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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 June 2018 
 

Summary 

 
Politicians in D.C. “take” credit for our economic recovery, yet those who have 
taken an Economics 101 class understand it is the U.S. Federal Reserve, i.e. 
“the Fed”, that leads the direction related to “monetary” policy.  Yes, D.C. has 
impact via “fiscal” policy which is basically tax policy. So, D.C. deserves credit for 
a portion of the economic strength we are seeing across the U.S. as the recent 
tax cuts start to make their effect on the spiraling up economy. Call it the cherry 
on top! 
 
However, underneath the cherry were some really good and smart decisions 
made by the Fed to get our economy out of the Great Recession, that officially 
ended in March of 2009, and bridging the economy toward the steady economic 
growth we have seen since about 2011. 
 
Way back in the December 2014 forecast released by the Fed, then Federal 
Reserve Chair Janet Yellen quantified the Fed’s three-year goals for Gross 
Domestic Product (GDP), inflation rate, unemployment rate and interest rates (as 
measured by the Fed funds rate). 
 
Here is Fed Chair Yellen’s 2014 forecast for 2015, 2016 and 2017. 
 
    2015   2016   2017 
GDP            2.60% - 3%      2.60% - 3%      2.30% - 2.50% 
 
Inflation              1 – 1.60%      1.70% - 2%      1.80% - 2% 
 
Unemployment Rate    5.2% - 5.3%               5% - 5.2%           4.90% 
 
Interest Rates                  1.25%                        2.50%            3.75% 
(Fed Funds) 
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I understand we are already into 2018, but let’s see how Yellen did with her fed 
estimates/targets as of now. 
 
In this month’s issue you will observe in Sign #7 the Bureau of Economic 
Analysis (BEA) reported in their “second estimate” for 1Q2018 GDP of +2.20, 
down a fraction from the first estimate of 2.32%.  When the final GDP number is 
released next month, I would suggest we will see +2.30%, exactly in the range 
the Fed told us it would be about now. 
 
Also in Sign #7 the inflation rate used by the BEA as their deflator to adjust GDP 
for inflation to make it “real”, or after inflation growth, was 1.96%.  Again, exactly 
spot on with the Fed’s target from December 2014. 
 
As for the unemployment rate, well it is much better than projected at 3.90% as 
we left April 2018.  As you will read in Sign #4, the unemployment rate is 3.80% 
and well below the fed target level, and we now have a never-before seen fact:  
There is a job opening for every unemployed worker!  Wow!  
 
As for interest rates, the Fed currently has a range where federal banks can loan 
to each other of 1.50% - 1.75%, with a goal of 2.90% by the end of 2019.  Even 
at 2.90% Fed funds interest rate, this is well below Yellen’s forecast of 3.75%, 
which is great! 
 
There are at least two take-aways here: 
 

1. The Fed is smart, well organized and transparent.  We should all pay 
attention when they make predictions, which are really goals they can pull 
the levers on to make happen. 
 

2. We have a $20 trillion economy, the largest ever on planet earth, growing 
at about 2.30% with little inflation, so far.  Interest rates remain low, which 
means Corporate America continues to have low operating costs, i.e. 
more profits! 

 
Add on the tax cuts, which are only five months old, to this very positive detail 
and you have the recipe for a strong economic background for Corporate 
America to operate in.  Outside of unpredictable events, this type of background 
tends to be very conducive to adding more profits to the shareholders of 
Corporate America. 
 
At The Wealth Strategies Group we use this detail as a platform to thoughtfully 
and patiently plan systems, strategies and processes that our clients use to gain 
direction, capability and confidence for each member of the family. 
 
But we also like to work with “a net”!  That is why we have an “exit strategy” on 
our desks/briefcases for both the downside and, surprising to many, the upside.  
Yes, to reduce exposure to risk as the valuations increase.  This will help us to 
have some “dry powder” when the back and fill arrives, and it always does. 
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As Warren Buffett has said, “all ships rise in a rising tide” and we are in one of 
those for sure.  Warren also noted, that “when the tide rolls out, you find out who 
has been swimming naked,” i.e. those mismanaged companies will be exposed 
in the next bear market, but that is definitely not for now. 
 
I am interested in your thoughts, comments and discussion. Call, email me or just 
stop by the office and say “Hi”! 
 
