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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 2018 
 

Summary 

 
Most economists and the Federal Reserve agree The Great Recession, the worst 
economic period since The Great Depression, ended in March 2009.  Before we 
peek around the corner to see what might be next, let’s take a quick look back, or 
in this case, below, to see where we have advanced from in the values of 
Corporate America: 
 
 March 2009 statistics: 
   

Dow Jones Industrial Average (DJIA): 6,669.95 
  S&P 500 Index: 666.79 
  NASDAQ Composite Index: 1,265.52 
 
 July 13, 2018 statistics: 
 
  Dow Jones Industrial Average (DJIA): 25,009.83 
  S&P 500 Index: 2,800.57 
  NASDAQ Composite Index: 7,816.90 
 
 How much is that? 

 
Dow Jones Industrial Average (DJIA): +18,339.88 points and 
+275% 

  S&P 500 Index: +2,133.78 and +320% 
  NASDAQ Composite Index: +6,551.31 and +517% 
 
In 2006 when McGraw-Hill bought the rights to my book, Surviving the Storm – 
Investment Strategies That Help You Maximize Profit and Control Risk During 
the Coming Economic Winter (McGraw-Hill 2007), their attorneys had them put a 
“hold” on publishing until they finally released it worldwide in October 2007. 
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The legal problem, for them, was that in chapter 10 and again in Appendix “B”, I 
outlined how real estate would tank in value causing major lenders, you know the 
names, to go bankrupt. 
 
Well, McGraw-Hill, at the time, owned Standard and Poor’s (S&P) who had these 
same mortgage companies rated the highest possible rating of AAA guaranteed. 
 
On one hand, McGraw-Hill had me publicly writing and posting in the Library of 
Congress that mortgage lenders were toast and their other entity was saying the 
opposite.  
 
If you read the book you know why I suggested that outcome, but in the end I 
was correct and McGraw-Hill only released distribution after they saw what I 
wrote starting to happen. 
 
The point here is that also in chapter 10, I wrote for the first time of The Seven 
Signs of a changing Economy™. Over the prior twenty years I had tinkered with 
what data points and sources were consistently more accurate than others.  I had 
landed on these seven because they proved to be exactly that, consistently 
accurate. 
 
From that point, the Seven Signs became our weathervane to measure the 
economy.  A strong and improving economy is usually very conducive to a 
positive performing stock market as it tends to be a great environment to create 
and grow profits for Corporate America. 
 
We were not perfect in our interpretation of what all was happening in the early 
months after what turns out to be the bottom of The Great Recession in March 
2009, but generally we let the signs lead the way to what was coming and to 
invest accordingly. 
 
There were many firms, asset managers and advisors who just couldn’t 
understand all that was happening.  Thankfully, we didn’t have to.  We let the 
signs guide us and have been blessed with the rewards that come with 
uptrending markets. 
 
Today we get nutty, crazy and just plain wrong stories about what is happening in 
the economy.  Once again, the Seven Signs just keep telling us what to expect 
from our economy so we can suitably allocate the investment positions within our 
clients’ portfolios based on each of their constraints for time, risk and volatility. 
 
This month the signs remain positive, once again.  Don’t let the dumb kids in the 
media convince you our economy is going to do anything except grow.  There 
are always bumps in the road and, like in the past, they will pass.  That said, at 
the very least, please read Sign #5 and Sign #7, where I make special note of my 
concerns around what could be early warnings around inflation.  The investment 
markets don’t like inflation. 
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Also, if you read some scary economic news and how it will affect your future by 
crushing your investments, call me.  Most of the noise can be turned down, or off, 
with source-based facts.  You already know from these monthly updates, the 
Friday morning Weekly Update posts to the WSG website and the monthly 
conference call that I expect the lion’s share of this year’s annual return to come 
after the mid-term elections on November 6, 2018.  The sun will come up on 
November 7, 2018 and I continue to feel strongly that regardless of which party 
controls which branch of government there will be gridlock in D.C.  Markets like 
gridlock and with the mid-term election mud-slinging over we could enjoy very 
nice year-end returns.  Possibly double digits. 
 
For now, it is summer, and sure to bring with it more frustrations and choppy 
markets for those trading types.  For me, and our clients, I like to stay invested in 
great companies until the Seven Signs suggest something different.  I like to do 
what Warren Buffett says few like to do…“because no one wants to get rich 
slowly.” 
 
I am interested in your thoughts, comments and discussion.  Call, email me or 
just stop by the office and say “Hi”. 
 
