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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 July 2019 
 

Summary 

 
In addition to our normal client account reviews, the end of each quarter offers a 
point to look back and compare our asset allocations and investment positions’ 
performance to prior quarters.  As 2Q2019 wrapped up on June 28, 2019, it was 
especially interesting to compare 4Q2018 with year-to-date 2019. 
 
This was a more interesting comparison to observe as it provided real data from 
the 4Q2018 sell off versus the rebound to new highs as we closed the books on 
2Q2019. 
 
For the last three decades I have made a very concerted effort to create a 
conservative asset allocation model that included lower risk (as measured by 
Standard Deviation) and lower volatility (as measured by Beta) investment 
positions that should capture no more than approximately 80% of the S&P 500 
performance on the down side and at the same time capture 110%-120% of the 
upside while not being 100% invested.  This goal of a positive 30%-ish delta 
versus the S&P 500 is our “special sauce”! 
 
On average, our clients have been, and continue to be, in a conservative 
allocation that holds approximately 15% in what I like to call my “shock absorber” 
positions and 85% in a mix of conservative, yet above average performing, 
investments of Corporate America.  My “shock absorbers” are investments that 
tend to remain price steady, or go up, during periods of market volatility. 
 
The conservative growth positions include large and small companies that 
overlap with the growth and value style of investment management.  Most of the 
time I will attempt to increase overall performance by using positions in sectors 
that are in strong uptrends.  For the past several years those sectors I have used 
are technology and healthcare.  Those help to provide a little extra upside in 
good performing markets, yet they have tended to be steady in the down.  This, 
too, helps maintain our “special sauce” goal of a positive +30% delta to the S&P 
500 without being fully invested. 
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Does it work?  Sometimes! But, as Sir John Templeton, a true big-time money 
manager from the past, has been quoted; “to be a successful investor you only 
need to be right 51% of the time.” 
 
More to the point, has the “special sauce” worked recently?  It has. 
 
Not all of our clients have the same constraints for time, risk and volatility.  So, as 
you would expect they all have similar, yet different, asset allocations with 
varying amounts of each investment positions inside that allocation. 
 
As I completed my 2Q2019 account performance summary I smiled to myself.  
Account after account I noticed a theme of capturing about 74% of the late year 
2018 sell-off and gaining close to 110% of the 2019 YTD performance.  The 
+30% delta to the S&P 500, without being fully invested, was, and is, working 
well. 
 
So far, so good, but we all know things can change.  What works today may be 
more challenged tomorrow.  Since I believe that to be true, the homework, past 
and present, continues. 
 
I now have three “trap doors” in place!  The “Exit Strategy” that I emailed our 
WSG family on 2/1/2018 lists specific action points both going up and down in 
S&P valuations.  Now nearly a year and a half old, it remains accurate, on my 
desk and is reviewed daily. 
 
The Weekly Update I wrote and posted to the WSG website on 4/26/2019 titled 
“What’s Next”, also gets touched daily.  In this piece I elaborated on trends, the 
probability of the trends continuing and our confidence in the decisions we will be 
making on those trends.  In that piece I also outlined stage one, stage two and 
stage three activity levels.  All remain relevant! 
 
The third piece of significance was The Weekly Update I wrote and posted to our 
WSG website on 6/14/2019, titled The Wicked Witch is Dead…Revisited.  In this 
piece I freshened up the various cycles, i.e. the Annual Cycle, the Presidential 
Cycle and the Ten-Year, or Decade, Cycle.  They all matter but lurking around 
the back of the stage is that pesky decade cycle.  Pesky, because historically 
years ending in 0, 1 and 2 have been, well let’s say, more challenging.  2010 – 
2012 turned out to be pretty good, but since it was post Great Recession, it was 
scary at the same time.  We are now 5 ½ months away from a year ending in 0, 
2020. 
 
In this month’s issue of The Seven Signs there are a few signs suggesting that 
the trade squabble is starting to show up in the data flow, and it is not positive.  
Like Sign #3, The Leading Economic Indicator (LEI) coming in at zero, Texas 
manufacturing dropping significantly when it was expected to increase, and Sign 
#5, Durable Goods Spending, our canary in the coalmine, reporting once again in 
negative territory. 
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At this point these are interesting, but still remain data points and not trends.  I 
will continue to monitor and report updates in The Weekly Update posted to 
www.wealthstratgroup.com every Friday. 
 
If you or someone you know would like a fresh copy of the three “trap door” 
pieces mentioned above:  1) The Exit Strategy 
    2) What’s Next 
    3) The Wicked Witch is Dead…Revisited 
 
Just call, email or drop by the office and we will share them with you. 
 
