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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 November 2019 
 

Summary 

 
This month’s update suggests you do your holiday shopping early.  The crowds 
will hit records, if you head out to retail stores expect them to be packed.  The 
retail sales will hit record highs in both brick and mortar and online.  Expect more 
of us than ever to shop online, as you won’t be able to find a place to park.  You 
will likely wait to be seated at your favorite restaurant and for a ticket to the 
movie! 
 
But, don’t worry, those scary headlines the press invents to grab your eyeballs 
will just keep finding new and even scarier headlines for 2020!  Our favorite news 
sources just don’t want to understand that all items in the first paragraph above 
are the byproduct of:  
 
To name a few: 
  

The most people employed ever 
U.S. Household Real Per Capita Net Worth the highest ever 
U.S. Household's Financial Assets the highest ever     
U.S Household's Real Estate value the highest ever 
U.S. Household debt burden rests at 12.5% of household income, the lowest 
since 1982, a 37-year low 

  

(Source:  U.S. Federal Reserve) 
  

Amazing things happen in our economy when people are offered a good job at 
fair pay!  These are source cited facts, measurable and quantified.  These are 
the drivers of consumer confidence and when we consumers are confident, we 
are less hesitant to buy "stuff"!   
  

When we buy stuff, Corporate America makes a nice profit.  Check this out: 
  

1/1/2018 the S&P 500 had earnings per share of $124.50, i.e. full-year 2017. 
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Full-year 2020 estimates for earnings on the S&P 500 are $172 - $175 per 
share.  Let's go with $173.50 as an average. 
  

$173.50 minus $124.50 equals an increase of $49.00 per share, or a +39.35% 
increase in three years. 
  

Yes, the market valuations of Corporate America rest near all-time highs and so 
do the earnings which support those price levels. Yet we remain right at the 25-
year average in prices relative to earnings, not too hot, not too cold just right. 
 
And it is likely to continue for quite some time to come, powered by stories like 
this one. 
 
Our daughter and her husband recently refinanced the mortgage on their home.  
At today's interest rates, at near all-time lows, it is starting to make a great deal of 
sense for people that have a mortgage outstanding.  In our daughter’s case they 
will save $300 per month, so $3,600 per year.  They had 20 years remaining so 
they will save that amount per year for what would have been the remaining term 
of the loan.  That suggests they will put $72,000 in savings somewhere besides 
the mortgage company.   
  

Many who read these notes have long had their home mortgage paid off. But that 
is not the point! 
  

The point is there are millions of households across this nation doing the same 
thing.  Together they are going to reallocate billions and billions of dollars to other 
"stuff".  Like new cars, bigger homes, pretax retirement accounts, kids, bikes and 
dogs!  "Stuff!" 
  

Since these consumers are 68.00% of our economy, (source: JP Morgan Guide 
to the Markets 9/30/2019) that extra free cash flow most likely transfers into more 
Personal Consumption Expenditure (PCE), Sign #1 below.  This alone could 
drive our economy higher for years to come.   
  

But what about Corporate America doing the same thing.  Here is just one 
example: 
 
A large home builder is set to redeem $350M of 8.00% senior notes earlier than 
the due date of March 15, 2020.  The company intends to complete the early 
redemption using the proceeds from its recent offering of $300M of 4.80% senior 
notes due 2029 together with cash on hand.  If you do the math, you’ll see a 
nearly $14M reduction in annual interest incurred on the senior notes.  They 
anticipate lowering their debt to capital ratio, as well as reducing the overall 
effective interest rate on the senior notes and more than doubling the weighted 
average remaining life of these senior notes.   

  

 If this one small corporate refinance will save $14 million per year for the next 10 
years, think about this number…Per Sifma Research, home mortgage refi's YTD 
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through 3Q2019 have been $1.424 trillion and Corporate refi's have been $1.14 
trillion for a total of $2.560 trillion in refi's. 
  

This all adds up to hundreds of billions of dollars per year going to places much 
more productive than "interest expense"!   
  

And it reoccurs every year for the next few decades, just like our daughter’s 
savings.  This is huge and guess what?  I have yet to read or hear about it from 
the press! 
  

Turns out good news doesn't sell in a world where the advertisers must have 
your eyeballs to sell stuff and we as humans tend to be attracted to bad and 
scary news.   
  

