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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 September 2022 
 

Summary 

 
This month in Sign #7 Inflation/Deflation and GDP, you will meet Julius Shiskin.  
It was Shiskin, who was the Census Bureau Chief Economist, that created the 
word “recession”.  He penned an article in the New York Times introducing the 
term, the definition and why he invented it.  For now, let’s focus on the definition, 
from the creator of the word.  Recession equals two consecutive contracting 
quarters of economic growth. 
 
As of this writing on September 10, 2022, the U.S. economy, per the Bureau of 
Economic Analysis (BEA), has contracted -1.60% in 1Q2022.  In 2Q2022 our 
economy contracted -.90%.  As of September 9, 2022, the Atlanta Federal 
Reserve predicts 3Q2022 to be contracting at -5.80% to -6.10% via their 
“GDPNOW” report. 
 
The GDPNOW report is known to be volatile until final, as it is real time “big data” 
flow being reported.  That noted, it seems unlikely that our economy will jump to 
positive from -5.80% to -6.10% in the next 30 days, i.e., we are in a recession, 
and it is not improving according to the man who invented the word.   
 
All is not lost, far from it!  As you will read in this month’s update, the majority of 
the dataflow is negative to the point you wouldn’t be nutty to think it can’t get 
much worse. 
 
For me, the one data point that has me more concerned than the others, is Sign 
#3, the Conference Board’s Leading Economic Index (LEI).  If you read nothing 
else, read Sign #3 below. 
 
As you read Sign #3, as well as the others, remember, great things are coming 
for those of us who can remain patient.  Make sure you stay focused on your 
plan, your goals, your needs and your happiness!  
 
These are the only indexes that matter! 
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Please read that again. 
 
Personally, I would rather miss a touch of upside valuation potential than re-live 
some of the nasty drawdowns in value that have happened along the way to 
higher highs. 
 
Our WSG team remains focused, aware and ready to make thoughtful changes 
in our asset allocations and investment positions if and when warranted. 
 
As a WSG family member, your responsibility is to work with us to plan now while 
the valuations of Corporate America remain reasonable. 
 
All plans start with each person’s constraints for time, risk and volatility but 
should also include: 
 

A) No debt where possible 
B) Cash reserves at each person’s comfort level.  At least 6 months of 

expenses 
C) Monthly expenses known 
D) Monthly income sources ID’d to cover C above 

 
Today, right now, is the time to make sure you have cash levels, asset allocation 
amounts and investment positions that will not negatively impact your lifestyle 
package going forward. 
 
As we decide on how to best assist our WSG family on achieving their bigger 
financial future, our goal will be focused on you meeting your goals, calmly, 
logically and with patience. 
 
Our WSG rules remain the same: 
 

1) To not make our client family poor 
2) No one knows the future 
3) Don’t fight the Fed 
4) Five-year money (read it here 1/7/2022 Weekly Update) 

 
Please don’t miss your bigger financial future but do have a plan.  A financial 
plan that you can trust.  Promise yourself and your future self that you will not 
waiver.  A financial plan where all your effort will be on meeting your goals 
calmly, logically and patiently over time.  If you don’t have one of these, call me 
and we’ll update your current plan, or create a new one that will work better for 
you. 
 
This month’s Seven Signs are updated below.  As always, I have added some 
unique insight with my comments.  Just scroll down to view these now. 
 

http://www.wealthstratgroup.com/blog/the-weekly-update-for-1-7-2022
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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, October 13, 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] 
 
In the July issue of The Seven Signs of a Changing Economy, under this Sign 
#1, Personal Consumption Expenditures (PCE), I combined the negative trend in 
sign #3 below, Leading Economic Index (LEI), with the negative data on inflation, 
measured and reported in Sign #7 Gross Domestic Product (GDP) below.  When 
these two negative trends were observed with this deteriorating, but not yet 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/


 

4 

 

negative Sign #1 (PCE) I wrote, “it is enough for me to change Sign #1 to 
negative, even through my own criteria suggests not to.” 
 
The PCE did not have the three monthly decreases I originally outlined in the 
green box above when I created The Seven Signs of a Changing Economy tool.  
This month, the most recent PCE increased +.20%.  This suggests I was wrong 
to reduce this Sign #1 to negative in July. 
 
Maybe! 
 
The anecdotal evidence that supported the leap to make the change to negative 
on Sign #1 are the inputs for both Sign #3 (LEI) and Sign #7, (GDP) remain 
negative.  Thus, supporting the change. 
 
In addition, a strong argument can be made that some of this PCE increase is 
negative based spending, i.e., it was on credit card.  Unpaid balances on credit 
cards have increased over $100 billion dollars, or 13%, year to date. 
 