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, September 12, 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. 

 

http://www.wealthstratgroup.com/
http://www.wealthstratgroup.com/
mailto:Jlunney@wealthstratgroup.com
mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
mailto:JLunney@wealthstratgroup.com
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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) 
Last month I closed off with Sign #1 positive and the words, “The positive spiral 
up for this most important sign, continues and appears to have room to run for 
the balance of 2019.  Personal Consumption Expenditures (PCE) represents 
67.6% of the entire U.S. Gross Domestic Product (GDP), i.e. all the goods and 
services we collectively produce, consume and export!  Source: JP Morgan 
Guide to the Markets, 6/30/2019. 
 
That observation continues to hold.  This month the Bureau of Economic 
Analysis (BEA) reported PCE at +.30%.  This is the highest monthly increase 
since May of 2018. 
 
In other words, people are buying a ton of “stuff”!   
 
To create a basis for comparison, I went back to the record books to see how 
today’s YTD increase in PCE compared to the last few years.  Here is the detail 
for the same period in prior years. 
 
 2015 = +1.20% YTD 
 2016 = +1.20% YTD 
 2017 = +  .60% YTD 
 2018 = +  .70% YTD 
 2019 = +1.70% YTD 
 
This is not a consumer confidence report that asks how you feel about your 
spending, this is the cash register ringing from the spiral up I have written about 
here for the last decade.  People who want a job, have one, they are paying 
taxes (current tax revenue to the Treasury is the highest ever), saving and 
spending. 
 
Consumer spending (PCE) as quantified above is arguably our economy and is 
very positive once again this month! 
 
 

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) 

http://www.bea.gov/
http://www.bea.gov/
http://www.wordenbrothers.com/
http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
http://www.barrons.com/convictionoftraders
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Since last month’s update the average investor, think Mr. and Mrs. 401(k), have 
continued to sell their ownership in the companies of Corporate America, as 
measured by the S&P500.  For the period of 5/29/2019 – 6/26/2019 another 
$37.8 billion in equity funds was sold.  (Source: Lipper Fund Flow Report dated 
6/26/2019) 
 
Also, per Lipper, the last period we saw positive flows of cash into equity funds 
from Mr. and Mrs. 401(k) was 8/8/2018 – 8/29/2018.  This same group has now 
liquidated more than $190 billion in equity funds. 
 
If you were to go to the U.S. Federal Reserve website and tally up how much 
cash is in “liquid” form, you would add it up to a touch over $14 trillion!  I am 
speechless.  I work with these people, however, our well thought out and detailed 
plans have helped to prevent any of our clients from selling under the current 
positive economic and investment backdrop and outlook! 
 
As of 6/26/2019 the American Association of Individual Investors (AAII) reports 
70.50% of all investors are either neutral or negative (bearish) on the investment 
outlook, up from 60.90% on 5/1/2019! 
 
Of course, as usual, they are all wrong YTD.  The normally accepted valuations 
for Corporate America, like S&P 500, keep hitting new all-time highs. 
 
In Sign #6 below, you will see the valuations of Corporate America are not 
overvalued, in fact, they rest right at the 25-year average price to earnings.  For 
me and the clients of the WSG, who have entrusted our wisdom of the last 37 
years, this is an ideal backdrop! 
 
A strong economy, people with jobs, spending money, making revenues and 
profits increase from the historic average all while the masses sit in cash 
accounts of $14 trillion, simply because the news they watch has made them 
fearful. 
 
Someday soon, perhaps as I write this, they will become, say $4 trillion less 
fearful with their $14 trillion in cash.  When they do, it is highly likely they will 
push the valuations of Corporate America much higher than where they rest 
today! 
 
Sign #2 remains positive! 
 

3) Indicator: Leading Economic Indicators (LEI) 
 Where to find it: www.businesscycle.com or 

www.newyorkfed.org/research/global-
economy/globalindicators.html 

 What to look for: Trends up or down for three to four months 

 
(Positive) 

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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“The Seven Signs of a Changing Economy” are ordered in their respective level 
of impact on either the economy Corporate America must operate in, the likely 
direction of the valuations of Corporate America, or for giving us a peek around 
the corner as to what the economic backdrop will be six to nine months in the 
future. 
 
Clearly Sign #1, PCE, as detailed above suggests the positive economic 
background is solid, the new highs in the valuations of Corporate America, 
despite Mr.& Mrs. 401(k) not being on board, is positive, and Sign #3 the Leading 
Economic Index (LEI) is our peek around the corner. 
 
