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Looking for something to read? See our Reading List; these books, separated by category, are 

ones we find interesting and insightful. We will be adding to the list over time. 
 

[Posted: August 3, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the Euro Stoxx 50 is currently up 0.5% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 0.9%. Chinese markets were lower, with the Shanghai Composite down 

0.7% from its prior close and the Shenzhen Composite down 1.0%.  U.S. equity index futures are 

signaling a higher open.  With 341 companies having reported, the S&P 500 Q2 2022 earnings 

stand at $57.50, higher than the $55.26 forecast for the quarter. The forecast reflects a 4.3% 

increase from Q2 2021 earnings. Thus far this quarter, 75.1% of the companies have reported 

earnings above forecast, while 20.2% have reported earnings below forecast. 
 

The Confluence macro team publishes a plethora of research reports and multimedia offerings on 

a weekly and quarterly basis, all available on our website. We highlight recent publications 

below, with new items of the day emphasized in bold: 

 

• Bi-Weekly Geopolitical Report (8/1/2022) (with associated podcast): “Political Crises for 

Top U.S. Allies” 

• Weekly Energy Update (7/28/2022): We take a look at the number of licensed drivers in 

the U.S. and comment on the new EU plan to restrain natural gas demand.   We also 

update weather events, including unusually heavy rainfall here in St. Louis this week.   

• Asset Allocation Quarterly – Q3 2022 (7/19/2022): Discussion of our asset allocation 

process, Q3 2022 portfolio changes, and our outlook for the markets 

• Asset Allocation Bi-Weekly (7/25/2022) (with associated podcast): “The Puzzle of the 

Labor Force” 

• Confluence of Ideas podcast (3/25/2022): “The 2022 Outlook: Update #1” 

• Current Perspectives: “2022 Outlook: Update #2 – The Tails Become Fatter” 

(7/12/2022)   

 

Our Comment today opens with an update on the Russia-Ukraine war, including a revelation that 

President Biden has personally threatened Chinese President Xi with trade restrictions if China 

helps Russia with its invasion.  We next review a wide range of other international and U.S. 

developments with the potential to affect the financial markets today, with a specific focus on 

House Speaker Pelosi’s now-completed trip to Taiwan and its impact on U.S.-China relations. 

 

Russia-Ukraine: Russian forces continue to make small territorial gains around Ukraine’s 

northeastern Donbas region while shifting some troops to defend against the Ukrainians’ 

counteroffensive against the occupied southern city of Kherson.  Officials in Moscow have also 

 

Daily Comment 
 

By Patrick Fearon-Hernandez, CFA, 

and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_8_1_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_July_28_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_July_28_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_July_28_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_July_28_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q322.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jul_25_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.confluenceinvestment.com/wp-content/uploads/2022_Outlook_Update2_Jul2022.pdf
https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-2
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-august-2
https://www.wsj.com/articles/ukraine-braces-for-brutal-fight-for-occupied-southern-regions-as-referendum-looms-11659519001?mod=hp_lead_pos7


 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO 63119 | 314.743.5090 

www.confluenceinvestment.com 

 2 

ramped up their false claims of destroying multiple HIMARs systems and other weapons 

provided by the West, most likely in an effort to thwart rising exasperation from Russian military 

bloggers.  Not only have the Western weapons discouraged those bloggers and other Kremlin 

supporters, but Western intelligence analysis believe they are also causing significant casualties 

among Russian troops.  Other reports say Iran has provided its first batch of military drones to 

Russia for field testing. 

• In a New York Times opinion article, foreign affairs author Thomas Friedman revealed 

that President Biden personally threatened Chinese President Xi with a ban on Chinese 

exports to the U.S. and Europe if China provided help to Russia in its invasion of 

Ukraine.  According to Friedman, the threat has been instrumental in preventing China 

from providing new arms or other assistance to Russia in the war.  However, he now 

fears that House Speaker Pelosi’s visit to Taiwan this week will prompt Beijing to help 

the Russians out of retaliation. 

• On the economic front, German Chancellor Scholz endorsed the idea of extending the life 

of Germany’s last three nuclear-generating stations to help cushion the blow from 

Russia’s reduced energy exports to Western Europe.  The plants, which are scheduled to 

be retired at the end of 2022, produce only a small portion of the country’s electricity, but 

even that would be valuable to Russia-dependent Germany in the event of a fuller cut-off 

in Russian natural gas supplies. 

 

United States-Taiwan-China: Undeterred by China’s threats and President Biden’s misgivings, 

yesterday House Speaker Pelosi landed in Taiwan on a trip designed to underscore the U.S.’s 

support for the island democracy.  Pelosi’s trip, which included a long, circuitous route from 

Kuala Lumpur across Borneo and around the Philippines to avoid flying over Chinese military 

facilities in the South China Sea, immediately spurred a series of protests by Beijing.  The 

Chinese government also sent more fighter aircraft into the Taiwan Strait and announced further 

live-fire military exercises in the six zones surrounding the island.  China also temporarily halted 

most food imports from Taiwan. 

