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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 2016 
 

Summary 

 
You See, There is no Good News! 
 
Possibly the easiest prediction ever made was the one I made in the September 2016 issue of 
The Seven Signs of a Changing Economy™, when I wrote: 
 
“On November 9, 2016, approximately half of Americans will be very upset!” 
 
I continued with The Weekly Update for November 4, 2016, where I suggested: 
 
“The ‘Financial markets’ are the only area I feel qualified to address.” 
 
As noted, there are many areas more important to our country’s best interest than growing our 
individual net worth via the currently, and quantifiably, strong economy.  But, rest assured, that in 
all of the press noise, you will not hear much about our robust economy. 
 
Instead, you are likely to hear about the next “black swan”, “ghost” or my favorite, since I just 
made it up, “black magic event”.  You are about to hear news headlines screaming about global 
imbalance concerns, inflation, our economy overheating, social fairness and interest rates 
increasing.  Not necessarily in this order, but like any good shell game, the press moves the 
headline around under the walnut shell, so you can be amazed at how scary the topic is once the 
walnut shell is lifted! 
 
So, speaking of nutshells, in a nutshell most of what you are likely to read, hear or watch around 
my area of expertise, which is the economy, business structure, business valuation and how to 
apply it to each of our ownership structures to increase our net worth, is total bullcrap.  
 
Since September 2007 when my first book came out, Surviving the Storm, McGraw-Hill 2007, I 
have written The Seven Signs of a Changing Economy every month, sans August of the last two 
years when data flow was slow.  And each month I have written of the outlook for the economy 
and the valuations we could reasonably expect from Corporate America, based on that economic 
backdrop.  During that period, the Dow Jones Industrial Average (DJIA) has gone up over 8,000 
points!  Yet, few people believe! 
 
In last month’s monthly update call, I went over one of my favorite thought processes, “who do 
you listen to and why?”  I detailed how I listen to pretty much no one, when it comes to the 
economy or markets, instead I choose to listen to the quantifiable and measurable data flow.  
 
Turns out some people think that it is not as smart as I do—thanks for your comments!  And to 
those who question my thinking on this, I will go back to my school days where I learned: 
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“What you study is more important than how you study!” 
 
If you study the wrong books, wrong teachers, wrong valuation approaches, no matter how long 
you study and learn, you end up learning all the wrong stuff. 
 
When I studied my course material at the University of Pennsylvania, Wharton School of 
Business (1992-1994), the first thing I did, and still do today, is break down the course material 
(or data flow in our real world) to the smallest manageable components.  Once I have the 
components, I pick 20% that make the largest impact on whatever outcome.  Once I know that 
20%, I spend 80% of my time focused on those components, as it is then obvious that the 80% of 
detail stripped away makes little to no difference, i.e. it is just noise. 
 
I love simplicity.  This is how “The Seven Signs of a Changing Economy™” came to be the seven 
signs.  This is why I listen to the 20% of the data that makes the difference in our outlook and 
investment choices conclusion.  Making efficient decisions using the top inputs in and of itself 
requires that 80% of other data points be eliminated. 
 
So, where does that leave us in the investment world post November 8, 2016?  (In a pretty good 
spot!)  As you will read below in this month’s update, the largest input to our Seven Signs, 
Personal Consumption Expenditures (PCE), Sign #1, is growing at an annualized rate of +2.66%.  
This has pushed our Gross National Product (GNP) up towards $19 trillion, the largest ever on 
planet earth, and to a +2.90% growth rate (see Sign #7 below). 
 
In Sign #6, I have once again updated the Fair Market Value (FMV) of Corporate America, based 
on Yardini Associates 2017 earnings estimates and our rule of thumb measuring stick, the “Rule 
of 20”.  Hint:  Valuations are at a double digit discount to FMV, as earnings of Corporate America 
hit another in a string of all-time highs! 
 
For those who choose to listen to the noise, which I believe I have stripped away to get to the 
core of the 20% of data that matters, you will hear about how bad the coming inflation will be, how 
higher interest rates will kill the economic growth, which few believe exists anyway, and how our 
new leadership in D.C. is so scary. 
 
