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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 2018 
 

Summary 

 
At our house we enjoy games.  Sequence and Loopin’ Louie (good for ages 4 
and up) are two current favorites.  As a long-time fan of pinball machines, we 
also have a wall of those in the game room ready to play!  This month I have 
once again hit pretty hard on the difference between people who trade the shares 
of Corporate America, i.e. “traders” or “renters” versus “investors” or “owners”. 
 
Loopin’ Louie is like a trader – total luck required (I did say ages 4 and up) to 
make money over the long haul.  Games like Sequence and even pinball are 
different because they have instructions.  If you follow the instructions, your 
chances of winning go up, usually a lot. 
 
I’m pretty good at pinball, which is considered by many to be based on total luck.  
I disagree!  If you step up to a pinball machine and just pause for a few minutes 
to read the instructions on every lower left corner, they tell you exactly what 
buttons and rewards to hit in order to gain a higher score and thereby “win”! 
 
The last month has been a classic toe to toe battle of the Loopin’ Louie “trading” 
crowd and the more thoughtful, future focused and plan-based investor crowd.  
No one can tell you who wins what in the short-term, but time has proven again 
and again that those of us who are serious about creating and growing their 
wealth over time, especially in periods like January and February 2016 and the 
last month. 
 
My daughter, business partner and succession plan, Brittany Jarocki sums the 
instructions up very concisely in her book, The Seven Keys to Successful 
Investing™ in key #1, “The Rules of Clarity™” (Just call for a complimentary 
copy) 
 
Those reading this have seen them here before, but here they are again: 
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The Rules of Clarity™ 
 
Markets have always gone up and down and the only way I know to eliminate the 
fear of volatility is to: 
 

1)  Know and accept that as a truth. 
2) Have a thought process and strategy that will reduce the fear of volatility 

from your wealth building process. 
3) Create your own confidence by taking a few measurements of valuation 

versus other points in time.  For example, how current market valuations 
of Corporate America compare to prior periods in time based on what they 
earn.  Consider using a Price/Earnings ratio, i.e., P/E ratio for this 
comparison. 

 
The Clients of The Wealth Strategies Group understand our process for gaining 
clarity as: The Rules of Clarity™ 
 

1) Eliminate outstanding debt and have plenty of cash on hand to reduce 
worries during volatile economic times.  This can include paying off your 
mortgage(s) for those inclined to think in terms of philosophy versus 
quantification. 

2) Have a list of your monthly costs.  Yes, a budget. 
3) Know your sources of income, i.e. your earned income, retirement income, 

social security, etc. 
4) You should consider allocating and diversifying your investments to reflect 

your constraints for time, risk and volatility.  Once that is done, ALWAYS 
set aside a predetermined dollar amount to invest each month.  At The 
WSG we refer to this as “Systematic Investing” or “Dollar Cost Averaging”* 
and it is how you grow assets in periods of economic volatility.  If you don’t 
understand what this is, call and we’ll have a class! 

 
*Dollar cost averaging involves continuous investment in securities regardless of 
fluctuation in price levels of such securities.  An investor should consider their 
ability to continue to purchase through fluctuating price levels.  Such a plan does 
not assure a profit and does not protect against a loss in declining markets. 
 
This recent volatility, and it will end, offers those following the instructions a 
wonderful opportunity to be acting on #4 above, “Systematic Investing”.  If you 
have cash available, we think now is a perfect time to be taking action. 
 
As one of my favorite economists, Paul Romer, says, “A crisis is a terrible thing 
to waste”. 
 
I must admit that as I gathered the facts for this month’s update from the 
independent and objective sources, I was a little concerned that some of the 
signs were reversing toward negative.  Instead, as you will read below, The 
Seven Signs of a Changing Economy™, remain positive.  I have my eye on two 
canaries in our coal mine, but overall the economic backdrop that Corporate 
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America must operate in to add value, and create profits for their owners, is 
great. 
 
It would be easy to agree with all the negative news we see, read and hear but it 
turns out that most of it is between twisted and just plain old incorrect. 
 
Here at The Wealth Strategies Group, we will fly through this cloud using our 
instrument panel, The Seven Signs of a Changing Economy™, with “The Exit 
Strategy” front and center, you were emailed this piece on 2/1/2018.  Should any 
of the actionable data points be triggered we will thoughtfully use our WSG 
systems, processes and strategies to act with surgical precision. 
 
As investors with a plan, I fully expect to arrive at each of our bigger financial 
futures as we have all outlined and planned in our Wealth Vision future planning 
reports. 
 
