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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 2015 
 

Summary 

 
What a difference a month makes!  In last month’s summary 
of The Seven Signs of a Changing Economy™ (read it here) I  
wrote about my concern with new jobs creation, as over half 
the jobs reported were in fact a result of a guess from the  
birth/death model.  Durable Goods orders and deliveries were 
contracting.  The U.S. dollar was up versus other currencies,  
which creates a headwind for Corporate America to grow earning  
overseas. 
 
The conclusion was that some of the data flow was weak and a few of the signs 
were in the area of a possible trend change down to neutral, unless the data 
changed rather quickly. 
 
Well, good news!  The data not only changed rather quickly, it also reported 
surprisingly good!  In Sign #1, Consumer Spending, gapped higher, as 
household income increased.  Savings rates also jumped to over 5% and 
household debt went down again. 
 
This month in Sign #2, Leading Economic Indicators (LEI) roared back with the 
largest gain in a year!  Not only that, it was broad based, with nine of the ten LEI 
inputs reported positive! 
 
The new jobs report in Sign #4 was of much better quality, as only a small 
number of the new jobs created came from the usually questionable birth/death 
model. 
 
Not only did the Durable Goods report come in positive, but the reported data 
flow suggests this will be a very large holiday shopping season.  As I posted on 
the WSG Weekly Update on 11/6/2015 (read it here) I think holiday sales will be 
up 12% over last year and result in the largest holiday shopping season ever on 
planet earth! 
 

 

http://www.wealthstratgroup.com/p/7-signs
http://www.wealthstratgroup.com/blog
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Even after the negative input from the earnings of energy companies and a 
stronger dollar, Corporate America continues to earn the most in revenues and 
earnings ever, and in Sign #7, the Gross Domestic Product was revised up with 
little inflation in the system. 
 
Back on March 17, 2015, Federal Reserve Chairwoman, Janet Yellen, projected 
the following for 2015: 
  

Gross Domestic Product (GDP)  +2.6% - +3.0% 
Inflation Rate                                 +1.0% - +1.6% 
Unemployment Rate    +5.2% - +5.3%  
Federal Funds Interest Rate   Up .25% to .50% 

 
So, where are we as we prepare to leave 2015? 
 

Gross Domestic Product (GDP) +2.1% 
Inflation (per BEA) Rate  +1.32% 
Unemployment Rate  +5.0% 
Federal Funds Interest Rate Unchanged at .25%  

 
Comments:  

 GDP was annualizing at +3.90% as we left 2Q2015.  When the dust 
settles on 2015 I suspect we will be closer to 2.60% then 2.10%, which is 
right in line with the Fed Chair’s prediction. 

 

 The inflation rate at 1.32% lands square in the middle of her prediction.   
 

 The unemployment rate is better than predicted! 
 
If not for some weirdness with China and other emerging markets, I think the Fed 
would have already raised the Fed Funds rate by a quarter of a percent to .50% 
as predicted. 
 
Instead it is now almost certain the last prediction of a .25 increase in the Federal 
Funds rate will fall in place at the conclusion of the Federal Reserve FOMC 
meeting on December 16, 2015.   
 
This data set points to a pretty positive background for 2016.  It seems 
reasonable for our economy to grow at +2.5% - +3% and for the values of 
Corporate America to trend higher toward the Fair Market Value (FMV) 
calculated below in Sign #6.  As interest rates have likely bottomed, it seems 
reasonable to expect limited returns for the fixed income space. 
 
As energy prices have dropped dramatically it would be reasonable to assume 
that prices should stabilize and in the stability of energy prices there should be 
less headwind for the earnings of Corporate America, suggesting a continuation 
in the trend of higher revenues and earnings. 
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Emerging markets have attractive valuations as do developed international 
stocks, thus we should see positive results from overseas as well. 
 
As the economic cycle continues to gain stronger footing and the economic spiral 
up continues, medium and large size companies tend to enjoy the benefits of 
economy of scale and should enjoy increased valuations. 
 
Steady growth in wages and additional new full time jobs, as detailed below in 
Sign #4, suggests increased consumer spending and savings rates at the same 
time. 
 
And of course, 2016 is a Presidential election year!  Healthcare reform, tax 
reform and energy policy will all play a key role in adding to the normal volatility 
that comes with election years.  It has been my experience that the best way to 
deal with uncertainty and volatility is to have a plan and stick to it.  That’s what 
we have helped our clients do since the Ronald Reagan Presidential election 
years!  Over time the “Rules of Clarity™” have served our clients well.  IF you 
would like more detail on the Rules of Clarity™ strategy, just call or email me.  
 
