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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 May 2019 
 

Summary 

 

I Confess! 
  

Okay, I have been on Fox News, New York Public television, Public radio, done 
the interviews with Forbes Magazine, et al.   
  

I will suggest to all that I know a great deal more about the investing process, 
investments, how asset allocation strategies work, etc. than I did back when I 
went on the circuit.   
  

The point is very clear, and it is this:   It is not that difficult to be an “expert” on 
radio, television or print.  You just write a check to a public relations company 
and you are now an “expert”!   
  

If you as an investor listen to, partake in or give any significant weight to the 
noisy nonsense you hear on TV from all the “experts” they parade through their 
studios each day you are: 
  

A)  Wasting your time 

B)  Losing clarity of your investment goals 

C)  Will not meet your financial and investment goals in 5, 10, 15 or 20 years    
D)  All of the above 

  

D is correct! 
  

This investing for a bigger financial future business is not a game, a chat room or 
a group of "experts" sitting around a midday talk-show table kind of thing!  
Instead, it is serious business that takes personal introspection and knowledge of 
self, quiet thought and systematic and consistent activity that aligns with your 
constraints for time, risk and volatility. 
  

As I have written, discussed and shared with our clients, and prospective clients, 
over the years; "who do you listen to and why?" 
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For me, I listen to The Seven Signs of a Changing Economy™, because they 
have been consistently correct in suggesting what the economic backdrop will be 
for Corporate America to operate in and from which to grow their earnings for, we 
investors, as their shareholders.  The Seven Signs are source cited and fact-
based data.  They have no agenda, are not twisted, and don’t omit facts, i.e. lies 
of omission.  Use this data to gain clarity, confidence and direction during crazy 
news cycles like we have today. 
  

Those Seven Signs talk to me every month and "I Listen!"  I suggest you and 
anyone in your family, social or work circle listen too.  If they do, it is likely the 
message will continue to be that all is going well, and the future is so much better 
than they may understand, especially if they take their news source of choice to 
seriously. 
  

I am interested in your thought’s comments and discussion.  Call me, email or 
just stop by the office and say "HI"! 
 

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 
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, June 13, 2019. 
 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
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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) 
Since January of 2019 I have been flat out guessing what this most important 
sign of economic change was doing. Due to the partial government shutdown the 
data was very impacted, i.e. fiction. 
 
With the Bureau of Economic Analysis (BEA) now back up to full speed they are 
updating prior guesses and accurately reporting current data flow.  In both 
February and March 2019, I took a guess as to what Personal Consumption 
Expenditures (PCE) was doing.  My guess was +.30% for January 2019. 
 
On April 29, 2019, the BEA revised year to date data and released the most 
recent, which is March 2019.  January was above my +.30% guess at +.40%, 
February was flat at 0% and “wow”, March blew the doors off at +.70%.  To put 
+.70% in perspective, I went back to January 2014 looking for +.70% readings or 
better.  There were only two!  August 2014 and April 2016. 
 
As I signed off here last month, I wrote how the press was “freaking out” because 
the January PCE came in at -.01% (flat).  My comment was that a -.01% reading 
for one month had reduced the annual to +1.40%, which is great.  As of this 
minute, it is +1.60% annualized. 
 
Related data supports this is a real, solid and unlikely-to-end-anytime-soon trend.  
Consumer confidence bounced up in April 2019 to 129.2 from 124.2.  Anything 
above 100 is expansion.  Just for fun, 129.2 is the highest reading in 18 years.  
(Source: MarketWatch, 4/30/2019) 
 
Most recent monthly retail sales, a subset of (PCE) came in at +1.60%.  
Economists estimated +.80%, so once again they only missed by 100%.  How do 
you stay employed when you miss by 100%?  Let’s see, you have 12 estimates 
per year, that’s all you measure, and you miss by a country mile.  In a word, 
“fired”.  But, Sign #1 remains super positive and that is great for our economy.      
 

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 

http://www.bea.gov/
http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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This month written by Brittany Jarocki 
 
(Positive) 
The American Association of Individual Investors (AAII) Survey was all over the 
board throughout the course of this month.  Over the past five weeks beginning 
on April 4, 2019 and ending on May 2, 2019, the bullish survey results read as 
such:  35%, 40.3%, 37.5%, 33.5% 39%. 
 
