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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 October 2017 
 

Summary 

 
Statistics can be a lot of fun.  For instance, let’s say you flip a coin ten times and it comes up 
heads every flip. What is the probability the next flip will be “heads”?  Fifty percent, of course!  No 
matter what happens up until the next flip, a coin still only has two sides, so every flip has a 50/50 
chance of being heads. 
 
Don Hays Research has created many interesting statistics.  For example, of the twelve months 
in the year, September is the worst performer and October is the second worst performer.  For 
ten-year patterns, there tends to be weakness in the years ending in 3, 7 and 10, while there 
tends to be strength in the years ending in 5, 8 and 9, no mention was made of the years ending 
in 1, 2, 4 and 6, so I assume those are neutral. 
 
My personal favorite is that over the last one hundred years, per Don Hays Research, over 95% 
of all gains in the stock market have come in the six months starting November 1st through April 
30th, and almost none in the months starting May 1st through October 31st.  This is where that old 
Wall Street saying, “Sell in May and go away” came from. 
 
Based on this small data set, you could make the case that the two most volatile months of the 
year are coming to a close, we are entering the strong part of the calendar on November 1st and 
all is looking good into the future, as we are in a year ending in 7 (statistically weak) and headed 
in to the statistically strong years ending in 8, 9 and 10. 
 
To me this is like statistics, it is sort of fun, but at the end of the exercise it is also a bit like flipping 
the coin in the sense that it is all historical! 
 
This is why I started tracking quantifiable, fact-based data from independent third parties over 
thirty years ago.  It took years to drill down into which data points proved to be more accurate 
than others over time.  It took years to mix and match the data into a set that when viewed 
together took into account the current economic environment and future estimates.  With this 
historically correct data set we could more easily estimate what the economic environment might 
be for Corporate America to operate in going forward. 
 
Thus. The Seven Signs of a Changing Economy™ were born.  This data set has proved to be 
much like a weathervane in the sense that the data tells us which way the wind is blowing, 
positive or negative, and how hard. 
 
As much as this story sounds like a broken record, as the signs have all been positive to really 
positive for years, it would be poor judgement to not run the data each month.  Unlike statistics 
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and probable outcomes, this data is alive, moving daily and evolving with each outside 
uncontrollable event. 
 
The next event we are all likely to hear about, via our favorite news source is, the Federal 
Reserve raising interest rates directly and/or via reducing their balance sheet.  This tapering of 
the Fed balance sheet has the same effect is increasing interest rates, which is to slow the 
economy down and prevent inflation.  Nevermind that inflation is in check, see Sign #7 below. 
 
But, in business any talk of increasing interest rates is a scary subject.  After all, there is yet 
another Wall Street saying that suggests each increase in interest rates will cause the stock 
market to stumble but three interest rate increases equal a fall. 
 
So, let’s have a look at reality.  The stock market trades about $169 billion in value per day.  The 
U.S. Treasury bond market, where the Fed buys and sells along with everyone else in treasuries, 
is about 3.22 times bigger as it has trades on average $525 billion / day (Source: Wikipedia).  The 
fear of journalists is that the Fed will sell the $3 trillion plus in bonds they purchased from the U.S. 
Treasury to provide liquidity to the system during the great recession in an effort to normalize 
interest rates.  Since the U.S. Treasury market is huge, let’s just take a look at the details.   
 
As noted above, if the Fed sells some of their treasuries it has a like effect to increasing interest 
rates.  Increasing interest rates will slow the economy and reduce profits for Corporate America 
and the result is the value of their shares contracting.  So, serious stuff.  Serious enough to pull 
out our pencil and do some math.  
 

The amount of U.S. Treasuries held by the Federal Reserve that mature in the next five 
years: $1.4 trillion 

 
 $1.4 trillion divided by five years = $280 billion/year 
 
 $280 billion divide by 250 days (about) of trading = $1.12 billion/day 
 
 Total daily treasury market value $500 billion 
 

Result: The Fed reducing their balance sheet results in about .2% of the daily U.S. 
Treasury value. 
 
Conclusion:  If the Fed started the announced a five-year wind down starting today, it 
would result in at the most a near non-event for interest rates. 

 
In addition to this not being scary news, there are many other scary news items that continue to 
push new cash from around the globe into the liquidity and higher interest rates of the U.S. 
treasury market.  More than enough to offset a tiny .2% of any possible daily sell value by the 
Federal Reserve. 
 
This positive trend of The Seven Signs of a Changing Economy™ will change someday, but it 
appears the economic backdrop that Corporate America will operate in going forward is positive 
and this should be conducive to more profits going forward, see Sign #6 below, and the values of 
Corporate America, as measured by the S&P 500, will likely continue to trend up and to the right 
as we move into 2018 and beyond. 
 
