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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 April 2017 
 

Summary 

 
Just in case you don’t make it all the way through this month’s update, I will mention that 
under Sign #7 I have detailed how the input costs of goods sold have started to perk up 
as detailed in the government’s Producer Price Index (PPI).  There was also an increase 
in inflation at the household level, as measured by the Consumer Price Index (CPI), up 
+2.0% or as the Federal Reserve likes to measure it, via the Personal Consumption 
Expenditures (PCE), our Sign #1, up +3.20%. 
 
There are many cost increases but our U.S. economy is only growing at an inflation 
adjusted +2.08%.  As noted, these data points are not yet trends, but if the inflation data 
keeps going up, it is not out of the question that we could see our inflation rate at 3% 
and our economic growth rate at, say +2.5%, or stagnating, i.e. “stagflation”. 
 
This is better than deflation, which is depression, and why it is called a depression, but 
not healthy economic growth either.  I will be paying very close attention to these 
intertwined trends, as a change here would impact which investment sectors do better 
than others.  Clearly, we want to be allocated towards the better, whenever we see 
trends like this forming.  But, still too soon to make those conclusions. 
 
What you will also see below is that our economy is continuing the “spiral up” as I have 
written here for years!  Sign #1, Personal Consumption Expenditures (PCE) is especially 
strong and as it is also the most impactful of the Seven Signs, very good to see. 
 
With all Seven Signs of Change posting positive, with positive trends and being positive 
for years now, it leaves me pretty much speechless as to why the American Association 
of Individual Investors (AAII) sentiment survey remains negative.  As outlined in Sign #2 
below, the money flowing into the markets is big institutional money, hence market 
values near all-time highs.  Yet, only 30.2% of Mr. and Mrs. 401(k) investors have a 
positive outlook on the investment markets.  
 
In my observation, they are so focused on the noise coming out of D.C. that they are 
missing the bullseye.  For the record, D.C. has always led the world in noise flow.  It has 
been my experience that most of us are better off if we wait for a real gem to come out of 
D.C. and then get excited for better or worse. 
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Back to the bullseye…just like the 77 million baby boomers entering the “real world” 
starting back in the early 1980’s, the 92 million millennials are doing the same thing right 
now, entering the real world. 
 
They are renting real apartments, buying real cars, getting married, having kids (lots of 
kids) and buying real homes with real dogs and real cats.  These are all expensive and 
will force Personal Consumption Expenditures (PCE), Sign #1 below, higher, whether we 
like it or not! 
 
In a nutshell, the U.S. economic future is a “known”.  These 92 million Americans will 
start up the very predictable spending patterns for the next few decades, just like the 
baby boomers.  They are not going away and neither is their impact on our economy or 
the valuations of Corporate America. 
 
It is not a “sit and watch your portfolio go up in value” world, but it is an investment world 
where we have the favorable backstop of an economy that should continue to trend up 
for years.  This allows us at the Wealth Strategies Group to adjust the assets entrusted 
to our oversight to match our clients’ constraints for time, risk and volatility, one 
investment position at a time. 
 
Once again, there are a few gems in this months’ update.  These are real quantifiable 
and source based data points.  Don’t confuse the facts with opinions and observations 
you see from unknown sources in your news bits.  If you do, it is likely you will become 
one of the 80% in the AAII neutral/negative investment outlook group.  And, they have 
missed thousands of Dow points on the way higher for several years.  Don’t do that! 
 
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® 
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. 
 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
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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, May 11, 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) 
It is the time of year that several adjustments are made to several data sources 
originated by the Bureau of Economic Analysis.  In this month’s data for Personal 
Consumption Expenditures (PCE) there were several updates to prior data.  In this case, 
all good. 
 
October and December 2016 were adjusted higher as was January of 2017.  The 
adjustments to last year caused the final PCE for 2016 to increase +23.08% versus the 
prior year.   
 