To me this means that people can’t make up their minds.  They are unfocused on 
their long-term goals and don’t have a proper long-term investment strategy in 
place, thus they react to the news and to what their Uber drivers are telling them, 
which creates sporadic changes in money flow, sentiment and outlook. 
 
What does this mean for us as long-term, goal-oriented investors?  It means that 
we are still on the right track, as the majority of people (61%) have a neutral or 
bearish outlook going forward.  Following the masses is rarely the right answer, 
so continuing to be in the minority of people who have a positive outlook for the 
economy and investment markets over the next six months is a good sign. 
 
One of the best examples for Institutional Money Flow that I can bring to light this 
month is with a well-known aerospace company, let’s call it “Company X” for the 
purposes of this example.  As you may have read, “Company X” has had several 
instances of trouble with their 737 Max, most recently a crash on March 10, 
2019, which lead to the aircraft being grounded the following day. 
 
What happened to the company’s stock in the wake of these tragedies?  It 
retracted from its all-time high, which may have been overstated to begin with, 
and then leveled out at an amount above their base, or price, support level. 
 
What does that mean?  That means that the individuals who saw the negative 
news hit the internet immediately logged into their trading account and sold their 
positions in this company’s stock out of fear that the company would be doomed.  
Meanwhile, per Nasdaq’s ownership summary report for “Company X”, 
institutional traders increased their positions by 4,212,838 SHARES, not dollars. 
 
Just like Jim’s Warren Buffett example in last month’s Seven Signs write up, 
when individuals flee, institutional money flow steps in to fill the gaps, keeping 
Sign #2 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 

 
This month’s update written by Brittany Jarocki 
  

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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(Positive) 
This month, as predicted, The Conference Board Leading Economic Index (LEI) 
increased 0.4%.  In fact, not even one of the ten leading economic indicators 
were negative!  That’s huge!  Eight of the ten indicators were positive and two 
“held steady”.  These two were average weekly manufacturing hours and building 
permits, both of which are not the most impactful inputs out the ten points 
measured each month by The Conference Board. 
 
In addition to the positive inputs from LEI, the Chemical Activity as reported by 
the American Chemistry Council also showed an increase of 0.5% in April.  In 
response to the slow gains that are being reported, Kevin Swift, chief economist 
at American Chemistry Council stated, “The recovery and expansion underway is 
likely to surpass the record of 120 months set during the 1990’s”. 
 
Slow growth is the key to long-term sustainable increases in the economy and 
our multiple sources have confirmed that we are on track for just that. 
 
The outlook for the remainder of the year continues to be 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) 
It turns out there are a few economists over at Automatic Data Processing (ADP) 
who also need to be fired for incompetence.  Last month I suggested firing the 
Moody’s economist, name was not cited, who was quoted: “Jobs creation may 
have peaked.”  Sure!  Let’s go with that, as our economy is growing at +$750 
billion pear year, i.e. +3.6% GDP on $21 trillion!  No new jobs needed to keep 
that trend alive.  Whacko! 
 
Back to the ADP payroll report.  The economists’ consensus estimate for new 
jobs creation was +180,000 for the most recent month, April 2019.  Little 
problem, they were off by 52.72%, as new jobs rolled in at +275,000 for 30 days. 
 
Real people are getting real jobs, no matter what your newscaster tells you!  It is 
easy to measure in a different, but related, metric.  Unemployment filings came in 
at 196,000, the lowest since October 1969.  For perspective, that was 50 years 
ago – I was eleven! 
 
We don’t need anymore supporting data, but for those few “doubting Thomas’s” 
out there; the unemployment rate dropped from 3.80% to 3.60%, the lowest in a 
generation. 
 

http://www.bls.gov/


 

6 

 

Wage growth increased +3.2% over last year and the labor force participation 
rate is a solid 62.80%! 
 
This is so positive it is not even arguable, but let’s see how long it takes before 
the “experts” on TV to tell us: “A good jobs report is bad for our economy 
because that means the Federal Reserve will raise interest rates.” 
 
Don’t buy it!  Jobs creation is positive and leads to a stronger Sign #1, PCE, 
which is the #1 driver of our economy! 

 

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 increased +2.70%.  This 
biggest rise since August 2018.  Shipments, up for the last five months, 
increased +.30%.  Inventories, or the “back room”, increased +.30%, i.e. pretty 
much nothing for inventories. 
 
