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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 January 2015 
 

Summary 

 
 
“A Crisis is a Terrible Thing to Waste” 
Paul Romer, American Economist 
 
Paul Romer is a brilliant professor of economics at the New York 
University Stern School of Business.  In 1997 he was named by  
Time magazine as one of America’s most influential people. 
 
I have carried this quote in my daily pending file for, sorry to admit, at least 10 
years.  Why? 

1) To remind me to be aware of the bigger economic trends that are always 
evolving out in the world.  It is this kind of thinking that helped me to create 
The Seven Signs of a Changing Economy™, which by the way, are all 
very positive again this month as you will read below.  

2) To motivate me to dig deeper into the day to day noise in the news in an 
effort to find the best values for our clients that have entrusted us with the 
oversight of their hard earned assets. 

3) To gain the confidence that is a byproduct of clarity.  The type of clarity 
that comes in that “ah-ha” moment when you understand something for 
what it is, like a crisis! 

 
Back in the 1930’s the economic crisis was, of course, the Great Depression.  
But, that was a time when just a few people, like kings, presidents and generals 
had all the key decisions making information flow.  But, then along came the 
microchip and before long the general population had more and more access to 
the same type of information as the leaders had.  It is this type of information and 
communication flow that was disseminated via Facebook that ultimately forced 
President Mubarak of Egypt to resign in 2011!  Powerful stuff. 
 
I think it is also this type of information and communication flow that has caused 
our U.S. economy to incur what I call “rolling wrecks” versus another Great 
Depression. 
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For example, we have all lived through the Tech Wreck, the Real Estate Bubble 
(wreck), the Gold/Precious Metals Wreck and now the “wreck du jour”…the 
Energy Wreck. 
 
The big win in all these wrecks is to recognize that it is a wreck, then 
methodically create a strategy and timeline to systematically invest in the likely 
survivors based on your constraints for time, risk and volatility.  
 
To be successful it is best to remain patient, focused, disciplined and most of all, 
thinking for the long term, as each wreck noted above has, in my opinion, been 
beneficial for those who invested during the wreck and patiently waited for the 
post wreck recovery. 
 
All of this brings us back to the wreck du jour, the Energy Wreck, and the desire 
to not waste this crisis! 
 
In 2008 West Texas Crude Oil (WTI) traded at nearly $150.00 per barrel.  By 
2009 WTI traded in the mid-$30’s.  Just a year ago in 2014 WTI traded at $90.00 
per barrel.  The share values of companies that trade in this space are down in 
price, anywhere from 15%-90% from their peak. 
 
So, the wreck is evolving but it is also complicated and, in my opinion, not over.  
It is complicated because world politics is involved.  Saudi Arabia has a cost per 
barrel believed to be in the single digits, but no one knows for sure.  We do know 
that on average it costs between $60-$70 to produce a barrel of oil in the U.S.   
Thus, at $46.37 per barrel current price many mid and small size operators, and 
those who are over leveraged, will likely go out of business or be acquired by 
larger and financially stronger companies in the energy complex. 
 
There is an opportunity in this crisis, but in my opinion, not yet.  I am a trend lover 
and the downward trend has not stopped, and of course before the trend can go 
up it must stop going down.  Soon we will see the downtrend stop.  It will 
stabilize, perhaps for a few months and then the uptrend will begin.  Trends tend 
to last a long time so you don’t have to be the first one in.  Instead, my plan will 
be to wait and see a solid stabilization period and then when the trend starts the 
herky jerky trail back up we will dollar cost average in when suitable. 
 
Again, that is the current thinking, plan and timeline.  It is possible that we see a 
V shaped recovery, i.e. splat, we hit bottom and immediately head up as fast as 
we dropped down.  If that happens I will likely have wasted the crisis, but I am 
not in the “catch a falling knife” business.  Instead, I am in the “buy value 
systematically over time with a plan” business.    
 
That said, I honestly think there is going to be a chance to benefit from the wreck 
du jour, just not yet. 
 