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
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
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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, January 14, 2016. 
 
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) 
As I write this update on 12/4/2015, we are on a collision course.  Sorry, but 
unlike the more popular and negative news sources, most Americans pull their 
news from, this collision is between two positive events that when they collide 
could cause even more positive events as a result.   
 
I understand the sky is dark with “black swan” events that suggest we all should 
stock up on adult diapers.  Sorry, but our family, like most others, long ago 
decided to let the terror tumble weeds fly, as we live our very normal lives to the 
maximum our health will allow! 
 
So, what are these positive events I speak of?  The first is the drop in energy 
prices.  Our good friend, Rick Davis over at the Consumer Metrics Institute 
recently reminded me that “each penny of change in gasoline prices alters non-
discretionary spending by U.S. consumers and businesses by an annualized 
$1.3 billion.” 
 
Per gasbuddy.com the average gallon of gas on 12/4/2014 was $2.74.  On 
12/4/2015 it is $2.04.  This results in an annualized increase in “disposable” 
income, i.e. pennies from heaven to “spend on whatever I want”, of $91 billion!  
Just for fun, I went back 18 months to 6/4/2014 and a gallon was $3.68 versus 
today’s $2.04, resulting in a savings of 162 cents or an increase of $210 billion in 
annualized disposable household income.  That is a huge addition of spending 
fuel behind Personal Consumption Expenditures (PCE).   
 
Now, combine that with the second positive trend of workers’ annual pay 
increase and you have a force of positive that has the potential to positively jolt 
the economic spiral up I have been writing about for the last three years.  “If you 
add the millions of new jobs created since the bottom of the “Great Recession” to 
the increasing annual income you get an estimated +4.6% increase in annual 
wages.  (Source: Tom Porcelli, Chief U.S. Economist at RBC Capital Markets 
11/6/2015) 
 

http://www.bea.gov/


 

5 

 

These two elements added together are not a 1+1=2 equation, but in my 
observation over the years more like a 1+1=6 equation!  As we “enter” the 
holiday shopping season this month’s Personal Consumption Expenditure (PCE) 
was reported by the Bureau of Economic Analysis (BEA) at +.4%.  With all this 
extra collected disposable income at the household level expect to see headlines 
like the following as we “exit” the holiday shopping season. 
 
“The largest shopping season on earth has concluded” 
 
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) 
Sign #2 is the second most important of The Seven Signs of a Changing 
Economy™ behind Consumer Spending for a reason!  The reason is because 
big money (think billions per transaction) leaves a footprint in the volumes and 
price trends as it moves out of one investment position and into another.  In the 
past I have suggested this sign is my “weathervane”.  A weathervane tells me 
which way the wind is blowing and how hard.  Sign #2 tells us where the money 
is flowing and with how much confidence, as measured by large block volume 
trades and price trends. 
 
There are periods, like the holidays, where we all take a break…even huge asset 
management groups.  The pre-Thanksgiving Day period produced the narrowest 
trading range of the year for the Dow Jones Industrial Average.  Expect more of 
the same starting with the week of December 14th!  The giant money will slowly 
start to head out over the fields and through the woods until next year! 
 
In the meantime, the average investor, i.e. not the giants noted above who have 
pushed the valuations of Corporate America back toward the peak of all-time 
highs, are busy being afraid and scared of the future.  Per the Lipper Fund Flow 
Report for the week ended 12/4/2015 were net sellers of $600 million in equity 
funds and net sellers of $5.35 billion in taxable fixed income funds. 
 
Conclusion:  Expect valuations to trend higher with the normal low volume 
volatility associated with the lack of interest that goes with holiday periods. 
Sign #2 remains positive, as “the trend is your friend” and the price trend is up! 

 

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 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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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(Positive) 
In last month’s issue for Sign #3 I noted my concern that out of the last three 
months of data, two of the months presented a contraction in the data.  Also, that 
the average contraction of the three months was -.3%! 
 
Well “good news”! 
 
This month the Leading Economic Index (LEI) reported the largest monthly gain 
since November 2014!  It gets better!  Nine of the ten indicators that make up 
The Conference Board LEI increased for this month! 
 
