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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 February 2020 
 

Summary 

 
How to Lose a Billion Dollars! 
 
Per Wikipedia: “A cognitive bias is a systematic pattern of deviation from norm or 
rationality in judgement.  An individual’s construction of reality, not the objective 
input, may dictate their behavior in the world.  Thus, cognitive biases may 
sometimes lead to perceptional distortion, inaccurate judgement, illogical 
interpretation, or what is broadly called irrationality.” 
 
Over the last several decades, dozens of these cognitive biases have been 
identified.  Peter Wasson of the University of London discovered “Confirmation 
Bias” nearly sixty years ago.  Confirmation bias is the reason I started to 
research, track and report independent, fact-based and source-cited facts that 
help us peek around the corner to see what the economy and capital markets 
might be doing six to nine months in the future, aka The Seven Signs of a 
Changing Economy™. 
 
What is confirmation bias?  In a nutshell, human brains have a tendency to 
reinforce the point of view it already has.  Say you, for whatever reason, believe 
the stock market values are too high and will drop.  You then research various 
sources and, of course, you find evidence that “confirms” your point of view.  In 
the process and possibly without knowing it, you reject evidence that challenges 
your view.  As this is a rational process, you don’t even realize you are in the 
belly of the confirmation bias beast! 
 
Here is a real-life example you can search online and read for yourself.  Last 
summer, billionaire hedge fund manager Bill Ackerman closed out his position in 
the nutritional supplement company Herbalife for a loss estimated at 
$1,000,000,000.00.   
 
How does one do that?  Confirmation bias, of course!  According to an article by 
Samantha Chang, dated 6/25/2019 and published at Investopedia.com, 
Ackerman spent five years investing based on research supporting his strong 
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views about the company and even rejecting research on the opposite side 
published by a fellow billionaire, Carl Icahn. 
 
Bill Ackerman is not a dumb guy.  He is a Harvard MBA and still a billionaire, but 
he closed his investment position on June 19, 2019 with a billion dollar loss!  As 
a side bar, professor Wasson’s work back in the 1960’s suggested smart people 
are better at rationalizing after-the-fact justification for their beliefs and because 
of this are most exposed to confirmation bias. 
 
As you will read in Sign #2 below, Mr. and Mrs. 401(k) continue to sell out of 
Corporate America, as they have for the last 10,000 DJIA points, even as 
valuations keep chugging higher to new all-time highs.  That’s confirmation bias!  
They just “know” the next market crash is right around the corner. 
 
So how do you fight back against this subconscious wealth eater?  Here is how I 
do it.  I follow what my Seven Signs of a Changing Economy are suggesting.  No 
confirmation bias in the Seven Signs, as they are all independent, source-cited, 
fact-based with a history of being more correct than incorrect. 
 
In addition, each day I ask myself, “What am I missing? What could make my 
view wrong?  Is there another point of view to consider? 
 
And that leads us to Sign #3, The Conference Board’s Leading Economic Index 
(LEI), which, as you will read below, has turned negative.  This is very important, 
as the LEI is our peek around the corner to see what the economic backdrop 
Corporate America must operate in looks like six to nine months down the road 
(August 2020 – November 2020).  As you will read, the LEI has been slowly 
contracting since last August. 
 
It is possible that the LEI has been heavily impacted by the one-two-three punch 
of the China Trade War, Boeing production halt (Boeing delivered zero 737 Max 
airplanes in January 2020) and the byproduct effects of the Coronavirus. 
 
Clearly Sign #1, Personal Consumption Expenditures (PCE), and Sign #4, New 
Jobs Creation, are very positive and Sign #5, Durable Goods sales could rocket 
up with the return of Boeing delivering planes.  (Did I just commit confirmation 
bias??)  LEI is, as mentioned above, is a peek around the corner and that view 
can change back to positive, but for now, the data is plain as day and I will 
heavily consider this as we review our client asset allocations and investment 
positions going forward, i.e. making them more conservative. 
 
If you read nothing else in this issue, I strongly suggest you read Sign #3.  
Toward the bottom I also detailed that the U.S. Treasury yield did invert on 
August 23, 2019.  This just means the short-term 2-year Treasury paid more 
interest than the 10-year U.S. Treasury.  Normally, the longer-term maturity 
would pay a higher interest rate.  Historically speaking, when the yields invert a 
recession follows six to eighteen months in the future.  Thus, on February 23, 
2020, we will enter the increased probability of a recession window. 
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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® 
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, March 19, 2020. 
 
