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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 December 2016 
 

Summary 

 
There are always a million reasons to sell your investment positions and very few reasons to stay 
put, and even fewer to add to your account holdings systematically over time. 
 
So, it is not surprising to see the waterfall of negative headlines rolling across our favorite news 
screens.  Headlines like these: 
 
Stock Market Investors to Replace Election Uncertainty with Policy Uncertainty  
 
Goldman Sachs Has 3 Reasons Why Stocks Won’t Rally  
 
Not One, But Two Big Black Swans Lurk for Stocks Record Run  
 
These are all real and, in my opinion, will all prove false over the next several months.  It just 
seems that investors want to worry and live in fear of losing some of their hard earned investment 
capital.  But, that is what investing for a bigger future involves and, over time, every bad stretch 
has been overcome, or we wouldn’t be at the highest valuations of Corporate America…ever!  
 
There is always that one key valuation to measure and we do it right here every month under 
Sign #6.  We calculate Fair Market Value (FMV) so that we have a fair idea of where we are 
transacting value compared to periods in our past. 
 
Yes, all of The Seven Signs of a Changing Economy™ matter!  As a collective, they have been 
uncanny at suggesting what might be next economically and how the valuations of Corporate 
America might be affected. 
 
When you read Sign #6 below, you will see that FMV, calculated using the rule of thumb “Rule of 
20”, remains about 12.60% above the current S&P 500 value as of 12/2/2016.  But, like the late 
night info-mercials there is more. 
 
Obviously, we don’t know what policies President-Elect Trump will pursue, but if he does what he 
said, we are likely to see a significant infrastructure package, reduction in corporate regulations, a 
decrease in the corporate tax rate and for at least a few years no significant trade barriers. 
 
If you choose to think about those four items for just 30 seconds, what impact do you think they 
might have? Here is my opinion: 
 

1) Infrastructure package +5% increase in S&P 500 earnings 
2) Reduction in corporate regulation +3-5% to S&P 500 earnings 
3) Decreased corporate tax: well, a reduction from 35% (highest corporate tax rate on earth) 

down to 25% equals +10% increase in S&P 500 earnings, and there is talk of a 15% tax 
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level, which would obviously increase earnings 20%, but I will be conservative and stay at 
+10% to S&P 500 earnings 

4) No changes in trade barriers equals no impact on S&P 500 earnings 
 
So, the tally could be something like this: 
 

 Current discount to FMV (See below) =  +12% 

 Energy earnings rebound off Lows +7% 

 Infrastructure    +5% 

 Reduced regulation   +3% 

 Reduced corporate tax rates  +10% 
+37% 

 
I would propose that an earnings increase well below this 37% would be enough to drive the 
valuation of Corporate America higher and Sign #6 to even more positive levels.  That said, let’s 
look at Fair Market Value for the 2017 earnings. 
 
The current earnings outlook for 2017 is bright and positive.  I have been creating and tracking 
these Signs of a Changing Economy for nearly 30 years and frankly, I don’t recall ever seeing 
either the data flow or the trend this positive.  It would be foolish to throw caution to the wind, so 
we won’t.  But, it might be equally foolish to buy into scary headlines that rarely have quantifiable 
supporting data behind them. 
 
When our daughters used to ask me what I did at work, I would reply something close to this: 
 
“I help people change the way they think about investing for their future.” 
 
When I wrote Surviving the Storm, McGraw-Hill 2007 in the summer of 2006, the economic coast 
was clear.  The markets were doing well.  Real estate was booming, etc.  It was a hard sell to 
help people change the way they thought about investing, simply because few would listen. 
 
Then “it happened”, as I clearly outlined in my book, what we now call the Great Recession.  
Since the Great Recession ended in March 2009, it has been an equally hard sell to help people 
change the way they think about investing because again few would listen.  After all, now they 
had less money and as such, much less appetite for volatility that comes with creating bigger 
futures. 
 
