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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 May 2015  
 

Summary 

 
In last month’s summary I noted that each of The Seven Signs of  
a Changing Economy™ had at least one chink in the armor.  It 
was difficult to tell if the data flow was really softening or just an 
unpleasant byproduct of the coldest and snowiest  winter in a few 
decades. 
 
My conclusion was to stick with the more likely reality, which was 
The idea that winter really did put a hold on, well, pretty much 
everything!  I further suggested our economy would be taken off the “winter hold” 
to be replaced rather quickly with the “spring zing”. 
 
I honestly didn’t think “rather quickly” would be 30 days!  But that’s what it is.  
This chink in the armor of each of the Seven Signs was either reported stronger, 
adjusted upward or deemed to be insignificant by the reporting of strong 
anecdotal evidence of what’s to come. 
 
As you will read in this month’s update below, Personal Consumption 
Expenditures (Sign #1) was both adjusted upward for last month and reported 
stronger for the current month.  Money Flow in Sign #2 reflects the fear inside the 
average investor who the data notes is selling investments of Corporate America 
at the same time Corporate America is happy to be a buyer of same.  (Note to 
self:  Companies who are buying back their own shares know much more about 
what the share’s “real value” is then the average investor.  That is why they are 
called insiders!  We like to follow their lead.) 
 
In addition, The Leading Economic Index, Durable Goods sales and Corporate 
earnings are all being reported higher than expected. 
 
Just so you know I find all the fear and angst in the various press reports, at all 
levels, to be very much overdone.  When I wrote Surviving the Storm - How to 
Prosper During the Coming Economic Winter (McGraw-Hill 2007) it was August 
2006.  I used the Seven Signs of a Changing Economy to peek around the 
corner and the economy looked terrible.  But, the rest of the world was still in the 
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“here and now”, which was a very good economy and investment market in 2006 
and 2007. For that reason, it took me over a year to sell the book to McGraw-Hill. 
 
Back then the negative message in my book was a buzz kill to the economic 
party and who wants that?  Few believed the message.  Even as the economy 
rolled over pretty much as I suggested right down to our exit strategy, written in 
2006 on page 235, few believed it. 
 
Now that it is over, and I mean eight years over, it seems people only want to 
hear fear and negative.  Once again I find myself on the outside of “group think” 
with this little voice suggesting month after month and year after year since the 
economic storm that “it’s over and okay to believe in Corporate America, our 
economy and our investments in Corporate America.” 
 
We are recovering in ways most people cannot yet comprehend, like those 
60,000 jobs created in the U.S. manufacturing sector via “reshoring” efforts.  See 
Sign #4 below. 
 
We are creating new technologies and the byproduct efficiencies that come with 
them at a speed, size and scope that is hard to believe, let alone understand. 
 
We are seeing a massive renaissance in manufacturing and infrastructure. 
 
The baby boomers’ kids (Generation Y) are a larger generation than any in the 
history of earth and they are smart, tech savvy and pretty far from lazy.  Every 
time I see a freight train with three or four locomotives pulling a gazillion coal cars 
I think of Gen Y pulling the rest of America into the future, as we old folks refuse 
to “get it”! 
 
Last but not least, we are the new king of oil!  Funny, as I write this the Saudi Oil 
minister is quoted:  “No one can set the price of oil – it’s up to Allah.”  I agree “no 
one” can set the price, as oil is a commodity and therefore price sensitive to 
supply and demand.  Thus, supply and demand will set the price.  Yes, it will be 
somewhat volatile but America now has a whole new supply. 
 
Most of the OPEC nations have two things for sale, sand and oil, and we don’t 
need either.  Maybe Allah has a different opinion but I will invest based on mine. 
 
All of this adds up to a positive economic back drop.  The year before a president 
election is on average up, which is also nice to know.  Historically, stock market 
values have never crashed at less than 20x earnings.  We are at 16x earnings, 
as measured below in Sign #7 for Corporate America via the S&P 500. 
 