The only negative contributor was ISM New Orders Index.  Until a few years ago 
when the name was changed, this indicator was called “Vendor Performance”.  In 
my opinion it is one of the ten indicators I would suggest is “filler”, i.e.  The 
Conference Board could have chosen to go with nine, or even “seven” indicators! 
 
 
The New Orders Index measures the speed at which companies receive 
deliveries from suppliers, i.e. if it takes longer to receive your delivery your 
supplier must be struggling to keep up with demand. 
 
Maybe the reason the data for new orders is showing weak, i.e. fast delivery, is 
because delivery systems are more efficient, faster and cheaper as a result of 
technology!  In Dallas, Amazon is testing 30-minute delivery of your internet 
order using drone drop off! 
 
Sign #3 made a huge reversal and remains in a positive trend! 
 

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 

 
In last month’s summary, I wrote about my concern around “how” the new jobs 
for the month added up to +271,000 new jobs.  My concern was that of the new 
271,000 jobs, 165,000 had been “added in” from the less accurate birth/death 
model. 
 
The birth/death model tends to be less accurate, as it is a telephone survey of 
businesses that adds or subtracts new jobs based on hiring and firing of the 
businesses contacted. 
 
It was a pleasure to see this month’s report of 211,000 new jobs created and that 
only 15,000 were from the birth/death model.  The report also noted the least 
amount of layoffs since 2009.  On November 6, 2015, marketwatch.com reported 

http://www.bls.gov/
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that as of October 2015, there are 122.02 million full-time jobs, which tops the 
121.61 million reported in December 2007, the start date of the Great Recession. 
 
This detail clearly circles back to why Sign #1 above was so positive.  New jobs 
created, average pay increase and savings at the pump are contributing to create 
the potential for Personal Consumption Expenditures to increase rather quickly 
and potentially dramatically. 
 
A more consistent and less volatile data point is the St. Louis Fed 4-Week 
Moving Average of Initial Claims (for unemployment), which reported in at 
269,250, which is down and in line with data since June 2015. 
 
Lastly, the Labor Force Statistics from the current population survey showed an 
increase in the workforce for the first time since January 2015.  Not huge, but an 
increase nonetheless. 
 
Note to self:  Those 92 million millennials, age 15 to 35/36, are getting deeper 
into the workforce, getting married, having kids, buying cars and houses…all of 
which create jobs!  This is a huge contributing element in the continuing spiral up 
of our U.S. economy.  
 
Sign #4 is back on track and 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.   
 
For Sign #5, this is how you spell positive: 
   

2013:  +1.5% 
2014:  +5.8% 
2015:  +10.4% 

 
This is “new orders” data for the first ten months of the respective year.  In just 
the last 30 days we saw what I would suggest is an impressive reversal of new 
orders.  Last month new orders were -1.2%.  This month new orders increased 
3.0%.  Shipments decreased -.1%.  Unfilled orders increased .3% and 
inventories decreased -.2%. 
 
This data flow suggests to me a high anticipation of holiday sales from the retail 
sector via new orders.  They haven’t shipped yet, hence the -.1% shipments, but 

http://www.census.gov/indicator/www/m3
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they will!  Also, unfilled orders up .3% suggests we can’t keep up with orders and 
inventories down -.2% tells me that “Black Friday” had killer sales after 
Thanksgiving! 
 
This is really positive data flow…but, it gets better! 
 
Remember back in Sign #3, the Leading Economic Indicators (LEI), that there 
are 10 inputs to the calculation of LEI?  I regularly write that I have three favorites 
that really do indicate what the economy may be doing six to nine months down 
the road!  One is manufacturers’ new orders of non-defense capital goods.  The 
reason I value this input is because it measures the manufacturers’ need for new 
equipment.  This is a super sign that demand for their products is, or isn’t, picking 
up. 
 
Again, “good news”!  Per marketwatch.com, 12/1/2015 manufacturing new order 
outlays are up over 40% in the last 12 months.  Without question, this clearly 
points to higher consumer and business demand than is apparent to the average 
economist.  What it suggests to me as a social scientist is that corporate 
manufacturers have just started to figure out they have 92 million new millennial 
customers that they don’t have the capacity to serve.  They know they are behind 
the curve and they are ramping it up 40% to catch up. 
  
Sign #5 dodged the negative bullet in a big way and 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) 
In the “photo grande”, i.e. the big picture, the earnings of Corporate America are 
up quarter over quarter and year over year, except in the energy sector! 
 
