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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 April 2021 
 

Summary 

 
As we leave year one of Covid-19 behind, I will only comment on one data point 
that screamed “Buy Now”.  There were many and if you choose to, you can go 
over to our WSG website and look at all monthly editions of The Seven Signs of 
a Changing Economy™. 
 
The data is so easy to look back on and reflect as to what was correct and what 
was not so correct.  I did this review and I am happy to report almost every item I 
wrote, noted or commented on is now known to be correct! 
 
I humbly report to you that is “rare air” as I have compared it to the articles, 
postings and conference calls of many people in our industry.  Many are more 
highly educated, commanding the utmost respect of the public and positive 
forces in our industry.  I will use a Montana term and suggest they were, for the 
most part, “Buffaloed”, i.e. wrong. 
 
That one “Buy Now” recommendation, well if you used it to take action and I did 
with our WSG family and for my own family, you had one of your best 
performance years in 2020.  On 3/17/2020, almost exactly one year ago and at 
the very start of Covid-19, I wrote The Weekly Update I titled “This is a First”.  
The update included one little piece of info that is a few keystrokes away for 
anyone who chooses to look, The Fear and Greed Index.  It measures from 1-
100 with 1 being maximum fear and 100 measuring maximum greed.  On March 
12, 2020 it hit a number I have not seen in my 38 years in this business. 
 
It hit 1! 
 
In that update I went on to add that fear now travels at the speed of ether! 
 
 2003 – No Facebook, no Whatsapp 
 
 2009 – Facebook had 150 million users 

http://www.wealthstratgroup.com/p/7-signs
http://www.wealthstratgroup.com/p/7-signs
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 2014 – Whatsapp had 450 million users 
 
 2020 – Whatsapp had 2 billion users and Facebook 1.7 billion users 
 
Thankfully, we entered the Covid chapter in our history with one of the strongest 
economies ever measured.  Unemployment was at a record low, household debt 
record low, household income highest ever, corporate revenue and profits 
highest in history and corporate debt the lowest ever. 
 
If you have to head into a pandemic, that is about the best you can do in hoping 
for a great exit! 
 
We pushed forward: 
 

• Gilead’s treatment completely cured high risk patients in Japan 
 

• Feared massive job reductions did not appear as bad as expected 
 

• Corporate earnings took a hit, right before they reversed to the best 
in history 

 
The list goes on and on, but you get the picture!  Fear breeds fear and the folks 
bought it all the way down to Fear versus Greed of 1. 
 
Today we face a microchip shortage.  GM and Ford have to slow production, i.e. 
a hit to sales revenue, and new home supply is 60 days versus the normal 18+ 
months.  As you will read below in Sign #4, builders are closing home sales with 
camp stoves and camping refrigeration until appliances can be delivered with 
that pesky 8-month back up! 
 
So, here is a question: 
 
How is it possible that we all fear growth risks ahead when we are running out of 
computer chips and housing supplies to meet “massive” demand on both? 
 
Correct answer – we can’t! 
 
Yet, this month’s Seven Signs data flow is, in a word, “messy”! 
 
Personal Consumption Expenditures (PCE) Sign #1, aka, the gorilla, went 
negative to the tune of -1.20% and the Leading Economic Index (LEI), our peek 
around the corner six to nine months in the future, dropped to +.20% (low). 
 
This data, and I detail it month by month below, suggests right now is contracting 
and six to nine months from now it could be on life support. 
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New orders for Durable Goods, our “canary in the coal mine”, went to -1.10%, so 
arguably dying! 
 
Yet, new jobs creation, as you will read in Sign #4 below just woke up and is “hair 
on fire” great! 
 
Are the bad dips in Signs #1, #3 and #5 weather impacted?  Could be! 
 
Are the Jobs Creation, Sign #4, and Money Flow, Sign #2, simply stimulus 
impacted toward positive?  Maybe! 
 
