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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 January 2019 
 

Summary 

 
The last quarter of 2018 saw some volatility the likes of which are very rare.  For 
those who have invested without a plan, it must have been an emotional roller 
coaster ride, not knowing what to do next.  My observation looking back from 
today is those without a plan decided to “sell all” and look to re-enter later. 
 
As you will see in Sign #2 below, I have included some headlines and article 
quotes dated during that rout in the valuations of Corporate America, especially 
the month of December 2018.  In a span of about three weeks the headlines go 
from “the largest weekly outflow of mutual funds and ETF’s” to “panic-like 
buying”!  Recall I have referred to that level of buying here before as FOMO 
(Fear of Missing Out). 
 
So, which one of these extremes will prove to have been the best course of 
action as we look back from that comfortable arm chair called “time”? 
 
In my opinion, neither!  They are both just uninformed, thoughtless and emotional 
actions by people who have obviously accumulated some wealth, or convinced 
others with wealth, to let them mess it up for them. 
 
Instead, what I think will prove to have been the best course of action is exactly 
what I have written here for years, you must have a plan with an action strategy 
inside of your asset allocation structure.  Once complete, you must have the 
resolve to stay with your plan when pretty much everything you hear and see, 
and everyone you admire and respect, is dropping their plan and “selling all” just 
to preserve net worth. 
 
I am now grateful that I blocked out several hours in my schedule last January, 
when all was calm and positive, to quietly think about how we would behave with 
the several hundred million dollars entrusted to our oversight by the clients of 
The Wealth Strategies Group, if and when the sushi hit the fan. 
 



 

2 

 

The result from that thinking process was the often referred to WSG “Exit 
Strategy”.  It was emailed to our entire client base on February 1, 2018.  I wrote 
out very specific data points where we would “thoughtfully” sell some 
percentages of ownership in our positions of Corporate America, both on the 
downside and the up, should they be hit. 
 
Key word, “thoughtfully”!  As the sushi slowly rolled into the fan, I watched those 
data points like a hawk.  I updated our clients in The Weekly Update, The Special 
Update, 12/26/2018, in client meetings and in client telephone calls. 
 
The “thoughtful” part was that as the first downside data point was hit, there was 
no reason for it to happen.  Just, in my opinion, crazy trader types and robot 
trading computers selling.  The insiders, i.e. corporate executives who run the 
companies of Corporate America, were actually net buyers.  It made no sense to 
act in an environment where my gut was screaming, “Don’t do it, people are just 
being crazy!” 
 
So, like a few other points in my 36 years in this business, I chose to “do 
nothing”.  And a few days later, the clouds parted and just like always, there was 
the blue sky of “panic-like buying”! 
 
Are we out of the woods on this part of the “normal back and fill” process?  Sorry 
to say, not likely!  In fact, my observation would be this was the welcome mat to 
the new reality of volatility rolling from crazy headline to crazy politicians to crazy 
news item number 20,209!  Your plan will need to be updated for this level of 
nutty, so if it isn’t, now is the time!  Let’s sit down and discuss where you are, 
what that means to your bigger financial future and how we are going to adjust 
for your better investment plan starting right about now! 
 
This month’s Seven Signs of a Changing Economy™ reads very positive.  There 
are some early signs of slowing, but from the lofty levels of re-starting a $20+ 
trillion economy that appears normal.  At the same time, the Chemical Activity 
Barometer (CAB) noted in Sign #3 is bothersome, as is the data sourced in Sign 
#5 from the Texas Manufacturing Outlook Survey! 
 
Contrary to what the talking heads on TV may tell you, the economic core from 
which Corporate America must operate is thriving and expanding.  For fun, check 
out Sign #7 to see how many Switzerlands the U.S. economy creates every 
single year! 
 
Investing, like life, is a confidence game!  Our plans, strategies and systems are 
key to maintaining and growing that confidence for every member of our client 
families, we remain on track and welcome all of your questions, comments and 
discussion. 
 
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. 
 

http://www.wealthstratgroup.com/blog
http://www.wealthstratgroup.com/blog
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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, February 7, 2019. 
 
