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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 December 2022 
 

Summary 

 
As you read this month’s update you will notice the Signs of a Changing 
Economy that have trended negative for the last several months still are.  A few 
are continuing to worsen, like the Leading Economic Index (LEI), Sign #3. 
 
In a few of the other Signs, like Personal Consumption Expenditures (PCE), Sign 
#1, spending remains robust, but anecdotal evidence causes it to remain 
negative.  Evidence like, where is the money coming from to spend on all this 
“stuff”? 
 
Short answer, “household debt” and a reduced savings rate.  In the quarter 
ended September 30, 2022, total household debt jumped $351 billion for the 
quarter up to $16.5 trillion, up 8.30% year over year (YoY).  For perspective, our 
entire U.S. economy is just a touch under $26 trillion.  Our U.S. government debt 
is now up to $31.414 trillion.  So, household debt at $16.5 trillion is a lot! 
 
The savings rate of 8.30% in January 2022 has collapsed to less than 3% as of 
November 16, 2022 (Source: St. Louis Federal Reserve 11/30/22).  Combined, 
these two have allowed people to continue spending on “stuff”.  As most adults 
know, there is a limit to both of these.  The Consumer Spending power that 
drives our economy, in fact 68.3% of our entire economy according to JP 
Morgan, is “potentially” going to hit the slow button soon.  Think January when 
the credit card bill lands in your mailbox.  It is plain as day in this month’s data 
flow.  And that is exactly why I put quotations around “potentially” above.  In my 
forty two years of experience, I have come to the conclusion that when 
something is plain as day, the capital markets have already priced it into the 
valuation of Corporate America.  For example, the LEI is in the eighth month of 
contraction.  That has “always” led to a recession.  I have argued all year that we 
are now in a recession, this too is likely built into current valuations of Corporate 
America.   
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In Sign #4 below you will see we are creating jobs and the costs are inflationary.  
The Fed is acting appropriately to get that part of the inflation monster under 
control, via increasing interest rates.  This also appears to be priced into the 
current valuations. 
 
After adjusting for inflation, the things we can do without if need be, like new 
underwear or a mattress (Durable Goods, Sign #5) are flat after adjusting for 
inflation at 8%.  But what if inflation continues to back off?  Then Durable Goods 
are trending up again. 
 
And per Sign #7, Inflation/Deflation, Inflation is still going up, but very much 
appears to have peaked.  Yes, it is increasing but at a reduced rate per the trend 
in Sign #7 below. 
 
During all this chaos since the pandemic, Corporate America has continued to 
make economists look pretty dumb.  Quarter after quarter the collective revenues 
and profits have trended higher.  Now we will hit 2023 with the lowest growth rate 
in profits as inflation costs have put pressure on all cost inputs.  This, too, has 
likely been priced into the current valuations. 
 
The negative news we are all bombarded with is brain numbing!  But what about 
this: 
 
Have you seen the following news headline in any pieces you read, programs 

you listen to or watch? 

“Dow Jones Industrial Average (DJIA) up 5,929.74 points (+20.69%) in the 

last 34 trade sessions!” 

How about this one? 

 “DJIA closes out November 2022 just 1,899 points (-5.20%) below the all-

time high!” 

Both are quantifiably true and fact-based statements.  I just created these 

headlines with data as of 11/30/2022. 

The reason you have not seen headlines like these anywhere is because: 

A) It is good news 

B) Doesn’t scare you to death 

C) Therefore, doesn’t hold your eyeballs long enough to sell you whatever 

“they” are selling 

 

In our effort “to not make our client family poor”, we did raise cash early this year.  

As true and accurate as my headlines above are, I suspect we are not “all clear” 

on this “back and fill” process quite yet. 

However, there is a surprise hanging out on the horizon, say about spring of 

2023.  The surprise is the Fed’s fastest and largest increase in interest rates will 
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have landed us in a recession.  The Fed has, by all normal measurements, 

overdone the slow down the economy process. 

The surprise will be how quickly the recession ends as the Fed backs off and 

starts reducing interest rates and how well Corporate America adjusts to all of it. 

As my friend, Mike Williams, put it: 

“What if the U.S. economy is now so diverse and driven by such strong demand 

and even stronger workforce, that it can indeed withstand and overcome the 

headwinds we are facing, without tremendous damage?” 

Well stated, I think! 