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 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, July 19, 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 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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 What to look for: Consumer spending increases or decreases for three 
consecutive months 

 
(Positive) 
Ten years ago, when I started sharing these updates with our clients, friends and 
the media (I have tracked my Seven Signs of a Changing Economy™ for over 
twenty years before going public with them) I suggested that as investors we 
should become “social scientists”.  For example, don’t just go to the mall, movie 
or restaurant, but go and make “notes to self”.  Notes like, everyone in the mall is 
carrying a bag with a high-end store’s name on it, the movie is sold out for tonight 
and we might as well wait in line at this restaurant because wherever else we go 
will also have a line.  That is “boots on the ground” Econ 101! 
 
It is fun that so many of our clients are now social scientists and email me 
updates on their observations.  For example: 
 

• Jackson, Mississippi (the largest city in MS) downtown is boarded up – 
nowhere to go, nowhere good to eat 

• Nashville “Booming” 

• Honolulu tourism +2.50%, Maui up +4.50%, the Big Island, Hawaii, up 
+20% and Kauai up +40% year over year! (Source: Article in Honolulu 
Star) 

• Personally, I visited Las Vegas and Dallas last month. As a result of the 
shooting, Las Vegas traffic is still down about 20% yet still packed.  
(Source: my Uber driver) Dallas is just plain “Booming”! 

 
Anecdotal evidence:  People are making more money and we know it, as they 
have to pay income taxes.  The U.S. took in $510 billion tax receipts for April, of 
which $66 billion were from individual tax returns, the highest since April 2001. 
(Source: MarketWatch Robert Shroeder, May 10, 2018)  
 
And those folks had enough left over to go shopping, as retail sales this month 
were up +4.70% over last year! 
 
Personal Consumption Expenditures (PCE), Sign #1, this month measures this 
boots on the ground detail and the PCE is +.40% for the month and up +1.42% 
YOY for the weakest part of the twelve months!  As a comparison, 2017 for the 
same period was up +.48% YOY. 
 
P.S.  Per the U.S. Bureau of Economic Analysis (BEA), PCE now rests at the 
highest level in history.  Watch Sign #1, not opinions in the news.  The facts are 
facts and Sign #1 could not be any more 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 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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Written by Brittany Jarocki, CFP® candidate 
 
(Positive) 
What would you do if you had $11 trillion sitting in your bank account? Chances 
are, you would put most of it to work – invest it in your company, participate in 
ownership of Corporate America, pay back debt to those you owe and reward 
employees, shareholders, and those who supported your business along the 
way. 
 
There is currently $11 trillion dollars in the banks of Corporate America sitting idle 
i.e. not working (Source: U.S. Federal Reserve). And yet, according to the 
American Association of Individual Investors (AAII) Investor Sentiment Survey, 
only 35% of people are bullish, i.e. positive on the investment outlook (and this 
35% is DOWN from the 36.9% reported last month!). This means that 65% of 
people could completely miss out on the $11 trillion dollars that has started to 
enter the marketplace, simply because they are scared. 
 
I expect we will begin to see more of the $11 trillion enter the market as we move 
into the third quarter through share buy-backs, dividends, and company growth. 
After the mid-term elections conclude on November 7, 2018, Q4 will likely see 
even more of that $11 trillion than we did in Q1. This is because the political 
unease we usually experience during mid-term elections will have closure and 
companies will have the answers to the outstanding questions regarding the 
political atmosphere. 
 
We have already seen glimpses of this “extra” money entering the market. I 
referenced Apple’s (AAPL) $10.1 billion stock buyback in April’s letter, and I 
believe that is only the beginning. Apple has paved the way, been successful, 
and more companies will follow. For those reasons, 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 

 
Written by Brittany Jarocki, CFP® candidate 
 
(Positive) 
Leading Economic Indicators (LEI) jumped 0.3% in March, per The Conference 
Board research. This is another increase after those that we have already seen 
in January and February, 0.8% and 0.7%, respectively. In addition to that, year 
over year this index is up +6.2%, which is well above any negative signal that has 
preceded previous recessions. 
 

http://www.businesscycle.com/
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.newyorkfed.org/research/global-economy/globalindicators.html


 

6 

 

For the month of April only two of the ten indicators were negative – stock prices 
and building permits. That leaves eight indicators positive, which is great, but 
even the negative indicators aren’t actually negative. Building permits, I believe, 
are only in the “negative” category because there are no more permits to give! 
Everyone and their brother who wanted a permit to build a building, nursing 
home, residential community, etc. have already gotten them and are now 
beginning to build. We have seen this indicator be negative in the previous stage 
too, and again, I believe that was due to backlog – permit requests coming in 
faster than they can be processed. 
 
