
 

1 

 

 
 

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 2019 
 

Summary 

 
Warren Buffett, arguably one of the most successful investors in the history of 
Corporate America, has said: 
 
“The fact that people will be full of fear, greed and folly is predictable, the 
sequence is not predictable.” 
 
In the last 90 days, I know, like eons ago, we have seen the valuations of 
Corporate America bounce like a rubber ball.  In this month’s update of “The 
Seven”, I have quantified what the volatility was, why we at The WSG chose to 
“be still” and why, even after a significant rebound to the upside, there appears to 
be more upside for investors to benefit from. 
 
The lesson from Buffett’s quote above is that accepting and recognizing there will 
be periods of time when market valuations are irrational for one simple reason – 
people are irrational – and markets are people.  People with money.  People are 
emotional beings and money is known to magnify emotion. 
 
At the end of every top in market valuation the emotion of “greed” peaks and at 
every low valuation the emotion of “fear” is exhausted.  It is an absolute that one 
cannot rationalize illogical behavior.  But, don’t worry, your experts, economists 
and media will be quick to help you with “a why”! 
 
My point is this, as long-term “owners”, not “renters”, of Corporate America we 
don’t need a why!  We just need a plan that is based on an asset structure, asset 
allocation, investment positions that sync with our constraints for time, risk and 
volatility and process to adjust same as we grow into our bigger financial future. 
 
Back on December 24, 2018, if you were really worried about the volatility taking 
place since October 2018, then your bigger financial future planning process 
needs to be reviewed.  It has been my experience that when someone calls me 
and is truly fearful about the “market crashing”, and I had seven in December 
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2018, then their planning perspective is “out of whack”!  (A technical financial 
planning term—Ha!) 
 
In other words, you need to read my business partner, succession plan and 
daughter, Brittany Jarocki’s first book, “The Seven Keys to Successful Investing”!  
Just call or email me for a complimentary copy.  In Brittany’s book, “Key One” is 
“The Rules of Clarity”.  This is the root of everyone’s bigger financial future, 
whether they know it or not. 
 
“Rules of Clarity™”: 
 

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

2. Have a list of your monthly costs.  Yes, a budget. 
 

3. Know your sources of income, i.e. your earned income, retirement income, 
social security, etc. 
 

4. You should consider allocating and diversifying your investments to reflect 
your constraints for time, risk and volatility.  Once that is done, ALWAYS 
set aside a predetermined dollar amount to invest each month.  At The 
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 market volatility.  If you don’t understand what this is, call and 
we’ll have a class! 

 
If you still feel queasy, then you might consider two additional adjustments: 
 

1.   Reduce the percentage of your portfolio allocated toward conservative 
growth. Consider moving a portion to a two-year A-rated or better bond 
ladder.  In a bond ladder, the bonds' maturity dates are evenly spaced 
across several months or several years so that the bonds are maturing at 
regular intervals. The more liquidity an investor needs, the closer together 
his bond maturities should be. 
 

2.   Accept the fact that you may not have the temperament needed to be an 
investor, unwind your investments in a prudent way over a reasonable 
period of time, like one to six months, and promise yourself you will never 
invest for a bigger financial future again. 

 
In the client relationships that I personally oversee at The Wealth Strategies 
Group, I have planned a reasonable investment portfolio customized around 
each client’s constraint for time, risk and volatility.  I believe each of these 
currently remains intact based on historical perspective and the economic 
outlook. 
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The Lesson:  If proper planning steps are being reviewed and your goals and 

objectives are set, then you would be prepared to use the nutty 
reduced values, like December 24, 2018 as they should be used, 
as a long-term wealth building gift! 

 
As you will read below, and you should, as this month’s update is really good, 
detailed and source cited, our economy is the best, strongest and most diverse 
ever created on earth! 
 
If you would like to research this just stop anyone you see on the street under 
age 32 and ask them “what’s new?” and while you do that, remember this: 
Every single person who will impact our economy for the next 50 years is already 
alive, learning and/or working! 
 
The news needs to sound scary and bad.  If it wasn’t, why would you bother to 
listen or watch?! 
 
For those of us with goals to achieve our plan, we can ditch the news, focus on 
the source cited facts, like The Seven Signs of a Changing Economy, and 
instead focus on your family, health and happiness. 
 
