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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 November 2015 
 

Summary 

 
 
All of the posturing that has gone on, for a few years now, around 
the Federal Reserve increasing interest rates is really pretty 
ridiculous.  The bond market is huge.  Per finance professor 
Torban Anderson at the Kellogg School of Management,  
estimates the U.S. bond market is $37 trillion versus the U.S.  
equity market of “about” $21 trillion.  Bond prices change to  
adapt to economic conditions. Just like stock prices do, yet in many instances, 
even faster. 
 
When the Fed chose to not increase interest rates last month (October 2015), the 
10-year U.S. Treasury had a yield of 2.04%, on 10/19/2015.  As of 11/6/2015 and 
in anticipation of a possible rate increase when the Fed meets December 15 and 
16, 2015, the 10-year U.S. Treasury is yielding 2.34%.  Thus, interest rates on 
the 10-year treasury, which is used to calculate home mortgage rates, is up 
+.30%.  Well over the much agonized over +.25% pending Fed rate increase. 
 
In other words, the bond market itself has already raised rates .30% in 
anticipation of what the Fed may, or may not, do.  It doesn’t really matter if the 
Fed raises or not, informally the market already did the Fed’s job for them. 
 
In other words, interest rates are up, which would normally “cool off” lending and 
keep inflation in check, just like the Fed wants.  Thus, the Fed can “save face” 
with the international community by not increasing interest rates.  Many suggest 
that if the Fed were to announce a rate increase the U.S. dollar would go up 
(which it already has) causing the costs of imported goods and services sold in 
our country to go up.  When prices go up we buy less and those sourcing 
economies suffer. 
 
It certainly appears the Fed can take another pass on increasing interest rates 
and still get what the world seems to need and want.  Meanwhile, back to The 
Seven Signs of a Changing Economy™ data flow.  As I outlined in last month’s 
issue, the 92 million millenials aged 15 to 35/36 are starting to enter the 
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workforce, get married, buy cars and houses and have children.  These are 
individually and collectively very impactful positive economic drivers. 
 
However, this month for the first time in a very long time, I have noticed a few 
interruptions in the positive data flow.  If these are not reversed pre-year end they 
could become problematic to the currently positive outlook. 
 
In Sign #4, Employment Rate, we are treated to a really big jobs creation number 
at +271,000 new jobs for October.  But, if you dig a little deeper you see that of 
the 271,000 new jobs created, 165,000 were from that less accurate birth/death 
model.  It tends to be less accurate as it is a telephone survey of businesses  
hiring and firing.  Since it is only adjusted to reality once per year the accuracy 
tends to fade with time.  When netted out, that suggests we created only 106,000 
new jobs, not 271,000 and nearly half of the needed 200,000 per month.  Below 
in Sign #4 I show some historical detail as well. 
 
In Sign #5, Durable Goods orders, the data this month contracted on all fronts.  
The year to date trend of the last few years has also slowed.  This is worth 
watching for future deterioration, and I will be. 
 
The U.S. dollar has bounced up and, as noted above, will create a headwind for 
the earnings of Corporate America and potentially put a lid on, or reduce, 
economic and market growth in the countries of our trading partners. 
 
It is not an issue just yet, but there is no inflation in the system.  We have 
discussed in prior issues that we want moderate inflation.  The opposite is 
deflation and deflation leads to depressions.  So, this is very important.  Most of 
the reason for the lack of inflation is the reduced cost of energy, but normally the 
reduction in energy would lead to more household disposable income, which 
leads to more consumers spending, that in turn, gooses up the inflation rate at 
least a touch.  We are not seeing that, so it is worth watching, and I am. 
 
In Sign #7 I detail more about inflation/deflation and the impact on our Gross 
Domestic Product (GDP).  The “advanced estimate” for GDP in the 3Q2015 
came in at +1.49% versus 2Q2015 of +3.90%.  Again, the “advanced estimate” is 
exactly that, but a reduction of over 60% from last quarter to this is more than 
tapping the brakes.  On 11/24/2015 the second estimate of 3Q2015 GDP will be 
released and you know I will be one of the people tuning in right on time to get 
that number.  Let’s hope the +1.49% advanced estimate is bounced up 
significantly! 
 