The data is better than normal.  Until that changes, we will continue to prudently 
oversee the assets entrusted to our stewardship.  Of course we all have our own 
unique circumstances to determine for each of our constraints for time, risk and 
volatility.  So, for our clients, let us know if yours have changed.  For prospective 
clients, please feel welcome to call or email  me if you would like to discuss our 
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unique structures, strategies and processes that help our clients gain clarity, 
confidence and direction with their investment portfolios.                                                                                                                   
 
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 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, June 11, 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) 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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In last month’s issue under Sign #1 the growth in Personal Consumption 
Expenditures (PCE) was a negative -.1%, and I suggested that it was not a large 
enough number to matter.  I also suggested to our readers that this data does get 
adjusted and that I suspected this number would be adjusted upward. 
 
This month the Bureau of Economic Analysis (BEA) updated last month’s data 
from -.1% to 0% growth.  Again, not a big change, but it is no longer a 
contraction, which is great.  In addition, the BEA reported current month Personal 
Consumption Expenditures as +.3%.  This is a respectable number and it is the 
largest month over month growth level in the first five months.   
 
In my opinion this is actually a better number than it appears if you compare it to 
prior years and here is why:  Energy prices!  Remember, I choose to use the 
more realistic estimate of PCE to track consumer spending.  The more realistic 
number is reported by the BEA as “chained dollars”.  The chained dollar statistic 
measures a fixed basket of goods and services adjusted for inflation.  Thus, any 
growth is measuring actual dollars spent net after inflation, i.e. a true reflection of 
what consumers are spending.  Energy costs represent, on average, about 20% 
of all consumer expenditures.  If energy prices are down, and they are, and 
consumer spending is up, and it is, the data suggests consumers are spending 
more than they are saving on energy. 
 
Next month I expect this report to be flat and possibly down.  This is a normal 
seasonal impact on spending and we tend to see it each year.  The positive 
message in Sign #1 is that all the temporary factors that held back spending, 
were exactly that…temporary! 
 

 

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) 
As mentioned in the summary of last month’s issue of the Seven Signs of a 
Changing Economy™, “money flowed out of Corporate America into fixed 
income, which is at a nearly 3x valuation.” 
 
Nothing changed this month!  Per the “Lipper U.S. Fund Flows” report, the 
“average” investor (meaning non-institutional investor) sold $1.607 billion of their 
investments in Corporate America and bought $2.129 billion in fixed income. 
 
This actually tells us a few things: 
 

1. The average investor remains fearful, which is historically a reason to be 
bullish.  The premise here is that the average investor is usually wrong 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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when compared to the hundreds of floors of accountants, research 
analysts and investment managers of the institutional investors. 
 

2. The average investor is selling their investment in Corporate America at a 
value of 16.7x what the companies earn.  If they just took a moment to 
look at this history of market crashes, none have happened when values 
are less than 20x earnings.  That 20x is nearly 25% higher than today’s 
S&P 500 value plus the high probability of earnings growing next year at a 
5-8% clip. 
 

3. Who is buying all the shares the average investor is selling?  The insiders 
of course, i.e. the floors of CPA’s, MBA’s, CFA’s, etc. that crunch real 
numbers and are very good at estimating fair market value now and into 
the future. 
 

More than 40% of U.S. firms currently maintain stock buyback programs.  20% of 
the firm’s that make up the S&P 500 reduced their shares outstanding by 4% in 
2014, via stock buyback plans, thus boosting their earnings per share! (Source:  
Leeb Research:  Income performance) 
 
It is also noteworthy to mention that the year before a presidential election is 
historically above average performers.  Mark your calendar to vote:  November 8, 
2016! 
 
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) 
The Leading Economic Index (LEI) was reported by its creators over at The 
Conference Board as +.2%.  This is the same growth rate reported for each of 
the prior two months.  This data is through March 2015, so I suspect we won’t 
see a bounce up until next month.  That said, +.2% is not that bad, especially 
after the larger percentage gains we saw late last year. 
 
Of the ten components that make up the LEI, six were positive.  More importantly 
I have found two of these indicators to be more impactful on the future economic 
growth.  Specifically, manufacturers’ new orders for non-defense capital goods, 
excluding aircraft, and manufacturers’ new orders for consumer goods and 
materials.   
 
It would have been nice to see Industrial Supply Managers (ISM) new orders 
index as positive, but as stated, this data is for March.  From what I have 
observed as a social scientist as I go about day-to-day life, the new orders are 

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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about to go positive, as all the stuff people are buying today will need to be 
restocked tomorrow. 
 