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) 
Long time readers know The Bureau of Economic Analysis (BEA) collects and 
reports the data on Consumer Spending via the Personal Consumption 
Expenditures (PCE) report.  Like many government agencies, the report lags on 
the calendar, as it takes some time to collect the data, crunch the numbers and 
release the report.  This month’s data is for December 2019.  So, slow to report 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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(we get pictures back from Mars in a touch over a day) but we now have a full 
year to report for this most important and key Sign of a Changing Economy™. 
 
December 2019 was up +.10%. Full-year 2019 came in at +2.90%.  This is a 
great month, quarter and year for PCE.  The BEA also tracks and reports “core” 
PCE, which excluded food and energy prices.  2019 was reported at +1.60%.  
This is very important as the U.S. Federal Reserve uses the “core” PCE to 
measure consumer inflation.  The Fed’s publicly posted mandate for inflation is 
2%.  Thus, at 1.60% the inflation rate in our economy remains, as it has now for 
years, below the 2% level. 
 
With core PCE at less than the mandated level, the Fed will not be under 
pressure to raise short-term interest rates to slow the economic growth.  With 
interest rates remaining near all-time lows the cost for consumers to buy homes, 
second homes, cars, etc. is low and affordable.  This is also true for Corporate 
America.  They can borrow money in the capital markets between 1% and 3%, 
depending on their credit rating, and use that tax-deductible expense item to buy 
back assets, like their stock, or make new acquisitions of competition, invest in 
new plants and equipment, etc. All of this activity produces Return on Investment 
(ROI) well above the 1% cost allowing tremendous scale of profits. 
 
PCE is the primary driver of our economy and is growing in the best way 
possible; slow, steady and up! 
 
Sign #1 remains 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) 
In last month’s update I wrote in the summary how the press just keeps moving 
from monster to bigger monster in their effort to grab our eyeballs for a few 
seconds in hopes we will buy any one of those pop-up ads’ products.  I went 
through the recent list of monsters they have suggested would crater our 
economy, the markets and every other good thing that you know and love.  I 
closed that summary with the new monster in town, Iran. 
 
Well, it turns out that monster did not grab enough eyeballs so thank goodness 
the flu season hit.  I am not suggesting the Coronavirus is not real and it saddens 
me that people have died. 
 
Perspective is the key and I detailed that in The Weekly Update of 1/31/2020.  
Every flu season since 2010 has taken between 12,000 and 61,000 lives.  It is 
always sad and when the fear of the Coronavirus ends, and all flu seasons end, 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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the capital markets will have incurred significant volatility for, well, like the other 
monsters the press focuses on, nothing out of the norm. 
 
Also sad is that Mr. and Mrs. 401(k) sold out of another $17.5 billion in their 
mutual funds between 1/1/20 and 1/29/20 (Source: FactSet 1/29/20).  Yet, once 
again the valuations of Corporate America, as measured by the S&P 500, rest at 
an all-time high! 
 
This trend remains up and positive and is being caused by institutional money 
flowing into the markets by the hundreds of billions.  This is why Sign #2 is so 
important; money flow!  The stock market is a forward-looking indicator.  Each 
day in registers and reports the collective knowledge and activities of millions of 
investors.  In my observations over the years, the stock market, and money 
flowing in and out, is a better forecaster of the economy that companies of 
Corporate America must operate in than any individual economist.  At this time 
the big institutional money flow with thousands of floors of CPA’s, MBA’s and 
attorneys, all across the country are investing in Corporate America.  Sad that 
Mr. and Mrs. 401(k) continue to justify selling per my comments in this month’s 
summary above. 
 
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 

 
(Negative) 
The Conference Board is the creator and reporter of The Leading Economic 
Index (LEI).  The LEI has been one of the top three signs of economic change 
since I created The Seven Signs of a Changing Economy™ monthly update, 
simply because it has a history of accurately suggesting if our U.S. economy will 
be expanding or contracting six to nine months in the future, i.e. August through 
November 2020. 
 
As I have shared here over the last several months, the LEI has weakened.  It 
has been most difficult to discern if the weakness was China Trade War related, 
i.e. short-term impact, or something worse, a contracting U.S. economy. 
 
Last month, I wrote here, “My observation of the data flow suggests our economy 
is in a huge tug-of-war.  Manufacturing and business investments are clearly 
weak, yet jobs, the housing market and consumer spending, Sign #1 above, are 
very strong.” 
 
