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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 October 2018 
 

Summary 

 
As I write this monthly update of The Seven Signs of a Changing Economy™, it 
is Sunday, October 7, 2018.  This past week the financial press shared yet 
another series of “the sky is falling” headlines after the Dow Jones Industrial 
Average (DJIA) trended down -213.00 points on Friday morning, October 5, 
2018. 
 
Okay, that is not a good start to the day and so we must once again react to the 
reality of the law of large numbers.  The key point is a “DJIA down -213 points” 
on the open from a DJIA of 26,626.  That is exactly .80%.  Reality check:  Back in 
May of 1982 when I sat down at my investment advisor desk for the first time, 
with exactly zero clients, it was a pretty normal day to see the DJIA go up or 
down 5-8 points.  If the DJIA dropped 6.2 points, which was pretty normal, that 
would have been exactly .80%.  The difference between -6.2 DJIA points at -
.80% and -213 DJIA points at -.80% is “the Law of Large Numbers” at work.  
DJIA down -213 sounds so scary and down -6.2 sounds so not scary, but they 
are the same, relatively speaking. 
 
Between now, the mid-term elections, year-end and this time next year there will 
be many of these scary moments.  Please put them in perspective.  This is where 
patience can be a wonderful virtue.  Patience is also a form of action, so consider 
putting it up toward the top of your action list.   
 
Case in point: 
 
Exchange traded funds are all the rage today as they typically offer low internal 
costs (fees), which are a byproduct of “passive” asset management, i.e. there is 
no manager, it is more like a robot.  
  

In my first book, Surviving the Storm, McGraw-Hill 2007, I detailed this in chapter 
5 as a “cookie cutter” strategy.  Meaning the sponsor company just adds or 
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subtracts to a basket of stocks depending on if investors are sending money in or 
taking money out.   
  

It has been my experience over the years that this works right up until it doesn’t.  
And it tends to not work when investors are heading to the exits at the same 
time, maybe for no other reason than fear.  Believe it or not, the FEAR investors 
experience in market drops is so intense that it forces many to sell their quality 
investments, which they promised themselves they would hold "long term", 
almost always right at the bottom of the correction.  That is, in reality, what 
causes a bottom.  No more sellers as those last few holdouts buckle under the 
pressure of an eroding account value!   
  

When I have asked investors, did they sell because they needed the money they 
reply "no", I just didn't want to see any additional reduction in my account value.  
Sounds really dumb as we look down from today's all-time highs, but that fear will 
return at some future point and cause the same investor activity.  
  
This is why we prefer to use “actively” managed portfolios versus robots.  The 
management team has many choices in their approach to protect our clients’ 
money.  Choices like downside protection that we call a collar, increasing the 
cash levels as a cushion or selling as needed. 
 

As the Founder of The Wealth Strategies Group I have built our “value add”, i.e. 
the magic sauce, on the guidelines we use to find our lower risk and lower 
volatility investment positions in The WSG Investment Selection Matrix™ and our 
downside protection "Exit Strategy".  In the past we have done a good job of 
keeping up with up trending markets net of fees, but we tend to pay the freight 
when the price trend heads down.   
  

Hard to believe, but our industry loves “buy and hold”.  Here at WSG we strongly 
believe in having an “exit strategy” and we do.  If needed, it is thoughtfully put 
into action with the strategies, systems and processes I have created and 
implemented, as needed, over the years.  Stepping away from market 
environments like 2007-2009 can save our clients serious money.  We are not 
perfect, we are just attempting to be thoughtful and careful in the management of 
the money entrusted to our oversight.   
  

You are far better off with a solid investment plan, effective cash positioning and 
a wealth building structure that meets with your goals and comfort zone.  My 
business partner, and daughter, Brittany Jarocki’s second book is titled “The 
Seven Keys of Successful Investing”.  Key #1, The Rule of Clarity, is worth the 
read.  You will be less fearful during the next emotional storm, and there will be 
one.  
  

