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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 December 2019 
 

Summary 

 
The Seven Signs of a Changing Economy™ are a fact-based and source cited 
tool that will more clearly estimate where we are in the economic cycle now as 
well as where the economic cycle might be headed six to nine months in the 
future. 
 
This is important to know and understand, as we as investors (owners) of 
Corporate America really do need to know what type of economy the companies 
we own will be operating in. 
 
These seven components came to be included in The Seven Signs because I 
simply observed over the years that they tended to be more accurate in what 
they were measuring than most others I happen to watch.  To me, these 
indicators became my weathervane.  They told me how hard the wind (economy) 
was blowing and in which direction, north, south, east or west or, in my analogy, 
positive or negative. 
 
Clearly a positive economy puts the economic wind at our back and has 
historically suggested, and I would argue proven, that investors in Corporate 
America increase their likelihood of better, more positive and rewarding returns. 
 
There have been periods where the economy remains strong and the valuations 
of Corporate America disengage, i.e. go down, like the “Tech Wreck” period of 
2000 – 2002.  At present, the economic wind continues to blow pretty solidly and 
positive.  Therefore, it would be reasonable to think Corporate America will 
continue to grow their revenues, profits and valuations. 
 
That observation remains accurate per the data flow in The Seven Signs again 
this month.  However, there are clouds forming on the horizon.  I honestly can’t 
get a handle on if they are economic storm clouds like I noticed back in the 
summer of 2006 when I wrote Surviving the Storm, McGraw-Hill 2007, about the 
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likely economic meltdown, or if instead, they are just pesky dust clouds resulting 
from the ongoing Trade War. 
 
Pesky dust clouds can blow up into storm clouds and that is why I watch this data 
flow and report to our WSG family every month (except August). 
 
I don’t believe there is a need to be anxious just yet, as I still touch the data 
points in our WSG “Exit Strategy” that I wrote and e-blasted everyone back in 
February 2018, but it is once again time to sit up and pay attention.  Remember 
we are finishing up a wonderful year for returns, which reminds me of the old 
Wall Street saying, “Pigs get fat and hogs get slaughtered”. 
 
Below in this month’s update, you are welcome to enjoy the source of those 
clouds forming.  More than anything, you will observe a splitting of the data flow.  
For example, our most powerful input, Sign #1, Personal Consumption 
Expenditures (PCE) remains very strong and positive.  If this continues, Sign #1 
has the power to pull all the other data points up. 
 
However, our peek around the corner in Sign #3, The Leading Economic Index 
(LEI) is now negative year-to-date, not good!  The Chemical Activity Barometer is 
also negative year over year, not good!  Combined, terrible!  Not yet a trend, but 
close! 
 
Jobs, as noted below in Sign #4, remain super good and this is the fuel for the 
spiral up in Sign #1, PCE, as people with jobs have cash to buy “stuff”! 
 
But, Sign #5, Durable Goods orders, our canary in the coal mine, suggests via 
slow new orders and a contraction in shipments that something is amiss. 
 
In Sign #6, the Valuations of the S&P 500, we continue to hit all-time highs in the 
market valuations.  Thus, the “on sale” companies are not as cheap as they once 
were. 
 
Yet, in Sign #7, our U.S. economy, as measured by Gross Domestic Product 
(GDP) has been ratcheted up once again. 
 
Overall, we remain in a positive economic backdrop with reasonable prices for 
ownership in Corporate America.  I am grateful we have been thoughtfully 
invested to be advantaged by the increase in our account values.  Now, our job 
will slightly shift to protecting that nest egg from those clouds out on the horizon, 
should they decide to become storm clouds versus dust clouds.   
 
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. 
 

mailto:Jlunney@wealthstratgroup.com
mailto:Jlunney@wealthstratgroup.com
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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, January 16, 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) 
If you read this monthly update from time to time, you already know Sign #1, 
Personal Consumption Expenditure (PCE) is #1 for a reason.  The reason is that 
it represents 68% of our entire economy. (Source: JP Morgan Guide to the 
Markets 9/30/2019) 
 
Thus, it is great news to see PCE up +2.60% year to date via the latest report 
from the Bureau of Economic Analysis (BEA).  This is a +30% increase over the 
same period last year and 2017, which were +2.0% and 1.95%, respectively. 
 
