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The Seven Signs of a Changing Economy™ 
 

“What to look for, where to find it and what to do when you see trends 
changing!” 

As of January 2018 
 

Summary 

 
In Sign #2 below, Money Flow, it is clear that “big money” is on the move to 
ownership in Corporate America.  Big money always leaves a footprint.  You can 
see it in the volume of large blocks of shares traded in specific companies and 
the general market value overall.  But, most clearly in the upward trend of market 
indices like the Dow Jones Industrial Average (DJIA) and the S&P 500, which 
have been hitting new all-time highs on a regular basis. 
 
As noted below in Sign #2 it would be normal, and expected, to have a “backing 
and filling” of this extended uptrend in prices.  I don’t know if it will happen, when 
or how much backing and filling we might experience.  That said, I do expect a 
backing and filling process. I suspect it will happen pre-summer and my guess is 
a temporary reduction of 10-15% in value. 
 
This is a normal, even an expected part of the wealth building experience.  So, if 
the mere thought of seeing your investment account getting reduced by 15%, 
and likely several thousand dollars, makes you queasy, we need to chat ASAP! 
 
Instead, let’s pray for the back and fill correction!  The chart I posted in Sign #2 
below is what the Fear of Missing Out (FOMO) I have been telling you about 
looks like! 
 
Look at all these new bullish (positive) investors.  All fresh, energetic and excited.  
Fresh out of hibernation having slept through the last 17,000-point uptrend in the 
DJIA!  This is the perfect set up for the back and fill correction.  If we get a few 
weeks straight of down days and say, 2,500 DJIA points (-10%), we will be able 
to watch them scatter like sewer rats.  That 59.80% American Association of 
Individual Investors (AAII) bullish sentiment will drop back down to 29% so fast 
you will miss it if you blink. 
 
As investors, there are always many things to worry about, but history suggests 
those things we worry about are rarely the cause simply because they are 
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“knowns” and as such, built into the valuation calculations used by investors each 
day. 
 
The heartburn tends to be sourced by the “unknown”!  Right now one unknown I 
think about, that no one else seems to be, is next quarter’s earnings reports from 
Corporate America. 
 
The new tax law clearly favors Corporate America with lower tax rates and 
repatriation of assets held offshore to avoid the high corporate tax rates in 
America, at least until 1/1/2018.  Hundreds of billions of dollars will be 
repatriated.  This means companies will now bring in the offshore cash and use it 
to reduce debt, buy back their own shares, increase dividends, bonus 
employees, acquire each other and invest in plants and equipment to gain 
efficiency and economy of scale. 
 
But before all that, what is the first thing they must do?  Pay the reduced tax rate, 
of course!  The result will be the announcement of billions of dollars in tax 
charges against current corporate earnings.  My guess is once the earnings start 
taking a first hit to get that capital back on shore the newly minted bullish 
investors will freak out, i.e. sell.  Let the 10-15% back and fill begin! 
 
As noted in The Weekly Updates, posted to the WSG website every Friday, and 
here, we don’t intend to sell into that potential dip.  Why?  Because once it is 
understood and becomes a known, we pop right back up and continue our merry 
way higher and here is why: 
 
I See Trucks Everywhere!!!!  BIG TRUCKS WITH BIG TRAILERS!!! 
  

This is where my "social scientist" observation comes to play!  When I drive in 
different cities I see these big rigs moving a ton of "stuff"! 
  

There is a logical reason a ton of "stuff" is moving from the manufacturer to 
warehouses and stores to your homes. 
  

And that reason is:  record jobs, record employment, record collective wages and 
robust demand for goods.  Check it out below: 

  

  

http://www.wealthstratgroup.com/blog
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This closeup chart from Bloomberg is just for the last 6 years.  Note the yellow 
and green arrows.  One can see the economy appears to have gotten a 
significant boost starting in the second quarter of this year.  
  
As we now know, this is also when GDP growth jumped from 1.2% in the first 
quarter to 3.1% in the second quarter - and continued to expand to 3.2% in the 
third quarter.  
  
