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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 2015 
 

Summary 

 
“The Market” (egg/chicken) versus “The Economy” (chicken/egg)! 
 
It has been a few years now, but I wrote a Weekly Update on how  
the S&P 500 is a "weighted" index and the effect that a few  
companies in the index can have on annual returns due to their  
mega size. 
  
Apple is a "mega cap" company!  That means their market capital is measured in 
hundreds of billions of dollars.  They are the largest sized company in the S&P 
500, representing 3.25% (Source: Morningstar) of the entire 500 companies in 
the index! 
  
So what, you may ask!  Well, it boils down to the reality that in a bull market like 
this one, where there is a mega cap stock like Apple going up a lot, a money 
manager is very unlikely to outperform the index without owning the 
largest weighted company.  In 2014 Apple alone represented 9.05% (Source: 
Morningstar) of the annual S&P 500 return.   
  
In fact, just five of the biggest companies (AAPL, MSFT, BRK, INTC & WFC) 
accounted for 20% (Source: Morningstar) of the 2014 S&P 500 return.  If you 
didn't own those five, maybe because you thought they were overvalued in price, 
it was unlikely that you beat the index! 
  
In my opinion, we have once again entered that “weird zone” where index 
performance has been great because of a few mega cap companies.  It is during 
these periods that I have seen the "average" investor make poor decisions.  The 
average investor doesn't always understand this concept so when they see their 
investment return less than the S&P 500, it suggests to them that some really 
smart and successful money managers are slackers because they didn't "beat 
the index". 
  
I would suggest caution with this line of thinking.  It has been my experience that 
it usually takes place shortly before the mega caps that caused the run up 
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reverse course, handing the indexes and the chasers of same, to experience the 
losses that thoughtful money manager strategists can plan around.  
 
For now it is my opinion that the capital markets will trend higher.  Based on this 
opinion some have suggested that our allocations get anywhere from “more 
aggressive” to “pedal to the metal”. 
 
My observation of this month’s Seven Signs of a Changing Economy™ is that 
they remain strong, as they have been for several months.  However, there are a 
few signs of stress this month that are not yet trend changing, but worthy of close 
observation.  For example, in Sign #3, The Leading Economic Index, a few 
components that should be strong, positive contributors at this point are middle of 
the pack or negative, like new orders for consumer goods. 
 
In Sign #6, S&P 500 earnings per share, energy revenue reductions have put a 
drag on the overall earnings of Corporate America.  This is also noted under Fair 
Market Value (FMV) for the S&P 500 under Sign #7, Inflation.  Remember, 
inflation is used in our business school rule of thumb calculation for FMV, “The 
Rule of 20”. 
 
Speaking of inflation, Sign #7, the reduction in energy prices has caused the 
Consumer Price Index (CPI) to drop to -.1% for the trailing 12 months.  That’s 
deflation and deflation is when the economy contracts, which is a bad thing.  If 
allowed to drop unchecked, it can lead to a depression, which is really 
depressing, which is why it is called a depression! 
 
The silver lining is that with inflation at -.1% and little wage inflation it is likely the 
U.S. Federal Reserve will not increase interest rates at the conclusion of their 
4/28 – 4/29/2015 meeting, as I had predicted.  In fact, any interest rate increases 
could stretch into late this year or next.  This hold on interest rates, should it 
happen, will continue to build the base from which our future economy will build 
on. 
 
So, Egg/Chicken or Chicken/Egg?  Is the S&P 500 up because the economy and 
the outlook for the economy are so good, or has the S&P 500 advanced too far 
as we sit here at all-time highs? 
 
This is, of course, the egg/chicken question, as no one knows! 
 
What we do know is the core of our U.S. economy is good and the outlook is also 
good.  We also know the U.S. is the safest house on a bad block!  In Sign #7 
where I address FMV below, the potential gains have narrowed with the reduced 
earnings outlook for 2015. 
 
It is for all of these data points, observations and calculations that we are 
choosing to not allocate more aggressively.  Here at The Wealth Strategies 
Group the goal is not to overpower the returns of the S&P 500, but rather to grow 
our clients’ assets with lower risk and volatility investments that ave stayed close 
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to the index returns with an allocation that includes an income component, i.e. we 
are rarely 100% invested in the riskier investments of Corporate America. 
 
At present we will continue to use the strategies, processes and tools that we 
always have to help our clients gain clarity, confidence and direction in achieving 
their net worth building goals. 
 

The Rules of Clarity™ 

 

Markets have always gone up and down and the only way I know to eliminate the 
fear of volatility is to: 
 

1)  Know and accept that as a truth. 
2) Have a thought process and strategy that will reduce the fear of volatility 

from your wealth building processes. 
3) Create your own confidence by taking a few measurements of valuation 

versus other points in time.  For example, how current market valuations 
of Corporate America compare to prior periods in time based on what they 
earn.  Consider using a price/earnings ratio, i.e. a P/E ratio for this 
comparison. 

