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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 2022 
 

Summary 

 
As I write this month’s edition of The Seven Signs of a Changing Economy™ on 
January 9, 2022, the economic backdrop remains quantifiably strong.  Yet, as we 
cross the calendar border into 2022, the volatility has increased for sure! 
 
As a reminder, so far there has never been a point in the history of market 
valuations where over a period of five years the values of Corporate America 
have not increased.  “Volatility”, as we laid out in last month’s issue is not “risk”.  
The difference is “time in the investments” not “timing the investments”! (Read it 
here) 
 
I suppose you could also add “human emotions” to the “time in the investments” 
equation.  I think this quote from James Grant, a long-time writer in the Barron’s 
business publication, sums it up well. 
 

“To suppose that the value of a common stock is determined purely by a 
corporation’s earnings discounted by the relevant interest rates and adjusted for 

the marginal tax rate is to forget that people have burned witches, gone to war on 
a whim, risen to the defense of Joseph Stalin and believed Orson Welles when 

he told them martians had landed.” 
 

~ James Grant 
 
Ha!  Well, let’s leave our “fear of loss” emotions out of our decision tree for the 
moment while we look at the facts! 
 
This month’s Seven Signs remains quantifiably positive.  In Sign #1, Personal 
Consumption Expenditures, what I have referred to during the pandemic as “the 
only data point what will get us to the other side of the black hole in our economic 
donut” has continued to hit its highest level since 1982! 
 

http://www.wealthstratgroup.com/p/7-signs
http://www.wealthstratgroup.com/p/7-signs


 

2 

 

People are earning money again, U.S. Treasury tax inflows just hit all-time highs 
and we all know you don’t pay taxes if you don’t earn money, they are saving 
(savings rate now stands at 6% versus the 4% average) and spending money to 
buy stuff all at the same time.  All good to know! 
 
This month Sign #2 reminds me of that old acronym, TANSTAAFL, or “there ain’t 
no such thing as a free lunch!”  Valuations rest near all-time highs but the Fear 
vs. Greed dial quantifies the emotional roller coaster we investors have been on. 
 
Our peek around the corner, Leading Economic Index (LEI) is suggesting a 
robust and growing economy six to nine months in our future, so into summer 
2022. 
 
If you do not have a job and want one, Sign #4 suggests there are close to 
11,000,000 to choose from.  This is good as the pandemic bonus checks just 
stopped coming in and those who were making more to stay home from work will 
probably start looking around for one.  This could also help ease the labor 
shortages bottleneck of 2021. 
 
Our “canary in the coal mine”, Durable Goods Spending is full of oxygen and 
chirping loudly, a great sign to see as this data set measures the purchases of 
“stuff we could do without, if need be.” 
 
Corporate earnings are the highest in history, but so are market valuations.  
Thus, the focus for 2022 will likely come down to which companies in Corporate 
America are growing, by how much and how profitably.  Hence, more of the 
“TANSTAAFL” in Sign #2 as we figure that out. 
 
Like you, I have seen many reports suggesting volatility, especially in the 
technology space, is directly related to the Fed’s telegraphing higher interest 
rates ahead.  Maybe.  But, perhaps this line of thought adds more clarity.  The 
Fed starts to increase interest rates to cool off the economy when it is expanding 
robustly, like it is now.  History has shown that market valuations tend to do well 
while the Fed increases interest rates.  What many may not realize is that when 
the Fed says they have tightened enough (raised interest rates high enough to 
slow the economy down) is when the markets have tended to pause, and in most 
historical points I have reviewed, start to go down. 
 
I intend to address this in more detail in a later update, after I complete my 
research, but in the meantime, you can look at prior points when the Fed 
announced they were done increasing interest rates.  Periods like May – 
November 2000, mid- 2006 and late 2018 into 2019.  Post all these rate increase 
pauses the valuation of Corporate America stalled and reversed.  And, in all 
cases, more of a drawdown than I would personally like to see! 
 
