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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 October 2015 
 

Summary 

 
Under the surface of our economy there is something changing! 
It is bigger than the something that was changing it before now  
and it is not only life changing, it is going to change the world. 
No, it is not China, although that is also an important impact and  
changing many aspects of the economy. 
 
What has been affecting our economy and ability to grow, with 
few jobs created, is technology.  As noted in my writings in both The Weekly 
Update, posted every Friday to the WSG website, and the monthly issues of The 
Seven Signs of a Changing Economy™. 
 
In just the last few years the byproducts of the microchip, let’s call it technological 
advancements, have been used to overthrow dictators (Egypt), see regime’s 
eliminated (Libya), advancements that caused energy prices to plummet 
(fracking), battery power, robotics, drones, etc.  Those don’t even touch on the 
same level of the technological advancements happening in healthcare, medicine 
or the industrial complex! 
 
The good news is technology in manufacturing is causing cost reductions, 
increasing productivity with fewer sick days, etc. but in the process, fewer jobs 
are required.  Yes, many jobs have been eliminated, outsourced, right sized or 
require much less worker input time. 
 
The positive result is we have a U.S. economic expansion that is noted in Sign 
#7 below via the 2Q2015 Gross Domestic Product (GDP) of +3.92%!  That is a 
growth of $705.6 billion added, and compounding, on top of our $17.914 trillion 
U.S. economy! 
 
The negative result is that technology has replaced many no skill, low skill and 
lower management jobs. 
 
The second element changing lives, and over the next few years the entire world, 
is “The Millennials”!  This is the baby boomers’ kids having kids! (Think 
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“compound growth”)  The millennial generation is the biggest in history, even 
bigger than the baby boomers! 
 
There were 77 million baby boomers, of which the leading edge was born in 
1935.  For the most part, they are done having kids, as the tail end, born in 1960, 
is approaching age 55.  That’s key because kids are expensive and that is where 
we spend most of our money as consumers. 
 
Gen X has 61 million people and are now between the ages of 40 and 50/51.  
They are having kids and spending money, but there just weren’t enough of them 
to cause big change in the economy. 
 
Millennials, WOW, there are 92,000,000 of them and they range from age 15 to 
35/36 today (Source: Goldman Sachs).  Many delayed entry into the workforce 
as they continued their education during the great recession.  They are now 
waking up, entering the workforce, buying homes, cars and having babies, i.e. 
spending a lot of money on their kids!  They are technologically savvy, confident 
and for the most part smart, as you can imagine. 
 
92,000,000!  That’s +19.48% bigger than the boomers who started to hit the peak 
of their spending in 1982! 
 
This group, when combined with the technological advancements created by the 
boomers, will change each American’s life in some way starting last year and the 
world approximately next year. 
 
It is these two elements combined, the microchip based technology and the 
millennials, that make the statistics that you see below to be hard to 
comprehend.  Stats like: 
 

 Auto sales are on track to sell 17,000,000 units in 2015, the most since 
2000 

 Household debt dropping 
 Unemployment rate at 5.1% 
 Personal taxes paid increasing 
 Corporate America revenue at all-time highs 
 Corporate America earnings at all-time highs 
 Corporate America cash at all-time highs 
 Corporate America debt at all-time lows 

 
If you haven’t started to think in this new paradigm, you are behind the curve and 
if you are an investor behind the paradigm and curve you will likely struggle to 
make good decisions.  Just like the early 1980’s with the effects of the new 
boomer generation that many failed to understand, get in front of the trend, and 
benefit from good investment decisions. 
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The only reason I can see that the economic needle has not been pegged 
positive is due to the tax increases that went into effect back in 2013, but still 
dragging on the economy. 
 
For example: 
 Your salary was reduced for a Medicare increase from 1.45% up to a 

maximum of 2.35% for couples earning over $250,000 
 Top earners’ tax rate increased from 35% to 39.6% 
 Capital gains tax increased from 15% to 20% 
 Tax on dividends increased from 15% to 20% 
 Real estate transaction tax added 3.5% on sales over the capital gains 

threshold limit 
 
Source: American Relief Act of 2012 
 
Sans these tax increases, which could change in the next few years, our 
economy could be even more positive.  
 
