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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 January 2023 
 

Summary 

 
As you read this month’s update of The Seven Signs of a Changing Economy™, 
you will observe that a few key data points have continued to deteriorate yet, the 
valuations of Corporate America, as measured by the S&P 500 have trended up 
nearly +5% to start 2023. 
 
The current tug of war is the same as it has been for the last year.  That is, how 
many more interest rate hikes by the Fed and what rate of increase, versus how 
deep of a recession, for how long and how much of all of this is a known and 
therefore priced into current valuations. 
 
In Sign #2, Money Flow, Mr. and Mrs. 401(k) have continued to sell their mutual 
fund positions at record levels.  Sources cited below.  It is important to remember 
that every transaction has two sides.  For all those billions flowing out, it his 
highly likely there is a hedge fund billionaire buying the other side of their fear-
based selling. 
 
In Sign #3, Leading Economic Index (LEI), our peek around the economic corner 
six to nine months in the future, think July 2023 – October 2023, is picking up 
steam to the downside.  It has now reported the fastest and deepest drop since 
The Conference Board started this Index. 
 
The famous proverb dating back to 1650 comes to mind, “It’s always darkest 
before dawn”.  So, if this rings true, it’s right before things get better that they are 
the hardest. 
 
I know, it doesn’t make sense! 
 
The chart below is from the “Investors Intelligence Sentiment Survey” as of 
1/3/2023.  The blue data flow is noisy, so focus on the red line.  It is the 52-week 
moving average and tends to reduce the noise. 
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What this data flow represents is how positive (bullish) the investment outlook is 

versus negative (bearish).  Notice the green horizontal arrow and specifically that 

only two times since 1988 has the red line been below where it is now. 

 

In English this says investment advisors are petrified, i.e., so afraid of what’s next 

they are not buying at these reduced valuations.  Hmmm!  What happened on 

these two prior occasions when the red line was below the green arrows? 

Post 1995:  Five straight years of +20% rates of return 

Post 2009:  The market went up approximately 450% into the 2020 

pandemic. 

 

As you observe the five green circles around 1987, 1990, 1994-1995, 2008-2009 

and 2016 it becomes obvious these were times of emotional stress, cloudy 

outlook, and emotional selling. 

In the purple circle representing “now”, it would be safe to say the same three 

elements are present. 
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Right now is only the sixth time in the last 35 years that we as investors have 

collectively had a more negative outlook. 

In retrospect, and for now, would you say those were a good time to sell your 

investments in Corporate America, or to be a buyer? 

You know what I think. 

And now… 

“NEVER” Before! 

The first chart below is also “a first”! 

Since data has been reported by the American Association of Individual Investors 

(AAII), back 36 years ago, there has NEVER been a period where “Bullish 

Sentiment” (positive outlook) came in at 0 for the entire year.  Until 2022! 

 

This second chart is the AAII Bull/Bear Ratio, i.e., positive outlook versus 

negative investment outlook.  For the entire year of 2022 there were more 

negative investors than positive. 

 

The cool part is we had enough foresight to sell close to 70% of stock positions in 

most of our client family accounts early last year. 

We own fine investments, on purpose, with the remaining approximate 30%. 

Our intention is to be thoughtful on our re-entry over this year.  It is in the nutty 

times, like now, where the gains we make a few years from now are made. 
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As you will read below in Sign #7, Inflation/Deflation, the inflation rate is dropping 

just as I have been suggesting it might.  It is highly probable that around mid-May 

to mid-June, the Federal Reserve will see the economic effects they desired by 

increasing interest rates the most ever in the shortest period of time ever. 

At the same time, it is equally probable that we see Corporate America will have 

risen to the economic firestorm of 2021/2022, much like they always have with 

profits being reported above economists’ estimates. 

In my view of this tug of war, the future interest rate outlook is becoming more 

“known”.  The recession fear of how deep and how long is getting less cloudy as 

we emerge from the darkest of the darkness.  All good to know, watch emerge 

and think about. 

I understand, it does not make sense, so just look back over the last several 

decades and make a “note to self”, it has never made sense to invest when 

values are down, but that is where the “Five Year Money” (Read it Here) returns 

are started. 

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. 
 
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, February 16, 2023. 

https://www.wealthstratgroup.com/blog/the-weekly-update-for-1-7-2022
mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
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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) take a little time for the Bureau of 
Economic Analysis (BEA) to collect.  Thus, the data in this month’s update is for 
November 2022 and was released on December 23, 2022. 
 