I went on to note that when the Consumer Spending in Sign #1 is as strong as it 
is now, recessions just don’t happen.  As you will see below in Sign #5, Durable 
Goods Spending, has rebounded, manufacturing has turned up and Chemical 

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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Activity Barometer (CAB) jumped +.6 in January.  On a year over year (YOY) 
basis, the CAB is +1.4%, very healthy. Per Kevin Swift, Chief Economist at 
American Chemical Council, “The CAB signals gains in the U.S. commerce into 
the third quarter of 2020.”  These positive changes will lag entry into the LEI.  
Heck, no one knows the future, maybe they don’t move the LEI needle at all. 
 
Meanwhile, back at The Conference Board, their report states “taken together, 
the current behavior of the Corporate Indexes and their components suggest that 
the expansion in economic activity will continue into 2020, but at a moderate 
pace.” 
 
Is it possible that these quotes from people inside the organization are an 
innocent and unknowing example of “confirmation bias” as detailed in this 
month’s summary?  Maybe. 
 
All who read this update know I love source-cited facts generated from impartial 
independent third parties, like the CAB, The Conference Board and U.S. 
Government agencies.  I also love trends. 
 
Read the box above that details Sign #3, “What to look for”. 
 
“Trends up or down for three to four months”   
 
Most current data for LEI 
 
2019 
 
July   +.5 
August   0 
September -.1 
October  -.1 
November  0 
December  -.3 (most recent) 
 
I hope I am wrong, but this month I respectfully disagree with the LEI comments 
and Kevin Swift on their more positive slant of this forward-looking data.  I have 
decided to move The Seven Signs of a Changing Economy™, Sign #3, Leading 
Economic Indicators (LEI) to negative. 
 
This does not mean sell everything!  This means we should have an eagle eye 
on forward looking data and the tug-of-war between great PCE, jobs and market 
trends versus poor manufacturing and business investment data shifts, we will be 
on it. 
 
As a side note and noted here as anecdotal evidence, I consider the yield on a 2-
year U.S. Treasury paying more than the 10-year U.S. Treasury and “inversion” 
of the yield curve.  The 2 to 10-year inversion has historically happened 6 months 
to 18 months before a recession. 
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The 2 to 10-year inverted on August 23, 27,28 and 29, 2019, and was done 
inverting by 9/4/2019.  Based on past inversions to recession, cause and effect, 
we are in fact in the window.  For that reason, I am very cognizant of preserving 
our investment gains, capital invested and new investment capital allocation 
strategy. 
 
Sorry to report Sign #3 is negative for the first time in several years. 

 

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) 
One of the reasons Sign #1, Personal Consumption Expenditures, above is 
positive is because more people are working, paying taxes (U.S. Treasury 
reported the highest personal income tax revenue ever in their latest release), 
saving and spending on “stuff”! 
 
In their most recent release, the Bureau of Labor Statistics (BLS), reported 
225,000 new jobs were created in January 2020.  The consensus of economists 
was for 165,000 new jobs, so once again, they only missed by a mile, i.e. they 
were 36.36% too low.  
 
The new jobs created would have been 257,832 new jobs if the birth/death 
model, a phone survey by the Bureau of Labor Statistics (BLS) to see if 
businesses were hiring or firing people, had not taken -2,832 new jobs away.  
Thus, an excellent report! 
 
This data flow clearly suggests businesses are hiring in an attempt to keep up 
with Personal Consumption demand.  The National Federation of Independent 
Business (NFIB) supports this suggestion.  In their 1/6/2020 member update; 
“Small businesses are hiring at the highest level since March 2019 and 36% 
intend to increase compensation.” 
 
Begs the questions:  Is Sign #3, LEI, our peek into the future six to nine months 
from now, a better indicator of the economic backdrop Corporate America must 
operate in, or is it businesses growing and expanding to meet the demands of 
the consumers tracked via Sign #1??? 
 
I will not be sucked into the vortex of confirmations bias, as I would rather a WSG 
family member release me of my oversight for being too conservative. 
 
Sign #4 is very positive! 
 

5) Indicator: Durable goods spending 

http://www.bls.gov/
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 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 increased +2.40%, this has increased two of the 
last three months.  Shipments have been down six consecutive months and 
decreased -.20% for the most current month.  Unfilled orders down three of the 
last four months decreased -.10%.  Inventories up seventeen of the last eighteen 
months increased +.50%. 
 
