
 

1 

 

 
 

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 February 2018 
 

Summary 

 
As for the market fluctuations, I have pasted in what I wrote in the November 
2017 monthly update for the Seven Signs of a Changing Economy below.  We 
are there and for our larger client base, not planning to sell into this downdraft as 
long as there is no reason for it, and so far there is none.  I continue to believe I 
will also be correct on the second part of what I wrote below about the trend up 
continuing. 
 

Over the weekend, I talked with a friend who writes the software that Wall Street 
uses for their "robot trading" and have a strong reason to believe this may have 
caused the recent volatility.  It will likely pass as fast as it arrived as the 
valuations of Corporate America remain in reasonable, not cheap, but 
reasonable territory!  Thank You for your trust and confidence! 
 

From the November 2017 Seven Signs: 
 

Now, here is "the thing" and there is always a "thing"! 
 

The trees don't grow to the sky.  I anticipate a correction in this upward trend!  
That is a given.  The difference this time is Mr. and Mrs. 401(k) will be quick to 
sell as they still, deep in their hearts, believe there is another shoe to drop!!  
  
They will sell into the downdraft. 
 

At The Wealth Strategies Group, we will not! 
 

We will consider allocating cash and get ready for what comes right after that, 
which I believe will be a serious bounce up and a continuation of the current 
trend. 
 
I stand by this outlook.  That said, I love “working with a net”!  You have already 
received, via email on 2/2/2018, The Wealth Strategies Group Exit Strategy.  
Because it is very important, it will also be this month’s Seven Signs summary.  It 
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may make sense to print a copy and keep it nearby for an easy update and 
review, as I do daily. 
 
On a lighter note, per the Super Bowl Indicator, created by Leonard Koppett, the 
National Football Conference (NFC) Philadelphia Eagles won the Super Bowl. 
This historically suggests the stock market will be up this year.  As of January 
2017 this indicator has been correct 40 out of 50 years, a success rate of 80%.  
So, we have that going for us too!  (Source: “The Super Bowl Indicator” by 
Barbara and Daria Mikkelson at snopes.com) 
 
The Exit Strategy Update! 
 
Over the last thirty years I have tracked many economists, indicators and data 
points looking for who, or what, was most correct in predicting what was "around 
the corner" for our investment positions.  It was this lengthy trial and error 
process that resulted in The Wealth Strategies Group proprietary research we 
named The Seven Signs of a Changing Economy™.  Combined, these seven 
source-named and fact-based data points have proven surprisingly accurate in 
suggesting what the economic backdrop is, as well as what it might be a few 
months into the future. 
  
If the economic backdrop is positive, as it is right now and has been for several 
years, it suggests that Corporate America should be selling more "stuff", 
generating more revenues and likely earning more profit.  These increasing 
profits support increasing market values of the companies in Corporate America.  
This is much like what we have been seeing for the last ten years and 19,745 
points up on the Dow Jones Industrial Average (DJIA), that many missed out on 
due to fear of, well, I’m not sure what. 
  
The Seven Signs of a Changing Economy is our "strategy" for determining what 
the economic backdrop is at the time.   
  
That said, I would like to share with you what I have named The WSG "Three 
Points to Ponder".  These points are our early warning "system".  If violated, it 
could be a very early warning sign(s) that the values of Corporate America could 
be facing a headwind or worse, a reversal to the downside.  These three points 
would most likely cause me, as your trusted advisor, to begin our exit strategy 
"process", in our effort to preserve your principle and current gains.       
  
Here are "The Three Points to Ponder": 
  
1) An inverting yield curve.  The measuring stick here is to simply subtract the 2-
year U.S. Treasury yield from the 10-year.  As of 1/31/2018, the 10/year is 
yielding 2.73%.  The 2-year is yielding 2.13%.  The delta is +.60%.  If the result of 
this math is 0%, or less, it could cause me to initiate the exit strategy "process". 
  
2)  A research piece I recently read was titled “Daily Wealth” by Dr. Steve 
Sjuggerud.  In this issue, Dr. Sjuggerud presented research that added the 



 

3 

 

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. it 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 below 20 the investment allocation outlook is 
positive.  If above 22, we are in the danger zone.  I very much respect Dr. 
Sjuggerud’s research and will track this as a point to ponder.  Based on this, I did 
some quick math to see the forward price/earnings ratio calculated for 2018 
(source: Yardini Research) is 17.24.  The 90-day T-bill as of 1/31/2018 is 1.44%. 
 
