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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 February 2015 
 

Summary 

 
The answer is: Cheap oil! 
 
Question:  What will cause a reduction in the overall earnings of 
Corporate America, less in capital expenditures and fear and 
angst around the potential bankruptcy and possible defaults in 
the energy sector? 
 
Like all bubbles, the evolving “energy wreck” will result in wave after wave of new 
wealth being created.  Hundreds of billions of dollars are already “in play” to buy 
the weak and over leveraged energy companies for pennies on the dollar.  The 
coming mergers, acquisitions and consolidations will result is even more efficient 
and profitable leaders in the energy sector. 
 
Meanwhile, back at The Seven Signs of a Changing Economy™, the economic 
outlook remains quite good.  One byproduct of the evolving “energy wreck” is 
lower energy costs and specifically gasoline at the pump.  As of January 28, 
2015, gasbuddy.com reports a gallon of gas at $2.02 versus $3.30 a gallon on 
January 28, 2014.  So, a savings of $1.28 per gallon! 
 
My good friend, Rick Davis at Consumer Metrics, reminds me that every $.01 
reduction per gallon equals approximately $1.3 billion per year in additional 
disposable income for families and businesses.  Quick math suggests that now 
amounts to nearly $166.4 billion in new found disposable income.  As our U.S. 
economy is now a touch over $17 trillion, that is almost 1.00% of the entire 
economy available for spending on “stuff”. 
 
We measure “buying stuff” via Sign #1 using the Bureau of Economic Analysis 
(BEA) data measuring tool, Personal Consumption Expenditures (PCE).  The 
reason PCE is Sign #1 of The Seven Signs is because it is the economic 
bullseye at 72% of the U.S. Gross Domestic Product (GDP). 
 
This begs the question:  Is the economic drag resulting from the energy wreck 
more or less than the jump in disposable income? 
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In round numbers I suggest it plays out something close to the following over the 
next year or two. 
 
Energy represents about 11.31% of the S&P 500. 
 
If the energy sector contracts 30% that would result in an economic drag of about 
3.40% on the S&P 500 Index. 
 
The byproduct of lower pump prices alone, as noted above, should increase 
Consumer Spending by as much as 1% from the new found disposable income 
(perhaps even a multiple of the increased disposable income if using the 
Fractional Reserve Measurement System).  Consumer Spending and non-energy 
capital expenditures represent approximately 80% of the S&P 500.  Thus, in 
basic round numbers the energy savings byproduct to the economy should add 
8% to the earnings growth of the S&P 500, resulting in a net gain in S&P 500 
earnings of about 5.50%. 
 
So, as difficult as it is to estimate the effect of the energy wreck on the economy 
the byproduct of lower energy costs and gas pump prices should result in overall 
S&P 500 increases in revenue and earnings. 
 
In Sign #6 (S&P 500 Earnings per Share) below, 188 of the 500 companies in the 
S&P 500, which represent over 50% of the S&P 500 total value, have reported 
their revenues (sales of stuff) are up 48% and the resulting earning per share are 
up +6.60% year over year!  Pretty close to my back of the napkin math.  These 
are impressive reports, at least so far! 
 
The conclusion to this thought process is that the resulting Fair Market Value 
(FMV) of the S&P 500, as calculated by the “Rule of 20” below, is approximately 
2,486 versus today’s (as of 1/30/2015) value of 1,994, as detailed in Sign #6 
below. 
 
At present the “risk measuring tool” we use is the Price to Earnings Ratio, or P/E.  
The average P/E on the S&P 500 is right at the 20 year average of 16 times.  
Historically there has not been a major market meltdown at 16 times earnings or 
less.  That usually happens at 20 times or higher. 
 
So, both the current value of the S&P 500 versus the “Rule of 20” Fair Market 
Value calculation and the risk measuring P/E ratio imply a Fair Market Valuation 
for the S&P 500 of about 25% above current levels. 
 
At The Wealth Strategies Group we are independent, unbiased, no strings 
attached investment advisors.  In other words, we are 100% tied to the result of 
our clients’ outcome.  We are not here to “sell” the S&P 500 or anything else.  
We are here to identify and quantify value, wherever that may be.  Right now 
there appears to be quantifiable and measurable value in Corporate America. 
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Use this period to continue your investment plan around your constraints for time, 
risk and volatility.  The future of America and Corporate America is much greater 
than the talking heads on TV suggest. 
 