I will conclude with, not only is what matters to the economy and the investment outlook look 
really good, but that leadership in D.C. has always been under one of those walnut shells the 
press loves for scary headlines. 
 
I remember when President Johnson chose not to seek re-election 1968, which opened the door 
for Humphrey vs. Nixon.  Nixon won—scary! 
 
Then Nixon resigned on August 9, 1974.  That made Gerald Ford, our only non-elected President 
and non-elected Vice President.  He was chosen as Vice President via the 25th Amendment. 
Scary!  Ford lost to Carter in 1976.  Scary.  Carter lost to the actor from California, Reagan, in 
1980.  Scary!  Reagan’s vice president, George H.W. Bush, who created the CIA, became 
President.  Scary!  Bush #41 lost to a young governor from Arkansas named Clinton.  Scary!  
After Clinton’s two terms, we got another Bush, #43.  Scary!  After two terms, many were upset 
and we elected a no name senator from Illinois named Obama.  Scary.  And today, it would just 
sound wrong to not stick with scary. 
 
Yet, through all the scary times, the Dow Jones Industrial Average (DJIA) has increased from 
906.84 on 1/2/1968 to today’s 18,326.37 on 11/8/2016 (Election Day).  Scary. 
 
Again, I will close with this: 
 
“Who do you listen to and why?” 
 
Listen to the Seven Signs below.   
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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®, CEP 
CERTIFIED FINANCIAL PLANNER Professional 
Certified Estate Planner 
 
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, December 8, 2016. 
 
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) 
Before we look at this most important sign for the current month, I must go back and update you 
on last month.  Why?  Well, remember I made a prediction that the back to school shopping 
season would cause Personal Consumption Expenditures (PCE) to increase.  However, I 
miscalculated the reporting period versus the Bureau of Economic Analysis (BEA) lag in reporting 
of same, thus my guesstimate of a jump in PCE related to back to school retails was incorrect. 
 
“Good news!”  A delay is not a denial!  I had incorrectly suggested the sales would happen in 
August, as that is when I used to go back to school, as did our kids.  Turns out, September is 
when most of the back to school sales happen nowadays.  Since the BEA lags by one month in 
their data gathering process, we don’t see these sales show until the data is released in late 
October. 
 
The PCE for the month was +.30%.  This is a solid and positive report, i.e. annualized at +3.60%!  
However, the reality is that PCE year-to-date through September 2016 is +2.00%.  Divide that by 
.75, as this represents ¾ of the year, and the annualized PCE growth is +2.66%. 
 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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This number is “huge” in two very important ways: 
 

1)  Consumer Spending is growing at a very good clip.  As Consumer Spending represents 
68.8% of our entire economy (Source: JP Morgan Asset Management, Guide to the 
Markets 9/30/2016, page 20), we want this number solid and steady, and it is. 
 

2) Most people think the U.S. Federal Reserve uses the Consumer Price Index (CPI), see 
Sign #7 below, to measure where inflation is now versus their current threshold mandate 
to be exceeded before raising interest rates, but it is not.  PCE is their benchmark. 
 

The Fed’s current mandate is to see inflation, as measured by PCE, exceed 2% before increasing 
interest rates.  With PCE at +2.66% annualized the Fed mandate is exceeded and as such, the 
green light to increase interest rates from this measure is a go.  Just FYI, the Fed’s second of two 
self-imposed mandates, post Great Recession, was an unemployment rate below 5%.  See Sign 
#4 below for the detail on that green light. 
 
Sign #1 is rarely more positive and the positive trend is historically 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) 
Take a quick trip back to this monthly update of September 2016 when I noted the U.S. Federal 
Reserve data reported close to $13 trillion was in “cash deposits” earning 0% or less! (Source: 
U.S. Federal Reserve) That’s over 70% of our $18 trillion economy.  These depositors are so 
fearful of the future they won’t invest in it anywhere! 
 