Like last month, not a super strong number, but not that bad either.  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) 
The Bureau of Labor Statistics (BLS) reports The Employment Situation on the 
first Friday of the month, for the prior month.  However, May 1st was the first 
Friday of the month, and does not allow enough time to gather and report the 
jobs creation detail for the prior month. 
 
So, once again this month the detail will be released after this issue of The 
Seven Signs of a Changing Economy™ is written as well as after our monthly 
update conference call.  That means I will once again make an informed and 
educated guess as to what the report will hold! 
 
The release will be for jobs creation in April 2015.  So, the beginning of spring 
should have created a few more jobs than we saw in the prior month.  Some 
notes and statistics that normally give us some good insight to the jobs number 
are: 
 

1. The 4 week moving average of initial claims for unemployment.  The 
4/29/2015 report was for 283,750 claims versus last month’s 285,500.  So, 
improving!  Also, any number below 300,000 is considered positive.  
Lastly, this number is the lowest since June of 2000, almost 15 years! 
 

2. New home sales are responsible for nearly one third of all new job 
creation.  New home starts rose to an annualized rate of 926,000.  In 
addition, building permits pulled suggest 2015 new home sales will reach 
an annualized level of 1.08 million. 
 

3. The National Association of Realtors has reported that new home demand 
is stronger than expected.  Thus, new homes will be starting in earnest to 
build up inventory now that spring has sprung. 
 

4. I don’t remember which month I wrote about the new jobs being created, 
in the U.S. manufacturing sector, but it was a piece I did in 2013.  Well 
good news!  In 2010 we added 10,000 manufacturing jobs and in 2014 
new manufacturing jobs created hit 60,000.  A 600% increase and no one 
is talking about it.  This is called “reshoring”.  Back in 2010 I used the 

http://www.bls.gov/
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example of Nucore Steel Co. that had dismantled an entire factory in 
China, shipped it to the states and rebuilt it down to the very last screw.  
Why?  The U.S. had cheaper energy, there would be no transatlantic 
shipping costs and labor was plentiful.  More expensive, but not enough to 
offset the lower energy costs. 

 
Jobs are about to get a lot better and so will the household income that comes 
with them.  As that new income gains traction stateside, expect the U.S/ 
economy to shift into the second year! 
 
My guess is 207,000 new jobs created in April 2015 versus March’s jobs creation 
of 169,000. 
 
Sign #4, which was the last of the Seven Signs to turn positive late last year, 
remains in a positive upward trend. 
 

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 +4%.  New shipments were up +1.1%.  
This is a very significant turnaround in Durable Goods sales!  In last month’s 
summary I wrote “Durable Goods sales stink.  Again, a brutal winter and these 
are purchases that can easily be delayed.  Do these rebound when spring 
zings?” 
 
And zing they did!  In the same month 2010-2014, respectively, the new orders 
reported were -1.3%, +.2%,   -4.2% -5.7% and +2.60%.  This shows how much 
zing is in a +4% number, i.e. the best rebound in a half a decade. 
 
Unfilled orders increased to $1.156 trillion dollars.  That is almost 7% of our 
entire GDP!  All this and inventories were nearly unchanged at +.1% 
 
Conclusion:  New orders are stronger than expected, shipments to stores are up 
strong, back log is stunning and inventories are really not building.  So, yes a 
colder and snowier winter really did prevent people from buying “stuff” they 
wanted (haven’t these people heard of the internet?).  That buying is now 
underway and the economic spiral up is entrenched and trending higher. 
 
As a side note there is anecdotal evidence in many areas to support this.  As an 
example, look at the revenue and earnings of the companies that “move the 
goods”, like FedEx, JB Hunt and Union Pacific. 
 

http://www.census.gov/indicator/www/m3
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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) 
As you read above, I love being a social scientist!  I just quietly observe what is 
happening around me wherever I go.  Because Elaine and I have “scattered 
family”, love to travel and are willing to drive across this country, I get to observe 
a lot! 
 
For example, over the last several months, Elaine and I have had reasons to be 
in Georgia, Texas, Montana, California, Nevada, New York, Illinois, New Mexico, 
Arizona, Washington State and others I honestly don’t remember.  But, what I do 
remember is this:  Restaurants were packed, movie theaters are packed, truck 
stops are packed, etc. 
 
