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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 January 2021 
 

Summary 

 
About 15 years ago I created “The Investment Selection Matrix™”.  I named it 
that because it became the menu of investment choices that had proved to be 
top performers based on my research.  Remember, I am a detailed data miner, 
so I love to find quantifiable top performing investment positions. 
 
The investments that make the matrix are meant to provide our clients with 
quantifiably lower risk (as measured by Standard Deviation) and lower volatility 
(as measured by Beta) investment choices.  In addition, they must be best of 
class performers over a three- and five-year time frame.  Last, they must have 
team management in place with at least a five-year tenure and low internal and 
turnover cuts. 
 
Our matrix includes large, medium and small money managers that use both the 
Growth and Value style of management.  When combined into an asset 
allocation for each client’s tolerance for time, risk and volatility, these have 
tended to capture less of the downside, like that -34% as measured by the S&P 
500 between 2/19/2020 and 3/23/2020, and hopefully all of the upside plus a little 
– all while not being fully invested in “the market”, say the S&P 500. 
 
How can that happen?  Well, I will also use a few “sectors” that we have 
researched and believe offer outsized upside potential.  The last several years 
those have been tech and healthcare.  As you will read in Sign #7 below, inflation 
could be increasing to say 3-5% as we move through the next few years.  So, 
tech and healthcare should remain strong performers, but back in the 1980’s a 
few other sectors served us very well.  Recall we had a touch of inflation back 
then as well.  Sectors like metals and mining, energy and a basket of agriculture 
and manufacturing commodities.  As we push forward, expect our planning 
conversations to include updates on these areas in our asset allocations. 
 
This month, as you will read below, we are beginning to see some changes.  
Since all Seven Signs have remained positive for almost ten years it is obviously 
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change that is less than positive.  This month, the “800-pound gorilla” of the 
Seven Signs, Sign #1, Personal Consumption Expenditures (PCE), which per 
J.P. Morgan is 68% of our entire economic growth, has been reduced from 
positive to neutral.  Neutral is not negative, nor is it a contraction.  It is, however, 
a significant and far from positive change in trend of the data flow.  I will be 
watching this one like a hawk. 
 
Sign #2 is Money Flow.  If not for the trillions of dollars placed in our collective 
pockets by our government to bridge the economic shock from the Covid 
lockdown, the trillions looking to invest in the ownership of Corporate America 
would be less.  Money Flow remains positive.  That said, there are crosscurrents 
in Sign #6, S&P 500 Earnings Growth. This month the Fair Market Value (FMV) 
is at a premium, i.e. not cheap, yet 2022 (only 12 months out) remains at a 
discount to FMV. 
 
My experience tells me this combination of not cheap now, but cheap later, could 
result in some volatile periods in 2021.  Toss in a little social turmoil or a potential 
extension of Covid round three and volatility arrives. 
 
This is why it is so imperative to plan now while the valuations of Corporate 
America remain at all-time highs.  If the thought of your account value dropping 
20% makes you a little queasy, you need to freshen up your plan or create a new 
one. 
 
All plans start with each person’s constraints for time, risk and volatility but 
should also include: 
 

A)  No debt where possible 
B) Cash reserves at each person’s comfort level.  At least six months of 

expenses 
C) Monthly expenses known 
D) Monthly income sources ID’s to cover C above 

 
Only after these are done do we plan forward with a thoughtful asset allocation 
and conservative investment strategy. 
 
Together and combined as one, this strategy has “always” worked.  Unless, the 
client becomes fearful and panics.  This usually happens right after watching the 
news, regardless of during which period…1987, 1998, 2000 – September 2002, 
2007 – 2009 and now. 
 
Today, right now, is the time to think about that sick feeling of being down several 
thousand dollars and make sure you have cash levels, asset allocation amounts 
and investment positions that will not negatively affect your lifestyle package 
going forward. 
 
Please don’t miss this bigger future but do have a plan.  A financial plan that you 
trust.  Promise yourself and your future self that you will not waiver.  A financial 
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plan where all your effort will be on meeting your goals calmly, logically and 
patiently over time.  If you don’t have one of these, call me and we’ll update your 
current plan, or create a new one, that will work for you. 
 
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, 2/11/2021. 
 