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, 
 

mailto:Jlunney@wealthstratgroup.com
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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, November 9, 2017. 
 
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) 
As I write this edition of The Seven Signs of a Changing Economy™, it is Sunday October 15, 
2017, Halloween is just a few weeks away, suggesting scary “stuff” just ahead.  What isn’t scary 
is that consumers are forecast to spend $9.1 billion on costumes, candy, decorations, etc. 
(Source: National Retail Federation).  This represents an increase of +8.30% from last year’s 
record of $8.4 billion! 
 
In case you didn’t read last month’s update, I will remind you that retail “store” sales, i.e. this 
excludes a larger percentage gain in “online” sales, were up +4.30% year over year.  The root 
cause for such a large gain in a traditionally slow month was the increase in back to school sales.  
All the kids in strollers I have commented on for the last several years have apparently learned to 
walk, talk, talk back and are now headed to school! 
 
In The Weekly Update™ I wrote and posted to the WSG website on September 8, 2017 I 
referenced that Redbook chain store sales were reported +4.30% year over year (YOY). 
 
The Halloween sales increase on top of the strong back-to-school and chain store sales are the 
perfect set up to make my March 2017 prediction made right here, come true.  That prediction 
was that 2017 holiday sales, which start in just five weeks, the day after Thanksgiving, will be the 
largest ever recorded on planet earth. 
 
This week the National Retail Federation predicted 2017 holiday sales would increase between 
+3.60% and 4.00%.  If this happens, and I’m very confident that it will, this increase will be higher 
than the +3.50% annual growth rate seen over the last five years. 
 
Yes, Personal Consumption Expenditures (PCE) reported higher this month and Sign #1, which 
represents 69.10% of our U.S. Gross Domestic Product (GDP) is rarely more positive!  (Source: 
J.P. Morgan Guide to the Markets 9/30/2017)  

http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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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) 
Over the years I have been asked to comment on the Consumer Sentiment Survey.  This is a 
survey that is meant to measure consumers willingness to spend on discretionary household 
items.  To comment, I tend to look at myself, as I consider myself to be normal and “sorta” 
average.  For example, if I were surveyed about my willingness to buy a new, or different car, I 
would reply in the positive.  However, I have also been presented with car buying opportunities of 
late, at what I felt were great values, but I decided I would rather have my ten-year old car and 
the extra cash in my pocket. 
 
The point:  Just because people say they are willing to spend, doesn’t mean they actually will. 
 
I use this as a lead to this month’s American Association of Individual Investors (AAII) survey.  
This survey asks AAII members how they feel about the direction of the market over the next six 
months, i.e. will it be up (bullish), no change (neutral) or down (bearish)? 
 
 On 9/6/2017 the result was:  29.30% bullish 
      35.00% neutral 
      35.70% bearish 
 
 On 9/27/2017 the result was: 33.30% bullish 
      37.90% neutral 
      28.70% bearish 
 
Clearly, more AAII members were bullish or neutral on 9/27/2017 than 9/6/2017!  But, like my 
example above, these AAII investors act less positive than they reply to surveys.  For the month 
of September, Mr. & Mrs. 401k sold a net outflow of $10.407 billion in U.S. equity funds.  In 
addition, there have only been three months since January 2016 that had positive money flowing 
to U.S. equity funds. 
 
So, you ask, how can the values of Corporate America be at all-time highs?  The companies of 
Corporate America, large pension plans, endowments and foreign capital are the huge inflows.  In 
my opinion, you could anticipate this upward trend to continue. 
 
Yes, there will be a day when the markets take a breather.  But, in my opinion, it is likely the 
values of Corporate America, as measured by the Dow Jones Industrial Average (DJIA) will hit 
30,000 and then 35,000 before they ever drop down to touch 18,000, if in fact, it ever drops to 
that level again. 
 
Sign #2 is stunningly 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 Conference Board creates the Leading Economic Index (LEI).  There are 10 input 
components that have proven over the years to have an uncanny ability to suggest what the 
larger economic backdrop will be six to nine months from now, i.e. spring and summer 2018. 
 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
http://www.businesscycle.com/
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.newyorkfed.org/research/global-economy/globalindicators.html
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Personally, I have suggested about four of the ten should have a heavier impact, but I don’t argue 
with success.  So, in my analytical fact finder mindset I tend to drop down and look at the 
heavies: 
 

1) Institute for Supply Management (ISM) “New Orders” Index 
2) Manufacturers’ “New Orders” for consumer goods and materials 
3) Manufacturers’ “New Orders” for non-defense capital goods, excluding aircraft 

 
If these three are doing well, you can understand why the economy is doing well.  “New Orders” 
imply consumption is up and not only do we need to ramp up to meet demand, but also needs to 
invest in more plant, equipment, supplies and people to do the same. 
 
