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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 April 2018 
 

Summary 

 
As you will read in Sign #6 (S&P 500 earnings per share) below the new 
playground bully that is here to make our investor lives a living hell is the kid 
called “Trade Wars”.  Like all playground bullies, this one is also a fake.  Turn off 
your news source and look at the hard, cold facts.  Sources cited, as always, in 
Sign #7 and you will just have to put the recent market volatility around this new 
bully in the only category I can come up with, called “some investors are crazy”! 
 
It turns out the antagonistic bully is also about to have a new kid coming to town.  
Our hero!  Our hero is the soon to be wave, think “long-term”, a whole two weeks 
from now, of projected positive earnings reports from the companies of Corporate 
America, as measured by the S&P 500.  In my opinion, this earnings season, as I 
have also outlined below in Sign #6 will be the largest, and largest growth rate, in 
my 36-year career with Wall Street!  Long time readers know I just don’t say stuff 
like that.  I tend not to make comments that could come back to haunt me, or 
make me look like a bufoon. 
 
So, to say that I must have a reason, correct?  Correct!  Example, Walgreens is 
one of the first to report Corporate earnings for 1Q2018.  It turns out they were a 
little bit ‘off” on their estimate of the benefits they would see from the new tax law! 
 
In January 2018 Walgreens announced the tax reduction impact to them would 
be a positive “$200 million in 2018, alone”. 
 
They were off…by a cool 75%! 
 
The Walgreens quarterly report shows the tax reduction benefit will be more like, 
oh yeah, +$350,000,000 for 2018, alone! 
 
So, hit “pause” for just a moment to think about what this means at one data 
point and then extrapolate the data to all 500 companies in the Standard & 
Poor’s 500 Index of Corporate America. 
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Imagine how many more surprises may be just around the corner.  Perhaps more 
importantly, the amount of money Corporate America is about to benefit investors 
with over, say, the next several years! 
 
The data, as outlined in Sign #6 below, will be a game changer that most can’t 
get their head around because they are so caught up on the distraction of that 
bully we call Trade Wars. 
 
There are many reasons for the earnings of Corporate America to trend higher 
over the next few years.  The corporate tax rate reduction is higher, but 
combined with the expatriation of over $2 trillion from overseas getting added to 
already solid fundamentals in corporate balance sheets, there is that 
demographic data I have been peppering these notes with over the last twenty 
years. 
 
The activity inside the demographic cohorts is so predictable, it is somewhat 
comical.  For example, at age 18-19 our children tend to leave home to enter the 
workforce or go to college.  By age 24 most are officially in the workforce.  About 
24-25 they buy their first new car.  On average, age 27½ is when we now get 
married.   We have our first child at age 29½ and by 31 we are looking to buy our 
first house where our first child can play with his new puppy. 
 
Kids are expensive and that is where most of us spend our disposable income.  
This is how it all unfolded back in the early 1980’s as the baby boom started 
getting jobs, getting married, buying cars and houses for the first time. 
 
This time, right now, it is the baby boomers’ children.  The millennials.  There are 
22% more of these young people, per Goldman Sachs research.  The key point 
here is these youngsters will continue to be the key driving force in our economy 
for years to come.  Call it an economic safety net of sorts, but it is reasonable to 
expect it to continue driving Corporate America earnings for at least a few 
decades to come. 
 
Yes, there will be other market bullies besides trade wars to show up over the 
next few years and the key will be to quantify what the economic impact of each 
will be, short-term and long-term, before just selling everything because it is a 
scary headline. 
 
Remember, the current earnings and future growth of the earnings of any 
company are what supports the market value over the years.  Good news and 
bad news will always cause volatility, but over time if the earnings are there and 
have solid prospects for growth inside of a positive economic background, the 
values will trend higher. 
 
All items noted in this month’s summary lead us right back to The Rules of 
Clarity™ and having a plan to systematically add to your bigger financial future. 
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The Rules of Clarity™ are: 
 

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 
WSG we refer to this as “Systematic Investing” or “Dollar Cost 
Averaging” and it is a strategy that seeks to help grow your assets in 
periods of economic volatility.  If you don’t understand what this is, call 
and we’ll have a class! 
 

Each client at The Wealth Strategies Group has a personalized bigger future 
financial plan based on their timeframe, risk tolerance and ability to absorb 
volatility. 
 