As this is the core engine of growth in the U.S. economy, it is simply GREAT 
news!  On Black Friday alone, consumers spent $7.4 billion online – a new Black 

http://www.wealthstratgroup.com/
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
http://www.bea.gov/
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Friday record.  This was the second largest online shopping day ever.  (Source: 
Adobe Analytics).  On Thanksgiving Day alone, consumers spent $4.2 billion.  
Conclusion, $7.4 billion + $4.2 billion = $11.6 billion spent by consumers in two 
days! 
 
Forecast for the 2019 shopping season $143.8 billion, up from 2018’s all-time 
record of $126 billion, representing a +14.12% increase.  Just about 300% more 
than those negative economists’ projections of +4% over last year! 
 
This is just short of awesome, but before you order your new Rolls Royce you 
might want to peek around the corner to see what Sign #3, Leading Economic 
Indicators (LEI) and Sign #5, Durable Goods sales are suggesting. 
 
Nonetheless, Sign #1 is the U.S. economic engine and right now it is hitting on all 
cylinders!  
 
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) 
One of my all-time favorite deceased money managers, Martin Zwieg (7/2/1942 – 
2/18/2013), coined in the phrase, “The trend is your friend”.  This always made 
sense to me, as the U.S. capital markets are like a huge battleship in the sense 
that you can initiate a turn to reverse direction 180 degrees at flank speed and it 
takes about five miles to complete. 
 
This leads me to another market tip most economists just can’t get their 
individual, or collective, heads around: “Understanding mass psychology is 
almost always more important than understanding economics.” 
 
Both appear to have been in action as the Dow Jones Industrial Average (DJIA) 
just keeps hitting new highs year over year and up over 18,000 points since the 
Great Recession bottom of March 2009.  In last month’s issue, I detailed how the 
“traders” (renters) of ownership in Corporate America, and many “investors” 
(owners) who wanted out of their investment positions were out, or close to it. 
 
Per Lipper Fund Flows Report for the week ended 12/4/2019, the mutual fund 
liquidations between 11/6/2019 and 12/4/2019 had slowed to near neutral, i.e. 
zero.  Per the Investment Company Institute (ICI), $215 billion left the ownership 
of Corporate America between 1/1/2018 and 10/31/2019.  All while $452 billion 
transferred toward the perceived safety of bonds at all-time, as in record, high 
prices.  Wow!  I still sense that ends in tears. 
 

http://www.wordenbrothers.com/
http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
http://www.barrons.com/convictionoftraders
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All this while Corporate America is on track to hit an all-time high in stock buy 
backs, as in hundreds of floors of MBAs, CPAs and attorneys are advising the 
valuations continue to be “low” to “fair”! 
 
As you will see in Sign #6 below, S&P 500 earnings, the valuation of Corporate 
America, remain at 16.82 times earnings, versus the 25-year average of 16.22 
times.  Not too hot, not too cold, just right! 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) 
Please notice above Sign #3, The Conference Board’s Leading Economic Index 
(LEI) trend is positive, as the monthly data has not reported the three to four-
month contraction needed to reduce it to neutral or negative.  But the data flow is 
not good! 
 
The LEI, which is a composite of 10 leading indicators, is one of my favorite tools 
for that peek around the economic corner to see where we might be six to nine 
months in the future, i.e. June through September 2020.  Key point:  The LEI has 
fallen negative year over year before all recessions since 1955! 
 
In the six-month period ending October 2019 (most recent data), the LEI is about 
a -.20% annual rate.  Not good!  This is a reversal from its growth of +.40% over 
the previous six months, or about a +.70% annual rate. 
 
It gets worse.  The Chemical Activity Barometer (CAB) is a leading economic 
indicator derived from a composite index of chemical industry activity.  Due to its 
early position in the supply chain, chemical industry activity has been found to 
consistently lead the U.S. economy’s business cycle.  For that reason, the 
barometer can be used to determine turning points and likely trends in the larger 
and broader economy.  Month to month movements tend to be volatile, so like 
many of the signs you read here, I look more at three-month moving average to 
get a better picture of a trend, or most important, a trend change. 
 