This month number 1 and 2 above were positive and 3 was neutral.   
 
Collectively positive, for sure! 
 
The LEI was posted as +.40% this month.  In the last six months, it has increased +2.30%, or 
about a +4.7% annual rate.  This is an improvement from +4.1% annual rate in the prior six 
months. 
 
For the last few 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 119.  This is higher than before the “Great Recession”, 
highest level ever recorded and is +6% year over year. 
 
I believe the economy will continue doing well into spring and summer 2018.  A strong economic 
backdrop for Corporate America to operate in would normally imply increasing profits and thus 
increasing valuation of Corporate America, as measured by the S&P 500.  Sign #3 is 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) 
A key part of stopping the economic spiraling down during and after the Great Recession was 
getting people back to work.  Between January of 2008 and March of 2009, 8.8 million people lost 
their jobs.  Since the Great Recession ended in March 2009 17.1 million jobs have been created.  
Almost twice as many jobs as lost and enough to get those laid off working again and also 
enough to absorb the 100,000 young people entering the workforce each month. 
 
What has also started happening at the same time these young people were entering the 
workforce was the baby boom generation retiring.  Per J.P. Morgan Asset Management – Guide 
to the Markets 9/30/2017, our retirement age population has been the cause for 2% of the 
workforce reduction.  The same source reports an additional 1% workforce reduction to “other” for 
a total of 3% contraction in our workforce. 
 
If we flashback to January 2007 and the “good times” right before the Great Recession the 
workforce participation rate was 66.40%.  This month it is 62.90%.  If we then add in the increase 
of retirees and “other” (maybe illegal immigrants who have returned home) the workforce 
participation is 65.90% and just half a percent off the golden years. 
 

http://www.bls.gov/
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The Bureau of Labor Statistics job openings and Labor Turnover Survey (The JOLTS Report) 
quantifies the reality of a shallow supply of labor available.  The turnover, and the people quitting 
a current job to get a new job, remains low and as such has kept the lid on inflation related to 
labor costs. 
 
This same report clearly quantifies what I have been writing here for years and that is the detail 
suggests a very large skills mismatch between unfilled jobs and the available labor pool to fill 
them.  If you are a realist, you knew this was coming.  Even McDonald’s is automating the front 
counter versus paying $15.00/hour plus healthcare, etc.  
 
Sign #4, Jobs Creation, has been so positive for so long my concern is that it somehow collapses 
in on itself, causing labor costs and inflation to trend higher, which would be a party wrecker for 
sure! 
 
For that reason, I will continue to stay focused on this very positive sign of a changing economy. 

 

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 +2% this month, shipments, up three of the last four months, were +.50% and 
inventories were +.40%.  As good as this dataflow is, the really big data point is that “unfilled 
orders”, read “we can’t keep up with demand”, jumped up to $1.133 trillion dollars.  Our U.S. 
annualized Personal Consumption Expenditures (PCE), as measured and tracked in Sign #1 
above is $13.391 trillion.  This clearly quantifies that 8.46% of our country’s entire consumption is 
on back order. 
 
The ongoing demand for new housing related to the millennnial generation growing up, baby 
boomers living years longer than ever before and the endless rebuilding after natural disasters 
suggests to me that the demand for just about everything in our economy going forward is 
positive. 
 
This month we see it across all seven of our economic indicators, but when you see it this clearly 
in the durable goods, as noted above these are items we can delay the purchase of, it is a very 
positive economic indicator and future suggests there is a great deal of positive ahead. 
 
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) 
In last month’s update for Sign #6 of The Seven Signs of a Changing Economy™, I detailed how 
the energy sectors decimation masked some of the really nice earnings increases in almost every 
other sector.  I also detailed how the recovery in the energy sector would increase the overall 
earnings by similar percentages as the energy earnings decimation reversed course. 
 
What I didn’t expect was the upside leverage that has taken place in the energy sector earnings 
as the price of oil has rebounded.  As you will see in Sign #7 below, the increase in energy prices 
has had a slight impact on inflation but nothing compared to the impact on energy company 

http://www.census.gov/indicator/www/m3
http://www.standardandpoors.com/
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earnings and the flow over effect to the earnings of Corporate America, as measured by the S&P 
500. 
 
Per FactSet’s earnings update report, dated 6/30/2017, the energy sector is now expected to 
increase earnings year over year by +274.22%.  Not only does this quantify just how severely the 
earnings reduction really did mask the great earnings of other sectors, but the other sectors are 
also continuing to grow.  For example, input materials +13.13%, financials +12.21% and the 
entire S&P 500 +9.87%.  Just so you know, +9.87% YOY increase in earnings is a touch beyond 
awesome! 
 