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. 
 

mailto:Jlunney@wealthstratgroup.com
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The live monthly call starts 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, November 12, 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) 
Consumer Spending is the bullseye of economic expansion.  It represents 68.5% 
of the entire U.S. GDP.  (Source: JP Morgan Asset Management Market Insight 
6/30/2015) Thus, if Consumer Spending is increasing our U.S. economy will be 
expanding!  (See Sign #7 detail below on 2Q15 GDP) 
 
In the last 12 months Consumer Spending has increased slightly more than 3%, 
per the U.S. government Bureau of Economic Analysis (BEA)!  This is significant.   
 
I would suggest that based on the Consumer Confidence Index, which was 
reported as 103 versus last month’s 101.3 by the BEA on Tuesday, September 
29, 2015, that Sign #1 Personal Consumption Expenditures will be up for at least 
the next few months.  I will also add that from my observations as a social 
scientist walking around several cities in several countries over the last few 
weeks (hence the delayed Seven Signs update this month), that it could be up for 
several years.  More on these observations below. 
 
As noted last month in The Seven Signs of a Changing Economy™, auto sales 
are on track to reach 17,000,000 units in 2015!  As a reference this would be the 
highest level in 15 years! 
 
In addition, per the Bureau of Economic Analysis, U.S. household debt has 
continued to decline as “real”, i.e. inflation adjusted incomes have grown steadily. 
 
Unemployment is right at 5.1% (very low, as inflation has historically ramped up 
at 4% unemployment).  Per the Federal Reserve the U.S. economy is projected 
to create 2.5 million new jobs in 2016, which is less than 90 days away. 
 
I understand from watching the business news that we are all supposed to be 
very pessimistic about the future, but the facts suggest a completely different 
story—sorry!  The fact is the biggest contributor to U.S. economic growth, 
Consumer Spending, is not just doing well, it is doing extremely well!  Again, 
“sorry” to our negative thinking readers. 

http://www.bea.gov/
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P.S. As anecdotal evidence I suggest the negative based believers refer to 
www.bea.gov, where you can also see that personal taxes paid to date in 2015 
have been up and growing.  Personal taxes paid are “real”, not government 
based “hocus pocus”!  People who earned money, paid real taxes (quantifiable), 
and then paid down debt, saved about 4%, bought autos and spent on “stuff” at 
an annualized higher rate than last year by +3.92%! Huge! 

 

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) 
If you were to go to the WSG website, www.wealthstratgroup.com, and click on 
my picture, it will advance you to some of the supporting methodology and 
philosophy behind The Wealth Planning Strategy.  Here you can read any of the 
past issues of The Seven Signs of a Changing Economy monthly update. 
 
There you will see the trend of 2015.  That trend is individual investors, think 
401k investors, retirees and day traders continue selling their positions in 
Corporate America.  (Note to self:  I did not add “future focused investors” like 
those of WSG, who tend to find direction, capability and confidence in our 
strategies, systems and processes.) 
 
The trend is simple, the prior group continues to be sellers of Corporate America 
at valuations that are at, to just below, historical averages.  (See Sign #6 below) 
Stunning!  
 
Fear based, and in my opinion, driven by the media machine that screams:  “If it 
bleeds, it leads!” 
 
Nothing, absolutely nothing, is bleeding in Corporate America.  Of course, there 
will be companies dealing with change in their industry or choose to break the 
rules, like Volkswagen, but Corporate America overall is fine. 
 
So, who is buying all the shares those folks noted above are selling?  Corporate 
America, of course!  They have continued all along the bloody path to the point 
where they are now 25% fewer shares available to purchase than in the year 
2000. 
 
For those readers old enough to remember Sir John Templeton’s NY Times 
quote on February 10, 1982, he stated “there is a 50/50 chance the Dow Jones 
Industrial Average will reach 3,000 in the next five years”. Templeton noted at 
that time there could be a “shortage of common stock” once investors realized 
the values currently offered. 
 

http://www.bea.gov/
http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
http://www.wealthstratgroup.com/
http://www.wealthstratgroup.com/p/7-signs
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I am not John Templeton, but I don’t think it requires high status to offer the idea 
that we face the potential for the same type of shortage today!  If that were to 
happen, like then, we could see market values trend up rather steep and quick. 
 
At The Wealth Strategies Group we are positioning accordingly and kindly 
suggest you give thoughtful quiet time to consider the same idea. 
 
Sign #2 is 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) 
Since 2007 I have not written this monthly update for the month of August.  The 
reason I choose to skip August is because August represents the peak of the 
lazy days of the summer haze.  The data flow is slow and somewhat skewed in 
the sense that many are at the beach, mountains, backyard, etc., but for the most 
part not living their normal daily life. 
 