The November month-end three-month moving average (3MMA) was unchanged 
at 0%.  Unfortunately, the year over year (YOY) 3MMA reported at -.20%.  The 
CAB has proved to lead recessions by two to 14 months, with an average lead 
time of eight months, since first recorded back in 1912. 
 
Is this data simply a reflection of Trade War impact, i.e. likely short-term impact, 
or something worse?  I honestly don’t know, but it doesn’t feel good at present.  
Watching closely, but the trend is positive for now. 
 

http://www.businesscycle.com/
http://www.businesscycle.com/
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.newyorkfed.org/research/global-economy/globalindicators.html
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4) Indicator: Employment rate and after-tax personal income 
 Where to find it: www.bls.gov 
 What to look for: A flattening, then downward trend in non-farm 

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

 
(Positive) 
One of the reasons Sign #1, Personal Consumption Expenditures, above is 
positive is because more people are working, paying taxes (U.S. Treasury 
reported the highest personal income tax revenue ever in their latest release), 
saving and spending on “stuff”! 
 
In their most recent release, the Bureau of Labor Statistics (BLS), reported 
266,000 new jobs were created in November 2019.  This represents a 10-month 
high.  The consensus from the economists was for 180,000 new jobs, so once 
again, they only missed by a mile, i.e. they were 47.77% too low.  At least the 
negative lens economists seem to look through is better than the prior month 
when they underestimated by 70.67%! 
 
This month the number would be even higher, but those jobs lost/created, aka 
the birth/death model, took 13,000 jobs away.  Per the BLS’s rather unscientific 
phone survey, 13,000 people lost jobs.  Few of us ever look back to see if any of 
the reported data has changed, but I do. August’s new jobs created data was 
increased to 219,000 versus the reported 168,000 and September’s was 
increased to 180,000 new jobs versus the reported 136,000. 
 
This data flow clearly suggests businesses are hiring in an attempt to keep up 
with Personal Consumption demand.  The National Federation of Independent 
Business (NFIB) supports this suggestion.  In their 12/10/2019 member update; 
“Owners reporting it is a good time to expand…expecting better business 
conditions.” 
 
Begs the question:  Is Sign #3, LEI, our peek into the future six to nine months 
from now, a better indicator of the economic backdrop Corporate America must 
operate in, or is it businesses growing and expanding to meet the demands of 
the consumers tracked via Sign #1??? 
 
Too early to see in the trends, but as noted above in Sign #3, watching closely! 
 

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) 

http://www.bls.gov/
http://www.bls.gov/
http://www.census.gov/indicator/www/m3
http://www.census.gov/indicator/www/m3
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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 +.60%, up four of the last five months.  
Shipments were virtually unchanged after being down the prior three months.  
Inventories increased .30%, which is normal, as the mega warehouses are now 
the “back room” via one-day delivery. 
 
With new orders positive, shipments at a seasonal normal and inventories mostly 
flat, the data appears solid.  Back in the October issue of The Seven Signs, 
under Sign #5, I wrote, “looking forward, I would suggest a key future indicator is 
Truck Tonnage being shipped.  Per the American Trucking Association (ATA) 
trucking represents 70.20% of tonnage carried by all modes of domestic freight.”  
So, let’s check in on ATA’s latest data from their 11/19/2019 news release. 
 
“Compared with October 2018, the seasonably adjusted Truck Tonnage Index 
increased +1.70%, the smallest year over year gain since June 2019.  The index 
is up +3.90% year to date compared to the same period last year.” 
 
The St. Louis Federal Reserve’s Freight Transportation Services Index remains 
right at all-time highs of 138.6 (year 2000 = 100). 
 
I don’t mention the Cass Freight Index often, but I do watch their data flow.  This 
index tracks volume and velocity of trucking around our nation.  In the Cass 
report for October 2019 (most recent) they report a -5.90% year over year 
contraction, a month over month contraction of -3.90% and a two-year 
contraction of -.10%. 
 