• As of this writing, China’s response to the Pelosi visit has been tough and high-profile, 

but not necessarily over-the-top.  However, the full extent of the retaliation may not be 

known for days or even weeks.  One concern is that China has told commercial ships and 

air carriers to stay out of its six military-exercise zones surrounding Taiwan.  If kept in 

place, those no-sail/no-fly zones could become a soft blockade on the island, potentially 

threatening to strangle it. 

• On Pelosi’s side, we’ve noticed that there’s been little explanation as to why she chose to 

make such a provocative trip right now.  One obvious explanation would be to show the 

Democratic Party is just as tough on China as the Republican Party.  Thwarting China’s 

geopolitical aggressiveness is now a solidly bipartisan effort in the U.S., but Pelosi may 

have wanted to underscore the Democrats’ anti-China credentials just two months before 

the mid-term elections.  Besides, Pelosi knows that the impact of her trip would be 

greatest if she is still Speaker, a position she will give up in just a few months if the 

Democrats lose control of the House as expected.  

 

https://www.nytimes.com/2022/08/01/opinion/nancy-pelosi-taiwan-china.html
https://www.nytimes.com/2022/08/01/opinion/nancy-pelosi-taiwan-china.html
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United States-China: Illustrating how political and economic considerations continue to 

fracture the world into relatively separate blocs, the recently-passed U.S. Chips and Science Act 

is already prompting major foreign technology firms to consider abandoning their investments in 

China in favor of closer ties with the U.S., as intended. 

• Until now, reporting on the Chips and Science Act has focused on its $52 billion in 

subsidies to encourage investment in advanced computer chip factories in the U.S., as 

well as hundreds of billions of dollars in other science and technology funding.  Less 

noticed, however, is that the bill also contains qualified “guardrails” prohibiting 

recipients of the funds from expanding or upgrading their advanced chip capacity in 

China for 10 years. 

• Reporting in the Financial Times today says South Korean semiconductor producers 

Samsung Electronics (005930.KS, ₩61,300.00) and SK Hynix (000650.KS, 

₩97,500.00) are re-evaluating their operations in China and may abandon them so as 

not to run afoul of the guardrails in the U.S. legislation. 

 

U.S. Monetary Policy: Yesterday, a slew of regional Federal Reserve presidents made 

statements suggesting that the policymakers intend to keep hiking interest rates aggressively, 

despite recent investor expectations that they might soon pivot to rate cuts as recession risks 

grow.  The statements pushed up bond yields yesterday, and those yield increases are continuing 

so far this morning.  In the statements: 

• Chicago FRB President Evans said he expects the Fed to hike its benchmark short-term 

interest rate by 50 bps at its next meeting in September but wouldn’t rule out another big 

75 bps hike if inflation doesn’t look like it’s receding.  After that, Evans said he hoped 

the Fed could return to the more traditional 25 bps hike at the last two policy meetings of 

2022. 

https://www.ft.com/content/0b997942-93bd-4a67-9784-928af2641738
https://www.ft.com/content/0b997942-93bd-4a67-9784-928af2641738
https://www.wsj.com/articles/fed-official-says-economy-needs-rate-setting-that-slows-economic-growth-11659456091?mod=article_inline
https://www.wsj.com/articles/fed-official-says-economy-needs-rate-setting-that-slows-economic-growth-11659456091?mod=article_inline
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• Separately, Cleveland FRB President Mester warned against prematurely declaring 

victory over inflation.  According to Mester, the Fed should keep hiking rates until it sees 

several months of cooling inflation. 

• Finally, San Francisco Fed President Mary Daly said the central bank’s effort to bring 

down prices by slowing demand was nowhere near done.  Moreover, she poured cold 

water on the idea that the Fed could pivot to rate cuts next year, saying the next change 

would likely be to just hold rates steady for an extended period. 

 

U.S. Retail Gasoline Market: According to data provider OPIS, the average price for a gallon 

of regular unleaded gasoline sank to $4.19 yesterday, marking the 49th straight day that gas costs 

have declined in the U.S.  Prices are now down 16.5% from their most recent high of $5.02 per 

gallon on June 14. 

 

Global Energy Markets: The Organization of the Petroleum Exporting Countries and its allies 

today agreed on a modest boost in crude oil production.  Beginning in September, the OPEC+ 

members said they will boost output by a collective 100,000 bpd, on top of the increase of 

648,000 bpd previously announced for July and August. 

• The small boost is probably at least a partial response to President Biden’s controversial 

rapprochement with Saudi Arabian Crown Prince Muhammed Bin Salman. 

• However, the small increase is expected to have little impact in bringing down prices.  

