will be cheering in 2022.  As of 11/9/2021, Yardini 
Research, Inc. is officially projecting the 2022 earnings for Corporate America to 
be $220.79.  In conference calls, versus print research, that estimate is closer to 
$225.00! Huge!  But, where is the Fair Market Value? 
 
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 3Q2021 “advance estimate” released October 28, 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). 
 

http://www.standardandpoors.com/
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• 20 – 2.10 = 17.90 

• 2021 S&P 500 earnings estimate $218.39 (Source: Yardini Research, 
11/9/2021) 

• 2021 S&P 500 Fair Market Value estimate $218.39 x 17.90 = S&P 500 
(FMV) 3,909.18 

 
As of 11/12/2021, the S&P 500 trades at 4,682.85, or a 19.79% premium to 2021 
FMV. 
 
With Corporate America hitting all-time highs for profits and interest rates hitting 
close to zero, it is normal for investors to look just 6 weeks out to 2022 earnings.  
Let’s also look at FMV for 2022. 
 

• 20 – 2.10 = 17.90 

• 2022 S&P 500 earnings estimate $220.79 (Source: Yardini Research 
11/9/2021) 

• 2022 S&P 500 Fair Market Value estimate $220.79 x 17.90 = S&P 500 
(FMV) 3,952.14.  Thus, the S&P 500 is trading at an 18.48% premium to 
2022 earnings estimates. 

 
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 than 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 21.44. 21.44 +.05 (the yield on the 90-day T-bill) = 21.49. 
 
So, based on 2021, not in the danger zone, but not inexpensive either. 
 
Based on 2022, the P/E ratio is 21.20 +.05 (the yield on the 90-day T-bill) = 21.25 
and in the “okay to own” zone. 
 
Current valuations for Corporate America are reasonable.  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 

 
(Reduced to Neutral) 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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On October 29, 2021, The Producer Price Index (PPI), which measures the 
inflation rate at the manufacturing level, reported in at +6.20% annualized for this 
month.  As energy prices increase and labor costs spiral up it is likely we will 
continue to see input costs go up.  Unbelievably, PPI is up 226.32% since 
January of this year. 
 
The companies who manufacture all the stuff we are buying hand over fist are 
incurring higher costs to make the stuff.  Raw materials, energy and labor for 
sure, but copper, lumber and shipping are all also up…a lot.  It is likely the supply 
chain will not loosen up until next summer, but the cost inputs are likely staying 
higher for a long time.  You are already seeing what that has meant in your own 
home.  Inflation is like a tax, as you have less disposable income as a result of 
paying higher prices. 
 
On October 13, 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 percentage 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. 
 
Retired Federal Reserve Chairman, Alan Greenspan, often referred to the BLS’s 
Employment Cost Index (ECI) as his favorite inflation indicator.  Just for fun I 
pulled that report and was surprised to see it has “spiked” to an all-time high.  
Data only goes back 25 years to 1991, so I would love to see it from the 70’s and 
80’s, but it didn’t exist.  Not good! 
 
So, what exactly is the current inflation rate?  Is it the PPI at +6.20%, the CPI at 
+5.40%, or the BEA’s +2.10%? 
 
Not sure, but we do know the Federal Reserve uses our Sign #1, Personal 
Consumption Expenditures (PCE) as its preferred inflation measure.  Year to 
date PCE is up +3.60%.  Per the BEA our Gross Domestic Product (GDP) is 
growing at +2.0%.  Using the Fed’s own preferred measure of inflation of PCE 
that suggests our economy is contracting at a -1.60% rate.  For now, I must 
reduce Sign #7 to neutral and if this persists, I will drop it to negative, because it 
is!  See this month’s summary for more of my inflation root cause comments. 

 
*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 
$218.39 turns the 3,909.18 2021 FMV into 1,747.12 and even worse if earnings 
were to drop below the example of $218.39/share!  This is the multiplier risk and 
earnings risk I personally worry about.  It may never occur, but what an 
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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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