At present, 17.24 +1.44 = 18.68, below the average of 20 and very much below 
Dr. Sjuggerud’s 22 level danger zone.  A result above 22 would cause me to 
initiate the exit strategy "process". 
  
3)  Many investment markets do not do well with inflation.  A key input to 
calculating inflation is the employment rate.  At a 4% unemployment rate our 
labor markets are considered at full employment.  At full employment labor costs 
tend to trend up causing inflation to trend up.  A great way to track this, and we 
will, is via the St. Louis Federal Reserve 4-week moving average of initial claims 
for unemployment.   
 
If you were to search “4-week moving average of initial claims, St. Louis 
Fed/FRED”, you will see a chart that shows points of peak employment, i.e. the 
fewest claims for unemployment benefits.  In the chart, the St. Louis Fed also 
has gray boxes for when recessions start and stop.  These are clearly accurate 
as they are history.  We can look back and see exactly when they start and stop 
as the Fed has done. 
 
Once at the Fed site, take a moment to observe what happens shortly before 
each gray recession box.  Ugh!  It is a low in initial claims for unemployment.  We 
are there.  Are we “there” there?  I don’t think so, but we are close enough to say 
“this cannot be overlooked”! 
 
If we dial the microscope down one more notch to see what the correlation of the 
recession was to the stock market performance, you will likely become 
nauseated, like I was.  By the end of the gray box recessions, which you would 
see on the Fed website noted above, the average stock market reduction was -
30%, the worst -44% and the best -19%! 
 
Without question, inflation affects market performance negatively, but like a big 
ship in the ocean, you can hit the right rudder hard and the nose will not start to 
move for several minutes.  Like a big ship, I suspect we have plenty of time to 
plan and reallocate our investment positions if this data continues to 
point toward an increase in the inflation rate.  If it does, this will cause me to 
initiate the exit strategy "process"! 
 
Over the decades, I have learned that many people tend to confuse brains with a 
bull market.  Most of the ownership values of Corporate America rise in the rising 
trend of a bull market, just like all ships rise in a rising tide.  I have also learned 
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that a smarter approach is to attain market returns during these uptrends, but 
with lower risk (as measured by standard deviation) and lower volatility (as 
measured by Beta).  At The Wealth Strategies Group™, our goal is to do this 
using an asset allocation that adds in sectors we believe will outperform the 
indices combined with the low risk “shock absorber” income producing 
investments.  In this current uptrend, most of our clients should see sectors like 
technology and emerging markets adding that little bit of extra kick to the overall 
performance.  
  
For sure, upward trending markets can become a very powerful net worth 
magnifier.  That said, I have also learned that limiting our participation in down 
markets is equally, if not more important, than capturing market plus returns in an 
uptrend.  By optimizing both the uptrend, and the down, you are more likely to 
improve compounding and increase the odds of achieving your goal. 
  
Over the years, I have also observed that most investors place too much 
importance on macroeconomic themes and events and pay little, if any, attention 
to the skills, knowledge and strategies that are proven to actually deliver safer 
and more reliable results.  This is where the skill set of The Wealth Strategies 
Group really shines.  It shines because we actually do what we promise our 
clients we will do on their behalf.  For example, in this current uptrend of nine 
years, and +19,745 points on the Dow Jones Industrial Average (DJIA), since 
March of 2009, we have used "the calm" to plan and update our exit strategy 
"process".  As we continue upward into this rare air, it seems prudent to have a 
two-pronged approach as our exit strategy "process"  
  
Method One:  Assumes market valuations reverse and head down.  Thus, a 
revisit to the exit strategy I named The Retracement Reality™ way back when.  
Should any or all of The Three Points to Ponder, cause us to initiate the exit 
strategy "process", this is what the points of action could look like. Keep in mind, 
this is a moving parade versus a snap shot.  As valuations "trend" up, or down, 
so will these numbers. 
  
