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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 2017 
 

Summary 

 
I am a planner.  That is the key reason I preferred becoming a CERTIFIED 
FINANCIAL PLANNER™, Professional.  Generally, this means I don’t like 
surprises.  If you plan ahead, you tend to have a better chance of knowing what 
is coming versus being surprised.  Of course, there are those uncontrollable out 
of left field events no one can know and therefore they cannot be planned 
around. 
 
To me, not being surprised is also a subset of being a realist.  That is why I 
created The Seven Signs of a Changing Economy™ over thirty years ago.  I 
wanted independent, fact-based, sourced and quantifiable data points as inputs 
to our WSG economic compass.  If you are a realist, you use the data for what it 
is.  You don’t try and twist it to somehow become a round peg when clearly the 
data supports that it is a square peg.  Just the facts, ma’am. 
 
So, all Seven of our economic signs remain very positive, as they have been for 
several years and, I might add, supported our being heavily invested in 
Corporate America while many didn’t know what to do next!  As a planner and a 
realist, it is now time for serious thinking around what “knowns” could cause this 
party to end, (unknowns are those out of left field events no one sees), and the 
exit strategy that will make sense to implement when the suspected party killers 
arrive. 
 
My serious thinking around the potential party killers to the current up trend, of 
which there are many, lead me back to my early career and my business school 
studies before that. I have been thinking a lot about inflation.  It just keeps 
coming up to me in my gut.  Weird, I know, but my gut feeling is right most of the 
time. 
 
Post World War II, the three drivers of inflation are labor costs, contributing about 
20% of the inflation input, and which is headed higher (see Sign #4 below).  
Energy costs, which are also about 20% of the inflation input and are at a two-
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year high.  And government and consumer spending (PCE), (see Sign #1 below), 
which is about 60% of the inflation input, and growing at +2.13% per year 
seasonally adjusted as of October 2017, and (PCE) is up approximately 
3.95%/year since 2008! 
 
If you love to have something keep you up at night, focus on these three.  
Combined, they make inflation go up and increasing inflation will result in 
increasing interest rates.  Interest rates eat into the profits of Corporate America 
and if profits stagnate or start to decline, the market valuation of Corporate 
America, as measured by the S&P 500, will begin to reverse, i.e. the S&P 500 
will go down! 
 
With that as a backdrop, there are several headlines that suggest change is in 
the wind.  Headlines like these: 
 

• Unemployment Rolls Shrink to 44-year Lows, Jobless Claims Show 
(Source: Market Watch 10/12/2017, Jeffrey Bartosh) 
 

• U.S. Employment Costs Climb Close to a 9-year High, Move Fed Closer to 
Interest Rate Hikes (Source: Market Watch 10/31/2017, Jeffrey Bartosh 

 

• Layoffs in U.S. Back to Nearly 45-year Low (Source: Market Watch 
11/2/2017, Jeffrey Bartosh) 

 

• Manufacturing “Labor Market Measures Suggested Slower Employment 
Growth and Longer Work Weeks this Month” (Source: Texas 
Manufacturing Outlook Survey 11/30/2017) 

 

• 4-week Moving Average of Initial Claims for Unemployment Have Been 
Lower Only Once Since 1974 (pre-1975 recession) and that was 1999 
(pre-tech wreck market crash) (Source: Bureau of Labor Statistics (BLS)) 

 
As for energy, the big one we all use is gasoline made from a barrel of oil.  
What’s up with oil prices? 
 
 BBL of West Texas crude: 12/4/2015 = $40.09 
     12/2/2016 = $54.10 
     12/1/2017 = $57.69 
 
This is a trend. 
 
Already noted above is Personal Consumption Expenditures (PCE), our #1 sign 
of Economic Change.  We measure this as an economic driver.  The Federal 
Reserve uses PCE as the measure of inflation.  Most people think they use the 
Consumer Price Index (CPI) used in our Sign #7, but they would be wrong. 
 
As we entered the Great Recession in 2008 the total Personal Consumption 
Expenditures (PCE) were $10 trillion.  As of 10/30/2017 they are $13.554 trillion, 
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up 35.57% over the last 9 years, i.e. +3.95% per year.  This is well above the 
Fed’s own mandate to keep inflation at 2% or less. 
 
