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The Weekly Update for 3/13/2020 
 
The just approved by compliance edition of The Seven Signs I wrote for March is 
below.  If nothing else, it is worth your time to read the summary!  All but 
one Sign, #3 LEI, of the signs for a changing economy remain strong.  
 

That said, even if this is a press induced panic, it is still real and will affect 2Q 
and 3Q2020 EPS.  With the S&P 500 closing in on a 20% reduction from the all-
time highs on 2/19/2020, it would be reasonable to suspect any reduction in EPS 
is very close to being "priced in". 
 

One change, from what is posted in this month's update, is the Volatility Index 
(VIX) hit 69.26 on Thursday 3/12/20.  30 is a normal "buy" area.  Only once 
before has this fear level reached these heights.  During the Great Recession in 
2009.  That was an inch from systemic failure.  This is not even close to that.      
 

I am optimistic that this flu season will end, as most do, yet we all must wonder 
how long the rebound takes.  The lower oil prices, easier monetary policy and 
fiscal stimulus should put a nice tailwind to the recovery, once it starts.       
 

As for my WSG "special sauce", our average allocation was up +22.28% net in 
2019 and rests at -7.98% as of 3/10/2020.  The key is to capture as little of the 
downside as possible!  So far, this is working.  We appear to be in the 
"capitulation zone", so we are at a critical point.   
 

Holding, for the moment. 
    
Unusual period we will all remember for years to come!  I am sure the press 
already has Flu Season 2021 on their white board as a hype story!    
  
Also, I have pasted in below a "boots on the ground" comment, from a client who 
is an orthopedic surgeon, written to me on 3/11/2020. Just FYI. 
 
As for the coronavirus: 
 

It is definitely making people everywhere nervous. For the actual medical facts 
about the virus, it is less dangerous than the seasonal flu. Approximately 3000 
reported deaths from the coronavirus compared to approximately 14000 from the 
flu. Older individuals are more at risk, especially if they have other health 
conditions like heart disease. The coronavirus is spread through the air, which is 
something that definitely makes people nervous, but the flu does too. The main 
thing that we are worried about in the healthcare community is if a lot of older 
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people catch it because of the high spread is that it could potentially overwhelm 
the hospitals and resources. That being said, most individuals recover from the 
disease without any lasting effects. The reason why everyone is so scared is 
because of the media, as usual. The hospitals are being cautious, but not 
quarantine levels yet.  
  

I am interested in your thoughts, comments and discussion.  Call me, email or 
just stop by and say "HI"!   
  

Jim Lunney, CFP® 

303.933.2107 

  

The opinions voiced in this material are for general information only and are not 
intended to provide specific advice or recommendations for any individual.  To 
determine which investment(s) may be appropriate for you, consult your financial 
advisor prior to investing.  All performance referenced is historical and is no 
guarantee of future results.  All indices are unmanaged and may not be invested 
into directly.ary 

 

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 March 2020 
 

Summary 

 
“A Crisis is a Terrible Thing to Waste”, Paul Romer – one of my favorite 
economists. 
 
On February 19, 2020 the valuations of Corporate America peaked, as measured 
by the S&P 500.  And then it started to draw down to where we are at this time.  
From the 2/19/20 peak the S&P 500 is down -12% and -7.98% year to date.  
Pretty normal “back and fill” actually. 
 
In my chair it feels worse than -12% from the peak!  At first it felt like October 15 
– 19 1987.  A violent sell-off, but fast.  All driven by stop losses being triggered, 
which then triggered more stop loss sells, followed by margin call sells until 
exhaustion.  No more sellers at those price levels. 
 
As I have had time to digest the corornavirus aspect and how it compared to the 
SARS market sell-off in March 2003, as well as the terrorist attacks of 9/11/2001 
it has become clearer to me this is a combination of these versus 1987, i.e. we 
know how this movie ends. 
 



 

3 

 

Both panic selloffs were driven by concerns that people would stop traveling, 
going to their favorite restaurants, movies, sporting events, etc.  In a nutshell, the 
number one driver of the U.S. economy, our collective consumption (see Sign #1 
below, Personal Consumption Expenditures (PCE)), will be at home in bed 
shaking under the covers instead of out buying and spending on “stuff”. 
 