If it really is possible that all this negative stuff is built into current valuations, 

what could make values drop?  Well, more Mr. and Mrs. 401(K) fear-based 

selling as detailed below in Money Flow, Sign #2, for sure.  But past that, not 

much. 

Instead, if the Fed did see they have overdone the interest rate increases and 

begin to reduce rates sooner than most believe possible, this would be the bigger 

surprise.  Yes, the “official” recession surprise is on the horizon, but it is too 

obvious.  We all know that.  What is not priced into current values and is far from 

obvious is the Fed reversing policy sooner than expected, faster than expected 

with interest rates dropping more than expected. 

Our WSG client family will now start to see changes in our asset allocations and 

investment positions as we make changes to reduce capital gains tax impact, 

i.e., tax swaps.  In addition, we will, as stated here many times, be investing our 

cash a little at a time thoughtfully, on purpose and intentionally.  

As we look back from 2027 to today, remember Five Year Money (Read it Here),  

the next few quarters could be where we plant the seeds for potentially great 

future returns.  We just won’t know for a few years. 

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 confidence 
in our competence, execution and integrity. 

http://www.wealthstratgroup.com/blog/the-weekly-update-for-1-7-2022
mailto:Jlunney@wealthstratgroup.com
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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, January 19, 2023. 
 
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] 
 
If you are like most normal people, you have heard of the monthly survey 
referred to as the University of Michigan Consumer Sentiment Index.  As you 
would guess, the University of Michigan conducts this survey.  Most of us have 
heard of the survey and if it is suggesting a good or bad outlook for consumer 
spending. 
 
Sign #1, Personal Consumption Expenditures (PCE), is the Bureau of Economic 
Analysis (BEA) monthly release that reports how much we as consumers spend 
buying “stuff”.  From core necessities, like food and energy to healthcare, travel 
and fun “stuff”. 
 
The U of M survey suggests that if people are positive in the answers to the five 
questions asked, they will be inclined to spend more and if negative, well, they 
would spend less.  If you are like me, you have never been asked to take the 
survey.  So, here is your chance. 
 
This index is calculated based on the answers to five questions: 
 

http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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• “We are interested in how people are getting along financially these days.  
Would you say that you (and your family living there) are better off or 
worse off financially than you were a year ago?” 

• “Now looking ahead – do you think that a year from now you (and your 
family living there) will be better off financially, or worse off, or just about 
the same as now?” 

• “Now turning to business conditions in the country as a whole – do you 
think that during the next twelve months we’ll have good times, or bad, or 
what? 

• “Looking ahead, which would you say is more likely – that in the country 
as a whole we’ll have continuous good times during the next five years or 
so, or that we will have periods of widespread unemployment or 
depression, or what?” 

• “About the big things people buy for their homes – such as furniture, a 
refrigerator, stove, television, and things like that.  Generally speaking, do 
you think now is a good or bad time for people to buy major household 
items?” 

 
How would you rate your answers to those questions?  Positive outlook or 
negative? 
 
Per the most recent University of Michigan Consumer Sentiment Index the 
survey is not just negative, it remains at the second lowest levels since 1980.  
The Index started in 1978. 
 
This month the PCE was up +.50%, which is quite positive.  This most recent 
data released on 12/2/2022 is for October, so there is a lag in reporting.  The 
annual PCE is 6% and down from 6.3%. 
 
Two key points to ponder here: 
 

1) The consumer is supposed to spend less when they have a negative 
outlook and a +6% annual increase and a .30% reduction in the 
annualized is less, but not that much. 

2) The Federal Reserve uses the PCE as their preferred measuring stick for 
inflation.  The Fed has publicly stated the target rate for PCE is 2%. 

 
The people who sit on the Fed Board are very smart.  They know there are still 
more interest rate increases needed to get ahead of inflation and what I named 
“The Real Return Illusion™” back in the 1980’s. 
 
Markets are sensitive to interest rate increases.  Thus, with each increase there 
is likely to be more volatility.  We will continue to be thoughtful around our rule of 
“not fighting the Fed”! 
 
The data flow behind Sign #1 itself is positive, but for now the anecdotal 
evidence around PCE (like increased debt and less savings noted in the 
summary above.) suggest I keep it negative for this month. 
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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 

 
(Negative) [Reduced from Positive to Neutral in June 2022, from Neutral to 
Negative July 2022] 
 
This month the Refinitive Lipper Fund Flow Report (through 11/23/2022) reported 
money flowing into Equity Mutual Funds at a rather small rate of +$5.5 billion, yet 
still positive. 
 