Today, it is still a challenge to help people change the way they think about investing for their 
future.  However, today the backdrop has rarely been better and valuation remain fair.  Use this 
opportunity to create your bigger future by making sure you understand your constraints for time, 
risk and volatility.  Based on this detail, let’s make sure the less volatile and less risky 
investments are at the most suitable levels for your age and stage in life and that you also have 
the appropriate exposure to those areas that have the potential to offer above average future 
results.   
 
Most of all, it makes sense to do this over a period of time, using strategies like our “Impact of 
Systematic Investing™”.  If you don’t know what this is call, email or stop by the office and I will 
share this educational process with you.  
 
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, 1/12/2017. 
 
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) 
In a rather strange role reversal, the bond market gave the Federal Reserve the green light to 
raise the interest rates at the conclusion of their December 13-14, 2016 Board of Governor’s 
Meeting.  The 10-year U.S. Treasury Bond closed 12/2/2016 at 2.36%.  That is up from 1.83% on 
11/1/2016, or a cool +28.96% increase!  That +28.96% increase represents an increase of .53%.  
What has the Fed been waiting all year to do?  Correct, raise interest rates .50%. 
 
Apparently, the bond market, which dwarfs the stock market in dollar trading value, has lost 
patience with the Fed and just did their job for them. 
 
With the bond market now adjusted to the reality of a strengthening economy the Fed will, in my 
opinion, raise interest rates on December 14, 2016 by +.50% to 1% and quite possibly +.75%. 
 
Why is this detail under Sign #1, Personal Consumption Expenditures (PCE)?  Because the Fed 
measures the inflation rate using the annual increase in PCE.  During the Great Recession, the 
Fed created a self-imposed mandate to not increase interest rates until the inflation exceeded 
2%. 
 
This month the Personal Consumption Expenditures (PCE) increased another +.10% bringing the 
annualized PCE to +2.88%, well above the Fed’s self-imposed 2% inflation target.  Hence, the 
bond markets adjustment in value and the soon to come likely announcement from the Fed of a 
rate increase. 
 
Is the average consumer really doing well enough to spend at this increasing level, you may ask?  
To which I suggest we reverse engineer the data flow to a reasonable conclusion. 
 

http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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1) First, jobs creation and participation (see Sign #4 below) must be doing well, and they 
are.  The unemployment rate dropped again by .3% to 4.6%.  Just FYI, 4% is considered 
“full employment”. 

 
2) Federal tax receipts hit a record $2.9 trillion as of 9/30/2016, per the IRS.  For this to 

happen, people must be earning more.  They clearly are, i.e. more jobs, thus they have 
more money to spend. 
 

3) Per Gasbuddy.com, lower fuel prices added $7.8 billion in annualized disposable income 
to consumers last month. 
 

4) “Target stores sold 3,200 televisions ‘per minute’ in the first hour of opening on 
Thanksgiving Day.”  Not the day after, i.e. Black Friday, but Thanksgiving Day!  (Source: 
MarketWatch, 11/28/2016, Tonya Garcia) 
 

So, to the question above, in a word, YES! 
 
Sign #1 continues to be positive!  The economic spiral up continues in earnest! 
 

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) 
In a CNBC article on 11/18/2016, Finance Editor, Jeff Cox wrote, “Money flooded into equity and 
out of fixed income funds last week at a near record pace…stock-based funds took in $28 billion, 
the largest inflow in two years and, by one count, the third-most ever.  Bond funds saw just the 
opposite, with $18 billion in outflows, notching the biggest move in 3 ½ years, according to Bank 
of America Merrill Lynch.” 
 
Gee, who would have seen that coming? 
 
I have pasted in below comments I wrote for The Weekly Update on 10/28/2016.  These are 
posted every Friday to our WSG website.  As you read these comments, it will be good to know 
the Fair Market Value of Corporate America is normal, as detailed in Sign #6 below, using Fair 
Market Value (FMV) and per Goldman Sachs, S&P 500 companies will spend $780 billion on 
share buybacks, a 30% increase over 2016. 
 