If you were to search “4-week moving average of initial claims, St. Louis 
Fed/FRED”, you will see a chart that shows points of peak employment, i.e. the 
fewest claims for unemployment benefits.  In the chart, the St. Louis Fed also 
has gray boxes for when recessions start and stop.  These are clearly accurate 
as they are history.  We can look back and see exactly when they start and stop 
as the Fed has done. 
 
Take a moment to observe what happens shortly before each gray recession 
box.  Ugh!  It is a low in initial claims for unemployment.  As noted in this 
summary above, we are there.  Are we “there” there?  I don’t think so, but we are 
close enough to say “this cannot be overlooked”! 
 
If we dial the microscope down one more notch to see what the correlation of the 
recession was to the stock market performance, you will likely become 
nauseated, like I was.  By the end of the gray box recessions, the average stock 
market reduction was -30%, the worst -44% and the best -19%! 
 
These three key causes of inflation will be watched closely here at The Wealth 
Strategies Group.  Without question, inflation affects market performance 
negatively, but like a big ship in the ocean, you can hit the right rudder hard and 
the nose will not start to move for several minutes.  Like a big ship, I suspect we 
have plenty of time to plan and reallocate our investment positions if these data 
points start to show an increase in the inflation rate. 
 
Timing is still an unknown.  Thinking. 
 
I don’t write this to scare you, I simply want you to know that I know and that your 
WSG team has systems, processes and strategies to thoughtfully act as needed 
in your best interest as we seek to grow and to protect the assets you have 
entrusted to our oversight. 
 
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 

mailto:Jlunney@wealthstratgroup.com
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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, January 11, 2018. 
 
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) 
The consumer spending, as measured via the Personal Consumption 
Expenditures (PCE), our Sign #1 of The Seven Signs of a Changing Economy, is 
basically our economy, as it represents 69.1% of the total.  (Source: JP Morgan 
Guide to The Markets 9/30/2017) 
  
As predicted right here last March in The Weekly Update and in our monthly 
update, The Seven Signs of a Changing Economy, holiday sales are on track to 
be the "largest ever recorded on planet earth"! 
  
Here is a news headline form 11/27/2017 with the source cited.  
  
Black Friday online sales reach record $5 billion  
  
By Tonya Garcia  
Published: Nov 27, 2017 8:55 a.m. ET 
  

   

http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
http://www.marketwatch.com/topics/journalists/tonya-garcia
https://www.marketwatch.com/story/black-friday-online-sales-reach-record-5-billion-2017-11-25/print
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Cyber Monday is expected to set an online sales 

record 

Getty Images 

People line up for a Black Friday giveaway outside the Mall of America in Bloomington, Minn.  

 
By 

TonyaGarcia  

 

Reporter 
Black Friday online sales reached a record $5.03 billion, according to the latest 
numbers from Adobe, up 16.9% from last year. 
 
Huh?  Who would have seen this coming? You, if you read these monthly 
updates!  (And the WSG Weekly Updates posted to our website every Friday). 
 
Here is the key:  A healthy job market, see Sign #4 below, creates more money 
for more people to buy more stuff.  This is the base for the economy to continue 
spiraling up.  When the economy is spiraling up the companies of Corporate 
America generate more sales and thus, bigger and bigger profits.  Profits are 
what cause the valuations of these companies to be worth more (see Sign #6 
below).  This trend in upward valuations is far from over. 
 

http://www.marketwatch.com/topics/journalists/tonya-garcia
http://www.marketwatch.com/topics/journalists/tonya-garcia
http://www.wealthstratgroup.com/blog
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The prediction I made on holiday sales last March is as basic as this: people are 
living longer and at the same time, more kids are being born, i.e. there are more 
people living and they all deserve a holiday gift.  Expect this trend to continue for 
years on pretty much all fronts.  This reality is so basic, that I will now predict 
2018 holiday sales will be reported as the highest ever recorded on earth! 
 
