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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 September 2016 
 

Summary 

 
Hiding in Plain Sight 
 
In order to graduate from high school English, Miss Cosgriff required us to read 
The Purloined Letter by Edgar Allen Poe.  The gist of the story boiled down to a 
minister who stole a letter and used its contents as a tool for blackmail.  Instead 
of hiding the letter during a visit by detectives, he left it out in the open.  He did 
disguise the letter by writing a different address on the back of the letter, but it 
remained on his desk in plain sight of the detectives. 
 
This reminds me a great deal of what we are seeing today with the economic 
news flow.  Like the Poe story, the data is in plain sight.  It is disguised as “bad 
news”, as the press tends to report opinion versus facts, misinterprets the data, 
twists the data to some other agenda, or some variation, or combination of all. 
 
Since the Great Recession ended in March 2009 I have updated, via The Seven 
Signs of a Changing Economy™, what is being reported in the data flow, what it 
means and how each of us might invest our hard earned capital based on it.  The 
Signs have helped put the economic data that is in plain sight in a format we can 
use, if we don’t allow the disguises to distract us from what is real. 
 
Here are a few quantifiable facts, which are true today, in large part, because of 
the positive economic backdrop. 
 

 Record household wealth 

 Near record low jobless claims 

 Record job openings 

 Increasing household income 

 Record sales in Corporate America 

 Record revenues in Corporate America 

 Record earnings in Corporate America 
 
Speaking of the earnings of Corporate America, they remain very much in line 
with historical norms.  As you will see in Sign #6 below, the S&P500 trades at 
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16.58 times full year 2016 estimated earnings.  The 25-year average is 15.9 
times.  (Source:  J.P. Morgan Asset Management)  Once the oil patch earnings 
rebound starts to add, in versus drag earnings down later this year, we are 
hopeful we will see even higher earnings records. 
 
Yet all the negatives we see each day in our news sources has caused massive 
retail liquidation in the ownership of Corporate America, as noted below in Sign 
#2.  Again, the “average” 401(k) type investor is selling to the institutional buyer, 
hence the market values continue to be within a few hundred points of all-time 
highs. 
 
The crazy part of this is that the retail investors’ sale proceeds continue to buy 
bonds.  For example, the price versus earnings of the 10-year U.S. Treasury is: 
Price of $1,000 divided by earnings of $15.70/year = 63.69 times earnings. 
 
Corporate America sells at 16.58 times earnings and people are afraid.  Yet, they 
turn around and invest money in a bond selling at 63.69 times earnings.  This 
implies nearly 4 times the risk, based on buying the future income stream, and 
that’s before adjusting for inflation. 
 
One last thought to consider.  As we enter the back-to-school retail sales, make a 
note to yourself on the increase over prior years.  It is anticipated to be the 
biggest ever recorded and is a stepping stone to what follows…2016: the largest 
holiday shopping season so far, is my prediction.  This should result in higher 
corporate earnings, which have the ability to support higher market values.  Don’t 
let the disguises and distractions fool you. 
 
And, there will be plenty of disguise options available to our news sources over 
the next two months! 
 
Once again, we have the calendar suggesting what comes next.  Specifically, of 
the twelve calendar months, September has historically been the worst 
performing month.  Most people think it is October, but that is the second worst 
performing month.  (Source: The Little Book of Stock Market Cycles by Jeffery 
Hirsch)   
  

Keep in mind these are averages compiled over many years, so it is difficult to 
build the case that investors should head for the hills.  Instead, it seems 
reasonable to look at the quantifiable facts.  Facts like the valuations of 
Corporate America versus earnings over time.  When using measurable and 
independent research you find valuations today are right at the twenty-year 
average, i.e. "normal". 
  

That said there could be volatility in anticipation of that pesky Presidential 
Election.  Which leads me to an observation. 
  

As your trusted investment advisor representative, I feel it is my responsibility to 
be thoughtful about events, like elections, that will happen.  We will have a new 
President on 11/9/2016!  
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As I have thoughtfully considered the possible market reactions as to who that 
person might be my thinking is summed up as this: 
  

A Clinton Presidency implies, at least for now, more of the same.  Thus, I suspect 
the markets might like the fact that we now have a known and it is much like what 
we know now.  One would expect the markets to continue as they are now, in an 
uptrend.  This could be expected until the conversation around the next selection 
for addition to the Supreme Court of the United State.  That "could be" when the 
fight starts, i.e. more uncertainty likely causing the markets some potential 
heartburn, aka volatility. 
  

A Trump Presidency is a new beginning and those usually bring some level of 
unknown, which good or bad, is still an unknown.  I would suspect the markets 
will react with at least some volatility, of which I think there could be some 
downside.  Not necessarily for the long term outlook, but for the short term as 
any changes would be messaged through Congress over time and possibly into 
the next reality. 
  