Key point from their report: “Cass Freight Index has gone negative before without 
being followed by a negative Gross Domestic Product (GDP) [my note: 
recession].  However, demand is weaker across almost all modes of 
transportation, both domestically and internationally.” (Emphasis is from Cass) 
 
Another question:  Is ATA more accurate than Cass and is this Trade War 
related, possibly temporary, data flow or a change of trend?  Too early to tell, 
watching closely, but this trend is positive for now. 
 

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 we close in on the end of 2019 and this decade, we are in 4Q2019 where we 
must “lap” the gap up in the earnings for Corporate America caused by the tax 
cuts one year ago (aka the “Trump Bump”).  Those tax cuts resulted in a jump up 
of nearly 20% in corporate earnings. 
 

http://www.standardandpoors.com/
http://www.standardandpoors.com/
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With 96% of the S&P500 companies reporting, 75% reported a positive earnings 
surprise.  Actual earnings are better than economists predicted [down 4% - 4.5%] 
at -2.20%.  It is never great to see a negative, but a -2.20% versus estimated -
4.00% is good and when “lapping” a +20% prior year, one-time event, it is in my 
opinion, “outstanding”! 
 
Per Yardini and Associates, full-year 2019 S&P 500 earnings per share are 
estimated to be $162.21.  As of 12/16/2019, the S&P 500 trades at 3,191.45.  So, 
3,191.45 divided by $162.21 per share equals a multiple of 19.67 times. 
 
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 2019 earnings of $162.21 per S&P 500 share for our 
2019 (as of 12/12/2019) 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 3Q2019 released November 26, 2019 of 1.67%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 – 1.67 = 18.33 

• 2019 S&P 500 earnings estimate = $162.21 

• 2019 S&P 500 earnings estimate = $162.21 x 18.33 = 2,973.31 S&P 500 
Fair Market Value (FMV) 

 
As of 12/16/2019, the S&P 500 trades at 3,191.45, or about a 7.33% premium to 
FMV. 
 
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. 
 
Based on this, I did some quick math to see the forward price/earnings (P/E) ratio 
is 19.67 + 1.57 = 21.24, outside the “value” range of below 20 but also below Dr. 
Sjuggerud’s 22 level “danger” zone. 
 
Sign #6 is positive again this month. 

 

7) Indicator: Inflation/deflation numbers 
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 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 level, reported in at 1.30% annualized for this month.  “In check!” 
 
The Consumer Price Index (CPI), which measures the inflation rate at the 
household level, reported in at 2.10% annualized for this month.  “In check!” 
 
The “second estimate” of our Gross Domestic Product (GDP) for 3Q2019 was 
reported at +2.13% annual growth rate of all the goods and services we produce 
as a country.  (Source: Bureau of Economic Analysis (BEA)) 
 
As I write here each time the GDP growth is released, the release is “real”.  This 
simply means it is adjusted for the effect of inflation.  In this 3Q2019 “second 
estimate” report, the Bureau of Economic Analysis (BEA) used a deflator of 
1.67%. 
 
Meanwhile, over at their sister government agency, The Bureau of Labor 
Statistics (BLS), the inflation rate was reported as 1.66%.   
 
This data flow is reporting better than the “First Estimate” of +1.93%, released on 
October 25, 2019.  Our $21.3 trillion economy continues to do better than 
economists predict. 
 
With two of the larger impacts on inflation, energy and labor costs, in check our 
economy continues to grow.  The U.S. Federal Reserve’s mandate for inflation is 
2.00%.  To track this, the Fed does not measure PPI and CPI as quoted above.  
Instead, they measure inflation via Sign #1, PCE.  PCE has continued to spiral 
up and is just north of the 2% mandate.  For that reason, much of the reasoning 
behind keeping interest rates low will likely start to evaporate. 
 
The data doesn’t appear to support a need to increase interest rates by the Fed, 
but we will see interest rates tick up if inflation, as measured by Sign #1, ticks up. 
 
Until then, 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 
$162.21 turns the 3,191.45 2019 FMV into 1,297.68and even worse if earnings 
were to drop below the example of $162.21/share!  This is the multiplier risk and 
earnings risk I personally worry about.  It may never occur, but what an 

http://www.bls.gov/ppi/
http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
http://www.bls.gov/cpi/
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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. 
 

 