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® 
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. 
 

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, September 13, 2018. 
 
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) 
Let’s start Sign #1 with something you won’t read in your favorite news source:  
Good news! 
 
Per the U.S. Federal Reserve, the American household net worth just passed 
$100 trillion dollars for the first time ever!  The continuing strong economy 
continues to support strong manufacturing, see Sign #5 below, a strong services 
sector and near record consumer confidence.  These inputs and many others 
have driven home values up and that creates the near record confidence for all of 
us as consumers, especially, the last two months of strong retail sales.  May was 
up +6.40% year over year (YOY) and June up +4.70% (YOY).  Strong consumer 
demand tends to goose up the Gross Domestic Product (GDP) and as you will 
read in Sign #7 below, it is realistic to expect 2Q2018 GDP to be revised upward 
by the third and final estimate two months from now. 
 
For the most current month Personal Consumption Expenditures (PCE) were 
unchanged after inflation adjustments.  Thus, PCE growth is annualizing at 
+1.68%.  Keep in mind the Federal Reserve does not measure the inflation rate 
using the Consumer Price Index (CPI) as many assume.  Instead the Fed uses 
Sign #1 PCE!  The Fed’s mandated inflation target, set during the recovery from 
The Great Recession that ended In March of 2009, was 2%. 
 
Since the current annualized PCE is well below 2.00%, at the current 1.68% 
level, it is reasonable to assume the Fed is in no rush to increase interest rates, 
which would be a drag on corporate profits, and thus share values, moving 
twelve months into the future. 
 
As of this month, Personal Consumption Expenditures (PCE) are at the highest 
level in history, $13,920 billion.  We know we are all collectively earning more at 
the household level as personal current taxes are also at an all-time high. 
Conclusion:  We are collectively earning more, paying taxes on our income (proof 
that it is really being earned) and using a chunk of the disposable income left 
over to buy more “stuff”. 

http://www.bea.gov/
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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) 
In the May issue of The Seven Signs of a Changing Economy™ monthly update, 
I wrote under Sign #2 on page 6: 
 

“If you are going to build wealth, act more like the big and smart institution 
money and less like Mr. and Mrs. 401(k).” 

 
This is not to suggest that Mr. and Mrs. 401(k) are not smart with money 
decisions, because they are.  I know because many are our clients.  However, 
many “in general” are influenced by headlines that can cause them to make 
emotional decisions around money.  Emotional decisions are usually made under 
the duress of a market dip, correction or crash in values.  Institutions tend to 
have a longer time horizon, less to no emotion and a ton of patience. 
 
So, let’s see what the institutions are up to with their money flow so far this year 
versus Mr. and Mrs. 401(k).  For the first quarter of 2018, the second quarter will 
not be reported for about a month, Corporate America bought back $750 billion 
of their own shares (Source: Standard and Poor’s).  Also, as of June 30, 2018, 
Corporate America is on track and now exceeded an additional $1 trillion of 
share buy backs.  Note to self:  If you just invested $750 billion, you better have a 
longer time horizon, less emotion and a ton of patience.  That’s confidence! 
 
How much have we seen in equity fund inflows from Mr. and Mrs. 401(k) in the 
first half of 2018?  Oh yeah, that would be net “outflows”, i.e. selling of -$1.33 
billion.  (Source: Lipper U.S. Fund Flows as of 6/27/2018) 
 
This is Sign #2, Money Flow, at its best.  As I always like to say, the elephant, 
think big institutional money flow, always leaves a footprint, i.e. easy to track.  
This month that footprint tracks straight to the highest institutional money flowing 
to Corporate America since, well, forever.   
 
Sign #2 does not get much more 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 

 

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) 
The Conference Board’s Leading Economic Index (LEI) increased this March for 
the ninth consecutive month.  This month reported in at +.20%, +3.90% 
annualized and +6.10% YOY!  This is one of a few reasons I wrote above in Sign 
#1 that it appears the Gross Domestic Product (GDP) will likely be revised 
upward by the time the third and final estimate inks in August. 
 
The LEI is an index that represents ten different areas of input about the health of 
our economy and is meant to suggest what the growth rate will be six to nine 
months in the future, so January to April 2019.  In my opinion, not all ten inputs 
are created equal.  For instance, stock prices, credit index and consumer 
expectations don’t mean much to me. 
 