Don't fall for it!  Our economy and the companies of Corporate America are in 
great shape and set up to stay that way for at least the next few years, if not 
decades to come.  
  

Will the valuations of Corporate America bounce around?  Yes, just like they 
have since I sat down in my investment advisor chair in April of 1982 when the 
Dow Jones Industrial Average was 777.  And here we sit today with the same 
Dow Jones Industrial average at over 27,000! 
  

Have a plan, and if you don't call us, but I strongly suggest you don't bet against 
Corporate America!  
 
With that great news noted there are two of The Seven Signs I will be hopeful to 
see maintain where the trend is, or to hopefully improve.  In Sign #3 below, The 
Leading Economic Index (LEI), the data flow from The Conference Board’s Ten 
Economic Inputs has become “messy”.  As you will read, the LEI is our peek into 
the economy 6-9 months in the future.  It remains up +.40% year-over-year, but 
that is a much reduced growth rate from a year ago.  It would be unhealthy for 
our future economic backdrop if it were to turn negative.  For the last 55 years, 
each time the LEI has turned negative it has preceded a recession. 
 
Unfortunately, The Chemical Activity Barometer (CAB) is also confirming this 
slowdown in the LEI.  Recall that all things in the economy tend to happen in the 
chemical industries first, since most all products require some chemical 
component input.  The CAB has turned negative year-over-year. 
 
In Sign #5, Durable Goods orders, we also see “messy” data flow.  Durable 
Goods are things we can delay the purchase of.  If these purchases are being 
delayed it is the first sign of a weakening consumer.  Hence, the reason I refer to 
Sign #5 as our “canary in the coal mine”.  If the canary dies in the mine, there is 
natural gas in the mine, and this is the sign to get out! 
 
We are not “there there” on either of these two key indicators of what is to come, 
but if we don’t see a flattening, or increase, soon it strongly suggests risk 
reduction is in order. 
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It is reasonable to conclude this messy data flow is related to the trade war with 
China.  Knowing the trade war could get worse, stay the same or be over at the 
speed of a tweet, it is equally reasonable to be thoughtful before any action is 
taken.  That said, each person in our WSG family has received a copy of my 
three key updates referred to as “The Three Trap Doors™”.  Read them here: 
 

1) The Exit Strategy, emailed 1/31/2018 

2) The Weekly Update, “What’s Next” emailed 4/26/2019 

3) The Weekly Update, “The Wicked Witch is Dead…Revisited”, emailed 
6/14/2019 

 
The Three Trap Doors are in my pending file and I personally look at the key data 
points every single day!  Nothing has happened yet, but we are using the calm to 
review each client’s Wealth Vision Future Planning Report (call, or email, me if 
you are not familiar with this report), each asset allocation and investment 
positions. 
 
Personally, I don’t think big changes will be needed, but what I think is secondary 
to what the data dashboard tells us.  Here at the WSG we remain thoughtful, 
aware of the economic and investment surroundings and ready to implement our 
“Exit Strategy” if and when needed. 
 
Thank you for your trust and confidence! 
 
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 

mailto:Jlunney@wealthstratgroup.com
mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
http://www.wealthstratgroup.com/
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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, December 19, 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) 
Personal Consumption Expenditures (PCE), this Sign #1, represents 68% of the 
entire U.S. economy.  Hence, why it is Sign #1! (Source: JP Morgan Guide to the 
Markets 9/30/2019) 
 
For me, the PCE trumps other consumer measuring sticks, like the consumer 
confidence survey, because it measures the cash registers ringing “sold” versus 
how someone surveyed is feeling about buying stuff.  For example, if I were 
surveyed last week about how I felt about buying a new sofa, I would have 
replied negatively, but I still bought one via Elaine’s handywork!  So, cash 
registers ringing trump all other surveys combined.   
 
This month PCE came in at +.2% at an annualized +1.70%.  Every month this 
year has been positive and at present, consumer spending growth, not dollars 
spent, is +56% versus the same period in 2018, i.e. gaining steam. 
 
Speaking of confidence surveys, there is only one I am aware of that also rings 
the cash register.  We consumers only make big dollar purchases when we are 
confident about our job security and therefore our ability to make the monthly 
payments.  Sales of new cars and trucks were super strong in the most recent 
month. 
 
