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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 June 2019  
 

Summary 

 
I could write a great summary, as this month’s economic data remains very 
positive, as does the fundamental structure of the companies in Corporate 
America.  When these are combined they have historically produced above 
average returns for the investors of Corporate America and I think that will be the 
case this time as well. 
 
Instead of writing a new summary, I’m going to re-print The Weekly Update I 
wrote and posted to the WSG website on 5/31/2019, as it is especially 
noteworthy.  Please pay special attention to the pink arrow and the related 
comments I have made. 
 
Also, if you read nothing else this month, turn now to read Sign #6, Earnings per 
Share of the S&P 500.  The current Fair Market Value (FMV) is very reasonable.  
The values are sitting there just waiting for wise investors to stop being afraid.  
Afraid of what, you ask?  I am not sure.  Most of what you read and see on the 
news is twisted, or omits much of the truth, in any story, i.e. the lies of omission! 
 
At last glance at the U.S. Federal Reserve website, individuals are holding about 
$14 trillion in cash earning near zero.  It is in cash, versus being invested, for one 
reason; FEAR!  If tomorrow these folks become say $10 trillion dollars scared 
and fearful, versus $14 trillion, watch out!  The economy, corporate revenue and 
corporate earnings would jump to the upside, taking the share valuations of the 
companies they represent with them.  You want to be part of that trend! 
 
Now, The Weekly Update for 5/31/2019: 
 
It Is Simple, But Not Easy! 
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Do you see it??? 
  
This is a Chart from The American Association of Individual Investors (AAII) as of 
5/28/2019. 
  
If you have read these notes from time to time three key items should be jumping 
off this chart as obviously positive for those of us who are investors, or "owners", 
of Corporate America as opposed to traders, or "renters", of same.  
  
1)  The percentage of investors surveyed were only 24.70% bullish, i.e. positive 
on the investment outlook.  Understanding that markets seem to do whatever 
they have to do to make most people wrong it is nice to see three out of four 
investors are negative on the outlook.  Perhaps they are wrong once again.   
  
2) Note the “red star” area.  In case you don't remember the worst start to any 
year in over 80 years that was the 20% sell off in 1Q2016.  Do you remember the 
cause of this?  Brexit!  After a four-year Brexit run, the Prime Minister resigned 
this week.  Like China trade at present, I suspect we will look back in a few years 
and wonder what the big deal was!  If there weren't so much money involved, it 
would be funny!   
  
3)  That pink arrow is the “key”, focus, on this and I mean really focus on this!!!  It 
was 2009 and the DJIA was at 6,700.  Merrill Lynch failed and was forced by the 
government into Bank of America to survive.  Lehman failed, but the government 
thought management was arrogant and therefore chose to let them fail into the 
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history books.  Focus on what the bullish/positive percentage of investors 
surveyed in 2009 was…19.7, just 5 points below where we sit this week with the 
same survey and a DJIA above 25,000!  
  
The purple arrow, you ask?  Oh, that is where the survey showed investors were 
super bullish/positive on the investment outlook.  Notice also, they felt 
bullish/positive "AFTER" a several thousand-point increase in the valuations of 
Corporate America.  For those of us who own, or want to own more, of the great 
companies in America this is an ideal backdrop.  Now is the opportunity. 
  
You would not be foolish to view all these dips in price as a buying opportunity.  
The economy is strong, and the fundamental structure of Corporate America has 
rarely been better.  Stand tall.  It is simple but not easy!  The time to act is now.  
 
If you have friends or family who are fearful, it is only because they don’t have a 
plan for their bigger financial future that they can believe in.  We create bigger 
future plans all day long here at The Wealth Strategies Group.  Have them call us 
for a complimentary second opinion. 
 
Also, if the news has you second guessing your plan, call me.  We will sit down 
together and freshen up your detail and print a new WealthVision future planning 
report to take a peek around the corner to your bigger financial future. 
 
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 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
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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, July 18, 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) 
Consumer “confidence” is upbeat this month, coming in at 134.1 in May 2019 
beating consensus estimates of 130.  This is almost back to where confidence 
was last October when it was at an 18-year high. 
 
As long-time readers know, I don’t report much about consumer confidence as it 
does not ring up as “sold” on the cash register.  Instead, it is just measurement of 
opinions by those surveyed. 
 
Before I share the positive news on PCE let’s take a quick peak at three pieces 
of anecdotal evidence around PCE. 
 

• The Job Opening and Labor Turnover (JOLTS) report shows record job 
openings and for the first time in history we have roughly 25% more jobs 
than people to fill them. 