In this update I have always used “chained (2012) dollars” for the data flow.  
Chained dollars is just a fancy way of saying adjusted to 2012 costs to account 
for inflation. 
 
This month the PCE reported a goose egg, i.e., 0% growth. To me, this suggests 
December will report at, or below, “goose egg” level.  Back in the November 
2022 update for Sign #1 I wrote: 
 
“We are fast arriving at a Personal Consumption Expenditure (PCE), (think 
January 2023 when the holiday shopping credit card balance lands in the 
mailboxes of Household America).” 
 
Perhaps, this reduction in PCE is an anomaly, say the quiet before the storm, 
because we already know from MasterCard Spending Pulse 2022 holiday sales 
were the largest ever!   
 
Longtime readers know that I report here in Sign #1, usually in the February 
issue, each year that I predict holiday shopping sales will be the largest ever for 
whatever year it is.  Correct again for 2022! 
 
2022 holiday retail sales were up +7.60% versus 2021 the highest ever recorded 
on earth.  (Source: MC Spending Pulse).  The December 2022 PCE will report 
the third week of January 2023.  My guess is it will be above 0, but I suspect 
January and February 2023 will represent the bottom for this PCE drawdown 
cycle. 
 
A less known statistic is that the effect of interest rate increases takes about 18 
months to work their way through the economy.  So, this spring should be the 
point where the Federal Reserve starts to see the effects of their rate increases 

http://www.bea.gov/
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or possibly reduce, depending on the data flow.  As investors we want to have 
our cash reserves invested ahead of this type of news. 
 
Sign #1 is, and will remain, negative, most likely until summer. 
 

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] 
 
As of the market close on Friday, 12/23/2022 the valuations of Corporate 
America, as measured by the S&P 500, were down -19.30% for 2022, marking 
the seventh worst year on record dating back to 1928.  (Source: LPL Research, 
12/27/2022) 
 
Knowing that, it was not surprising to see the B of A Global Research report of 
12/23/2022) stating the week saw net selling of equities of $41.9 billion (for the 
week).  The highest ever! 
 
For the period between 12/7/2022 and 1/4/2023, net outflows of equity mutual 
funds were -$65.6 billion.  (Source: Lipper Fund Flows Report dated 1/4/2023).  
This relentless selling by investors has been a lot like watching a slow-motion 
train wreck.  Recall that September of 2022 saw -$50.3 billion flow out of equity 
mutual funds.  Also huge. 
 
A few observations of mine are that one, that is tremendous outflow and strongly 
suggests that those investors who are fearful and want out have mostly left the 
building.  Two, it suggests the capitulation that tends to happen at major market 
bottoms is in the final process of completing itself.  Three, remember there are 
two sides to every transaction.  As valuations dropped, per the detail in the first 
paragraph above, there are buyers on the other side of those billions in the 
mutual fund sales.  Think about who those non-fearful buyers might be.  We will 
soon know when major hedge funds report new buys via 13-F filings for 4Q2022.  
I have my standard $1 bet you will see huge buys being made by Buffett, Ichan, 
Ackman, Einhorn, et al.  These are the folks who are rarely fearful, and always 
happy to help the fearful Mr. and Mrs. 401(k) sell their investments. 
 
And that is how they continue to be super rich, i.e., buying low from the scared 
and selling it back to the fearful after “the coast is clear” and they are once again 
ready to invest, at much higher prices, of course.  Bottoms in valuations are pure 
ugly to watch, yet this is where all the future gains get made! 
 
Sign #2 is so negative maybe causing itself to turn positive.  I will not jump ahead 
of the data flow, but we are nibbling into our favorite investment positions with 
our cash.  So, Sign #2 remains so negative, it is starting to make it positive. 

http://www.lipperusfundflows.com/
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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, from neutral to 
negative August 2022] 
 
This data set also lags due to the collection process.  So, the most recent release 
on December 22, 2022, for the Leading Economic Index (LEI) by the Conference 
Board is for November 2022. 
 
As we have for the last few months, let’s look at the flow of the detail for this very 
important “peek around the economic corner”, LEI. 
 
  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% 
 November    -1.00% 
 
The LEI is down -3.80% over the six-month period between May and November 
2022.  A much steeper rate of decline than its -.80% contraction over the 
previous six months, between November 2021 and May 2022. 
 
Per the Conference Board, the creator of the LEI, “a decline of this magnitude 
always foreshadows a recession in coming quarters.” 
 