We are far from the wheels coming off the wagon, but I can honestly say I had 
one of my “hmmm…that’s odd” feelings as I wrote this month’s issue.  As I have 
said before, the reason I used these seven data points when I created The 
Seven Signs of a Changing Economy™ is because collectively they have been 
generally accurate in suggesting how strong the economy is and thus how our 
investments should perform based on the same data set.  This month I did not 
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have enough negative data to make a change in any of the trends of the Seven 
Signs, but I am sitting in the front row, head up and on medium alert! 
 
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. 
 
The call is usually on the second 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, December 10, 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) 
Two great statistics to start off with this month: 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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 The top 1% of people in the U.S. hold nearly 50% of the wealth, or net 

worth, in this country. 
 
 The top 1% of people in the U.S. control almost 50% of the income and 

SPENDING. 
Source: Del Rey Publishing 
 
This month the Bureau of Economic Analysis reported Personal Consumption 
Expenditures (PCE) up +.2%, continuing a growth trend now solidly 
entrenched for several years. 
 
In addition, the Bureau of Labor Statistics reported hourly wages are 
increasing at an annual rate of +2.5%.  At last we are starting to see wages 
trend up, putting more money in consumers’ pockets to save and spend. 
 
Add in gasoline prices dropping at the pump, from $2.64 per gallon on 
8/6/2015 down to $2.22 per gallon on 11/6/2015 (source: gasbuddy.com) and 
you can add more disposable income to the Personal Consumption 
Expenditures (PCE) fire.  Remember, that $.01 drop in gasoline at the pump 
adds roughly $1.3 billion more in the consumers’ pockets.  Thus, the $.42 per 
gallon drop stated above represents an additional $58.6 billion in consumers’ 
pockets in disposable income right before holiday shopping begins! 
 
The observation to be made here is that the top 1% of our population that 
control 50% of the spending are a constant.  They have predictable and 
consistent cash flow and their spending tends to be equally predictable and 
consistent.  Now, add in the fact that there are more of us as millenials enter 
the work force and the rest of us are getting more, and better paying, jobs.  
(See Sign #4 below)  Consider that with less cost at the pump and you have 
the ability to suggest that the big driver of our U.S. economy, the consumer, is 
about to spend more this holiday season than any other in the history of 
earth. 
 
In “The Weekly Update” I wrote and posted to our website on 11/6/2015, read 
it here, I predicted holiday season spending will be +12% over last year, 
which was, until now, the largest ever recorded. 
 
Sign #1 remains positive…really 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) 

http://www.wealthstratgroup.com/blog/the-weekly-update-for-11-6-2015
http://www.wealthstratgroup.com/blog/the-weekly-update-for-11-6-2015
http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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After the China economic slowdown, that in my opinion was so overstated it was 
appalling, the S&P 500 rebounded over 12% in October to once again be sitting 
right at the all-time high levels were we have been range bound in price for over 
one year. 
 
If you prefer to observe this visually, just go to www.bigcharts.com and click on 
the S&P 500. 
 
As detailed here in September, the large asset managers, like large pension 
plans, hedge funds and the firms in Corporate America themselves continue to 
buy shares in Corporate America.  Last month it was Warren Buffet’s Berkshire 
Hathaway investing $36 billion to acquire Precision Castparts and this month it 
was Michael Dell of Dell Computer investing $60 billion to acquire EMC, Corp. 
 
Not to be left out of the stock buyback party, Walmart announced plans to 
buyback $200 billion dollars’ worth of their stock, which represents nearly 10% of 
the entire amount outstanding! 
 
This month the average mutual fund investors had inflow to equity funds of $209 
billion and only $7.8 billion into fixed income. (Source: lipperfundflow.com).  
When the Federal Reserve does decide it is time to start their slow  and 
methodical increase in interest rates process, it would be reasonable to see 
investors at all levels start to add holdings in Corporate America, as a slow, 
methodical increase sends the message to the world that our economy has 
stabilized, is starting to slowly gain momentum and as it does, the money flow 
trend should gain momentum as well.  Sign #2 remains positive. 

 

3) Indicator: Leading Economic Indicators (LEI) 
 Where to find it: www.businesscycle.com or 

www.newyorkfed.org/research/global-
economy/globalindicators.html 

 What to look for: Trends up or down for three to four months 

 
(Positive) 
Let’s start with the conclusion to last month’s comment on the Leading Economic 
Indicators (LEI), Sign #3. 

 
“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.” 

 
And it is!  The most recent data on LEI was released October 22, 2015 for the 
month of September.  Arguably, still on the edge of the summer has, but also a   
-.2%. 