Swimming upstream is exhausting!  So, choose not to do that anymore!  Instead, 
just follow the flow of the Seven Signs.  Remember, they are the seven that have 
proven the most accurate of any in my nearly forty years as an investment 
advisor and this month, all seven remain, wait for it…positive! 
 
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 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
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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 9, 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. 

 
*Dollar cost average involves continuous investment in securities regardless of 
fluctuation in price levels of such securities.  An investor should consider their 
ability to continue purchasing through fluctuating price levels.  Such a plan does 
not assure a profit and does not protect against a loss in declining markets. 
 
Bonds are subject to market and interest rate risk if sold prior to maturity. Bond 
values will decline as interest rates rise and bonds are subject to availability and 
change in price.  
 
Asset allocation and diversification do not ensure a profit or protect against a 
loss. 

 

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 noted in Sign #1 over the last two months, the dataflow for this very key 
economic indicator remains slightly impacted by the partial government 
shutdown.  This month’s detail, which was publicly reported by the Bureau of 
Economic Analysis (BEA) on March 29, 2019, “remains limited”. 
 
Last month we did not have complete data from the BEA, but I extrapolated 
(guessed) what I thought we would see for the January report.  My guess was a  
-.30% inflation adjusted, or “chained dollar” growth rate.  Well, the BEA reported 
chained dollars for January 2019 (the most recent) at +.10% I must have been 
having a, rare for me, pessimistic moment! 
 
The February report will be out later this month and I suspect it will be better than 
most expect!  Why? 
 

mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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• March consumer sentiment reported at 97.80 versus consensus of 
93.80%, +4.26% more positive 

• Current economic conditions reported at 111.2 versus consensus of 
108.50, +2.48% more positive 

• Index of consumer expenditures 89.2 versus consensus of 84.4, +5.68% 
more positive 

 
The end does not appear to be approaching anytime soon!  What is likely 
coming?  More jobs! 
 
The job openings report came in at 7.581 million versus consensus of 7.335.  Up 
+3.35%! 
 
Hmmm, more jobs available = more interviews to fill them = more salaries paid to 
households = more income earned = more demand for “stuff” = more retail sales 
= more homes being purchased. 
 
How can this spiral up be anything close to the bad news your radio or television 
spews out? 
 
Side note: The Personal Consumption Expenditures (PCE), our Sign #1 was -.01 
in January and the press freaked out.  So, for perspective that slightly reduced 
the annual PCE to a +1.40%, a very healthy rate of expansion! 
 
Sign #1 is perfectly 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) 
Under prior notes on Sign #2, Money Flow, I noted that during the 4Q2018 speed 
bump in the values of Corporate America, $143 billion was sold out of mutual 
funds, i.e. Mr. and Mrs. 401(k) selling (Source: Lipper Fund Flows).  The final 
liquidation for 4Q2018 was just updated by Lipper Fund flows and the sell value 
tally went up to over $190 billion.  Just for perspective, that is the highest 
liquidation amount for any quarter since Lipper started tracking fund flow in 1992. 
 
There was more outflow during the Great Recession that ended in March of 
2009, but it was over a period of longer than 90 days. 
 
I wanted to be sure I didn’t miss anything back in 4Q2018.  So, I went back and 
counted each day.  Get this!  4Q2018 covered the exact same number of days as 
each quarter before it—yup, 90 days! 
 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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Here is the learning lesson:  If you honestly believe anything that happens in your 
financial life over a 90-day period will change your “long-term” financial picture, 
call me.  If you have a friend in this thought pattern refer them!  It is this less than 
stable thinking that needs an updated planning process and that is exactly what 
we at the WSG do best! 
 
Over the last two months under this important Sign #2 I reported on what Warren 
Buffett, arguably the most successful investor of Corporate America, ever, was 
doing – it rhymes with buying!  But, equally important is that the companies of 
Corporate America were buying back their own shares at a rate of $223 billion – 
for 90 days. 
 
You may recall the CNN Fear Greed Index that goes from extreme fear at 0 to 
maximum optimism of 100 was at the lowest ever in history on December 24, 
2018.  It posted a “2”!  During the Great Recession it never went lower than “7”! 
 
Today, just 90 days later it rests at 71, as of 4/4/2019.  Here is some good news; 
even though the CNN Fear Greed is at 71, almost exact opposite the American 
Association of Individual Investors (AAII) positive/bullish vs. negative/bearish 
investor outlook has only 35% of those polled bullish.  Meaning 65% of investors 
remain neutral or negative/bearish on the investment outlook. 
 