The most recent monthly data did come in at -.1%, which is a non-event type of number.  
In my opinion, this month’s -.1% will also be adjusted upward in months to come.  I base 
this on the Conference Board’s survey of consumer confidence, which jumped from 
111.6 in January to 114.8 in February, this is the highest level of consumer confidence in 
sixteen years! 
 
As I state here from time to time, consumer confidence is much different than Personal 
Consumption Expenditures.  Clearly there is less commitment in answering that you are 
positive about making a future purchase then pulling out your credit card and laying out 
some hard-earned cash to buy that widget! 
 
But, Americans are!  To the tune of a $13.106 trillion annualized rate as of February 
2017!  This is also the highest annualized PCE level in history.  So, I think my opinion of 
a future positive adjustment to this month’s PCE is well based. 
 
As a side bar, there was interesting detail inside this month’s University of Michigan 
consumer sentiment survey.  The report broke out government party affiliation in their 
“Expectations Index”.  This index measures what the consumer expects in the next six 
months.  Above 100 is positive, below represents worse. 
 
And, the survey said: 
 
Republicans = 122.40 
Democrats = 55.30 
Swing voters = 88.30 
 

http://www.bea.gov/
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The chief economist of the University of Michigan survey, Richard Curtin, summed it up 
this way: “Democrats more frequently report hearing ‘unfavorable developments’, while 
Republicans more frequently hear of ‘favorable changes’.  In other words, voters see 
what they want to see.” 
 
The facts aren’t always the facts.  Much of the time, facts we see and hear are just 
opinions.  This month the fact remains that consumers are feeling good and they are 
spending, which is quantifiable! 
 
Sign #1 remains positive. 
 

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) 
According to the Bureau of Economic Analysis (BEA), the “Great Recession” ended in 
March 2009. 
 

 
 
Check out the detail in the chart above.  The red dot on the left side of the chart created 
by the American Association of Individual Investors (AAII) represents the percentage of 
investors who were positive (bullish) on the markets’ outlook of what we now know was 
the bottom of the worst economy since the Great Depression. 
 
The red dot on the right side represents the percentage of investors who were positive 
(bullish) on the markets’ outlook as of two weeks ago, March 22, 2017. 
 
As you can see, we are within a fraction of the same low percentage at 31.17% of 
investors being bullish.  Last week, 3/29/2017 the bullish percentage drop to 30.20%.  
This is the tenth straight week that bullish sentiment came in below 40% and the all-time 
record of 116 weeks below 50%! 
 
Take one more look at the above chart and notice the redline moving higher, to all-time 
highs, as time has moved forward.  That red line is the valuation of Corporate America, 
as measured by the S&P 500. 
 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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The conclusion here is that Money Flow, Sign #2, is positive.  It just happens to be 
flowing from large institutional type investors versus the average Mr. and Mrs. 401(k) 
investor measured by the AAII survey.  I believe it will be several years and several 
hundred S&P 500 points higher before Mr. and Mrs. 401(k) build up their confidence to 
invest in one of the best wealth creation vehicles on earth, Corporate America. 
 
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 Conference Board’s Leading Economic Index (LEI) is one of our two favorite tools 
for looking around the corners.  The LEI has ten input components that together suggest 
what the U.S. economic back drop might be doing six to nine months into the future, i.e. 
November 2017 – January 2018. 
 
This month’s LEI came in at +.6%.  This is a great LEI number, but perhaps more 
important is that this is the third month in a row of +.6%.  Being a trend watcher, what is 
paramount here is that this is the sixth consecutive monthly gain and puts the LEI at the 
highest level in a decade. 
 
Of the ten input components, every one except building permits was positive.  One could 
go so far as to suggest building permits would have been positive, but there was too 
much snow to find the building site! 
 
For the last few months I have also been highlighting the here 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 118.  This is 
higher than before the “Great Recession”, highest level ever recorded and +6% year 
over year. 
 