I hope you enjoy this update.  There is a great deal of good and good news 
happening out in the world.  Unfortunately, you won’t see it in your local news 
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source.  The news is sticking with their old mantra “bad news sells” and “if it 
bleeds, it leads”, don’t buy it! 
 
This month’s Seven Signs are updated below.  As always, I have added some 
unique insight with my comments.  Just scroll down to view these now. 
 
Your thoughts, comments and discussion are welcome.  Please call me at 303-
933-2107 or e-mail me at Jlunney@wealthstratgroup.com. 
 
Respectfully, 
 
James O. Lunney, CFP®, CEP 
CERTIFIED FINANCIAL PLANNER Professional 
Certified Estate Planner 
 
The Wealth Strategies Group was founded by James O. Lunney under the 
guiding principle that comprehensive wealth counseling combined with 
independent investment advice will provide high net worth clients with complete 
trust in our competence, execution and integrity. 
 
P.S. Please join me for our monthly conference call on The Seven Signs of 
a Changing Economy.  You have the option of calling in or listening live 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, February 5, 2015. 
 
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) 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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I post comments on a timely subject each Friday under The Weekly Update tab 
on our website (read it here: http://wealthstratgroup.weebly.com/the-wealth-
strategies-group-weekly-update) 
On Friday 12/5/2014 the headline was “Lies, White Lies and Lies of Omission!” 
  
The point of the post was to suggest that the media headline of the week was 
“Black Friday Retail Sales Down 11%”. 
 
My question to readers was simply, “do you believe this?  I cited as my source 
the National Retail Federation’s prediction that holiday sales would increase 
+4.10% to $616 billion in holiday sales. 
 
Well, they were both wrong!  It turns out holiday sales were up +5.5% over the 
prior year to over $624 billion, the largest in the history of, well, the world!  
(Source: Mastercard, Market Watch) 
 
And, why not go spend the savings from the gas pump?  Per gasbuddy.com a 
gallon of gas on 1/9/2014 averaged $3.31 per gallon and by 1/9/2015 a gallon 
had dropped to $2.16, down $1.15 per gallon.  According to our good friend, Rick 
Davis at Consumer Metrics Institute, each $.01 puts $1.3 billion in disposable 
income into the pockets of consumers and businesses.  So, that is an annualized 
increase of $149 billion to go out and spend on “stuff”! 
 
Per the Bureau of Economic Analysis (BEA) the personal disposable income 
increased $42.2 billion for this month! 
 
That extra cash in our collective wallets pushed Personal Consumption 
Expenditures (PCE) up for the month from +.2 last month to +.70 this month. 
 
Our most important of The Seven Signs of a Changing Economy™, Personal 
Consumption Expenditures remains super 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) 
The recent volatility you are seeing in the valuations of Corporate America as 
reported on your nightly news, i.e. Dow Jones Industrial Average up or down 
several hundred points, are a great example of what I call… “the elephant always 
leaves a footprint”. 
 
In this example the elephant is the very large institutional investors, think state 
pension plans and giant hedge funds, moving money out of one sector and into 
another.  If you were to go to www.bigcharts.com and plug in the ticker symbol of 
any large energy company you might see a price drop of 5%-90%, depending on 

http://wealthstratgroup.weebly.com/the-wealth-strategies-group-weekly-update
http://wealthstratgroup.weebly.com/the-wealth-strategies-group-weekly-update
http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
http://www.bigcharts.com/
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which company you choose to look at.  That price reduction is huge!  It also acts 
as a drag on the overall value of the Dow Jones Industrial Average (DJIA) and 
the S&P 500. 
 
As the elephant sized money transfers out of energy and into other sectors it has 
disrupted the upward price trend and caused a good amount of volatility.  In my 
opinion, this is temporary.  The reason I suggest it is temporary is because once 
the elephants are out, the downward pressure on the price of energy companies 
will stabilize and then at some point offer good value to the upside, and two 
things will happen: 1) Energy company prices will recover and in the process will 
2) add upward pressure on the overall value of the DJIA and the S&P 500.  Thus, 
as this elephant-size money settles into its new sectors of perceived value expect 
the trend up to continue. 
 
