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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 October 2022 
 

Summary 

 
As you will read below in Sign #2 (Money Flow) Mr. and Mrs. 401(k) are slowly 
but steadily capitulating.  That is just a fancy word for “selling en masse” for no 
other reason than valuations continue to drop. 
 
This is how corrections tend to end, or as some of us consider it, how the next 
trend up in valuations start.  As you read Sign #2, make a mental image of a long 
train leaving the station for the next leg higher with as few passengers (investors) 
on board as possible.  That is what fear does. 
 
I remember back in 1982 the investor train started leaving for a huge run up in 
value with almost no one on board.  After all, the Dow Jones Industrial Average 
(DJIA) was at 777 and there was no way it would ever go above 1,000, “ever”! 
 
In 1983, I read Sir John Templeton’s new book titled Dow 3,000.  By 1990 no one 
was listening, as the train again left the station with few investors abroad.  Sir 
John was off on the 3,000.  By 1990, as the Dow “only” made it to 2,999.75! 
 
On October 19, 1987, I was at my desk watching the Dow lose 22% in six hours.  
I put in a “market order” to sell 1,000 shares of Apple Computer and it was not 
filled – zero buyers.  Not one investor on the Dow train as it left the station to all-
time highs just 7 months later. 
 
You may remember in the early 1990’s bank failures were all the rage.  At first, 
there were 700 bank failures than 1,000.  At bank loss 1,500 there was another 
empty Dow train leaving the platform.  Per Sir John, above the Dow was right at 
3,000.  Five years later the Dow was back up to the 5,117.12 level.  Too late to 
board the train, they all said.  Next stop was Dow 11,000 in 1999. 
 
Sorry I skipped over that 1994-1995 outlook from analysts of the mega recession 
staring us down.  That weirdness lasted 1 ½ years and the recession never 
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happened.  What did happen was five straight years of positive returns in the 
high teens to 20% per year. 
 
If you are doing the arithmetic above that 1995 + 5 years lead us right into the 
“Tech Wreck” starting in March of 2020.  It was real and pretty far from funny, like 
now.  It lasted until the fall of 2002. 
 
I could add more, but I am sure you get the idea.  “We would never ever – EVER- 
recover”.  Those monsters, like the one we are now in were just too big to 
recover from. 
 
Sure!  Just nine months ago, this monster started from an all-time high Dow of 
nearly 36,000, and per the money flow the investor train has few people left on 
board.  Our client family has not gone unscathed on this pullback.  We did 
intentionally raise some cash as a shock absorber.  As much as I understand the 
key turning points in valuations noted above.  I also understand our priority is to 
“not make you poor”! 
 
The Federal Reserve “might” soften their stance on inflation and increase interest 
rates less than publicly stated.  In real life that could be interpreted as a sign of 
weakness and the Fed Board does not want that.  If the Fed did increase interest 
rates a little less, they are still increasing.  Equally important, arguably more 
important, they are also reducing the money supply, the life blood of the markets, 
by $95 billion per month for the foreseeable future.  Thus, we will do our best to 
not fight the Fed. 
 
Two key takeaways this month.  The market valuations of Corporate America 
tend to be a “leading indicator”.  With the economic noise so thick you could 
almost cut it suggests the lows are close by.  Thus, the market values 
themselves are worth watching for the next trend up. 
 
Second takeaway; there tend to be opportunities for making profitable 
investments no matter what the general economic background is doing.  We are 
focused on these and already have several on deck.  Now we just need to see a 
trend develop before we thoughtfully, purposefully and diligently take action. 
 
As you read this month’s update, please remember it is in these negative periods 
where the rewarding gains two to five years in the future are made.  We call it  
“Opposite Day”!  Negative signs suggest opportunity is close at hand. 
 
That reminds me of a piece I read where Warren Buffet was asked what he 
thought about the Dow crossing up through 30,000 a few years later. 
 
His answer was “not much really, I recall watching it cross 100.” 
 
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. 
 



 

3 

 

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 confidence 
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 516-387-1595.  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 usually 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, November 17, 2022. 
 