If you know someone in your family, work or social circle who might enjoy a 
second opinion around their current investment structure, strategy or process, 
feel welcome to share our phone, email or website, www.wealthstratgroup.com, 
as an introduction to our WSG philosophy and methodology. 
 
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 

http://www.wealthstratgroup.com/
mailto:Jlunney@wealthstratgroup.com
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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, May 10, 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) 
As we left Sign #1 last month I suggested that it would be normal to expect the 
Personal Consumption Expenditure (PCE) to remain in slight contraction for 
another month.  In January (this data lags by almost 30 days) the PCE was -.3.  
As I noted, after the largest holiday shopping season on earth came to a close in 
December, you would expect the consumer to slow their spending at least a little. 
 
Hence, it would be normal to have the most recent PCE data in contraction but it 
was reported as flat or .0%. The non-inflation adjusted data was +.2%, but as you 
know, I prefer to use inflation adjusted data, or what the Bureau of Economic 
Analysis (BEA) refers to as “chained” dollar growth. 
 
For perspective, 2017 was the largest ever recorded for Personal Consumption 
Expenditures.  As we kicked off 2017 January and February were collectively      
-.4%.  A pretty notable contraction.  So, 2018’s January -2.0% and February .0%, 
for a collective -.2% is much better than the start of 2017. 
 
The new car and pickup sales were just reported for March and they were much, 
much better than expected.  The early report on auto/truck sales tends to set the 
stage for what is to come in the next PCE report.  Based on this I would suggest 
March 2018 PCE detail will be positive when it is reported on May 4, 2018. 
 
In addition to a great auto sales report, construction spending, spending on 
housing remains very brisk.  These three represent a very large part of our 

http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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economy and all three are doing very, very well.  That said, year to date gasoline 
prices at the pump are up $.65 per gallon!  (Source: gasbuddy.com, 4/3/2018).  
Per our friend, Rick Davis at the Consumer Metrics Institute, each $.01 reduces 
disposable household income by approximately $1.3 billion.  Thus, 65 x $1.3 
billion equals $84.5 billion less household disposable income (annualized) going 
forward.  This is noteworthy and I will continue to watch, but for now it is a 
rounding error on our $13.777 trillion Personal Consumption Expenditures and 
nearly $20 trillion in total U.S. economy. 
 
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) 
Written this month by my business partner and daughter, Brittany Jarocki, who 
also just published a new book, The Seven Keys to Successful Investing.  You 
are welcome to email her for a complimentary copy at 
bjarocki@wealthstratgroup.com.   
 
Alas, the money flowing into and out of the markets has come to a long-awaited 
crossroads. 
 
Sign #2 tracks Institutional Money Flow, which includes money from banks, 
insurance companies, hedge funds, etc., AKA the “big money” movers.  While 
the most recent Lipper Fund Flow Report shows institutional inflows of over 
$8.85 billion (with a “B”!) the current American Association of Individual Investors 
(AAII) Sentiment Survey shows that the individual investors are 35.3% bearish on 
the current market – up almost 12% from March.  Hence the crossroad; 
individuals are getting out while institutional money is flowing in. 
 
As usual, individuals are uneasy with the current volatility and trade war banter 
from Washington, DC, so they are divesting from the market to watch what 
happens from the sidelines.  Meanwhile, institutional investors are creating inflow 
to markets.  Their buy side activity suggests they are purchasing their own 
shares and the shares of other companies at a discounted price from their 
anticipated value. 
 
Keep in mind that we still have not seen the effects from tax-reform bill that was 
passed in late December 2017.  This bill will give a windfall to companies that is 
expected to be returned to the shareholders in the form of dividends and/or 
repurchasing stock.  As I noted in the March update of The Seven signs of a 
Changing Economy, these stocks are still undervalued and we expect to see a 
jump in the valuations of Corporate America once investors have digested and 
applied the effects of the tax-reform bill. 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
mailto:bjarocki@wealthstratgroup.com


 

6 

 

 
At the end of the day, we are still seeing a net inflow of money, but the push and 
pull in opposite directions from institutions and individuals creates friction and 
volatility in the market. 
 
The recent volatility brings us the first 10% correction since early 2016, ending 
the quarterly win streak at 9.  As you know, we do not act on fear here at WSG, 
so we will remain invested and follow the positive inflow trend of institutional 
money.  That said, our “Exit Strategy”, emailed to you on 2/2/2018, remains 
trigger ready should we feel it is necessary after thoughtful observation of market 
trends. 
 