As investors, this is just good to have thought about and considered in advance 
so we "kinda sorta" know what to expect and how to behave when faced with 
something volatile. 
  
"THE KEY", in my opinion, is to remember the valuations of Corporate America 
are quantifiably supported by the fact that the companies that represent 
Corporate America as measured by the S&P 500 have record high sales, 
revenue and earnings along with low debt and debt service making the balance 
sheets some of the most enviable in history.   
  

Volatility is likely, and at the same time the future is far better than people are 
willing to accept.  There are "always" bumps in the road, always!  And just like 
every speed bump in the past this one will be tiny when viewed in the rear view 
mirror! 
 
Do your best to stay focused on the facts.  As you will read below, our economy, 
our companies and our households are doing better than you hear, see, read 
from your favorite press coverage. 
 
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, October 13, 2016. 
 
We encourage you to invite people from your family, work and social circle to join 
in the call.  Just forward my e-mail notification to your e-mail list.  It is very timely 
information and in the volatile investment environment a second opinion may be 
greatly appreciated in these uncertain times. 

 
 

1) Indicator: Personal Consumption Expenditure (PCE) 
 Where to find it: www.bea.gov 
 What to look for: Consumer spending increases or decreases for three 

consecutive months 

 
(Positive) 
In this world of internet fast communication of news events, some of which is 
almost accurately reported, it doesn’t seem possible that so much has changed 
in the data since our last update!  Remember that we skip the August issue for 
The Seven Signs of a Changing Economy™, as the data flow tends to be slow. 
 
In the July issue, I had updated The Personal Consumption Expenditure (PCE) 
as increasing at the highest levels since 2012.  It could have been further back 
than July 2012, but I saw no need to get more detail, as the trend is the key and 
the trend was in a powerful uptrend.  We were, in fact, quantifying the “Spring 
Zing” I refer to each year as consumers emerge from their post holiday shopping 
hangover! 
 
Here is the latest detail on this most important of The Seven Signs of a Changing 
Economy.  Consumer Spending ended the three months for April through June 

http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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2016 with the biggest quarterly gain since the economic recovery started in mid-
2009! 
 
Not only was that a powerful quarter, but the trend continued into the most recent 
data, which is July 2016, as there is a month’s lag in the collection process, with 
a +.3% increase.  Consumer Spending is now annualizing at +3.26% versus last 
year at +1.75% for the same period. 
 
This represents a nearly 100% increase in the largest component of the U.S. 
economy.  Per J.P. Morgan Asset Management, 68.6% of U.S. Gross Domestic 
Product (GDP) is Personal Consumption Expenditures.  This becomes much 
clearer in Sign #7 below where I will touch on the equally impressive Federal 
Reserve estimate for increased GDP in 3Q2016! 
 
 For now, back-to-school spending is estimated to be $75.8 billion, up 11.47% 
from last year’s $68 billion!  Gasoline at the pump, as usual, peaked over Labor 
Day and is likely to trend down for the balance of this year, adding more 
disposable income to the household discretionary budget, just in time to once 
again make this year the largest holiday shopping season so far. 
 
Sign #1 could not get much more positive than it is right now! 
 

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) 
"Back In the Day…" 

  

I tend to think that is a funny phrase as it tends to refer to a better period of time 
back in our past!  Perhaps you remember back in the day when Corporate 
America, as measured by the S&P 500, hit an all time high?!  Do you remember 
how great it felt to realize that our economy was a lean, mean fighting machine!!   
  

Facts that support this…"Back then" we had:  
  

Record household wealth 

Near record low jobless claims 

Record job openings 

Increasing household income 

Record revenue and profits in Corporate America 

  

The list is longer, but your get the idea. 
  

Remember that wonderful time in history???  …Wait for it!...  It was Thursday, 
August 23, 2016, not even one month ago  Just the facts ma'am!! 
  

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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Hmmmm, all of that is true and yet the average American has exited, i.e. "sold 
out" of $269 billion in fund assets YTD.  (Source: Bank of America Merrill Lynch, 
aka BAML).  Money managers sit on the highest cash levels ever.  Per AAII 
(American Association of Individual Investors), "Bullish Sentiment" is at the same 
level the Great Recession on March 2009, i.e. the lowest in 20 years! 
  

In the last month, I have detailed what I believe to be some of the core reasons 
as to why this trend up in valuations has happened and why I believe it will 
continue.  You can read all about it in the prior postings of The WSG Weekly 
Update links.  One of the bigger inputs that impact valuations is Sign #2 of The 
Seven Signs of a Changing Economy™, "Money Flow"! 
  

