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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 July 2016 
 

Summary 

 
So, Bill Gates walks into a bar…. 
 
Q:  What happens when Bill Gates walks into a bar of 75 people? 
A:  The “average” net worth jumps to more than a billion dollars! * 
 
*Based on Bill Gates 2015 year-end net worth of $76 billion, as  
reported by Forbes Magazine. 
 
Funny to me because it’s true, but the reality of how the $76 billion grew to that 
level is key.  Mr. Gates could have sold out decades ago and he, his kids and his 
kid’s kids would never worry about money again, even if it was many billions of 
dollars less than $76 billion, but he did not!  He continued to add value and by 
being patient, disciplined and systematic, the value of his investment grew over 
time and with multiple setbacks, i.e., volatility, along the way. 
 
This year started out with a stock market drop that is now in the history books as 
the worst first six week loss in Wall Street history.  As you will see in Sign #2, 
Institutional money flow, the large institutions and many companies themselves 
were buyers while the average “retail” investor, as measured by the American 
Association of Individual Investors (AAII), were selling en masse. 
 
I was, let’s call it “asked”, why I was not selling into this weakness to protect the 
capital our clients have entrusted to our oversight.  My response was well 
researched, documented and historically correct.  Specifically, The Seven Signs 
of a Changing Economy™ were all positive and remain so in this current edition! 
These Seven Signs are our “economic compass”.  The values of Corporate 
America will trend both up and down.  At times “they” will experience volatility, 
sometimes violent volatility.  But, over time, the values of Corporate America 
have “always”, (look at price chart overlays versus GDP growth over five year 
periods and show me once this was not true) trended toward the growth of our 
economy-both up and down.  It is during these periods of volatility we want to be 
patient, disciplined and use systems such as our WSG Systematic Investment 
Model, just like Bill gates, Warren Buffet and other successful investors and 
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value creators.  Of course, one of our key priorities from the investment advisor 
side of the table is to be sure this risk and volatility is in line with our clients’ 
constraints for time, risk tolerance, age, stage and goals. 
 
We all know bad news sells, but as investors, we really need to be careful of 
what we accept as accurate data, as well as what matters.  For example, each 
month I pull the University of Michigan/Reuters data for “Consumer 
Expectations”.  You have never seen me report or comment on this number.  
Why?  Because it doesn’t matter!  When consumers are surveyed, they have a 
different thought process than when they are swiping their credit card at the cash 
register.  That’s the key--action versus conversation!  It is also why Sign #1, 
Personal Consumption Expenditures (PCE), is Sign #1.  It represents almost 
70% of the U.S. economic growth, as measured by Gross Domestic Product 
(GDP).  And, it is measuring action at the cash register! 
 
As you will see below, Sign #1 is super positive with 1Q2016 GDP coming in at 
+1.08% annualized versus the first estimate of +.50% on 4/25/2016.  The Bureau 
of Labor Statistics was only off by 100%, but that included the re-tooling of the 
energy sector, which seems to be coming back in new, improved and positive 
ways.  It is estimated by Barclay’s, and noted in Sign #7 below that full year GDP 
could now be +2.80%, or more. 
 
Our economy is in transition.  The micro chip has caused this, will continue to 
keep it happening and expect it to get faster, more complicated and BETTER as 
we push toward our new bigger and better collective futures.  There are 
92,000,000 people between age 16 and 36 that are starting to earn, save and 
spend just like the 88,000,000 Baby Boomers did starting in 1982, only this time 
it is bigger. 
 
Volatility is here to stay in our day to day valuation of Corporate America, as 
measured by the S&P 500.  We need to remember this:  92,000,000 people are 
earning, saving and spending.  Our Seven Signs Economic Compass will help to 
keep us on the right side of the investment spectrum and if as investors, we 
focus on being patient, disciplined and systematic.  Then one day when we walk 
into a bar perhaps the average net worth will increase too! 
 
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 
 

mailto:Jlunney@wealthstratgroup.com
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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, September 15, 2016.  (As usual, there 
will be no August 2016 call.) 
 
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) 
Personal Consumption Expenditures (PCE) represent nearly 70% of the entire 
U.S. Economy.  (Source:  JPMorgan Asset Management, Guide to the Markets 
6/30/2016).  This is also why PCE is Sign #1 of the Seven Signs of a Changing 
Economy™.  It is the 800 pound gorilla of our economy. 
 
Remember, back in the May issue I suggested we would likely see a “spring 
zing” after the PCE numbers emerged from the year-end holiday shopping spree 
that once again turned out to be the largest in, well, FOREVER!  Spring is here 
and the zing I referred to is also!  As a follow up to last month’s incredible 
increase in consumer spending of +.80%, the largest increase since 2012 (That’s 
as far back as I looked), this month’s came in at +.30%. 
 