As for now, clearly, Sign #2 is choppy, but the trend 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) 
If someone offered you a magic genie that could suggest to you what the 
economy might be doing six to nine months in the future, would you be 
interested?  Perhaps you would and perhaps you would be even more interested 
if you knew this potential magic genie had been statistically accurate for several 
decades. 
 
It is also possible that you also happen to know that the values of Corporate 
America rarely contract more than the normal 10-15% in a solid and spiraling up 
economy.  Because of this you might be willing to pay a large amount of money 
for the current outlook this magic genie has available today? 
 
Well, good news! 
 
Such a magic genie does exist and it does track ten economic input components 
that combined predict what our economic backdrop will look like six to nine 
months in the future.  For me, this magic genie is the Conference Board’s 
Leading Economic Index (LEI). 
 
This month, the LEI was up +.60%!  In the six-month period ending February 
2018, the LEI increased +4% at about a +8.2% annual rate.  This is incredibly 
good and is even better than the prior six months LEI growth of +2.40%, or about 
+4.80% annual rate. 
 
The LEI has now increased for five straight months with eight of the ten input 
components coming in positive. The conclusion from our magic genie is that we 

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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will have a solid and growing economy for the balance of 2018.  Of significance is 
that the six-month growth rate has not been this positive since 2011! 
 
I have written here in prior issues that we all need to expect three to five more 
corrections of 10-15% as we move to the mid-term elections on November 6, 
2018.  These are normal cross currents inside of a super positive peek around 
the corner from our magic genie.  Sign #3 could not get much more 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) 
If you recall, last month was one of the months where I must write this update 
before the new jobs created report is released.  I use these months as my “test 
ground” to see if I can guess what the number of jobs created is in advance of 
the release.  Last month I estimated 250,000 new jobs would be created, well 
over the prior month’s estimate of 200,000.  Solid guesstimate, but a touch below 
the actual 313,000 reported. 
 
In my defense, I will note that of the 313,000 new jobs, 125,000 were added from 
the Bureau of Labor Statistics (BLS) Birth/Death phone survey, which, in my 
opinion is mostly fiction. 
 
The most recent jobs creation was almost as bad as the prior month was good!  
Bad, as in only 103,000 new jobs were created, of which 65,000 were “guessed 
at” jobs, i.e. the Birth/Death phone survey to the non-seasonally adjusted total. 
 
To sum up the first quarter of jobs creation, i.e. to observe the trend, it is more or 
less normal and boring.  The BLS revised the jobs number for January down a 
fraction and for February, up a fraction.  For the quarter, the average number of 
jobs created came in right at 202,000/month.  Economists generally agree that 
an economy that is creating 200,000 jobs per month is a healthy economy, so, on 
average we are there! 
 
The positive take away from this weakness is job creation on the last month of 
the quarter is that it does give the Federal Reserve a reason to pause on the 
interest rate hikes, should they choose to. 
 
Sign #4 remains 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 

http://www.bls.gov/
http://www.census.gov/indicator/www/m3
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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 +3.10%, and are up three of the last 
four months.  Shipments, up nine of the last ten months, once again increased 
+.90%.  Inventories increased +.40%. 
 
If you were to look back at last month’s detail, you would see that new orders 
were -3.70%.  Pretty normal after a huge holiday shopping season in 2017.  Now 
in the most recent data, February 2018, we see the awakening of the new orders 
and shipments.  Personally, I was a touch surprised by the -3.70% new 
shipments in January.  In my opinion, it should have been more like flat to down  
-1%.  For that reason, I hope we see new orders jump up again when the March 
2018 data is released. 
 
The trend here is still strong, yet at the same time I was surprised by the Texas 
Manufacturing Outlook Survey Results.  Remember, I reference Texas, as they 
are a huge manufacturing and production input to our economy.  The surprising 
results to me this month were: 
 

1) The Production Index, a key measure of manufacturing conditions fell 15 
points, signaling a deceleration in the growth of output. 

2) New orders fell from 25.3 down to 8.3, ugh! 
3) New orders growth fell from 15.3 down to 3.8, double ugh! 
4) Capacity Utilization Index dropped to 9.6 from 19.6 
5) Shipments Index dropped from 32.1 to 9.3 
6) Raw Materials Prices Index increased to 41.4 from 39.8 
7) Wage inputs did reduce to 22.9 from an 11-year high last month of 32.2 
8) Index of Future General Business Activity dropped from 40.6 last month to 

32 
9) Future Outlook dropped from last month’s 34.5 down to 30.9 

 
Granted, this is one state, but a big and diverse state.  Nonetheless, I find this 
eye opening.  Let’s hope it is a one-month aberration and not the beginning of a 
negative trend!  For now, Sign #5 remains in a positive trend! 