If you would like a copy of Brittany’s book approach, just call, email me or stop by 
the office and she will be happy to share one with you! 
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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, November 15, 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) 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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This very important measuring stick of our economy continues to report positive 
growth!  In the most recent data release the Bureau of Economic Analysis (BEA) 
reported Personal Consumption Expenditures (PCE) grew at +.20% to +1.50% 
YTD.  Thus, an annualized growth rate of +2.58%. 
 
For The Seven Signs of a Changing Economy™, I prefer to use what the BEA 
refers to as “chained” dollars.  This term simply means the increase is adjusted 
for inflation.  So, I interpret this as a “real” growth amount and annual percentage 
rate of growth. 
 
The U.S. Federal Reserve (the Fed) uses this Personal Consumption 
Expenditure (PCE) data to measure the inflation rate of our economy.  The Fed’s 
self-mandated inflation target rate is 2%.  Clearly the +2.58% PCE rate is above 
2%, so we can expect the Fed to continue to tap the brakes on this economic 
expansion by slowly increasing short-term interest rates. 
 
Normalizing interest rates usually means increasing the short-term rates until the 
economy slows down to the PCE growth rate of 2% in an effort to protect the 
economy from inflating too fast. 
 
Inflation at a 2.50% - 3.00% growth rate is healthy, but once over 4% it becomes 
negative and proves difficult to slow down.  I expect Sign #1 to continue growing.  
Thus, it would be reasonable to expect one more interest rate increase in 
December 2018 and at least three more interest rate increases in 2019.  This will 
slow the economy down, if it happens, and it will also prevent inflation from 
getting out of control.  All good in the long run but expect volatility in the 
valuations of Corporate America, as markets tend to not like interest rate 
increases.  They pull down profitability.  For now, 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) 
Large institutional investors and the companies of Corporate America are still 
buying the shares of American companies in a record amount.  This caused the 
share values of American companies, as measured by the S&P 500, to increase 
+7.20% in value for 3Q2018.  The good news is a strong third quarter is usually a 
good sign for continued strength in the fourth quarter.  In fact, since 1950, after a 
third quarter of >7%, the fourth quarter has finished higher 13 of 14 times!  
(Source: Bank of America) 
 
Unfortunately, the average investor aka, “Mr. and Mrs. 401(k), remain so fearful 
of risking any money at all, that they have missed the historic recovery in our 
economy and the valuations of American companies! 
 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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Check out this chart from the American Association of Individual Investors (AAII) 
and make a “note to self” that less than one third of investors are positive on the 
outlook for increasing valuations for Corporate America!!  ONE THIRD!  The 
same level as at the bottom of the Great Recession in March of 2009! 
 

 
 
When this number is north of 50 and pushing 60 is a more likely time to be 
fearful, but not 32!  Bad stuff rarely happens when those who tend to panic are 
scared and sitting on A TON OF CASH!!  How much is A TON OF CASH?  For 
me, it is $14 trillion. 
 

 
 
The U.S. consumer now has $14 trillion+ socked away “just in case” 2008-2009 
returns. 
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A hunk of that cash is very likely to get invested as people realize, finally, this 
economy, Corporate America and the fair market valuations of same are for real!  
That cash could well flow toward investment in Corporate America.  If, and when, 
it does it could well be like “ROCKET FUEL” pushing the values of Corporate 
America higher! 
 
The average person looks at today’s valuations and says, “ I will not invest at all-
time highs”!  I look at today’s AAII percentage of positive investors and the 
Federal Reserve cash calculation and I say, “ROCKET FUEL”! 
 
Sign #2 remains 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 is the founder of The Leading Economic Index (LEI).  This 
month the Conference Board reported the LEI increased +.40%.  In the most 
recent reporting period this represents an annualized growth rate of +5.00%. 
 
As a comparison, the prior six-month growth rate was +7.80%.  In a weird way 
this is great news!  Clearly, we want to see strong economic growth, but as 
written here many times, too much of a good thing can cause it to become a bad 
thing.  Our economic backdrop is much better growing moderately over time, like 
+5.00% annualized, as it tends to be less inflationary.  Thus, this slow-down is 
good news. 
 
