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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 November 2018 
 

Summary 

 
As I write this update on Sunday, November 4, 2018…“I know”, but this is my 
hobby, the timing could not be better!  This is a perfect set up.  For this month’s 
summary I will refer to a few of our objective, independent, fact-based sources 
about what is happening in our economy and the valuations of Corporate 
America.  I will follow that with detail from sources that I believe to be reasonable 
and fair predictors of what they happen to be measuring.  The conclusion of 
which is meant to support what I wrote and posted in The Weekly Update for 
11/2/2018, pasted in here: 
 
What We Should Expect Next 
  
As for these nutty market swings, what we may have just witnessed in the last 
ten days, or so, confirms the potential upside from here is VERY powerful and 
VERY real. 
  
It is possible that I have been too conservative in my estimates and now it would 
not be crazy to expect a possible +10,000 up move in the DJIA over the next 
twelve months.  Likely starting after 11/7/2018, regardless of the election 
outcome.   
  
This market remains undervalued, in my opinion! 
  
I didn’t say this lasts forever and that it goes straight up.  I think we have a year 
to go in this trend and there will be scary moments like this last few weeks.  So, I 
remain focused and on the case with our WSG "Exit Strategy" in hand, just in 
case! 
 
You, like all investors, need to do what you need to do.  I, like the clients we 
advise, invest some of my assets in the values of Corporate America.  The only 
time I have sold most of my holdings was September of 2008.  I also invest in my 
portfolio each month via dollar cost averaging.  I don't invest based on anything 
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out of D.C.  It, to me, is just a distraction.  In the real world, people get up, go to 
work and create value each day no matter what the drama of the day is in D.C.   
 
Right now, in my opinion, is one of those times where, like an airplane, we are 
flying in the clouds, i.e. you tend to not get the truth in the media.  Knowing the 
economic facts and understanding markets, I have found even the more 
conservative news sources, they rhyme with Fox News, tend to twist the facts a 
little harder than needed. 
 
That is why we will be flying this investment plane via instruments, The Seven 
Signs of a Changing Economy™.  They are source cited, fact-based points that I 
have handpicked from over thirty years for their being mostly accurate. 
 
It will be a bumpy, and at times an uncomfortable ride, but I intend to deliver each 
of our clients to their unique investing goal safe and without money worries!   
  
So, sit back, buckle up and enjoy the flight!     
 
The purpose of The Seven Signs of a Changing Economy™ is to track the trends 
of the economic backdrop that are key to the present and continuation of that 
trend, be it spiraling up or spiraling down.  This detail is very important, as it is 
the backdrop from which the companies of Corporate America, as measured by 
the S&P 500, must operate.  If that backdrop is solid and positive, and it is, then 
Corporate America does well, i.e. they sell more stuff and in doing so, earn more 
profit.  The more profits they earn the more valuable their valuation becomes.  
We as owners of those companies, via shares in our investment positions, 
continue to see growth in our own net worth’s to offset inflation and support and 
grow our bigger financial futures.  Simple! 
 
Three keys to this month’s data: 
 

1) Sign #1, Personal Consumption Expenditures (PCE) represents (A) 68% 
of our U.S. Economy and (B) is the measuring stick the U.S. Federal 
Reserve uses to measure inflation.  As noted below, PCE is solid, 
predictable and growing.  At +2.40% it is also a nick above the inflation 
rate of 2% the Fed has publicly mandated as its target, i.e. a few more 
interest rate hikes are likely dead ahead. 
 

2) Our “peek around the corner”, The Conference Board’s Leading Economic 
Indicators (LEI) are clocking in at a more manageable, be it a reduced, 
growth rate of +5.60% annualized growth rate, six to nine months in the 
future, i.e. summer 2019.  Very good! 
 

3) The companies of Corporate America are earning +27.2% more year over 
year (YOY).  This combined with the October sell off in prices results in a 
22.23% discount to Fair Market Value (FMV) as quantified below in Sign 
#6.  Pure awesome! 
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This month’s issue of The Seven Signs of a Changing Economy™, from which I 
pulled the above facts, remains positive, very positive! 
 
So, these important data points below clearly support what I have quoted here 
before: 
 
“Investing is not the study of finance, it is the study of how people behave with 
their money.”  (Source of quote: Mike Williams, Demogronomics, Inc.) 
 