Riiight!  It turns out that after about two weeks at home, Americans decide they 
would rather die doing what they do than stay home and worry!  In 2001 it took 
about two months for the markets to get back to pre-attack levels.  In my opinion, 
investors simply realized the economy was not as bad as reported and the world 
was not as bad as the worst-case scenarios presented on television.  Can you 
believe it!  
 
You can search online the many stories around how Time Magazine’s cover 
stories have a history of nailing “the end” of many major stories. 
 
For example, here is the Time cover dated May 5, 2003.  Notice the sub-
headlines.  Huh?? Just like now! 
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Make special note of that cover date, May 5, 2003.  If you go back and look at 
the news during that period, in February 2003 China notified The World Health 
Organization (WHO) of the SARS outbreak (sound familiar?).  By early March 
2003, most of the major stock markets of the world had bottomed out (sound 
familiar?) and were headed toward new highs, which for the S&P 500 happened 
for the next four years into the summer of 2007!  And, I bet you don’t even 
remember who the President to blame was! 
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Let’s look at the current fact set:  The Chicago Board of Options (CBOE) has an 
index that measures volatility.  It is referred to as the VIX. Check it out: 
 

 
 
 
Next up, the CNN Fear & Greed Index.  Note to self, this bottomed at 9 on 
3/6/2020. Nine! 
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And the third measure of fear is the American Association of Institutional 
Investors (AAII), who reported investor sentiment as of March 6, 2020 as: 
 
  30.50% positive (bullish) on the investment outlook 
  69.50% neutral or bearish on the investment outlook 
 
Meaning, 70% of all investors surveyed are less than positive on the outlook for 
investing in Corporate America.  Because, of course, it is flu season. 
 
Then what happened?  Mr. and Mrs. USA “panicked”, as they tend to do.  As you 
will read in Sign #2 below, they sold billions more of their ownership in Corporate 
America.  They lined up to buy the perceived safety of U.S. government bonds at 
a guaranteed 1.56% return for 30 years and .74% return for 10 years.  Those 
rates are taxable and well below normal inflation rates.  Thus, Mr. and Mrs. have 
locked in a guaranteed loss for the next 10-30 years.  Stunning! 
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The sub-plot to the interest rate story actually carries decades of economic fuel 
that few have stopped to consider, but I did!  
 
The average interest rate on a 30-year fixed rate mortgage fell to 3.37% from 
3.73% in the week ending 2/28/2020.  That caused an increase in mortgage refi’s 
of 26% in one week.  Per the Mortgage Bankers Association, refinance volume is 
up +224% versus one year ago! 
 
The monthly savings of millions of dollars will flow to these households for 
decades.  Collectively, billions more in purchasing power to drive our economy 
higher and higher!  It is not just households that benefit from savings on debt 
costs for the next 30 years, it is also Corporate America.  On Tuesday, March 4, 
2020 I saw several companies announce bond offerings to replace outstanding, 
and higher cost, debt obligations. 
 
Just one of these, of the many, would save that company $22,000,000 per year 
for 30 years.  That now drops straight down to profit for us, the owners, of 
Corporate America. 
 
What do you suppose that money will be used for?  To buy back the company 
stock at the now 20-30% off sale, maybe?! 
 
Yes, “this time it is different”!  The global interest rate environment is ideal for 
owning shares in Corporate America.  Those nutty people who bought 30-year 
U.S. Treasuries at a yield of 1.56% will soon wake up and see the yield on the 
S&P 500 is 3.10%, a cool 100% more on their money!  And just for fun, with that 
3.10% yield they will own companies that have grown and rewarded their owners 
over time. 
 
What’s not different this time is the press still scared Mr. and Mrs. to the level that 
caused them to hand over their ownership in Corporate America to the stronger 
hands who understand all of this.  Sad, if it happened on a street corner it would 
be called theft. 
 
“A Crisis is a Terrible Thing to Waste” – Paul Romer 
 
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 
 

mailto:Jlunney@wealthstratgroup.com
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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, April 16, 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) 
As you read in the summary, we are investing based on two data sets.  One 
known, real and very good.  The other is evolving, unknown and likely greatly 
exaggerated toward worse, rather than better. 
 
For Sign #1, the most recent data is for January 2020.  The fear of the 
coronavirus was still getting ramped up.  As noted, there will very likely be a 
month, maybe two, of this data slowing, i.e. for February and March.  Thus, it is 
nice to see we are heading into the likely slowdown with data flow that is stronger 
than horseradish! 
 