That stated, Sign #3 represents The Conference Board’s Leading Economic 
Index and it lags behind “real time” reporting.  The way the calendar fell 
combined with my schedule to write the Seven Signs, means the most recent 
data was released in late September and is for August 2015. 
 
The LEI is positive this month, as it did increase +.1%.  But, again it is August, so 
not a big deal.  Even in August I would have expected a higher positive number 
than +.1%.  However, for the YTD through August, the LEI is +2.5%.  The +2.5% 
falls right in line with the growth of the U.S. economy, as noted below in Sign #7, 
which is growing at 3.9%. 
 
Of the ten indicators The Conference Board tracks to calculate the LEI, five were 
positive, four were negative and one neutral.  New orders for consumer goods 
and materials was positive, supporting the detail above in Sign #1 on Personal 
Consumption Expenditures (PCE), AKA Consumer Spending increases. 
 
My other personal favorite component to suggest positive economic growth 
ahead is manufacturers’ new orders for non-defense capital goods, excluding 
aircraft, which was reported slightly negative as were the ISM new orders. 
 
Conclusion, this growth is weak and is also from August so it is not, in my 
opinion, as pure as I would like to see.  Thus, next month’s will be more notable. 
 

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 

http://www.businesscycle.com/
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.bls.gov/
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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) 
Unlike the Leading Economic Index above, the jobs creation data is for 
September 2015, and is the most recent.  This month’s jobs data is bad.  You 
could argue that it is worse than bad, perhaps terrible.   
 
For September 2015, 142,000 jobs were created.  This is well below the number 
of jobs needed to keep our young Americans entering the workforce employed.  
That requires approximately 100,000 new jobs and another roughly 100,000 for 
people laid off during the “great recession”. 
 
The good news is that the Bureau of Labor Statistics (BLS) took out 34,000 jobs 
based on detail from the birth/death model.  This is a telephone survey that tends 
to be inconsistent and somewhat inaccurate in adding and subtracting jobs to the 
monthly total.  This month this report took away 34,000 jobs.  Without this 
adjustment, new jobs created would be closer to 176,000. 
 
176,000 seems more reasonable since the 4-week moving average of initial 
claims for unemployment continues to drop.  It was reported at 267,500 this 
month.  This is the lowest since 1/18/2014 when there were 320,000 initial 
claims.  Remember, a number under 300,000 claims is positive and a downward 
trend tends to suggest an improving jobs market. 
 
Personally, it is hard for me to believe there aren’t more new jobs being created, 
as “new” home sales are up 21.2% in the first half of 2015.  “New” autos are on 
track to sell 17,000,000 units and the unemployment rate has dropped to +5.1%.  
I suspect there is some sort of cross current in the data.  Again, I can’t prove it, 
the facts are the facts, but it appears to me that we should be seeing more new 
jobs created based on all the “new” houses, cars and stuff consumers are clearly 
buying as quantified above in Sign #1! 
 
Of course, the press is sticking with the negative stat and outlook, which is 
measured in the Labor Force Participation rate.  This month the participation 
rate, i.e. percentage of the population working dropped to a ten-year low of 
62.40%.  The statistic is worth noting, but I must add my observation and that is 
many people chose to retire after they were laid off during the “great recession”.  
Yes, many that wanted a job could not find one, so they retired.  Perhaps a few 
made up a disability to take social security early, etc.  I remain convinced that 
many boomers took early retirement and, combined with larger life spans and 
three-quarters of the 92,000 millennials now counted in the working age 
population, this statistic is being forced down mathematically  by a larger 
denominator! 
 
Sign #4 remains in a positive trend. 
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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 2%.  Thus, nullifying last month’s 
+2.0% increase.  New shipments were unchanged and unfilled orders decreased 
.2%. 
 
This data also lags and is for August 2015.  Again, summer data is lazy summer 
haze data most of the time.  Thus, it is a good point to look at year to date data 
and it is actually pretty good.  YTD new shipments are up +7.2%.  That said, it is 
also growing at a lesser rate than 2014 when it was growing +13.27% for the 
same period.  
 
After looking at the detail in the U.S. Department of Commerce Report dated 
9/24/2015 for August 2015 data, it is clear the slowdown in the energy patch also 
played into last year’s higher number and this year’s solid growth, even if down 
from last year.  Growth is growth and the new orders, shipments and unfilled 
orders appear very much in the growth column even for August dataflow.   
 
Sign #5 remains positive. 
 