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) 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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Let’s start with the good news and another Jim prediction coming true!  
Mastercard is estimating total holiday sales increased +3% over 2019.  Overall, 
Mastercard estimates a +31% increase in online sales, which we would expect 
during a pandemic.  But it was difficult to stick with my prediction of 2020 being 
the all-time high for holiday sales as the pandemic shut down our economy 
anywhere form a few months to several months, depending on the type of 
business and state you were in.  So, consumers did find their credit card and 
combined with their keyboard, came through. 
 
The Bureau of Economic Analysis (BEA) is the government agency responsible 
for reporting the Personal Consumption Expenditures (PCE) each month.  They 
use archaic forms of data collection, so the data released on 12/23/2020 is the 
most recent but lags this January 2021 update.  Thus, we know from Mastercard 
that December was great, but we don’t have the BEA data to quantify it just yet. 
 
What we do know is the most recent PCE for 2020, pandemic and all, is 
annualizing at about a -.80% versus 2019 at +2.9%.  To be fair, November is not 
a super strong month, December is.  Example:  November 2019 PCE was +.2% 
versus 2020 -.4%.  Reasonably close. 
 
However, in the November update I also showed good news in the trend.  PCE 
had been decelerating through August and then for September reversed to a 
very positive +1.2%.  We are back to my being concerned about this trend.  Here 
is the current trend through the most recent data for November 2020: 
 
 Pre-Covid April  -12.3% 
 May   + 8.5% 
 June   + 5.9% 
 July    + 1.1% 
 August  +   .7% 
 September  + 1.1% 
 October  -    .3% 
 November  -    .4% 
 
Per J.P. Morgan Guide to the Markets 12/31/2020, Personal Consumption makes 
up 68% of our economic growth.  What I see above is serious deceleration with 
one uptick in September. 
 
As noted above, December should be a solid uptick but, like September we need 
to see the trend reverse and soon.  At this point, I have my doubts and concerns.  
For that reason, PCE is being reduced from positive to 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 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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(Positive) 
Updated by Brittany Jarocki, CFP® 
 
There is little change in the American Association of Institutional Investors (AAII) 
Sentiment survey this month, coming in at 46.1% Bullish (down from 49% last 
month) and the Bears/Neutrals splitting the remainder.  
 
The Fear and Greed index did recede from an “Extreme Greed” reading of 88 to 
a “Greed” reading now at 59, with 100 being the greediest. This is the direction 
we want to be moving in, because when the general public becomes greedy, we 
know it is time to head the opposite direction. That is how contrarian investing 
works – the masses are generally wrong! 
 
Since last month’s Seven Signs update, M1 money supply has increased another 
16%. Liquidity is a result of monetary policy, electronic adoption and 
engagement. There are four distinct, yet interrelated components: immediacy, 
tightness, market breadth, and activity. All these components work together to 
determine the amount of money that is available to be put to work in the financial 
markets as a function of risk. 
  
Simply put, the more money that’s floating around aimlessly, the higher stocks 
will go. 
 
So, while Mr. & Mrs. 401k are building up cash debating when/if they should 
invest in Corporate America instead of losing purchasing power on the money in 
their savings accounts, institutional money flow continues to flow into the 
markets, which continues to push prices higher. This month, equity inflows 
increased $1.3 billion. 
Money will go to where its treated best, even if it takes folks a while to see the 
light! 
 
Sign #2 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 

 
(Positive) 
Updated by Brittany Jarocki, CFP® 
 
Consistent with last month, seven of the ten Conference Board Leading 
Economic Indicators (LEI) are positive this month. The only two that switched 
places were average weekly manufacturing hours turning negative, and building 
permits moving from neutral to positive.  
 

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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You will read in Sign #4 that new jobs created are indeed down with the 
continued and increased business shutdowns/reduced hours across the country 
(and world for that matter). So, it makes sense that manufacturing hours have 
turned negative due to lack of output in many sectors impacted by COVID-19, but 
also due to the conclusion of the holiday season. Turns out people don’t buy too 
much in Q1 after blowing it out for the Christmas holiday! As noted in Sign #1, 
Personal Consumption Expenditures (PCE) the holiday shopping season was 
once again the largest ever in history. 
 
Last month I wrote that I expected building permits to turn positive again as soon 
as the backlog got taken care of. Turns out that’s what happened, and building is 
“through the roof” ☺. 
 
LEI continues to slowly but steadily climb, as its increase for this month is 0.6%. 
For the prior six months LEI has increased 9.3% for an annualized increase of 
roughly 18.6%. Remember, this is our peek around the corner for the next six to 
nine months to see what economic backdrop Corporate America will need to 
operate in. That is July through October 2021 and the LEI data suggests that the 
backdrop is strong. 
 