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 

 
(Negative) [Reduced from Positive to Neutral in June 2022, from Neutral to 
Negative in July 2022] 
 
Personal Consumption Expenditures (PCE) are Sign #1 of The Seven Signs of a 
Changing Economy™ for a reason.  PCE represents 68% of our entire U.S. 
economy, i.e., Gross Domestic Product (GDP), all of the goods and services we 
produce as a country (Source: J.P. Morgan Guide to the Markets 6/30/2022). 
 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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A significant part of the PCE happens during the holiday shopping season.  Each 
year you read my prediction here in Sign #1.  Usually, I suggest in the February 
Seven Signs that the year, whatever year it is, will be “the largest holiday 
shopping season ever!”, as I did this past February. 
 
With all that has happened this year in our economy, starting about January 3, 
2022, you would think my prediction of a +4% 2022 holiday shopping season 
would be too high.  Well, not so fast!  There are now more American citizens, and 
non-citizens, than ever before in this country.  Their battle cry remains the 
same… “Low down and easy monthly payments”! 
 
With that as our backdrop, Deloitte Consulting just released their version of my 
holiday shopping sales predicting an increase of +4% to +6% versus 2021!  
Deloitte predicts a +12.80% to +14.30% increase in e-commerce holiday sales. 
 
For sure, falling gasoline/energy prices have given consumers a little more cash 
in their pocket to spend on “stuff”.  But where does the money come from?  
Credit cards, of course!  Per Bloomberg Research on 9/26/2022, consumer debt 
has increased by $300 billion over the last twelve months.  This is the largest 
annual increase on record! 
 
As you know, I love trends!  Here is the PCE data flow YTD 2022. 
 
 January  +1.30% 
 February      0 
 March   +   .30% 
 April   +   .20% 
 May   -    .10% 
 June       0 
 July   +   .20% 
 August  +   .10% 
 
As I wrote in the June 2022 update, we do not have three monthly decreases in 
PCE, which, per the green box above, suggests we need to be negative for Sign 
#1.  
 
Since I created the criteria, I have chosen to keep Sign #1 negative because: 
 

A) It is an unhealthy trend, at best. 
B) It is financed on a credit card, which happens to be the most expensive 

form of debt. 
C) It is subject to the coming impact suggested below in Sign #3, Leading 

Economic Index (LEI), which is pretty far from positive. 
 
Sign #1 remains negative! 
 

2) Indicator: Institutional Money Flow 
 Where to find it: www.lipperusfundflows.com   

http://www.lipperusfundflows.com/
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 What to look for: Increasing or decreasing prices on high volume of large 
block trades 

 
(Negative) [Reduced from Positive to Neutral in June 2022, from Neutral to 
Negative July 2022] 
 
Like Sign #1 (PCE) above, Sign #2 (Money Flow) is Sign #2 because it is just a 
fraction less impactful than Sign #1, but a huge observation point. 
 
Money Flow is my investment capital markets weathervane!  It very clearly tells 
us which way the money is flowing and how hard, just like the wind is measured 
by the weathervane. 
 
Unless you have been off the grid since about January 1, 2022, you know the 
money has been flowing out of Corporate America and in large chunks, think 
trillions!  Here are a few observations to ponder. 
 
Per J.P. Morgan Chase and Co.’s Chief Market Strategist, Marko Kolanovic, 
equity (stock) mutual funds have now seen more money flow out of funds YTD 
than assets coming in for all of 2021! 
 
This is very much detailed in the Refinitiv Lipper U.S. Funds Flow report that 
comes out weekly.  Per their report of 9/28/2022, $50.3 billion flowed out in the 
last 30 days, YTD more money has flowed out (sold out) of U.S. mutual funds 
and ETF’s than has flowed in since the pandemic started. 
 
So, let’s just have a dose of reality here.  Fact: for every buyer of a company’s 
shares there is a buyer.  The two sources cited above measure retail investors, 
i.e., Mr. & Mrs. 401(k).  They do not include the other side of the trade (the 
buyers) which are the likes of the companies themselves, hedge funds and those 
scary off-shore “black pools”. 
 