The Conference Board is the creator, tracker and reporter of the Leading 
Economic Index (LEI).  This month, the LEI came in at .0%.  At first glance, you 
could say the economy will begin to slow six to nine months from now, or 
January 2020 – April 2020. 
 
Of course, that is the easy way to look at the data, but the reality is that one 
month is not a trend, as our economy has continued to grow at a 3.1% annual 
rate.  We have had many monthly periods that were worse, reporting negative 
growth.  Yet, here we are in an economy that continues to spiral up.  Could the 
economy slow down and still remain positive?  Yes! 
 
That said, our solid economic backdrop could grow at a slower pace and still be a 
great economy for Corporate America to operate in very profitably. 
 
For now, one month and one data point doesn’t mean anything except watch to 
see if there is a trend changing here.  If we see a contraction next month and 
another after that, it will be more serious. 
 
For now, Sign #3 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) 
The Great Recession is the period of time from early 2008 through mid-2010.  A 
period where 8.8 million people lost their jobs, many going on to lose their homes 
as well.  A terrible period in U.S. economic history. 
 
Since approximately mid-2010 until June 2019 our economy has created 20.6 
million jobs, well over 100% more than those lost during the Great Recession.  
This is very important because as you read above in Sign #1 people with jobs 
have disposable income to go out and spend on “stuff”.  People buying stuff, as 
quantified above at 67.60% is a huge part of our entire economy. 

http://www.bls.gov/
http://www.bls.gov/
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Jobs creation matters and last month 224,000 more people became employed.  
At this point in the economic expansion, it has become a problem to find qualified 
workers to employ, as there is what I like to call a large “skills mismatch”.  There 
are 25% more jobs available than qualified people to fill them. 
 
In the Bureau of Labor Statistics (BLS) Job Openings and Labor Turnover 
Summary (JOLTS report) there were 192,000 less quits, layoffs or discharges.  
This means people are happy to stay where they are at work versus quitting to 
get a higher paying or “better for them” job elsewhere.  This type of jobs data 
helps us to make the conclusion that our consumers/spenders quantified in Sign 
#1 above are going to continue earning and spending for at least the next 12 
months.  Our economy should remain solid and present a positive back drop for 
Corporate America to operate in and to continue growing their revenues and 
profits for we shareholder owners.   
 
Sign #4 remains positive. 

 

5) Indicator: Durable goods spending 
 Where to find it: www.census.gov/indicator/www/m3 
 What to look for: An increasing or decreasing trend, especially a trend of 

four to five months out of six would be a positive or 
negative sign 

 
(Positive) 
These long shelf-life items like non-perishable, non-fashion items are usually the 
first to show signs of a slowing economy.  Remember, these are items we can do 
without, if need be.  New orders for durable goods decreased -1.30%.  This 
decrease, down three of the last four months, followed a -2.80% decrease in 
April.  Shipments of manufactured durable goods came in at +.40%.  Inventories 
increased .05%, or for the most part unchanged. 
 
One by-product statistic I like to watch is “unfilled orders”.  This month -.50%.  To 
me, this suggests new orders coming in are being filled and the capacity left over 
is producing and fulfilling back orders.  This would also play into fewer new 
orders being placed as noted above. 
 
There is little doubt the numbers here are telling us the China trade dispute is 
starting to show up in our data. 
 
There was also some strangeness in the ATA Truck Tonnage Index, which 
dropped -6.10% this month versus jumping +7% last month.  Per ATA chief 
economist Bob Costello “The economy is still growing, but the recent volatility in 
truck tonnage fits with a broader economy that is showing more mixed signals.  
The good news is if you ignore recent highs and lows, tonnage appears to be 
leveling off, albeit at a high level”. Well said, Bob, and I agree! 
 

http://www.census.gov/indicator/www/m3
http://www.census.gov/indicator/www/m3
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And both Bob and I could be wrong!  Some big trucking company stocks are 
down nearly 40% from their peak price.  On a worldwide level, The World 
Container Index Assessed by Drewry, which measures the shipping rate of 40-
foot intermodel containers is now $1,228 versus $1,800 near the end of 2018 
reflecting falling demand to move goods! 
 
I suspect these cross currents in the data are just that.  Those in the “move the 
goods” business may be under pressure at present, but with the new workers 
spending from Sign #1 we know there is a bottom close to this level.  In addition, 
the China trade tensions could vanish in just the time it takes to write one tweet! 
 