In all of 2019, there was only one month of contraction and that was a minor        
-.10% in October.  That was followed up with +.40% in November, think “Black 
Friday” and +.10% in December.  Now, January 2020 opens with the U.S. 
consumer spending pushing up Sign #1, Personal Consumption Expenditures 
(PCE) to a +.10%.   
 

http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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I must share with you that January usually reports a negative PCE as people 
exhaust their spending for the holidays.  They pay off/down their credit card in 
January and in doing so, keep the credit card in the purse or wallet. 
 
My guess is that since we have NEVER had this many people working, earning, 
paying taxes and spending, there are simply more people buying more stuff with 
their hard-earned dollars. 
 
The wind at the consumers’ back is that the price of energy has dropped 17% 
since May 2019, i.e. more money to spend on “stuff”. (Source: gasbuddy.com) 
 
After the coronavirus dip that I think we will get in PCE for February and March 
2020, expect PCE to “roar” back.  You see, we have seen this movie before.  For 
example, 9/11/2001.  Economists said travel was over.  It would take years to be 
restored.  Yeah right, more like 60 days, and that was “9/11”, not the flu. 
 
The 60 days of coronavirus fear will, in my opinion, stop showing up in the data 
April of 2020.  This time the wind at the consumer’s back will be the continued 
great jobs creation (see Sign #4 below) and most of all, and for decades to come, 
the free cash flow from all the home refi’s happening as I type this on Saturday, 
March 7, 2020. 
 
Elaine and I don’t have a mortgage, but our two daughters and their husbands do 
and 100% of them are refinancing at 2.50% or less! 
 
Wait for it, it is just so obvious what is coming! 
 
Sign #1 remains positive – will catch some side effects of coronavirus in 
February and March 2020, and then my guess, will bounce up like a balloon held 
ten feet underwater. 
 

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) 
“Positive”, you ask?!  How could money flow be positive when the markets are 
having down days of 1,000 DJIA points?  Well, as noted above, I am typing this 
on Saturday, March 7, 2010.  As of yesterday, the S&P 500, a broad base and 
fair measure of how the valuations of Corporate America is holding up, is down 
about -12% from the peak and -7.98% YTD. 
 
Our WSG family knows from the “Exit Strategy” I emailed on 2/1/2018, “wow”, 
two years ago already, I don’t even get wound up until the S&P 500 dips -10%.  
At -15% we are on full alert and might, depending on circumstances, thoughtfully 
start to protect some of the capital entrusted to our oversight.  However, it is an 

http://www.wordenbrothers.com/
http://www.barrons.com/convictionoftraders
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industry rule of thumb that a “bear market” or down trend, doesn’t start until -
20%.  Yes,  -12% is not fun, but the key word above is circumstance. 
 
Coronavirus is a circumstance and the flu, unfortunately has taken between 
12,000 and 61,000 lives in the U.S. alone every year since 2010.  (Source: CDC 
website) 
 
Flu season, including this one, always comes and then it goes.  It’s just a fact of 
life. 
 
Key points to ponder: 
 

1) Mr. and Mrs. 401(k) just laid an egg.  Per Lipper Fund Flows, $40.2 billion 
was liquidated out of the funds owning Corporate America between 
1/1/2020 and 2/26/2020. 
 

2) These proceeds plus hundreds of billions from overseas went to the 
“perceived” safety of U.S. Treasury bonds. 
 

3) The 10-year U.S. Treasury pays .74% as of 3/6/2020.  Price divided by 
earnings (P/E Ratio) is a measure of risk; the higher the P/E, the higher 
the risk on your investment.  U.S. Treasuries cost $1,000. $1,000 divided 
by .74 equals 135 times earnings, with no chance, as in none, for the 
earnings to grow.  These billions just locked in a guaranteed loss after 
taxes and inflation for the next ten years.  Stupid! 
 
The S&P 500, which represents the dynamic growth of the companies in 
Corporate America today (see Sign #6 below) trades hands at a Price to 
Earnings of 15.9 times to 17.1 times, depending on the index.  Smart buy! 
 

4) 10-year U.S. Treasury pays a dividend of .74% versus the S&P 500 today 
(3/7/2020) of 3.10%.  It does not require genius level thinking to know that 
whenever the S&P 500 yields more than a U.S. Treasury bond, it is a 
screaming buy for investors. 
 

