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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 March 2019 
 

Summary 

 
Our clients’ accounts have recovered back above the 2018 “speed bump” 
reduction, as we have a conservative asset allocation blend thoughtfully 
diversified between large, medium and small companies in Corporate America 
using both the growth and value style of investment management. 
 
December 2018 was as unpleasant on the downside as December 26, 2018 to 
date has been pleasant on the upside. 
 
It is a cruel twist that the valuations of Corporate America, as measured by the 
S&P 500, play on investors.  The cruel twist is the valuations tend to bounce right 
back up as quickly as they decline.  This is the “whipsaw” effect “traders”, not 
investors, must deal with as they “time” their entry and exit points.  I feel sorry for 
them, so much wasted time and energy. 
 
The more calm and thoughtful approach does require that we, as long-term 
“owners” not “renters”, of Corporate America, absorb losses in these short 
windows of pain while participating in the gains over the longer timeframe. 
 
As you can see in this chart, it has always worked out that way.  The orange is 
short and violent the blue is long, steady and up.  This sort of sums up why 
timing the market day today is a fool’s game, but being thoughtful with a “Exit 
Strategy” can be quite wise. 
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Source: Mike Williams Truvestments 2/18/2019 
 
That said, I am now starting to give serious thought to what the soon to begin 
Presidential race mudslinging might mean to the capital markets, and our 
investments, going forward. 
 
As I still expect this current uptrend in valuations to continue well past the 
summer months, there is ample time to crystalize the possible reallocation and 
potential changes to our clients’ investment accounts. 
 
At this time, I have started to think through what effect the political rhetoric could 
have on the valuations of Corporate America starting later this year.  The 
earnings of Corporate America are fantastic, which historically has been enough.  
This time my gut is sensing something “different”.  I believe there could be an 
environment where our leaders decide to leave their core values and respect for 
humanity at the door as both sides go bare knuckle brawl for the Presidency. 
 
The capital markets don’t tend to do well with uncertainty.  In addition, I sense 
investors are just not in the mood to be patient long-term investors.  I am still 
thinking through possible asset allocation models where we might “ladder” short-
term highly rated bonds, 2-3 years out, max, build up cash reserves to bargain 
hunt should various investment sectors drop in value, and perhaps hold a core of 
high dividend paying companies that have a solid earnings base, dividend payout 
and a history of buying back their stock on dips, in addition to a few traditional 
hedges against uncertainty like the metal’s space. 
 
It is a future planning strategy in process at this point, so more clarity will follow. 
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As for this month’s update, all Seven Signs of a Changing Economy™ remain 
positive.  There are clearly a few chinks in our armor.  Some of the chinks are 
related to the interrupted data flow from the government shutdown and a few 
others, I believe, are seasonal. 
 
The April and May updates of The Seven Signs of a Changing Economy™ will 
help to clarify if there is a trend change in the wind for any of our Seven Signs, or 
not. 
 
Quantifiably, we have the luxury of waiting to see, as Sign #6 suggests we 
remain below Fair Market Value (FMV) using “The Rule of 20”.  Please note, I did 
not just write there would be no volatility.  I would suggest the opposite.  After all, 
we just went up 4,000 Dow Jones Industrial points since the 12/24/2018 bottom.  
Funny side note, when I talk with people and state that fact, they don’t believe it!  
No way, not +4,000!  Yup, Google it!  And most remain scared to death of that 
boogey man, the recession that for sure must be starting as we speak. 
 
There are risks of a recession and here they are: 
 

1) Wages rise sharply 
2) Inflation pressures increase 
3) Fed becomes more aggressive on increasing interest rates 
4) Consumer spending slows down 
5) Business spending stalls 
6) Trade rhetoric escalates 
7) Leading indicators weaken significantly 

 
All of these are addressed right here in this month’s issue of The Seven Signs of 
a Changing Economy™. 
 
Now, as to when that next recession may begin? 
 
Let’s not joke around the reality that if a Presidential candidate who promises 
during the campaign process to reverse President Trump’s deregulations and tax 
cuts, the recession starts on Election Day, November 3, 2020. 
 
Please don’t take this as a political comment, observation or opinion.  It is not, 
and not intended to be.  It is instead very much intended to state the reason our 
economy is booming is because of those quantifiable rollbacks in taxes, 
regulations and burdensome oversight. 
 