 
The clients of The Wealth Strategies Group understand our process for gaining 
clarity as The Rules of Clarity™ 
 

1) Eliminate outstanding debt and have plenty of cash on hand to reduce 
worries during volatile economic times.  This can include paying off your 
mortgage(s) for those inclined to think in terms of philosophy versus 
quantification. 

2) Have a list of your monthly costs.  Yes, a budget. 
3) Know your sources of income, i.e. your earned income, retirement income, 

social security, etc. 
4) You should consider allocating and diversifying your investments to reflect 

your constraints for time, risk and volatility.  Once that is done, ALWAYS 
set aside a predetermined dollar amount to invest each month.  At The 
Wealth Strategies Group we refer to this as “Systematic Investing” or 
“Dollar Cost Averaging”* and it is a strategy that aims to help you grow 
assets how you grow assets in periods of economic volatility.  If you don’t 
understand what this is, call and we’ll have a class! 

 
*Dollar cost averaging involves continuous investment in securities regardless of 
fluctuation in price levels of such securities.  An investor should consider their 
ability to continue purchasing through fluctuating price levels.  Such a plan does 
not assure a profit and does not protect against loss in declining markets. 
 
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. 
 



 

4 

 

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, 4/9/2015. 
 
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) 
In The Weekly Update posted to The Wealth Strategies group website on 
12/5/2014, I titled it “Lies, White Lies and Lies of Omission.”  (Read it here at 
http://wealthstratgroup.weebly.com/the-wealth-strategies-group-weekly-
update/the-weekly-update-for-12-5-2014) Generally, the article was to compare 
the negative headlines reported in the mainstream press around Black Friday 
retail sales being down 11% versus the National Retail Federation’s estimate that 
the “total” retail sales were +4.10%. 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
http://wealthstratgroup.weebly.com/the-wealth-strategies-group-weekly-update/the-weekly-update-for-12-5-2014
http://wealthstratgroup.weebly.com/the-wealth-strategies-group-weekly-update/the-weekly-update-for-12-5-2014
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Simply put, the press is back at it again today as I write this month’s update on 
March 2, 2015.  One headline I saw in bold was “Incomes Surge, Spending 
Doesn’t: What’s Going On?” (Source: Market Watch) 
 
In a nutshell the article correctly represented that savings rates increased nearly 
20% in the most recent two month’s data.  However, they implied that for that to 
happen consumer spending must be down. 
 
Well, let’s go with “maybe”!  The Bureau of Labor Statistics (BLS) reports two 
numbers for Personal Consumption Expenditures (PCE).  They report “current 
dollars” and it was down -.2%.  They also report “chained dollars” and it was up 
+.3%. 
 
Over the years I have always used the “chained dollars” report for Sign #1 to 
measure Consumer Spending, i.e. approximately 70% of the U.S. economic 
growth input.  Chained dollars measure a constant basket of consumer goods 
that removes the effects of inflation and instead measures the change in 
quantities consumed. 
 
That’s what we really need to know, i.e. are consumers spending more in “real” 
chained dollars versus just spending more because stuff costs more. 
 
So, I will respectfully suggest consumers spent .3% more in the last month and 
they also saved more to spend in the spring when most of the country can 
actually find the yard they will spend it on! 
 
I would normally stop here and conclude with “Sign #1 remains positive, as it has 
been for years.” 
 
But, there is more and perhaps if I share it with you it will add confidence and 
conviction to your investment plan and strategy. 
 
I saw a study done by the Chamber of Commerce that quantified that baby 
boomers’ children, “Gen Y”, have now reached close to $200 billion in purchasing 
power and another $500 billion through their parents footing their bills!  
 
That’s me!  And it is $700 billion in spending that is going to continue.  
Demographic data has always suggested 50 year old men spend less and less.  
The part they left off was “on themselves”!  I clearly spend less on my 57 year 
self than my 40 year old self, but I spend all of it and more on our 24 and 27 year 
old daughters.  I also believe everyone else who has the luxury of the choice, 
does as well. 
 
A recruiting firm named Berglars and Associates suggests that “Gen Y” will 
outspend the baby boomers from 2017 forward. 
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Read that again!  What it says is “Gen Y” is starting their household formation, 
i.e. entering the workforce, getting married, buying cars and houses and doing 
the most expensive thing they will ever do…having kids! 
 