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®, CEP 
CERTIFIED FINANCIAL PLANNER Professional 
Certified Estate Planner 
 
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 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 5, 2015. 
 
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 

 
(Positive) 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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This key sign, which represents over 70% of the U.S. Gross Domestic Product 
(GDP) has been going up for each of the last eight months.  The most current 
data released by the Bureau of Economic Analysis (BEA) on February 2, 2015 
was down for December 2014 and it was down a nominal -.1%.  However, of the 
last twelve months only three have seen a contraction, including this one.   
 
When I saw the data I thought, well, it was a super cold December with most of 
the midwest and northeast covered in snowstorms.  But wait, it was a blowout 
holiday shopping season!  So, what’s the source of this -.1% in December?  Well, 
consumers buy gasoline at the pump and, as noted in the summary above, they 
are paying significantly less for that.  Thus, less consumer spending, at least so 
far. 
 
My conclusion is pretty simple: Consumer Spending was down in December as 
energy prices continue to plunge, but it was so cold and snowy they didn’t get out 
and spend all the discretionary savings.  
 
This -.1% is not a large amount, is not a trend and will likely be reversed in 
January, February and March.  Also, and I don’t think I am stretching to make 
this conclusion, November of 2014 saw Sign #1 Personal Consumption 
Expenditures up a very high +.7%.  In other words, people were completing a 
rather large part of their holiday shopping in November versus the frigid 
December. 
 
Sign #1 remains positive and will likely continue to hold up in a seesaw manner 
depending on gasoline prices going forward. 

 
 

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) 
Trends are called trends because they measure over a larger period of time.  A 
trend removes noise from the sample being measured.  Because of this, a trend 
rarely “turns on a dime” and moves “the other direction”.  The easy answer to the 
Sign #2, Money Flow, trend is that if market valuations are going up, then new 
investment dollars are pouring in, thus pushing prices higher. 
 
Over the last four months, i.e. the last quarter of 2014 and the first month of 
2015, the valuations have bounced up and down inside an approximate 5% price 
band.  One could argue that because of this sideways movement the trend has 
turned neutral.  However, I would suggest this is normal activity inside the 
upward trend.  It is likely a pause that refreshes versus a change of trend, in this 
case, positive upward trend. 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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If we look more closely at the detail, we do see the average investor continues to 
sell their equity funds.  Per Lipper U.S. Fund Flows, they sold another $1 billion 
in equity funds last month.  To prove the average investor is still quite fearful you 
would look at what is perceived as a safe investment.  In this example, that would 
be bond funds, and those saw inflows of another $2.33 billion for the month.  You 
also see this in the continued downward trend in interest rates and nearly $9 
trillion on the sidelines in money markets are other demand deposit accounts. 
 
If this is true, and it is, the money flow trend should be reversing and heading 
down.  So why isn’t it?  Corporate America continues to issue debt at historic low, 
and tax deductible interest rates, and to use the money to buy back their own 
shares, to merge with competitors, and to acquire other companies.  So, the 
money flow is still positive inside the 5% price band and could be viewed as an 
investment opportunity. 

 

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 last six months of 2014 saw the Conference Board Leading Economic Index 
(LEI) up +25.81% versus the last six months of 2013!  For the full year of 2014 
the LEI was up +6.4% versus +4.3% in 2013, up +48.84% year over year (YOY) 
increase. 
 
You don’t need to be a statistics nerd like me to read those numbers and think 
they are positive.  So, yes, Sign #3 LEI is positive again this month and the 
positive trend of several years continues.  Perhaps more importantly, the trend is 
“spiraling up”, suggesting stronger economic growth for 2015, 2016 and beyond. 
 
Perhaps equally important is the fact that only one of the LEI components was 
reported as negative for the month.  Which one?  Building permits!  Important 
note:  This data lags and was reported January 23, 2015 for December 2014.  
Remember December last year?  A very large part of the U.S., including the 
northeast, was experiencing a huge and extended winter storm.  Thus, it would 
stand to reason that pulling a building permit for something that wouldn’t break 
ground for several months could be delayed. 
 