• Personal Income Taxes paid rest at an all-time high, as in since forever, at 
over $2.11 trillion!  (Source: Bureau of Economic Analysis (BEA) 
5/29/2019)…it would not be at a record high if people weren’t working, 
earning and paying taxes! 

• Truck tonnage has surged up to new all-time highs.  Up +5.70% year over 
year.  (Source:  American Trucking Associations & U.S. Freight 
Transportation Services Index) 

 
If you had to guess what the PCE, our most important indicator of economic 
expansion, would be doing based on more people working, paying taxes, saving 
money, growing confident and buying “stuff”, what would you guess? 
 
Correct! 
 

mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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Up +.30% and +1.40% annualized year-to-date.  The same period for 2018 was 
+.70%, twice as good as this time last year! 
 
The positive spiral up for this most important sign continues and appears to have 
room to run for the balance of 2019. 

 
 

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) 
At the end of this update please take 5 seconds and ask yourself who you think 
will have a higher return on their hard-earned money, i.e. the winners?   
  

Then take 5 more seconds and ask yourself how you will behave with your hard-
earned money over the next five plus years.  
  

For the most recent fund flow information, our Sign #2 in The Seven Signs of a 
Changing Economy, I went to the Investment Company Institute (ICI) website.  
As of 5/22/2019, the year-to-date flow of money OUT of ownership in stock funds 
representing ownership in Corporate America was $135 BILLION. 
  

With that fresh $135 Billion in stock sales in hand, the money flow was clearly 
into bond funds, perceived as safe by the crowd, with inflows of $169 Billion.   
  

So, knowing this, you would think the valuations of Corporate America must be 
high to extremely high.  But that would be wrong!  
  

The price you pay for anything divided by what it earns is called the price to 
earnings ratio, P/E Ratio.  It is an accepted measure of risk in the thing you are 
buying.  A high P/E Ratio suggests higher risk.  The stock market crash of 1987 
happened at 23x earnings.  As of 5/24/2019, the Yardini Research forward, or 
full-year 2019, earnings are estimated to be $174.47 for the S&P 500.  That 
average of 500 companies is valued today, 5/31/2019 at 2,752.06.  So, price of 
2,752.06 divided by earnings of $174.47 equals a P/E Ratio of 15.77x. The 26-
year average is 16.1x!  Not too hot, not too cold, just right!  
  

The 10-year U.S. Treasury bond earns 2.22% as of 5/21/2019.  If you divide the 
cost of $1,000 by 2.22 you will see the P/E Ratio is 45.04x.   
  

Is 45.05 times earnings higher than 16.1 times earnings?  Of course, and by a 
wide margin.  So, more risky.  And there is more! 
  

That 10-year U.S. Treasury bond is taxable as "ordinary income".  For many that 
means you pay 33% in Federal and State tax bringing your return down to 
1.55%.  If you assume an inflation rate of say 2% these investors have locked in 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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a negative -.45% for THE NEXT TEN YEARS!!  Your after-tax, inflation adjusted 
purchasing power in ten years, 2029, is about $955.00.  
  

Same math for those pesky S&P 500 companies looks like this:  For example 
only, the average return for the last 10 years was 14.50% per year which means 
your $1,000 would double twice.  Yes, $1,000 would grow to $4,000.  You sell in 
ten years, 2029, and pay capital gains tax on the gain of $3,000 at the current 
highest capital gains tax rate of 20%, leaving you with an average after-tax 
amount of $3,400.  Inflation effects would have the purchasing power 
reduced down to about $2,720. 
  

Conclusion:  In ten years would you like your $1,000 to buy $955 worth of "stuff" 
or $2,270????????     
  
$135 Billion just voted to take $955 instead of a "possible" $2,270.  Key word 
here is "possible", as the U.S. Treasury is guaranteed and Corporate America is 
not.  If you think as I do, that the future is not really all that scary and that we will 
all get up each day, go to work, spend, buy, travel etc., then I would suggest you 
know what the best answer is for you too.   
 
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 most recent monthly data for The Conference Board’s Leading Economic 
Index (LEI) reported in at +.20%.  Year over year the LEI is +2.70%.  This data 
suggests growth in our economy six to nine months in the future, i.e. December 
2019 – March 2020. 
 
However, the press reports suggest this is bad, as the rate of growth is less than 
the prior year’s annualized projections.  All I can say is the year is far from over 
and for the same period last year, this year is a match.  Both up +.70% YTD. 
 
As a tie breaker let’s see what the Chemical Activity Barometer is doing, as most 
of what happens in the economy happens in the chemical industry first.  This is 
because most all “finished goods” we all purchase have some level of input from 
chemicals to manufacturer or produce.  Per the American Chemistry Council: 
“The Chemical Activity Barometer is a first-of-its-kind, Leading Economic 
Indicator that helps anticipate peaks and troughs in the overall U.S. 
Economy…and can be a critical tool for predicting broader U.S. economic health. 
 