As of 1/31/2018 the S&P 500 trades at 2,828.39.  (I won't bore you with what a 
Fibonacci "Retracement “number sequence is, but this is the arithmetic I have 
used for these action points.)  If you choose to learn more just go online and 
search: Fibonacci Retracement.  
  
-4.95% to 2,689.48 (Action:  Do Nothing)      
-8.07% to 2,600.12 (Action:  Do Nothing) 
-10% to 2,545.55 (Action:  Reallocate 5-10% to cash reserves) 
-15% to 2,404.12 (Action:  Reallocate an additional 15%-25% to cash reserves) 
-20% to 2,262.71 (Action:  Reallocate an additional 25%-40% to cash reserves) 
-20% + Depending on circumstances prepare to be 100% cash reserves) 
   
Method Two:  Assumes market valuations continue higher.  In this method I 
have chosen to use the Fibonacci "Projection" number sequence as our decision 
point(s) for taking action. 
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As of 1/31/2018 the S&P 500 trades at 2,828.39  
  
Each increase of 100 points on the S&P 500 would suggest we sell the following 
percentage of a portfolio into the continued upward trend. 
  
at 2,929 (Action:  Reallocate 3% to cash reserves) 
at 3,029 (Action:  Reallocate 5% to cash reserves) 
at 3,129 (Action:  Reallocate 8% to cash reserves) 
at 3,229 (Action:  Reallocate 13% to cash reserves) 
at 3,329 (Action:  Reallocate 21% to cash reserves) 
  
It is very important for each of our client relationships to understand these are 
guidelines.  A thoughtful approach to implementation will include each client’s 
constraints for time, risk and volatility.  Yes, I know that I often refer to this 
process as an "if this, then that" type of a surgical decision tree, but as you can 
see it is just a little more complex than that, but not really! 
  
The Three Points to Ponder combined with the exit strategy "process" will be a 
key focal point going forward.  That said, history has proven that you don't 
usually have a 2008-2009 level value reduction when the economy is strong, like 
it is now.  Yet, it is possible, and it is likely, that we will hit a speed bump sooner 
or later.  Thus, it makes sense to have thought this process out well in advance 
and while all is calm. 
 
The opinions voiced in this material are for general information only and are not 
intended to provide specific advice or recommendations for any individual.  To 
determine which investment(s) may be appropriate for you, consult your financial 
advisor prior to investing.  All performance referenced is historical and is no 
guarantee of future results.  All indices are unmanaged and may not be invested 
into directly. 

The economic forecasts set forth in this material may not develop as predicted 
and there can be no guarantee that strategies promoted will be successful. 

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 

mailto:Jlunney@wealthstratgroup.com
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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 347-826-7481.  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, March 8, 2018. 
 
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 

 
(Postiive) 
Long time readers of The Seven Signs of a Changing Economy™ already know 
that each of us, as consumers, are the growth of the U.S. economy.  Our 
collective spending now represents 68.90% of our country’s annual expansion.  
(Source: JP Morgan Asset Management 12/31/2017) 
 
For the year-end 2017 Personal Consumption Expenditures (PCE), Sign #1, 
grew an annualized rate of +1.70% to the highest level ever recorded of $13.717 
trillion.  People are spending more because they are earning more at the 
household level.  For year-end 2017 the annual household income increased 
+3.10%, the largest increase since 2015.  (Source: U.S. Commerce Department 
via FRED) 
 
We know this is accurate from anecdotal evidence like personal current taxes 
paid of $2.098 trillion, also the highest ever!  (Source: U.S. Bureau of Economic 
Analysis).  We also know that our economy is expanding as our total output of 
goods and services, i.e. Gross Domestic Product (GDP) sits just a fraction below 
$20 trillion, again, the highest ever. 
 

http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/


 

7 

 

Shopping in stores, online and on their phones at record levels suggests people 
who make more money, as they did in 2017, will spend more money.  With this 
as the 2018 starting point, the new tax cuts will be putting even more money in 
consumers’ pockets and I am very confident they will spend it. 
 
That said, I would once again like to be the first to suggest 2018 holiday sales, 
just 295 days away, will be the largest ever recorded on planet earth.  My guess 
is up by 4 - 5%!  I believe the 2018 holiday sales will just be the cherry on top of 
a strong consumer driven economy that gains strength all year long. 
 