For now, enjoy the trend, which this month’s data suggests will last well into fall 
2019, see Sign #3, our peek around the corner.  Yes, there will be volatility, but 
of more normal nature.  And, as stated above, we intend to be preparing for what 
volatility may be coming as we roll closer to a very contentious political 
environment. 
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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, April 11, 2019. 
 
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) 
As noted last month, the Bureau of Economic Analysis (BEA) sources The 
Personal Consumption Expenditures (PCE) data tracked in our Sign #1.  The 
data flow is coming back online since the government shutdown, but in pieces.  
The most recent release reported Personal Consumption Expenditures for the 
most current month, January 2019, was -.10%. 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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However, this was reported for “current dollars” and in The Seven Signs of a 
Changing Economy™ monthly update I prefer to track “chained dollars” (Not yet 
reported due to government shutdown).  All that means is that spending is 
adjusted for inflation and as such reports a more, in my opinion, “real” rate of 
expansion, or contraction, in the data. 
 
That said, inflation adjustments tend to pull the “current dollar” measurement 
down.  It is realistic to suggest, based on current inflation rate estimate, that 
“chained dollar” PCE could come in at -.30%. 
 
In last month’s issue I wrote that, based on the very strong holiday shopping 
season, i.e. the largest ever recorded on planet earth, should push the “chained 
dollar” PCE to +.40%.  Both remain guesses on my part until we get the January 
data in mid-March 2019. 
 
Nonetheless, there is nothing unusual here.  In comparison, January of last year 
(2018) PCE was -.20% and February 0%.  It is not unusual to have consumers 
pull back after a big holiday shopping season, if that turns out to be the case. 
 
We do know from other government research reports that household income is 
up, the household savings rate jumped up to +6.70% and personal taxes paid are 
at an all-time high.  Clearly, households have jobs, are earning and saving 
money and paying. taxes.  My guess is they are also spending more on “stuff”, 
even if it was less in December and January.  We will have fact-based, source 
cited data back online this month and my guess is, yes, the consumer took a 
breather, but the PCE trend is not in contraction. 
 
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) 
In last month’s issue I posed the question: What would Warren Buffett do 
(WWWBD)?  This was in the context of comparing Warren Buffett, arguably the 
most successful investor of our time, to the average Mr. and Mrs. 401(k) investor. 
 
Back in December 2018, as the valuations of Corporate America were dropping, 
we now know over $143 billion left equity funds.  (Source: Goldman Sachs, 
January 2019) 
 
So, while Mr. and Mrs. 401(k) were selling, guess who was helping them out of 
their pain?  Correct, Warren Buffett and many other wise investors.  (Full 
disclosure, here at the WSG we sold nothing and did buy where appropriate and 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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suitable.)  For the period of 12/24/2018 to 3/5/2019 the valuation of Corporate 
America, as measured by the S&P 500, have increased +18.60% in value.  Not 
bad for a few months of helping the fellow investors out of their pain, at the 
bottom, again! 
 
I found two articles to be of interest, as they reported on how investors like 
Buffett execute their very large purchases. 
 

1)  “Apple’s stock fell after Warren Buffett’s Berkshire Hathaway trimmed its 
stake”, by Callum Burroghs, 2/15/2019 in businessinsider.com. 

 
Quote: “A regulatory filing showed that Berkshire Hathaway’s stake in the 
tech giant fell 1% to 249.6 million shares in the three months ended 
December 31, 2018, down from 252.5 million.  The news sent Apple shares 
about .50% lower in New York trading.” 
 
Just three weeks later… 
 
2)  “Warren Buffett’s Berkshire Hathaway bought 75 million Apple, Inc. 

shares in Q1, stake now worth 42.5 billion”, by Ben Lovejoy, 3/4/2019 in 
9to5mac.com. 

 
Do you see the magic trick in those two headlines?  Hmmm…I sell 2.9 million 
shares, the press reports it, the price drops and I buy 75 million shares cheaper. 
 
It’s all true and it is available at your fingertips, just Google Berkshire Hathaway 
Securities Exchange Commission (SEC) Form 13-F, the public disclosure of all 
buys and sells inside the Berkshire Hathaway portfolio. 
 
The key takeaway here is this; if you are doing what everyone else is doing, i.e. 
selling $143 billion in your positions of Corporate America, you will get the same 
result as the other panic sellers.  And, if you have properly structured your asset 
base around your constraints for time, risk and volatility you will be less likely to 
panic sell and more likely to behave like the “Warren Buffetts” of the investment 
world, i.e. buy low, sell high. 
 