Low new orders for Durable Goods in Sign #5 below plus that goose egg for PCE 
in Sign #1 above combined with deteriorating consumer spending, a deteriorating 
housing market, not to mention that nagging inflation, suggests a continuation of 
the two contracting quarters for 2022 GDP, Q32022.  As of 1/8/2023, GDP 
appears to be positive for 4Q2022 in Sign #7 below, but it is not final. 
 
The silver lining in this negative detail is that the capital markets may have priced 
in much of the near-term recession risks.  For that reason, the Federal Reserve 
is likely to downshift its future interest rate hikes.  My guess is up ¼% at the 
2/1/2023 meeting, then “talk tough”, but possibly no more rate hikes.  Rhymes 
with market values should up, not down, if accurate. 
 

http://www.businesscycle.com/
https://www.conference-board.org/data/bci.cfm
https://www.conference-board.org/data/bci.cfm
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Like Sign #2 above, Sign #3 is so negative it could cause itself to turn positive.  
Another reason to begin our thoughtful, on purpose and intentional re-entry in the 
ownership of Corporate America. 

 

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 current new jobs creation detail remains good.  By keeping people employed 
the data suggests we really could have a “soft landing” for the current economic 
slowdown induced by higher interest rates. 
 
Here is a little back story on the details. 
 

• The unemployment rate is a report based on a survey of businesses.  This 
month it rests at 3.5%.  Most economists believe any level below 4% is 
inflationary, i.e., suggesting this data supports more interest rate 
increases. 

• The participation rate is a report based on a survey of households.  I like 
this measure better, as people at home have time to talk and tend to have 
“boots on the ground” intelligence.  The average participation rate 
between 1948 – 2022 is 62.84%.  As of December 2022 (most recent 
data) it is 62.30%. Arguably, below the long-term average, but close, and 
less inflationary. 

• The “quits rate” in the Job Openings and Turnover Summary (JOLT’s) 
report measures voluntary departures.  Think of people quitting for a 
higher paying job down the street. 

 
With the quit rates falling this month it indicates a slowing jobs market, 
especially in construction where the quit rate all but stopped.  You could 
assume this also means if you are laid off from your job in construction, your 
new job, if you can find one, would pay less, i.e., deflation. 
 
With recent job creation in the normal zone at 233,000 new jobs created this 
month, the participation rate flat to low and the quit rate dropping, you would 
be justified to think the cost of labor is flattening and in so becoming a less 
impactful input to the cause of inflation. 
 
Sign #4 remains positive in the sense that it could be telling us the recession 
impact is softer than most expect and also reducing the need for the Federal 
Reserve to continue increasing interest rates to fight inflation. 

 

5) Indicator: Durable goods spending 

http://www.bls.gov/
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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 

 
(Neutral) [Reduced from positive…barely, again in December and November 
2022] 
 
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 -2.10% (a huge drop) and in addition a few 
prior months’ details have been reduced.  Shipments dropped -.60%.  There 
were no changes for unfilled orders and inventory, which both reported 0% gains. 
 
Over the past few months, I have listed the new order growth sequence.  Durable 
Goods orders are not adjusted for inflation when reported.  So, I will adjust for 
inflation this month.  Since this Sign #5 is our “canary in the coal mine”, i.e., when 
the data contracts on our buying of “stuff” we can live without, the oxygen has left 
the mine – never good.  I will list the reported new orders and inflation adjusted 
new orders based on the inflation rate reported by the Bureau of Economic 
Analysis (BEA) for the Third Estimate of 3Q2022 Gross Domestic Product (GDP) 
on December 22, 2022 of 4.50%, i.e., I will reduce the release number for the 
effects of inflation, just to see what it looks like. 
 
  

2022 New Orders reported 2022 New Orders reported reduced by 
4.50% (Inflation adjusted) 

 

January +3.10% January -1.40% 

February -.70% February -5.20% 

March +.70% March -3.80% 

April +.40% April -4.10% 

May +.80% May -3.70% 

June +2.30% June -2.20% 

July -.10% July -4.60% 

August +.20% August -4.30% 

September +.20% September -4.30% 

October +.70% October -3.00% 

November -.20% November -6.60% 

 
For now, “neutral” above seems silly versus what should likely be negative, but 
let’s see what next month suggests. 
 

http://www.census.gov/
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From the sidelines, anecdotal evidence like the American Trucking Association 
(ATA) truck tonnage index dropped -2.50% this month. 
 
The Cass Freight Index is -3.90% year over year (YoY) and dropped -3.30% in 
November. 
 