Based on trucks and this trend, I believe we will soon see another 3%+ GDP 
quarter.  Hard to believe it has been 12 years since we have seen three 
consecutive quarters of 3% (or better) of GDP growth!  
  
Add the latest regulatory reductions, tax changes and headwind rollbacks - and 
we should see a continuation of steady improvement in 2018.   
  
In this month’s issue of The Seven Signs of a Changing Economy™, you will see 
the data flow suggests our economy continues to set a very strong 
background for Corporate America to operate in.  In this type of positive 
environment Corporate America tends to sell more "stuff", hence the trucks, and 
make more profits in the process.   
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Make no mistake more profits tend to push the valuations of Corporate America 
higher, over time of course.   
  
Yes, there will be bumps in the road, there "always" are on this path of growth.  
But, the trend is up and as my deceased friend Marty Zweig used to remind us, 
"the trend is your friend"! 
   
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. 
 
The call is always on the first Thursday of each month at 1:00 p.m. 
MST/3:00 p.m. EST, unless otherwise noted.  Please mark your calendar to 
join me for the next call on Thursday, February 8, 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 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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consecutive months 

 
(Positive) 
What do Amazon, MasterCard and UPS all have in common? 
 
It should only take a second to recognize the interconnectedness of the three.  
You are very likely one of the people who connected the three yourself when you 
clicked the “Buy Now” button during your holiday shopping experience.   
 
FACT: 

✓ Amazon captured 89% of all online holiday spending in the five week 
period beginning on Thanksgiving. (Source: Earnest Research, NYC) 

 
Just for fun, WalMart was second at 4.4% of all online sales.  That’s Amazon’s 
dominance! 
 

✓ MasterCard reported its credit card sales between 11/1/2017 and 
12/24/2017 rose +4.90% compared to last year, the fastest annual pace 
since 2011. (Source: MasterCard, Purchase, NY) 

 
✓ United Parcel Service (UPS) warned shoppers on 12/5/2017 to expect 

delivery delays after becoming “overwhelmed” with Black Friday and 
Cyber Monday orders. 
 

The Personal Consumption Expenditure (PCE), Sign #1, data from the Bureau of 
Economic Analysis (BEA) for December 2017 is not released until February 
2018.  However, the November, most recent PCE, printed very strong at +.40%, 
and is annualizing at +2.07%. 
 
This is, in my opinion, an “ideal” amount of annual growth for two reasons: 
 

1. Consumer Spending (PCE) is now 68.90% of the entire U.S. economy, i.e. 
spending is “the driver” of our economic growth.  (Source: JP Morgan 
Asset Management 12/31/2017) 

2. The Federal Reserve measures inflation based on the PCE growth rate.  
The Fed’s target inflation rate mandate was published as +2-2 ½%.  Thus, 
no rush by the Fed to increase short term interest rates. 

 
Of course, this is just part of the great economic news.  This same strong growth 
is everywhere in the economy, as you will notice as you read the remainder of 
this month’s update! 
 
Sign #1 remains “white hot”!   
 

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 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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block trades 

 
(Positive) 
In the November 2017 issue of The Seven Signs of a Changing Economy™, I 
wrote about a stage in the market where the investing public finally wakes up to 
the reality that Corporate America is one of the best asset classes to grow your 
wealth over time and should not be feared.  
 
I write a great deal about the “FOMO” stage!  What is FOMO, you ask?  It is an 
acronym for the “Fear of Missing Out”! 
 
We now have a graphic of what FOMO looks like.  I have pasted it below from 
the American Association of Individual Investors (AAII) Sentiment Survey from 
1/3/2018.  If you read “The Weekly Update” I post to the WSG website every 
Friday (except for that one time), you have seen this graphic before.  But, this 
time it has changed – by miles and miles – in a very short period of time, like two 
weeks. 
 
Folks, a change from 30% of survey respondents being positive (bullish) up to 
60% in two weeks is FOMO quantified! 
 