This economic turnaround is early in the spiral up.  If you read your news source 
headlines you will likely miss out on the wealth growing opportunities, but if you 
read “the data”, like The Seven Signs of a Changing Economy™, you will likely 
have a much better chance of creating a higher net worth. 

 

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) 
As I write this update on March 2, 2015 the Dow Jones Industrial Average, the 
S&P 500, the NASDAQ and a host of other indices are at all time highs! 
 
Last month I wrote right here in Sign #2 that the volatility of December and 
January was… “normal activity inside the upward trend.  It is likely a pause that 
refreshes versus a change in trend, in this case, a positive upward trend.” 
 
One month is not a trend!  And, one observation by me does not matter.  What 
does matter is the detail I just shared with you in Sign #1.  That’s very important.  
You should print it and refer back to it every single time you read a negative 
headline. 
 
What else matters is that I am very much in the minority.  People/investors vote 
with their dollars and we measure it via Sign #2, Money Flow.  Last month the 
equity fund outflows were -$27 million, not a particularly big deal, but taxable 
bond funds had a +$20.5 billion in inflows. 
 
This data combined with the fact that nearly $8 trillion is hanging out in cash 
money markets and other short term demand deposits, suggests the average 
American is not invested, not investing and still fearful of the second economic 
shoe to drop. 
 
The press has done a huge disservice to the average American investor.  Too 
bad, because the trend appears real, powerful and, in my opinion, has room to 
run! 
 
Sign #2 is positive. 

 

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

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

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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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 What to look for: Trends up or down for three to four months 

 
(Positive) 
Speaking of headlines scaring investors into doing nothing, guess what was 
reported when The Leading Economic Index was reported at +.2%? 
 
You’re right!  All bad.  I did not see any positive news reported on +.2%.  As it 
followed the last four months of September 2014 +.8%, October 2014 +.9%, 
November 2014 +.6% and December 2014 +.3%. 
 
However, if you look at January 2013 and January 2014, they reported +.2% and 
+.3% respectively.  So, January 2015 at +.2% is normal.  January is cold and this 
year really cold, really snowy and over a really large quadrant of the country.  So, 
I think +.2% is not only good but will actually unfold as a springboard to better 
YOY percentage gain as the spring thaw arrives.  We will see! 
 
As for the components that I like to track inside the LEI, manufacturers’ new 
orders for non-defense capital goods excluding aircraft and manufacturers’ new 
orders for consumer goods and materials were positive contributors.  Average 
hours worked were up last month and stayed the same this month, i.e. 
unchanged month over month but up from two months ago! 
 
ISM new orders were a negative contributor but does manufacturing really pick 
up in January?  Just a guess but I think that happens in March and April for May 
and June blow-out sales, i.e. when many Americans find their yard under all that 
snow and start spending their recent savings at the pump to make green fun and 
cool again. 
 
LEI was positive this month and so is the trend. 
 

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) 
Like last month the data for jobs creation will be released the day after our March 
5, 2014 conference call.  So, like last month I will share my guess and we will see 
just how smart Jim is! 
 
But first let’s see how smart I was last month.  I guessed that Corporate America 
created 226,800 new jobs and the actual was 257,000!  I was too conservative 
by 30,200 and almost 12%. 
 

http://www.bls.gov/
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I based my guess on the 4-week moving average of initial claims for 
unemployment released by the St. Louis Federal Reserve Bank.  I also peppered 
in my guess as to how many holiday retail workers would be let go. 
 
So a smart, well informed and too conservative of a guesstimate!  As my guess 
was not way off I once again pulled the St. Louis Federal Reserve Bank data.  In 
the last month there have been 23,250 or 7.6% fewer initial claims for 
unemployment benefits.  In addition, the labor force participation rate has 
increased from 62.7% to 62.9% in the last month. 
 
Hmmm...what to guess?  It has been really cold and snowy.  But, small 
businesses are hiring strong!  Yet Walmart will need to layoff people to create the 
cash they will need for salary increases, i.e. they will likely have a cost neutral 
salary increase.  So, my guesstimate is flat.  The same 257,000 new jobs plus or 
minus 7,000. 
 
If close, this is a great number as any jobs creation number over 200,000 is 
getting more people off the couch and into the work force.   
 
Sign #4 is positive, really 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.  New orders increased +2.8%.  Recall that last month the 
new orders number was -3.4% and the press was all over the meaning of this, 
and in a negative way.  I should add that this can be a volatile report and subject 
to some large corrections in the data.  Just like this 6.2% swing in just two 
months. 
 
It is for this reason I like to look at the trend of the detail.  For the same month 
over the last four years, 2011-2014 respectfully, +2.7%, -4%, -3.8% and +1%.  
This month +2.8% in new orders appears to me to be a great start to 2015! 
 