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 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 usually on the second 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 17, 2019. 
 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
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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) 
On May 18, 2018, regular gasoline hit $2.98 per gallon according to 
Gasbuddy.com.  Today, the same gallon is $2.44.  That $.54 per gallon reduction 
adds up.  Per our friend, Rick Davis over at Consumer Metrics Institute, each 
$.01 reduction in a gallon of gasoline increases the spending power of 
consumers and businesses by an annualized $1.3 billion. 
 
A little quick math suggests that since May 2018 consumers and businesses 
have $70.2 billion more dollars to spend on “stuff” versus at the gas pump.  And 
spend they did! 
 
On what is referred to as Cyber Monday, 11/26/2018, Amazon.com reported their 
biggest selling day in the company’s history.  Overall, one day Cyber Monday hit 
an all-time high of $7.9 billion in sales, which also makes it the largest online 
shopping day ever in the U.S. (Source: Adobe Analytics Data).  In addition, 
Thanksgiving Day saw $3.7 billion in sales and Black Friday $6.2 billion, for a 
holiday total of close to $17.8 billion.  This was just the opening weekend! 
 
Per the National Retail Federation holiday spending is expected to increase 
4.80% over last year.  That is right in line with what I wrote here last February, 
i.e. “The 2018 holiday shopping season will be the largest ever on planet earth.”  
We’re right on target with what was observed back in February when I wrote it.  It 
is so obvious the press doesn’t seem to see it, but it is as basic as there are just 
more people alive and therefore presents to give. 
 
As a population, we are living longer, and Generation Y is just getting their own 
lives started and there are millions and millions more coming! 
 
This month Personal Consumption Expenditures (PCE) came in at +0.3% for the 
month.  That is up 1.90% YTD and +2.28% annualized. 
 
Sign #1 is the key driver of our economic growth and is 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 

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

 
(Positive) 
This month our money flow observation certainly quantifies the “fear” that seems 
to be top of mind with “traders”.  I intentionally used the word “trader” versus 
“investors”, since traders react to the news and investors tend act according to 
their well thought out plan. 
 
For the period of 10/31/2018 – 11/28/2018 traders transitioned -$12.48 billion out 
of equity funds.  For perspective, that is almost half of the annual amount of         
-$28.28 billion taken out year to date.  (Source: lipperfundflows.com) 
 
As of 12/7/2018, the American Association of Individual Investors (AAII) reported 
69.50% of all investors surveyed were neutral to negative on the direction of 
market values in the next six months.  The Fear & Greed Index clocked in at 12 
out of 100 on 12/7/2018, which per their index represents “extreme fear”. 
 
As the volatility continues in the capital markets I would once again point to a 
statistic that measures “Pure Fear”.  And, that statistic is CASH ON THE 
SIDELINES*.  As a comparison, note the difference below in prior periods of 
time. 
 
March 2003 (end of tech bear)  $1.8 trillion 
March 2009 (end of Great Recession) $4.3 trillion 
Last Quarter FED Reports   $14.1 trillion 
 
*Money market accounts, CD’s, checking accounts, cash in the bank and 
currency holdings.  Take out the latter and that last line is $12.6 trillion. 
 
Let’s just pretend that tomorrow morning at 9:00 a.m. EST, the whole consumer 
class decided that it was going to be $10 trillion less “afraid”, versus the current 
$12++ trillion. 
 
Tomorrow morning, the consumer pushes $2 trillion from their cash in the bank 
column to something else – anything really: spending on family, better house, 
better car, more computers, better tech, newer phones, a trip around the world, a 
home for their older kids, better education, new job training – anything. 
 
That $2 trillion would turn into about $10 trillion in activity.  (Actually, it would be 
closer to $12 trillion, as every dollar that enters the economy goes around about 
six times, i.e. the velocity of money theory, but I will be conservative.) 
 
…or a roughly 45% increase in our annual GDP. 
 
Said another way, these perspectives may help you: 
 
We have now amassed savings in idle bank accounts, which: 
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 Represent nearly 65% of our annual GDP 
 
 Represent nearly 135% of China’s annual GDP 
 
 Represent roughly 65% of all the debt owed by our government 
 
As you will see below in Sign #5, the earnings of Corporate America, are at and 
below, historically normal levels.  Earnings are what support the price valuations 
of Corporate America.  When combined with the current money flow out, the high 
fear levels and investor outlook noted above, you set the stage for potentially 
higher valuation. 
 
For today, Sign #2 is reflecting the negative fear and investor outlook, but it is yet 
to be a trend and, as such, 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) 
Our peek around the corner to see what the economy might be doing six to nine 
months from now, June through September 2019, is The Conference Board’s 
Leading Economic Index (LEI). 
 