This period of volatility was addressed in my Weekly Update on 1/9/2015.  As 
stated then money flow remains positive.  Don’t confuse volatility within the trend 
with the trend itself! 
 

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 Leading Economic Indicators are created, tracked and reported by the 
Conference Board, an independent research firm.  With a few exceptions they 
have been spot on in their expectation of what the economy will be doing six 
months into the future. 
 
Personally, I pay close attention to what three of their ten indicators are doing 
versus the final number, but in recent months my favorite three of the ten 
indicators and the overall LEI index have been positive. 
 
The three components I personally look for when I first print the LEI report are 
ISM new orders index, manufacturers’ new orders for consumer goods and 
materials and manufacturers’ new orders for non-defense capital goods, 
excluding aircraft.  These three came in as the #2, #6 and #7 most positive 
contributors, respectfully. 
 
All three have recently strengthened, helping the LEI to increase another +.6% 
this month.  Perhaps equally important is the fact that only two of the ten 
components that make up the LEI were negative.  In my opinion, both can be 
explained away.  First, new claims for unemployment were up but remain below 
the key number of 300,000, so a non-event.  The second negative contribution 
was building permits.  Well, it was a snowy and cold November and December!  
There will be plenty of time to pull permits in February before the ground thaws in 
March. 

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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Sign #3 is suggesting positive economic activity well into summer 2015. 
 

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) 
Facts go first!  Per the Bureau of Labor Statistics (BLS) there were 252,000 new 
jobs created in December.  As we need to create about 200,000 jobs per month 
to accommodate young people entering the workforce, about 100,000 per month, 
and re-entry of laid off workers, another 100,000 per month, this is a great jobs 
report. 
 
However, it is better than it looks!  The statistic called the Birth/Death model can 
artificially report jobs created or lost.  Usually, the statistic, which is based on a 
telephone survey to businesses, adds jobs that are just a guess on jobs created.  
However, this month it took away 65,000 jobs.  So, in reality there were closer to 
317,000 new jobs created. 
 
Equally positive is that the 4-week moving average of initial claims for 
unemployment continue to trend down from 320,000 on 1/18/2014 to 290,500 on 
1/9/2015.  The key to this statistic is to be below 300,000 claims on the 4-week 
rolling average. 
 
The percentage of the workforce that is employed dropped to 62.70%.  At the 
pre-recession count it was 66.1%, on August 2008.  So, not great, but I believe it 
has to do with our aging population choosing to retire. 
 
The real news here is that our U.S. unemployment rate is 5.6%.  At the 4% level 
it causes a great deal of concern, as at that level it can push inflation up (labor 
costs are approximately 20% of the inflation calculation). 
 
On 11/1/2009 the Fed’s Eric Rosengreen told Market Watch, “The unemployment 
rate would have to drop to near 6.5% before the Federal Reserve should raise 
short term interest rates.” 
 
Guess what? We are there and it is positive! 

 

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

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

 

http://www.bls.gov/
http://www.census.gov/indicator/www/m3


 

7 

 

(Positive) 
These long shelf-life items like non-perishable, non-fashion items are usually the 
first to show signs of a slowing economy.  Remember, these are items we can do 
without, if need be. New orders decreased -.07% last month.  Shipments 
decreased -.4%, and have been down three of the last four months.  Inventories 
increased +.4% for the month. 
 
This is the most recent data, released on 12/23/2014 by the U.S. Department of 
Commerce for November 2014.  So, as of November all the new orders have 
been placed and shipped to stores for what we now know was the largest holiday 
shopping season ever, i.e. the decrease noted above is normal for the season. 
 
If you think about it for a moment, the next logical thought in the daisy chain 
would be to reorder, i.e. new orders, and ship ASAP to retail in an effort to 
restock the now empty shelves.  Based on this I believe we will see a significant 
increase in new orders and shipments for the next two months. 
 