Unfilled orders decreased -.2%, so the extra manufacturing hours we saw last 
month did fill some prior orders. 
 
Inventories did what they always do, they went up .4%, just like twenty one of the 
last twenty two months.  This is normal, as manufacturers’ warehouses have long 
been the back room of retail since FedEx, UPS, et al, can have to you tomorrow 
by 10:00 a.m. 
 

http://www.census.gov/indicator/www/m3
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Sign #5 remains positive.  Some anecdotal evidence appears with just a quick 
glance at a few companies that move the “stuff” these manufacturers make.  
Sales remain at all time highs at J.B. Hunt Transportation, FedEx and Union 
Pacific, to name a few.  

 

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) 
The earnings reduction for energy companies is real and you know it from the 
savings you are enjoying at the pump and home heating bills these days.  Even 
so, with 443 of the S&P 500 companies reporting 75% have reported earnings 
above estimate. 
 
The temporary bummer for earnings is there will be a reduction in the rate of 
growth.  Some expectations were for 2015 to be up as much as +4.5% to +6% 
versus 2014.  At present I am seeing estimated growth in earnings closer to 
+3.9% to +4.25%. 
 
The changes in these numbers don’t strike me as all that impactful nor does the 
reason, i.e. energy related reductions.  What does appear to be in the start gate 
is an issue that could have lasting impact down the road later this year or next, 
and that is the increase in our U.S. dollar versus other major currencies. 
 
I have written here a few years back that the U.S. has some issues, but we are 
still the safest house in a bad neighborhood, i.e. the world!  As other investors 
holding non-U.S. dollars are now in many countries getting negative interest 
rates on bond investments, they are converting to U.S. dollars to invest here.  
Remember my “two Sheiks in the desert” story from several years ago?  Well, 
they are here and it is pushing the dollar up in value. 
 
When that happens, companies who sell their products and services around the 
world are less competitive price wise and sell less because of it.  Companies who 
have reported less than projected sales for 2015 are Cat, Coke, Pfizer, IBM and 
Proctor and Gamble to name a few. 
 
This is a big deal.  I will watch to see if it evolves into “something”, or not.  In the 
meantime Corporate America is doing just fine and Sign #6 remains positive. 

 

7) Indicator: Inflation/deflation numbers 
 Where to find it: www.bls.gov/ppi/ or www.bls.gov/cpi/ 
 What to look for: An interruption to the consistent but modest increase in 

the cost we all pay for goods and services 

 
 
 

http://www.standardandpoors.com/
http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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(Positive) 
Energy prices are down and that causes inflation to be down.  It also has caused 
our Gross Domestic Product (GDP), all the goods and services we create and 
sell in our country, to be down. 
 
On February 27, 2015 the second estimate of 4Q2014 GDP +2.18%.  That is 
down from the +4.96% reported for the annualized GDP rate at the end of 
3Q2014.  A -2.78% reduction in 90 days does suggest more than reduced oil 
prices.  Like the detail in reduced sales for Corporate America in Sign #6.  We 
will keep a close eye on this one. 
 
In the meantime, the Consumer Price Index, the price change we tend to see at 
the home front level, reported -.1% for the trailing 12 months.  That’s deflation. 
 
Deflation is not good.  It is also greatly impacted by the reduced energy costs.  
The good news?  It should support the Federal Reserve’s decision to not 
increase interest rates anytime soon. 
 
That said, we do use the inflation rate in calculating the Fair Market Value (FMV) 
using our “Rule of 20” rule of thumb.  Since energy has been the large contributor 
to this -.1% number I will use the BEA inflation rate 1.40% in our FMV 
calculation.  As always, I encourage you to use any number, or numbers, you 
choose to see what you think your FMV is. 
 
As for the current and future earnings of Corporate America, let’s see how we 
stand versus Fair Market Value. 
 

2014 S&P 500 earnings per share estimate $128.70/share (Source: Fact 
Set) 
 
2015 S&P 500 earnings per share estimate $122.77 (Source: Fact Set) 

 
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 18.60 = 2,393.82 FMV 

 

 S&P 500 2015 earnings estimate = $122.77 
$122.77 x 18.6 = 2,283.52 (Yes, a 4.65% reduction due to energy) 

 
As of 2/27/15 the S&P 500 closed at 2,105.23 
 
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 
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of outlook.  A plan that takes into account each person’s constraints for time, risk 
and 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, 18.60x the expected Earnings per Share.  Both EPS and the multiple of 
18.60 could drop.  The earnings could be reduced due to the consumers 
spending less.  The multiplier of 18.60 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! 

 

   

 
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. 
 
Mention of individual equities in this commentary is for informational purposes 
only and is not intended to represent a recommendation.  
 

 