As for the companies themselves, well, according to Yardini Research 
companies buying back their own stock in 2021 totaled $1.197 trillion dollars in 
total.  YTD 2022 the companies themselves are on track to buy back $1.25 
trillion! 
 
As for the hedge funds, well, you already know they are buyers.  But consider 
these few.  Warren Buffet’s Berkshire Hathaway is down 25% in value YTD.  Do 
you really believe he is a seller?  Not even close.  You can do a search for the 
Berkshire Hathaway 13-F and have a look for yourself. 
 
As long as you are searching 13-F data add in Carl Ichan’s Company!  Whoa!  
Look at that multi million share buy backs.  Not to be left out have a look at David 
Einhorn and Bill Ackman’s hedge funds.  Not sellers!  Buyers all the way in!  
Deep in! 
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Dark pools?  Well, that’s why they are called “dark pools”.  They are offshore and 
not required to report!  Ha! 
 
Conclusion:  The money flow is ugly and likely to get worse until, in my opinion, 
and as written here all year, at least until post 11/8/2022 elections. 
 
This slow “capitulation”, i.e., transfer of ownership in Corporate America reminds 
me of the 2000-2002 “Tech Wreck”.  Slow, very slow, and painful.  Yet, for those 
of us who quietly, methodically and thoughtfully added along the way, were well 
rewarded for our patience.  AKA; Five Year Money!  (Read it here). 
 
Sign #2 is negative. 
 

3) Indicator: Leading Economic Index (LEI) 
 Where to find it: www.businesscycle.com or https://www.conference-

board.org/data/bci.cfm 
 What to look for: Trends up or down for three to four months 

 
(Negative) [Reduced from positive to neutral in July 2022 and neutral to negative 
in August 2022] 
 
The Conference Board is the creator of The Leading Economic Index (LEI).  For 
almost fifty years they have tracked and reported on their ten key economic 
inputs with an exceptional record of accuracy. 
 
The LEI is our peek around the economic corner to see what might be happening 
six to nine months in our economic future.  This month the LEI reported in at        
-.30% and is the fifth consecutive monthly contraction.  Thus, Sign #3 has rapidly 
shifted to solidly negative in the most recent data (August 2022) from “barely 
positive” just a few months ago. 
 
Here is the data flow for 2022 YTD: 
 
 2022 
 January -.30% 
 February +.30% 
 March  +.30% 
 April  -.30% 
 May  -.40% 
 June  -.80% 
 July  -.50% 
 August -.30% 
 
Over the last six months the LEI has dropped to a -2.70% between February 
2022 and August 2022.  This is a reversal from +1.70% over the previous six 
months. 
 

http://www.wealthstratgroup.com/blog/the-weekly-update-for-1-7-2022
http://www.businesscycle.com/
https://www.conference-board.org/data/bci.cfm
https://www.conference-board.org/data/bci.cfm
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Being a “fact finder” type, I read the entire LEI report looking for weirdness in the 
detail.  “Jackpot”!  Here it is.  Per the Conference Board (creator of LEI) the 
“average work week” in manufacturing contracted in the last four to six months – 
a notable sign, as firms reduce hours before reducing their workforce. 
 
As noted above, I reduced Sign #3 from positive three months ago and detailed 
in last month’s summary we were in a recession right now, based on the 
definition by the man who invented the word “recession” in the 1970’s, Julius 
Shiskin, Census Bureau Chief Economist. 
 
This month the Conference Board reports, “The Federal Reserve’s report 
tightening of monetary policy to counter inflation pressures projects a recession 
in coming quarters.”  Too little too late!  We are in a recession now and the 
question is how deep, how long the impact on the earnings of Corporate 
America and how much of this is priced into the current reduced 
valuations. 
 
Sign #3 is negative. 

 

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 good news, as I have written here before, is that as long as people remain 
employed, the recession we are currently in should remain fairly moderate. 
 