As noted above, and detailed in The Seven Signs updated below, all is well with 
the economy, which Corporate America operates in, as it is with Corporate 
America.  The reason I suspect that we are +22% below Fair Market Value is 
this: 
 
Fear #1 

 
 
From Sentiment Trader: 
“This relative flow into inverse Rydex mutual funds is something to behold.  Per 
our Backtest Engine, there were 192 days since 2000 when it was above 25%.  
Two months later, the S&P was higher 88% of the time.  When the S&P 500 was 
*below* its 200-day average, that rises to 90%.” 
 
The good news?  We fall into that 90% channel today. 
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Fear #2 
 

 
 
Just nuts, based on the above noted facts! 
 
Fear #3 
 

 
 
 
Of course, I could be wrong.  No one knows the future!  That said, I have 
presented some pretty serious, source-cited, independent, unbiased data to 
suggest the October swan dive was simply “opportunity knocking” at our door in 
a Halloween costume we call fear. 
 
Yes, if you have cash, now could be a very reasonable time to add to your 
investment portfolio. 
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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. 
 
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, December 13, 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 Seven Signs of a Changing Economy™ are fact-based, source-cited points 
of economic inflection.  I have hand selected each over the last 36 years for one 
reason.  The reason each is one of the Seven Signs is because it has 
consistently proved itself to be accurate over long periods of time. 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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In addition, The Seven Signs are prioritized by the impact the data it represents 
has, as our U.S. economy. Sign #1, The Personal Consumption Expenditures 
(PCE) is the tail that wags the dog!  Per J.P. Morgan Asset Management (Guide 
to the Markets, dated 9/30/2018), the PCE represents 68.00% of the entire U.S. 
economy. 
 
This month, the inflation adjusted PCE was reported by the Bureau of Economic 
Analysis (BEA) as +.30%, which is +1.80% YTD and approximately +2.40% 
annualized.  This represents solid growth to our continuing to “spiraling up” 
economy. 
 
Long time readers know I love trends, both in the economy and in our investment 
price patterns.  Head fakes and short-term jukes, up or down, are normal 
distractions.  So, here is a pattern worthy of your observation: 
 
Inflation adjusted PCE:  
 
   2013 +3.40%  
   2014 +2.90% 
   2015 +2.50% 
   2016 +2.60% 
   2017 +2.40% 
  Est. 2018 +2.40% 
 
As an astute and serious observer of trends for the last third of a century, all I 
can add to what your eye sees above is that what you are seeing is about as 
solid and consistent as you could hope for from the one economic input that 
reflects 68% of our entire economy.  If I were looking at the same data for China, 
Russia or Mars, all is could say in a word is…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 markets are jumpy, and after a +10,000-point run up in the Dow since 
January 2016 the recent volatility in the valuations of Corporate America is more 
of a “pause that refreshes” for those of us who are conservative long term 
“investors”, and a bed wetting experience, for those who are “traders”!  I am glad 
we are investors, with and "Exit Strategy", and have had the increase in values 
for all the accounts!! 
  

Scary headlines are everywhere!  Positive rarely “sells” as much as fear 
does.  One headline like “7 key points to ponder as you prepare for the next 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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market crash” will grab and hold eyeballs for a longer period than “pack your 
bags for Hawaii as your year-end rally profits will pay for the trip”! Ha!   
  

Scary headlines create fear.   
  

In case you are a more visual person, here is what fear looks like in the investor 
world! (Source:  CNN Fear & Greed Index 10/11/2018) 
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Just five points down to a fear level that can go no lower.  And check out that 
swan dive from almost 80 to 8!  All this on a drop in the S&P 500 of -5.98%.   
  

In a word, STUPID! 
 
Here is SMART! 

• Buybacks set to ramp up.  With more than half of S&P500 firms having 
reported third-quarter earnings, cash available for share repurchases is 
set to ramp up as blackout periods expire; more than $100 billion by some 
estimates on top of last week’s approximately $50 billion.  Add to that a 
wave of quarterly dividend payments due over the next few weeks, which 
investors tend to reinvest, and we could see stocks stabilize heading into 
the historically positive year-end stretch. (Source: LPL Research Blog) 

 
Because I anticipate a potential 2018 year-end rally, it may not be too early to 
pack your bags for Hawaii. 
 
Believe it or not, after all the October volatility, Sign #2 could not be much more 
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) has been one of our 
favorite economic indicators for decades.  The big reason is because it has been 
correct by going negative before all seven recessions since the early 1970’s.  All 
of those recessions saw the LEI go negative year over year (YOY) an average of 
eight months before the eventual recession! 
 