The 96½% of us who are part of the workforce are earning more than ever 
before, saving money, paying taxes (personal current taxes paid to the U.S. 
Treasury are at an all-time high) and buying a ton of stuff. 
 
As a side note, if you did observe data on this month’s “retail” sales you would 
notice it was weak.  Why? Gasoline prices were down! Remember, per my 
friends at Consumer Metrics, every penny reduction in a gallon of gasoline 

mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
http://www.bea.gov/
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equals a $50 billion increase in annualized discretionary household spending.  
That is the money buying “stuff” in PCE, and why “retail sales” measurement 
tools are clearly an old, out-of-date measuring stick.  Sign #1 remains very 
positive and it matters! 
 

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) 
On 10/18/2019 I posted The Weekly Update that follows to our WSG website.  
Because it, A) turned out to be super accurate around timing and B) is a data set 
we can almost always use to gauge investment entry (buy) points versus selling 
on pure fear, I am posting it as Sign #2 this month. 
 
As I write this issue of The Seven Signs on Sunday, November 3, 2019, the Dow 
Jones Industrial Average (DJIA) rests at an all-time high of 27,347.66 versus 
January 2019 at 23,000. 
 
Sign #2 continues to be very positive and as you will read, per Sign #6 below, is 
not overvalued! 
 
The Weekly Update for 10/18/2019 
 
This data set, aka the facts, would suggest most of the “traders” (renters) of 
ownership in Corporate America and many of the “investors” (owners) who want 
out of their investment positions are already out. 
 

 

http://www.wordenbrothers.com/
http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
http://www.barrons.com/convictionoftraders
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A nice chart above from Bespoke.  Here is what it tells us: 
 
In the chart above, the S&P 500 was at 1,481.79 on 3/15/2013.  On 3/15/2019 
the S&P 500 closed at 2,362.42.  A gain of +59.43% and +11.89% annualized 
gain.  A very nice run that most chose to miss. 
 

 
 
The second chart you have seen before.  I use it often as a gauge for where 
investors’ heads, and wallets, are.  As of 10/9/2019, per the American 
Association of Individual Investors (AAII), only 1 in 5 like ownership in Corporate 
America as a vehicle for gains in the next 6 months.  That is within 1% of the 
report on March 9, 2009 which represented the bottom of The Great Recession 
panic lows!  The folks are so scared they can’t spit! 
 
That reading of 20 is great news!  Look at where the Dow Jones Industrial 
Average was at each of the prior readings of 20 per the AAII report! 
 
Do you see it? 
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The fear levels were the same – deeply against the markets at each dot – yet the 
averages were far higher – every – step – of – the – way. 
 
Don’t let the opportunity of investing in Corporate America at an AAII reading of 
20 pass you by!  Some might suggest this is a gift.  All you have to do is accept 
it! 
 

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) 
Sign#1, PCE above, is the 800-pound gorilla in the U.S. economy and this Sign 
#3 also matters, as it is a peek around the corner to see what our economic 
backdrop is for Corporate America to operate in six to nine months down the 
road, i.e. May 2020 – August 2020. 
 
The trend here matters too, as there can be cross currents in the data from time 
to time.  The cross currents at present are from the trade tariffs causing the 
companies of Corporate America to reduce spending on infrastructure until they 
have more clarity around that conclusion. 
 
The data flow below is the Leading Economic Index (LEI) year to date: 
 
January -.1 
February +.2 
March +.4 
April +.2 
May 0 
June -.3 
July +.5 
August 0 

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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September -.1 
 
This is a +.40% annual rate.  The LEI suggest growth, but certainly at a reduced 
rate than years prior. 
 
My source of heartburn in this data stream is the period highlighted from March 
2019 to September 2019.  If not for one very positive +.5 in July, this would 
qualify as a negative trend. 
 
The issue is this:  Clearly it is trade tariff related.  That bubbles up in the ten 
inputs The Conference Board measures.  If those trade issues become “knows” 
versus “maybes”, or perhaps they even disappear, does this data set then turn 
positive on a dime? 
 
I don’t know.  We have never been here before!  But I do know that the reason I 
have watched the LEI data flow since I started in the business 37 years ago is 
because the LEI has fallen negative year over year before all recessions since 
1955. 
 
We rest at +.40% year over year today, but on this data point, I am as nervous as 
a long-tailed cat in a room full of rocking chairs! 
 