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) 
If you watch the news every day I understand.  It is part of our responsibility as 
citizens to be informed.  Understanding that much of what you may read or hear 
from business news is just a talking head projecting some piece of data, 
generally not a source-based quantifiable fact, into what they think will be 
important in our future! 
 
Much of what I read and heard this past December was fear-based.  Jobs 
creation had slowed, which it did, but one month is not a trend.  And people were 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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not earning more money so no doubt they would therefore be spending less 
during the holiday shopping season! 
 
But a funny thing happened on the way to the slaughterhouse!  Amazon.com 
Inc., reported that Cyber Monday, 11/26/2018, was the biggest selling day in the 
company’s history.  As I predicted here in these notes in February 2018, the 
2018 holiday season is now officially the largest ever on planet earth.  Total retail 
sales for November 2018 through December 2018 were $1.1 trillion, up 5% - 
5.6% from 2017!  (Source: Deloitte Development, LLC, Holiday Survey.)  This 
represents 25% of the 2018 annual retail sales, per Deloitte.  Of the total sales 
$128 billion were online sales and represented an increase of 17% - 22% from 
2017, also per Deloitte. 
 
For the month of November, most current, the Personal Consumption 
Expenditures (PCE) increased +.2 or an annualized +2.29%, exactly what 2017 
was for the same period.  Personal income, personal current taxes paid, and 
current household disposable income are also at all-time highs.  (Source: Bureau 
of Economic Analysis, BEA) 
 
I am happy to report most of what you read and hear is inaccurate data and the 
reality is Sign #1, representing 68% of the U.S. economy, is strong and positive. 
(Source: JP Morgan Guide to the Markets 12/31/2018) 
 
Sign #1 remains positive. 
 

2) Indicator: Institutional Money Flow 
 Where to find it: www.wordenbrothers.com or 

www.barrons.com/convictionoftraders 
 What to look for: Increasing or decreasing prices on high volume of large 

block trades 

 
(Positive) 
Here are two headlines that are actually accurate, very rare! 
 
One: “Investors Flee U.S. Stock Funds at Record Pace” 
By: Chris Matthews and Sunny Oh 
MarketWatch, December 14, 2018 
 
I quote the authors who base their quote on Lipper data.  “More than $46 billion 
was redeemed from U.S. stock mutual funds and ETF’s between December 5 
and 12, the largest weekly outflow since Lipper began tracking weekly flows in 
1992.” 
 
Two: “Panic-like Buying in the Stock Market Took Hold as Dow Surged 750 on 
Friday” 
By: Mark DeCambre 
MarketWatch, January 4, 2019 
 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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I quote the author: “A more than 750-point gain in the Dow Jones Industrial 
Average (DJIA) and a surge in the Nasdaq Corporate Index Friday resulted in the 
equity market seeing panic-like buying.” 
 
Pretty much right in the middle of those two quotes we saw on Christmas Eve 
day, 12/24/2018, what at this writing is the low of this meltdown.  On 12/26/2018 I 
emailed our client base a “Special Update” , where I specifically detailed why, in 
my opinion, the rout was over.  
 
I promised our clients last February 1, 2018 when I emailed the WSG “Exit 
Strategy” that we would “thoughtfully” exit our ownership in Corporate America at 
specific valuations.  Key word: “thoughtfully”.  No action was taken, as there was 
nothing to support what was taking place.  It was, as we now know, fearful 
renters/traders versus long-term investors/owners, selling sooner versus 
watching their account value go down.  This is what happens to those rudderless 
investors without a plan.  They freak out pretty much every time. 
 
End of story:  One last headline. 
 
“The Stock Market Just Got Off to its Best Start in 13 Years” 
By: Mark DeCambre 
MarketWatch, January 11, 2019 
 
I quote the author: “The Dow Jones Industrial Average (DJIA), S&P 500 Index 
and the Nasdaq Composite Index are off to their best starts to a year since 2006 
after a powerful series of gains.” 
 
My decision tree has not changed.  Be smart, be fact-based, be thoughtful and 
the best choice will bubble up.  It did again this time disguised as: “Do nothing!” 
 