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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The most current monthly data for May 2019 saw the index increase +.40%.  Per 
Kevin Swift, chief economist at American Chemical Council (ACC), “Year-earlier 
comparisons have turned positive in recent months, and while trade tensions, 
slowing economic growth overseas and soft economic reports have created 
uncertainty the Chemical Activity Barometer signals gains in U.S. commercial 
and industrial activity through mid-2019, albeit at a moderate pace.” 
 
Clearly, the economic backdrop that Corporate America must operate in over the 
next six to nine months is positive.  As you will see in Sign #6 below, the 
Corporate structure and earnings of Corporate America is also positive.  This all 
suggests higher valuations for the shares of Corporate America going forward to 
2020. 
 

 

4) Indicator: Employment rate and after-tax personal income 
 Where to find it: www.bls.gov 
 What to look for: A flattening, then downward trend in non-farm 

employment with a flattening to decreasing after-tax 
income would be a negative indicator.  The appropriate 
trend would, of course, be a positive trend indication 

 
 
(Positive) 
This is once again one of three months where the calendar causes the data 
release on jobs created to be pushed out to the first Friday of the next month, i.e. 
a month where I get to guess how many jobs were created. 
 
There are a few fact-based data points to look at for input before making my 
guess.  First, as of 5/23/2019 the 4-Week Moving Average of Initial Claims for 
Unemployment increased from 206,000 on 4/20/2019 to 220,250.  Not huge, but 
to me a rather large increase of approximately +7%.  Second, as noted above in 
Sign #1, the Job Opening and Labor Turnover (JOLTS) report shows 25% more 
job openings than people to fill them. 
 
For comparison, at the bottom half of The Great Recession in March of 2009 
there were 15 workers available to fill one job opening.  Today, there are 25% 
more jobs than people available to fill them. 
 
The above noted increase in requests for unemployment benefits, combined with 
more jobs available than people, suggests to me a very large skills mismatch 
between the unfilled jobs and the available labor pool to fill them.  Thus, a huge 
need for increased talent capacity. 
 
This month my guess is that the number of new jobs created will be less than 
expected.  This is normal after last month’s blowout of +275,000 jobs created 
versus economists’ consensus of +180,000.  I will guess the economists’ 
consensus for last month, as this month’s new jobs created, so my guess is 
180,000 new jobs.  An outstanding jobs creation number and very positive.  

http://www.bls.gov/
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Especially positive to our “spiraling up economy” theme of the last several years.  
More jobs = more salary = more money to spend on stuff = more retail sales = 
more manufacturing = more shipments of stuff = more revenue and profits to 
Corporate America. 
 
In a word, “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 for durable goods decreased -2.1%.  This is a 
decrease for two of the last three months.  Just FYI, last month was up +2.70% 
and was the largest increase since August 2018.  There is some volatility in the 
data flow here, for sure!  Shipments decreased -1.60% and inventories, or the 
“back room” increased +.40%.  One “by-the-way” data point is the “unfilled 
orders”, decreased -.10%. 
 
If it weren’t for the most recent truck tonnage shipped, as reported by the 
American Trucking Association, at all-time highs, I would think these non-
essential items (our canary in the coalmine) were suggesting a slowdown in 
spending.  As Consumer Spending is 68% of our entire U.S. economy, this 
statistic matters!  (Source: J.P. Morgan Guide to the Markets 3/31/2019.)  Even 
with truck tonnage shipped at all-time highs, there are still a few points of 
concern. 
 
The Copper Index, which like the Chemical Activity Barometer (CAB) in Sign #4 
above is an often relied upon indication of future economic expansion, is down -
21.27% YTD.  Not good.  Stocks of companies can also be viewed as a leading 
indicator, of sorts.  If the shares are down, it may be suggesting tough times 
ahead for the industry being looked at.  If you look at some of the large publicly 
traded transportation companies shares, many are down. 
 
There are cross currents in the data flow here for the last few months.  My 
observation is it is exactly that, cross currents, and that the truck tonnage 
shipped, positive outlook from the Small Business Optimism Index and strong 
consumer spending will be more accurate in pointing to a continuation of our very 
positive economic backdrop for Corporate America to operate in for the balance 
of 2019 into 2020. 

 

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 

http://www.census.gov/indicator/www/m3
http://www.standardandpoors.com/
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being a positive trend and down being a negative trend 

 
(Positive) 
For the S&P 500 earnings per share I use “forward” earnings in my comparisons.  
The reason is that forward earnings strip out items like “good will” and tend to be 
looked at as what a business earns as a “going concern”.  The valuation of 
Corporate America, as measured by the S&P 500, is a multiple of what the 
companies earn, on average. 
 