What does this mean?  Not much just yet, as the most recent data above is for 
December 2019.  That said, new orders matter so that is good.  Yet, to see 
unfilled orders down suggests slow new order flow and of course shipments 
down, nominal, but still down, is never a great thing to see.  The bounce around 
on inventories is normal as giant warehouses are now the “back room” of retail 
with “by 10:00 a.m. tomorrow delivery”. 
 
I suspect the new orders above will jump in the January and February 2020 data, 
as many companies tend to launch new projects at the start of the calendar year. 
 
My social scientist observation is that Durable Goods will improve at lightning fast 
speed once the Boeing 737 Max issue is remedied.  Meaning, new orders for 
Durable Goods fell when the 737 Max issue became an issue.  Airplanes are 
really expensive and the loss of those new orders and new shipments seem to 
be a little of the tail wagging the dog here. 
 
Sign #5 remains positive. 
 
P.S. Late breaking news:  The January Richmond Federal Reserve 
Manufacturing Survey just released at +20 versus -5 prior! 
 

Shipments +29 vs. -6 prior! 
 Capacity utilization +14 vs. -12 prior! 
 

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) 
With 228 S&P 500 companies having reported quarterly results, as of February 
3, 2020, fourth quarter earnings are tracking a year over year (YOY) growth rate 
of -.3%.  Just so you know, a -.3% is Herculean, as this is the quarter Corporate 
America had to “lap” the 20% step up in earnings from the tax cuts. 

http://www.census.gov/indicator/www/m3
http://www.standardandpoors.com/
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More good news is Yardini Research, Inc. has estimated full-year 2020 S&P 500 
earnings to be $179.01/share up +10.48% over full-year 2019 of $162.03. 
 
As we do every month, let’s 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 2020 earnings of $179.01 per S&P 500 share for our 
2020 (as of 2/5/2020) 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 4Q2019 released January 29, 2020 of 1.50%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 – 1.50 = 18.50 

• 2020 S&P 500 earnings estimate = $179.01 

• 2020 S&P 500 earnings estimate = $179.01 x 18.50 = 3,311.685 S&P 500 
Fair Market Value (FMV) 

 
As of 2/7/2020, the S&P 500 trades at 3,327.71, or right at 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. 
 
This is a tool that accounts for the cost associated with borrowing money, i.e. it 
accounts for the impact of low interest rates on a company’s ability to earn 
profits.  The research quantifiably showed that when the total is above 22, we are 
in the danger zone.  Below 20 represents quantifiable value. 
 
Based on this, I did some quick math to see the forward price/earnings (P/E) ratio 
is 18.50 + 1.83 = 20.33, outside the “value” range of below 20 but also 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) 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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The Producer Price Index (PPI), which measures the inflation rate at the 
manufacturing 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!” 
 
The “first estimate” of our Gross Domestic Product (GDP) for 4Q2019 was 
reported at 2.08% annual growth rate of all the goods and services we produce 
as a country.  (Source:  Bureau of Economic Analysis (BEA)) 
 
As I write here each time the GDP growth is released, the release is “real”.  This 
simply means it is adjusted for the effect of inflation.  In this 4Q2019 “first 
estimate” report, the Bureau of Economic Analysis (BEA) used a deflator of 
1.50%. 
 
Meanwhile, over at their sister government agency, The Bureau of Labor 
Statistics (BLS), the inflation rate was reported as 3.39%. 
 
As my friend, Rick Davis, over at The Consumer Metrics Institute likes to point 
out, had the BEA used the inflation rate from the BLS of 3.39%, the GDP would 
be reported as +.22% versus BEA’s +2.08% above. 
 
The focal point becomes which inflation rate is closer to real and should be used.  
I don’t know, but it seems reasonable to average them.  In that example the rate 
used to adjust for inflation would be 2.45% and the GDP would be +1.13% 
versus the 2.08% reported. 
 
Both calculations reflect growth, yet for me it is more alarming that two 
government agencies measuring inflation in our economy are planets apart.  
Perhaps this is why the U.S. Federal Reserve uses the “Core” Personal 
Consumption Expenditures (PCE), Sign #1, as their benchmark for inflation.  If 
PCE were to be used today, the GDP would report at 1.98%. 
 
Still growth, and on a $21.5 trillion economy a ton of monetary value increase. 
 
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 
$179.01 turns the 3311.68 2020 FMV into 1432.08 and even worse if earnings 
were to drop below the example of $179.01/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! 
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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. 
 

 