So, let’s stick to our current asset allocation and investment positions and let the 
data come to us as to when thoughtful change in our asset allocation is 
warranted. 
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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 complete 
trust in our competence, execution and integrity. 
 
P.S. Please join me for our monthly conference call on The Seven Signs of 
a Changing Economy.  You have the option of calling in or listening live for free 
from your computer.  To call in, simply dial 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 always on the first Thursday of each month at 1:00 p.m. 
MST/3:00 p.m. EST, unless otherwise noted.  Please mark your calendar to 
join me for the next call on Thursday, 2/17/2022. 
 
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 

 
(Positive) 
All through the pandemic I have suggested it would be Sign #1, Personal 
Consumption Expenditures (PCE), that would propel our economy to the other 
side of the Covid black hole in our economic donut. 
 

mailto:Jlunney@wealthstratgroup.com
http://www.wealthstratgroup.com/
mailto:JLunney@wealthstratgroup.com
http://www.bea.gov/
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Based on this month’s PCE report, spending is up an impressive +5.70% over 
the last twelve months.  This is the highest since 1982.  This data could be both a 
little good and a little bad.  It is good in the sense that PCE is the driver of our 
entire economy as it represents 68.80% of the U.S. economy (Source: J.P. 
Morgan Guide to the Markets, December 31, 2021).  So, good to see expansion! 
 
However, a little bad in the sense that the U.S. Federal Reserve Bank uses the 
core PCE as its tool to measure inflation.  With the above mentioned +5.70% 
being above the Fed’s target of 2% inflation we will now see the Fed become 
more proactive with the tools they have at their disposal to reduce, or “check”, 
inflation. 
 
The data in PCE is solid and positive.  Yet, if we adjust this month’s data for 
inflation to get a “real” PCE number, what the Bureau of Economic Analysis 
(BEA) refers to as “chained dollar growth” the PCE for the most recent month 
was 0. 
 
This is not a worry at this time, as there is strong anecdotal evidence like “retail 
sales” suggesting the consumer is strong.  Example:  Retail sales were reported 
for the most recent month at +18.20%.  Again, adjust for inflation and that 
reduces to +11.40%.  Personally, I believe that inflation adjustment of 6.80% is a 
touch high and I will quantify that below in Sign #7. 
 
Hey! I heard that!  Jim, what about that “largest holiday shopping season ever on 
earth” you predicted in your February 2021 issue of The Seven Signs?  Well, the 
data is still being gathered to a total, but according to Adobe Analytics e-
commerce in November was $109.80 billion, up 11.90% versus last year. 
 
By the time we see the final holiday shopping season “spend total” from 
MasterCard, my guess is that yes, it will be the largest ever and up about 4-5% 
versus the last largest ever holiday shopping season in 2020! 
 
Sign #1 remains positive. 
 

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 

 
(Positive) 
If you are a long-term “investor” in Corporate America versus a “renter” of the 
companies representing Corporate America, i.e., a “trader”, you likely feel a bit 
whipsawed. 
 
Our tool of choice to measure how investors are feeling is the American 
Association of Individual Investors (AAII) Investor Sentiment Survey.  The survey 
asks investors how positive (bullish) they are versus negative (bearish) on 
investing in Corporate America over the next six months.  Zero is total fear and 

http://www.lipperusfundflows.com/
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100 is complete greed.  This index did hit zero for the only time ever last March 
(2020) as the pandemic sushi hit the fan. 
 
Here is what whipsawed looks like: 
 
 11/9/2021 86 (Extreme Greed) 
 12/1/2021 19 (Extreme Fear) 
 12/7/2021 35 (Fear) 
 1/4/2022 68 (Greed) 
 
For all the angst and fear of 2021, Corporate America was one of the best asset 
classes to be in!  In many people’s opinion, mine included, Corporate America 
represented what we call “TINA” in 2021 (There Is No Alternative). 
 