A few stats just to quantify what “positive” means for Sign #1: 
 

• “Consumer confidence climbs to a nearly 17-year high in October” 
(Source: Market Watch 10/31/2017, Steve Goldstein) 

 

• From Thanksgiving Day through Cyber Monday more than 174 million 
Americans shopped “in stores” and “online”, beating the 164 million 
estimated (Source: National Retail Federation) 

 

• One day “Black Friday” sales reported at $5.03 billion, of which $2 billion 
were purchases via mobile phones (Source: Tech Crunch 11/24/2017, 
Ingrid Lunden) 

 
Just in case you are thinking our holiday shopping season amounts are isolated 
to the U.S. and the rest of the world is suffering, you may like to know that 
Alibaba (the equivalent of Amazon in China) had one day (24 hours…that’s over 
$1 billion per hour!) Black Friday sales of $25.3 billion.  (Source: The Verge 
11/11/2017, Nate Garun) 

 
As noted in the summary above, this is so positive that it could result in activating 
inflation.  For economic geeks like me, specifically “demand pull” inflation, i.e. 
there is so much demand that prices trend up to capitalize on the demand, even 
though there is ample supply available! 
 
I am not sure how to spell positive in Chinese, but Sign #1 is positive here and 
around the world! 
 
 

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 last month’s summary of “The Seven Signs of a Changing Economy™, I 
suggested we were very likely entering what I referred to as the “FOMO” stage. 
 
FOMO is an acronym for “Fear of Missing Out”!  This is the stage of the market 
updraft in values where Mr. and Mrs. 401(k) finally believe, after nearly a 16,000 
point upward move in the Dow Jones Industrial Average (DJIA) since March 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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2009, that the coast is clear and it is a good time to invest!  So much for “buy low 
and sell high”! 
 
Over the last month we have seen the money flow leave its footprint in several 
areas: 
 

1. Per Lipper Fund Flows Report for the week ending 11/22/2017, $13.96 
billion in net equity fund inflows were made.  This on top of the prior 
week’s $12.98 billion.  Keep in mind there have been only two other 
weeks since 2015 that had positive Mr. and Mrs. 401(k) equity fund 
inflows! 
 

2. Per the American Association of Individual Investors (AAII) sentiment 
survey dated 11/29/2017, 35.90% of investors are positive on the outlook 
for investing in Corporate America.  This is up from only 29.50% just two 
weeks ago on 11/16/2017. 

 
3. Corporate America has reduced the amount of their own shares they were 

buying back by over 25%.  (Source: Goldman Sachs).  However, Goldman 
did also suggest that if the tax reform is signed into law with the offshore 
repatriation money coming back to the U.S. this could increase in 2018.  
For now, Corporate America seems to see the values as fairly priced.  

 
4. The “carry trade” has cooled.  This is complicated and I have detailed the 

activity and how it works in prior issues.  For today, it means that the 
Japanese currency (the yen) is trending up while the U.S. dollar is down a 
touch creating little opportunity for borrowing cheap yen to buy Corporate 
America with the intent to sell at a profit and convert back to yen for an 
additional profit.  With the yen trending up, the carry trade is off. 

 
Conclusion: FOMO is here and the $9 trillion Mr. and Mrs. 401k have been sitting 
on in the banks, savings accounts and U.S. Treasuries are likely to continue 
heading into the ownership of Corporate America. 
 
Sign #2 is very 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. April to July 2018. 
 

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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As noted in the box above, I choose to reduce the effects of month to month 
changes by looking more at three to four month trends.  So, one or even two 
months, up or down, really means very little. 
 
Like last month when the LEI fell -.20% month over month snapping a 12-month 
run of positive reports. 
 
As I noted here last month, part of the decline was attributed to hurricane-related 
impacts with labor markets and residential construction cited as the primary 
sources of weakness.  However, the Conference Board noted that the majority of 
LEI components continued to contribute positively, and they saw last month’s 
decline as a “one off” reading with the overall index trend pointing at +4.0%, a 
level that has historically been associated with a low chance of recession in the 
next 12-18 months. 
 
Well, “good news”!  This month’s LEI inked at +1.20%!  This is, per the 
Conference Board, a +5.90% annual rate. 
 
Perhaps equally important is that after last month’s light contraction nine out of 
the ten indicators that makes up the LEI increased for the most recent month.  If 
the one negative indicator, “manufacturers’ new orders for non-defense capital 
goods excluding aircraft, did in fact include aircraft all ten input components 
would have been positive. 
 
For the last several 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 120.  This is higher than before the “Great 
Recession”, highest level ever recorded and is +6% year over year. 