The most recent month posted at +.1%.  In the prior six-month period the LEI has 
increased at a +5.20% annual rate and slower expansion than the +6.50% 
annual rate for the prior six months. 
 
Of the ten input components that are measured as part of the LEI, only three of 
the ten were in contraction.  The three are: stock prices, initial claims for 
unemployment, and building permits, all of which are on my list of “do they really 
matter”.  Of the three, building permits would matter if this were data for 
springtime, but going into winter tends to slow the desire to pull a permit for 
building. 
 
The trend here remains positive but certainly is not spiraling up at the rate of 
years gone by.  That said, of the seven recessions since the early 1970’s all saw 
the LEI go negative year over year (YOY) on average of eight months before the 
eventual recession.  Per this very important, dependable and historically correct 
indicator, there is no recessions around the corner. 
 
I have also highlighted here several times before, the Chemical Activity 
Barometer (CAB).  All things chemical tend to happen before many other 
activities in our economy.  So, this is also one of the first to show a weakening 
economy.  Since 1919, it has shown to provide a lead time of two to fourteen 
months, with an average lead time of eight months, before a recession starts.  

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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Unfortunately, for the first time in five years the CAB has dipped to the downside.  
This is also yet to be a trend, but it is a canary in the coal mine I will be watching 
very closely.  If a trend develops over the next two months, it matters. 
 

 

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

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

 
(Positive) 
Last month I wrote here that the new jobs creation data was messy.  It was 
messy, as almost all the jobs reported as newly created were from a telephone 
survey of businesses that surveys if the firm was hiring or releasing employees.  
The survey is about job creation/deletion and is called the “birth/death” model.  
No, I don’t know why the Bureau of Labor Statistics (BLS) named it that. 
 
This month the birth/death model actually subtracted 9,000 jobs, which would 
have pushed the actual new jobs created of 155,000 up to 164,000.  The 
reporting remains messy, but the trend is positive. 
 
The Four Week Moving Average of Initial Claims for Unemployment increased 
from 211,750 (10/20/2018) to 223,250 (11/24/2018).  This is up from 207,000 on 
9/29/2018, which for now appears to be the cycle low.  Again, not a trend yet but 
it is a little odd to see the claims increasing at a time when seasonal hiring is in 
full swing.  A more accurate read will be around February 2019. 
 
The reality is the U.S. is creating more jobs than there are people entering the 
work force.  The 155,000 jobs created for the month is a ton more than the 
country needs to supply jobs for all the high school and college grads, 
immigrants, moms returning after an extended absence and retirees looking for 
side work. 
 
As a rule of thumb, it is generally accepted that our economy needs to create 
100,000 new jobs per month to keep employment steady and full.  At the current 
jobs origination rate, there are enough new jobs to keep the 3.70% 
unemployment where it currently is it at the lowest level in 49 years. 
 
Year-to-date, the U.S. has created 206,000 jobs per month on average.  When 
people have a job, they pay taxes and buy stuff.  U.S. tax receipts are at an all-
time high, as is the big driver of the economy, Sign #1 Personal Consumption 
Expenditures.  Sign #4 is 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 

http://www.bls.gov/
http://www.census.gov/indicator/www/m3
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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 -4.40%.  New orders have been down three of the last 
four months.  Shipments decreased -.60%, after being up the last two months.  
Inventories were unchanged, after being down two of the last three months. 
 
One statistic I watch from the edge, but tend not to mention, is unfilled orders.  
After eight monthly increases, this month reported -.20%. 
 
What does this mean?  As I observe the trend, my conclusion is that this is pretty 
normal.  The new orders data does bounce at certain points.  For example, in 
August (think: “getting ready for the biggest holiday shopping season ever”) the 
new orders were +4.50%.  This month, as stated above, is -4.40% as stores are 
selling all the stuff ordered and shipped to this point.  I suspect we will see new 
orders increase as the shelves are wiped clean during the holidays and then 
restocked. 
 
Another interesting observation from the edges is that the Institute of Supply 
Management (ISM) reported the second highest reading in 13 years for its “Non-
Manufacturing Index”.  Think of all the stuff we buy that don’t count as “durable 
goods”.  Like drugs, food and most grocery store type items.  This is a great sign 
of economic strength. 
 
That said, it is from the edges, and the reason I watch the “durables” is because 
as stated above, the purchase is easily avoided or delayed, if we don’t have 
money.  Again, no trend change here, but outside of a seasonal observation, we 
really want to see the new orders bump up in January and February 2019.   
 
