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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 July 2021 
 

Summary 

 
The law of gravity has always been one of my favorite laws of the universe!  If I 
have an egg in my hand and let it go, the law of gravity demands that it will go 
down, not up, and it will smash on my floor. 
 
As a youngster I would go outside, look up in the sky and see a vapor trail behind 
a jet airplane in the sky and wonder why the plane didn’t drop to the ground like 
the egg in my hand. 
 
Of course, as adults we learn there is a law of the universe that supersedes the 
law of gravity, the law of lift!  Amazing! 
 
As you will read in Sign #2 below, investors are currently more fearful of investing 
than last year during a worldwide pandemic that shut down the world.  The Fear 
& Greed Index hit 39 (where 1 is total fear and 100 is total greed) on July 7, 
2021.  One year ago, it was 48! 
 
So, you might ask, how can the valuations of Corporate America keep hitting new 
high after new high?  After all, like the egg being dropped above, markets that 
run up and up “must come down”, correct? 
 
Well, there is a law that supersedes the law of “must come down”.  Also, in Sign 
#2, Institutional Money Flow, I have shared a link to the St. Louis Federal 
Reserve.  This link is, in my opinion, what supersedes the law of “what must 
come down” and it is “money supply”.  
 
Just one year ago, as the world started to shut down, this was $4 trillion versus 
the 6/22/21 now all-time high of $19.221 trillion! 
 
Yes, market valuations tend to oscillate in cycles over time.  It is reasonable to 
expect a “back and fill” or correction (not a crash) on any given day for any given 
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reason.  As you have heard me say, these valuations will have a 15 – 20% 
correction, just not yet!  And money supply is why. 
 
Money supply is “rocket fuel” to invest in asset classes that have the potential to 
return more than the close to 0% where they are now sitting. 
 
The setup is pretty clear, the average investor is fearful of investing per the Fear 
versus Greed Index above, while trillion-dollar trade desks are using those 
trillions of 0% returning dollars to buy assets, think Corporate America, higher 
returning assets. 
 
It is likely all of this new money created to protect our economy from a total 
collapse during Covid will come back to haunt us with at least a little inflation.  As 
you will read in Sign #7 below, Inflation/Deflation, I expect the inflation rate in the 
U.S.  to average about 6% per year for the rest of this year plus the next two. 
 
If inflation persists beyond a few years, or goes up more than the 6%, our 
economic growth could slow to a point where our economy is only growing at the 
inflation rate.  This is referred to as stagflation and it is not good. 
 
Flat economic growth, adjusted for inflation, with higher tax rates will be the next 
law of money, the one I would refer to as something like “the law of correction”.  
This is where you will find the law of lift on market valuations created by money 
supply hit the maximum value point and start to correct (reverse to the downside) 
 
We are not there yet.  It could be months and it could be years.  (Note to self:  
Read Sign #6, S&P 500 earnings per share growth to see the highest corporate 
earnings ever on earth.) 
 
These Seven Signs will help to remove you from “confirmation bias”.  
Confirmation bias is simply believing in an outcome of some preconceived notion 
and then looking for evidence to support it.  Don’t do that!  Just let the Signs talk 
to you, have your plan to allocate your money to invest only to your tolerance 
level for time, risk and volatility and then select top performing investment 
positions that have quantifiably less risk, volatility and better returns than 
average. 
 
That’s what we do at The Wealth Strategies Group all day long.  If you aren’t part 
of the WSG family, come visit and we will create a thoughtful plan for your bigger 
financial future.  
 
Just a reminder that there will be no Seven Signs update or call in August.  The 
next call will be September 9, 2021. 
 
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. 
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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, September 9, 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) 
Thank you for the feedback on the data trend format I have been using to share 
the detail over the last several months.  Like many of you, I find that observing 
the data trend adds a great deal more clarity for determining where we are with 
positive, neutral or negative data flow. 
 
Long-time readers know this Sign #1, Personal Consumption Expenditures 
(PCE), represents 67.6% of our entire U.S. economy (Source: J.P. Morgan Guide 
to the Markets, 3/31/2021).  The most recent PCE data was released on June 25, 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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2021 by the Bureau of Economic Analysis (BEA) for the month of May 2021.  For 
this important data point we are not yet seeing the full impact of the second 
round of stimulus checks. 
 