What this says is that if you exclude the rather unbelievable earnings destruction 
that is likely close to bottoming out in energy, the revenues and earnings of 
Corporate America are growing and profit margins are “in fact”, not my opinion, at 
record highs. 
 
I could argue with a high level of confidence that these trends will continue next 
year as well.  Yes, as noted in Sign #1 above, the sky is dark with “black swans”, 
any of which could come crashing down and bring volatility and negative outlook 
with it.  But, past the unknowns, the outlook is pretty darn good! 
 
What seems to be more the norm these days is a company like Nordstroms 
reports earnings down 14.28% and the stock drops 18% in a day (11/12/2015) 
and down 33% YTD as of 11/12/2015.  Thus, a 2x reaction in the price of the 
shares based on an event of the prior 90 days.  Does that sound even close to 
logical to you?  In just one day, 11/12/2015, Macy’s was down 20.04%, Game 

http://www.standardandpoors.com/
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Stop down 20.62%, Advanced Autoparts down 18.67% and Keurig Green 
Mountain down 17.41% for the same reason, a minor quarterly reduction in 
earnings versus expectation.  Mind you, all reported earnings gains, just below 
expectations! 
 
We call these types of days “knee jerk” reactions. 
 
Mention of individual equities in this commentary is for informational purposes 
only and is not intended to represent a recommendation. 
 
So, where are we in the world of Fair Market Valuations (FMV)?  Well, per 
normal, let’s run a “Rule of 20” Fair Market Value equation: 
 
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 “second” estimate released on October 29, 2015, which was +1.32%.  
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 earnings estimate = $118.50 

 $118.50 x 18.68 = 2,213.58 
 
As of 12/9/2015 the S&P 500 trades at 2,058.59 (a 7.52% 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 note above, 
let’s run a 2016 Fair Market Value estimate: 
 

 S&P 500 earnings estimate = $127.70 

 $127.70 x 18.68 = 2,385.44 
 
As of 12/9/2015 the S&P 500 trades at 2,058.59 (a 15.87% 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. 
 
*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 
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$127.70 turns the 2,398.21 2016 FMV into 1,021.60 and even worse if earnings 
were to drop below the example of $127.70/share!  This is the multiplier risk and 
earnings risk I personally worry about.  It may never occur, but what an 
unfortunate event it would be if it did and we had not prepared for it as a 
possibility.  Thus, I am glad we have! 

 

7) Indicator: Inflation/deflation numbers 
 Where to find it: www.bls.gov/ppi/ or www.bls.gov/cpi/ 
 What to look for: An interruption to the consistent but modest increase in 

the cost we all pay for goods and services 

 
(Positive) 
As noted here regularly, inflation and deflation are key themes in the history of 
our economy.  Moderate inflation of 2% - 3% is desirable.  Per the Bureau of 
Economic Analysis (BEA) the inflation rate at present is +1.32%. 
 
As noted above in Sign #5 the dropping energy prices have affected the earnings 
of energy companies.  The lower energy input costs, which are in just about 
everything we consume, have reduced the inflation rate per the Bureau of Labor 
Statistics (BLS).  The energy input costs have reduced the inflation rate nearly 
60%.  Thus, it seems reasonable to suggest the inflation rate would be closer to 
2.3% if not for falling energy prices. 
 
It is a statistic like the effect of cheap energy that seems to mask how much 
better the economy is doing than the headlines suggest.  On November 24, 2015 
the BEA released their “second estimate” of the 3Q2015 U.S. Gross Domestic 
Product.  The rate of growth was revised up to +2.1% from the “advanced 
estimate” on 10/29/2015 of +1.50%. 
 
Our nearly $18 trillion dollar economy is growing at +2.1%, which is net after 
inflation.  This is solid growth.  It is not a barn burner growth rate but I would 
suggest this slow, solid, steady growth could continue for a very, very long time. 
 
The collapse of energy prices is having a negative effect on about 18% of our 
economy, while at the same time it benefits the other 72% of the economy.  I find 
it difficult to understand how that can be bad for the total economy. 
 
Household income is up, savings rates are up over 5%, new jobs are being 
created, consumer spending is up and the economy is growing with little inflation.  
This is all positive, as is Sign #7 again this month! 

 

   

 
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. 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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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  
•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. 
•International investing involves special risks such as currency fluctuation and 
political instability and may not be suitable for all investors. These risks are often 
heightened for investments in emerging markets 
 

 