As I read the report the one observation that jumped out was the volatility in the 
money flow.  For example: 
 
 11/2/2022 Equity Fund inflows were +$9.6 billion 
 11/9/2022 Equity Fund outflows were -$8.5 billion 
 11/16/2022 Equity Fund inflows were +$14.6 billion 
 11/23/2022 Equity Fund outflows were -$10.2 billion 
 

Net inflows +$5.5 billion 
 
As you can see, money did flow into Corporate America for the month of 
November but that +$5.5 is a sliver to the outflow of -$50.3 billion back in 
September.  To me, this data suggests we may have seen the bottom in the 
valuations of Corporate America with an emphasis on “may have”. 
 
As detailed above in Sign #1, PCE, the Fed’s dance with interest rates, to fight 
the effects of inflation on our pocketbooks, will be the key driver to continued 
volatility.  Or, if the Fed backs off on the level and number of interest rate 
increases, the stability and possible increase in the valuations of Corporate 
America. 
 
This could spell opportunity for those of us who quietly, methodically and 
thoughtfully add to our bigger financial futures during uncertain periods like this 
one, AKA, Five Year Money! (Read it Here). 
 
Sign #2 remains negative but could lean positive if money flowing in continues 
upward! 
 

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] 
 

http://www.lipperusfundflows.com/
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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In the most recent Conference Board’s report for the Leading Economic Index 
(LEI), the data flow continues to be negative.  This month’s report posted the 
seventh monthly contraction and the amount of the contraction increasing. 
 
This is what the data flow looks like for this very important peek around the 
corner.  As you observe this data flow remember the LEI contraction of this 
magnitude over a six-month period has always foreshadowed a recession. 
 
  2022 LEI 

January  -.30% 
February +.30% 
March  +.30% 
April   -.30% ----------Begin “Death Rattle” here 
May   -.40% 
June   -.80% 
July   -.50% 
August  -.30% 
September  -.40% 
October  -.80% 

 
Julius Shiskin, Census Bureau Chief Economist, created the phrase and 
definition “Recession” in the 1970’s.  Per the creator of the word, a recession is 
two contracting quarters of Gross Domestic Product (GDP), which is all the 
goods and services we produce as a country. 
 
The Bureau of Economic Analysis (BEA) reported on September 10, 2022, that 
1Q2022 GDP was -1.60% and 2Q2022 GDP was -.90%, i.e., two contracting 
quarters of GDP = recession. 
 
3Q2022 GDP is not yet confirmed positive but early reports from the Atlanta Fed, 
GDPNOW report estimates +2.83%.  While this is welcome news, it is important 
to remember this is a volatile data set and rarely ties to the actual BEA GDP 
number. Even if it holds, it would be one quarter of positive economic expansion 
and far from a trend.  Faced with the Fed’s goal of slowing PCE, Sign #1 above, 
from 6% to 2% via increasing interest rates, we have, in my opinion, at least a 
few quarters to go before this economic contraction completes its course. 
 
Sign #3 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) 

http://www.bls.gov/
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On December 2, 2022, the Bureau of Labor Statistics (BLS) reported an increase 
in employment of 263,000 new jobs.  This is well above the economists’ 
prediction of 200,000.  In addition, average hourly earnings increased +.60%, 
which is 100% above economists’ estimates of +.30%. 
 
Post WWII, the cost of labor represents approximately 20% of the inflation rate.  
(Source: JP Morgan Guide to the Markets, 9/30/2022).  The good news remains 
that more people working should help soften our current economic contraction.  
The bad news is that strength in the labor markets increased the possibility that 
there will be another .75% increase in the Fed funds rate on 12/14/2022. 
 
In a speech on November 30, 2022, Fed Chairman Jerome Powell indicated the 
Fed might increase rates at their next meeting on December 14, 2022, by +.50% 
versus the until then expected +.75%.  This jobs report and hourly wage increase 
could change that back to the expected +.75%. 
 
During our WSG Seven Signs of a Changing Economy™ conference call last 
month, I introduced the name Nick Timiraos, Chief Economics Correspondent at 
the Wall Street Journal.  Nick’s forecast for what will happen next is so accurate 
that it would not be nutty to think he is fed what is next by the Fed (see what I did 

there      ) as a trial balloon. 