However, my “big three” 
 

• Manufacturers’ New Orders for consumer goods and materials 

• Manufacturers’ New Orders for non-defense capital goods 

• Industrial Supply Management (ISM) New Orders 
 
They are all positive again this month.  Notice I underlined “new” in the name of 
each input component.  That is because all things new create jobs, aren’t built 
without known demand and drop straight to profits for the companies of 
Corporate America. 
 
LEI is also one of my key signs of a pending economic slow-down.  For now 
there is no slow down and the LEI suggests the outlook is great and continuing to 
spiral up.  Thus, the economic backdrop that Corporate America has to operate 
in doesn’t get much better! 
 
I have also highlighted here several times before the Chemical Activity 
Barometer (CAB).  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.  
This month the CAB reported in at 122.  This is higher than before the “Great 
Recession” and is at the highest level ever recorded.  The CAB remains +5% 
year over year. 
 
The economic outlook six to nine months from now does not get more positive 
than it is now! 

 

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 

 

http://www.bls.gov/
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(Positive) 
In the June issue of The Seven Signs of a Changing Economy™ I mentioned the 
jobs created data was not released until after I wrote the June update.  So, I 
made a guesstimate of how many jobs would be created. 
 
I guessed 225,000 and the actual was 223,000.  Look at the big brain on Jim! 
 
I also wrote that about half of those jobs would be from the survey the 
government calls the “Birth/Death” model.  This is a telephone survey of business 
to see if they are hiring and if so, how many, etc.  The model is at best 
questionable. 
 
The birth/death model actually added 205,000 of the 223,000 jobs created.  One 
could argue that as few as 18,000 “real” jobs were created if you don’t use the 
birth/death detail.  As I wrote in the June issue, the key point here is that for the 
first time ever we have more job openings than there are unemployed people! 
 
If you watch, listen or read the news, you already know we are all supposed to be 
scared to death of, not bird flu or black swan #XYZ, but now it is trade wars that 
will kill us off!  I continue to expect that our solid overall economic backdrop and 
new tax relief will overwhelm the dollar impact of tariffs in 2018.  It also seems 
reasonable to expect these tariffs to create the desired result, which is a new and 
improved, i.e. fair trade deal between the U.S. and our major trade partners. 
 
This month’s current jobs report clearly solidifies this thinking based on: 1) Solid 
jobs creation once again at 213,000 new jobs, 2) Benign 2.70% wage inflation 
and 3) An increase in the labor force participation rate.  It turns out people really 
do want to work if they can find a job they are qualified for and like.  Huh!  Who 
would have guessed that?   
 
This is a very positive sign and I believe the first wave of more and more people 
suddenly cured from their, let’s call it “disabilities”, and “early” retirement.  People 
enjoy adding value from their work.  They just couldn’t find a job for the last 
several years, until now! 
 
More people entering the workforce, more people working, paying taxes, saving, 
investing, buying houses and SPENDING (Sign #1) are all real, happening and 
couldn’t be more 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 

http://www.census.gov/indicator/www/m3
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without, if need be.  New orders decreased -.60% for the most recent month.  
Shipments, up the last nine months, dropped -.10%.  Inventories increased 
+.30%.  It would be great to see new orders up YTD, but they are down -.30 and 
that equals -.73% annualized. 
 
Durable goods are not a key driver to the growth of our economy because, as 
noted in the above paragraph, this purchase can be delayed, if need be.   The 
reason I include it in The Seven Signs of a Changing Economy™ is because of 
that exact fact.  If consumers can’t afford to buy the item then the purchase is 
easily delayed until they can.  This, to me, seems like useful data because it 
would quantify if consumers really have extra disposable income, or not. 
 
Like many good data points, there can be weirdness with the input data.  In the 
case of durable goods it is that commercial jets and automobiles are considered 
durable products.  They are also very large ticket items.  As very large ticket 
items, there are times when that tail wags the dog.  We are in one of those times, 
seasonally, as airline companies delay buying aircraft before the Farnborough 
International Airshow (July), as do fewer consumers buy cars.  Outside of these 
two categories, orders for most durable goods rose. 
 
That stated, there are some points to note!  Per the Texas Manufacturing Outlook 
Survey dated 6/25/2018: 
 

• Capacity utilization and shipments posted double digit declines 

• Raw materials (inputs to what consumers buy as a final product) rose 
22.95% to the highest reading since 2011 

• Finished goods index moved up to a ten-year high 

• Wages and benefits costs rose +29% 
 
On the surface, all remains very positive, yet those last three are not positive.  
That’s where inflation sleeps and this data suggests inflation is awakening and 
investment markets do not like, or act well, with inflation!  Watching it! 
 