Sign #7 remains very 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 

 
(Positive) 
Unfortunately, we didn’t have to wait long to learn I was right when I wrote in last 
month’s update that we should expect some level of backing and filling process, 
i.e. a market correction.  I wrote, “I suspect it will happen pre-summer and my 
guess is a temporary reduction of 10-15% in value.”  
 
As I write this update today, February 4, 2018, the markets have hit a speed 
bump that reduced the Dow Jones Industrial Average (DJIA) by -2.54% and the 
S&P 500 by -2.12% in one day on Friday, February 2, 2018.  Again, last month I 
detailed my thoughts around the earnings of Corporate America was about to 
release, and that they were likely to be misunderstood toward the negative.  My 
premise was that as a few trillion held overseas by Corporate America came 
back to the U.S. there would be taxes to pay, thus a temporary hit against current 
earnings. 
 
I was correct in the reality that taxes will be paid, yet off on the timing, as that will 
be in 2018 at the new lower corporate tax rate.  What I missed was that 
Corporate America would use the higher tax rates of 2017 to take as much tax 
loss as possible.  This will allow them to maximize their write-offs versus revenue 
with the result being that most will pay less tax for several years and a few will 
pay no tax on profits for several years as they will be able to offset the future 
profits against the losses taken in 2017.  I detail several examples below in Sign 
#6, S&P 500 earnings per share. 
 
Last, but not least, in both the November and December issues of this update I 
wrote about what very likely happens next: 
 
I’m not sure when, but trees don’t grow to the sky, I anticipate a correction in this 
upward trend!  That is a given.  The difference this time is Mr. and Mrs. 401(k) 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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will be quick to sell as they still, deep in their hearts, believe there is another 
shoe to drop! 
 
They will sell into the downdraft. 
 
At The Wealth Strategies Group, we will not! 
 
We will consider allocating cash and get ready for what comes right after that, 
which I believe will be a serious bounce up and a continuation of the current 
trend. 
 
This month’s summary was the exit process, yet this value reduction is not yet a 
trend, thus 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) 
The Seven Signs of a Changing Economy™ you are reading right now is The 
Wealth Strategies Group quantifiable, fact-based and source cited data set used 
to gain clarity about strength, or weakness, in the economy.  This is important 
because it is very rare to have a 2007-2008 type of market sell-off in a solid and 
growing economy.  These seven data points play a very large role in our WSG 
investment strategy, asset allocation and investment positions. 
 
The Leading Economic Indicators (LEI), created and tracked by The Conference 
Board, are our key to peeking around the economic corner six to nine months in 
the future, i.e. August through October 2018.  The LEI is comprised of ten 
components that when measured together strongly indicates what should be 
happening six to nine months later.  Components like these: 
 

• The Institute for Supply Management (ISM) New Orders Index 

• Manufacturers’ new orders for non-defense capital goods, excluding 
aircraft 

• Manufacturers’ new orders for consumer goods and materials 
 
It isn’t too hard to see why new orders placed today would need to be sourced, 
created, assembled and delivered to that future cash register “sold” moment.  
This makes the data very reliable and also historically accurate. 
 
The data flow here is very positive! All three of the components above continue 
to be positive and in the second half of 2017 the LEI increased at a +6.3% annual 

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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rate.  This is up +21.15% over the first half of 2017, which grew at an annual rate 
of +5.2%. 
 
Once again, the peek around the corner suggests our solid economic back drop 
is spiraling up and supports the historical reality that the market values of 
Corporate America rarely correct more than the normal 10-15% in a solid and 
spiraling up economy. 

 

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) 
Elaine and I recently enjoyed a meal out at our favorite Mexican food restaurant.  
The owner, who I didn’t know, happened to ask how our food was.  We both 
commented that the service was good, but the food was not served temperature 
hot, as requested.  Of course, he apologized but went on to elaborate how 
difficult it has become to find and keep kitchen staff.  He went on to suggest 
super high turnover of over 20x per year, can you believe a 100% turnover every 
two weeks?!  The cause, he reasoned, was they could get construction jobs that 
paid better with more normal work hours. 
 