 
 
Personally, I much preferred the last nine years being alone at base camp where 
few were positive (bullish) on the market outlook.  It has been a joy to calmly 
watch the Dow Jones Industrial Average (DJIA) go up 17,000+ points, while 
being invested, and watching the crowd agonize over a ton of bologna presented 
by journalists who I personally assign about zero credit toward. 
 
In the November 2017 edition, I also wrote about what very likely happens next.  
I’m not sure when, but trees don’t grow to the sky.  I anticipate a correction in this 
upward trend!  That is a given.  The difference this time is Mr. and Mrs. 401(k) 
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will be quick to sell as they still, deep in their hearts, believe there is another 
shoe to drop! 
 
They will sell into the downdraft. 
 
At The Wealth Strategies Group, we will not! 
 
We will consider allocating cash and get ready for what comes right after that, 
which I believe will be a serious bounce up and a continuation of the current 
trend.  
 
Sign #2 remains positive, could get less positive for a short period and then the 
best is yet to come.  FOMO can last a few years when there is still $11 trillion in 
cash, money markets and short-term instruments! (Source: U.S. Federal 
Reserve) 
 
 

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) 
In the most recent six-month reporting period, the Leading Economic Indicators 
(LEI) index increased at an annual rate of +6.10%.  This is an increase of 
+24.48% over the previous six months that predicted economic growth of about 
+4.90%. 
 
Clearly, the economic spiraling up I have been suggesting is accelerating.  This 
suggests that six to nine months from now, i.e. July to October 2018 we should 
see the economy clicking along at a very strong rate of growth.  Keep in mind this 
is before the effects of the new tax law that favors Corporate America more than 
we as individuals.  We as individuals will benefit from byproducts like fewer 
people on government assistance as they re-enter the work force, new workers 
gain less costly healthcare coverage via group insurance with their new jobs and 
slightly lower tax bills. 
 
Combined, this will add fuel to the U.S. economy and the spiraling up as we 
move toward year-end.  At some point, it will be important to watch as it could 
create the inflation I mentioned last month and that capital markets tend not to 
react well to, at least historically! 
 
As of this latest reading the LEI is annualizing at an +6.10% growth rate versus 
2016’s +1.47% for the same period.  In addition, I would suggest manufacturing 
in other countries will benefit from this economic growth we are experiencing.  
For example, China just requested their highest ever energy generation 
production level.  This strongly suggests their manufacturing plants are working 

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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at capacity plus! (Source: U.S. Energy Information Administration, International 
Energy Outlook) 
 
For the last several months I have also been highlighting here the Chemical 
Activity Barometer (CAB), since all things chemical tend to happen before many 
other activities in our economy.  It 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 120.  This is higher than before the “Great 
Recession”, highest level ever recorded and remains +6% year over year. 
 
Sign #3 remains very 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) 
When I wrote last month’s issue of The Seven Signs the data had not been 
released for new jobs created.  Like other times in the past when we get an 
overlap on writing this update before the data is released, I made a guess as to 
how many jobs would be created.  I predicted 259,000 and the actual printed at 
233,000 new jobs.  Not too shabby of a guess, but more important, a good jobs 
creation number. 
 
For the most current month, which is December 2018, the new jobs created 
came in at 148,000 new jobs.  There was almost zero effect from the birth/death 
(of a business) model.  Remember, the birth/death number is a number I refer to 
as fiction, as it is a telephone survey that makes large assumptions about jobs 
creation even if a call is not picked up and surveyed. 
 
The four-week moving average for initial claims for unemployment bounced up, 
but only by a fraction.  Up 2,000 claims for the month from 239,750 last month to 
241,750 this month.  This is normal December data flow.  Naturally, few 
employers complete hires during the holidays, as they are largely on holiday 
vacations.  I suspect the good downward trend will continue in January and 
February 2018. 
 
Each month I read the Bureau of Labor Statistics (BLS) Job Openings and 
Turnover Summary (JOLTS) report.  I don’t always refer to the data, but I like to 
look specifically at the number of “separations” reported.  This is important, as it 
indicates if employees are changing jobs.  The reason many people change jobs 
is to take the same job elsewhere, but for higher pay.  The good news is this is 

http://www.bls.gov/
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not showing up “yet” in the data, which suggests there is not much in the way of 
employee cost inflation. 
 