 

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) 
Before we get to this month’s jobs data, I must admit I love data, trends and the 
logical conclusions a thinking person can make from them.  These issues of The 
Seven Signs of a Changing Economy are the child of that thinking.  Smart and 
thoughtful versus the, well, let’s be nice and call it crap you see from journalists 
in the news.  Hey, we all had a few journalist majors in our college classes, and I 
was thankful for them, as they helped my grade point average go up.  But here 
are some of their headline themes of the past few years: 
 

• Increasing Oil Prices in the summer of 2008 were terrible and our future 
was bleak 

 
vs. 
 

• Cheap Oil in early 2016, as our gasoline at the pump dropped to $1.50 per 
gallon was terrible for our collective future.  (Personally, I still don’t 
understand this one!) 
 

http://www.bls.gov/
http://www.bls.gov/
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• The Fed increasing interest rates in Q42018 was really bad for our 
country, companies, consumers and investors. 

 
vs. 

 

• Falling interest rates since January 1, 2019 to date were so much worse 
than we could understand.   

 
So, what is it that will kill the economy, expensive oil or cheap oil?  Higher 
interest rates or low? 
 
You see, it’s just baloney they make up—next it’ll be…jobs. 
 
See it coming?  When no one could find a job in 2009-2011, it was bad!  Now 
everyone who wants a job has one and guess what the genius journalists will say 
about that?  Too many people working, that’s bad too!  Now people have money 
and will buy more stuff and inflation will take off, etc.  Same old song and dance!  
The reality is, jobs matter and the current situation is great! 
 

• Non-farm payrolls rose by 128,000 in October, exceeding the estimate of 
75,000 from economists surveyed by Dow Jones. 
 

• There were big upward revisions of past numbers as well.  August’s 
initial 168,000 payrolls addition was revised up to 219,000, while 
September’s jumped from 136,000 to 180,000. 

 

• The unemployment rate ticked up slightly to 3.6% from 3.5%, still near the 
lowest in 50 years. 

 

• The pace of average hourly earnings picked up a bit, rising 0.1% to a 
year-over-year 3% gain. 
 

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 decreased 1.10%.  Down following three 
consecutive monthly increases.  Shipments were down .40%, making shipments 
down three consecutive months.  Inventories, i.e. the backroom warehouses to 
the entire economy increased .05%. 
 

http://www.census.gov/indicator/www/m3
http://www.census.gov/indicator/www/m3
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From the edges I also look at the data on unfilled orders, which this month was 
unchanged at $1.164 trillion of work in progress.  Sounds super positive!  There 
are things and stuff already purchased, or will be purchased next month, during 
the largest holiday shopping season ever on planet earth.  (Note to self: If you 
plan to go into a retail store just before Christmas Day, expect to see many 
shelves wiped clean.) 
 
Like our data trend above in Sign #3, LEI, let’s look at the Durable Goods data 
flow: 
 

2019 
January     +.80% 
February    +.12% 
March   +2.70% 
April    -2.10% 
May   +1.10% 
June    +2.00% 
July    +2.10% 
August      -.10% 
September   -1.10% 

 
Like Sign #3 above, we need more clarity on the trade war before Corporate 
America is willing to increase spending on capital investments.  No one knows 
when, but we will get clarity and if it is positive, this Sign #5 will be too.  If not, this 
will be a bad sign. 
 
This is the most current data and it is still somewhat summer related, not yet a 
trend and yet not great to see.  Durable goods, as noted at the top can be 
“delayed” purchases, but this is our canary in the coal mine.  So, like Sign #3, 
LEI, above—"watching very closely”! 
 
P.S. Truck tonnage shipped YTD is +4.1% YOY, so someone is buying a ton of 
stuff somewhere. 

 

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) 
This is the quarter where Corporate America, as measured by the S&P 500, must 
“lap” the gap up in earnings caused by the tax cuts one year ago.  Remember 
those tax cuts resulted in a near +20% increase in the profits of Corporate 
America.  If we came in slightly down on 3Q2019 earnings that is a win as 
normalcy returns to 4Q2019. 
 

http://www.standardandpoors.com/
http://www.standardandpoors.com/
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So far about 40% of the S&P 500 companies have reported earnings.  80% have 
reported a positive revenue surprise.  (Source: FactSet Research 10/25/2019.)  
So far, the average earnings decline is -2.70%. 
 