So, after all the angst, fear and uncertainty we see measured in that weekly AAII Investor 
Sentiment survey, please remember this:   When we are working together to build your wealth 
and meet your goals, forecasts, the economic outlook and earnings estimates can shift and 
change.   
 

Fear is considered by most to be an emotion. 
 
I would suggest you now start to think of fear as a cost.  A big cost when investing for 
your bigger financial future. 

 
Let’s plug full-year 2017 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 “third and final estimate” of U.S. Gross Domestic Product for 
2Q2017 released September 28, 2017, of 1.01%. 
 
20 – 1.01 = 18.99 
 
This becomes your multiplier and is multiplied by the respective year’s earnings per share to 
calculate the Fair Market Value (FMV). 
 

• 2017 S&P 500 earnings estimate = 141.08 

• 141.08 x 18.99 = 2,679.11 
 
As of 10/13/2017, the S&P 500 trades at 2,553.17 (a 4.93% 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 of the two was under 20, the markets were trending up.  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 18.09.  The 90-day T-bill as of 6/5/2017 is 1.08%. 
 
18.09 +1.08 = 19.17, which is 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. 
 
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) 
The Producer Price Index (PPI), which measures the increasing cost of the import items used to 
manufacture final consumer products, increased to +2.60% in the most recent month, the highest 
since February 2012. 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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Normally, a thoughtful person would find that unsettling, as it suggests higher prices for goods 
and services down the road a few months, which could in turn cause the Fed to increase short-
term interest rates to slow the economy down.  That daisy chain of events would likely be a 
negative for the prices of the companies in Corporate America. 
 
But here is what has happened.  Most of the run up in costs was directly tied to the run up in 
gasoline prices at the pump after Hurricane Harvey knocked several key oil refineries offline!  
Take out the energy component and PPI becomes a non-event.  In fact, other measures of 
inflation that more accurately capture what each of us pay for goods and services have been 
significantly lower.  Lower to the point that Federal Reserve Chairwoman, Janet Yellen, recently 
called it a “mystery”! 
 
This is a big deal and here is why.  As quantified above in Sign #6, the Bureau of Economic 
Analysis (BEA) used an inflation rate of 1.01% in calculating the Gross Domestic Product (GDP) 
for 2Q2017 of +3.10%.  They adjust for inflation so the GDP is a “real”, or adjusted for inflation 
number. 
 
While the BEA was using 1.01% as the inflation adjustment, the Bureau of Labor Statistics (BLS) 
released their version of the inflation rate of .06%. 
 
Simply stated, the growth of the U.S. economy would be a super strong +4.05% versus the 
reported +3.10% just by using a different government agency’s calculation for inflation.  The real 
key here is that inflation is not hiding under the bed like a monster getting ready to jump out and 
scare the crap out of you.  No matter which U.S. government agency’s data you want to use in 
calculating the growth of our economy, it is growing very nicely and with inflation in check! 
 
Sign #7 is surprisingly 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 
$141.08 turns the 2,679.11 2017 FMV into 1,128.64 and even worse if earnings were to drop 
below the example of $141.08/share!  This is the multiplier risk and earnings risk I personally 
worry about.  It may never occur, but what an unfortunate event it would be if it did and we had 
not prepared for it as a possibility.  Thus, I am glad we have! 

 

   

 
The opinions voiced in this material are for general information only and are not intended to 
provide specific advice for every client. 

 
All performance referenced is historical and is no guarantee of future results.  All indices are 
unmanaged and cannot be invested into directly. 
 
•The economic forecasts set forth in the presentation may not develop as predicted and there can 
be no guarantee that strategies promoted will be successful.  
•Stock investing involves risk including potential loss of principal 
•Government bonds and Treasury bills are guaranteed by the US government as to the timely 
payment of principal and interest and, if held to maturity, offer a fixed rate of return and fixed 
principal value.  
•The Dow Jones Industrial Average is comprised of 30 stocks that are major factors in their 
industries and widely held by individuals and institutional investors.  
•The Standard & Poor’s 500 Index is a capitalization weighted index of 500 stocks designed to 
measure performance of the broad domestic economy through changes in the aggregate market 
value of 500 stocks representing all major industries. 
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The Institute for Supply Management (ISM) index is based on surveys of more than 300 
manufacturing firms by the Institute of Supply Management. The ISM Manufacturing Index 
monitors employment, production inventories, new orders, and supplier deliveries. A composite 
diffusion index is created that monitors conditions in national manufacturing based on the data 
from these surveys. 
 
Because of their narrow focus, sector investing will be subject to greater volatility than investing 
more broadly across many sectors and companies.  
 
The company names mentioned herein was for educational purposes only and was not a 
recommendation to buy or sell that company nor an endorsement for their product or service. 
 

 