 

4) Indicator: Employment rate and after-tax personal income 
 Where to find it: www.bls.gov 
 What to look for: A flattening, then downward trend in non-farm 

employment with a flattening to decreasing after-tax 
income would be a negative indicator.  The appropriate 
trend would, of course, be a positive trend indication 

 
(Positive) 
The Bureau of Labor Statistics (BLS) releases the Employment Situation Report 
(new jobs created) on the first Friday of the month, unless like this month, it is in 
the first five days of the month.  So the November jobs creation will be released 
on December 8, 2017 after this monthly update is written.  Thus, I once again will 
make any prediction for how many jobs I believe were created.  Keep in mind 
holiday hiring is happening so the new jobs “should be” skewed up. 
 

http://www.bls.gov/
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That said, let’s look at a few pieces of anecdotal evidence before the drumroll 
and my very educated guesstimate! 
 

• 4-week moving average of initial claims for unemployment were reported 
11/22/2017 at 239,750.  This is the lowest reported since 1999, per the 
U.S. Employment and Training Administration. 
 

• The Great Recession saw 8.8 million jobs lost.  Since then, 17.1 million 
have been created. (Source: JP Morgan Guide to the Markets, 9/30/2017) 
To me, this implies we are quite close to full employment (see bullet point 
below) 

 

• Housing permits to build once again beat expectations 
 

• New housing starts have jumped +13.70% to the second highest level of 
the recovery. (Source: Market Watch 11/17/2017) 

 

• New home sales up +18.90% to a 10-year high in the most recent month. 
(Source: Market Watch 10/25/2017) 

 

• National Federation of Independent Business (NFIB) reported 59% of 
owners tried to hire new people in the most recent month, with 88% 
reporting no or few qualified applicants (emphasis placed by me). 

 
To build new anything, let alone a huge number of new homes, takes a lot of 
people working.  Drum roll please…new jobs created will report at 259,000 less 
79,000 from the birth/death model resulting in 180,000 new “real” jobs created. 
 
Again, this very important sign is so positive I am trying to plan for when it 
collapses in on itself and become a primary driver of possible future inflation. 

 

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 +2.00% this month and have now 
increased three of the last four months.  Shipments up four of the last five 
months increased +.90%.  Inventories increased +.60 and have been up fourteen 
of the last fifteen months. 
 
This is a great report and you want to see the new orders and shipments up as it 
implies the orders are coming in the front door and rolling out the back to store 

http://www.census.gov/indicator/www/m3
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shelves for the holiday shopping season, which as we noted above in Sign #1, 
will be a blow out! 
 
Additional good news is that inventories have built up so the goods will be 
available to roll out to the stores as the shelves are cleaned out each day by 
shoppers.  As anecdotal evidence, I share the American Trucking Association 
(ATA) truck tonnage index of 147.6.  The base index was 100 in the year 2000.  
This time last year, i.e. the last largest holiday shopping season ever, was at 
133.8, so the goods being moved by truck are up 10.31% year over year (YOY)! 
  
You can poke around for train and airplane tonnage too, bet they are also up…a 
lot!  Folks, the “stuff” doesn’t ship if the consumers measured above in Sign #1 
don’t have their wallets out.  
 
In this month’s data roundup (my weekend hobby) I also came across the Texas 
Manufacturing Outlook Survey.  It is only seven pages, but one sentence hit me 
as very important.  It was this: 
 
Manufacturing “labor market measures suggested slower employment growth 
and longer work weeks this month.”  Now, that could mean they are working their 
people hard to make the goods, since it is for the holiday season and they don’t 
want to make permanent hires…or…that could mean we can’t find qualified 
people to hire, i.e. the bullet point above in Sign #4 for the NFIB, so they are 
working their people hard to make the goods.  The first is possible, the second is 
a possible root cause of inflation to come.  Just FYI, inflation is bad, but Sign #5 
is 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) 
Our two favorite sources for the earnings estimate of Corporate America, as 
measured by the S&P 500, are Yardini Research, Inc. and FactSet.  This month 
both are very close to each other in the estimate of earnings per share (EPS) for 
full-year 2017 and 2018. 
 