 
As I write this update on December 5, 2022, Nick’s latest update (just search his 
name and it pops up) states:  
 
“Fed officials have clearly signaled plans to raise rates by .50 basis points at their 
meeting on December 14, 2022.” 
 
Nick added, “Elevated wage pressures could muddy the debate over another 
+.50% versus +.25% in February and lead officials to pencil in more hikes next 
year.” 
 
My guess is the Fed does increase the .50% next week.  The markets have 
priced this in.  But should they go +.75%, expect the market valuations to drop, 
perhaps the nearly 5% they gained when Powell implied a +.50% hike during that 
November 30, 2022, speech. 
 
As for 2023, Timiraos’ quote suggests to the Fed will wait for more data, like the 
PCE (Sign #1) and other anecdotal evidence before they let Nick tell us if it will 
be a +.50% or +.25% increase at the February 2023 Fed meeting. 
 
For now, the jobs data is not great for the market valuations of Corporate 
America, but does support the possibility for a “softer” recession. 
 
Thus, Sign #4 remains positive for now. 

 

5) Indicator: Durable goods spending 
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 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 increased +1.00%.  Shipments increased +.40% and 
inventories increased +.20%.  Unfilled orders (on back order) increased +.60%, a 
good sign. 
 
Once again, 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    -.70% 
 March    +.70% 
 April    +.40% 
 May    +.80% 
 June   +2.30% 
 July     -.10% 
 August   +.20% 
 September   +.30% 
 October  +1.00% 
    +8.00 year to date normal increase 
 
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., GDP for 1Q2022 at -1.10% and 22022 at -.60%. 
 
To clarify, Durable Goods spending data is not adjusted for inflation.  That YTD 
nominal return could reasonably be adjusted for the Producer Price Index (PPI) 
to account for the effect of inflation on the reported Durable Goods increase 
number.  The PPI data (see Sign #7 below) is collected and reported by the 
Bureau of Labor Statistics (BLS) and rests at +8.0% YTD. 
 
Thus, arguably the “real” (adjusted for inflation) growth in spending on “stuff we 
can do without if need be” is not +8%YTD, it is more like 0! 
 
Supporting anecdotal evidence, Bob Costello, the American Trucking Association 
(ATA) Chief Economist, reported this month, “For-hire truck tonnage saw the 

http://www.census.gov/
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largest single month decrease in October (most recent) since the start of the 
pandemic.” 
 
The World Container Index, which measures the cost of those 40’ containers you 
see on ships, has dropped -77.55% since January 2022.   
 
Sign #5 is flat after adjusting for inflation. 

 
 

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) 
First, let’s take a look back to one year ago.  In 2021 Corporate America, as 
measured by the S&P 500 was estimated to earn $170.00 per share.  Actual 
2021 earnings came in at $206/share for a cool +21.17% beat.  As we close in on 
December 31, 2022, full-year earnings are bouncing around $224.98.  With the 
Fed increasing interest rates dramatically over a short period of time, a +9.20% 
increase in earnings is outstanding, I think. 
 
Estimates for corporate earnings in 2023 are being reduced by many analysts.  
Yardini Research has a full-year 2023 estimate for the S&P 500 at $231.32, as of 
November 25, 2021.  If this holds, it would be a modest +2.80% increase over 
2022. 
 
One of our WSG family members recently mentioned their business revenues 
were up about 25% and their overhead costs (wages, benefits, fuel, taxes, etc.) 
were also up 25%.  So, top line growth and nothing for increased profit gains.  I 
suspect this could be extrapolated out for Corporate America in general, hence 
the +2.80% increase above. 
 
Since there are only 19 trading days left in 2022 (this is being written on 
December 5, 2022) let’s plug the numbers into our business school “Rule of 20” 
to see where the valuations of Corporate America are versus 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 3Q2022 “Advance Estimate”, released October 27, 2022, of 
+4.10%. 
 
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 for inflation seems “off”.  Last month it was 9% and the 
prior month was 10.10%.  Both inflation adjustments caused our GDP to be 
negative. 

http://www.standardandpoors.com/
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Like magic, the inflation rate used in the “Third Estimate” to make the GDP 
calculation “real”, resulted in a positive GDP estimate for 3Q2022.  Hmmm…as I 
said, sounds “off”.  But the calculation requires this number so here it is. 
 

• 20 – 4.10 = 15.9x 

• 2023 S&P 500 earnings estimate $231.32 (Source: Yardini Research, 
11/25/2022) 

• 2023 S&P 500 Fair Market Value estimate $231.32 x 15.90 = S&P 500 
FMV 3,677.99 

 
As of 12/5/2022, the S&P 500 trades at 3,991.90, right at FMV. 
 