While building permits technically show up as “negative” I don’t believe this to be 
so black and white. As for stock prices, just look at the AAII Sentiment Statement 
I referenced in sign #2 above – 35% of people are bullish, 38.6% neutral, and 
26.4% bearish. So sure, those bears, negative outlookers, may be getting out, 
but in my opinion, they’re also about to miss out. 
 
The LEI is what we use as a warning sign to predict future economic slow-down, 
and we see here that it seems the exact opposite is happening: economic 
simulation continues six to nine months in the future. Sign #3 is 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) 
About four times per year the release of the new jobs created report is released 
by the Bureau of Labor Statistics (BLS) after I write this monthly update.  In the 
past I have used three windows to make an educated, and well observed, 
guesstimate and then update you on how accurate I was versus the actual 
release data the following month. 
 
So, here we go again!  My guesstimate is based on a few fact-based headlines.  
For example: 
 
“For the first time ever, there’s a job opening for every unemployed worker” 
Source: MarketWatch, Steve Goldstein, May 8, 2018 
 
Per the National Federation of Independent Business, 88% of companies hiring, 
or trying to hire, reported few or no qualified applicants for the positions they 
were trying to fill!  
 
It is difficult to predict how many new jobs will be created when the candidates 
available are not qualified and 96.1% of all people in the workforce are working, 
hence the guesstimate. 
 

http://www.bls.gov/
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My guess is that 225,000 new jobs will be created and that it would be higher if 
more of the youngsters actually graduated from high school.  Don’t get me 
started, the bar is not that high! 
 
Unfortunately, my guesstimate will also be that of the 225,000 new jobs created, 
about half will be from the always questionable “Birth/Death model”.  That, as you 
know, is a telephone survey of businesses to see if they are hiring, or not.  If they 
don’t answer, i.e. they are out of business, it is assumed they all got new jobs 
elsewhere.  This is why I tend to back out the B/D hires to get a more real new 
hires number.  The lack of talent in the pool of applicants is starting to be the 
drag in this number. 
 
Unfortunately, this will ultimately lead to higher labor costs, which will work its 
way into the higher finished goods costs, which leads to an increase in inflation, 
which capital markets don’t really respond well to!   
 
Fly, meet ointment!   
 
Not there yet, but the fly is getting closer to the ointment! 
 
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 

 
(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 fell -1.70% for the most recent month, which for 
this release is April 2018.  Shipments after eight consecutive months of 
increases, decreased -.10%.  Inventories increased slightly +.30%. 
 
New orders for durable goods is a reflection on consumer confidence.  The 
consumer must have confidence in their future to purchase items they could 
easily delay the purchase of or simply not buy at all.  One month does not make 
a trend, but perhaps more important is the reality that durable goods spending is 
up +7.10% versus this time last year.  This is a huge year over year (YOY) 
increase! 
 
Perhaps more important this month is that one input point, airplanes, was the 
cause of the monthly reduction.  The drop was almost all related to Boeing’s drop 
off in airplane orders.  Take out airplanes and new orders were +.90% for the 
month.  This means pretty much all other data points took in more new orders at 
both the retail and business investment level. 
 

http://www.census.gov/indicator/www/m3
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I don’t track the Purchasing Managers Index (PMI) every month and I don’t 
believe I have ever mentioned it in this monthly update.  However, it is a fair 
indicator of economic health, as it measures five major indicators:  New orders, 
inventory levels, production, supplier deliveries and the employment 
environment.  It measures the key regions around the country and this month the 
Chicago, Philly and Empire manufacturing reports came in positive.  The Empire 
manufacturing report came in above 20 for the 18th straight month, which has 
never happened before, i.e. largest growth streak ever! 
 
The Texas manufacturing outlook survey not only rebounded from a weird set of 
dips last month to several records on the positive side.  For example: 
 

• Production Index – 12-year high 

• Manufacturing Conditions – 12-year high 

• Capacity obligation, shipments and growth demand all hit the highest 
levels since 2006 

 
Outside of a month of weak orders for Boeing, which is a normal fluctuation for 
big ticket items like airplanes, new orders, shipments and inventories for durable 
goods are hitting on all cylinders.  This is very positive data flow for the month, 
year to date and year over year! 

 

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) 
In last month’s issue of The Seven Signs of a Changing Economy™ under Sign 
#6 I wrote, “I personally expect to see the best earnings season in my thirty-six-
year career.”  That has now happened. 
 