For reference purposes when I write Sign #1, I always use “chained” dollars 
versus “current” dollars, as chained simply means inflation adjusted.  Most 
economists report this detail as “current” and most use PCE excluding food and 
energy!  To me, this is simply torturing the data so it tells you the more positive 
data, which is what they want.  But, food represents 8.6% of PCE and energy 
10.7%. 
 
My question is, why does it make sense to leave out food and energy, a 
collective 19.30% of the economy and not adjust for the effects of inflation?  Well, 
because it gives a better result.  In my book, that is false data and basing 
decisions on this could lead to a bad outcome. 
 
Example: I read one research report that posted PCE for May 2021 was +.5%, 
but it excluded food and energy and it did not adjust for inflation.  The truth is that 
the all-inclusive PCE, adjusted for inflation, was -.40%.  Here is the data trend 
 
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%  
January 2021 +3.10% (Adjusted down from +2.00%, to +.30%, a 

huge downward revision. As of 4/30/21, 
adjusted back up to +3.10%) 

February  -1.30% (Adjusted down from -1.20% on 6/25/2021) 
March +4.40% (Adjusted up from +3.60% on 6/25/2021) 
April  +.30% (Adjusted up from -.10% last month) 
May -.40%  
 
*Where Sign #1 was reduced from positive to neutral. 
 
As you can see, there is a great deal of change in the data as it gets updated.  
The trend is more positive than negative, but since we are now neutral, I am 
choosing to leave Sign #1 as neutral until we see a positive in the all-inclusive 
and inflation adjusted PCE. 
 

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 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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block trades 

 
(Positive) 
I suspect very few, if anyone, reading these monthly updates is as into the data 
as I am.  Which, if you are a WSG family member, is what you want!  But, when I 
read the Fear & Greed Index hit 39 (where 1 is total fear and 100 is total greed) 
on July 7, 2021, I must admit that I was surprised!  One year ago, in the middle of 
a worldwide pandemic shutdown it was 48! 
 
It is a bit shocking to see fear levels at 39 when the valuations of Corporate 
America are hitting new high after new high versus one year ago.  So, what 
gives?  You could click on the link https://fred.stlouisfed.org/series/M1SL if you 
would like to see a very cool graph of why! 
 
The “why” is money supply in our economy.  This is a measure of all liquid 
assets, so checking accounts, savings, demand deposits, now accounts, short 
maturity U.S. Treasuries, etc.  One year ago as the world started to shut down 
this was at $4 trillion versus the 6/22/2021 all-time high of $19.221 trillion.  All of 
that increase is “fuel” to invest in assts that could return more to the investor than 
a touch over 0% in cash-like assets! 
 
Today, Corporate America, as measured by the S&P 500 yield’s close to 3.50%, 
or 100% more than a 10-year U.S. Treasury note at 1.65%.  Yet, Mr. and Mrs. 
401(k) continue to sell as Refinitiv Lipper U.S. fund flows reported a net outflow 
from equity funds of $3.98 billion between 6/2/2021 and 6/30/2021! 
 
In addition to the Fear Index at 39 of 100, according to the American Association 
of Individual Investors (AAII) less than half of investors polled, 48.60%, were 
bullish (positive) on the investment outlook for the next six months.  The values 
are clearly being pushed higher from the trillions being invested by the large 
institutional investors, i.e. those with the best and current real-time data flow. 
 
Sign #2 remains positive.  
 

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 

 
(Positive) 
Another new all-time high for the Leading Economic Index (LEI) this month!  The 
Conference Board gathers data each month on the ten components that make up 
this index.  This month eight were positive, one neutral and two contracted ever 
so slightly. 
 
This is a very strong breadth among the ten input components and suggests the 
economic backdrop that Corporate America will be operating in six to nine 

https://fred.stlouisfed.org/series/M1SL
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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months from now (December 2021 through March 2022), is excellent.  The trend 
below strongly suggests the economic trajectory and potential for a near-term 
economic reacceleration is highly likely. 
 