6) Indicator: S&P 500 Earnings per Share growth 
 Where to find it: www.standardandpoors.com 
 What to look for: Two quarters of S&P 500 earnings per-share growth, up 

being a positive trend and down being a negative trend 

 
(Positive) 
Those prices you are paying for energy, especially at the gas pump, are definitely 
affecting the earnings of companies in the energy sector, which in turn must 
reduce the earnings of S&P 500 as a whole. 
 
The energy companies in the S&P 500 have reported lower earnings of -60.6% 
on a reduction in revenue of -31.7%.  These are weak numbers and have started 
to creep into the overall reduction in the earnings outlook for the S&P 500. 
 
That noted, how are the other S&P 500 companies doing?  Pretty well, it turns 
out!  If you take the energy companies out of the S&P 500 for a quick look you 
find that earnings on average are up +5.4% on increasing revenues, which have 
never been higher. 
 
Energy prices are generally expected to stabilize between $40-$60 per bbl.  As 
the energy sector cuts costs to support this new normal, the earnings contraction 

http://www.census.gov/indicator/www/m3
http://www.standardandpoors.com/
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is expected to conclude and perhaps even start adding to S&P 500 earnings 
growth again. 
 
In the meantime, that means full year 2015 S&P 500 earnings are expected to be 
$118.50 per share and the forward 12 months are projected to be $127.70.  
(Source: Yardini Research) 
 
This month let’s use the “Rule of 20” to get an idea of where we stand of the Fair 
Market Value (FMV) for Corporate America, as measured by the S&P 500: 
 
To use the “Rule of 20” you subtract the inflation rate from 20.  I will use the 
same inflation rate the BEA used in calculating the U.S. Gross Domestic Product 
in their third and final estimate released on September 25, 2015, which was 
2.13%.  This becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the estimate of Fair Market Value. 
 

 S&P 500 2015 earnings estimate = $118.50 

 $118.50 x 17.87 = 2,117.60 
 
As of 10/09/2015 the S&P 500 closed at 2,014.89 (a 5.09% discount to FMV) 
 
It is that time of year when we start to let go of 2015 and look forward to 2016.  
Based on the S&P 500 earnings estimate from Yardini Research noted above, 
let’s run a 2016 Fair Market Value estimate: 
 

 S&P 500 2016 earnings estimate = $127.70 

 $127.70 x 17.87 = 2,281.99 
 
As of 10/9/2015 the S&P 500 close at 2,014.89 (a 13.25% discount to FMV) 
 
As stated, these are “Rule of 20” 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. 
 

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) 
Inflation and deflation matter.  Trust me, no one wants deflation.  Deflation is a 
contracting economy and is what happened during our country’s Great 
Depression.  This is one of the key reasons the U.S. Treasury and the Federal 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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Reserve have created various strategies to get money in people’s hands to 
spend.  When those nearly $4 trillion dollars go through the system it is meant to 
make the economy heat up, i.e. increase the velocity of money. 
 
So far that has been a herky jerky process, but it appears that we are now seeing 
solid economic growth, as measured by the U.S. Gross Domestic Product or 
GDP.  The GDP is all the goods and services our country produces, and of which 
our consumers use about 70% of, while the difference is exports.  Importantly, 
the GDP is inflation adjusted.  In the Bureau of Economic Analysis (BEA) third 
and final estimate of 2Q2015 GDP they used 2.13% as their inflation rate, i.e. 
“deflater”, to adjust for inflation, or higher prices. 
 
This implies that our nearly $18 trillion economy is inflating at 2.13%, but most 
importantly it is growing, as of the second quarter, at a 3.92% annualized rate.  
That is a remarkable increase of $705.6 billion per year in expansion growth.  Not 
only that, the growth was found in all categories measured, sans energy.  A wide, 
deep and gaining momentum economy. 
 
Yes, you would think jobs creation would, therefore, be much higher, i.e. better in 
Sign #4 above.  However, the key points noted above in Sign #4 along with 
comments around the effects of the micro chip and technology on jobs creation, 
think robots, machines, etc. are causing less need for unskilled labor.  Our 
economy is growing again and I expect that to continue with modest to low 
inflation. This will provide a strong backdrop for the next administration, whoever 
that will be, to lead from. 
 
Sign #7 is 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 
$127.70 turns the $2,218.99 2016 FMV into 1,021.60 and even worse if earnings 
were to drop below the example of $127.70.00/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! 

 

   

 
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. 
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•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. 
 

 