Since #2 is back on track and 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) 
Last month, I mentioned one of our sub-indexes that I like and follow, the 
Chemical Activity Barometer (CAB), had dropped to the downside for the first 
time in five years. 
 
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.wealthstratgroup.com/blog
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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The December data will not be out until after this month’s update call on 
1/17/2019, but I will be sure to let you know via The Weekly Update when it is 
posted. 
 
In the meantime, the Conference Board’s Leading Economic Index (LEI) 
increased slightly in the most recent month but the pace of improvement has 
slowed.  The LEI is our peek around the corner to see what the economy might 
look like six to nine months in the future, i.e. July – October 2019.  The reality of 
the LEI growing slower is actually a good thing! 
 
The LEI required a solid boost of economic activity to get what was our flat 
economy off the ground, just like the energy required for an airliner to get off the 
ground.  But, once up and running, it is normal to see the massive investment 
measured by the LEI level off to cruising level numbers, just like an airplane.  So 
far, so good! 
 
For the most recent month, LEI came in at +.2%.  In the six-month period ending 
November 2018, the Leading Economic Index increased +2.2%, or about a 
+4.4% annual rate.  This is slower than the +2.90%, or about a +5.9% annual 
rate, during the previous six months. 
 
At this time, Sign #3 is positive.  I will be very concerned if the CAB does 
continue to contract on the release date of 1/19/2019.  
 

 

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) 
For the last two months you have read here that the new jobs creation data was 
“messy”, because it was.  When I suggest messy I am referring to how many new 
jobs created are added or subtracted by the birth/death model. 
 
The birth/death model is not about people being born or passing away.  It is a 
telephone survey conducted by the Bureau of Labor Statistics (BLS).  In the 
survey if your business answers the call, they ask how many new people you 
have hired and fired.  If you owned a business that employed 1,000 people and 
you don’t answer the call because you went out of business, the BLS assumes 
all 1,000 people found new jobs.  Not usually the case in real life. 
 
This month, “messy” gave way to “very clear”!  This month’s stronger than 
expected job report highlighted the really pretty amazing growth of small 
businesses.  The U.S. created 312,000 new jobs.  If they were included, and they 

http://www.bls.gov/
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are not, the birth/death model would have added an additional 36,000 jobs for a 
total of 348,000 new jobs. 
 
Just FYI, that is outstanding!  What is not outstanding is that economists polled 
by MarketWatch research expected 182,000 new jobs to be created.  Let’s do the 
math: 
 
 Actual jobs created:  +312,000 
 Economists projected:  +182,000 
 Economists missed by:  130,000 new jobs 
 
 Economists missed %:  71.43% 
 
Would you agree with me that an economist who misses by 71.43% should be 
fired?  Probably! 
 
Since we don’t know who to fire let’s just decide to not give too much credit to 
economists’ predictions!  Instead, we will stick to the facts!   
 
The Sign #4 fact is jobs creation 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 increased +.80%, after two consecutive monthly decreases.  
Shipments, up three of the last four months, increased +.70%.  Inventories, or as 
we call it, the back room/store room, increased +.30%. 
 
The trend here suggests to me that retail and warehouse stores were filled to the 
gills for the holiday shopping season and for that reason were in a lull of ordering 
until all that stock sold.  As noted in Sign #1 it didn’t just sell, it blew the doors off. 
 
After the strongest holiday sales season ever, we are now seeing the restocking 
and new orders cycle, shipments to stores and new manufacturing starting to 
replace inventory. 
 
As great as all this is, and it is quantifiably fact-based with sources cited, there 
are a few flies buzzing around the ointment jar.  Let’s hope they don’t collide, but 
if they do, here is what we are looking at and watching for:   
 

http://www.census.gov/indicator/www/m3
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Texas is big and represents a large part of our economic imputs via the Texas 
Manufacturing Outlook Survey.  My concerns from the 12/31/2018 report are: 
 

• Production Index down 1 to 7.3 (low) 

• Capacity utilization dropped from 9.4 to 7.6 

• Shipments dropped to 6.1 (very low) 

• General Business Activity Index dropped 17 points to -3.4, a two and a 
half year low 

• Future general business activity fell 23 points to 3.2 
 
This is yet to be a trend.  Could be seasonal.  And nonetheless it is a sobering 
set of data points.   
 