To visualize the trend, here are the past 14 months readings: 

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% 
 December    +.30% 
 January 2021   +.50% 
 February     -.10% (Revised 3/2021 from +.20%) 
 March   +1.30% 
 April   +1.60% 
 May    +1.30% 
 
Economic activity can first be seen in chemical sales, as all products have one or 
several chemical inputs in their manufacturing process.  In fact, according to the 
American Chemistry Association the Chemical Activity Barometer (CAB) has 
been shown to provide a lead time of 2 to 14 months, with an average of eight 
months before a recession. 
 
In the most recent data for June 2021, the CAB was +.80%.  On a three-month 
moving average (less noisy) +1.30% and versus one year ago +19.50%. 
 
Sign #3 is providing a very positive peek around the corner through year-end 
2021. 

 

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) 
Last month the U.S. economy created 850,000 new jobs per the Bureau of Labor 
Statistics (BLS) jobs creation report.  This is a very strong jobs report and came 
in well above economists’ projections of 720,000. 
 

http://www.bls.gov/
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With this many new jobs created you would have been normal to think the 
unemployment level would drop.  But, it didn’t!  As usual, the devil is in the detail.  
The “unemployment rate” is created from a survey of households.  So, it would 
be more likely to find that many people have left the workforce.  Some perhaps 
forever, as they retired. 
 
The “jobs creation” report of 850,000 new jobs is a result of canvassing the 
companies and then using a model to calculate the numbers of new jobs created.  
So, jobs creation, in my opinion, matters much more than the unemployment 
rate.  Besides, as the baby boomers age you would expect to see more of that 
generation leaving the work force. 
 
Perhaps an even better gauge of the jobs situation is the 4-week moving average 
of initial claims for unemployment.  At the peak of the pandemic there were 
5,033,250 initial claims versus 6/26/2021 down to 364,000.  This needs to get 
down to under 300,000 and in “normal” times averages around 250,000. 
 
Still room for improvement but as our country and the world continues to reopen, 
and as the stimulus checks end, we may see a bigger shortage of workers than 
this data suggests.   
 
For now, Sign #4 remains positive. 
 

5) Indicator: Durable goods spending 
 Where to find it: s 
 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 – Up from neutral) 
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 +2.30% and have been up twelve of the last 
thirteen months.  Shipments have now been up two of the last three months and 
are at +.40%.  Inventories increased a modest +.70%. 
 
Unfilled orders, one of my favorite data points as it suggests manufacturing is not 
keeping up with demand (a very good recovery sign), was up +.80% and up for 
the last four months. 
 
Conclusion:  The orders are coming in hot, shipments are rolling out, the “back 
room” inventories are normal and unfilled orders suggests more good news to 
follow.  Remember, this Sign is our “canary in the coal mine”!  Since these are 
items we can live without, it is a perfect window to see if people have money and 
are spending it.  This month it is both and positive versus several months back 
when Sign #5 dropped down to neutral! 
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Here is the Covid trend: 
 
Covid-19 impact hits: 
 

April 2020 -13.50% 
May +15.70% 
June +7.70% 
July +11.20% 
August +.40% 
September +1.90% 
October +1.30% 
November +.90% 
December +.20% 
January 2021 +3.40% 
February -1.10% 
March +.50% 
April -1.30% 
May +2.30% 

 
In last month’s issue I wrote: 
 
Question:  The Institute for Supply Managers (ISM) Index soared this month to 
the highest level in 38 years.  In a normal world it would be almost impossible to 
have Durable Goods Spending drop with that backdrop of an increasing ISM. 
 
I need another month to be confident this dataflow is in a positive trend, so Sign 
#5 looks good, but remains neutral this month. 
 
Well that all happened and with this month’s big jump in new orders for Durable 
Goods, Sign #5 goes back up to 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) 
The first quarter 2021 earnings for Corporate America were so great it was 
stunning, especially for the economists who largely got it 100% wrong again! 
 
Refinitiv is a great research and data source, who I like to lean on for earnings 
estimates along with Yardini Research, of course.  Last December (2020) they 
estimated 2021 earnings for the S&P 500 to be $159.02. 
 