So, Sign #3 LEI could not be more positive and suggests the U.S. economy is 
building momentum.  It would further suggest that Corporate America is doing 
very well and that we should expect to see U.S. companies continue to sell more 
stuff (higher revenue) and to make more money (higher profits), as noted below 
in Sign #6, Earnings per Share (EPS). 

 

4) Indicator: Employment rate and after-tax personal income 

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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 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) 
This update is being written on February 1, 2015.  As is the case a few times 
each year, the jobs data is released after these notes are written and our monthly 
Seven Signs Update call is hosted.  This month the release date is 2/6/2015.  So, 
like on those prior occasions I will present a well referenced and educated 
guesstimate! 
 
That said, January is the month that the Bureau of Economic Analysis (BEA) 
makes their annual adjustment to correct the jobs data to “actual”.  Remember, a 
portion of the jobs reported are based on a telephone survey the BEA does to 
see if businesses were creating new jobs or consolidating.  The survey is called 
The Birth/Death Model and it is just a guesstimate.  So, this month when the BEA 
adjusts to “actual” we could see a fairly wide swing either up or down. 
 
Meanwhile, the energy sector is at the beginning of what will likely become a 
significant reduction of existing jobs with little new hiring.  The question will 
become one that weighs the new hiring taking place in the housing industry, new 
home sales were up +11.6% in 2014, against the energy patch reductions. 
 
My guess is that new jobs created for January 2015 will be down from the prior 
month’s 252,000.  My guess is based on data we do have from the St. Louis 
Federal Reserve Bank.  On January 22, 2015 they reported that 4-week moving 
average of initial claims for unemployment were 306,500 versus 290,500 the 
month before, about a 5% increase in new claims.  That could suggest a 
reduction of 12,600 new jobs off of last month’s 252,000.  Then we can add 
about the same reduction for holiday seasonal help being let go to arrive at 
25,200 fewer jobs.  So, my guess is about 226,800 new jobs created in January 
2015.  This would be a very positive number, as any number above 200,000 is 
considered positive growth! 
 

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 decreased -3.4% for the most recent month, 
December 2014.  This was considered a large and negative report by the 
financial press.  Like many times in the past it seems the press forgets that 

http://www.bls.gov/
http://www.census.gov/indicator/www/m3
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durable goods can have large swings and large corrections in the data, which is 
one reason it is Sign #5 of The Seven Signs.  For example, if we looked at the 
summer of 2014 we saw new orders reported as follows:  June +2.7%, July 
+22.60%, August -18.2% and September -1.3%. 
 
Because of these large swings it makes sense to compare quarter over quarter 
or year over year.  As this report completes 2014 let’s look back at the New 
Orders for the past few years: 
 
  2010  -4.60% 
  2011 +1.18% 
  2012 +1.07% 
  2013 +  .70% 
  2014 +7.70%  
 
That is a very positive and a compounding growth trend! 
 
Also, if the press took just 5 minutes to look at the detail of the report they would 
notice that government defense spending and aircraft orders caused most of the 
contraction.  This is key, as it suggests the average consumer is doing just fine 
and feeling confident enough to spend on these items that could be delayed if 
needed.  With these adjustments made, the press would have reported 
November 2014 as -.7% and December 2014 -.7%, with full year up 7.7%! 
 
Shipments were up +1.10% and unfilled orders down a small -.80%. 
 
Sign #5 remains very 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) 
As of this writing, February 2, 2015, 188 of the S&P 500 companies have 
reported their earnings for 4Q2014.  These 188 are less than half of the 500 
companies, but represent over 50% of the S&P 500 market capital. 
 
How has this half of the S&P 500 done?  Killed it!  71% beat their earnings per 
share estimate and 48% beat their revenue estimate with a net result of earnings, 
growing +6.6% year over year (YOY)!  That is a great increase, and as you will 
see below, does not appear to be valued into current stock valuations. 
 
As mentioned above in Sign #2 (Money Flow), Corporate America is issuing debt 
at historic low, and tax deductible, interest rates to buy back their own stock.  At 
the same time the average investor continues to do the opposite, i.e. pay down 
low interest rate debt, accept the low interest rate returns being offered on the 

http://www.standardandpoors.com/
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corporate and government bonds, holding $9 trillion in cash and money markets 
and selling their investments in Corporate America…back to Corporate America. 
 
Only one side can be right in this trade, the average investor or Corporate 
America.  I will be betting on Corporate America! 
 