Again, if you do what everyone else does you will get the same average, or 
below average, results as “everyone” else.  Since I remain in the positive/bullish 
camp at present, it is nice to see we are in the minority, i.e. markets tend to do 
whatever they need to make the majority wrong.   
 
Sign #2 is on a positive tear to the upside.  It will end, just not quite yet! 
 
 

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 Conference Board Leading Economic Index (LEI) continues to experience 
delays in data flow resulting from the partial government shutdown.  Per The 
Conference Board: 
 

“The Conference Board has used its standard procedure of statistical 
imputations to fill in the missing data in order to publish the Leading 
Economic Index.” 

 
One of the reasons the financial press has been beating “the end is near” drum is 
because the LEI in November 2018 was -.10%.  There was no data in December 

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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as a result of the government partial shutdown and then January 2019 also came 
in at -.10%. 
 
As this data is our official peek at the economy’s strength six to nine months in 
the future, it does matter.  That said, I have my standard $1 US dollar bet that the 
contraction numbers were a result of data flow interruption.  My reasoning here is 
based on “boots on the ground” reports. 
 
Example: “Economy expands in February at the fastest pace in five months, 

leading indicators show.” 
 

Source: MarketWatch, March 21, 2019 
Author: Jeffrey Bartosh 

 
LEI for the most recent month reported at +.2%.  My gut feeling is that we will see 
these revised upward as the data slowly returns.  Perhaps more important is that 
the three inputs I consider to be most impactful of the ten tallied each month to 
create the LEI remain positive. 
 

1) The Industrial Supply Management (ISM) New Orders Index 
2) Manufacturers’ New Orders for consumer goods 
3) Manufacturers’ New Orders for non-defense capital goods, excluding 

aircraft 
 
Sign #3, our peek into the economy for October through December 2019 remains 
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) 
This month the economy added 196,000 new jobs, once again topping the 
economic consensus forecast of 177,000.  This is important, as last month we 
were told the world would soon end, as only 20,000 new jobs were created.  Last 
month’s jobs report was affected by terrible weather, but most of all by that tiny 
little government shutdown and drop off in data flow. 
 
Clearly, this month’s strong jobs rebound suggests that last month’s slowdown 
was likely an aberration and that our healthy labor market should continue to 
support economic growth, as noted above in Sign #3, the LEI. 
 
Perhaps equally important is that he number of people who applied for 
unemployment benefits last month fell to the third lowest level since the Great 
Recession bottom in March 2009.  The selling of “new” anything requires more 

http://www.bls.gov/
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worker input, i.e. jobs, than the selling of “existing”.  Think of a “new” home or 
auto versus “existing” or used.  The key driver today is “new” homes equals more 
new jobs. 
 
The pace of sales of newly-constructed homes in the most recent month was the 
highest since March 2018. 
 
Wage growth also matters, and it remains a reasonable, and in line with historic 
norms, at a healthy +3.2% year over year.  Moderating, but still solid, wage 
growth tends to keep a lid on inflation as you will read below in Sign #7.  Low 
inflation pressure allows the U.S. Federal Reserve the leeway to continue its 
wait-and-see approach on the decision to increase interest rates.  Lower interest 
rates play a key role in the continuing spiral up in our economy and in that spiral 
up, a solid jobs market. 
 
Sign #4 can’t get much better, as most who want jobs have one. 

 

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.  The interruption in data flow related to the government 
shutdown is working its way back to normal, so this month’s data is the most 
accurate of 2019. 
 
New orders increased +1.20%, and up each month this year.  Shipments, up four 
of the last five months, increased +.8%.  Inventories, or the “back room”, 
increased +.2%. 
 
This month’s data flow is ideal!  It fits right in with normal, i.e. get the order, make 
the product, ship it to consumer.  Supporting this was The Philadelphia Fed 
business activity index, which bounced up to +13.7 from a -4.1 the prior month.  
Again, this is a wild bounce and strongly suggests the partial government 
shutdown was negatively impacting the data, while out in the real-world business 
activity was pretty darn strong. 
 
I don’t write about it much, but one data point I like to fall back on to determine 
real versus fake economic data is the price of copper.  Once again, like 
chemicals, copper is used in pretty much everything new.  The price is based on 
supply and demand, i.e. econ 101!  Back in college we were told copper had a 
PhD in economics as it alone could predict the direction of the economy.  Okay, 
well that may be a leap, but nonetheless, Dr. Cooper is up +26.94% for the 
period January 1, 2019 through April 5, 2019. 

http://www.census.gov/indicator/www/m3
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Additional anecdotal evidence is Truck Tonnage shipped.  Per the American 
Trucking Association report dated March 19, 2019 tonnage shipped is +5.40% 
year over year. 
 