This detail is for November 2022 (most recent) and it is odd to me that goods 
were not shipping into the largest holiday shopping season ever on earth.  
Perhaps the goods were already at the point of purchase for “Black Friday” and 
we will see restocking in the December and January 2023 detail.  More to follow. 

 

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 

 
Above in Sign #2 I noted that the valuations of Corporate America, as measured 
by the S&P 500 were down -19.30% as of 12/23/2022.  Based on the fact that 
valuations are a multiple of what the companies earn in profits, this would imply 
earnings are expected to be down about -20% in 2023. 
 
As of 1/9/2023 the consensus of economists is calling for a -4.40% year over 
year (YoY) decline in S&P 500 earnings per share (EPS). 
 
There are many different ways to measure if market valuations are too high, or 
too low, based on the earnings of the companies that support them.  2022, a very 
difficult economic backdrop for Corporate America to operate in, produced about 
$224.98 in earnings per share for around a +9.20% gain, yet valuations are down 
-19.30%. 
 
Say it out loud, “Fear-based selling = billionaire buyers getting richer”. 
 
Estimates for corporate earnings in 2023 have been reduced by most analysts, 
by about .4%.  Yardini Research has full-year 2023 estimates at $229.52 for the 
S&P 500.  Based on the S&P 500 value on 1/13/2023 that is a Price to Earnings 
Ratio (P/E ratio – a measure of risk) of 17.37x.  Right at the 25-year average of 
16.82%. 
 
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 “Third Estimate”, released December 22, 2022, of +4.50%. 
 
The result becomes your multiplier and is multiplied by the respective year’s 
earnings per share to calculate the Fair Market Value (FMV). 
 

http://www.standardandpoors.com/
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• 20 – 4.50% = 15.5x  

• 2023 S&P 500 Fair Market Value estimate $229.52 x 15.50 = S&P 500 
FMV 3,557.56 

 
As of 1/13/2023, the S&P 500 trades at 3,999.09, a +12.41% premium to FMV. 
 
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 written here for several months, we are in a recession right now!  There, I said 
it again.  That is not my opinion, it is a quantifiable fact from the man who 
invented the word recession and created its definition in a New York Times 
article.  His name is Julius Shiskin and he was the Census Bureau Chief 
Economist in the 1970’s. 
 
Shiskin’s definition of a recession was two consecutive contracting quarters of 
economic growth, i.e., negative GDP.  Per the Bureau of Economic Analysis 
(BEA), our GDP was -1.60% in 1Q2022 and -.90% in 2Q2022.  Per “the guy” who 
invented the word, we are in a recession. 
 
However, 3Q2022 GDP data is now flashing +3.20%, per the Bureau of 
Economic Analysis (BEA) “Third Estimate” of GDP released on 12/22/2022.  This 
data is “real”, meaning adjusted for the BEA inflation rate of +4.50%.  I hope this 
is true, that the two-quarter contraction was just a short back and fill, and that 
going forward our economic expansion continues.  Very possible! 
 
Why?  Because this data below from the Producer Price Index (PPI) and the 
Consumer Price Index (CPI) strongly suggest inflation has crested and is quickly 
contracting down to the Federal Reserve’s desired level of 2% suggesting few, if 
any, interest rate increases will be needed to fight inflation. 
 
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 again this month.  More 
importantly, let’s look at the trend. 
 
  2022 PPI  
 January 10.10% 
 February 10.40% 
 March  11.70% -------likely peaked 
 April  11.20% 
 May  11.10% 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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 June  11.20% 
 July  9.70% 
 August 8.70% 
 September 8.50% 
 October 8.10% 
 November 7.40% 
 
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 +6.50% (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% 
 November  6.50% 
 
Certainly, the trend down is not as steep as the PPI above, 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! 
 
Arguably, if the housing costs component of the CPI were to use live data as of 
today, the inflation rate would be right at the Federal Reserve’s target rate of 2%. 
 
If the data in Sign #7 holds, and it could, the inflation spike is working its way out 
of the system and economic growth is beginning once again. 
 
If true, Sign #7 will not be negative for long. 

 
*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 
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per-share earnings.  Thus, 17x the expected Earnings per Share.  Both EPS and 
the multiple of 17 could drop.  The earnings could be reduced due to the 
consumers spending less.  The multiplier of 17 could drop to, say 8 for example, 
if investors were to get scared and become risk adverse.  All of a sudden 8 x 
$229.52 turns the 3,557.56 2023 FMV into 1,836.16 and even worse if earnings 
were to drop below the example of $229.50/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. 
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