This is key “boots on the ground” economic research!  It suggests to me as a 
“social scientist”, that restaurant staff spirals up to the home remodel small 
contractor staff, the small contractor staff spirals up to large construction for 
better pay and benefits, the large construction project managers spiral up to 
corporate management and sales, allowing the large company construction stuff 
to spiral up to project managers, etc. 
 
The spiral up has been getting warmed up to this level for years.  I suspect the 
next level of supply for the restaurant kitchen staff will be those currently driving 
cabs, Uber and Lyft as they are replaced with driver-less cars over the next half a 
decade. 
 
Meanwhile, back at the data detail corral: 
 

• Small business optimism hit a 35-year high (Source: National Federation 
of Independent Business) 

• 200,000 new jobs created in January 2018 

• Add in the birth/death (of a business) survey and 238,000 new jobs were 
created 

• Initial claims for unemployment remain at a 45-year low, can you say “like 
1973 right before a horrible recession”! 

 

http://www.bls.gov/
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Each month I read the Bureau of Labor Statistics (BLS) Job Openings and 
Turnover Summary (JOLTS) report.  I don’t always refer to the data, but I like to 
look specifically at the number of “separations” reported.  This is important, as it 
indicates if employees are changing jobs.  The reason many people change jobs 
is to take the same job elsewhere, but for higher pay.  The good news is this is 
not showing up “yet” in the data, which suggests there is not much in the way of 
employee cost inflation. 
 
Sign #4 remains positive and in check with inflation. 

 

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

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

 
(Positive) 
These long shelf-life items like non-perishable, non-fashion items are usually the 
first to show signs of a slowing economy.  Remember, these are items we can do 
without, if need be.  New Orders increased +2.90% and have been up for the last 
five months.  Shipments increased +.60% and have been up seven of the last 
eight months.  Inventories increased .30% and have been up seventeen of the 
last eighteen months. 
 
This is the most recent data and released on January 26, 2018 for December 
2017.  The data flow is ideal.  As you observe the numbers above, what jumps 
out at you is new orders are very strong, suggesting the stores are already 
placing new orders to replace the items that blew out the door during the holiday 
shopping season, leaving the shelves bare.  Shipments suggest most of the 
“stuff” is already at the warehouses and stores and the new orders have not been 
manufactured to the point they can be delivered quite yet.  And, inventories are 
flat to slightly up, suggesting near equal inflow through the front door to 
shipments out the backdoor.  These are all very positive signs of a strong 
economy.  I used the word “strong” versus “positive” because these items, as 
noted above, are products we can get by without if we had to, and we aren’t! 
 
I don’t always write about the Texas Manufacturing Outlook Survey, but I read it 
each month, as Texas represents a large cross section of our non-auto 
manufacturing economy.  From this month’s report I quote:  “the general 
business activity index pushed up further to 33.4, its highest reading in more than 
12 years.” 
 
Supporting data like the American Trucking Association (ATA) Truck Tonnage 
Index increased +3.70%, the largest gain since 2013.  Also, the U.S. Federal 
Reserve Truck Tonnage Index just recorded an all-time high. 
 
If you are like me, a data point means little without the perspective added from 
comparisons to other periods in time, so here is that perspective for New Orders:  

http://www.census.gov/indicator/www/m3
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 2010 -4.60% 
 2011 +1.18% 
 2012 +4.31% 
 2013 +  .79% 
 2014 +7.70% 
 2015 +5.30% 
 2016 +4.20% 
 
Are you ready for it? … 
 
 2017 +15.70% 
 
For Sign #5, you spell positive like this: +15.70%! 

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 

 
In Sign #2 above, I detailed the reality that is now unfolding.  That reality is that 
companies can get a bigger tax write-off if they realized any losses in 2017 while 
they were in a 35%-ish tax bracket versus 2018 when in a 21% tax bracket. 
 
For example, many big banks suffered multi-billion dollar losses during the 
financial crisis that created tax loss carry forwards that can help reduce their 
future tax bills.  Simply put, deferred tax write-offs would be less valuable if they 
take the loss in a 21% tax rate, i.e. 2018+, versus 2017 at 35%.  By writing off 
everything possible in 2017 companies will have a 40% higher loss to write off 
against future profits. 
 
