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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 December 2020 
 

Summary 

 
There are many data points I look at over the course of each month’s various 
news releases.  The seven inputs I arrange in order of economic impact as The 
Seven Signs of a Changing Economy™, have just proved, over time, to be pretty 
good at peeking around the corner to see what the economic backdrop might be 
several months forward. 
 
Here are a few pieces of news you likely would have no reason to read about, 
but they are positive and also suggest the economy is hitting on all cylinders.   
 

• October Construction Spending: +1.3% MM to $1,438.5B vs. +0.8% 
consensus, -0.5% prior (revised from +0.3%) 

• Construction spending +3.7% Y/Y vs. +1.5% prior 
 

November PMI manufacturing index shows steepest improvement in six years 

• November U.S. PMI Manufacturing Index 56.7 vs. 56.7 consensus, 53.4 
prior 

• Mortgage applications to purchase a home jumped 9% last week from the 
previous week and were 28% higher annually, according to the Mortgage 
Bankers Association 

• Applications to refinance a home loan fell 5% for the week, but were an 
impressive 102% higher than a year ago 

• Pending home sales fell 1.1% month-to-month in October but were 20.2% 
higher compared with October 2019 

• The growing imbalance has prompted bidding wars and caused the 
median price of an existing home to jump to the highest level ever in 
October, according to the National Association of Realtors 

 
Construction and manufacturing suggest very strong demand for both business 
spending and consumer spending.  Both have positive impact on economic 
expansion.  Of course, people borrowing money to buy both new and existing 
homes is a huge positive as the purchase is just the beginning of the spending 
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on a home purchase.  That is followed by the remodeling, new yard for the new 
dog, etc. 
 
So, these few items, and there are many more, combined with all Seven Signs of 
a Changing Economy being positive suggest and ideal economic backdrop for 
Corporate America to recover in, in our new soon-to-be effective vaccine post 
pandemic world. 
 
Below in Sign #1, Personal Consumption Expenditures (PCE) monthly retail 
sales have recovered to levels above where we were before our economy was 
shut down.  Not only that, but we have entered the largest holiday shopping 
season ever with the “Black Friday” online sales coming in close to 40% above 
last year! 
 
Sign #4 represents new job creation and we are once again creating hundreds of 
thousands of new jobs each month. The unemployment rate continues to dip, 
which is also positive. 
 
Corporate profits have fully recovered and are also now at the highest levels in 
history.  Clearly this is reflected in the valuations of Corporate America, as 
measured by the S&P 500, as they, too, rest at all-time high valuations as I write 
this update on 12/6/2020.  However, I have noted in Sign #6 below, the discount 
to Fair Market Value (FMV) has been erased and is now a slight premium. 
 
In Sign #7, inflation, deflation and Gross Domestic Product (GDP) the pandemic 
recovery has been jaw-dropping good.  But the fact is our economy, as 
measured by GDP, is in a contraction of -1.77%.  Improving greatly, but still 
negative for now. 
 
Slightly bothersome is that the Fear vs. Greed Index, which was as low as it can 
go, and as low as I’ve ever seen it, at 1 last March is now on the solid greed level 
at 88 out of 100! Ugh! 
 
In addition, the American Association of Individual Investors (AAII) sentiment 
survey for the week ending 12/2/2020 was 49.1% bullish (positive), 28.2% 
neutral and 22.7% bearish (negative) on the investment outlook.  As a 
comparison, the bullish (positive) outlook back in March was 16%. 
 
Lastly, you will see in Sign #2, Money Flow, that Mr. and Mrs. 401(k) are getting 
invested in Corporate America once again as money is flowing strong into equity 
funds.  The conclusion is that investors have become bullish (positive) on their 
belief that Corporate America offers value hence, they have flashed the greedy 
sign and investing just as the valuations of Corporate America hit an all-time 
high. 
 