I wrote: “When that cash starts to move, I believe you are likely better off investing in front of it 
than behind it.” 
 
Well, all I have to report so far is that Simon Maierhafer of Market Watch argues per his 
10/28/2016 article titled, “Will $70 trillion in cash wake up the stock market?”  Simon referenced 
Black Rock Asset Management’s President Rob Kapito with this “worldwide” cash deposits 
amount versus just the “U.S.” deposits I reported on.   
 
QUESTION: 
If you had to guess why the owners of this cash are so afraid to invest, what would you guess? 
 

A) Lack of leadership in D.C. 
B) Central banks of the world printing money 
C) Uncertainty around a bitterly divisive Presidential election in the U.S.  
D) All of the above 
E) None of the above 

 
ANSWER: 
It doesn’t matter why!  It just is!  One day, perhaps sooner rather than later, this will change, and 
for whatever reason, that cash will flow to asset classes where it will be treated with returns 
higher than subzero and zero! 
 
For now, oddly enough, the price of shares in Corporate America remain near all-time highs even 
as the “average”, versus institutional investor (see Sign #5 below) liquidated on additional -$35.9 
billion out of equity funds between 10/5/2016 and 11/2/2016.  (Source: Lipper Fund Flow dated 
11/2/2016) 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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As the valuations of the key indicies remain near all-time highs, 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) 
The Conference Board Leading Economic Index (LEI) for the most recent month of September 
2016 was reported as +.2%.  Year to date the LEI is +1.2%, or and annualized +1.60%. 
 
There are 10 components The Conference Board measures to create the Leading Economic 
Index, which together are meant to suggest the rate of expansion our economy should be 
enjoying 7-9 months into the future, i.e. May to June 2017. 
 
In my nearly 60 years on this bouncing blue ball we call earth, I have concluded there are two key 
things we humans don’t like to look at: 
 

1) The sun 
2) The truth 

 
Being a fan of looking at the truth, often harder than looking at the sun, requires recognizing the 
different types of lies.  The three most popular lies are: 
 

1) The bold faced lie 
2) The “white” lie 
 
And the most popular and widely used by humans to make it through their lives: 
3) The lie of omission 

 
So, choosing to not participate in the lie of omission, I will post that the annualized LEI for the first 
9 months of 2014, 2015 and 2016 are respectively +5.85%, +2.80%, and the above quantified 
+1.20%. 
 
This trend is worrisome to me, but still positive! 
 
However, I will close out with two Conference Board historical pieces of serious importance: 
 

1) Since 1969 the six-month moving average, currently +.6%, has accurately lead predicted 
recessions between 2-15 months in advance, once turning negative.   
 

2) In addition, the twelve month moving average, currently +1.50% has accurately predicted 
recessions 0-9 months in advance since 1980.  Of course, the 12-month is a larger and 
smoother calculation and, as such, will be less likely to raise the red warning flag too 
soon. 

 
The only reason I have chosen to elaborate on this detail is because the contracting trend of LEI 
would be a problem if it continues.  It is not necessarily important that you know all the detail, but I 
want you to know your trusted advisors know and understand this detail. 
 
Sign #3 remains positive. 

 

4) Indicator: Employment rate and after-tax personal income 
 Where to find it: www.bls.gov 

http://www.businesscycle.com/
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.bls.gov/
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 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) 
If you made it to reading Sign #4 you likely enjoyed my comments around lying above in Sign #3.  
So, I will keep with the lies of omission trend going as we take a look at this month’s Employment 
Situation Report released by the Bureau of Labor Statistics on November 4, 2016. 
 
The headline number was the creation of 161,000 new jobs created in the prior reporting month, 
October 2016.  This is a good jobs creation number!  Ahhh, the lie of omission seeps into the 
report!  As our long time readers and clients know, there is a dark side to this report.  The sub 
report used in creating this new jobs created data is the Current Employment Statistics (CES) net 
birth/death model.  This is a telephone survey of businesses to see how many hires versus fires, 
or “net jobs”, were created.  My problem, emphasis on “my”, with this report is that if a business is 
called and they don’t answer the phone for the survey, it is assumed they closed and all 
employees got new employment elsewhere.  Really?!  i.e. fiction, i.e. a lie of omission! 
 