These will work themselves out over the next few months as we start to lap Covid 
reductions of one year ago.  Believe me, I am glued to the data flow and its 
impact on our asset allocation and investment positions. 
 
As you will read below in Sign #6, S&P 500 earnings growth, the valuation of 
Corporate America, are no longer in the “bargain bin”!  Valuations rest at a 20% 
premium to Fair Market Value (FMV) for 2021 and 10% above FMV for 2022. 
 
Eyes wide open now! 
 
One of my social scientist observations I had this past quarter is a question: 
 
How did the quantifiable fact that 2020 Zoom users jumped from 10,000,000 
daily to 500,000,000 daily, an increase of 50x, go completely unreported in the 
press—anywhere—your town, my town, state, country or world?! 
 
Keep this reality in your thinking process, Zoom meetings are not a 
communication tool!  Zoom is a transportation tool!!! 
 
I personally have been on Zoom meetings in the last 90 days with close to 50 
people from four countries.  We all appeared on time, did our business and went 
home without leaving home! 
 
Just leaves one more question for politicians: 
 
If I paid to attend a conference in the U.S., and paid U.S. dollars to a Canadian 
company, which I did, the U.S. government got my tax deduction and Canada got 
their income tax from my vendor, i.e., U.S. no gain, Canada gain. 
 
If you thought the fight over sales tax on internet sales was nasty, wait for the 
Zoom tax brawl that will no doubt be getting started.  Governments fighting over 
who gets the tax revenue are fun to watch. 
 
There is plenty of planning to do as we all navigate toward our bigger financial 
futures.  Please make notes as you read this month’s update and then feel 
welcome to call, email or just stop by the office to discuss them. 
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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, May 13, 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) 
For the last few months, I have been including the data flow in these 
observations and update notes.  This seems to be the perfect way for all of us to 
see the trend, and the trend is key.  Long time readers know these notes are 
about trend observation, as trends tend to remove statistical noise that happens 
over a few months. 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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It is also important to note that data points can get adjusted a few months after 
the reporting period.  In this most important sign, as it represents 68% of our 
entire economy (Source: J.P. Morgan Guide to the Markets 12/31/2020), there 
have been several adjustments.  With those updates observe this trend: 
 
Covid-19 impact hits: April 2020 -12.30%  
    May    +8.50% 
    June   +5.90% 
    July   +1.10% 
    August    +.90% 
    September  +1.10% 
    October    +.30%   (Adjusted up from +.20%) 
    November     -.60%   (Adjusted up from -70%) 
    December*     -.90%   (Adjusted down from -.60%) 

January 2021  +.30% (Adjusted down from +2.00%, 
a huge downward revision) 

    February   -1.20%  
 
*Where Sign #1 was reduced from positive to neutral. 
 
In last month’s issue I pointed out that January’s jump to up +2.00% was a 
“hockey stop and 180 degree turnaround”.  Now reduced from +2.00% to +.30% 
followed by the February -1.20% suggests the neutral trend remains warranted 
and is close to trending negative. 
 
It is important to note here that severe winter weather, blackouts in Texas, global 
semiconductor shortage (GM had to slow production) and lack of overseas 
shipping containers played into February’s -1.20%.  Behind this data we 
understand the large positive impact of the most recent $1.9 trillion stimulus 
package.  Also, the Consumer Confidence Index (CCI) surged to 109.70.  
Anything above 100 is very positive.  This suggests another “hockey stop” could 
be happening as I write this. 
 
For now, Sign #1 remains neutral. 
 

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 last month’s update, we took a look at the “St. Louis Federal Reserve M-2 
Money Stock”.   You can click the link to see the graphic that pops up 
representing just how much money has been put into our economy by our 
government. 
 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
https://fred.stlouisfed.org/series/M2SL
https://fred.stlouisfed.org/series/M2SL
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This was their way to help offset the negative impact of Covid-19 and it has 
worked.  When the money supply of $4 trillion a year ago, April 2020, is goosed 
up to $18.412 trillion as of March 25, 2021, you see money flowing to many 
areas of the economy. 
 