From now on, pray for a dip in valuations and use it as an opportunity to add to your bigger future. 
 
Here is the referenced update: 
 
The Weekly Update 10/28/2016 
 
Signs of FEAR! 
 
The fear level among investors remains at the highest levels in history, per the most recent 
survey by the American Association of Individual Investors (AAII).   
 
And why not!?!  There are real fear factors in the headline news.  Fear about terrorism, the Middle 
East, the direction of politics, the election, nuclear weapons, oil prices, the Federal Reserve and 
interest rates and pick any one of many I did not include in this list! 
 
If those are key fear points how do we measure and why? 
 
How first: 
   

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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1)  The AAII has done an investor sentiment reading of investors survey for 29 years.  Of those 
1,500 + surveys over 90% had a more positive outlook then this week’s survey…90%!!!  This 
week’s bullish level a mere 23.7% versus the 29-year average of 38.5%!  That is raw fear! 
 
2)  Bond prices are now trading at 57 times earnings on the 10-year U.S. Treasury bond.  In other 
words, you pay $57.00 for the right to get $1.00 for TEN years.  Really!  After inflation you are 
losing about $2.00 in purchasing power, i.e. you are locking in a loss for 10 years.  That is raw 
fear! 
 
3)  High cash levels.  Per the U.S. Federal Reserve cash levels as measured by currency, money 
markets, time deposits, checking accounts, and bank savings deposits are now at 70% of our 
national GDP, the highest since records were started in 1959!  That is raw fear!! 
 
Why do we want to measure this?  Herd mentality is a known when it comes to investor 
psychology.  If we know the herd is spooked they will run for cover, i.e. safety from the unknown 
that could result in a loss of capital.  We know from the data points I just noted that raw fear 
motivation is in place and likely to stay entrenched for a long period of time. 
 
We also know it is in times of known spooked herds that opportunity exists for those who know 
and understand the above.  Of course we use systems, processes and strategies that thoughtfully 
allow us to invest the capital entrusted to our oversight at The Wealth Strategies Group to help us 
match this up to each investors constraints for time, risk and volatility. 
 

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) 
Since 1969, the six month moving average of the Conference Board’s Leading Economic 
Indicator (LEI) has accurately predicted recessions between 2 and15 months in advance, once 
turning negative. 
 
The six month moving average, concluding with the most recent month, increased +.7 to an 
annualized rate of +1.50%.  This is up over 100% for the prior six months, which also posted at 
.7%. 
 
This is rare data flow folks.  You just don’t see data this positive, for this long, with a history of 
accuracy like the LEI has had.  This is a blue moon event.  It strongly suggests that six to nine 
months from now, i.e. May/August 2017, the economy will be expanding at an even higher growth 
rate. 
 
In my years of observing this data flow, the only way it could be better is if the following “key 
three” components of the ten that make up the LEI were positive: 
 

1) Average weekly manufacturing hours worked 
2) Manufacturers’ new orders for non-defense capital goods, excluding aircraft 
3) Manufacturers’ new orders for consumer goods and materials 

 
And…they are all positive reporting in as the #2, #3 and#4 most positive contributors to the LEI 
respectively, after the #1 most positive for the month, the interest rate spread. 
 
If you have not given thought to how you should invest around some of this most positive 
economic data, you should at least call me to initiate the dialogue. 
 
Sign #3 is so positive I wish there were a stronger adjective to describe it.  

 

4) Indicator: Employment rate and after-tax personal income 

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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 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) 
We left Sign #4 last month concerned about the data flow.  Specifically, there were 161,000 new 
jobs created, but 197,000 were created using the, in my opinion, fictional phone survey, the 
birth/death model.  Thus, arguably a loss of 36,000 new jobs. 
 