This detail added onto the prior month’s is very likely to show up in upward 
estimates to our country’s Gross Domestic Product (GDP), or all the goods and 
services our country produces, by the third quarter.  As you will see in Sign #7 

http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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below, our 1Q2016 GDP was posted as +1.08%.  That is weak, but this new data 
stream is very strong and per Barclay’s, full year 2016 is now estimated to be 
+2.80%. 
 
When you recall that the entire energy sector of our economy was completely re-
tooled over the last six months, now stabilizing and is once again expanding, it 
seems realistic to suggest +2.80% GDP.  In my opinion, full year 2016 GDP 
could come in closer to 3%+! 
 
That is how strong this consumer spending data stream is.  As you will see in 
Sign #4, employment rate and after-tax personal income, more people are 
working and have more after-tax personal income to spend on discretionary 
items.  This is from the combination of both earned income and spending less at 
the gas pump. 
 
In last month’s issue I wrote this PCE data was “off the chart good”.  Well, it still 
is and Sign #1, “The Key Sign” remains as positive as positive can get. 
 
 

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) 
 
“Whenever you find yourself on the side of the majority, it’s time to pause and 
reflect.”  Mark Twain 
 
Based on this favorite quote from Mark Twain, Sign #2 suggests we are so far 
away from the majority that I could argue we almost have to be right!  But, let’s 
focus on the facts and leave what I think out of the equation. 
 
The “average investor”, as measured by the American Association of Individual 
Investors (AAII), (think of your parents, grandparents, 401(k) investors, i.e., not 
money management firms with floors of MBA’s) has been a net seller of shares in 
Corporate America each month this year! 
 
Those who made it through “Sell in May and go away” appear to have finally 
buckled on the news of the U.K. voting to leave the European Union, as they 
were net sellers of $22.4 billion between 6/15/16 and 6/29/16.  (Source:  
www.lipperusfundflows.com). 
 
As they say on TV infomercials; “But that’s not all!”…  Nope, these folks not only 
sold, they went onto sell short, i.e., sold shares they do not own, hoping to buy 
them back at a lower price later.  Just FYI, selling short just means you reverse 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
http://www.lipperusfundflows.com/
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the normal order of a transaction in that you sell first and buy second, most 
commonly used when you strongly believe the investment is over-valued. 
 
To report that people were not just selling, but also “selling short”, I just looked at 
a popular shorting investment vehicle that represents the shares of Corporate 
America, as measured by the S&P 500.  The specific vehicle I looked at had a 
300% increase in money flowing in!  All of this lost opportunity as the S&P 500 
closed on July 8, 2016 within a fraction of its’ all time high.  Pretty sad. 
 
Meanwhile, back in the April issue under Sign #2, the upward price trend was 
likely to continue based on three key points: 
 

 Institutional “short sale” covering of the stubborn $1 trillion was still in 
place 

 Selling at retail, see above, was exhausting itself 

 Japanese “Carry Trade” was in play 
 
All remain in place.  It is reasonable to look at Sign #2 data flow and suggest the 
trend is quite strong, gaining momentum up, and likely to continue to push the 
values of Corporate America higher than most people will believe. 
 
Sign #2 also remains as positive as positive can get!  
 

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) 
After last month’s incredible +.60% in the Conference Board’s Leading Economic 
Index (LEI), it is realistic that we see a little “backing and filling”.  This month the 
LEI was reported at -.20%.  Keep in mind the last three months were all positive, 
with a combined +.90% increase in the LEI.  So, again a little breather is not only 
normal, it should be expected. 
 
That is not bad news.  In fact, if you were to peel back the onion skin you would 
observe that the three indicators of the ten in the LEI that I personally consider 
the most important indicators were all positive. 
 

 Manufacturers’ new orders for non-defense capital goods, excluding 
aircraft, came in at #3 most positive 

 Manufacturers’ new orders for consumer goods and materials came in at 
#5 most positive 

 ISM new orders index came in at #6 most positive 
 

This data flow is actually quite strong.  I suspect we could see the data 
strengthen as energy prices have started to drop again.  This price reduction 

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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tends to lead to increases in consumer spending, corporate earnings and 
corporate investment in plant and equipment. 
Sign #3 remains 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) 
In last month’s issue I wrote under Sign #4 that a few things just didn’t make 
sense with the data being reported.  For the prior two months, the good jobs 
creation data was interrupted with disappointingly low new jobs created.  In 
addition, when I adjusted the new jobs for those two months for the questionable 
telephone survey of jobs created, the birth/death model, there was contracting 
jobs data.  Not good. 
 
