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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 2015 
 

Summary 

 
This month Sign #7, Inflation/Deflation, suggests to us that the 
economic recovery still has at least a “few” years to go before we  
see anything too inflationary.  As I have written here before, much 
of what is happening in our economy is related to technology. 
 
Certainly money supply, interest rates and a host of other  
economic variables have impact.  Yet, I tend to find myself 
drifting back to the impact that technology has on our economy when I read 
these subject specific reports and their effect on our economy. 
 
Specifically, I drift back to Moore’s Law!  Gordon E. Moore was the co-founder of 
Intel Corporation and Fairchild Semiconductor. Mr. Moore wrote a paper in 1975 
where he described a doubling every two years in the number of components per 
integrated circuit.  This doubling of the components per each one-inch square 
microchip would also double the speed of communication, memory capacity and 
micro processes of computer technology every two years. 
 
When you stop to think about what these technological advancements have 
meant to each of us as well as the world population, it is, in my opinion, stunning.  
Technology has played a huge role in the slow economic recovery since the 
“Great Recession”!   
 
For example, I have been shopping with my very bright 27 year old Intellectual 
Property Litigation attorney daughter as she and her husband bought a new 
washer and dryer.  As we stood in Lowe’s looking at the product she wanted to 
buy, she used her smart phone to show our salesperson where she could order 
the same product, at 40% less cost, by pushing the green “buy” button.  Or, the 
salesperson could match the reduced price and she would buy it from Lowe’s 
now. 
 
What do you think happened? You’re correct!  Lowe’s delivered the washer and 
dryer delivered to her house the next day! 
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This is my “social scientist” firsthand experience of literally watching technology 
cause deflation.  Go back and read that example again with deflation as your 
reference point. 
 
It goes like this, technology drives prices lower.  Lower prices, which can be 
pulled up on anything via the “red tag” app, becomes the norm, not the 
exception!  Our daughter is not in a hurry at all to buy a product before it goes up 
in price. Just the opposite.  She is very content to search the net and wait until 
the prices go down, which in turn, causes her to wait until prices go down again. 
 
This is a different version of Moore’s Law than intended, but it is just as real as 
Egypt’s president, Hosni Mubarak, being overthrown via a revolution started and 
sustained on Facebook!  Technology is moving faster and faster and more 
effective and efficient with each year that passes, just as Gordon Moore 
predicted in 1975. 
 
Just look around you as you move through your life this week.  Did you notice 
Amazon?  They provide you the opportunity to buy, and have delivered to your 
door tomorrow, anything you want…and they own no stores! 
 
I took an Uber car, which I hailed from my smart phone app, to return to my 
house from the airport.  Uber is the largest taxi company in the world, but they 
own no cars! 
 
This fall Elaine and I will take a short vacation and we booked our overnight stays 
with AirBNB.  If you have not heard of AirBNB, they are now the world’s largest 
lodging company, but they own no real estate. 
 
Facebook is now the largest advertising company and they provide no 
advertising or content material. 
 
The trend here is painfully obvious and it is not going away!  The trend is 
deflationary to mildly inflationary at best. 
 
I never met Barton Briggs, the famous Morgan Stanley economic strategist.  But, 
I remember reading one of his research pieces that he referred to as the 
“financial ice age”.  Mr. Briggs referred to the financial ice age as:  
 
“Ice is a loss of pricing power and a world where prices are as likely to go down 
as up.  Ice is an erosion of profits.  Ice is excess capacity.  Ice is developing 
countries with low-cost factories and huge new labor forces.  Ice is creative price 
destruction from technology…Ice is also about competitive devaluations, as 
countries try to export their unemployment and lack of growth.” 
 
Expect to see our economy grow rather slowly.  Over the next two or three years 
inflation will be tame and the Fed will not be forced to increase interest rates too 
quickly.  This lower, slower yet consistent growth will be the ridge that buys the 
time for the Generation Y, also referred to as the “Millenials” generation, to age a 
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few more years to the stage where they start up the very predictable, and 
expensive, stages of life like getting married (age 27½), having their first child 
(age 29½) and buying their first house (age 30½). 
 
Prepare your investment portfolio to be in front of this wave of 84 million people 
who are just now starting to do what boomers have already done.  This is like the 
spending wave that caused the baby boomers to push the DJIA from under 1,000 
in 1982 to nearly 18,000 today.  This is not fake or a conspiracy theory.  That 
increase in the values of Corporate America happened and I am suggesting it 
may happen again with this larger generation.   
 