Clearly the refinitiv.com Lipper Fund flows measures a chunk of it flowing to 
ownership in Corporate America.  This month, Mr. and Mrs. 401(k) added 
another $43.67 billion to their ownership on top of last month’s +$41.60 billion.  
This is the highest amount of dollars flowing in since 2015, which is where I 
stopped looking since the obvious can be concluded with the data we have, i.e. 
the Fear of Missing Out (FOMO) is here.  
 
On a cross-current observation, I thought it was unusual that the Fear and Greed 
Index was 62 on March 3, 2021, which on a scale of 0-100 where full greed is 
100, placed the index at “Greed”.  Almost a month later, March 30, 2021, the 
same index posted 44, which is below 50 and in “Fear” territory. 
 
So, FOMO money flowing in, yet the folks say they are fearful.  I am not sure 
what that means but if asked, I would say it means more volatility ahead. 
 
Sign #2 has the wind at its back from the increasing money supply and therefore 
remains positive!  
 

3) Indicator: Leading Economic Indicators (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 

 
(Neutral) 
As you read and observe this data remember the LEI is our peek around the 
corner to see if our economy is expanding, neutral or contracting six to nine 
months from now, so October 2021 – January 2022! 
 
Like Sign #1 (PCE) above, this month’s data flow for the Conference Board’s 
Leading Economic Index (LEI) is observed best via a visual.  As you observe this 
data flow, ask yourself if it is how you have personally observed what is 
happening around you in the economy during this same period of time.  I will add 
my observation toward the bottom so as not to skew your observations: 
 
 Covid-19 impact hits in: April 2020  -4.40% 
     May   +2.80% 
     June   +2.00% 
     July   +1.40% 
     August  +1.20% 
     September      +.70% 
     October      +.70% 
     November      +.60% 

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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     December     +.30% 
     January 2021   +.50% 
     February 2021   +.20% 
 
My observation of the January 2021 increase was, as noted last month, a 
“hockey stop” of the prior seven (7!) months of slow deceleration.  To be followed 
by this month’s continuation of the deceleration with a mere +.20% expansion 
suggests las month was just a noisy data month. 
 
My second observation is of the trend.  Clearly, posting Sign #3 as “neutral” I am 
not following my own rule above in the green box and reducing this sign to 
negative, i.e. trends down for three to four months, let alone seven!  But, +.20% 
is expansive/growth and it does suggest slow expansion.  Combined with Sign 
#1’s negative read in the most recent release strongly suggests my third 
observation is correct.  That observation is that without the government’s new 
$1.9 trillion stimulus package and there is more to follow for infrastructure, our 
economy would not be doing so well, i.e. contracting vs. expanding. 
 
I suspect we will see more of this lethargic growth as the new taxes at all levels 
pass into law. 
 
This month LEI remains neutral, barely! 

 

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 

 
(Neutral) 
After reading and observing the trends in Sign #1 (PCE) and Sign #3 (LEI) 
above, this month’s job report is refreshing, i.e. really great!  It turns out people 
have been heading back to work and earning money.  We know they are, as 
income tax revenue to the U.S. Treasury is back to all-time highs.  People 
earning money combined with low interest rates leads to new home purchases. 
 
“New” homes versus “existing” home sales are a key to our economic growth.  A 
new home needs everything from the little plunger in your sink to the furnace 
filters, etc.  To manufacture all of this and then build a house with it means jobs 
expansion. 
 