If you don’t travel, let me suggest a good way to kill a few hours with some 
creative fun.  Call, or go online, and try to book a plane ticket or hotel.  Go ahead, 
I dare you!  P.S. be sure to block out a few hours! 
 
As your reward, when you’re done, do a Google search for the “honey badger 
don’t give a care” YouTube video.  While you watch it, make a note to yourself.  
Pretend the honey badger is the now consistently “spiraling up” U.S. economy 
and the very much strengthening Corporate America! 
 
 Strong dollar – don’t give a care! 
 Crude oil down 60% - don’t give a care! 
 Lack of leadership in D.C. – don’t give a care! 
 Apple, Inc. 2014 revenue $18.024 trillion, what?! 
 
Yes! And here is what it means.  Apple has more revenue than Exxon Mobile, 
Microsoft and Walmart combined, with $1.503 trillion leftover. 
 
Can you say honey badger don’t give a care?! 
 
Corporate America is doing well.  They are lean, mean, efficient, effective, 
growing and buying back the shares you are selling, then buying each other and 
merging.  Corporate America is fully awake!  Don’t let the few down days and a 
little negative press scar you out of being an owner in quality companies.  In 
history, I think this is a point that will turn out to be an economic oasis!  Sign #6 is 
not just positive, in my opinion, it is the quiet before the next run up I expect to 
see by 4Q2015! 
 

7) Indicator: Inflation/deflation numbers 
 Where to find it: www.bls.gov/ppi/ or www.bls.gov/cpi/ 

http://www.standardandpoors.com/
http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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 What to look for: An interruption to the consistent but modest increase in 
the cost we all pay for goods and services 

 
(Positive) 
Now that we are all excited about what you just read above in Sign #6, I invite 
you to go back and read the last sentence… “I expect to see by 4Q2015!” 
 
Correct!  Right on que, the Bureau of Economic Analysis, (BEA), released their 
“Advanced Estimate” of 1Q2015 Gross Domestic Product (GDP) at +.25%.  Ugh!  
We left 4Q2014 with an annualized GDP of +2.20%.  We also left 1Q2014 with 
GDP at a contracting -2.94%. 
 
In reality, and it is unfortunate, the government’s statisticians use archaic 
methods to collect and report GDP data that could be collected in “real time”, like 
a social scientist or the very sophisticated logarithms used over at Consumer 
Metrics Institute.  But, they don’t!  So, we won’t know if I am right in these 
quantifiable data points and social scientist observations until later.  Please know 
the last eight years of this monthly data, the weekly website update postings and 
monthly calls have been very close to perfect in suggesting what is next 
economically. 
 
What we need to know right now is, where are we in a world of valuing Corporate 
America?  Should we sell like the average investor I outlined in Sign #2 above?   
Or, should we be buying Corporate America, like the hundreds of floors of really 
smart CPA’s, MBA’s, CFA’s, CFO’s of the largest investment firms, are buying?  
Perhaps we should follow their lead. 
 
For the valuation quantification, I turn to the “Rule of 20”!  Per FactSet Research, 
the S&P500 earned $118.50 in 2014 and is expected to earn $126.00 in 2015.  
 
To use the “Rule of 20” you subtract the inflation rate from 20.  I will use 1.40% 
as the inflation rate.  This becomes your multiplier and is multiplied by the 
respective year’s earnings per share to calculate your estimate of Fair Market 
Value. 
 

 S&P 500 2015 earnings estimate = $126.00 
$126.00 x 18.60 = 2,343.60 

 
As of 5/1/2015 the S&P 500 closed at 2,108.29 (an 11.16% 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. 
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*The Rule of 20 is in this calculation implying, and using, a price/earnings ratio, 
which is the valuation ratio of a company’s current share price compared to its 
per-share earnings.  Thus, 18.60x the expected Earnings per Share.  Both EPS 
and the multiple of 18.60 could drop.  The earnings could be reduced due to the 
consumers spending less.  The multiplier of 18.60 could drop to, say 10 for 
example, if investors were to get scared and become risk adverse.  All of a 
sudden 10 x $100 turns the 2014 FMV into 1,000 and even worse if earnings 
were to drop below the example of $100.00/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 
•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 are for informational purposes 
only and are not intended to represent a recommendation. 
 

 