The bad news is that should inflation remain high, the Federal Reserve will 
continue to increase interest rates, which historically has reduced economic 
growth. 
 
Fed Chairman, Jerome Powell, has clearly stated that current Fed policy is to 
reduce inflation, even if it causes higher unemployment, and/or a recession.  
Based on this month’s jobs creation, it now seems reasonable for us to expect 
additional interest rate increases.  This will cause increased unemployment and 
push toward a deeper recession and possibly a deep worldwide recession. 
 
As long-time WSG client family readers know, my favorite dead economist is 
Marty Zweig, who coined the phrase, “Don’t fight the Fed”.  In our ongoing effort 
to “not make our client family poor” we remain heavily allocated toward our 
“cash” shock absorber position in the asset allocation.. 
 
My favorite living economist, going back to my memorable lunches with him in 
the Steinberg Conference Center at The Wharton School (1992-1994), Dr. 
Jeremy Siegel, was recently quoted saying, “I see inflation going down 

http://www.bls.gov/
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everywhere, and the Fed saying we have got to be tighter (higher interest rates) 
for longer, I think can drive this country into a recession, a deep recession” 
(9/28/2022). 
 
Conclusion:  The Fed is tracking “lagging” data like jobs and housing inputs in the 
CPI.  Just as I wrote here from mid-2020 to early 2022, inflation was not 
“transitory”.  The Fed is now late and are overreacting, and all we can hope for is 
that they don’t hold higher interest rates longer than 3Q2022.   
 
For now, Sign #4 is positive, but getting weaker. 
 

5) Indicator: Durable goods spending 
 Where to find it: www.census.gov (Monthly Advance Report on Durable 

Goods Manufacturers’ Shipments, Inventories and 
Orders) 

 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)…Barely (again) 
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. 
 
This month’s new orders decreased -.20%.  I am not one of those who torture the 
data until it says what I want it to say.  That said, if we wanted to know a touch 
more about the consumer and doing without certain items “if need be”, we would 
exclude new orders for defense and transportation equipment.  Without these 
two non-consumer items new orders would be -1.10% versus -.20%.  Not good! 
 
This month there were several revisions to the prior month’s data flow.  Here is 
the updated data for 2022 YTD. 
 
 2022 
 January  +3.10% 
 February -1.50% 
 March   +.70% 
 April   +.40% 
 May   +.80% 
 June  +2.20% 
 July   -.10% 
 August  -.20% 
 
Note to self, the reason this sign is barely positive is because underneath the 
complete report, the consumer is clearly not buying as much of the stuff they can 
do without, i.e., -1.10% versus -.20% above. 
 

http://www.census.gov/
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Shipments increased a healthy .70%.  The data clearly suggests this is related to 
the backup in shipping from China breaking loose. 
 
Unfilled orders, up twenty-four consecutive months, increased +.50%.  This is a 
positive, as it suggests back orders continue to be filled, yet also conflicts with 
“hours worked” in Sign #4 (New Jobs created). 
 
This month both “freight transportation” and “truck tonnage” shipped are up.  This 
is a good sign as it is holding up even in the weakness, we are experiencing in 
new home construction.  This is why Sign #5 remains positive this month, barely. 

 

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 

 
Per Yardini Research dated 9/29/22 the revenue estimate for Corporate America, 
as measured by the S&P 500, for full-year 2022 remain at a record high. 
 
Despite a slight reduction to account for the impact of inflation, S&P 500 earnings 
per share for full-year 2022 are estimated at $238.23 per share, well above the 
projected $235.00 per share despite a down September from our corporate 
leaders. 
 
On Friday, 9/30/2022 the S&P 500 closed at 3,585.62.  Price divided by Earnings 
(P/E Ratio) is a measure of risk.  A higher ratio suggests higher risk.  Taking 
3,585.62 and dividing it by the $238.23 earnings estimate from above suggests a 
P/E ratio of 15.05x.  Per J.P. Morgan Guide to the Markets 6/30/22, the 25-year 
average P/E for the S&P 500 is 16x. 
 