Out there on the horizon there may be a DJIA of 25,000 then 50,000 and then 
100,000.  No one knows the future, but I would suggest the next 5,000 point 
move on the DJIA could potentially be not down, but up! 
 
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 from 
your computer.  To call in, simply dial our number, 347-826-7481, no access 
code needed.  To listen live from your computer, please go to the 7 Signs page 
or our website, www.wealthstratgroup.com. 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, except for August when data flow is summer slow.  
Please mark your calendar to join me for the next call on Thursday, 
September 10, 2015. 
 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/p/7-signs
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
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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) 
If you happen to have read the May 2015 issue of The Seven Signs of a 
Changing Economy update you will remember my comments suggesting that the 
snowiest and coldest winter months in years had put a hold on just about 
everything!  In that issue I suggested our economy would be taken off the “winter 
hold” and be replaced with the “spring zing”. 
 
Well, “good news”, spring is over and not only did “spring zing”, it has now 
morphed into “summer zing!”  
 
So, with Personal Consumption Expenditure (PCE) up over 100% year over year, 
it is not only unbelievably good, but also sounding very “zingy”!  As predicted 
here, based on real live data, the “delay” in consumer spending was not a 
“denial”! 
 
The Bureau of Economic Analysis (BEA) reported Personal Consumption 
Expenditures (PCE) up +.9% last month.  In “The Signs of Change”, I choose to 
follow “chained” dollars, as this is an inflation adjusted report of PCE.  Chained 
dollar PCE was up .6%.  The end of the story is that the same reporting period, 
per the BEA, for 2013 PCE was +.8%, 2014 was +.6% and 2015 is +1.3%!  That 
makes 2015 +117% year over year versus 2014! 
 
As you will read below, lower energy prices combined with more people working 
has caused the economic spiral to continue the upward trend.  And, we also see 
this in the data flow reported by the BEA, via current taxes paid.  Tax receipts to 
the U.S. Treasury are up nearly +50% year over year! 
 
For the same period in 2014 personal taxes paid were $20.5 billion versus 2015 
at $29.70 billion.  Clearly, if we taxpayers collectively paid nearly 50% more in 
federal taxes we also made over 50% more income.  Without question, and 
quantifiably stated in the data, the consumer is earning more and now that they 
can see their backyard still exists after the winter snow melt are now spending 
more on, well…everything! 

 

2) Indicator: Institutional Money Flow 
 Where to find it: www.wordenbrothers.com or 

www.barrons.com/convictionoftraders 

http://www.bea.gov/
http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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 What to look for: Increasing or decreasing prices on high volume of large 
block trades 

(Positive) 
“Never in the thousands of years of recorded history have we had interest rates 
at zero or negative.  We are destroying the people who save and invest for the 
future.  The previous bear market in bonds was from 1946 to 1981.  Since 1981 
bonds have been in a bull market.  When the price of bonds starts going lower, 
and “interest” rates go higher, “interest” rates will go much, much higher.”  Jim 
Rogers, co-founder with George Soros of the Quantum Fund. 
 
Arguably, one of the brightest minds in the history of investing is now saying what 
we’ve been telling clients for over the last few years, i.e. be careful of fixed 
income investments.  However, investors have put $42.7 billion into bond funds, 
January 2015 through May 2015, on top of the $43.5 billion last year!  That just 
doesn’t seem to make good investment sense. 
 
At the same time, per the Investment Company Institute (ICI) investors took out 
$60.2 billion in ownership of Corporate America in 2014 and $60.1 billion already 
for the first five months of 2015!  But, this data is a little deceptive as it nets the 
difference against international funds.  If we adjust for that effect investors sold 
out of nearly $90 billion in Corporate America in 2014 and $65 billion year to 
date! 
 
This is staggering money flow into bonds and out of U.S. equity and clearly 
points to just one conclusion:  The average investor remains so scared and 
scarred by the past that they can’t even spit! 
 
At the same time, the floors and floors of buildings upon buildings of CPA’s, 
MBA’s, CFA’s working for hundreds of firms around America approved the 
purchase of $257 billion in stock buybacks for the first three months of 2015!  
Since then, May 2015 alone resulted in U.S. mergers and acquisitions of $243 
billion!  This is the highest one month level in the history of the world!  Corporate 
America is on track for the largest level of mergers and acquisitions ever, well 
over $1 trillion!  (Source: The Financial Times/London) 
 
Ironic, isn’t it?  The average American investor is selling billions and Corporate 
America is buying at the highest dollar level ever…and at a price point the talking 
heads tell us is “over priced”, “unreasonable” and “stupid”! 
 