I have seen this before.  It usually sets up right before the sushi hits the fan.  
That said, it is not a thoughtful investment strategy to sell all based on this data 
flow.  Instead, it is time to be selective on investing new money, revising asset 
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allocations, making sure our “shock absorbers” are in place and making certain 
we like our investment positions at prices 15% below where they rest today. 
 
I am not suggesting this is bad, it is normal, but I am suggesting that after a run 
up from the March 23, 2020 lows to today’s all-time high valuations investors 
should be prepared for the normal “back and fill” that follows run ups such as this 
one. 
 
Now is the time to review your investment plan, asset allocation and investment 
positions.  We are here to both create and freshen these up as needed. 
 
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, January 14, 2021. 
 
We encourage you to invite people from your family, work and social circle to join 
in the call.  Just forward my e-mail notification to your e-mail list.  It is very timely 
information and in the volatile investment environment a second opinion may be 
greatly appreciated in these uncertain times. 

 
 

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

 
(Positive) 
Eleven months ago, in the January 2020 issue of The Seven Signs of a 
Changing Economy™, I predicted that 2020 would be the largest shopping 
season ever recorded!  Then, the Covid-19 pandemic closed our economy 
anywhere from a few months to several months, depending on the type of 
business and your state location. 
 
Since Consumer Spending is 68.20% of our entire economy (Source: J.P. 
Morgan Guide to the Markets 9/30/2020), that shutdown caused an incredible 
contraction in our economy.  However, it didn’t take long for consumers to find 
their keyboards and credit cards and start to push the “Buy Now” button en 
masse. 
 
With that as a backdrop, how are we consumers doing on our spending?  It turns 
out we are spending like there’s no tomorrow…Covid-19 and all, “ya just never 
know!” 
 
On 10/16/2020 monthly retail sales were reported for the first nine months of 
2020 and in a picture, they look like this: 
 

 
 
The key observation in this chart is to notice that it took we consumers a short 
five months to recover and reach new all-time highs versus over three years 
during the Great Recession of 2008-2009! 
 
And the trend is continuing to get better.  This month, the Bureau of Economic 
Analysis (BEA) reported consumer spending, on an inflation adjusted basis is 
+.50% and annualized right at zero. 
 

http://www.bea.gov/
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Right at zero sounds bad, but remember, back in March and April of 2020 PCE 
contracted -18.80%.  We have recovered all of the contraction and consumers 
are just warming up for that blowout holiday shopping season. 
 
Sign #1 remains positive. 
 
 

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

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

block trades 

 
Updated by Brittany Jarocki, CFP® (Jim’s daughter, business partner and “the 
succession plan he hopes he never needs”!) 
 
(Positive)  
The strong start, and continued strength in the markets throughout November, 
seems to have boosted individual investor’s confidence.  The most recent Fear 
and Greed Index shows “Extreme Greed” at 88 with highest being 100.  One 
month ago, we were at 40 showing “Fear”. 
 
The American Association of Individual Investors (AAII) Sentiment Survey as of 
12/2/2020 shows bullish sentiment at 49.1%, and bearish sentiment at an 11-
month low as it comes in at 22.7%.  These two indicators show that Mr. and Mrs. 
401(k) are starting to wake up and realize they want to be invested again. 
 
While 49.1% bullish sentiment seems high, given what we have seen recently, it 
still isn’t that high.  We have seen roughly an 11.8% gain in the Dow Jones 
Industrial Average (DJIA), Consumer Spending through the roof, houses flying off 
the market, and yet just less than half of people are bullish on the six-month 
outlook. 
 
Individual investors are just beginning to put their money to work in the 
investment markets, but only tiptoeing in, not jumping in with a cannonball.  The 
roughly 50% bullish sentiment is accurately portrayed through fund inflows and 
M1 money supply; as both are increasing, which means investors have mixed 
emotions.  They have FOMO (fear of missing out) on market gains, but also want 
to keep some cash on hand “just in case”. 
 