Per Yardini Research, Inc. full-year 2017 S&P 500 EPS are estimated to be 
$145.55.  Full-year 2018 is estimated to be up +9.30% to $159.09.  This is why 
ownership in Corporate America is great.  With a strong economic background, 
which we have, and per Sign #3 above (LEI) and should continue six to nine 
months in the future, Corporate America sells more stuff to more people and they 
make more money, which pushes the valuations of their shares higher. 
 
So, if I look at the price I must pay for ownership in the companies is the S&P 
500 versus what they are estimated to be, i.e. a price/earnings ratio, as of 
12/1/2017 it would be 2,642.22 divided by $145.55 or 18.15x next year’s 

http://www.standardandpoors.com/
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earnings.  Now, the alarmist business news will scare you with a true fact: 18.15x 
is over the 5 and 10-year average. 
 
What they don’t tell you is that the 10-year U.S. Treasury bond all the scared 
folks are buying have earnings of $2.37 per $1,000 or $1000 divided by $2.37 
earnings resulting in a P/E of 42.19x.  
 
Would you prefer to pay 42 times earnings or would you prefer to pay less than 
half that at 18 times?  Just saying – bonds are “sold” as safe, but they now carry 
more risk than at other points in the past. 
 
As noted above, the S&P 500 EPS estimate for full-year 2017 is $145.55. 
 
In our effort to determine what this means, 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 Gross Domestic Product 
(GDP) “second estimate” for 3Q2017 released November 28, 2017 of 2.12% 
 
The result 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 = $145.55 
 

• $145.55 x 17.88 = 2,602.43 (S&P 500 2017 FMV estimate) 
 

• 2018 S&P 500 earnings estimate = $159.09 
 

• 159.09 x 17.88 = 2,844.53 (S&P 500 2018 FMV estimate) 
 
As of 12/10/2017, the S&P 500 trades at 2,692.22 (2017 rests at FMV and is at a 
7.66% discount to 2018 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 
18.52 for 2017 and 16.92 for 2018.  The 90-day T-bill as of 12/1/2017 is 1.27%. 
 
For 2017, 18.52 +1.27 = 19.79 and for 2018 16.92 +1.27 = 18.19, both are 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. 
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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) 
If you had a magic wand, waved it over the U.S. economy and asked for it to be 
“ideal”, you would likely see a result of something like a +3.00% to + 5% 
annualized growth in our economy with modest inflation of 2% – 2 ½%. 
 
Perhaps there was such a wand waved over our economy.  As I write this, the 
Bureau of Economic Analysis (BEA) reported in their “second estimate” of GDP 
on 11/28/2017 growth in our economy of +3.30%. 
 
On 11/15/2017 the Bureau of Labor Statistics (BLS) reported the Consumer Price 
Index (CPI), a measure of inflation at the household level was +2.0%. 
 
The Producer Price Index (PPI), which measures the increasing cost of the input 
items used to manufacture final consumer products, increased at an annualized 
+2.20%. 
 
These monthly updates of The Seven Signs of a Changing Economy™ have 
been suggesting for years that our economy was stable.  In that period, I 
commented, ad nauseam, that if we could just get D.C. out of the way the 
economic shackles would get blown off from an economy that wanted to grow.  
This GDP report combined with the inflation rate suggests we are there. 
 
The LEI above in Sign #3 strongly suggests we are going to continue to see a 
solid economy for Corporate America to operate in, which in turn should lead to 
higher profits, that would likely support higher valuations for the shares of 
Corporate America well into 2018. 
 
Add in some tax breaks, which also lead to additional consumer spending, and 
we could be looking at years of solid economic growth. 
 
Sign #7 is 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, 18.52 the expected Earnings per Share.  Both EPS 
and the multiple of 18.52 could drop.  The earnings could be reduced due to the 
consumers spending less.  The multiplier of 18.52 could drop to, say 8 for 
example, if investors were to get scared and become risk adverse.  All of a 
sudden, 8 x $145.55 turns the 2,602.43 2017 FMV into 1,164.40 and even worse 
if earnings were to drop below the example of $145.55/share!  This is the 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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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. 
 
Price-to-earnings (P/E) 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 PE ratio means that investors are paying more for 
each unit of net income, so the stock is more expensive compared to one with 
lower PE ratio. 
 

 