No, the economy is not the value of Corporate America, but Corporate America needs a 
positive economic backdrop in order to increase in value.  These two “peek around the 
corner” tools suggest the wind is at the back of Corporate America for the balance of 
2017. 
 
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) 

http://www.businesscycle.com/
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.bls.gov/


 

6 

 

Like last month, the new jobs creation detail will not be released until this month’s edition 
is printed.  So, once again I will make an educated guess as to how many jobs were 
created in the most recent month. 
 
Before we get to my educated guess as to how many jobs were created, we can score 
my educated guess from last month.  I guessed 286,000 new jobs versus actual of 
235,000. 
 
Since the biggest gains in new jobs have been construction related, I think weather 
impacted that space, causing my guess to be high.  Along that line of thought, you could 
reasonably guess this month construction related hiring would be higher than last.  So, I 
will guess this month’s jobs creation number will be right in between last month’s actual 
of 235,000 and my guess of 286,000, or 260,000. 
 
I could be low, as new claims for unemployment remain near the 40-year low and 
continue to suggest the labor market is tight.  The 4-week moving average of initial 
claims for unemployment are 50,000 below this time last year. 
 
The really good news is announced layoffs are down 40% versus February 2016.  This 
is the fewest layoffs in any 12-month period since the late 1990’s. 
 
As for those homebuilders, think thousands of jobs created as spring arrives, their 
confidence index jumped 8% to a 12-year high.  Remember during the Great Recession 
they stopped building, as there were few buyers.  Now there are buyers in line and few 
houses.  As supply tries to catch up with demand, you would be normal to think jobs will 
be plentiful, disposable household income will increase and consumers (Sign #1) will 
buy, buy, buy!  The positive spiral up continues! 

 

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 +1.20%, shipments, up four of the last five months were 
flat and inventories increased +.1%, or not so much! 
 
These are great numbers.  Especially the new orders, as January and February, most 
recent available, are up +3%.  There has only been one other year, 2014 at +3.2%, in 
the last six years, to start out with new orders this strong.  This highly suggests 
consumers are as confident as they say, and as noted in Sign #1 above, and are buying 
items they could do without if they weren’t confident of the future, i.e. their jobs. 
 
Since last month’s update, four of the Federal Reserve districts have reported on their 
manufacturing activity for February 2017.  New York, Philadelphia, Kansas City and 
Dallas all reported solid increases in economic activity.  In fact, the average jumped from 
15.3 up to 25.1, which puts the data in positive growth for the sixth straight month. 
 
So, the positive data flow is deep, wide and positive.  I wrote here back in the February 
issue that Sign #5 is a good way to measure if Consumer Spending is reducing, the 

http://www.census.gov/indicator/www/m3
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same or picking up.  This month’s data suggests that not only is it picking up, but it is 
also gaining momentum.  A good sign! 
 
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) 
How the Seven Signs of a Changing Economy™ came to be was that these data points 
and sources were the most consistently accurate of long periods of time.  I printed, read 
and tracked “a lot” of economists, research analysts, money managers, financial 
journalists, etc. predictions for years, many years.  Over those years, these seven kept 
bubbling up as most accurate, correct and applicable for predicting the economic 
background.  This matters when you’re in my chair and making decisions on how much 
of a portfolio to allocate to certain sectors and then to what investment positions. 
 
I still do this, as I am always looking to see who’s hot and who’s not.  On October 24, 
2016, Sue Chang of MarketWatch reported a story on Goldman Sachs Chief U.S. 
strategist David Kostin.  In the story, Kostin was reported to have “cut his 2016 estimate 
for S&P 500 operating earnings per share to $105 from $110 and dropped his 2017 
target to $116 from $123. 
 
So, how has Kostin done?  2016 S&P 500 earnings per share came in at $118.88 vs. his 
$105.00.  Hmmm, only off by 13.22% for 2016. 
 