 
There are two negative issues and one positive that have my attention here.  The 
first negative is that with the September data we have two out of the last three 
reports coming in as negative; July -.2%, August +.1% and September -.2%.  The 
second negative observation is that in those three months the average is a -.3%. 

http://www.bigcharts.com/
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 positive is that both manufacturers’ new orders for consumer goods and 
materials and manufacturers’ new orders for non-defense capital goods, 
excluding aircraft, were positive.  In the case of new orders of consumer goods 
being up, this is a result of retailers ordering more, which suggests higher 
consumer demand.  As these orders are filled, this indicator picks up on a 
several week lag.  Thus, orders in July and August had to be strong. 

 
The positive non-defense orders include heavy equipment and machinery used 
in manufacturing other products.  So, if manufacturers need new equipment it is 
a good peek around the corner that demand for products is picking up. 

 
The largest negative contributor was the stock prices and a clear reflection of the 
pretty drastic drop we saw in values during September.  In my observation, if not 
for that drop the LEI would have presented positive.  Thus, it seems way too 
early to consider this data flashing a warning sign. 

 
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 Sign #3 we took a quick look back to last month’s issue for a little perspective.  
Let’s do that for Sign #4 as well.  Last month I wrote: 
 
“Personally, it is hard for me to believe there aren’t more 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.” 

 
That was some cross current, as the October 2015 new jobs created report was 
off the charts!  271,000 jobs created versus a predicted 185,000.  But it appears 
the cross currents, and I can still only guess what it is, remains.  Here is why:  In 
September 2015: 142,000 new jobs were reported and if you adjusted for the 
birth/death model the new jobs were actually +176,000, i.e. the birth/death model 
took $34,000 jobs away. 
 
In August 2015: 173,000 new jobs were created and if you adjusted for the 
birth/death model the new jobs were actually +31,000, i.e. the birth/death model 
added 142,000. 
 
The guess I eluded to above is how the Bureau of Labor Statistics adds and 
subtracts new jobs from the un-scientific telephone survey they call the 
birth/death model. 

http://www.bls.gov/
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For this month, of the 271,000 reported, 165,000 were added from the B/D model 
survey.  Thus, arguably a “real” jobs creation number well below the 271,000 
reported, but also likely better than the +106,000 net, adjusting out the B/D 
model. 
 
But if you did: August +176,000 new jobs 
   September +31,000 new jobs 
   October +106,000 new jobs 
 
The funny math remains here, but the anecdotal evidence like the 4 week moving 
average of initial claims for unemployment benefits dropping to a multi-year low 
of 262,750 (they were 320,000 on 1/18/2014) cause me to leave Sign #4 as 
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 decreased -1.2%. Shipments, up three of the 
last four months, increased +.2%.  Unfilled orders decreased -.6%, while 
inventories decreased -.3%.   
 
This is the most recent data and was released by the U.S. Department of 
Commerce October 27, 2015 for September 2015.  Once again this data is the 
first we are seeing after an unusually slow summer, especially August.  The data 
still matters and I must admit I raised an eyebrow when I saw the detail.  Just an 
eyebrow, not alarmed. 
 
As you know I am a lover of cycles and trends.  We remain in a positive cycle, 
but the trend in these products we don’t need right away has weakened.  For 
example, in the same period (January – September) in 2013, new orders were 
+3.5%.  For 2014 +11.97% and now 2015 +2.4%.  As you can see from that 
short data set, the data can be somewhat volatile as it includes orders for 
transportation equipment, airplanes and U.S. Department of Defense, for 
example.  So, in 2014 that +11.97% was largely impacted by aircraft and defense 
orders. 
 
The fact remains the +2.4% is less than the past two years.  It is not alarming, 
but worth watching.  Next month’s data will obviously be for October and should 
be more indicative of what is happening, as it will include new orders as retail 
starts to ramp up for the holiday sales. 
 

http://www.census.gov/indicator/www/m3
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The trend here has weakened, but is clearly still 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)  
The earnings season the press told us to fear has come, and out of the 500 
companies in the S&P 500, 444 have reported as of 11/6/2015.  74% have 
reported earnings higher than estimated.  (Source: FactSet Earnings Insight 
11/6/2015) 
 
Yes, earnings have contracted due to the impact from energy, but there were 
surprises by energy companies who reported better than expected earnings too.  
Keep in mind earnings for the S&P 500 companies are still growing, but at a        
-5.2% lesser rate. 
 