5) Per the CEO of Apple in a news piece by Jason Aycock dated 2/28/20, 
Tim Cook was quoted: “I see no long-term difference between what was 
happening four weeks ago versus what’s happening today.”  To me, that’s 
code for; we are buying back our stock hand over fist from Mr. and Mrs. 
401(k). 
 

6) Per J.P. Morgan quoted on CNBC that 80% the stock volume was in the 
hands of automated traders such as quantitative funds and ETFs.  The 
black box algorithms just shook Mr. and Mrs. 401(k) down again. 
And those boxes, yup, they will exhaust selling soon and then watch that 
balloon bounce up from being below 10 feet of water.  It will be something 
to see, and it could be here soon!  

 



 

11 

 

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 

 
(Remains Negative) 
Last month I wrote here that the Conference Board’s Leading Economic Index 
(LEI) had been neutral or negative for the last six months, thus causing our peek 
around the corner six to nine months from now to turn negative. 
 
I went on to suggest this was a tug-of-war in the data flow between weak 
manufacturing and business investments versus a strong jobs, housing and 
consumer spending data flow.  As always, I hoped that I was wrong.  
Nonetheless, the Chemical Activity Barometer (CAB Index) confirmed the 
slowdown as all things chemical happen first, way before we see it in our 
economic data. 
 
Sign #3 remains negative, but this month it roared back with the biggest jump up 
since October 2014!  LEI came in at +.80%.  That is huge!  Perhaps equally 
important was that of the ten components that make up the LEI, eight were 
positive, one was neutral and one slightly negative.  To me, the really important 
inputs of manufacturers’ new orders for non-defense capital goods, 
manufacturers’ new orders for consumer goods, were both very positive.  These 
two inputs suggest business is starting to invest again, to keep up with these new 
orders for consumers. 
 
Surprising to me that the Chemical Activity Barometer (CAB) also bounced up 
+.70% and increased +2% year over year.  This very important and early 
indication of strong economic growth jumped above the average of industrial 
production.  To most people this means nothing, but I must tell you, it is a very 
positive note in this negative Sign #3.  Perhaps by summer our Sign #3 will turn 
positive once again! 
 
 

 

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) 
On March 6, 2020 the Bureau of Labor Statistics (BLS) reported that 273,000 
new jobs were created in February.  This is just plain old “awesome”.  Especially 
since the new jobs created last month was of a similar magnitude at +225,000 
new jobs. 

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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I did observe in the BLS report that of the 273,000 new jobs, 53,000 were in 
“food services and drinking places”.  I will bet $1 U.S. dollar, that number nose 
dives next month due to the fear of spreading coronavirus. 
 
Of course, by now, you know what happens after that!  Americans can only stay 
home for a few weeks and then, like during post 9/11/2001, they would rather go 
out and eat and drink, travel, take a cruise, etc. than stay home – even if they get 
the flu.  It’s a cookie cutter recipe: 1) See bad, 2) React harshly, 3) Get sick of 
the change, 4) Go back to normal!  Average time frame?  Six to eight weeks.  
Watch for it! 
 
In addition, the 4-week moving average for initial claims for unemployment 
benefits continue to drop.  Last year on 1/27/2019 there were 234,500.  This 
month, a year later, 209,250.  This puts us back to levels not seen since 1968. 
 
Per the National Federation of Independent Businesses (NFIB), “the labor 
shortage remains one of the biggest obstacles to a more robust small business 
economy.”  Wow! 
 
That suggests our economy is hitting on all cylinders at all levels.  Sign #4 could 
not be more 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 decreased -.2%.  Wait a minute!  Sign #1 above 
has consumer spending super positive.  Unless the shelves are going to go bare 
where are the new orders to replace our “stuff”? Good question.  That little 
problem with the 737-Max over at Boeing – yeah, the planes are not “flying” out 
the door!  On top of that, orders for defense don’t tend to hit until 2Q of each 
year. 
 
If not for those two items, new orders would be +3.60%.  So, don’t worry.  The 
shelves are going to remain full.  Clearly, the large dollar value involved at the 
airline and defense level is a very big contribution to new orders and even 
without these, new orders were only -.2%.  Not a big deal at this point.  In my 
opinion, once the 737-Max issue is resolved, and it will be, hey, we get pictures 
back from Mars every day – the new orders will be like jet fuel to Sign #5! 
 

http://www.census.gov/indicator/www/m3
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Shipments came in at -.2% and inventories went unchanged. Both normal based 
on new order flow.  Also of importance, “unfilled orders” increased slightly to over 
$1.157 trillion.  To you and me that means our “stuff” is on back order! 
 