However, the National Federation of Independent Business (NFIB) reported the 
highest level of business optimism since Ronald Reagan’s second year in office, 
1983!  In the report, they also reported business owners reported that finding 
qualified workers has been a “persistent problem”, second to high taxes. 
 
Add that to the largest creator of new jobs, home builders, and you start to get a 
sense of my concern around one of the largest contributors of inflation, 
increasing employee costs, i.e. labor.  For example, the National Association of 
Home Builders (NAHB) reported: 
 

✓ Sentiment +5 to 74 in December, the highest since 1999 
✓ Current conditions +4 to 81 
✓ Future sales +3 to 79 
✓ Buyer traffic +8 to 58, the highest since 1998 

 
Key:  Any reading above 50 signals improvement and growth. 
 
Conclusion:  Difficulty finding qualified employees, booming businesses need to 
hire and get qualified people, or raise the salary level and hire away from 
competitors. 
 
Possible result:  Increase in inflation. 
 
The point:  Inflation and market valuations go together about as well as water 
and gasoline. 
 
For now, Sign #4 is positive and it could get so good that it becomes bad, i.e. like 
1975 – 1981. 
 

5) Indicator: Durable goods spending 
 Where to find it: www.census.gov/indicator/www/m3 
 What to look for: An increasing or decreasing trend, especially a trend of 

four to five months out of six would be a positive or 
negative sign 

 
(Positive) 
These long shelf-life items like non-perishable, non-fashion items are usually the 
first to show signs of a slowing economy.  Remember, these are items we can do 
without, if need be.  New orders increased +1.30%, up three of the last four 
months.  Shipments, up six of the last seven months, increased +1%.  
Inventories increased +.20%. 
 
This is data that lags in the time it takes to collect and report, so this is November 
2017 detail, i.e. it is reflecting what we already know was the largest shopping 
season ever.  That said, it is interesting to see how it works with Sign #1 

http://www.census.gov/indicator/www/m3
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reporting Personal Consumption up 2.10%, new orders to replace up +1.30%, 
shipments en route to stores and warehouses +1% and inventories at the factory 
and warehouse for the most part flat, i.e. burning off the inventory built up for the 
holiday buying. 
 
The really good news for manufacturing is unfilled orders for durable goods, 
“stuff” we can do without if need be, increased to over $1.1 billion.  This suggests 
people are spending a ton on everything, including “stuff” they could do without. 
 
Here are a few other key stats from the Institute of Supply Management (ISM), 
the group that tracks all things manufacturing. 
 

✓ Manufacturing Index at 59.7, as of November 2017 
✓ Sixteen of eighteen industries tracked reported growth 

- Production jumped up to 65.8 
- New orders jumped up to 69.4 (The fastest pace since January 2004) 
- Employment Index settled at 57 
 

Once again, any reading above 50 represents expansion!  A few pieces of 
anecdotal evidence suggests this trend is from great to fantastic! 
 

✓ Texas Manufacturing Production Index +82.22% month over month 
✓ Texas Manufacturing Capacity Utilization Index +52.02% month over 

month 
✓ Texas Manufacturing Shipments +28.74% month over month 

 
American Trucking Association reported tonnage shipped through November 
2017 is +13.53 % year over year. 
 
Manufacturing is a core of job creation and it couldn’t be much more 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) 
There are two independent research firms I tend to use as our input sources for 
the future earnings estimate of Corporate America, as measured by the S&P 
500.  The two are currently reporting estimates that are far enough apart that I 
suggest one hasn’t fully accounted for the rather large impact the new tax law will 
have an increase in corporate earnings, the flip side of paying less tax. 
 
Yardini and Associates estimate 2018 operating earnings of $146.78.  
 
FactSet is estimating 2018 operating earnings of $159.09.  It seems reasonable 
to me, after reporting the super positive data flow above in the other Seven Signs 

http://www.standardandpoors.com/
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of a Changing Economy™, to use the S&P 500 2018 earnings estimate of 
$159.09 in calculating this month’s Fair Market Value (FMV). 
 