One of my favorite data points that, like many others I don’t mention very often, 
unfilled orders (sung to the tune of “back orders”) increased to, wait for it:  $1.182 
trillion!  This one statistic is screaming, “Corporate America can’t keep up with 
demand!”  Remember, consumer demand is Sign #1, Personal Consumption 
Expenditures (PCE) and it is 68% of our U.S. economy.  (Source: JP Morgan 
Asset Management, Guide to the Markets, March 31, 2019.)  If it is growing, and 
it is, see Sign #1 above, we are collectively as a country doing well! 
 
A key measure of business investment is “core orders” and last month they 
increased to 80%, the largest increase since July 2018. 
 
Lastly, new orders of “non-defense capital goods”, the best proxy for future 
capital expenditures (think Jobs Creation, Sign #4) increased +1.30% in March, 
the biggest monthly gain since July 2018.  Increased growth in capital 
expenditures could be a key driver of the next leg of this economic expansion.  It 
is very realistic to expect business spending, i.e. capital expenditures, to pick up 
even more as global headwinds subside. 
 
Sign #5 is very 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 

http://www.census.gov/indicator/www/m3
http://www.standardandpoors.com/
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(Positive) 
Consensus earnings estimate for Corporate America, as measured by the S&P 
500, for the first quarter are calling for a slight year-over-year decline.  The one-
year anniversary of the tax reform “earnings boost” in the first quarter of 2018 
has made the annual comparison difficult to beat.  It would be normal to expect 
flat earnings for the quarter, after the huge increase one year ago.  I remain in 
the camp that says the seven quarter, almost two-year, earnings growth streak 
will continue.  I base this thinking on the growth of Sign #1, PCE, above and 
supported by more people working, earning and spending in Sign #4 above! 
 
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. 
 
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. 
 
I will use Yardini Research’s forward earnings of $172.15 per S&P 500 share for 
our 2019 (a/o 5/1/2019) 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 1Q2019 released April 25, 2019 of .64%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 - .64 = 19.36 

• 2019 S&P 500 earnings estimate = $172.15 

• 2019 S&P 500 earnings estimate = $172.15 x 19.36 = 3,332.82 S&P 500 
Fair Market Value (FMV) 

 
As of 5/3/2019, the S&P 500 trades at 2,945.64. 
 
This represents a 13.14% reduction to 2019 Fair Market Value.  Not only is this 
market not overvalued, but how can it be overvalued and 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 



 

8 

 

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 17.11 as of 5/1/2019 (S&P 500 as of this writing on 5/3/2019 is 2,945.64) 
divided by Yardini & Assoc. 2019 estimate of S&P 500 earnings of $172.15.  The 
90-day T-bill as of 5/3/2019 is 2.43%. 
 
Thus, 17.11 +2.43 = 19.44, and 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 2.00% annualized for this month.  “In 
check!” 
 
The Consumer price Index (CPI), which measured the inflation rate at the 
household level reported in at 1.90% 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 3.18% rate in 
1Q2019.  Our U.S. economy grew to $21.062 trillion, as of April 26, 2019, the 
largest economy ever on planet earth. 
 
Last month our GDP was $20.851 trillion.  This represents an increase in our 
economic output of $197.55 billion in the last 30 days.  Read that again.  It is just 
incredible to me! 
 
For perspective, in the last 30 days the U.S. economy grew the equivalent of 
New Zealand for an entire year, or three entire years productivity for Panama. 
 
All of this reads well, and I honestly believe what this fact-based, source cited 
data is telling us.  That said, if you were to dig into the details of our latest GDP 
report, and I “always” do, there was one data point that caused me to raise not 
one, but both eyebrows! 
 
The Bureau of Economic Analysis (BEA) used an inflation rate of .64% to 
account for inflation and to make the GDP real, i.e. adjusted for inflation.  
Hmmm…a low inflation rate makes the GDP bigger, i.e. better.  Perhaps better 
than it really is.  Ugh!  Had the BEA used the inflation rate their sister government 
agency, the Bureau of Labor Statistics (BLS) used for inflation of 2.16% our GDP 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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would have dropped from an estimate of 2.16% last quarter to +1.56% this 
quarter. 
 
For sure, a GDP growth rate of +1.56% is much less than the +3.18% noted 
above.  Funny math?  Seems like it to me.  We will be watching closely, but Sign 
#7 remains positive for now. 
 
*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 
$172.15 turns the 3,332.82 2019 FMV into 1,377.20and 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. 