My observation is that consumers are indeed still spending but much more 
slowly, more planned and less overall.  Per Microsoft’s most recent Consumer 
Trends Report they published some “Big Data” themes for many different 
industries.  A few key big data word searches were like these: 
 
 Travel: “cheap” and “discount” 
 Retail: “good deals” on XYZ and “free shipping” 

Automotive: “hybrid” and “alternative vehicle” up 300% (suggesting a 
correlation between pain at the pump and a new car type choice) 

 
Clearly the theme here is the desire to buy “stuff” remains, but the desire to be 
more economical (cheap) is driving the decision. 
 
This month Sign #1 remains negative, even though it technically isn’t.  Simply 
put, the forward-looking data, especially from Sign #3 (LEI) and Sign #7 (GDP), 
could through their negative feedback loop, impact Sign #1 later this year.  I hope 
I am wrong. 
 
P.S.  Sea Intelligence Research just reported on 9/7/2022 that 5.8 million 
shipping containers remain stuck in shipping terminals/ports.  This is 5x the 10-
year average.  One of the largest Chinese manufacturing centers is Chengdu, 
China (home to over 21 million people) was just shut down by Chinese officials 
for Covid.  Translation: do your holiday shopping now!  Restocking will be light in 
2022. 
 

2) Indicator: Institutional Money Flow 
 Where to find it: www.lipperusfundflows.com   
 What to look for: Increasing or decreasing prices on high volume of large 

block trades 

 

http://www.lipperusfundflows.com/
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(Negative) [Reduced from Positive to Neutral in June 2022, from Neutral to 
Negative July 2022] 
 
Like the Fear vs. Greed indicator, the Bank of America has its version of the Fear 
Index, which they call the “BofA Bull and Bear Indicator”. 
 
“Bull” implies a positive outlook for market returns while “Bear” implies a negative 
outlook for performance. 
 
Here is their 8/26/2022 update: 
 

 
 
Yes, sir!  “0.0%” are positive. 
 
This is rare air.  In my forty-year career I have seen this level of fear on only two 
other occasions, at the end of The Great Recession in March of 2009 and right 
after the pandemic induced shutdown of the planet in March of 2020. 
 
No one, including me, knows the future, yet it would be reasonable to ask 
ourselves, “What happened after those two prior 0.0% readings?”  Well, since 
The Great Recession, the Dow Jones Industrial Average (DJIA) is up more than 
300% and it is up over 10,000 points, or about 50%, in the roughly 2 ½ years 
since the pandemic bottom. 
 
In my opinion, we are likely clunking along, or close to, the bottom of this “back 
and fill” bear market cycle.  Combined, the money flow and negative sentiment 
detailed above suggest the June 16, 2022 lows in valuation “should” hold. 
 
“Should” is much different than “all clear”.  Ned Davis Research (NDR), one of 
my favorites because they are way more right than not, has a rule of thumb I 
happen to think makes sense, especially if you look for trends, like I do.  NDR 
suggests a new bull market is marked by a 20% gain from the low for a 
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“sustained period of time”.  Per NDR, 50 days is a sustained period of time.  As a 
benchmark, let’s quantify what that could mean.  For this example, I will use the 
tech leaning NASDAQ. 
 
 NASDAQ low 6/16/2022 at 10,646 
 Up 20% would represent 12,775 
 NASDAQ hit 12,854 on 8/9/2022 
 As of 9/10/2022 the NASDAQ is at 12,112 
 
We have come up 20% off the lows, are bouncing around and the trend looks 
good.  Plus 50 days puts us, coincidentally, about where I have been suggesting 
it gets better and that is post the mid-term election on 11/8/2022. 
 
We are not in an uptrend yet and Sign #2 remains 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        
-.40% and is the fourth consecutive monthly contraction.  Thus, Sign #3 has 
rapidly shifted to solidly negative in the most recent data (July 2022) from “barely 
positive” in the May 2022 Seven Signs update. 
 
Here is the data flow for 2022 YTD: 
  
 2022 
 January  -.30% 
 February +.30% 
 March  +.30% 
 April  -.30% 
 May  -.40% 
 June  -.80% 
 July  -.40% 
 
There is no hard and fast rule for when the LEI data shows up in the expansion, 
or contraction, of our economy.  Per the Conference Board’s own data, it is “six 
to nine months”.  This would seem to imply that six to nine months from April 
2022 we would see the economy contracting. 

http://www.businesscycle.com/
https://www.conference-board.org/data/bci.cfm
https://www.conference-board.org/data/bci.cfm
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The data flow tends to fluctuate and that is the reason I don’t label it as a 
“negative” indicator until we observe three to four months of contraction.  Clearly, 
we have four months of contraction and to my eyes that trend simply confirms the 
six to nine months starts counting down from April 2022.  Thus, the LEI is 
suggesting a contacting economy starting October 2022 through at least January 
2023. 
 