Money flow tells the truth and it could not be 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 

(Positive) 

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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Sorry, I can’t resist!  Just like the last two months, I will start with my same 
observation and quote! 
 
“From what I have observed as a social scientist as I go about my day-to-day life, 
the new orders are about to go positive, as all the stuff people are buying today 
will need to be re-stocked tomorrow.” 
 
The Conference Board released this month’s Leading Economic Index report on 
June 18, 2015 as +.7%.  Just FYI, this is a really good and positive number.  In 
addition, it is a continuation of a really positive trend.  As a reminder, the Leading 
Economic Indicator (LEI) is presented as an indication of what will be happening 
in our economy 6-9 months in the future.  Thus, we are looking at the Conference 
Board’s data supported suggestion of a growing and expanding economy in 
January through May 2016. 
 
Three key items to note here: 
 

1) The positive trend is in place and strengthening. 
  

2) Of the ten leading indicators that make up the LEI, nine were positive, one 
was neutral and none were negative.  That is rare!  And good! 

 
3) Not all ten indicators are as impactful, in my opinion.  But, those that are 

impactful, like manufacturers’ new orders for non-defense capital goods, 
excluding aircraft and manufacturers’ new orders for consumer goods and 
materials are positive.  
 

These data points are real, represent real money and don’t just happen out of the 
blue!  This is seriously positive data flow. 

 

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) 
As you know from reading these notes each month, anything “new” requires jobs 
creation.  This is easy to believe since we all know selling an already “existing” 
house, car, boat, stroller, et al, required no significant creation input.  
 
So, when I state the following, what comes to mind?  The U.S. Commerce 
Department reported:  
 

 Last month housing starts were up +20.2% 

 Building permits +10.1% 

 “New” home sales up 23% year over year (YOY) 

http://www.bls.gov/
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 Pending home sales rise to nine year high +10.4% YOY 

 U.S. construction spending at highest level since October 2008 at an 
adjusted annual rate of $1.04 trillion 

 U.S. auto sales annualized at highest sales in a decade (Source: Reuters) 
 
If you answered “new” jobs will need to be created, then ding, ding, ding!  We 
have a winner! 
 
Here is the supporting data: 
 

 Initial claims for unemployment as of June 2015 (4-week moving average) 
at 273,750.  The lowest since 2000 and the second lowest since 1970!  
(Source: U.S. Federal Reserve) 

 Unemployment rate at 5.3% is better than 60% of history since 1955! 

 2014 created 3.1 million new jobs, the most since the 1980’s. 
 
In June 2015, the U.S. economy created 223,000 new jobs.  The unemployment 
rate is now 5.3%.  Per the Federal Reserve 4% unemployment is considered “full 
employment”.  We are close to “full employment”, which will ultimately mean he 
Federal Reserve has met its public mandate for employment and could choose to 
start the slow climb up in interest rates to prevent inflation. 
 
For now, as noted in Sign #1 above, “spring zing” has morphed into “summer 
zing” and pretty much anyone who wants a job has a choice of which one to pick 
from! 
 
Sign #4 is “stunningly positive”!  

 

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

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

 
(Positive) 
These long shelf-life items like non-perishable, non-fashion items are usually the 
first to show signs of a slowing economy.  Remember, these are items we can do 
without, if need be.  New orders decreased -1.8%.  New shipments decreased -
.10% and have been down four of the last five months.  Unfilled orders 
decreased -.50%, down five of the last six months. 
 
Well that certainly looks bad, doesn’t it?  Sort of reminds me of the different types 
of lies, i.e. lies, white lies and lies of omission.  To me, lies are found out over 
time, white lies are pretty easy to see through and those pesky lies of omission 
are bigger…you just don’t know what you don’t know, or worse yet, what truth is 
being intentionally withheld from you! 
 

http://www.census.gov/indicator/www/m3
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What those statistics didn’t reveal was, unfilled orders remain at all-time highs of 
$1.195 trillion.  It is hard to wrap your head around how good it must be to have 
nearly 8% of our entire U.S. Gross Domestic Product (GDP) in unfilled orders, 
sung to the tune of “on backorder”.  Stunningly good! 
 
As anecdotal evidence:  The Baltic Dry Index (BDIY) is the measure of goods 
moving, i.e. sold and being delivered to the buyers, and it was up +32.70% last 
month!  A few of my other favorite move the goods measuring sticks like J.B. 
Hunt, FedEx and Union Pacific have had stock prices ratchet down.  However, 
those appear investor-selling related, as noted in Sign #2 above.  For that 
reason, this price reduction doesn’t seem to adequately reflect the reality of the 
revenue, earnings and dividend growth in each.  So, I will lean harder on the 
BDIY when I say, Sign #5 is more positive than the data presented. 