Before we get to the “off the chart” good data, I will note that my refrigerator of 35 
years died.  Back in the day, if you needed a new appliance your biggest issue 
was deciding which bells and whistles you wanted versus what I went through to 
replace ours which was more along the lines of get in line and wait.  Once at the 
head of the line you get what they have or you go back to the end of the line. 
 

http://www.bls.gov/
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I was told that home builders are now closing on homes where people move in 
using temporary camping refrigerators and a toaster oven while they wait for the 
kitchen appliances.  Thank you Covid! 
 
This month 916,000 new jobs were created and the unemployment rate fell to 
6%!  The generally wrong economists had predicted via Bloomberg, 650,000 new 
jobs would be created.  Huh!  Only missed by 40.92% and not one gets fired! 
 
Equally good is that jobs created using the telephone survey referred to as the 
Birth/Death model (of new businesses versus closed) only added 38,000 of the 
916,000.  This is actually unbelievable and great!  Perhaps it is this “second 
level” type of data flow that really does reverse the above detailed trends in Sign 
#1 and Sign #3.  That said, there are still about 3.5 million fewer jobs in our 
economy versus February 2020.  The good news is that as we reopen our 
country, most of those who want jobs should be able to get them as we make our 
way into fall 2021. 
 
Sign #4 remains neutral.  If we get another great jobs report for new jobs creation 
next month this sign will return to 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 

 
(Neutral) 
This month, new orders were down -1.10%, shipments were down -3.50%, 
inventories increased +.70%.  Let’s add a cross-current, which I don’t normally 
report, unfilled orders (think about those refrigerators above in Sign #4 and the 
new jobs created to make them) up +.80%. 
 
So, orders and shipping took a serious hit and it is also likely related to weather, 
thus inventories up – normal – and unfilled orders up – normal – if it really is 
weather related.  
 
I don’t like the data flow, yet I do think this month’s (February and most current) 
data is weather impacted.  That said, I did see one headline to note “Durable 
Goods Orders Dropped for the First Time in Ten Months”.  Well, by now you are 
getting good at trend following so let’s observe what is behind the above 
headline. 
 
 Covid-19 impact hits: April 2020   -13.50% 
     May   +15.70% 
     June      +7.70% 
     July   +11.20% 
     August      +.40% 

    September    +1.90% 

http://www.census.gov/indicator/www/m3
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    October    +1.30% 
    November     +.90% 
    December     +.20% 
    January 2021   +3.40% 
    February      -1.10% 
 

Yes, Durable Goods Spending has been up for months (good), yet at a 
decelerating rate of growth (bad).  Weather impact, lack of microchips for 
products backing up delivery, and higher corporate taxes on the horizon, i.e. less 
money for corporate spending, suggests neutral is fair and without a reversal of 
this month’s number over the next two months suggest another reduction to 
negative for Sign #5. 

 

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) 
As we take a look forward toward the end of 2021 to see what the earnings of 
Corporate America might be, let’s be very aware of the changes in the tax code. 
 
Biden’s tax policy would increase corporate taxes from 21% up to 28%.  Thus, 
reducing earnings per share (EPS) by 7% and theoretically market valuations by 
a like amount.  Goldman Sachs suggests a 5% increase in tax will be more 
accurate.  FactSet research suggests that 40% of S&P 500 earnings come from 
overseas and are not taxed in the U.S., thus causing less impact on EPS.  The 
conclusion here is that headline news could be more negative than the actual tax 
impact to these companies. 
 
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 4Q2020 “third estimate” released March 25, 2021 of +2.00%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 – 2.00 = 18.00 

• 2021 S&P 500 earnings estimate $181.16 (Source: Yardini Research, 
3/29/2021) 

• 2021 S&P 500 Fair Market Value estimate $181.16 x 18 = S&P 500 (FMV) 
3,260.88 

 
As of 4/2/2021, the S&P 500 trades at 4,019.87, or a 23.27% premium to 2021 
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 eight months forward to 2022 
earnings.  Let’s also look at FMV for a year out in 2022. 
 