Per Yale Hirsch of The Stock Trader’s Almanac fame, September and October 
are historically the two worst performing months of the twelve.  As I write this 
update on September 10, 2022, we will continue to be patient with the cash we 
have raised from higher prices earlier this year.  It seems prudent to have cash in 
our money market accounts as a “shock absorber” since the increasing interest 
rate environment we are in will be a headwind for most investment categories. 
 
Sign #4 remains 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) 
It is nice to see Sign #4 as positive, since the first three Signs of a Changing 
Economy above have all been negative!  It is normal to see wave after wave of 
layoffs during a normal recessionary period. There have been a few 
announcements of layoffs but not wave after wave. 
 
The reality remains that higher prices caused by inflation have yet to slow 
demand across most all sectors of Corporate America.  This is a good news/bad 
news story.  After energy costs, labor costs are the second largest cause of 
inflation, post-World War II. 
 
So, the bad news is that should inflation remain high, the Federal Reserve will 
continue to increase interest rates, which will reduce economic growth (see Sign 
#3 LEI above). 
 
The good news is that as long as people remain employed, the economic 
contraction we are currently in should remain a moderate contraction.  Hey, I 
heard that too!  “We are not in a recession”.  I saw a few politicians on TV say 
that with a straight face. 
 
As noted in this month’s summary above, it has been a long-accepted fact that 
two consecutive down quarters of economic growth is considered a recession.  
Fact, not fiction.  The real growth rate of all the goods and services we produce 
in our country (GDP), see Sign #7 below, for 1Q2022 was -1.60% followed by the 

http://www.bls.gov/


 

8 

 

Bureau of Economic Analysis (BEA) 2Q2022 of -.90%.  That is two contracting 
quarters in the economy, back-to-back, and therefore puts the U.S. officially in a 
recession. 
 
In the most recent release, the Bureau of Labor Statistics (BLS) reported 315,000 
new jobs were created.  Anything above 200,000 is considered positive.  In 
addition, new claims for unemployment dropped to the lowest levels since 
November 2021.  This data, being an inflation input, will put upward pressure on 
interest rates, which could cause downward pressure on the valuations of 
Corporate America in late 2022 and early 2023.  Yet, as noted above, should 
prevent a longer and deeper recession. 
 
Sign #4 is positive. 

 

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 
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 was a reduction, but so small that 
it was reported by the U.S. Census Bureau as “unchanged”. 
 
Shipments, up fourteen of the last fifteen months, increased +.40%.  Unfilled 
orders, up twenty-three consecutive months, increased +.20%. 
 
Of this data set, new orders is where you want to focus your attention.  Nothing 
happens without the new order coming in!  Let’s look at the trend for more 
clarification. 
 
 2022 
 January +1.40% 
 February -2.20% 
 March  + .80% 
 April  + .40% 
 May  + .70% 
 June  Unchanged 
 
Yes, I am writing this update on September 10, 2022, but the most recent data is 
from June 2022.  The data collection process “lags” two months to reporting.  In 
May we were getting our first reports post-Covid Delta variant lockdowns for 
certain parts of America.  Thus, a pent-up demand in the dataflow. 
 

http://www.census.gov/


 

9 

 

It is a bit of a conundrum to have Sign #1, Personal Consumption Expenditures 
(PCE) negative and stuff we can do without Sign #5 being positive.  The data will 
eventually tell the truth, but for now, my take is these durables, like my 
dishwasher, were on backorder and now just getting delivered and paid for. 
 
Sign #5 is our canary in the coal mine, as this data measures “stuff” we can do 
without.  This month’s goose egg combined with Sign #1 (PCE) and Sign #3 
(LEI) strongly suggest the July and August reports will not be awesome. 
 
For now, Sign #5 remains positive, 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 

 
(Positive) 
It turns out that Corporate America is run by some very bright and resourceful 
people.  After the planet was shut down in February 2020, it would have been 
normal to expect the earnings of Corporate America to take a serious hit.  That 
did not happen. 
 
As we entered 2021, Earnings per Share (EPS) were projected to be $170.00 per 
share for the S&P 500.  The actual came in 22% higher at $208.00 per share. 
 
For 2022 full-year earnings per share were projected to be $220.00.  Per Yardini 
Research as of September 6, 2022, the S&P 500 EPS are tracking a full year at 
$237.65.  This represents an increase of over 14%. 
 
With only a few months left in 2022 it is normal to see EPS estimates trickle in for 
2023.  LPL Financial has estimated 2023 S&P 500 EPS to be $244.00.  If that 
happens it would represent an increase of +17.30% in just two years to the 
highest EPS ever. 
 