 

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) 
One of my favorite quotes is related to statistics.  The quote goes like this:  
“Statistics are like a bikini, what they reveal is fascinating, but what they conceal 
is essential.”   
 
It is for that reason that I prefer the facts as reported by reliable sources that 
have been historically accurate, like The Seven Signs of a Changing Economy™!  
The facts are the facts!  No need to torture the data until it tells you what you 
wanted from the beginning. 
 
With that as a back drop, we all know research analysts around the country have 
been busy reducing the estimated earnings for 2Q2015.  Not to be outdone, 
Corporate America has also been reducing earnings estimates for 2Q2015.  After 
all, the companies that make up the S&P 500 generate approximately 50% of 
their earnings from Europe.  We all know that Europe has been doing poorly, so 
that seems obvious. 
 
However, while the obvious was the focus for negative news, there is something 
below the surface worth noting.  Specifically, the U.S. dollar dropped in 2Q2015 
versus the Euro, i.e. more sales than we know just yet.  Energy prices bounced 
up and stabilized in the low $60’s per barrel, i.e. energy companies are going to 
report better earnings, pulling the overall S&P 500 earnings up as well.   
 
In addition, the serious bounce up in Personal Consumption Expenditures (PCE), 
as posted above in Sign #1, is expected to positively impact 2Q2015 earnings.  
Lastly, as noted above in Sign #2, the first five months of 2015 have resulted in 
Corporate America buying back $500 billion of their own stock!  I don’t have the 
quick formula to produce how much this will increase earnings for 2Q2015, but I 
know it will add an increase on top of the other three items noted. 

http://www.standardandpoors.com/
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So, my $1 gentleman’s bet this month is taking the side of flat to up earnings per 
share for Corporate America, as measured by the S&P 500.  The end result will 
be 2015 S&P 500 earnings up and on track with our original estimate, if not 
higher, of $126 per share. 
 
Here is what that means to Fair Market Value (FMV) quantification and valuation 
today. 
 
For the valuation quantification, I turn to the “Rule of 20”.  Per FactSet Research, 
the S&P 500 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 7/8/2015 the S&P 500 closed at 2,058.72 (an 13.84% 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. 
 

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) 
Inflation and deflation have a very significant impact on our economy and 
Corporate America.  As you know from prior issues, we do not want deflation.  
Deflation causes depressions, which are called depressions because they are 
depressing. 
 
This is also why the U.S. Federal Reserve has kept interest rates down since 
2009, i.e. to induce economic growth after the “Great Recession” and the very 
slow recovery that has followed.  Even with the low interest rates, the recovery 
seems to have taken a very long period of time.  However, we have been seeing 
in The Seven Signs of a Changing Economy™ raw data, the beginning and 
continuation of an economic “spiral up”! 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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Inflation remains low, which is good for now, but the Gross Domestic Product 
(GDP) for 1Q2015 remains at a -.20% annualized rate.  The Bureau of Economic 
Analysis (BEA) used -.06% as the inflation rate to calculate the GDP at -.20%.  
Essentially this means U.S. economic growth in 1Q2015 was “flat”, to which I 
respond…so what?! 
 
One year ago the final estimate of 1Q2014 GDP was-2.94%!  We left 4Q2014 
with GDP growth of +2.20%.  1Q0215 GDP is 93% better than 1Q2014.  The 
Federal Reserve reported on 3/17/2015 their full-year 2015 GDP estimate as 
+2.6-3%.  Again, I have a dollar that says the 2015 GDP will not be -.20%, but 
more like the Fed prediction of 2.6-3%! 
 
The low inflation rate will allow the Fed to keep interest rates low and that, in 
turn, will support the now well established economic “spiral up” to continue. 
 
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 
$126.00 turns the 2,343.60 2015 FMV into 1,008.00 and even worse if earnings 
were to drop below the example of $126/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.  The opinions expressed in 
this material do not necessarily reflect the views of LPL Financial. 

 
All performance referenced is historical and is no guarantee of future results.  All 
indices are unmanaged and cannot be invested into directly. 
 
•The economic forecasts set forth in the presentation may not develop as 
predicted and there can be no guarantee that strategies promoted will be 
successful.  
•Stock investing involves risk including potential loss of principal 
•Bonds are subject to market and interest rate risk if sold prior to maturity. Bond 
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values will decline as interest rates rise and bonds are subject to availability and 
change in price. 
•Mention of individual equities in this commentary are for informational purposes 
only and are not intended to represent a recommendation. 
•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. 
 

 