The heartburn this month in Sign #4 is that, of the 161,000 new jobs created, per the CES model, 
197,000 new jobs were created via the CES phone survey.  It has been my observation, and I 
honestly believe, most of the CES birth/death model jobs created are total fiction.  Thus, it is 
reasonable to suggest no jobs were created and if you back out the CES birth/death model jobs 
added, then 36,000 jobs were actually lost. 
 
Just not buying this lie of omission! 
 
So the report remains positive, but like LEI above in Sign #3, the hair on the back of my neck is 
up.  I hope I am wrong, as this is 100% correlated to the driver of the economy, Sign #1 PCE! 

 

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 -.10%, shipments +.80% and inventories +.10%. 
 
Personally, I would have liked to see a more positive report, but as this suggests, new orders are 
flat but with shipments up nicely the goods are still moving.  Inventories are also basically 
unchanged, so again not much happening, at least on the surface of this month’s report. 
 
However, the 2016 annualized trend is also on track and actually quite good.  For example, the 
Durable Goods Spending growth trend looks like this: 
 
 2012 = +4.31% 
 2013=  +  .79% 
 2014 = +7.70% 
 2015 = +5.30% 
 2016 = +7.81% annualized 
 

http://www.census.gov/indicator/www/m3
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With only two months of data left to be reported for 2016, I believe the year is on track to be the 
largest for new orders in the last five years.  This is supported by the strong increase in Personal 
Consumption Expenditures (PCE) above in Sign #1. 
 
If these long shelf life items, think underwear and washing machines, that we can delay the 
purchase of if needed, are selling at a rate toward a five year high, the economy is solid and 
doing better than most people choose to believe. 
 
Sign #5 is continued to be the best annualized report in five years, so obviously 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) 
If you go to The Wealth Strategies Group website and click your cursor over my picture, it takes 
you to my philosophy and methodology page.  Highlighted in green are the links to the updates I 
write for The Weekly Update and this monthly update, The Seven Signs of a Changing Economy.  
Scrolling back through prior issues, you would observe how accurate these writings have been as 
to the economic outlook and how the valuations of Corporate America have performed inside of 
that economic outlook. 
 
These are powerful trends and they have continued to be positive.  The market valuations have 
trended up over the last several years, to the dismay of the average investor, but for about the 
last two years we have been bouncing up and down inside the bands of a more sideways price 
trend.  I believe we are soon to break out of this sideways trend.  Since the earnings of Corporate 
America have continued to report higher, and are estimated to be yet higher again in 2017, my 
opinion is the breakout of the trend will be up, perhaps up strong. 
 
Investors are fickle.  It seems they only want to own Corporate America when “the coast is clear”.  
The only problem over the last two years is that these Seven Signs, which are the economic 
keys, have been positive and investors are not.  Perhaps it is the cross currents of election 
politics, but whatever it is, I believe they have missed the very quantifiable reality of what has 
been going on in Corporate America. 
 
Example:  Activision Blizzard Corp issued $1.5 billion debt with two different maturity dates.  $650 
billion was issued at 2.30% and due in 2021 (5 years).  $850 billion was issued at 3.40% and due 
in 2026 (10 years). 
 
What will they do with their newly found cash of $1.5 billion?  “Think refinancing your home!”  
They will refinance $1.5 billion of current debt in which they are paying 5.625% that is due in 2021 
(5 years). 
 
So what has happened? 
 

1) The new debt has an average interest rate of 2.85% versus the debt they will pay off at 
5.625%. 

2) They extended almost half their debt for an additional five years at the reduced cost. 
 
But, here is the genius of what is happening throughout Corporate America: 
 
3) From this one change Activision Blizzard will save $42,000,000 each and every year.  