As noted above, the S&P 500 now rests +18.63% higher than 12/24/2018.  That 
is huge money flowing into Corporate America and Sign #2 remains positive! 
 

3) Indicator: Leading Economic Indicators (LEI) 
 Where to find it: www.businesscycle.com or 

www.newyorkfed.org/research/global-
economy/globalindicators.html 

 What to look for: Trends up or down for three to four months 

 
(Positive) 
The ten input components that make up the Conference Board’s Leading 
Economic Index (LEI) have proven to be as solid of a peek-around-the corner as 

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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we can get.  This month continues to be a little “messy” as the government 
shutdown interrupted the Board’s dataflow.  In addition, regular benchmark 
revisions were made to bring indexes up to date with revisions from source data.  
So, both current and historic data flow interruption. 
 
With that as the backdrop, the LEI for the most current month reported in at -
.10%.  That on top of December’s report of an equal -.10%.  Two months is not a 
trend, but it does raise an eyebrow!  The good news is that the three inputs I 
consider to be most impactful were all positive: 
 

1) The Industrial Supply Management (ISM) New Orders Index 
2) Manufacturers’ New Orders for consumer goods 
3) Manufacturers’ New Orders for non-defense capital goods, excluding 

aircraft. 
 
New orders matter as the creation of new products implies orders we placed 
based on demand out in the world.  They also create jobs and household 
income, which leads to pushing our WSG Sign #1, PCE, higher as well.  In other 
words, these are the root cause of a spiraling up economy.  Thus, it is possible 
that the government data flow interruption combined with the Conference Board’s 
annual catch up adjustments are giving us a “head fake”.  We will know more in 
the next few months of data flow. 
 
For now, Sign #3, our peek into the economy of August through November 2019 
is 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) 
Last month we saw 304,000 new jobs created!  As if that is not enough good 
news for any person looking for a job, the new hires could have reported higher 
at 479,000 new jobs except for the annual adjustment to the Birth/Death model 
that removed 175,000 new jobs. 
 
The Birth/Death model adds, or subtracts, new jobs created based on a Bureau 
of Labor Statistics (BLS) telephone survey of companies.  Last month, the survey 
suggested 175,000 people lost jobs.  I honestly don’t believe that number and it 
is just another reason for me to continue to believe the BLS Birth/Death model is 
filled with fiction and mystery. 
 
This month the BLS non-farm payrolls report will not be released until Friday, 
March 8, 2019, after this update is written.  However, the ADP Company tracks 
and reports this data and has reported that 183,000 new jobs were created 

http://www.bls.gov/
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versus economists’ estimate of 180,000.  Again, after last month’s barn burner of 
+304,000 new jobs, you would expect a more “normal” job creation rate, which is 
this. 
 
As good as this is, there is “always” a nutjob to see it as a negative.  The “nutjob 
economist of the day” headline if from a “Moody’s economist” who said, “Jobs 
creation may have peaked.”  Right!  I almost forgot that when a nearly $21 trillion 
dollar economy, with is our U.S. economy, is growing at +2.58%, which is over 
$543 Billion per year (see Sign #7 below), we certainly won’t need more jobs 
created.  Seriously, whoever this economist is, name was not cited, they should 
be fired. 
 
Sign #4 jobs creation and household income have rarely been this 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 

 
(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.  As noted here last month, there was a delay in the data 
collection due to the government shutdown between December 22, 2018 and 
January 25, 2019.  Per the U.S. Census Bureau, “processing and data quality 
were monitored throughout and, response and coverage rates were at or above 
normal levels for the current release.” 
 
New orders increased 1.20%, up two consecutive months.  Shipments increased 
+.80% and have increased four of the last five months.  Inventories, or as we call 
it, the back room/store room, increased +.20%. 
 
What this data suggests via the 1.20% increase in new orders is that out in the 
stores and online, people are buying stuff, thank you very much!  In addition, the 
pipeline that leads to these new orders number continues to increase.  The 
Purchasing Managers Index (PMI), blew past economists’ estimates of 56.1% 
coming in on 2/28/2019 at +64.7%.  Anything above 50 reflects an expanding 
economy and +64.7% implies very strong demand unfolding.  Note to self, 64.7% 
versus 56.1% expected is a 15.32% miss.  If all you do all day long is track this, 
how can you be off by 15.32%?  Yes, again a rhetorical question! 
 