Per the St. Louis Federal Reserve, there remains nearly $19 trillion in short-term 
liquid accounts.  With interest rates below 2% on a 10-year U.S. Treasury bond 
and inflation between 4% – 6.5% (depending on which source you choose to 
measure by) that $19 trillion is losing between 2% – 4 ½% per year in purchasing 
power before taxes. 
 
“TINA” likely continues through 2022, but with choppy valuations and the same 
whipsaw between Fear and Greed. 
 
Sign #2 remains positive! 
 
 

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

www.newyorkfed.org/research/global-
economy/globalindicators.html 

 What to look for: Trends up or down for three to four months 

 
(Positive) 
It takes time to gather the detail reported in the Conference Board’s Leading 
Economic Index (LEI) as there are ten economic segments to pull from, so this 
data is for November 2021.  It is the most recent and is created and reported to 
point what the economic backdrop Corporate America will be operating in six to 
nine months from now (May – August 2022).  
 
This month the LEI came in Hot!  Up 1.1%, and an annual rate of +9.50%, better 
than economists estimated and is yet another record high for the index. 
 
Perhaps more importantly, only one of the ten indicators that make up the LEI 
came in negative.  As has been the case for several months, the negative 
contributor was a nothing burger they title “the average consumer expectations 
for business conditions.”  Okay, refer to Sign #2 above on how great investors 
(also consumers) are at peeking around the economic corner. 
 

http://www.businesscycle.com/
http://www.newyorkfed.org/research/global-economy/globalindicators.html
http://www.newyorkfed.org/research/global-economy/globalindicators.html
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Next month’s data will reflect full year 2021 and I believe it is now statistically 
impossible for the LEI to not come in at the best growth rate ever.  Again, see 
Sign #2 above and note that $19 trillion sloshing around and in the slosh pushing 
everything up, higher and better. 
 
Also, a glimpse the anecdotal evidence I refer to as Chemical Production 
(remember all things economy start with chemicals like plastics, resin, inorganic 
chemicals, manufactured fibers, etc.) was up for November and also up +1.70% 
year over year (YoY), supply chain issues and all! 
 
Sign #3 remains positive! 

 

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) 
Last month under Sign #4, I asked who was asleep at the wheel over at the jobs 
measuring division of the Bureau of Labor Statistics (BLS).  Still don’t have a 
follow up to that and I suppose I never will. 
 
My reference here is to the huge delta between new jobs “reported” versus the 
“revised” new jobs a month later.  Recall September jobs number “reported” was 
194,000 and then was “revised” up to 312,000!  August was “reported” as 
183,000 then “revised” up for a darn good 300,000. 
 
Point being, this most recent jobs creation report was just “reported” as 199,000 
versus economists’ consensus expectations for 450,000.  Two observations to 
take seriously here.  First, I have $1.00 that I am willing to bet against a donut 
that the 199,000 in new jobs are “revised” next month up to—just a guess on my 

part, but let’s go with 300,000!  Any takers?        

 

Second observation, and a bigger and better one for you to consider.  The “jobs 
creation” release is the result of a government telephone survey which only 
surveys businesses with over 1,000 workers.  The Bureau of Labor Statistics 
(BLS) then makes a “guesstimate” for how many jobs were created or lost at 
firms employing less than 1,000 employees.  Do you see where the really big 
“rounding error” comes into play here?! 

 

Now the unemployment rate dropped to 3.9%!  The only time it was lower was in 

2019 (pre-pandemic with a blistering hot economy).  The employment rate is the 
result of a household survey, about 60,000 homes.  Compare the horrible, yet 
soon to be adjusted 199,000, new jobs created to a close to all-time low for the 
unemployment rate and it makes it pretty easy to suggest people are working!  

http://www.bls.gov/
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They just happen to be doing it via smaller firms, i.e., under 1,000 employees in 
the BLS survey, starting their own company at home and working in the “gig” 
economy, which many of our clients’ adult children are doing en masse! 
 