In the case of Citigroup, Inc. they announced a $22 billion “non-cash” charge for 
the fourth quarter that completely wiped out its profit.  That doesn’t mean they 
didn’t make money!  They did, billions, in fact.  You see, this is all about the tax 
change that is now law and it will shake up “real” corporate earnings versus “after 
tax” earnings for the next several years.  And that folks, is confusing!  Confusing 
equals volatility.  Volatility like this: Facebook reported earnings of $1.44 versus 
$1.21 per share last year.  Nice!  But, that was after a $.77/share tax write-off.  
Sans that, earnings would have been $2.21/share, up +82.64% on revenue up 
+50.29%!  Outstanding!  And that stock dropped 4% on the news.  That is 
confused quantified. 
 
I have details on the same story for Microsoft and Exxon.  This price reduction of 
great companies, based on investors who don’t know tax code, is just a simple  
invitation to add more to your ownership in Corporate America. 
 
The reduction in corporate tax rates combined with business’ ability to fully 
expense their capital expenditures for the next five years are powerful tail winds 
for profits.  So much so, that Yardini and Associates has seen earnings estimates 

http://www.standardandpoors.com/
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for 2018 accelerate to $153.58/share for the S&P 500 as of 1/26/2018.  FactSet 
remains at $159.09 on same.  To be as conservative as possible I will use 
Yardini’s $153.58 per S&P 500 share for our 2018 Fair Market Value (FMV) 
estimate, using the “Rule of 20”. 
 
To use the “Rule of 20” you should subtract the inflation rate from 20.  I will use 
the same inflation rate the BEA used in calculating the Gross Domestic Product 
(GDP) “first estimate” for 4Q2017 released January 25, 2018 of 2.38%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 – 2.38 = 17.62 

• 2018 S&P 500 earnings estimate = $153.58 

• 153.58 x 17.62 = 2,710.69 (S&P 500 2018 FMV estimate) 
 
As of 2/20/2018, the S&P 500 trade at 2,762.14 (2018 FMV rests at a +1.90% 
premium to 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. it 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.  Based on 
this, I did some quick math to see the forward price/earnings ratio calculated 
above is 17.99 for 2018.  The 90-day T-bill as of 1/5/2018 is 1.48%. 
 
For 2018, 17.99 + 1.48 = 19.47 below the average of 20 and very much below 
Dr. Sjuggerud’s 22 level danger zone.  This is interesting detail so I thought I 
would share it again this month. 
 
The data is a moving parade and right now both numbers remain positive and in 
the range of reasonable. 

 

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) 
As detailed in the summary of this month’s update, one of the key “points to 
ponder” is the “4-week moving average of initial claims, St. Louis Fed/FRED”.  
When initial claims for unemployment remain at the lowest levels in 45 years, it 
would be reasonable to expect labor costs to start pushing inflation higher. 
 
However, as noted above in Sign #6, the inflation rate used by the Bureau of 
Economic Analysis (BEA) in calculating their “real” Gross Domestic Product 

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


 

13 

 

(GDP) was 2.38%.  The Fed measures inflation via the PCE, Sign #1 above, 
which is +1.70%.  Either one is still magic wand reasonable! 
 
Personally, I continue to believe there is some inflation in the economy, which is 
running close to full capacity, but it is well hidden.  It appears to be well hidden 
via continued globalization, high productivity via incredible technological 
advancements, robotics at so many levels it is hard to explain and continued lack 
of pricing power. 
 
At this time, both the PPI and CPI remain in check and Gross Domestic Product 
(GDP) continues to be trending up.  All in the “wonderful zone”. 
 
The Producer Price Index (PPI), which measures the increasing cost of the input 
items used to manufacture final consumer products, increased at an annualized 
+2.30%. 
 
On 1/12/2018, the Bureau of Labor Statistics (BLS) reported the Consumer Price 
Index (CPI), a measure of inflation at the household level, was +2.10%. 
 
The data here is very positive, but I personally remain on alert for everything that 
goes “bump in the night”! 
 
Sign #7 is very 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 
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 
$153.58 turns the 2,762.14 2018 FMV into 1,228.64and even worse if earnings 
were to drop below the example of $153.58 
/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.  
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•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. 
 

 