The current 12/5/2022 price of the S&P 500 at 3,991.90 divided by the earnings 
per share estimate of $231.32 equals a Price to Earnings (P/E) ratio, a measure 
of risk, of 17.26 per JP Morgan Guide to the Markets, 9/30/2022, the 25-year 
average P/E for the S&P 500 is 16x.  Thus, we rest today close to the 25-year 
average. 
 
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] 
 
As you observe the data flow below, it would be fair for you to believe this cycle 
of inflation has peaked and is now rolling lower.  I believe that is true but don’t 
forget that even if the inflation inputs are going down, inflation is still increasing, 
just at a slower rate. 
 
Yes, the October 2022 Producer Price Index (PPI) at +8% is better than March 
2022 at +11.70%, but +8% inflation at the input level is still a ton of inflation.  
Notice also how slow the roll off is.  It has taken seven months to reduce from 
+11.70 to +8%. 
 
It would not surprise me to see it take another seven to twelve months to get 
back to 4%.  If so, that would fall right in line with my first guess that it would 
“take a few years” to normalize. 
 
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 
the inflation increases with input costs continuing to drop again this month.  More 
importantly, let’s look at the trend: 
 
  2022 PPI 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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 January 10.10% 
 February 10.40% 
 March  11.70% 
 April   11.70% --------likely peaked 
 May  11.20% 
 June  11.10% 
 July    9.80% 
 August   8.70% 
 September   8.40% 
 October   8.00% 
 
Like the PPI above, the Consumer Price Index (CPI) appears to have peaked.  In 
the data flow below notice the peak in the CPI appears to be in June of 2022 
versus March of 2022 on the PPI.  Historically, there is about a 3-month lag 
between when the input costs for PPI go up and when the causal effect hits the 
CPI. 
 
The Consumer Price Index (CPI) is meant to measure inflation at the household 
level.  This month’s CPI came in at +8.20% (very high), but again, let’s look at the 
trend: 
 
  2022 CPI 
 January 7.50% 
 February 7.90% 
 March  8.50% 
 April  8.30% 
 May  8.60% 
 June  9.10% --------likely peaked 
 July   8.50% 
 August 8.30% 
 September 8.20% 
 October 7.70% 
 
Certainly, the trend down is not as steep as PPI above, but an improving trend, 
yet still negative! 
 
Recall, housing is over 33% of the CPI data input and it is very sticky.  That just 
means it took two years to goose the CPI data input up as rents were renewed at 
higher rates and housing prices peaked.  It will be about the same amount of 
time to see that input recede, i.e., sticky! 
 
The “second estimate” for 3Q2022 Gross Domestic Product (GDP) came in at 
+2.90%.  When the Bureau of Economic Analysis (BEA) reported GDP, they 
used a +4.40% inflation rate adjustment to make it “real”, i.e., net growth after 
adjusting for inflation. 
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It would be easy to argue that adjustment for inflation should be the 6% PCE rate 
(a Fed favorite inflation indicator), the PPI number above at 8% or the CPI 
inflation rate above at 7.70%. 
 
Again, I am not inside the circle of trust over at the BEA, but it doesn’t take a 
think tank to reason that 4.40% inflation is low.  If the PPI were used as the 
deflator to make GDP “real”, it would make GDP a negative -.70%.  More 
realistic, in my opinion. 
 
Because the inflation rate is less bad than at the likely peak does not make Sign 
#7 any better than 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, 15.90x the expected Earnings per Share.  Both EPS 
and the multiple of 15.9 could drop.  The earnings could be reduced due to the 
consumers spending less.  The multiplier of 15.9 could drop to, say 8 for 
example, if investors were to get scared and become risk adverse.  All of a 
sudden 8 x $231.32 turns the 3,677.99 2022 FMV into 1,850.56 and even worse 
if earnings were to drop below the example of $231.32/share!  This is the 
multiplier risk and earnings risk I personally worry about.  It may never occur, but 
what an unfortunate event it would be if it did, and we had not prepared for it as a 
possibility.  Thus, I am glad we have! 

 

   

 
The opinions voiced in this material are for general information only and are not 
intended to provide specific advice for every client. 

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

Copyright © 2008. The Wealth Strategies Group. All rights reserved. 
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