Finally, the Chemical Activity Barometer came in positive for the eighth straight 
month, up 1.1% in December. Chemical activity tends to happen before all other 
trends, and this would suggest that the US is on track for recovery. 
 
Sign #3 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) 
Updated by Brittany Jarocki, CFP® 
 
The US reported a loss of 140,000 jobs in December, according to the US 
Bureau of Labor Statistics (BLS), which is a far cry from Bloomberg’s estimate of 
a 50,000 gain. Only off by 190,000. That said, 190,000 in a labor force of 160 
million is basically a rounding error. Does it really matter? Probably not. 
 
The unemployment rate held steady at 6.7%. With continued lockdowns, travel 
restrictions, overall modest expectations, etc. I consider this about right. The 
entire country (and world) has been completely stopped, somewhat restarted, 
stopped again, and we are only at a 6.7% unemployment rate? I’ll take that. 
 

http://www.bls.gov/
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If the lockdowns and restrictions continue to be as strong as they have been the 
past year, we may see more privately-held small to medium size business begin 
to struggle and many may go under, but for now, government stimulus is keeping 
them afloat. 
 
Sign #4 is cautiously 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) 
Each month I write the Seven Signs of a Changing Economy™.  The Seven 
Signs, as I call them, are simply economic data points that in my three decades 
of observation have been generally correct in suggesting how good or bad the 
economic backdrop that Corporate America must operate in is.  Combined, The 
Seven Signs have been uncanny in accurately suggesting not only how good or 
bad the economy is now, but also where we may be headed economically.  
Specifically, expanding, flattening or contracting. 
 
I have always listed The Seven Signs in order of their importance on the total 
impact they are collectively suggesting for the direction of our economy.  Sign #5 
is Durable Goods Spending.  The reason this data point is number five is 
because even through it isn’t a game changer to the direction of the economy, it 
tends to be more like “The canary in the coal mine”.  If this data point stumbles, 
start looking for the investment position exit. 
 
These are long shelf-life items like non-perishable, non-fashion items that usually 
show the first sign of a slowing economy.  Remember, these are items we can do 
without if need be. 
 
This month, New Orders were up +.9%.  This is good.  Shipments were also up 
at +.3%, also good.  Perhaps more importantly is to look at 2020 versus 2019 to 
compare the full year with Covid-19 impact versus 2019 prior to Covid.  As it 
turns out, 2020, with all its warts and bumps, is up +310% over 2019, which was 
a good year. 
 
The St. Louis Federal Reserve reports Freight Transportation each month.  At 
present we have recovered from Covid lows of about 126 to 132.  The all-time 
high was 141, so we are about 6.80% below the all-time high and about 4.8% 
above the bottom.  A solid and normal recovery so far. 
 
The American Trucking Association (ATA) reported the most recent month of 
tonnage shipped rose +3.7% versus a -6.3% reduction in the past month. 
 

http://www.census.gov/indicator/www/m3
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The conclusion here is that our canary in the coal mine is not suggesting the 
economic outlook is weakening, but it is also not suggesting the economy is 
super strong going forward.  This is, to me, a suggestion that as good as the 
valuations of Corporate America are performing, they could be reaching a point 
of pause. 
 
For now, 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) 
When the DJIA dropped 508 points, or by -22.60%, on October 19, 1987, IBM, 
the “Bluest of the Blue Chips” dropped $31.00/share to $104.00, or -22.96% for 
the day.  In a word, ugly!  At the time I reminded our clients that people who 
worked at IBM and in Corporate America still got up and went to work the next 
day adding value. 
 
In other words, investor fears can move the valuation of Corporate America, but 
Corporate America just keeps adding value.  Two mutually exclusive events.  
Just like at the beginning of our pandemic! 
 
Between February 19, 2020 and March 23, 2020, the valuations of Corporate 
America dropped -34%.  And yet, we all went back to work adding value.  Most 
did it remotely, but most all of us in Corporate America, i.e. not talking about the 
corner grocery store or ma and pa restaurants here, went to work adding value. 
 
In fact, Corporate America has cut costs, increased productivity, hit record sales 
revenues and the most profits ever!  Profits are what support the valuations of 
Corporate America long-term, not fear-based selling.  Earnings are what we 
“owners of Corporate America” (investors) look at.  Price change is what the 
“renters of Corporate America” (traders) look at.  It is not profitable to confuse 
volatility with risk. 
 