Per Yardini and Associates, full-year 2019 S&P 500 earnings per share are 
estimated to be $174.47.  As of 5/31/2019, the S&P 500 trades at 2,752.06.  So, 
2,752.06 divided by $174.47 per share equals a multiple of $15.77x.  As noted 
above in Sign #2, Money Flow, the masses are selling equity funds.  Based on 
the CNN Fear Greed Index of 5/29/2019 at 28 out of 100, it is because they 
remain fearful. 
 
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.  
 
Using Yardini Research’s forward earnings of $174.47 per S&P 500 share for our 
2019 (a/o 5/31/2019) 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) “second estimate” for 1Q2019 released May 29, 2019 of .48%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 - .48 = 19.52 

• 2019 S&P 500 earnings estimate = $174.47 

• 2019 S&P 500 earnings estimate = $174.47 x 19.52 = 3,405.65 S&P 500 
Fair Market Value (FMV) 

 
As of 5/31/2019, the S&P 500 trades at 2,752.06. 
 
This represents a 23.74% reduction to Fair Market Value.  Not only is this market 
not overvalued, but how can it be overvalued when 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 
profits.  The research quantifiably showed that when the total is above 22, we are 
in the danger zone.  Below 20 represents quantifiable value. 
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Based on this, I did some quick math to see the forward price/earnings (P/E) ratio 
is 15.77 as of 5/31/2019 (S&P 500 as of this writing on 5/31/2019 is 2,752.06 
divided by Yardini & Associates’ 2019 estimate of S&P 500 earnings of $174.47.  
The 90-day T-bill as of 5/31/2019 is 2.22%. 
 
Thus, 15.77 + 2.22 = 17.99, well inside the “value” range of 20 and very much 
below Dr. Sjuggerud’s 22 level “danger” zone. 
 
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) 
The Producer Price Index (PPI), which measures the inflation rate at the 
manufacturing input level, reported in at 2.20% annualized for this month.  “In 
check!” 
 
The Consumer Price Index (CPI), which measured the inflation rate at the 
household level reported in at 2.00% annualized for this month.  “In check!” 
 
On May 29, 2019 the “second estimate” of our Gross Domestic Product (GDP), 
all the goods and services we produce as a country, grew at a 3.07% annual 
rate.  (Source: Bureau of Economic Analysis (BEA)) 
 
On every release of data relating to the U.S. economic growth, the BEA accounts 
for the effects of inflation.  This is an effort to report “real” growth for an “apples to 
apples” comparison with any other data point in history. 
 
In this “second estimate” of 1Q2019 the BEA used .48% as their inflation rate.  
Does it strike you as odd that the PPI and CPI quantified above at +2.20% and 
+2% annual inflation respectively are significantly higher than .48%?! 
 
Even the BEA’s sister agency in government (The Bureau of Labor Statistics 
(BLS)) reported an inflation rate of 2.27%.  To me, this is just not a realistic 
inflation rate:  .48% inflation doesn’t jive with the PPI, CPI, BLS or my household!  
So, what’s up?  What’s up is that using a low inflation rate to get your “real” 
inflation adjusted growth rate has the effect of making the economic expansion 
appear larger than it is.  
 
For example, if the BEA used the BLS inflation rate in their “real” adjustment, our 
U.S. GDP would have reported at +1.29% versus +3.07%. 
 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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Just my observation here, as this reduced inflation rate started a few quarters 
back, but suppose there is a phone call, email or meeting notes where “someone’ 
suggested a change in the inflation rate for obvious reasons. 
 
Does it matter to our $21 trillion economy!  I don’t know.  If it didn’t, why is it 
being used?  Just a wag on my part, but there are trillions of dollars each year 
paid by the U.S. government in the form of entitlement checks that are inflation 
adjusted too.  Social Security payments and adjustable rate government bonds, 
for example.  A .48% adjustment for inflation versus 2.27% saves the 
government a ton of cash on those cost of living adjusted (COLA) payments. 
 
Okay, let’s say our $21 trillion economy only grew at a real +1.29% annual rate.  
That is still $270 billion in annual expansion.  More than the entire economy of 
Finland, Egypt, New Zealand, etc., among many others. 
 
Current inflation rate, or not, this economy is growing very well and that is 
positive! 

 
*The Rule of 20 is in this calculation implying, and using, a price/earnings ratio, 
which is the valuation ratio of a company’s current share price compared to its 
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 
$174.47 turns the 3,405.60 2019 FMV into 1,179.76 and even worse if earnings 
were to drop below the example of $174.47/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.  
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•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. 