How about 2017%?  Kostin is at $116 and the consensus at FactSet as of 3/24/2017 has 
S&P 500 earnings per share estimated at $134.50.  The year is young, but if the 
earnings came in as estimated Kostin will be off by 15.95%. 
 
I don’t know Kostin.  I would bet he is smart and makes way more money than me, but 
sometimes I believe it’s possible to be too smart.  I had to strongly pass a very hard I.Q. 
test to get into the Wharton School executive program when Dean Witter was pushing 
me toward management in 1992.  My scores quantify that I am smart, but there is also a 
little of that “street smart” peppered in with just smart.  It is because of this combination 
that I don’t let news stories like the one above throw me and our clients off focus. 
 
The focus now is that the data suggests the economic back drop is strong and getting 
stronger.  Corporate America’s earnings are strong and getting stronger and our asset 
allocation and investment positions should benefit from both as the market continues to 
climb the wall of worry. 
 
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 final U.S. Gross Domestic Product for 
2016, released March 29, 2017, of +2.10%. 
 
20 – 2.10 = 17.90 

http://www.standardandpoors.com/
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This becomes your multiplier and is multiplied by the respective year’s earnings per 
share to calculate the estimate of Fair Market Value (FMV). 
 
20 – 2.10 = 17.90 
 
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 = 134.50 

 134.50 x 17.90 = 2,407.55 
 
As of 4/3/2017 the S&P 500 trades at 2,358.44 (a 2.08% 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 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 17.53.  The 90-day T-bill as of 4/3/2017 is .79%. 
 
17.53 + .79 = 18.32, 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) 
If you made it to Sign #7, you have likely read the six signs of a changing economy 
before this one.  If you connected some of the dots, you might come to the conclusion 
that people who want to work are having a better chance at getting a job, have a job or 
are in the process of moving up to a better job for their skill set. 
 
They are earning more, paying taxes and spending more on “stuff”.  They are generally 
feeling more confident about most areas of the economy but generally too afraid to 
invest in Corporate America. 
 
All of this is good, but Sign #7, Inflation/Deflation, is a tool to measure if too much of a 
good thing could become a bad thing! 
 
At this time the input costs to make and build “stuff”, as measured by the Producer Price 
Index (PPI) is inflating at an annualized rate of +1.80%.  Still in check.  However, the 
RIND Index, which measures price increases for input commodities, is up +8.89% year 
over year (YOY).  If this continues, it could push the PPI higher, which means higher 
costs to you at the household level. 
 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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The Consumer Price Index (CPI) measures cost increases at the household level and it 
jumped up to +2.70% annualized from just +1.0% one year ago in February 2016.  
Hmmm, +2.70% is not good, but a CPI below 4% is livable.  The Fed’s inflation target is 
2.0%, or less, but they measure inflation via Personal Consumption Expenditures, which 
is our Sign #1, and it was +3.20% for 2016. 
 
Meanwhile the goods and services produced in America, our GDP, grew at an 
annualized +2.08% through 4Q2016.  If inflation at the household level is running at 
+2.00% to 3.20% and product costs are up +1.80% to +8.89% as detailed above, you 
have an economy that is stagnating, i.e. stagflation, or even one that could be starting to 
contract. 
 
Sign #7 remains positive as the data points are not yet a trend, but this is the first time I 
have started to observe a change in the data flow.  I will watch this very closely to see if 
the data flow continues to form a trend. 

 
*The Rule of 20 in this calculation is 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 $134.50 turns the 2,407.55 2017 FMV into 
1,076 and even worse if earnings were to drop below the example of $134.50/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. 
•Producer Price Index is an inflationary indicator published by the U.S. Bureau of Labor 
Statistics to evaluate wholesale price levels in the economy. 
•The P/E ratio (price-to-earnings ratio) is a measure of the price paid for a share relative 
to the annual net income or profit earned by the firm per share. It is a financial ratio used 
for valuation: a higher P/E ratio means that investors are paying more for each unit of 
net income, so the stock is more expensive compared to one with lower P/E ratio. 
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