Jobs creation is quantifiably better than the data in this report suggests. 
 
Sign #4 remains 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) 
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 +2.50% and have been up six of the last 
seven month.  Shipments, also up six of the last seven months, increased +.70%.  
Inventories increased a modest +.60%. 
 
One of my favorite indicators, unfilled orders increased to $1.26 trillion!  Ha!  How 
do you say “on backorder” in Chinese?  Not sure, but it might rhyme with “on 
shoring” by U.S. manufacturers! 
 
Keep in mind this is the most recent/current data, but it is for November.  I 
suspect when we update Sign #5 for December 2021, think holiday shopping 
blowout season, all parts of the Durable Goods report will be positive for the 
year, versus last year and suggesting (based on Sign #3, LEI, above) a robust 
2022! 
 
Note to self:  These numbers would be significantly increased if not for the nasty 
computer chip shortage we remain stuck in and the lack of docks to unload the 
incredible number of shipping vessels bobbing around the ports waiting, waiting, 
waiting to deliver! 
 
Supporting inputs like truck tonnage shipped, the Cass Freight Index, and the 
World Container Index all scream strong long shelf-life Durable Goods are 
blowing the doors off sales records.  This is our “canary in the coal mine”, 
remember these are purchases people could choose to do without, if need be, 
and they are buying it like it’s 1999!  Our canary is alive, wide awake, full of 
oxygen and chirping like, well, positive! 

 

6) Indicator: S&P 500 Earnings per Share growth 

http://www.census.gov/
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 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) 
As we enter 2022 our economy is not contracting, nor is it expected to, per Sign 
#3, LEI, detailed above.  In fact, our economy is accelerating with profits for full-
year 2021, now expected to be +19.90% higher than 2020 as we close out the 
2021 earnings season in the next few weeks. 
 
In addition, both household wealth and income are at record highs, and per Sign 
#1 above (PCE), we are also spending and in doing so driving economic 
expansion.  In addition, Corporate America is accelerating plans to spend on 
capitol infrastructure, specifically into technology.  We don’t lack jobs available, 
we lack people with the skills to fill the 11,000,000 jobs available.  For sure we 
don’t lack new services, as our problem du jour is that we can’t manufacture 
microchips fast enough to deliver them. 
 
All this good news is quantified in the full-year estimate of earnings for Corporate 
America, as measured by the S&P 500, at $220.82.  (Source: Yardini Research, 
Inc. 12/7/2021).  Just a guess on my part, but I think when the reporting of 
earnings dust settles in about a month full-year 2021 earnings will be north of 
$205.79! 
 
But how much should we be willing to pay for those profits? 
 
Let’s plug into our Fair Market Value (FMV) calculator using “The Rule of 20” to 
get both FMV and the price to earnings, or P/E ratio (a measure of risk). 
 
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 3Q2021 “second estimate” released November 24, 2021, of 
+4.40%. 
 
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 a little as the inflation rate just jumped 
up to 4.40% from 2.10% a few months ago. 
 
Take a peek! 
 

• 20 – 4.40% = 15.60 

• 2021 S&P 500 earnings estimate $220.82 (Source: Yardini Research, 
12/7/2021) 

• 2021 S&P 500 Fair Market Value estimate $220.82 x 15.60 = S&P 500 
(FMV) 3,444.79 

 

http://www.standardandpoors.com/
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As of 1/10/2022, the S&P 500 trades at 4,634.82, or a 34.55% premium to 2021 
FMV. 
 
With Corporate America hitting all-time highs for profits and interest rates still 
close to zero, it is normal for investors to look out to 2022 earnings.  Let’s also 
look at FMV for 2022. 
 