The weirdness was that the reduced or contracting jobs data did not reflect in the 
four week moving average of initial claims reported by the St. Louis Fed or in the 
Labor Force Participation Rate, as reported by the Bureau of Labor Statistics.  
Hence, I suggested all remained positive until a trend developed to suggest a 
change would be needed. 
 
I have read the detail in the Economic Situation Summary released by The 
Bureau of Labor Statistics on July 8, 2016 and found nothing to support the last 
two month’s reduction in new jobs creation.  Instead, this month’s report simply 
reported fantastic jobs creation.  287,000 new jobs created and only 92,000 were 
a result of the birth/death model telephone survey.  Thus, 195,000 new jobs were 
created, worst case.  The related data also supports this new job creation. 
 
 

 Unemployment rate reduced to 4.90% 

 Four week moving average of initial claims for unemployment dropped to 
266,750 on 6/25/2016.  This is down from 284,750 on 2/5/2016.  Anything 
below 300,000 is considered good. 

 Labor force participation increased to 62.60% 
 
The four week moving average of initial claims for unemployment is a good 
measure of the jobs market, as it is a “rolling four weeks”, which smoothes out 
the data flow.  For these claims to be under the 300,000 rated above is good, but 
what is even better is that the initial claims have been under 300,000 for 66 
straight weeks!  That represents the longest stretch below 300,000 in more than 
40 years! 
 

http://www.bls.gov/
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The fact remains that “new” home builders can’t keep up with the demand from 
92,000,000 millennials suddenly deciding they can afford to buy the American 
Dream.  Remember, “new” anything creates the need for all the products and 
services that go with it.  I am not explaining away the prior two months of 
seriously poor job growth, yet I am suggesting blips in data can happen and it is 
possible that revisions to those months will follow. 
 
For now, this month’s jobs creation data is very strong and Sign #4 remains 
equally 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) 
On June 24, 2016, the U.S. Department of Commerce reported New Orders for 
manufactured durable goods decreased -2.20% versus last month’s +3.40%. 
 
On June 30, 2016, the Chicago area Purchasing Managers Index (PMI) was 
reported at 56.80% up 15.21% versus the prior month.  This is not only a spike 
up in growth, it puts this dependable indicator of economic activity at its highest 
level since January 2015. 
 
I share these two statistics, as the U.S. Department of Commerce data is history 
and the Chicago PMI is leading.  When you observe how strong the New Orders 
were last month and how strong the Chicago PMI data is for next month, it 
suggests to me that this month’s New Order data at -2.20% is pretty much a 
normal leveling out and appears to mean little to nothing. 
 
In summary, New Orders reported at -2.20%.  Shipments decreased -.20% and 
Inventories decreased -.30%.  Thus, New Orders leveled, shipments were flat 
and inventories burned down a fraction to make up for the reduced shipments. 
 
It also makes sense to look at “Unfilled Orders”, which increased +.20%, i.e., 
manufacturing couldn’t keep up with orders. 
 
These long shelf-life items like non-perishable, non-fashion items are usually the 
first to show signs of a slowing economy.  These are items we can do without if 
need be, but demand remains, which is positive, as is Sign #5! 
 

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) 

http://www.census.gov/indicator/www/m3
http://www.standardandpoors.com/
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Let’s start with a quick look back at prior years’ earnings for Corporate America, 
as measured by the S&P 500.  As we left the “Tech Wreck” in the rearview mirror 
in 2003, S&P 500 annual earnings were $54.69 per share. 
 
As we entered the period we now refer to as the Great Recession in 2007, the 
earnings for the S&P 500 were $82.54 per share.  We then entered the Energy 
Sector re-tooling in 2015 and earnings dropped to $118.50 per share versus 
2014 at $130.00. 
 
We are now seeing what I have been writing here ad nauseam, that Corporate 
America has been growing earnings, but it was masked by the re-tooling in the 
energy sector.  As the energy sector comes back on line, the sector’s drag on 
earnings exits and is replaced with a positive earnings addition!  Thus, 2016 
earnings per share for the S&P 500 are estimated to be $126.58 and $135.42 for 
2017.  (Source:  Yardini Research Associates) 
 
For now, full year 2016 earnings estimates for the S&P 500 are estimated to be 
closer to $126.58 per share. 
 
To calculate the “Fair Market Value we like to use the “Rule of 20”. 
 
To use the “Rule of 20” you should 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 June 27, 2016, which was +.36%.  
This becomes your multiplier and is multiplied by the respective year’s earnings 
per share to calculate the estimate of Fair Market Value. 
 

 2016 S&P 500 earnings estimate = $126.58 

 $126.58 x 19.64 = 2,486.03 
As of 7/8/2016 the S&P 500 trades at 2,129.90 (a 16.72% discount to FMV). 
 