In the past three weeks we have seen both institutional and individual money 
flow increase, but M1 money supply (liquid assets like cash, checking accounts, 
cashier’s checks, etc.) continues to increase for yet another month as well.  Mr. 
and Mrs. 401(k) say they are bullish and are only cautiously acting on it. 
 
There is still room to grow, but cautiously.  Once Mr. and Mrs. 401(k) get the 
courage to fully reinvest the cash they are sitting on, it is likely we see a pullback 
happen as indices become overvalued. 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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Sign #2 remains positive for now. 
 

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 

 
Updated by Brittany Jarocki, CFP® 
 
(Positive) 
Seven of the ten Conference Board Leading Economic Index (LEI) are positive 
this month, up from five last month.  Average weekly manufacturing hours, new 
orders for consumer goods and materials, and stock prices turned positive, while 
building permits held steady. 
 
Manufacturing hours and new orders go hand-in-hand, and it makes sense that 
they would increase during the gift-giving season. 
 
Building permits are holding steady simply because there are so many in the 
pipeline that they can’t be processed fast enough.  The Census Bureau reported 
new home supply remained at 3.3 months in October, which means at the 
current sales pace it would take 3.3 months to sell all newly constructed homes 
on the market.  This is the lowest level for new home supply since it began being 
tracked in 1963.  The housing market is booming and building permits are trying 
to keep up with demand. 
 
Combined LEI for this month came in at +0.7%, the exact same as the previous 
month.  For the prior six months LEI has increased11.7% or about an annualized 
23.4%!  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 April 
through July 2021 and the LEI data suggest that the backdrop is strong. 
 
Additionally, the Chemical Activity Barometer came in positive for the seventh 
straight month, up 08% in November.  All things chemical lead the way, so 
another month of gains shows Sign #3 being very positive. 

 

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

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

 
(Positive) 
The U.S. economy added 245,000 new jobs in November per the data released 
by the Bureau of Labor Statistics (BLS) on December 4, 2020.  This is a great 

http://www.businesscycle.com/
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.bls.gov/
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report, as these jobs were created during the “second wave” of the Covid-19 
pandemic case count. 
 
Last month I expressed my concern here that over half the jobs created were 
from the BLS “Birth/Death” model.  This is a report on new businesses birthed 
versus businesses that died.  I tend to question jobs created from this report, as 
the final job count is engineered by a Bureau algorithm sourced by a telephone 
survey.  So last month’s new jobs from this source raised an eyebrow with over 
half the new jobs being created via the survey.  However, this month, only 6,000 
of the 245,000 new jobs came from the B/D model.  A positive sign for me. 
 
Equally positive is that initial jobless claims fell to 712,000 from 778,000.  Recall 
in April and May of this year, these reported at 5,033,250 and 2,608,000, 
respectively.  The trend is positive. 
 
One more positive on the jobs creation front, the unemployment rate dropped to 
6.7%.  For comparison, this was 14.7% and 11.1% in April and May, respectively.  
During the “Great Recession” of 2008-2009 the unemployment rate was stuck 
around 9.5% for almost two years. 
 
Sign #4 remains positive. 

 

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

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

 
Updated by Brittany Jarocki, CFP® 

 
(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. 
 
Durable Goods orders reported up +1.3%, beating the 0.5%forecast…only 160% 
off economic estimates!  Core capital goods orders rose +0.7%, which is modest, 
yet 6.2% higher than this time last year.  It has risen at the fastest annual pace 
for the last 18 months proving that manufacturing is back to normal after the 
Covid-19 impact.  We also saw the manufacturing number increase in Sign #3, 
Leading Economic Indicators. 
 