I think of Durable Goods as my “canary in the coal mine” and the canary is 
signing loud and clear.  No need to worry yet.  Sign #5 is positive. 

 

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) 
For the S&P 500 earnings per share I have always used “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 $172.15.  As of April 5, 2019, the S&P 500 trades at 2,890.37.  
So, 2,890.37 divided by $172.15 per share equals a multiple of 16.79x.  As noted 
above in Sign #2, Money Flow, the masses sold over $190 billion in equity funds 
in 4Q2018.  Based on the CNN Fear Greed Index of 12/24/2018 at 2 out of 100, 
it was because they were fearful. 
 
Also, per the Money Flow, they took their sell proceeds to cash, which is paying 
close to 0% and U.S. Treasury bonds.  As of April 4, 2019, the 10-year U.S. 
Treasury pays 2.57%.  Let’s do the same calculation for a multiple on the 10-year 
Treasury as we did above for the S%P 500.  A $1,000 bond divided by the 2.51% 
return equals a multiple of 39.84x.  
 
The multiple is generally referred to as a Price/Earnings Ratio. Meaning the price 
paid divided by the current earnings.  This is generally accepted to be a measure 
of risk.  The higher the multiple, the higher the risk of the investment. 
 
Per these two current examples, and as noted in Sign #2 above, with only 35% of 
the AAII’s polled positive/bullish, investors are fearful of a 16.79x P/E on the S&P 
500 and comfortable with 39.84x P/E on a 10-year U.S. Treasury, a vehicle 
which is guaranteed to earn no more than 2.51% for the next decade.   
 
Hmmm, after taxes (average 30% Federal and 5% state) and adjusted for 
inflation of 1.87% (the same inflation rate the BEA used in the final 4Q2018 
Gross Domestic Product (GDP) calculation) that is a government guaranteed 
annual return, locked in for a decade and assuming taxes and inflation do not 
increase, of a negative 2.3% per year! 
 

http://www.standardandpoors.com/
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I fail to “get it”!  The S&P 500, per the numbers outlined above, trades at a 7.98% 
discount to Fair Market Value (FMV) per the “Rule of 20” I generally, but not this 
month, update here.  Thus, Sign #6 remains positive. 

 

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

the cost we all pay for goods and services 

 
(Positive) 
The Producer Price Index (PPI), which measures the inflation rate at the 
manufacturing input level reported in at 1.50% annualized for this month.  “In 
check!” 
 
The Consumer Price Index (CPI), which measures the inflation rate at the 
household level reported in at 2.30% annualized for this month.  “In check”! 
 
Our U.S. Gross Domestic Product (GDP), which measures all the goods and 
services we produce in our economy, grew at an annualized 2.16% rate in 
4Q2018.  Our U.S. economy grew to $20.851 trillion, as of March 28, 2019, the 
largest economy ever on planet earth. 
 
As you would guess, that is not good enough for the eggheads in business news.  
Why?  Well recall the first three quarters of 2018 were clocking in at the 4%+ 
level.  Even with the 4Q2018 at 2.16% annualized, the full-year 2018 was 
finalized at 2.90%.  Very good for a nearly $21 trillion economy, as it is more 
difficult to grow from $20T to $25T.  Big numbers in play! 
 
I could write a thesis on why “slow growth” is ideal for a $21 trillion economy.  
Slow growth is steady and tends to last longer.  Slower growth builds demand 
and keeps adding more and more jobs.  Slower growth allows the systems and 
processes of Corporate America to adjust, adapt and re-tool in a more efficient 
way.  It also prevents inflation, just like I outlined above, “in check”!. 
 
Sorry guys, slow growth combined with the technological efficiencies of the last 
ten years crushes inflation.  Too bad the really smart folks at the U.S. Federal 
Reserve are afraid to build new and better models for measuring inflation in 
today’s economy.  I guess it is just easier to sit in boring meetings measuring 
important detail like inflation the same way they did fifty years ago.   
 
Sign #7 is very 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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$172.15 turns the 3,121.07 2019 FMV into 1,377.20 and even worse if earnings 
were to drop below the example of $172.15/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. 
 

 