This month the LEI is up for the 28th straight month!  As noted here many times, 
the LEI peeks around the corner to suggest what our economic backdrop looks 
like six to nine months in the future, i.e. May – August 2019. 
 
This month the LEI was up +.50% with broad expansion across eight of the ten 
input components.  In the six-month period ending September 2018, the LEI 
increased +2.80%, or about a +5.60% annual rate.  This is solid growth for our 
economy and at the same time has slowed from the prior six months.  The previous 
six months estimated our economy growing at +8.40%, i.e. this is positive for 
inflation impact. 
 
In my observation, this slowdown is a result of the U.S. Federal Reserve strategy 
of increasing short-term interest rates in their effort to slow down the expansion 
and in doing so, contain inflation.  In the short run, this sounds bad, hence volatile 
markets, but in the long run it is sound policy. 

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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Long time readers know I love to look at the Chemical Activity Barometer (CAB) 
each month.  All things chemical tend to happen before most other economic 
growth activity.  This month the CAB sits at about 122, which is where it has been 
for about two years now.  So, flat!  If you search online for this chart you will see 
industrial production has pushed above the CAB, as it did a few years before the 
Great Recession.  It crossed in 2006 but didn’t roll down until late 2007.  Not yet a 
trend, but I will be watching closely.  For now, 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) 
This month’s new job creation data strikes me as pretty messy.  Here is what I 
mean by messy; on November 2, 2018 the Bureau of Labor Statistics (BLS) 
reported 250,000 new jobs were created for October 2018.  A great new jobs 
number for a shallow supply of workers pool!  Dig into the detail and it gets 
messy.  For example, of the 250,000 jobs created, 246,000 were added from the 
Current Employment Situation (CES) net birth/death survey (B/D Survey).  
What?! 
 
As a reference, the birth/death model is not about people being born or passing 
away.  It is a telephone survey conducted by the BLS.  In the survey if your 
business answers the call, they ask how many new people you have hired and 
fired.  If you owned a business that employed 1,000 and you don’t answer the 
call because you went out of business, the BLS assumes all 1,000 people found 
new jobs.  Not usually the case in real life. 
 
It is not uncommon to have large swings in the B/D survey.  In April of this year, 
260,000 new jobs were added by the B/D model.  Last month -67,000 jobs were 
subtracted.  So, messy!  Were 250,000 new jobs really added or was it a number 
way south of that? 
 
As noted last month, we do know that for the first time in decades there are more 
job openings than people to fill them.  Per the Jobs Opening and Labor Turnover 
Summary (JOLTS report dated 10/16/2018), the “quits rate” remains near all-time 
lows at 2.40%.  This implies that, so far, people are not quitting their jobs to take 
a new, and theoretically, higher paying job.  This is good news for inflation. 
 
Labor costs represent approximately 20% of post WWII inflation, so it is very 
important we don’t see this shallow labor pool turn into a job auction that causes 
labor costs to spiral up at an uncontrollable rate, i.e. inflationary.  For now, Sign 
#4 remains positive. 

 

http://www.bls.gov/
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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 increase +.7%, up three of the last four months.  Shipments of 
durable goods, up three of the last four months, increased +1.20%.  Inventories, 
up 20 of the last 21 months, increased +.70%. 
 
This is solid data flow.  It is very positive to see the new orders trend and 
shipments up.  This quantifies what we saw in Sign #1, that consumers are 
spending real money to buy more stuff.  The inventory build-up is normal, 
especially this time of year.  Retail no longer has a “back room” for inventory.  
Instead, inventory is held by the manufacturer until the new orders come in to 
ship it out. 
 
Perhaps equally important to our spiraling up economy is unfilled orders.  Up ten 
of the last eleven months, i.e. manufacturing is having a hard time keeping up 
with order demand.  Unfilled orders increased +.70% and almost $1billion.  I 
suspect this is a pre-holiday season order flow, of which there will be many more.  
As I predicted here in the February 2018 issue, “the 2018 holiday shopping 
season will break all records and go down in the history books as the largest 
shopping season ever recorded on planet earth.” 
 
This manufacturing detail is, as noted above, solid.  Solid new orders over time 
can push input costs, like widgets and labor, up.  These increasing costs tend to 
get absorbed against company profits in the short-run, but when it is economy-
wide, the companies tend to maintain profits and pass the cost increases on to 
the final consumer.  These reduce the amount of new stuff consumers will buy 
and could start to stunt the growth spiral up, at least, and at most ignite the 
inflation spiral.  Investment markets don’t like the effects of inflation!  Thus, we 
will be watching this sign along with Sign #4, Jobs Creation, very close for signs 
of inflation creep.  
 