The next “rub” will be, (ooohhhh…are you sitting down?) from a stronger U.S. 
dollar versus other currencies.  Yes, as our interest rates trend up, money held in 
other currencies could transfer out to buy U.S. dollars so they can lock in the 
slightly higher interest rates.  In turn, the higher dollar dilutes the overseas 
earnings of Corporate America that must be converted back to U.S. dollars’ 
equivalent to measure foreign sales, so a very real head wind. 
 
Per FactSet’s data, the S&P 500 earnings growth rate for 3Q2015 (excluding the 
energy portion) is still +1.4%.  Not great, slowing but still growth. 
 
This headwind is very real, could be for a longer period of time than most expect, 
thus causing the investment markets some heartburn as we push into 2016.  As 
the investment advisor of record entrusted with the prudent oversight of several 
hundred million dollars, we are very much focused on this negative earnings 
byproduct of a stronger dollar created by increasing interest rates. 
 
There is good news in the sense that Corporate America has a great deal of cash 
in their coffers.  In many cases they use this cash to increase their share values 
by buying back their shares in the open market.  This can not only increase the 
share’s values but also put a solid base under the price of shares where 
companies have a share buyback plan in place. 
 
The most recent example is Walmart.  On 1/1/2015, WMT was trading at $90.47.  
Due to a poor earnings outlook, much of it related to the headwind of a stronger 
U.S. dollar, and plans to invest billions of dollars in updating stores, the price 
dropped to $56.77 on 11/2/2015.  A -37.25% reduction.  Management considered 
that a point of value and announced a $200 billion share buyback over the next 
two years.  That represents approximately 10% of the entire company.  Expect to 
see more of this activity within other companies for the same reason. 
 

http://www.standardandpoors.com/
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The Corporate America earnings growth rate has slowed, but remains positive.  
For this reason, Sign #6 remains positive, but is being closely watched to guard 
against to potential of deterioration. 
 

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) 
The Producer Price Index (PPI) represents the increasing or decreasing input 
costs to create a given product.  For the prior 12 months ending September, the 
PPI is -1.1%.  Per the Bureau of Labor Statistics, two-thirds of the contraction is 
related to energy costs.  These costs carry into the Consumer Price Index (CPI), 
which is a measure of increases or decreases in household costs.  For the 12 
months ending September, the CPI was 0%. 
 
Since housing costs, energy and a large part of healthcare are not included in the 
CPI calculation, it often gives a false read on the amount of inflation or deflation 
in our economy. 
 
It is for this reason I tend to use the “deflator”, the Bureau of Economic Analysis 
(BEA) uses to adjust for inflation when calculating the Gross Domestic Product 
(GDP).  In their “advanced estimate” of GDP, which came in at +1.49%, the BEA 
used +1.22% as the inflation rate. 
 
So, for this month’s estimate of Fair Market Value (FMV) of Corporate America, 
as measured using the S&P 500, I will use +1.22% as the inflation rate in 
calculating the Rule of 20. 
 
To use the “Rule of 20” you subtract the inflation rate from 20.  As noted, I will 
use the same inflation rate the BEA used in calculating the U.S. Gross Domestic 
Product in their advanced estimate released on October 29, 2015, which was 
+1.22%.  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 18.78 = 2,225.43 
 
As of 11/9/2015 the S&P 500 trades at 2,073.71 (a 7.32% 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 18.78 = 2,398.21 
 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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As of 11/9/2015 the S&P 500 trades at 2,073.71 (a 13.53% 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. 
 
As for the “advanced estimate” of GDP at a much reduced from 2Q2015 growth 
rate of +3.90% down to +1.49%, that too raises an eyebrow.  Much like the U.S. 
dollar headwind for corporate earnings, negative LEI in Sign #3, lots of jobs 
created using a flawed birth/death model in Sign #4 and an “off” durable goods 
report in Sign #5.  
 
These are important and very much matter, yet don’t support reducing the trend 
of each from positive just yet.  But, I am on medium alert!  

 
*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 2,398.21 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! 

 

   

 
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. 
•Bonds are subject to market and interest rate risk if sold prior to maturity. Bond 
values will decline as interest rates rise and bonds are subject to availability and 
change in price. 
•Government bonds and Treasury bills are guaranteed by the US government as 
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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. 
•Mention of individual equities in this commentary is for informational purposes 
only and is not intended to represent a recommendation. 
 

 