• 20 – 2.00 = 18.00 

• 2022 S&P 500 earnings estimate $202.11 (Source: Yardini Research, 
3/29/2021) 

• 2022 S&P 500 Fair Market Value estimate $202.11 x 18.00 = 3,638.21 
 
As of 3/19/2021, the S&P 500 trades at 4,019.87 or a 10.49% premium to 2022 
FMV. 
 
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 22.18 +.03 (the yield on a 90-day T-bill) = 22.21. 
 
So, based on 2021, “danger zone”. 
 
Based on 2022, the P/E ratio is 19.88 +.03 (the yield on the 90-day T-bill) = 19.91 
and below the 20, representing quantifiable value. 
 
Certainly, these FMV’s suggested we are now bumping up against the ceiling of 
FMV.  On the positive side, 2Q2021 EPS will start to roll out in the next few 
weeks.  In the rollout, we will start to “lap” the Covid-19 slow down, suggesting a 
dramatic increase in year over year (YOY) EPS, toward all-time highs!  So, the 
estimates used above could be too low. 
 
Also, tech has been getting a ton of money flowing in.  Mental note to self:  Tech 
companies can add billions in revenue by simply adding to or upgrading code 
that makes their customers’ products better in the process.  Expect tech to be 
volatile but also profitable over “time” – key word! 
 
My conclusion is that short term, expect volatility, but one to two years out there 
is value in the ownership of Corporate America. 
 
Sign #6 remains positive as earnings are likely to surprise on the upside, but 
valuations are no longer in the “bargain bin”! 

 

7) Indicator: Inflation/deflation numbers 
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 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 

 
(Positive) 
The Producer Price Index (PPI), which measures the inflation rate at the 
manufacturing level, reported in at +2.20% annualized for this month.  Hmmm, 
that is a leap up of 69.20% versus last month’s 1.30%.  As energy prices 
increase, it is likely we will see input costs go up.  That said, any increase of up 
to 2% is not only reasonable but expected at this stage in our economic recovery.  
+2.20% is suggesting more increases ahead.  These cost increases will very 
likely start to be passed on to consumers in the coming months. 
The Consumer Price Index (CPI), which measures the inflation rate at the 
household level reported at +1.70% annualized for this month.  Most important, 
the Fed officials upgraded their inflation expectations for 2021 from +1.80% up to 
+2.40%.  Just like above in Sign #6 (EPS), it would be normal to see inflation 
jump up for the next few months as we “lap” the serious slow down of this same 
time last year. 
 
The “third estimate” of our Gross Domestic Product (GDP) for 4Q2020 was 
reported as +4.30% annual growth of all goods and services we produce as a 
country.  (Source:  Bureau of Economic Analysis (BEA)) 
 
One the surface, this is a very good rebound out of the 2020 black hole in our 
economic donut.  Peel back the onion skin and we see the “cause” was over $3 
trillion in government spending and $14 trillion in new money supply placed into 
circulation by the Federal Reserve.  The new $1.9 trillion stimulus is reported to 
be followed by trillions more for infrastructure. 
 
It would be normal to expect our GDP, all the goods and services we produce in 
our entire economy of $21.49 trillion, to experience strong growth going forward.  
Overall, this is good for the owners (investors) of Corporate America as investing 
in this space offers a good hedge against inflation.  And as noted this month in 
multiple places, inflation is slowly and quietly creeping into our economy from the 
edges. 
 
Sign #7 remains positive. 

 
*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, 22x the expected Earnings per Share.  Both EPS and 
the multiple of 22 could drop.  The earnings could be reduced due to the 
consumers spending less.  The multiplier of 22 could drop to, say 10 for example, 
if investors were to get scared and become risk adverse.  All of a sudden 10 x 
$181.16 turns the 3,260.88 2021 FMV into 1,811.60 and even worse if earnings 
were to drop below the example of $181.16/share!  This is the multiplier risk and 
earnings risk I personally worry about.  It may never occur, but what an 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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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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