A research piece I recently read was titled “Daily Wealth” by Dr. Steve 
Sjuggerud.  In the issue, Dr. Sjuggerud presented research that added the 
price/earnings ratio to the 90-day T-bill rate.  The research quantifiably showed 
that when the total of the two was under the historic average of 20, the returns 
were above average.  When above +22 it was considered the danger zone.  
Based on this, I did some quick math to see the forward price earnings ratio 
calculated above is 16.70.  The 90-day T-bill as of 7/6/2016 is .27. 
 
16.83 + .27 = 17.10, which is well below the average of 20 and very much below 
Dr. Sjuggerud’s 22 level danger zone.  This is interesting detail, so I thought I 
would share it again this month. 
 
For now, Sign #6 remains 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 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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the cost we all pay for goods and services 

 
(Positive) 
 
At this time inflation, as measured by The Consumer Price Index (CPI) remains 
stuck right around the 1% level.  This is the inflation rate for items we purchase at 
the household level, but the Bureau of Economic Analysis (BEA) does exclude 
those volatile items like energy and housing.  If added back in, the inflation rate 
would, in my opinion, be higher than this month’s CPI reported level of an 
annualized +1%. 
 
The Producer Price Index (PPI) measures the cost increases happening at the 
manufacturing input level and those too, were reported at an annualized inflation 
rate of +.80%.  So, as noted last month, inflation and deflation remain in check.  
Not too hot, not too cold, just right. 
 
The inflation rate is used in the calculation of the U.S. Gross Domestic Product 
(GDP), which is all of the goods and services our country produces, to adjust it 
for “real” growth. 
 
On April 28, 2016 the BEA reported the real annualized rate of GDP growth was 
+.50%.  Keep in mind this is the “advanced estimate” for the first quarter of 2016 
and there should be two more updates before the 1Q2016 GDP is final. 
 
Perhaps you will remember back in the May 2016 edition of this monthly update I 
stated, “Personally, I thought the “advanced estimate” would be closer to 
+1.25%”.  Well on June 28, 2016, the “Third” estimate of 1Q2016 GDP came in 
at an updated +1.08%.  This is much closer to my thinking than the original report 
of +.50% growth. 
 
Key point:  Consumer income, and disposable income to spend on discretionary 
items due to reduced gasoline costs lead to business income and profits, not the 
opposite!  Historically, it takes about one year for the increase in household 
income, (which leads to PCE as measured in Sign #1 above) to be seen in the 
income and profits of Corporate America. 
 
I don’t recall by whom I was told to watch the price of copper as a leading 
indicator of economic growth, but I do watch it from time to time.  Recently, I took 
a peek and was surprised to see the price of copper (used in building/new 
construction) was up +75.44% between January 15, 2016 and June 8, 2016.  If 
this old rule of thumb is accurate in suggesting economic growth a year down the 
road, a +75.44% uptick is certainly worth watching more closely.  We will see, but 
for now it is another feather in our economic hat! 
 
Sign #7 is positive and as noted in Sign #2 above, could likely end 2016 with a 
GDP of +3%’ish.  Not bad growth for an $18 trillion economy. 
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*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, 19.39x the expected Earnings per Share.  Both EPS 
and the multiple of 19.39 could drop.  The earnings could be reduced due to the 
consumers spending less.  The multiplier of 19.39 could drop to, say 8 for 
example, if investors were to get scared and become risk adverse.  All of a 
sudden 8 x $125.49 turns the 2,433.25 2016 FMV into 1,003.92 and even worse 
if earnings were to drop below the example of $125.49/share!  This is the 
multiplier risk and earnings risk I personally worry about.  It may never occur, but 
what an unfortunate event it would be if it did and we had not prepared for it as a 
possibility.  Thus, I am glad we have! 

 

   

 
The opinions voiced in this material are for general information only and are not 
intended to provide specific advice for every client. 

 
All performance referenced is historical and is no guarantee of future results.  All 
indices are unmanaged and cannot be invested into directly. 
 
•The economic forecasts set forth in the presentation may not develop as 
predicted and there can be no guarantee that strategies promoted will be 
successful.  
•Stock investing involves risk including potential loss of principal 
•Government bonds and Treasury bills are guaranteed by the US government as 
to the timely payment of principal and interest and, if held to maturity, offer a 
fixed rate of return and fixed principal value.  
•The Dow Jones Industrial Average is comprised of 30 stocks that are major 
factors in their industries and widely held by individuals and institutional 
investors.  
•The Standard & Poor’s 500 Index is a capitalization weighted index of 500 
stocks designed to measure performance of the broad domestic economy 
through changes in the aggregate market value of 500 stocks representing all 
major industries. 
 

 