Not only that, but as we saw in Sign #4, jobs creation above, new jobs create 
more consumers, more consumers equal more Personal Consumption 
Expenditure (PCE), see Sign #1.  Add on top of that the free cash to spend from 
the energy cost reduction and by summer new orders and shipments should be 
booming and inventories flat to down. 
 
Sign #5 remains positive and should continue to be well into summer, at least. 

 

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 noted above under Sign #1 (Personal Consumption Expenditures) and Sign 
#4 (Jobs Creation) Corporate America (sans the energy patch) had a blowout 
holiday selling season.  It would be normal to see the resulting increase in 
earnings when they are reported over the next few months. 
 
Since we won’t see those reports start for another week or so, we will stick with 
the estimates we now have. 
 

2014 S&P 500 earnings per share estimate $128.70/share (Source: 
Yardini Research) 
  
2015 S&P 500 earnings per share estimate $133.69 (Source: Fact Set) 
 
2016 S&P 500 earnings per share estimate $145.55 (Source: Bloomberg) 

 
This month let’s calculate Fair Market Value (FMV) for each.  I will use the 
Bureau of Economic Analysis (BEA) inflation rate used in calculating their 

http://www.standardandpoors.com/


 

8 

 

Second Estimate of GDP on 11/25/2014 of 1.40%.  As always, you can use 
whatever number you like in the “Rule of 20” calculation below. 
 
To use the “Rule of 20” you subtract the inflation rate from 20, my 1.40% from 
above.  This becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate your estimate of Fair Market Value. 
 
Thus, 20 – 1.40 = 18.6 x earnings estimate 

 S&P 500 2014 earnings estimate = $128.70 
$128.70 x 18.6 = 2,393.82 FMV 

 

 S&P 500 2015 earnings estimate = $133.69 
$133.69 x 18.6 = 2,486.63 FMV 

 

 S&P 500 2016 earnings estimate = $145.55 
$145.55 x 18.60 = 2,707.23 FMV 

 
As of 1/14/2015 the S&P 500 closed at 2,011.32. 
 
As stated, these are “Rule of Thumb” estimates of Fair Market Value.  No one 
knows the future and that is why prudent investors build a plan around this type 
of outlook.  A plan that takes into account each person’s constraints for time, risk 
volatility. 
 
Creating and implementing these plans happens to be our specialty.  If you 
would like to have a discussion on how we could create a customized plan for 
you, just call me at 1-800-800-6364. 
 
*The Rule of 20 is in this calculation implying, and using, a price/earnings ratio.  
Thus, 18.72x the expected Earnings per Share.  Both EPS and the multiple of 
18.72 could drop.  The earnings could be reduced due to the consumers 
spending less.  The multiplier of 18.72 could drop to, say 10 for example, if 
investors were to get scared and become risk adverse.  All of a sudden 10 x 
$100 turns the 2014 FMV into 1,000 and even worse if earnings were to drop 
below the example of $100.00/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! 
 

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 goods and services sold in the U.S. economy, as measured by Gross 
Domestic Product (DGP) report was nothing short of amazing! 
 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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 GDP for 1Q 2014 = -2.94% 
 GDP for 2Q2014 = +4.60% 
 GDP for 3Q2014 = +5.00% 
 
The 5% is after the Bureau of Economic Analysis (BEA) reduced down from 
+6.39% to account for an inflation rate of 1.39%. 
 
When a $17 trillion dollar economy is growing at a real (inflation adjusted) rate of 
+5%, it is awesome to the third power! 
 
Perhaps more noteworthy is the fact that we are seeing +5% growth with modest 
to almost no inflation (a good thing)!  In fact, the Consumer Price Index (CPI), the 
inflation we see at the household level dropped from 1.7% in September 2014 to 
1.3% in the most recent report.  Of course this is related to the drop in energy 
prices.  It could be artificially low for now, but in my opinion it should not spike up 
any time soon. 
 
Strong economy, strong consumer, strong jobs and a strong and positive 
economic outlook.   
 
Sign #7 isn’t just positive, it confirms what I have been suggesting for five 
years…the spiral up is in place, gaining strength and has years to go before 
complete. 

 
 
 

   

 
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. 