That $42 million now belongs to the shareholder owners, not the bondholders. 
4) That $42 million is saved over 5 years totaling $210,000,000 in shareholder value versus 

a bond holder expense. 

http://www.standardandpoors.com/
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*This is almost a quarter of a billion in value creation! 
 
This is just one example and one company.  There are companies all over our country doing the 
same thing with like savings. 
 
This is just one reason I anticipate Corporate America, as measured by the S&P 500, to report 
higher earnings once again in 2017. 
 
Yes, I believe the breakout will be to upside.  Certainly, there will be volatile periods, there 
“always” are.  But, for investors, versus traders, I am hopeful the trend remains solid and up! 
 
Per Yardini Research, 2016 full year S&P 500 earnings are estimated to be $128.30 and 2017 is 
estimated at $134.30. 
 
Let’s plug full year 2016 earnings estimates into our “Rule of 20” Fair Market Value (FMV) 
estimate model. 
 
To use the “Rule of 20” you should subtract the inflation rate from 20.  I will use the same inflation 
rate the BEA used in calculating the U.S. Gross Domestic Product for 2016, through September 
2016, of +1.48%. 
 
20 – 1.48 = 18.52 
 
This becomes your multiplier and is multiplied by the respective year’s earnings per share to 
calculate the estimate of Fair Market Value (FMV). 
 

 2016 S&P 500 earnings estimate = $128.30 

 $128.30 x 18.52 = 2,376.11 (FMV) 
 
As of 11/4/2016, the S&P 500 trades at 2,085.18 (a 13.95% discount to FMV). 
 
A research piece I recently read was titled “Daily Wealth” by Dr. Steve Sjuggerud.  In this issue, 
Dr. Sjuggerud presented research that added the price/earnings (P/E) ratio to the 90-day T-bill 
rate.  The research quantifiably showed that when the total of the two was under the historic 
average of 20, the market returns were above average.  When above +22, it was considered the 
danger zone.  Based on this, I did some quick math to see the forward price earnings ratio 
calculated above is 16.25.  The 90-day T-bill as of 9/9/2016 is .36%. 
 
16.25 +.36 = 16.11, which is well below the average of 20 and very much below Dr. Sjuggerud’s 
22 level danger zone.  This is interesting detail, so I thought I would share it again this month. 
 
Sign #6 is powerfully 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) 
Household inflation is measured by the Bureau of Labor Statistics (BLS) in their Consumer Price 
Index (CPI) report.  On October 14, 2016, the BLS reported CPI as +1.50% over the last 12 
months. 
 
Inflation matters, as it measures how much our economy is growing or contracting, i.e. deflation.  
I promise, you do not want a contracting economy measured as deflation.  Think Great Recession 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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and Great Depression when you measure deflation!  So, inflation, as measured by the CPI, is 
actually great.  Not too hot, not too cold, just right. 
 
However, remember the Federal Reserve has a self-imposed mandate to not raise interest rates 
until the employment is below 5%.  It is now 4.9%. Check!  And the inflation rate is above 2%.  
CPI is at 1.50%, so not a check, right?  Wrong!  Note above in Sign #1, I said the Fed measures 
inflation via the Personal Consumption Expenditures (PCE), Sign #1 above, not CPI.  So flip back 
to Sign #1 and PCE this month is an annualized +2.66%.  Well above the Fed’s own target of 
+2%.  Check! 
 
The Fed does not make moves pre-election.  There are also world economy issues that fold into 
the mix, but my guess is we could see the Fed raise interest rates when they meet in December 
and if not, when they meet in January for sure. 
 
The inflation rate is used in adjusting the growth of our economy, as GDP is inflation adjusted, per 
comment above in Sign #5.  As of 3Q2016, the U.S. economy is growing at +2.91% after 
adjusting for inflation.  That is the biggest growth rate in two years.  Growth with moderate 
inflation of 1.50% is called growth.  Our economy will exceed $19 trillion in 2017.  That is positive 
and so is Sign #7. 

 
*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 
$128.30 turns the 11/4/2016 FMV into 1,026.40 and even worse if earnings were to drop below 
the example of $128.30/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. 
 

 