When the Dow Jones Industrial Average (DJIA) dropped 20% in six hours on 
10/19/1987 it was from a P/E ratio of 24x.  We sit today at almost 37% below 
those crash levels. 
 
Per my friend, Mike Williams of Truvestments, the S&P 500 without tech included 
trades at 10x earnings, Small Cap 600 at 6x and Large Cap at 8.5x as of 
9/29/2022. 
 
None of these numbers, no matter how you slice it, suggests the market 
valuations should be off the amount they are, hence we are without a doubt in 
the emotion and fear driven sell zone. 
 
Let’s plug in our quick calculation to assist us in determining where we are for 
“Fair Market Value” (FMV). 
 
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 

http://www.standardandpoors.com/


 

10 

 

(GDP) for the 2Q2022 “Third Estimate”, released September 29, 1022, of 
+9.00%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 
This month’s calculation is going to sting once again as the inflation rate remains 
elevated at +9.00% and up from 7.60% a few months ago. 
 
Take a peek! 
 

• 20 – 9.00 = 11 

• 2022 S&P 500 Fair Market Value estimate $238.23 (Source: Yardini 
Research, 9/29/2022) 

• 2022 S&P 500 Fair Market Value estimate $238.23 x 11 = S&P 500 (FMV) 
2,620.53 

 
As of 9/29/2022, the S&P 500 trades at 3,585.62, or a 36.82%, premium to S&P 
500 (FMV) of 2,620.53 
 
We will not stop using the Rule of 20, but there seems to be little doubt that using 
a multiplier of 11 appears to be a head fake. 
 
Sign #6 remains 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 

 
(Negative) 
The Producer Price Index (PPI) measures inflation at the factory input level.  This 
month’s data continues to support the fact that we have seen the peak of inflation 
increases with input costs continuing to drop.  Three months ago, PPI was 
+11.20% YoY.  Two months ago, +10.90 YoY last month +9.50% YoY.  Our 
current month drops to 5.60% annualized YTD. 
 
The CRB Raw Industrials Index appears to have crested and is reversing, and 
this month is down nearly -13% from the all-time high!  This precedes the PPI 
reading by about three months.  So, the inflation pressure from the cost of inputs 
is reducing. 
 
The Consumer Price Index (CPI) is meant to measure inflation at the household 
level.  This month’s CPI increased at an annual rate of +8.30% versus last 
month’s 8.50%.  We are starting to see CPI beginning to go down based on the 
PPI data flow above. 
 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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Housing is measured in the CPI as Owners Equivalent Rent (OER).  Over the 
last few years, as we all know, housing prices have continued to increase.  It 
takes about 18-24 months for this cost to catch up to the OER being reported.  
Some of this delay is the result of rental contracts maturing.  Even as gasoline at 
the pump has dropped and wages have stopped going up, and in some areas 
going down on re-hires, it will take about as long for inflation to drop down as it 
took to go up.  It could easily be 2024 before we see what our new inflation 
normal will be. 
 
After two quarters of our Gross Domestic Product (GDP) contracting on an 
inflation adjusted basis (“real” GDP) the Atlanta Fed’s “GDPNOW” reported on 
9/29/2022 a 3Q2022 GDP of +2.40%.  The GDPNOW report is based on real 
time “big data” flow and is known to be quite volatile, so we will wait for the 
advanced estimate for 3Q2022 GDP to be released the third week of October 
before we get too excited. 
 
The wild card here is to determine if the Fed has hit the brakes on our economy 
too hard, i.e., causing a worldwide recession.  Not only are they using higher 
interest rates to slow the economy down (fiscal policy) but also quietly reducing 
their balance sheet by $95 billion per month (monetary policy). 
 
These two being reduced aggressively, at the same time, has a high probability 
of not just slowing down inflation but also the unintended consequences of 
causing a death spiral recession.   
 
Sign #7 is negative. 

 
*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, 11x 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 
$238.23 turns the 2,620.53 2022 FMV into 1,905.84 and even worse if earnings 
were to drop below the example of $238.23/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. 
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•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. 
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