Sign #5 remains positive but not a happy 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) 
Another really good statistic, as in it was right 100% of the time until 2018, bit the 
dust!  In the November issue of this update I quoted a stat from LPL Financial’s 
independent research group. 
 

“During mid-term election years, the S&P 500 has gained from October 
lows until the end of the year every single year since World War II.  That is 
18 out of 18 years, with an average gain of +10.60%.” 

 
As we all know, many things in life, like statistics, work great right up until they 
don’t! 
 
Just another reason to love facts and, better yet, trends that are fact-based.  For 
example, quantifiable, measurable and usable facts like what the valuations of 
Corporate America that are based on hard, cold cash on the barrel head; 
corporate earnings! 
 
Let’s now quantify, measure and use the earnings of Corporate America to get a 
Fair Market Value (FMV) of same using estimated 2019 earnings per share. 
 
I will use Yardini Research’s $173.90 per S&P 500 share for our 2019 (a/o 
1/7/2019) 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) “final estimate” for 3Q2018 released December 20, 2018 of 1.50%. 
 

http://www.standardandpoors.com/
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The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 – 1.50 = 18.50 

• 2019 S&P 500 earnings estimate = $173.90 

• 2019 S&P 500 earnings estimate = $173.90 x 18.50 = 3,217.15 S&P 500 
Fair Market Value (FMV) 
 

As of 1/11/2019, the S&P 500 closed at 2596.26 
 
This represents a 23.91% 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! 
 
A research piece I recently read was titled “Daily Wealth” by Dr. Steve 
Sjuggerud.  In this issue, Dr. Sjuggerud presented research that added the 
price/earnings (P/E) ratio to the 90-day T-bill. 
 
This is a tool that accounts for the cost associated with borrowing money, i.e. it 
accounts for the impact of low interest rates on a company’s ability to earn 
profits.  The research quantifiably showed that when the total is above 22, we are 
in the danger zone.  Below 20 represents quantifiable value. 
 
Based on this, I did some quick math to see the forward price/earnings (P/E) ratio 
is 14.92 as of 1/11/2019 (S&P 500 as of this writing on 1/11/2019 is 2,596.26 
divided by Yardini & Assoc. 2019 estimate of S&P 500 earnings of $173.90.)  
The 90-day T-bill as of 1/11/2019 is 2.70%. 
 
Thus, 14.92 +2.70 = 17.62, well below the value range of 20 and very much 
below Dr. Sjuggerud’s 22 level danger zone.  This is interesting detail! 
 
Sign #6 is super positive! 

 

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) 
Betting against America is a bad bet!  This month’s release of the Gross 
Domestic Product (GDP) by the Bureau of Economic Analysis (BEA) quantifies 
that.  For the “final estimate” of the U.S. GDP for the third quarter the BEA 
reported that the economy is expanding at a +3.36% annual rate. 
 
As most readers know, this is all the goods and services we produce as a nation.  
It is reported by the BEA as “real” growth, or inflation adjusted.  The inflation rate 
used for the “final estimate” was 1.50%. 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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So, after all the China, border, politics angst, here we sit with a $20.658 trillion 
economy growing at $694 billion per year!  To put that in perspective, that’s like 
the U.S. growing one of the following countries annually: 
 

• Saudi Arabia 

• Switzerland 

• Argentina 

• Taiwan 

• Sweden 

• Norway 

• Austria 
 
Every year!  All produce less than we will grow in 2018! (Source: List of countries 
by GDP – Wikipedia) 
 
Perhaps equally important, we are doing it with little inflation.  It turns out labor 
costs are in check and energy costs are down. 
 
The Producer Price Index (PPI), which measures the inflation rate at the 
“manufacturing input” level reported in at +1.80% annualized for this month. 
 
The Consumer Price Index (CPI), which measures inflation at the household 
level reported in at +2.20% annualized for this month. 
 
Sign #7 remains 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 
$173.90 turns the 3,217.15 2019 FMV into 1,391.20 and even worse if earnings 
were to drop below the example of $173.90/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. 
 

 