So, it was a welcome relief to see this month’s data flow ink almost exactly the opposite.  This 
month’s data reported 178,000 new jobs, of which only 2,000 were from the Current Employment 
Statistics (CES) phone survey, i.e. the birth/death model, not B/D of people but of jobs. 
 
In addition, the unemployment rate dropped .3 to 4.6%, as already noted above in Sign #1, 4.6% 
unemployment is closing in on the textbook definition of “full employment” at 4%. 
 
The 4-week moving average of initial claims for unemployment are now 251,000 as of 
11/26/2016.  We are now just a few thousand claims above the all-time low reported in 1973, 43 
years ago! 
 
The press loves to “twist” the data to its advantage, but the raw data flow is clearly suggesting 
that anyone who isn’t high on drugs or alcohol, has a high school diploma and shows up on time 
for their interview can get a job! 
 
This also suggests the businesses of America are soon to be faced with higher labor costs, which 
have been 30% of the inflation increase since post WWII, to retain and hire the education and 
skill level needed to fill the jobs available.  The current talent pool is well below the talent level 
needed to fill basic jobs, let alone highly skilled jobs. 
 
This is very positive for Sign #4, jobs creation, but a nasty by-product could be higher inflation 
that comes with higher labor costs.  

 

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 +4.80%, shipments +.1% and inventories unchanged. 
 
Last month in Sign #5 I wrote, “Personally, I would have liked to see a more positive report, but 
as this suggests, new orders are flat but with shipments up nicely the goods are still moving.  
Inventories are also basically unchanged, so again not much happening, at least on the surface 
of this month’s report.” 
 
Well “good news”!  As posted above, a new orders increase of +4.80% is a reflection of what was 
not “on the surface” of last month’s report, as this is a blowout good number!  In fact, it is the best 
new orders report since 2010 and I only searched back to that point, so likely even further. 
 
Something else that is happening below the surface is input costs, i.e. inflation is building, as 
noted above around labor costs going up.  In my opinion, up a little too fast.  For example, the 
Baltic Dry Index is up +170.56% YTD.  This index includes the cost of goods shipped as well as 
the costs to ship the goods.  It would be reasonable to suggest that to experience a +170.56% 
increase both the cost of the goods is increasing, as is the demand to ship the goods.  The 

http://www.bls.gov/
http://www.census.gov/indicator/www/m3
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conclusion here is that the Fed, via my suggestion of a rate increase between .50% and 1% 
above in Sign #1, is already behind the inflation increase threat and clearly must raise rates at the 
conclusion of the December 13-14, 2016 meeting. 
 
Additional anecdotal evidence can be seen in the various travel, trucking and air freight tonnage 
shipped data.  As also noted in Sign #1 above, Target sold 3,200 televisions per minute in the 
first hour of opening on Thanksgiving Day.  I promise you it is possible to live without a television, 
or television upgrade, which strongly suggests the new orders level of +4.80% this month 
supports a continued increase in Personal Consumption Expenditures (PCE) in Sign #1 going 
forward. 
 
Sign #5 remains super 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 of 12/1/2016 98% of the companies that represent the S&P 500, i.e. Corporate America, have 
reported earnings for 3Q2016.  72% reported earnings above estimated, 7% at estimate level and 
21% reported below their estimate. 
 
Clearly, I believe the companies of Corporate America are doing better than most 
people/investors are willing to accept.  But, the above data clearly reports that nearly 3 ½ times 
more companies are expanding than contracting!  As the energy sector laps the huge reduction in 
their earnings contraction related to the energy selloff of 2015, Thompson Reuters has increased 
the 2017 earnings per share for the S&P 500 by +12.65% for 2017. 
 
That is huge! 
 
As posted in the summary above, we don’t know what policies President-Elect Trump will pursue, 
but if he does what he said, we are likely to see a significant infrastructure package, reduction in 
corporate regulations, a decrease in the corporate tax rate and for at least a few years no 
significant trade barriers. 
 