In our effort to determine, current prices versus value, let’s plug full-year 2018 
earnings into our “Rule of 20” Fair Market Value (FMV) estimate model. 
 
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 Gross Domestic Product 
(GDP) “second estimate” for 3Q2017 released November 28, 2017 of 2.12%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 2018 S&P 500 earnings estimate = $159.09 
 

• 159.09 x 17.88 = 2,844.53 (S&P 500 2018 FMV estimate) 
 

 
As of 1/5/2018, the S&P 500 trades at 2,743.15 (2018 rests at a 3.70% discount 
to FMV) 
 
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 17.24 for 2018.  The 90-day T-bill as of 1/5/2018 is 1.39%. 
 
For 2018, 17.24 +1.39 = 18.63 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. 
 
Yes, I understand that had I used the Yardini S&P 500 2018 earnings estimate, 
the FMV would be 2,612.68 versus the 1/5/2018 close of 2,747.15, making FMV 
below index value!  In addition, I recognized that using the lower earnings 
estimate when calculating the price to earnings and adding it to the 90-day T-bill 
rate would jump the total up to 20.08 versus 18.63 in Dr. Sjuggerud’s model.  
And yes, I know 20.08 is above the average of 20 and closing in on the 22 
danger zone level outlined. 
 
I noted above why I used the higher number and yet my intent is to watch both 
closely to get a better handle of the tax impact on Corporate earnings going 
forward. 
 
This data is a moving parade and right now both numbers remain positive and in 
the range of reasonable. 
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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) 
On January 26, 2018, the Bureau of Economic Analysis (BEA) will release their 
“advanced” estimate of 4Q2017 Gross Domestic Product (GDP), AKA the growth 
of our economy.  The GDP is always adjusted for inflation so that “real” growth is 
reported.  My guess is that we will be annualizing at a +3.20% GDP growth rate. 
 
The key to the above comment is “real” growth.  If a lower inflation rate is used to 
estimate real growth, it has the effect of suggesting the economy is growing 
faster than if a higher inflation rate was used. 
 
To peek around the corner, the Consumer Price Index (CPI), which measures 
inflation at the household level, is annualizing at +2.20 % as of 11/30/2017 (most 
recent data).  This is down from the annualized rate of +2.50% in January 2017. 
 
The Producer Price Index (PPI), measures inflation at the manufacturers’ input 
level, is annualizing at +2.40%.  This is up 41% since January 2017 when PPI 
reported at +1.70%. 
 
As of 1/15/2018 a barrel of oil is up +13.85% year over year.  The RIND Index, 
which measures the increasing costs of raw materials used in manufacturing 
(from burlap to leather, etc.), is up 4.68% year over year. 
 
Add in the potential for increased labor costs as detailed above in Sign #4 and it 
is not out of the realm of possibilities to see continued upward pressure on the 
PPI.  It may be possible for manufacturers to absorb the increase or they may 
have to pass it along to all of us consumers, i.e. inflation. 
 
Inflation rates between 3-4% are acceptable.  We are at 2.12%.  GDP at a real 
rate of 3%+, with inflation in check is ideal.  The last time we saw this rate of 
growth was 2006, twelve years ago. 
 
Sign #7 remains positive. 

 
*The Rule of 20 is in this calculation implying, and using, a price/earnings ratio, 
which is the valuation ratio of a company’s current share price compared to its 
per-share earnings.  Thus, 18x the expected Earnings per Share.  Both EPS and 
the multiple of 18 could drop.  The earnings could be reduced due to the 
consumers spending less.  The multiplier of 18 could drop to, say 8 for example, 
if investors were to get scared and become risk adverse.  All of a sudden 8 x 
$159.09 turns the 2,844.53 2018 FMV into 1,272.72and even worse if earnings 
were to drop below the example of $159.09/share!  This is the multiplier risk and 
earnings risk I personally worry about.  It may never occur, but what an 

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


 

13 

 

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. 
 

 