For now, 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) 

http://www.census.gov/indicator/www/m3
http://www.standardandpoors.com/
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Yes, October was what we refer to as an investor confidence test.  Remember all 
those positive “investors” I wrote about early this year?  I wrote that I suspected 
there were more “renters” of Corporate America and that the first hint of volatility 
the rent would be due and they would exit in droves.  They did!  Just like they 
always do.  Pretty sad, I think! 
 
Here is the silver lining for those of us who are investors.  During mid-term 
election years, the S&P 500 has gained from the October lows until the end of 
the year every single year since World War II.  That is 18 out of 18 years, with an 
average gain of +10.60%!  (Source: LPL Research Blog) 
 
We are in earnings season and according to Thompson Reuters, 78% of 
companies have exceeded current earnings estimates, putting the S&P 500 on 
track for a +27.20% year over year increase in earnings.  Great earnings, 
combined with S&P 500 valuation reduction in October, have caused valuations 
to become quite attractive. 
 
At present, the 12-month forward Price to Earnings (P/E Ratio) for the S&P 500 
is 15.5x.  This is below the 5-year average of 16.4x and well below the 25-year 
average of 17.2x. 
 
Let’s take a quick look at where the valuations of Corporate America stand 
versus Fair Market Value (FMV). 
 
I will use Yardini Research’s $178.86 per S&P 500 share for our 2019 (just 40 
days away) Fair Market Value (FMV) estimate, using “The Rule of 20”.  (90 days 
out is when I start to use 2019 EPS) 
 
To use “The Rule of 20” you just subtract the inflation rate from 20.  I will use the 
same inflation rate the BEA used in calculating the Gross Domestic Product 
(GDP) “preliminary estimate” for 3Q2018 released October 25, 2018 of 1.39%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 – 1.39 = 18.61 

• 2019 S&P 500 earnings estimate = $178.86 

• 2019 S&P 500 earnings estimate = $178.86 x 18.61 = 3,328.58 Fair 
Market Value 

 
As of 11/2/2018, the S&P 500 closed at 2,723.06 
 
This represents a 22.23% reduction to Fair Market Value, i.e. opportunity 
knocking!  Not only is this market not overvalued, but how can it be overvalued 
when the underlying fundamentals and earnings are projected to keep getting 
better! 
 
Sign #6 is super positive!  
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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) 
Inflation and deflation matter.  Historically, an inflation rate above 4% is the 
inflation point where most economists suggests it becomes a negative for 
economic growth.  Economic growth is measured by the U.S. Bureau of 
Economic Analysis (BEA) and reported quarterly.  All of the goods and services 
we produce are measured, and reported, as our Gross Domestic Product (GDP). 
 
In their “preliminary” estimate of GDP for the third quarter, the GDP reported 
expansion of +3.49% as the “real” inflation adjusted growth rate.  They used an 
annualized inflation rate of 1.39% as the deflator. 
 
This source cited, historically accurate data, is very clear about two key facts on 
our economic backdrop. 
 

1) Inflation remains in check at only +1.39%.  (Yes, I know the Fed uses the 
PCE, Sign #1, of +2.40% to measure against their 2% mandate.)  

2) Our $20.659 trillion economy, the largest ever and ever on earth for any 
country, is growing at a solid +3.49% clip. 

 
About all you can say to that is: “Awesome!” 
 
Anecdotal supporting evidence: 
 
The Consumer Price Index (CPI), which measures the inflation rate at the 
household level reported in at +2.3% annualized for this month, in check! 
 
The Producer Price Index (PPI), which measures the inflation rate at the 
manufacturing input level reported in at +2.90% annualized for this month, in 
check! 
 
A solid economy, growing at +3.49%, with inflation in check, the Federal Reserve 
preferred inflation rate of the Personal Consumption Expenditures (PCE), our 
Sign #1, of +2.40% provides the perfect backdrop for Corporate America to 
operate in.  As noted above in Sign #6 we are now approximately 22% below 
Fair Market Value, i.e. it would not be unreasonable to sell bonds and buy 
ownership in Corporate America now. 
 
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 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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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 
$178.86 turns the 3,328.58 2019 FMV into 1,430.88 and even worse if earnings 
were to drop below the example of $178.86/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. 
 

 