Institutional money flow “in” has been great and the average investor selling “out” 
has been huge, as detailed above.  When that household money starts to flow 
back toward ownership in Corporate America we could see valuations increase 
significantly.  The cash to support this next wave in buying is available and sitting 
in the banks earning about 0.00%!!  But, in those prior writings when I quoted 
that U.S. households had over $8 TRILLION in savings, I forgot to add in money 
market accounts, time deposits, currency held at home, and checking account 
balances.  When these are added on to the "savings deposits", the total cash 
available, and earning about 0.00%, is close to $13 TRILLION. 
  

Just so you know, that is huge.  Our entire economy is a little over $18 trillion!!   
  

When that cash starts to move, I believe you are likely better off investing in front 
of it than behind it.  The outlook is better than the press reports.  The facts 
support all that I have stated here.  Check it out for yourself and let me know if 
you find one inaccuracy.  If I am wrong, it is likely that I have quoted numbers 
less than actual, as I tend to round down, not up.  
 
Sign #2 also remains very 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) 
Before the summer break for this update the Leading Economic Indicators (LEI), 
as reported by The Conference Board, had dipped -.20% for the month.  I noted 
it was realistic to have a little “backing and filling” after three very positive prior 
months.  I noted that was “normal” and the economic news was not bad at all.  In 
fact, just the opposite and that the data flow is quite positive. 
 
That little -.20% blip has been followed by a +.20% and +.40% for June and July 
(most recent data).  The next data reported will be for August 2016, which is the 
peak of the summer doldrums!  Thus, expect a slight contraction before the 

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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rubber hits the highway as we gear up for the soon to be largest holiday 
shopping season ever. 
 
Beneath the headline number, there are ten components that make up the 
Leading Economic Index.  Of the ten, only one was negative for the most recent 
month.  The negative contributor was “average consumer expectations for 
business conditions”.  Hmmm, who cares what the average person expects?  Not 
me!  I measure what they do and Sign #1 pretty much sums that up at the cash 
register. 
 
 The LEI components that do matter are: 

 New Orders Index 

 Manufacturers’ new orders for non-defense capital goods, i.e. 
aircraft 

 Manufacturers’ new orders for consumer goods and materials 
 
All of which posted as positive contributors to this most recent LEI report. 
 
I expect the August LEI to contract slightly before continuing the very positive  
trend that remains intact. 

 

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) 
Good news!  The unemployment rate in the U.S. is 4.9%!  This is historically low.  
Most economic textbooks would suggest that an unemployment rate below 5% is 
where policy makers tend to take notice.  They take notice, as it is a known fact 
that 4% of the measured workforce (retirees and children under age 16 are not 
included) choose not to work.  Thus, below 5% unemployment flashes a warning 
that the supply of eligible workers is low.  What would normally happen after the 
workforce is low is workers wanting a higher wage, which puts upward pressure 
on the inflation rate. 
 
Bad news!   In the most recent Employment Situation Summary released by the 
Bureau of Labor Statistics, only 151,000 jobs were created, well below the 
economists’ census for 180,000.  In addition, it gets arguably worse in that 
106,000 of the 151,000 jobs created were from the birth/death model.  The 
birth/death model is a telephone survey of businesses to ask if they have hired 
new employees and how many.  Unfortunately, it does not consider if a business 
closed and all employees were released, so it can present inaccurate data that is 
only adjusted once per year. 
 

http://www.bls.gov/
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In this month’s jobs report we know 45,000 jobs were really created and 
“perhaps” as many as 151,000.  However, in my opinion, the real misdirection in 
this data is not the birth/death model, it is perhaps a result of the education 
required to win the job versus the educational status of those applying for the job!  
To me, the data is strongly suggesting the jobs available are for a high school, 
Bachelor’s degree or higher, while the growing work pool available is comprised 
of folks who have chosen to remain below the high school education level. 
 
The detail suggests a very large skills mismatch between the unfilled jobs and 
the available work pool to fill them.  Expect this issue to persist as we push 
forward. 
 
For now, Sign #5 is positive, as pretty much anyone who is a high school 
graduate, not on drugs and applies for a job can get one! 

 

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 +4.4% (huge), shipments increased +.2% and 
inventories increased +.3%. 
 
As we headed into the less eventful economic data that reports in August, many 
had reported new orders at -2.2% and June -4%.  Once again, I had suggested 
these two contraction months were “backing and filling” and that we would very 
likely see the trend up continue.  It has, as is represented in this month’s report.  
 
The durables report is often volatile and subject to sharp revisions, so it is wise to 
pay close attention to the trends, which is what The Seven Signs of a Changing 
Economy update is meant to do. 
 