If you choose to think about those four items for just 30 seconds, what impact do you think they 
might have? Here is my opinion: 
 

5) Infrastructure package +5% to S&P 500 earnings 
6) Reduction in corporate regulation +3-5% to S&P 500 earnings 
7) Decreased corporate tax: well, a reduction from 35% (highest corporate tax rate on earth) 

down to 25% equals +10% to S&P 500 earnings 
8) No changes in trade barriers equals no impact on S&P 500 earnings 

 
So, the tally could be something like this: 
 

 Current discount to FMV (See below) =  +12% 

 Energy earning lap selloff lows  +7% 

 Infrastructure    +5% 

 Reduced regulation   +3% 

 Reduced corporate taxation  +10% 
+37% 

 
I would propose that an earnings increase well below this 37% would be enough to drive the 
valuation of Corporate America higher and Sign #6 to even more positive levels.  That said, let’s 
look at Fair Market Value for the 2017 earnings. 

http://www.standardandpoors.com/
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Per Yardini Research, 2017 full year S&P 500 earnings are estimated to be $132.56. 
 
Let’s plug full year 2017 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 for 2016, through September 
2016, of +1.48%. 
 
20 – 1.48 = 18.52 
 
This becomes your multiplier and is multiplied by the respective year’s earnings per share to 
calculate the estimate of Fair Market Value (FMV). 
 

 2017 S&P 500 earnings estimate = 132.56 

 $132.56 x 18.52 = 2,455.01 
 
As of 12/2/2016, the S&P 500 trades at 2,191.95 (a 12.60% 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 
rate.  The research quantifiably showed that when the total of the two was under the historic 
danger zone.  Based on this, I did some quick math to see the forward price earnings ratio 
calculated above is 16.53.  The 90-day T-bill as of 12/20/2016 is .48%. 
 
16.53 +.36 = 17.01, 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 again this month. 
 
Sign #6 is powerfully 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) 
Without question, the U.S. Federal Reserve self-imposed mandates of achieving an employment 
level below 5% and an inflation rate, as measured by PCE in Sign #1 above, of over 2% have 
been met.  The employment rate is 4.6% and the inflation rate is +2.88%. 
 
Arguably, from what you have already read in Sign #1, PCE, and Sign #4, employment rate, the 
fed is behind the curve on slowing the U.S. growth rate.  Energy and labor costs have each 
added 30% to the inflation rate post WWII.  With energy rebuilding and the employment rate just 
a fraction from “full employment” we need to recognize inflation is now winning the 
deflation/inflation tug of war.  And, that is good as long as the Fed keeps it reasonable, i.e. below 
4%. 
 
In addition to this detail, the U.S. Gross Domestic Product, GDP, for the 3Q2016 “second 
estimate” came in at +3.20% annualized and as always, is the inflation adjusted.  Remember, just 
a few months ago the GDP for 1Q2016 was +.80%.  So, based on this measure the U.S. 
economy is back.  As The Seven Signs of a Changing Economy™ have been suggesting since 
approximately mid-2009, our economy is past the Great Recession and has clearly bridged to a 
continuing economic spiral up. 
 
With diligent Fed oversight we could see several years of GDP growth and no recession.  
Australia has not had a recession in over a quarter of a century.  Recessions are not a 
requirement for economic growth. 
 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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In just 30 days we cross into 2017 with the U.S. economy producing goods and services at the 
$19 trillion level and growing.  It would be reasonable to invest in the bigger futures of Corporate 
America based on the quantifiable, measurable, independent and unbiased data you have just 
read in the monthly update! 
 
Sign #7 is powerfully 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 
$132.56 turns the 2,455.01 2017 FMV into 1,060.48 and even worse if earnings were to drop 
below the example of $132.56 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. 
 

 