 

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 boogeyman du jour is “Trade Wars”!  The mere mention of the subject 
suggests we sell every great company in Corporate America.  Our regular 
readers know, without doubt, that I keep these notes fact-based, source cited 

http://www.standardandpoors.com/
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and objective.  On that premise, let’s have a look at the impact “trade wars” in 
their present proposed form, might have on the earning power of Corporate 
America. 
 
As I write this on April 8, 2018, the total dollar value of U.S. tariff actions to date 
is only about $32 billion, compared to potentially $800 billion in fresh stimulus 
being put in the U.S. economy in 2018 from tax cuts, the recently-passed federal 
spending bill, and repatriation of overseas cash.  Estimates suggest a potential 
negative impact of -.3% on U.S. Gross Domestic Product (GDP), at most, and an 
even smaller potential hit to China’s GDP. 
 
Oh, and then there is the timing of all this “potential” destruction.  Tariffs are in a 
“comment period” until May 22, 2018, and the administration then has six months 
to implement them.  That takes us to Thanksgiving 2018.  We have seven 
months before the tariffs “might”  be implemented (of course they could happen 
before the deadline), which gives the administration plenty of time to negotiate a 
settlement.  And, that was the point of all this from the start, i.e. to negotiate a 
better deal for the U.S.! 
 
Next week we will start to see the first quarter earnings announcements from 
Corporate America.  In my opinion:  
 
You can expect company after company to report positive earnings that will 
continue to support the valuations of Corporate America.  I personally expect to 
see the best earnings season in my thirty-six year career.  As you can see in 
“The Rule of 20” below, we continue to expect double digit earnings growth, 
which can support S&P 500 returns of double digits for 2018 as we watch the sun 
set on this volatile year December 31, 2018. 
 
The reduction in corporate tax rates combined with business’ ability to fully 
expense their capital expenditures for the next five years are powerful tail winds 
for profits.  So much so, that Yardini and Associates has seen earnings estimates 
for 2018 accelerate to $157.84/share for the S&P 500 as of 4/5/2018.  FactSet 
remains at $160.50 on same.  To be as conservative as possible I will use 
Yardini’s $157.89 per S&P 500 share for our 2018 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) “third estimate” for 4Q2017 released March 27, 2018 of 2.34%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 – 2.34 = 17.66 

• 2018 S&P 500 earnings estimate = $157.84 

• $157.84 x 17.66 = 2,784.45 (S&P 500 2018 FMV estimate) 
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As of 4/6/2018, the S&P 500 trade at 2,604.47 (2018 FMV estimate rests at a -
6.91% discount to FMV). 
 
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 positive.  Very 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 

 
 

(Positive) 
Net after the Bureau of Economic Analysis (BEA) Inflation Rate Assumption the 
growth of all the goods and services we produce as a county, our Gross 
Domestic Product (GDP) grew at a +2.90% annualized rate to the largest 
economy ever to exist on planet earth.  Not bad!  Solid growth with inflation in 
check! 
 
Better yet, economic growth is experiencing expansion globally!  Only one 
country’s Purchasing Managers Index (PMI) is below 50 (Malaysia) across 
medium-to-large economies, and the global aggregate level is in the mid-50’s 
and accelerating!  A level above 50 indicates expansion. 
 
These levels are indicative of both additional economic growth and a strong 
global earnings environment.  With a worldwide economic expansion, it is very 
difficult to make the case that trade tensions, or related market volatility, are 
going to slow this level of expansion.  Instead, it is likely that we should expect 
this broader global expansion to be supportive of increasing valuations in 
Corporate America, as measured by the S&P 500, as well as the Emerging 
Markets (EM) in 2018. 
 
Inflation at the household level, measured by the Consumer Price Index (CPI) 
rests at +2.20% annualized.  Just right! 
 
Inflation at the manufacturers level, as measured by the Producer Price Index 
(PPI) rests at +2.7% annualized and is up from last month’s +2.50%, yet still not 
problematic at this point. 
 
Sign #7 remains 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 
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 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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$157.84 turns the 2,784.45 2018 FMV into 1,262.72and even worse if earnings 
were to drop below the example of $157.84/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. 
 

 