• 20 – 4.40% = 15.60 

• 2022 S&P 500 earnings estimate $225.01 (Source: Yardini Research 
12/7/21) 

• 2022 S&P 500 Fair Market Value estimates $225.01 x 15.60 = S&P 500 
(FMV) 3,510.16. Thus, the S&P 500 is trading at a 32.07% premium to 
2022 earnings estimates 

 
In my humble opinion, this inflation calculation into the FMV multiple is a “false 
read” for now, so, watching closely. 
 
A research piece I recently read was titled “Daily Wealth” by Dr. Steve 
Sjuggerud.  In this issue, Dr. Sjuggerud presented research that added the 
price/earnings (P/E) ratio to the 90-day T-bill. 
 
This is a tool that accounts for the cost associated with borrowing money, i.e., 
accounts for the impact of low interest rates on a company’s ability to earn 
profits.  The research quantifiably showed that when the total is above 22, we are 
in the danger zone.  Below 20 represents quantifiable value. 
 
Based on this, I did some quick math to see the 2022 projected price/earnings 
(P/E) ratio is 20.59. 20.--5998 + .10 (yield on the 90-day T-bill) = 20.69 and in the 
“okay to own” zone. 
 
Current valuations for Corporate America are reasonable.  With earnings 
momentum in a strong upward trend and with Sign #3, LEI, suggesting a positive 
economic backdrop for the next six to nine months, suggests 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 

 
(Neutral) 
The Producer Price Index (PPI) measures the inflation rates at the manufacturing 
level.  The most recent report represented a +9.60% annualized increase.  That 
is significant, and in line with what I have suggested here for over a year!  My 
guess was more like 7% vs. this +9.60% and I still think +9.60% will represent 
the “peak” of the increase for this economic cycle. 
 

http://www.bls.gov/ppi/
http://www.bls.gov/cpi/
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Once the supply chain catches up to demand, and we are seeing signs of this 
already, manufacturers should see this PPI cost increase moderate more toward 
my original 7% annualized rate into summer of 2022. 
 
More relief could come soon as unemployment bonus benefits just ran out.  
Thus, the people who were making more money staying home will be motivated 
to become gainfully employed.  This should take some of the heat off labor costs 
as we head into summer 2022. 
 
This doesn’t mean inflation is gone, but instead that we are likely to be living at   
5% – 7% inflation well into 2024. 
 
The Consumer Price Index (CPI) is meant to measure inflation at the household 
level.  This month CPI came in hot at +6.20% annualized and it is the highest 
since 1990, i.e., thirty-one years!  We are likely to see this continue to be in the 
6% area for the next few years as well.  Why?  Housing costs.  An entire one-
third of CPI is housing.  It is calculated using “Owners Equivalent Rent” (OER).  
Rent increases tend to lag behind housing price increase by 18 – 24 months.  
Thus, about now we will see many months of 6% annual CPI, even if other inputs 
like cars and travel start to reduce. 
 
Overall, our economy is growing, which is great when it is a nearly $23 trillion 
dollar economy!  The “third estimate” of all our goods and services produced, or 
Gross Domestic Product (GDP), was reported as +2.30% after inflation.  The 
report was released by The Bureau of Economic Analysis (BEA) on December 
22, 2021.  The report also suggested inflation was +6.10% for the period.  If not 
adjusted this means the nominal growth rate for our economy was +8.40%.  Solid 
growth either way. 
 
With a touch of luck, we could see our economy continue to grow at this level 
and if inflation were to moderate, all parts of our economy would benefit nicely. 
 
For now, until inflation does show signs of moderating Sign #7 remains neutral. 

 
*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, 15.60x the expected Earnings per Share.  Both EPS 
and the multiple of 15.60 could drop.  The earnings could be reduced due to the 
consumers spending less.  The multiplier of 15.60 could drop to, say 8 for 
example, if investors were to get scared and become risk adverse.  All of a 
sudden 8 x $225.01 turns the 3,510.16 2022 FMV into 1,800.08 and even worse 
if earnings were to drop below the example of $225.01/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! 
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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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