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 3Q2020 released December 22, 2020 of -2.08%.  (Remember from 
Algebra 101, subtracting a minus becomes a positive.) 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 + 2.08 = 22.08 

http://www.standardandpoors.com/
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• 2021 S&P 500 earnings estimate - $167.10 

• 2021 S&P 500 Fair Market Value estimate = $167.10 x 22.08 =3,689.57 
 
As of 1/12/2021, the S&P 500 trades at 3,801.59, or a 3.03% premium to 2021 
FMV. 
 
With Corporate America hitting all-time highs for profits and interest rates hitting 
zero, it is normal for investors to look just twelve months forward to 2022 for 
earnings.  Let’s also look at FMV for a year out. 
 

• 20 + 2.08 = 22.08 

• 2021 S&P 500 earnings estimate - $203.00 

• 2021 S&P 500 Fair Market Value estimate = $203.00 x 22.08 = 4,482.24 
 
As of 1/12/2021, the S&P 500 trades at 3,801.59, or a -17.90% discount to 2022 
FMV. 
 
Thus, investors looking forward still see values. 
 
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 22.75 + .08 (the yield on the 90-day T-bill) = 22.83. 
 
So, based on 2021, overvalued. 
 
Based on 2022 the (P/E) ratio is 18.72 + .08 = 18.80 and below the 20 value 
opportunity level. 
 
My conclusion is that short term this suggests 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. 
 

 

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 

 
(Positive) 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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The Producer Price Index (PPI), which measures the inflation rate at the 
manufacturing level, reported in at +.9% annualized for this month.  As energy 
prices increase, it is likely we will see input costs go up.  That said, any increase 
up to 2% is not only reasonable, but expected at this stage in our economy. 
 
The Consumer Price Index (CPI), which measures the inflation rate at the 
household level, reported in at +1.2% annualized this month, the same as last 
month’s.  CPI has increased from .3% in April 2020.  That is a large percentage 
increase, and the first shot over the bow of inflation entering the households of 
America.  I don’t think it will cause late 1970’s or early 1980’s inflation, which was 
the second highest inflation rate since the Civil War, but more like 3-5%, inflation. 
 
The “third estimate” of our Gross Domestic Product (GDP) for 3Q2020 was 
reported as -1.77% annual growth rate of all the goods and services we produce 
as a country.  (Source: Bureau of Economic Analysis (BEA)) 
 
The negative way to interpret this -1.77% contraction in our economy would be to 
“simply” observe that our economy is shrinking versus last year.  The positive 
interpretation could be to observe that -1.77% is a large improvement over 
1Q2020 when GDP was -4.99%!  Most important is that our economic growth 
continues to improve.  GDP peaked on 3/26/2020 at $21,729.12 trillion and as of 
12/22/2020 GDP rests at $21,170.25 trillion, or a modest -2.57% covering the 
pandemic, pretty small. 
 
Today inflation at the household level has increased a touch, but very 
reasonable.  That could be changing sooner rather than later.  Why? 
 
During the Great Recession, 2007-2009, the U.S. Treasury and Federal Reserve 
used “monetary policy” to stabilize the economy.  All that means is they flooded 
the banks with cash so it would be available for businesses and people to 
borrow.  But, banks didn’t want to lend and folks were not quick to borrow, so 
there was no inflation impact as not much money made it into the economy. 
 
The pandemic bailout is “Fiscal Policy”!  All this means is trillions of dollars went 
directly to business and consumer bank accounts – free money – at least so far, 
to go out and spend.  To the economy the difference is shocking, like the 
difference between a cigarette and heroin!  Cash in our pockets jump starts the 
economy and with it potential for inflation.  Check out this chart from the St. Louis 
Federal Reserve. 
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This is cash looking to be spent by businesses and people.  Both will force 
“demand push”.  That just means more demand of ‘x” will push the price of x 
higher, i.e. inflation. 
 
The bad news is when combined with a Federal Reserve who states weekly they 
will not increase interest rates to slow inflation, it is likely we will see inflation 
increase to 3-5% per year going forward. 
 
The good news is that ownership in Corporate America has traditionally been 
one of the good hedges against inflation. 
 
For now, Sign #7 in positive, yet the inputs for going to neutral are all falling into 
place. 
 
*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 
$167.10 turns the 3,689.57 2021 FMV into 1,336.80 and even worse if earnings 
were to drop below the example of $167.10/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. 
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•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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