For comparison, the YTD LEI growth rate for the same period in 2016 was 
+1.10%, 2017 was +3.50% versus the current 2018 YTD of 3.10%, i.e. all are 
YTD, not annualized, so in bounds with recent normals. 
 
I have also highlighted here several times before, the Chemical Activity 
Barometer (CAB).  All things chemical tend to happen before many other 
activities in our economy.  So, this is also one of the first to show a weakening 
economy. 
 
Once again, this month the CAB remained flat at 122, right where is has been for 
the last several months.  To me, this suggests the economy is up to altitude and 
“cruising” without the need for us, as investors, to overly worry about inflation at 
this time. 
 
Sign #3 is very positive. 
 

 

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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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) 
In June 1970, I turned 14. 
 

• Richard Nixon was President 

• The Beatles broke up 

• Jimi Hendrix and Janis Joplin both died of a heroin overdose at age 27 

• Monday Night Football aired for the first time 

• U.S. Gross Domestic Product was $1.035 trillion (today it is $20.411 
trillion) 

• The unemployment rate was 3.70% 
 
This month, the unemployment rate once again hit 3.70%, the lowest level since 
1970, 48 years ago! 
 
Yes, I was only a teenager, but I remember clearly what 1975-1982 was like for 
our U.S. economy.  It was all about inflation.  The post-World War II inflation 
inputs have often been cited as, 60% Personal Consumption Expenditures 
(PCE), Sign #1 above combined with government spending, 20% energy cost 
increases and 20% labor cost increases. 
 
As you saw in Sign #1 above, PCE is at +2.50%, not terrible, but above the Fed 
inflation mandate of +2.0%.  Energy costs, i.e. a barrel of oil has increased 
+49.59% for the period 10/9/2015 through 10/5/2018, or +16.57% annualized.  At 
this point in the economic expansion we have yet to see significant increases 
from increasing labor costs, but it took a few years between 1970-1973 for labor 
input costs to really start to have a negative impact on inflation.  Certainly, this is 
not 1970, as we have the efficiency of technology, robots, etc.  These have taken 
up a ton of labor costs, but at full employment employees will start to demand 
higher pay, because they can. 
 
For this month, and I suspect the next year or more, this will not become a “huge” 
hurdle, but I want everyone who reads this to know, that I know, what is going on 
here and it is not good in the medium to long-term. 
 
Sign #4 remains positive, but I will be paying special attention to this key point 
going forward. 

 

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 

http://www.bls.gov/
http://www.census.gov/indicator/www/m3
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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 +4.50%.  This increase, up two of the 
last three months followed a -1.20% decrease for the prior month.  Shipments 
increased +.80% and have been up three of the last four months.  Inventories 
decreased -.40% for the first time in 19 months! 
 
The Seven Signs of a Changing Economy™ are posted in the order of impact 
each has on the collective Seven.  Sign #5 is important, but not as impactful as, 
say, #1 Personal Consumption Expenditures (PCE).  One reason is the data flow 
can be “noisy”, i.e. it can bounce up or down depending on seasonal impacts.  
Sign #5 is important as a trend, yet less so month to month. 
 
Case in point, last month the Durable Goods reported in at -1.30% YTD.  With 
this month’s large +4.50% monthly increase the YTD becomes +3.20% YTD.  
This is positive, for sure.  That said, if you were to look at Sign #5 last month, you 
would see where I itemized the same YTD detail for the years 2014 – 2018.  The 
trend was one of deceleration, and that remains this month. 
 
So, what does this mean?  To me, this Sign #5, Durable Goods Spending, which 
as noted above can be a delayed purchase if a consumer doesn’t have the 
money, is the “canary in the coal mine”.  The deceleration from 2014 at +29.60% 
to the YTD 2018 +3.20% suggests the consumer is getting stretched, i.e. the 
oxygen is leaving the coal mine.  Our canary has yet to tip over, but his eyes are 
bulging enough to cause me mild concern.  This month, Sign #5 is another sign 
that remains positive, but on watch for any additional deterioration. 