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 

 
Eventually, the “traders” referred to in Sign #2 above will begin to understand that 
a “trading strategy” rarely creates lasting long-term wealth. 
 
What does?  Well, in addition to The Rules of Clarity™ posted in the summary 
above, becoming an owner, “investor” in companies of Corporate America that 
earn more profits each year by creating value for their customers. 

http://www.standardandpoors.com/
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How is that going?  Going really well! 
 
Here is where we are.  In a few weeks we will end 2018 with earnings of 
Corporate America, as measured by the S&P 500, estimated at $162.79 per 
share.  Next year is estimated to have earnings of $176.34.  (Source: 
yardini.com) 
 
Based on S&P 500 of 2,634.87 (as of 12/10/2018 mid-day), that puts the 2018 
Price to Earnings (P/E ratio), at 16.19 times and 2019 at 14.94 times earnings.  
The 25-year average P/E for the S&P 500 is 17.5, so we are not overvalued 
based on this measurement. 
 
Meanwhile, a 10-year U.S. Treasury note trades at 34.85 times earnings off of 
the 12/7/2018 close, which is guaranteed to earn you no more than 2.87% for the 
next decade. 
 
14.94 times earnings is less than 34.85 times earnings! 
 
It turns out being fearful is really expensive. 
 
Let’s take a quick look at where the valuations of Corporate America stand 
versus Fair Market Value (FMV). 
 
I will use Yardini Research’s $176.34 per S&P 500 share for our 2019 (just 21 
days away) Fair Market Value (FMV) estimate, using “The Rule of 20”.  (90 days 
out is when I start to use 2019 (EPS) 
 
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) “preliminary estimate” for 3Q2018 released October 25, 2018 of 1.39%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 – 1.39 = 18.61 

• 2019 S&P 500 earnings estimate = $176.34 

• 2019 S&P 500 earnings estimate = $176.34 x 18.61 = 3,281.68 
 
As of 12/10/2018, the S&P 500 closed at 2,634.87 
 
This represents a 24.55% reduction to 2019 Fair Market Value, i.e. opportunity 
knocking!  Not only is this market not overvalued, but how can it be overvalued 
when the underlying fundamentals and earnings are projected to keep getting 
better! 
 
Sign #6 is super positive! 
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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 input level reported in at +2.80% annualized for this month.  In 
check!” 
 
The Consumer Price Index (CPI), which measures the inflation rate at the 
household level reported in at +2.50% annualized for this month.  “In check!” 
 
A solid economy, growing at +3.49%, with inflation in check, the Federal Reserve 
preferred inflation rate of Personal Consumption Expenditures (PCE), our Sign 
#1 of +2.28% provides the perfect backdrop for Corporate America to operate in.  
As noted above in Sign #6 we are now approximately 24.55% below Fair Market 
Value, i.e. it would not be unreasonable to sell bonds and buy ownership in 
Corporate America. 
 
The Atlanta fednow.com is predicting full-year 2018 Gross Domestic Product 
(GDP), all the goods and services we produce as a country, to annualize at 
+2.50%, down from the last estimate of 3.49%. 
 
The markets have been stressed over increasing interest rates, along with China 
trade tension and oil prices, but this detail clearly sets the stage for the Fed to not 
increase interest rates when they meet December 18 – 19, 2018. 
 
On December 19, 2018 the Fed will announce their decision to stand on interest 
rates or to increase.  But, what will matter is not that decision.  Instead if they 
acknowledge that GDP growth has slowed, with inflation in check, they could 
announce a more neutral outlook on future rate increases. 
 
If the Fed statement is even close to this, we could easily see the next move on 
the DJIA up 1,000+ points, I think. 
 
If I am correct, those “traders” who have no investment plans, as they just rent 
these fine companies until their prices drop, will flip back to the buy side. 
 
And our $20,663 trillion economy will grow another $516 billion in 2019 (+2.50%), 
more than the entire GDP of Sweden, Norway, Austria and about 289 additional 
other countries. (Source: worldgdp.com) 
 
Sign #7 remains very positive at +2.50% 

 
*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, 15x the expected Earnings per Share.  Both EPS and 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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the multiple of 15 could drop.  The earnings could be reduced due to the 
consumers spending less.  The multiplier of 15 could drop to, say 8 for example, 
if investors were to get scared and become risk adverse.  All of a sudden 8 x 
$176.34 turns the 2,634.87 2019 FMV into 1,410.72 and even worse if earnings 
were to drop below the example of $176.34/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. 
 

 