Trucking of “stuff” serves as a solid barometer of the U.S. economy, representing 
70.2% of tonnage carried by all domestic freight transportation, including 
manufactured and retail goods. (Source: ATA Truck Tonnage Index).  For the 
most recent month truck tonnage increased +2.3% and is up +5.5% versus 
January 2018.  ATA Chief Economist, Bob Costello, was quoted this month, 

http://www.census.gov/indicator/www/m3
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“After making declines in both November and December, tonnage snapped back 
in January.” 
 
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) 
As of February 25, 2019, 88% of the S&P 500 companies have reported fourth 
quarter 2018 earnings and are tracking an annual increase of +16.3% year over 
year. (Source: LPL Financial Research update 2/25/2019).  This is from a +5.2% 
increase in revenue.  Clearly, there are tremendous efficiencies and economy of 
scale coming into play from technology of all types. 
 
Let’s now quantify, measure and use the earnings of Corporate America to get a 
Fair Market Value (FMV) of same using estimated 2019 earnings per share. 
 
I will use Yardini Research’s $168.92 per S&P 500 share for our 2019 (a/o 
1/7/2019) Fair Market Value (FMV) estimate, using “The Rule of 20”. 
 
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) “first estimate” for 4Q2018 released February 27, 2019 of 1.96%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 – 1.96 = 18.04 

• 2019 S&P 500 earnings estimate = $168.92 

• 2019 S&P 500 earnings estimate = $168.92 x 18.04 = 3,047.31 S&P 500 
Fair Market Value (FMV) 

 
As of 2/6/2019, the S&P 500 trades at 2,792.81. 
 
This represents a 9.11% reduction to 2019 Fair Market Value.  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! 
 
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 

http://www.standardandpoors.com/
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profits.  The research quantifiably showed that when the total is above 22, we are 
in the danger zone.  Below 20 represents quantifiable value. 
 
Based on this, I did some quick math to see the forward price/earnings (P/E) ratio 
is 16.53 as of 2/16/2019 (S&P 500 as of this writing on 2/6/2019 is 2,792.81 
divided by Yardini & Assoc. 2019 estimate of S&P 500 earnings of 168.92.  The 
90-day T-bill as of 3/6/2019 is 2.72%. 
 
Thus, 16.53 +2.72 = 19.25, and below the “value” range of 20 and very much 
below Dr. Sjuggerud’s 22 level “danger” zone.  This is interesting detail! 
 
Sign #6 is positive again this month! 

 

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) 
It would be reasonable to assume the reason our U.S. Federal Reserve Board of 
Governors chose to put a hold on increasing interest rates is because there is 
little inflation to battle.  Historically, the Fed uses interest rates like you might use 
a wick on a candle.  To slow the economy, they increase interest rates and to 
increase growth in the economy they reduce interest rates. 
 
The Fed’s target inflation rate, which is a direct result of an overheating economy 
is 2%.  At present, the Producer Price Index (PPI), which measures the inflation 
rate at the manufacturing input level is 2.50%, but down from 3.10% in 
September 2018.  So, sort of in check knowing that PPI has been has been 
heavily impacted by labor costs alone.   
 
The Consumer Price Index (CPI), which measures the inflation rate at the 
household level reported in this month at 1.60%, down from 2.70% last August. 
 
Meanwhile, all the goods and services we produce in the U.S. economy are 
measured as our Gross Domestic Product or GDP.  The first estimate of 4Q2018 
came in at +2.58%, pushing our economy to over $20.891 Trillion.  As noted 
above, expanding at $543 billion+ per year, which is more than the entire 
economy of Sweden, Austria or Norway, i.e. we are creating the equivalent of an 
entire country, like Sweden, every year and that economists somehow think that 
is a bad thing. 
 
But, it is good, and we are doing it with inflation in check.  In fact, had the BEA 
used the BLS inflation rate versus their own, to adjust for the effect of inflation, 
the GDP would have been +3.45% versus the reported +2.58%. 
 
Sign #7 remains very positive. 

 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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*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 
$168.92 turns the 3,047.31 2019 FMV into 1,351.36and even worse if earnings 
were to drop below the example of $168.92/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. 
 

 