As for the current and future earnings of Corporate America, let’s see how we 
stand versus Fair Market Value. 
 

2014 S&P 500 earnings per share estimate $128.70/share (Source: 
Yardini Research) 
 
2015 S&P 500 earnings per share estimate $133.69 (Source: Fact Set) 
 
2016 S&P 500 earnings per share estimate $145.55 (Source: Bloomberg) 
 

This month let’s calculate Fair Market Value (FMV) for each.  I will use the 
Bureau of Economic Analysis (BEA) inflation rate used in calculating their 
Second Estimate of GDP on 11/25/2014 of 1.40%.  As always, you can use 
whatever number you like in the “Rule of 20” calculation below. 

 
To use the “Rule of 20” you subtract the inflation rate from 20, my 1.40% from 
above.  This becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate your estimate of Fair Market Value. 
 
Thus, 20 – 1.40 = 18.6 x earnings estimate 

 S&P 500 2014 earnings estimate = $128.70 
$128.70 x 18.6 = 2,393.82 FMV 

 

 S&P 500 2015 earnings estimate = $133.69 
$133.69 x 18.6 = 2,486.63 

 

 S&P 500 2016 earnings estimate = $145.55 
$145.55 x 18.6 – 2,707.23 FMV 

 
As of 1/30/2015 the S&P 500 closed at 1,994.99 
 
As stated, these are “Rule of Thumb” estimates of Fair Market Value.  No one 
knows the future and that is why prudent investors build a plan around this type 
of outlook.  A plan that takes into account each person’s constraints for time, risk 
and volatility. 
 
Creating and implementing these plans happens to be our specialty.  If you 
would like to have a discussion on how we could create a customized plan for 
you, just call me at 1-800-800-6364. 
 
*The Rule of 20 is in this calculation implying, and using, a price/earnings ratio.  
Thus, 18.72x the expected Earnings per Share.  Both EPS and the multiple of 
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18.72 could drop.  The earnings could be reduced due to the consumers 
spending less.  The multiplier of 18.72 could drop to, say 10 for example, if 
investors were to get scared and become risk adverse.  All of a sudden 10 x 
$100 turns the 2014 FMV into 1,000 and even worse if earnings were to drop 
below the example of $100.00/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! 
 

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 growth of the U.S. is measured by Gross Domestic Product (GDP).  The 
economic recovery has been, as you would guess, herky jerky!  At the end of  
1Q2014 the GDP was -2.94%!  By 2Q2014 we were annualizing U.S. economic 
growth at +4.60% and 3Q2014 suggested +4.96% real GDP growth. 
 
The final 2014 GDP growth is now reported by the Bureau of Economic Analysis 
(BEA) in their “Advance Estimate”, released January 30, 2015, at +2.64%.  
Again, the financial press did not like this reported number, as it was down a full 
2.32% from the prior quarterly estimate.  I can understand that line of thought, 
but in my opinion it is wrong to compare last quarter to this quarter.  Perhaps a 
better comparison would be 1Q2014 at -2.94% to the current 4Q2014 at +2.64% 
and to report our robust turnaround in GDP of +5.58% in a single year! 
 
I stand by The Seven Signs of a Changing Economy, as they have been a good 
predictor of future economic activity, and the Seven Signs suggest our $17 trillion 
plus economy is growing, but perhaps more importantly, not contracting as it was 
in 1Q2014. 
 
Certainly, the energy patch contraction of 30%+ will play into this going forward, 
i.e. causing a pull back in both GDP, inflation (possibly deflation) and overall 
earnings of Corporate America. 
 
That said, perhaps the black swan is not the new H1N2 Flu virus we are all 
supposed to die from, but instead, it is all the millenials moving out of their 
parents’ houses into apartments and the new homes they are buying.  Perhaps 
the new homes being built and sold will more than offset the job losses coming in 
the energy patch and perhaps we and Corporate America are all much better off 
than suggested in the news we see and hear daily. 
 
If the Fair Market Value (FMV) above in Sign #6 is as accurate as it has been 
over time, then we should be using this current energy wreck reduction in FMV to 
continue our dollar cost averaging into the purchase of Corporate America. 
 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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Sign #7 is positive, as are all of the Seven Signs of a Changing Economy, for 
February 2015!  

 
 
 

   

 
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. 
 

 