When comparing a -2.70% reduction versus a +20% increase one year ago, you 
would say that it is outstanding, because it is.  Going toward 4Q2019 EPS 
estimates are for an increase of +7 – 8% overall.  Perfect! 
 
Per Yardini and Associates, full-year 2019 S&P 500 earnings per share are 
estimated to be $164.30.  As of 11/4/2019, the S&P 500 trades at 3,066.91.  So, 
3,066.91 divided by $164.30 per share equals a multiple of 18.67. 
 
Let’s now quantify, measure and use the earnings of Corporate America to get a 
Fair Market Value (FMV). 
 
Using Yardini Research’s forward earnings of $164.30 per S&P 500 share for our 
2019 (as of 11/4/2019) Fair Market Value (FMV) estimate, using “The Rule of 
20”.  
 
To use “The Rule of 20” you just subtract the inflation rate from 20.  I will use the 
same inflation rate the BEA used in calculating the Gross Domestic Product 
(GDP) “First Estimate” for 3Q2019 released October 29, 2019 of 1.56%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 – 1.56 = 18.44 

• 2019 S&P 500 earnings estimate - $164.30 

• 2019 S&P 500 earnings estimate= $164.30 x 18.44 = 3,029.69 S&P 500 
Fair Market Value (FMV) 

 
As of 11/4/2019, the S&P 500 trades at 3,066.91, or about 1.22% premium to 
FMV. 
 
This is the time of year we look toward 2020 earnings per share, just 60 days 
away. 
 
We will use Yardini Research’s forward earnings of $181.05 per S&P 500 share 
for our 2020 (as of 10/30/2019) Fair Market Value (FMV) estimate, using “The 
Rule of 20. 
 

• 20 – 1.56 = 18.44 

• 2019 S&P 500 earnings estimate = $181.05 

• 2019 S&P 500 earnings estimate = $181.05 x 18.44 = 3,331.32 S&P 500 
Fair Market Value (FMV) 

 
As of 11/4/2019, the S&P 500 trades at 3,066.91. 
 



 

13 

 

This represents a 7.93% 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. 
 
Based on this, I did some quick math to see the forward price/earnings (P/E) ratio 
is 18.67 as of 11/4/2019 (S&P 500 as of this writing on 11/4/2019 is 3,066.19 
divided by Yardini and Associates’ 2019 estimate of S&P 500 earnings of 
$164.30.  The 90-day T-bill as of 10/31/2019 is 1.78%. 
 
Thus, 18.67 +1.78 = 20.45, at 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 2.00% annualized for this month.  “In 
check!” 
 
The Consumer Price Index (CPI), which measures the inflation rate at the 
household level reported in at 1.70% annualized for this month.  “In check!” 
 
The “first estimate” of our Gross Domestic Product (GDP) for 3Q2019 was 
reported at +1.93% 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 “First 
Estimate” report, the Bureau of Economic Analysis (BEA) used a deflator of 
1.56%. 
 
Meanwhile, over at their sister government agency, The Bureau of Labor 
Statistics (BLS) the inflation rate was reported as 1.66%.  If the BEA had used 

http://www.bls.gov/ppi/
http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
http://www.bls.gov/cpi/
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the BLS inflation rate as their deflator, the 3Q2019 GDP would have been 
reported as +1.86%. 
 
Slice up the details as you choose.  At the end of the exercise you will still have 
the $21.3 trillion U.S. economy growing.  Be it at a 1.93% clip or a 1.86% clip, 
growth is growth and growth is good.  Even better is what you see here; growth 
with little inflation. 
 
The consumer via Sign #1, Personal Consumption Expenditures (PCE), is the 
well-oiled locomotive pulling this entire $21 trillion economy higher.  When there 
is even a touch more clarity around what the final trade deal with China looks 
like, Corporate America will “pile on” the consumption train by significantly 
increasing their capital investment spending.  As the clarity unfolds, it would be 
normal to expect the valuation of Corporate America to spiral up to higher highs. 
 
For today, the valuations of Corporate America are fair, and Sign #7 suggests 
more upside to these valuations ahead as it 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 
$181.05 turns the 3,331.32 2020 FMV into 1,448.40 and even worse if earnings 
were to drop below the example of $181.05/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 
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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. 
 

 