Last week that was updated to $202.57, a whopping increase of $43.55 per S&P 
500 share or +27.39%!! 
 

http://www.standardandpoors.com/
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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 1Q2021 “second estimate” released June 24, 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 $197.80 (Source: Yardini Research, 
6/2/2021) 

• 2021 S&P 500 Fair Market Value estimate $197.80 x 17.90 = S&P 500 
(FMV) 3,540.62 

 
As of 7/9/2021, the S&P 500 trades at 4,369.55, or a 23.41% 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 five months forward to 2022 
earnings.  Let’s also look at FMV for 2022. 
 

• 20 – 2.10 = 17.90  

• 2022 S&P 500 earnings estimate $212.12 (Source: Yardini Research, 
6/2/2021) 

• 2022 S&P 500 Fair Market Value estimate $212.12 x 17.90 = 3,796.95 
 
As of 7/9/2021, the S&P 500 trades at 4,369.55 or a 15.08% 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 22.09 +.06 (the yield on a 90-day T-bill) = 22.15. 
 
So, based on 2021, in the danger zone. 
 
Based on 2022, the P.E ratio is 20.60 +.06 (the yield on the 90-day T-bill) = 20.66 
and still in the fair value zone. 
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Quantifiable values are expensive, which explains a little bit about Mr. and Mrs. 
401(k) having a Fear & Greed level of 39 (fear).  Also, why the AAII survey has 
less than half of the respondents bullish (positive) on the six-month outlook. 
 
That quantified, noted and considered, our WSG family portfolios are positioned 
appropriately for these valuations, possible inflation and worst of all, the timing on 
interest rate increases.  Sign #6 remains positive because earnings are great, 
and that is what Sign #6 measures.  The valuations calculation is simply to help 
us know if there is great value, or not so much. 

 

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 June 15, 2021 The Producer Price Index (PPI), which measures the inflation 
rate at the manufacturing level, reported in at 5.30% annualized for this month.  
As energy prices increase, it is likely we will continue to see input costs go up. 
 
Since last month industrial commodity inputs have increased for 560 to 610, a 
rather hefty 8.9% 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 as consumers just a few months from now.  Much like the last few 
months, a barrel of oil alone was up +7.23% between 6/3/2021 and 7/6/2021.  
That is a lot! 
 
On 6/10/2021, the Consumer Price Index (CP), which measures the inflation rate 
at the household level, reported in at +5.00% annualized (highest since 2008) for 
this month.  CPI has increased 1,666% 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. 
 
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. 
 
Here are a few key dates, thoughts and actions we are focused on. 
 
The week of July 12, 2021 is an important week for the capital markets! 
 
Since April 2020 I have been writing about the impact we could expect for 
inflation.  As I have written, perhaps as much as 6% per year for this year and 
the next two years. 
 
The Federal Reserve (Fed) has continued to keep interest rates low in their effort 
to increase the employment rate.  At some point they will normalize the interest 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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rates, i.e. increase them, and this could cause some volatility in the market 
valuations. 
 
Up to this point, we are 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 September 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.  
 
The dates to keep on your calendar are July 13th when this Consumer Price 
Index, CPI, is reported and July 14th when the Producer Price Index, PPI, is 
reported.  If these numbers continue to come in at the increased levels, like the 
last several months, it is highly likely the Fed will have little choice and move to 
increase interest rates sooner rather than later. 
 
Also, on July 14th the minutes will be released of the last Federal Reserve 
meeting.  It is highly likely that we will see in the minutes that the Federal 
Reserve Board of Governors are now quite concerned about inflation, discussing 
increasing interest rates and the timing of those increases. 
 
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! 
 
Sign #7 tracks PPI and CPI and I then measure those against the growth of our 
economy using Gross Domestic Product (GDP) as my measuring stick for “real” 
growth. 
 
For now, the economy is growing yet could “stagnate” if inflation is increasing, 
and it is at the same time the Federal Reserve must increase interest rates to 
slow the inflation down.  This is one of the “pins that prick bubbles” that I continue 
to worry about. 
 
This month the data suggests 6% per year inflation for the next three years, not a 
great thing and for that reason, Sign #7 will be reduced to neutral from 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, 18x the expected Earnings per Share.  Both EPS and 
the multiple of 18 could drop.  The earnings could be reduced due to the 
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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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