Thus, the annualized trend for the last few years as comparison: 
 
 2012 = -5.31% vs. full year +4.31% 
 2013 = -5.14% vs. full year +.79% 
 2014 = +17.65% vs. full year +7.70% 
 2015 = +15.77% vs. full year +5.3% 
 2016 = +6.34% vs. full year annualized +6.34% 
 
This detail both shows the volatility and the more stable trend.  The 2016 
annualized trend is the second best of this five year sample.  Clearly, the YTD 
(non-annualized) number is less than 2014 or 2015, but the trend remains on 
track. 

http://www.census.gov/indicator/www/m3
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There is plenty of anecdotal evidence to suggest this is a fair and reasonable 
observation. 
 
If you were to Google search various inquiries like “shipping container volume”, 
“railroad volume year over year” or “over the road semi-truck traffic volume” you 
would very likely have data that quantifies the goods really are moving around 
the world, around our nation and around our cities and towns down to nearly 
every zip code. 
 
Sign #5 remains positive! 

 

6) Indicator: S&P 500 Earnings per Share growth 
 Where to find it: www.standardandpoors.com 
 What to look for: Two quarters of S&P 500 earnings per-share growth, up 

being a positive trend and down being a negative trend 

 
(Positive) 
If you had to guess if the earnings growth of Corporate America, as measured by 
the S&P 500, were flat, growing or contracting, what would you guess? 
 
Surprising, in a few ways, but the correct answer is “contracting”! 
 
Yes, it is true! 
 
For the last five consecutive quarters earnings “growth” has contracted by -
3.20%. 
 
What also happened during this timeframe?  Energy got spanked and spanked 
hard!  The year over year sector through 9/2/2016 was down -84.1%. (Source:  
FactSet 9/2/2016) 
 
As for sub-sectors of energy: Oil and gas exploration and production – 657%, 
equipment and service -114%, drilling -94%, etc.  
 
However, it appears the bottom is in and without this drag on earnings and 
earnings growth, from energy we should start to see more meaningful earnings 
growth. 
 
Per Yardeni Research, 2016 full year S&P500 earnings are estimated to be 
$128.30 and 2017 is estimated at $134.30. 
 
Let’s plug full year 2016 earnings estimates 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 U.S. Gross Domestic 
Product in their “second” estimate released on June 27, 2016, which was +.36%.  

http://www.standardandpoors.com/
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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 = $128.30 

 $128.30 x 19.64 = 2,519.81 
 
As of 9/9/2016 the S&P 500 trades at 2,127.81 (an 18.42% 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 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 16.58.  The 90-day T-bill as of 9/9/2016 is .34. 
 
16.58 + .34 = 16.92, 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 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 

the cost we all pay for goods and services 

 
(Positive) 
Sign #7 is meant to measure inflation and/or deflation. Both are benign.  This 
suggests our economy is stuck in neutral.  The Producer Price Index (PPI), which 
measures the cost increase of components toward the final product, is +.8% 
annualized.  Thus, a lid remains on cost increases headed toward the retail level 
for now. 
 
The Consumer Price Index (CPI), which is meant to measure the cost of living 
increases at the household level, is also +.80% annualized. 
 
This inflation measurement is very important, as it affects our “real”, i.e. inflation 
adjusted standard of living at the household level.  In addition, it is used to 
measure the “real”, or adjusted for inflation, growth rate of our economy.  Our 
economy is made up of all the goods and services we produce as a county, i.e. 
the Gross Domestic Product (GDP). 
 
GDP growth has varied widely as we slowly started again after the Great 
Recession.  For example, 2013 GDP was +2.64%, 2014 +2.20% and 2015 
+1.40%.  As of the “second estimate” for 2016 GDP on August 26, 2016, it was 
only +1.10% (that’s low!). 
 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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However, the data collection used by the Bureau of Economic Analysis (BEA) is 
arguably antiquated and slow for sure!  For these reasons, the Federal Reserve 
Bank of Atlanta has created a new tool they call GDPNow™.  This is an updated 
model-based projection that includes real-time web “crawlers” to collect goods 
and services data. 
 
As noted above in Sign #1, the Personal Consumption Expenditures (PCE) 
reflect a much stronger economy than a +1.1% GDP does.  Interestingly the 
GDPNow model is predicting a GDP for 3Q2016 of +3.7%, or one 300% more 
than the last BEA estimate. 
 
Before you know it, this year will be over and we will have the real GDP number.  
However, based on how positive all Seven Signs of a Changing Economy are, I 
would suggest GDPNow is closer to the real economic growth rates.  Like many 
statistics, the inputs are moving and variable, but the trend is clear in the past, 
the moment and the reasonable direction of continuation. 
 
Sign #7 remains positive and may be better than most expect! 
 
 
 
*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 
$128.30 turns the 2127.81 2016 FMV into 1026.40 and even worse if earnings 
were to drop below the example of $128.30/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.  
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•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. 
 

 