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 
(GDP) for the 1Q2022 “Second Estimate”, released September 7, 2022, 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. 
 

http://www.standardandpoors.com/
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Take a peek! 
 

• 20 – 9.00 = 11 

• 2022 S&P 500 Fair Market Value estimate $237.65 (Source: Yardini 
Research, 9/7/2022) 

• 2022 S&P 500 Fair Market Value estimate $237.65 x 11 = S&P 500 
(FMV) 2,614.15 

 
As of 9/9/2022, the S&P 500 trades at 4,067.36, or a 55.59% premium to S&P 
500 (FMV) of 2,614.15. 
 
The current 7/6/2022 price of the S&P 500 at 4,067.26 divided by earnings per 
share estimate of $237.65 equals a Price to Earnings (P/E) ratio, a measure of 
risk, of 17.11x.  Per J.P. Morgan Guide to the Markets 6/30/2022, the 25-year 
average P/E for the S&P 500 is 16x.  Thus, we rest today at close to the 25-year 
average. 
 
The Rule of 20 has historically been a solid tool for making an estimate of current 
Fair Market Valuations (FMV), versus being overvalued or undervalued.  In the 
current environment where inflation spiked, which appears to have peaked and is 
now starting to reduce, it might be better to use the Price to Earnings (P/E) ratio 
vs. the Rule of 20 for our FMV calculation. 
 
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) [Turned negative in May 2022] 
 
Back in the 1970’s inflation period the Census Bureau’s Chief Economist was 
Julius Shiskin.  When the economy started to break down, Shishkin, who 
gathered and reported the data, thought the word “depression” was too strong.  
Shiskin decided to invent the word “recession” and he then introduced it as “two 
consecutive quarters” of contraction in the economy via a New York Times 
article. 
 
This two-quarter contraction definition has stood for over 50 years, whether 
politicians like it or not.  So, we are, by definition, in a recession as noted above.  
1Q2022 Gross Domestic Product (GDP), all the goods and services we create as 
a country, contracted -1.60%.  In 2Q2022 the contraction was -.90%.  As of 
September 9, 2022, the Atlanta Fed’s “GDPNOW” report has 3Q2022 real GDP 
(adjusted for inflation) at -5.80% to -6.10%. 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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Clearly, our almost $25 trillion economy is growing, as our GDP just two years 
ago in 2020, was $20 trillion.  But, when adjusted for inflation to make it “real”, we 
are contracting.  However, the key inputs are measuring the reality that the peak 
inflation is likely in, inflation leveled off and is starting to drop. 
 
The Produce Price Index (PPI) measures inflation at the factory input level.  This 
month’s data suggests we may have seen the peak and input costs starting to 
drop.  Three months ago, PPI was +11.20% YoY.  Two months ago, +10.90% 
YoY and now +9.50% YoY. 
 
The CRB Raw Industrials Index appears to have crested and is reversing, at 
least for this most recent posting, down nearly -13% from the all-time high!  This 
is a good sign, as it precedes the PPI reading by about three months. 
 
The Consumer Price Index (CPI) is meant to measure inflation at the household 
level.  This month’s CPI increased at an annual rate of +8.50% versus last 
month’s 8.60%.  We are starting to see CPI beginning to go down based on the 
PPI data flow above. 
 
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. 
 
Sign #7 remains 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, 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 
$237.65 turns the 2,614.15 2022 FMV into 1,901.20 and even worse if earnings 
were to drop below the example of $237.65/share!  This is the multiplier risk and 
earnings risk I personally worry about.  It may never occur, but what an 
unfortunate event it would be if it did, and we had not prepared for it as a 
possibility.  Thus, I am glad we have! 

 

   

 
The opinions voiced in this material are for general information only and are not 
intended to provide specific advice for every client. 
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All performance referenced is historical and is no guarantee of future results.  All 
indices are unmanaged and cannot be invested into directly. 
 
•The economic forecasts set forth in the presentation may not develop as 
predicted and there can be no guarantee that strategies promoted will be 
successful.  
•Stock investing involves risk including potential loss of principal 
•Government bonds and Treasury bills are guaranteed by the US government as 
to the timely payment of principal and interest and, if held to maturity, offer a 
fixed rate of return and fixed principal value.  
•The Dow Jones Industrial Average is comprised of 30 stocks that are major 
factors in their industries and widely held by individuals and institutional 
investors.  
•The Standard & Poor’s 500 Index is a capitalization weighted index of 500 
stocks designed to measure performance of the broad domestic economy 
through changes in the aggregate market value of 500 stocks representing all 
major industries. 
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