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) 
For the last two issues I have noted that I expected this earnings season to be 
the best of my thirty-six years as an investment advisor.  Well, the lion’s share of 
the companies who represent the Standard & Poor’s 500 Index have reported 
earnings and they came in at the highest ever.  As of June 28, 2018, the average 
per share earnings are $161.14 and growing.  Per Yardini Research the full year 
2018 S&P 500 Earnings Per Share (EPS) is now projected to be $169.03, the 
highest ever recorded! 
 

http://www.standardandpoors.com/
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It doesn’t seem possible that as we left 2007 just 10 short years ago the S&P 500 
had clicked in the highest earnings ever at $82.54.  Up over 100% in ten years 
and how about all the negative press, headlines, black swans and other 
manufactured bologna during that period of time, yet people just get up and go to 
work, love and hate their jobs and create profits for all. 
 
As a side note, when I sat down at my desk for the first time in May 1982, the 
Dow Jones Industrial Average (DJIA) was at 777 (my lucky number) and the S&P 
500 earnings per share were $13.82, 1200% below today.  Just amazing.  I 
suspect this will continue. 
 
The reduction in corporate tax rates combined with business’ ability to fully 
expense their capital expenditures for the next five years are powerful tail winds 
for profit.  So much so, that Yardini and Associates has seen earnings estimates 
for 2018 accelerate to $169.03/share for the S&P 500 as of 7/12/2018.  I will use 
Yardini’s $169.03 per S&P 500 share for our 2018 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) “first estimate” for 1Q2018 released June 27, 2018 of 2.19%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 – 2.19 = 17.81 

• 2018 S&P 500 earnings estimate = $169.03 

• $169.03 x 17.81 = 3,010.42 
 
As of 7/13/2018, the S&P 500 trades at 2,801.31 (2018 FMV estimate rests at a  
-7.46% discount to FMV). 
 
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.  Based on 
this, I did some quick math to see the forward price/earnings ratio calculated 
above is 16.57 for 2018.  The 90-day T-bill as of 7/13/2018 is 1.98. 
 
For 2018, 16.57 +1.98 = 18.55 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. 
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Sign #6 doesn’t get much more 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) 
As you read above in Sign #5 we could be seeing signs of inflation creeping into 
the economic expansion data.  There is no trend yet, but it sorta smells like it is, 
unfortunately. 
 
The Federal Reserve tracks Personal Consumption Expenditures (PCE and Sign 
#1) as their benchmark for inflation.  This month PCE is annualizing at +1.68%.  
Okay so far! 
 
The Bureau of Economic Analysis (BEA) measures inflation via their CPI-U Index 
and reported inflation this month at 2.53%. 
 
The measure of inflation at the wholesale level, or raw input to final products, is 
measured using the Producer Price Index (PPI).  For June 2018 it is up +3.40% 
year over year (YOY). 
 
The measure of inflation at the household level, or how much we pay after 
companies allow compression of earnings to keep market share, is measured 
using the Consumer Price Index (CPI).  For June 2018, it is up +2.90% year over 
year (YOY). 
 
The investment markets don’t do well with inflation.  This is a quantifiable fact.  
This means we want to be knowing where inflation is now, how much it is 
growing and if it is gaining momentum.  To determine this we should want to 
know which measure of inflation is correct? 
 
 The Federal Reserve at +1.68% 
 The BEA at +2.19% 
 The BLS at +2.53% 
 The PPI at +3.40% 
 The CPI at +2.90% 
 
There are many answers for many reasons, but for me, I will be watching the 
PPI!  If inputs like labor costs, energy and raw commodities are increasing in 
cost, it is just a matter of months before those cost increases reach my consumer 
pocket book.  To which we all slow down a bit in spending, as our dollars don’t go 
as far.  For me, PPI is the canary in the coal mine and if I see that bird drifting off, 
we are getting out of the coal mine, i.e. the markets.  Thoughtfully and orderly per 
our WSG strategies, systems and processes, but still exiting to what will be next, 
and there is always a next.   
 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/


 

11 

 

I remain focused and on the case and Sign #7 is still positive for now! 
 
 

*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 
$169.03 turns the 3,010.42 2018 FMV into 1,352.24and even worse if earnings 
were to drop below the example of $169.03/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. 
 

 