Sign #5 – our canary in the coal mine is being closely watched for health, but at 
present, remains 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) 
This month’s update is a week behind normal, as the 4th of July holiday delayed 
the data flow for a few of our key signs of change.  As I write this on July 14, 
2019, we will have nearly 60 companies from the S&P 500 report earnings this 
week. 
 
Consensus estimates, per FactSet, are calling for a slight year-over-year decline 
in the S&P 500 earnings.  FactSet suggests the culprit is tariffs and ongoing 
trade tensions.  Our generally accurate source on the topic of corporate earnings 
is Yardini and Associates.  Yardini research is expecting a slight year-over-year 
gain in earnings and the eighth consecutive quarter of earnings growth. 
 
Per Yardini and Associates, full year 2019 S&P 500 earnings per share are 
estimated to be $175.82.  As of 7/15/2019, the S&P 500 trades at 3,014.30.  So, 
3,014.30 divided by $175.82 per share equals a multiple of 17.14.  
 
Let’s now quantify, measure and use the earnings of Corporate America to get a 
Fair Market Value (FMV) of same using estimated 2019 earnings per share. 
 
Using Yardini Research’s forward earnings of $175.82 per S&P 500 share for our 
2019 (as of 7/15/2019) 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) “final estimate” for 1Q2019 released May 29, 2019 of .63%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 

http://www.standardandpoors.com/
http://www.standardandpoors.com/
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• 20 - .63 = 19.37 

• 2019 S&P 500 earnings estimate = $175.82 

• 2019 S&P 500 earnings estimate = $175.82 x 19.37 = 3,405.63 S&P 500 
Fair Market Value (FMV) 

 
As of 7/15/2019, the S&P 500 trades at 3,014.30. 
 
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 17.14 as of 7/15/2019 (S&P 500 as of this writing on 7/15/2019 is 3,014.30) 
divided by Yardini and Associates’ 2019 estimate of S&P 500 earnings of 
$175.80.  The 90-day T-bill as of 7/11/2019 is 2.17% 
 
Thus, 17.14 + 2.17 = 19.31, well inside the “value” range of 20 and very much 
below Dr. Sjuggerud’s 22 level “danger” zone. 
 
Sign #6 is positive again this month! 

 

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

the cost we all pay for goods and services 

 
Written by Brittany Jarocki, Investment Advisor at The Wealth Strategies Group 
 
(Positive) 
The Producer Price Index (PPI), which measures the inflation rate at the 
manufacturing input level, reported in at 2.30% annualized for this month.  “In 
check!” 
 
The Consumer price Index (CPI), which measured the inflation rate at the 
household level reported in at 1.60% annualized for this month.  “In check!” 
 
The “final estimate” of our Gross Domestic Product (GDP) for 1Q2019 was 
reported at +3.14% annual growth rate of all the goods and services we produce 
as a country. (Source: Bureau of Economic Analysis (BEA)). 
 

http://www.bls.gov/ppi/
http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
http://www.bls.gov/cpi/
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In an effort to compare the “real” growth rates we must take the BEA’s effective 
annualized deflator into account. The “deflator” is an adjustment for inflation, 
which allows us to compare apples to apples with the true GDP numbers. 
 
For this “final estimate” of 1Q2019 the BEA used an annualized deflator of 
0.63%. This inflation rate is up from last month’s 0.48%, but still seems to be too 
low for everyday inflation reality. I know that the goods and services that 
surround my household have increased more than 0.63% on an annualized 
basis.   
 
Thus, the true Gross Domestic Product may be overshot by a bit of inflation, 
making it appear greater than it actually is. For example, if the BEA used the BLS 
inflation rate in their “real” adjustment, our US GDP would have been reported at 
1.51% versus 3.14%.  
 
Regardless of the 1.63% variance (3.14% - 1.51%), the US economy continues 
to grow and thrive at a positive rate. As Jim calculated in last month’s update, 
even if we used the lesser growth rate our economy still showed upwards of 
$270 billion in annual expansion. That was last month. On top of that, this month 
those numbers were “revised” and adjusted upward – that is, even greater 
expansion than last month when we used the low end of the scale. 
 
Even using the most conservative numbers we are given; our economy continues 
to grow at a steady clip. A growth rate of 1.51% surely isn’t as large as 3.14%, 
but 1.51% on a $21 trillion-dollar economy checks in at about $310 billion in 
annual expansion. 
 
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 
$175.82 turns the 3,405.60 2019 FMV into 1,406.56 and even worse if earnings 
were to drop below the example of $175.82/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. 
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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. 
 

 