Before we take a peek at the earnings of Corporate America it is useful to have a 
historical perspective to make the comparison.  Over the last five years, analysts 
have reduced the average earnings by 3.90%.  Over 10 years, the average 
reduction is 5.50% (Source: Rodney Johnson/Dent Research).  The point is that 
for an analyst to increase their estimate of corporate earnings is almost unheard 
of. 
 
At the end of 2017, analysts’ consensus estimate for first quarter earnings growth 
was 11.30%.  By April 1, 2018 the consensus estimate had risen to +18.50%.  
Not only did they increase their estimates but in doing so admitted to being “off”, 
and too low, by 63.71%!  How do you stay employed as an analyst while being 
63.71% off on your measurement?  It gets worse for them! 
 
As of May 14, 2018, 455 S&P 500 Index companies have reported first quarter 
earnings.  To this point, the actual results are a +26% year over year increase in 
profits and +7.50% above the upward adjusted analyst consensus estimate of 

http://www.standardandpoors.com/
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18.50% on April 1, 2018.  That makes the 2017 year-end analysts’ consensus 
estimate of earnings for Corporate America in the first quarter of 2018 too low by 
230%.  How is that even possible?!  Corporate America is not only being 
underestimated in their current earnings growth but equally underestimated in the 
future growth of earnings going forward. 
 
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 profit.  So much so, that Yardini and Associates has seen earnings estimates 
for 2018 accelerate to $167.21/share for the S&P 500 as of 5/30/2018.  I will use 
Yardini’s $167.26 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 just subtract the inflation rate from 20.  I will use the 
same inflation rate the BEA used in calculating the Gross Domestic Product 
(GDP) “second estimate” for 1Q2018 released May 29, 2018 of 1.96%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 – 1.96 = 18.04 

• 2018 S&P 500 earnings estimate = $167.21 

• $167.21 x 18.04 = 3,016.47 S&P 500 Fair Market Value (FMV) 
 
As of 6/1/2018, the S&P 500 trades at 2,734.62 (2018 FMV estimate rests at a -
10.30% discount to FMV). 
 
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 in rare air positive territory, and don’t buy the noise in the news about 
“peak earnings”! 

 
 

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) 
All the goods and services we produce in the U.S. are measured via U.S. Gross 
Domestic Product (GDP).  The government agency who collects and reports this 
data is the Bureau of Economic Analysis (BEA).  The BEA reports GDP as “real” 
since they back out any GDP growth related to inflation. 
 
In the May 29, 2018 second estimate of 1Q2018 GDP, the BEA used an inflation 
rate of 1.96% to report 1Q2018 GDP growing at an annualized +2.20%.  This is 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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solid economic growth and puts our combined total output of goods and services 
at $19.956 trillion, the highest ever recorded on planet earth. 
 
This is a solid economy and one, based on the prior six signs, that is clearly 
spiraling up.  This is exactly the economic backdrop Corporate America needs for 
it to grow revenues and profits, which in turn support the current company share 
valuation and that also continues to push those share valuations higher (see Sign 
#6 above on 2018 FMV estimate).  And, the effects from the 2018 tax cuts are 
just getting started! 
 
Inflation is key here!  It is key as the historic goal is to grow the economy at +4% 
per year net after inflation.  What we don’t want to see ii inflation above 3 - 4%.  
At present, the Consumer Price Index (CPI), which measures inflation at the 
household level is running at +2.50% annualized as of April 2018. 
 
The Producer Price Index (PPI), which measures inflation at the manufacturers’ 
input level is running at +2.50% annualized as of April 2018. 
 
Post-World War II, the three drivers of inflation are labor costs (see Sign #4 
above) which are headed higher, energy costs, which are at a two-year high, and 
Consumer Spending (PCE), see Sign #1 above, which is growing at +2.80% year 
over year seasonally adjusted, as of April 2018. 
 
If you love to have something to keep you up at night, focus on these three.  
Combined, they make inflation go up and increasing inflation will result in 
increasing interest rates.  Interest rates eat into the profits of Corporate America 
and if profits stagnate, or start to decline, the market valuation of Corporate 
America, as measured by the S&P 500, will begin to reverse, i.e. the S&P 500 
will go down! 
 
I don’t write this to be an alarmist, I simply want you to know I know and that your 
WSG team has systems, processes and strategies to thoughtfully act as needed 
in our best efforts to grow and to protect the assets our clients have entrusted to 
our oversight. 
 
At this point, 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 
$167.21 turns the 3,016.47 2018 FMV into 1,337.68and even worse if earnings 
were to drop below the example of $167.21/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! 
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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. 
 

 