The American Trucking Association (ATA) reported tonnage shipped at +.8% 
year over year (YOY), which is light!  The St. Louis Federal Reserve’s Freight 
Transportation Service Index was -3.6%, which is bad.  The Cass Freight Index 
Truck Linehaul Index was -6.3% YOY, which is not good.  Drewry’s World 
Container Index dropped -16.40% since year-end, which suggests the world 
shipping rates are seeing the impact of coronavirus. 
 
Yes, Sign #5 remains positive for now. 
 

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) 
In the January 2020 update I shared that the economist community was 
forecasting a -4.50% contraction YOY in the earnings of Corporate America for 
4Q2019.  This was not because of a slowdown, it was due to the fact that the 
“Trump Bump”, or corporate tax cuts, caused 4Q2018 earnings to bump up 20%.  
So, the prediction was that earnings were good, but the hurdle from the prior year 
was high! 
 
As of March 2, 2020, with fewer than 20 of the S&P 500 companies left to report, 
4Q2019 earnings growth is tracking a roughly +1% year over year (YOY) 
increase.  This is obviously much better than the -4.50% contraction forecast by 
the economist community. 
 
Once again begs the question of “how can you keep your economist job when 
you are that ‘off’?”  But here is the more important question, since this is the 
same group of kids predicting the effect on earnings from coronavirus:  “How 
much do economists expect earnings to drop as more companies issue profit 
warnings due to the coronavirus outbreak?” 
 
Well, here is how my brain thinks, if I am a CEO, CFO, COO, etc., wouldn’t you 
just CYA and report your company will have a “serious” or “significant” reduction 
in earnings related to coronavirus.  If it is bad, you said it would be, if not, you are 
a hero. Easy land! 
 
The economists who don’t think like that, because they, as a group, are negative 
thinkers (I honestly do believe that) so they extrapolate “serious” and “significant” 
into numbers being down between -10% and -40% depending on the industry 
and company.  We will see, but again the way my brain thinks is this; the market 
is a leading index all by itself.  The market, as measured by the S&P 500 is down 
about -12% from the peak.  The economists’ news is out and made out, in my 

http://www.standardandpoors.com/
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opinion, much worse than reality.  Thus, the temporary earnings reduction will 
also be about -12%. 
 
Of course, I could be inaccurate, but it is a logical thought process!  As we don’t 
have the real post-coronavirus earnings, let’s run what we do have and then 
compare it to my suggested -12% to see where the Fair Market Value (FMV) of 
Corporate America rests at present. 
 
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) “second estimate” for 4Q2019 released February 26, 2020 of 1.35%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

• 20 – 1.35 = 18.65 

• 2020 S&P 500 earnings estimate = $179.01 

• 2020 S&P 500 earnings estimate = $179.01 x 18.65 = 3,338.53 S&P 500 
Fair Market Value (FMV) 

 
As of 3/6/2020, the S&P 500 trades at 2,972.37, or 10.97% below FMV.  
Arguably, also close to FMV if the reality of a -12% reduction in earnings is 
accurate.  If it is accurate, it will also likely be a short “window of opportunity” as 
the flu season will end with earnings popping up higher behind it in the spring. 
 
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 18.65 + .62 = 19.27, below 20 and 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 

 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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(Positive) 
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 2.50% annualized for this month.  “In check!” 
 
The “second” estimate of our Gross Domestic Product (GDP) for 4Q2019 was 
reported by 2.09% 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 “second 
estimate” report, the Bureau of Economic Analysis (BEA) used a deflator of 
1.35%. 
 
Meanwhile, over at their sister government agency, The Bureau of Labor 
Statistics (BLS), the inflation rate was reported as 2.92%. 
 
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 2.92%, the GDP would 
be reported as +.55% versus BEA’s +2.09% 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 this example 
the rate used to adjust for inflation would be 2.13% and the GDP would be 
+1.31% 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 plants 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 .63%. 
 
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 3,338.53 2020 FMV into 1,432.08 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 
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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. 
 

 