 

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) 
In the May 2018 issue of this update, I wrote that I expected corporate earnings 
would be reported as the best in my thirty-six years as an investment advisor.  At 
this time, we know that is, in fact, true.  Yes, I admit that it was a pretty obvious 
prediction, as the new tax laws were putting some very strong wind to the 
collective backs of Corporate America.  So far, so good! 
 
In today’s world of the 24/7 news cycle, we must understand there is a “crisis” 
happening somewhere pretty much all the time.  Unfortunately, negative news 
grabs more attention than positive.  I just searched online for ‘top news stories” to 
see what would pop up and, of the stories that did, 8 of the 10 were, in my 
observation, negative. 
 

http://www.standardandpoors.com/
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For example, after all the “off the chart” positives around the earnings of 
Corporate America we get the perennial press favorite “should we fear October” 
headline.  So, here is the fact-based, source cited truth: 
 
“The month of October is well known for its infamous market crashes, like what 
was seen in 1929, 1987 and 2008.  Here’s the good news: October isn’t always a 
bearish (negative) month.  In fact, over the past 20 years, October boasts the 
highest average S&P 500 return compared to all other months.  Even in mid-term 
election years, October is the strongest month of the year.” (Source: LPL 
Research blog) 
 
Soon we will be lapping the great earnings that started in 1Q2018.  As we get 
back to +9%-ish annualized earnings growth, or the hangover from +25% 
annualized earnings growth, the press will have a field day with how bad it is out 
there.   
 
Brace yourself, it will happen, and it is likely to be twisted, inaccurate or just a 
boldfaced lie, like most of the other news we are bombarded with.  Stick to the 
source cited facts and you will be just fine. 
 
Now, 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 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) “final estimate” for 2Q2018 released September 26, 2018 of 3.21%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 – 3.21 = 16.79 

• 2019 S&P 500 earnings estimate = $178.86 

• 2019 S&P 500 earnings estimate = 178.86 x 16.79 = 3,003.06 
 
As of 10/5/2018, the S&P 500 trades at 2,885.57 
 
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! 

 

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 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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the cost we all pay for goods and services 

 
(Positive) 
Gross Domestic Product (GDP) is how we measure the growth of our U.S. 
economy.  It measures all of the goods and services we produce and is 
calculated and reported by the Bureau of Economic Analysis (BEA).  It is 
reported as “real growth” as the BEA reduces the growth to account for the 
effects of inflation. 
 
On September 29, 2018, the BEA reported their final GDP growth rate of our 
economy at +4.16%.  This is a plain old fantastic growth rate. 
 
The trick going forward will be to continue the growth around the +4% level 
without inflation creeping into our economy.  For me personally, the boogey man 
is not a market crash in valuations, those have “always” recovered, i.e. as I write 
we are once again near all-time highs in the valuations of Corporate America, as 
measured by the S&P 500.  The real boogey man is inflation.  It hides in the 
shadows and quietly eats away at your household purchasing power on 
everything you buy.  In its last report the BEA used a deflator (inflation rate) of 
3.31% to attain their “real” GDP growth of +4.16%. 
 
Remember above in Sign #4, Employment Rate, I noted my concerns around 
inflation building.  It is a valid and real concern that I will be watching, and 
measuring, very closely.  For now, the PCE (Sign #1), Consumer Price Index 
(CPI), household inflation rate, and Producer Price Index (PPI), manufacturers’ 
input costs, remain in check.  So far, so good, but on watch. 
 
Sign #7 remains positive, for now. 

 
*The Rule of 20 is in this calculation implying, and using, a price/earnings ratio, 
which is the valuation ratio of a company’s current share price compared to its 
per-share earnings.  Thus, 18x the expected Earnings per Share.  Both EPS and 
the multiple of 18 could drop.  The earnings could be reduced due to the 
consumers spending less.  The multiplier of 18 could drop to, say 8 for example, 
if investors were to get scared and become risk adverse.  All of a sudden 8 x 
$178.86 turns the 2,888.57 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. 
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•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. 
 

 