Shipments increased yet again, also up +1.3%.  Inventories increased for the 
second consecutive month +0.3%.  This doesn’t come as a surprise, as most 
manufacturers were operating with negative inventories, i.e. many items on back 
order due to supply chain interruption earlier this year.  Increasing inventories 
may mean they are getting back to “normal” levels. 
 

http://www.census.gov/indicator/www/m3
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The ATA Truck Tonnage Index fell in October, but ATA Chief Economist, Bob 
Costello, suggested this was due to seasonal issues during a pandemic and not 
necessarily a slowing economy.  He stated, “retail tonnage, in particular, is good”. 
The World Container Index measures the enormous shipping containers that 
bring us all our “stuff” from overseas.  This index jumped +7.9% for November, 
after an increase of +1.8% last month.  Most likely in preparation for the 
Christmas holiday. 
 
We live in a consumer economy and this month is no different with shipments 
and shipping containers full of goods. 
 
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) 
The virus lockdown was presumed by investors to be the end of the economic 
world when Corporate America, as measured by the S&P 500, did a 34% swan 
dive between 2/19/2020 and 3/23/2020! 
 
It turns out it wasn’t the economic end of the world and more like an action 
moment we will look back in awe on for, well, ever! 
 
You have heard me discuss the next few key points on our WSG monthly update 
conference call, read in The WSG Weekly Update as well as this WSG monthly 
update, “The Seven Signs of a Changing Economy”, that Corporate America was 
going to have a big profit gain as a result of: 
 

• Reduced location costs as employees worked from home 

• Significant increases in productivity as people worked happily from home, 
i.e. no travel time, no parking costs, no lunch costs, no dry-cleaning costs, 
no office politics, etc. 

• Double digit cost savings as the “wheat workers” were separated “from” 
the “chaffe” workers playing the Covid-19 card, i.e. little, if any, severance 
pay for released employees, not to mention bypassing H.R. related 
complexity… “sorry, Covid-19 cutbacks” 

 
The data in the chart below details that corporate profits have surged and, in 
surging, have recovered to previous highs! 
 
There are more than a few reasons the values of Corporate America continue to 
trend higher, yes, there will be down days and pray for a few, but the big one is 
that values are based on PROFITS! 
 

http://www.standardandpoors.com/
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In 13 months 2022 will be here.  I have already seen my first earnings estimate 
for the year of 2022, and it was right at $200.00 per share for the S&P 500 
versus 2020’s $166.48.  This suggests current valuations could trend higher as 
we recover in 2021 and build toward those 2022 earnings projections of 20.14% 
higher than 2020’s! 
 
This is the time of year where we “look forward” to next year’s earnings.  2021 
earnings for Corporate America, as measured by the S&P 500 Index and 
reported by Yardini Research, Inc. are estimated to be $166.48 per share. 
 
Let’s plug into our Fair Market Value (FMV) calculator using “The Rule of 20” to 
get both FMV and the P/E ratio. 
 
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 Produce 
(GDP) for 3Q2020 released October 28, 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 

• 2021 S&P 500 earnings estimate - $166.48 

• 2021 S&P 500 Fair Market Value estimate = $166.48 x 22.08 = 3,675.87 
 
As of 12/4/2020, the S&P 500 trades at 3,699.12, or a slight .62% premium to 
2021 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 
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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 22.21 +.9 (the yield on the 90-day T-Bill) = 23.19. 
 
So, a touch over “Suggs” overvalued calculation.  We will thoughtful in this area. 
 
Sign #6 is positive again this month. 

 

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) 
The Producer Price Index (PPI), which measures the inflation rate at the 
manufacturing level, reported in at +.8% annualized for this month vs. last 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 vs. last month’s 
+1.4%.  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 “second 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%! 
 
Granted, it has taken trillions of dollars in stimulus to stabilize the Covid-19 
economic hit and to then reverse it to a modest contraction.  Based on the data 
above in Sign #1, Personal Consumption Expenditure, and the cost reductions 
Corporate America is seeing reflected in the profits in Sign #6, it is reasonable to 
suggest our economy is headed for a full recovery. 
 
Sign #7 remains positive, even though the data point is a Covid-19 impacted 
negative, for now. 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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*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 
$166.48 turns the 3,675.87 2021 FMV into 1,331.84 and even worse if earnings 
were to drop below the example of $166.48/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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