The recent price declines for oil can be tied more tightly to factors like demand 

destruction from the high prices earlier in the summer and slowing demand growth as 

economies respond to interest-rate hikes by the world’s central banks. 

 

Global Cryptocurrency Markets: In yet another blow to the budding cryptocurrency markets, 

an apparent cyberattack drained thousands of digital wallets linked to the Solana blockchain.  

Along with recent crypto frauds, bankruptcies, and other scandals, cyber thefts like the one at 

Solana will undermine digital currency promoters’ assertions about the assets being secure, even 

as the digital currencies face growing regulatory risk. 

• In fact, the Senate Agriculture Committee’s top Democratic and Republican leaders plan 

to introduce a bill that would empower the Commodity Futures Trading Commission to 

regulate spot markets for digital commodities, a newly created asset class. 

• The proposed legislation would target CFTC regulation over the two largest 

cryptocurrencies: bitcoin and ether. 

 

Netherlands: As the country breaches its legal limits on nitrogen emissions, the government has 

sparked broad farmer protests with a plan to reduce Dutch livestock populations by one-third 

through buyouts and other incentives.  Since June, the farmers’ protests have included picketing 

supermarket distribution centers, blockading roads, airports, and train stations, and even 

dumping slurry at the home of the minister in charge of the program. 

 

 

 

https://www.wsj.com/articles/gas-prices-u-s-decline-oil-demand-11659474346?mod=hp_lead_pos4
https://www.wsj.com/articles/opec-allies-agree-to-modest-increase-in-oil-production-11659529133?mod=markets_lead_pos2
https://www.ft.com/content/65e5829f-8107-48a8-a5d0-f7a8c8f79df3
https://www.wsj.com/articles/senate-plan-would-put-bitcoin-ether-under-commodity-regulators-watch-11659499261?mod=hp_lead_pos2
https://www.wsj.com/articles/senate-plan-would-put-bitcoin-ether-under-commodity-regulators-watch-11659499261?mod=hp_lead_pos2
https://www.wsj.com/articles/senate-plan-would-put-bitcoin-ether-under-commodity-regulators-watch-11659499261?mod=hp_lead_pos2
https://www.ft.com/content/90e38fb5-e942-4afd-994d-048dc40579a2
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U.S. Economic Releases  
 

A sharp decline in interest rates contributed to a spike in mortgage loan demand in the week 

ending July 29. According to the Mortgage Bankers Association (MBA), the average 30-year 

fixed-rate mortgage fell from 5.74% to 5.43%. Over the last two weeks, mortgage rates have 

dipped 40 bps, the sharpest decline since late 2008. The decrease in rates was a boon for 

potential homebuyers. Mortgage application as tracked by the MBA rose 1.2% from the prior 

week. The MBA tracker for purchases rose 1.0% from the prior week, while its refinancing 

tracker rose 1.5% in the same period.  

 

The table below shows the economic releases and/or Federal Reserve events scheduled for the 

rest of the day. 

 

 
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis. The most significant 

international news that was released overnight is outlined below. Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators. The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important. We note that these ratings do 

change over time as economic circumstances change. Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market. Red 

indicates a concerning development, yellow indicates an emerging trend that we are following 

closely for possible complications, and green indicates neutral conditions. We will add a 

paragraph below if any development merits further explanation. 

EST Indicator Expected Prior Rating

9:45 S&P Global US Services PMI m/m Jul 47.0 47.0 ***

9:45 S&P Global US Composite PMI m/m Jul 47.5 ***

10:00 Factory Orders m/m Jun 1.2% 1.6% ***

10:00 Factory Orders Ex Trans m/m Jun 1.7% *

10:00 Durable Goods Orders m/m Jun 1.9% 1.9% ***

10:00 Durables Ex Transportation m/m Jun 0.3% 0.3% **

10:00 Cap Goods Orders Nondef Ex Air m/m Jun 0.5% *

10:00 Cap Goods Ship Nondef Ex Air m/m Jun 0.7% *

10:00 ISM Services Index m/m Jul 53.5 55.3 **

EST Speaker or Event

7:30 James Bullard Speaks on CNBC President of the Federal Reserve Bank of St. Louis

10:30 Patrick Harker Speaks on Fintech at Philadelphia Fed Conference President of the Federal Reserve Bank of Philadelphia

11:15 Mary Daly Speaks in Reuters Twitter Space Event President of the Federal Reserve Bank of San Francisco

11:45 Thomas Barkin Gives Speech on Inflation President of the Federal Reserve Bank of Richmond

14:30 Neel Kashkari speaks in Fireside Chat President of the Federal Reserve Bank of Minneapolis

Economic Releases

Federal Reserve

District or Position
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Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis. Again, the 

color coding is similar to the foreign news description above. We will add a paragraph below if a 

certain move merits further explanation. 
 

   

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Jibun Bank Services PMI m/m Jul F 50.3 50.4 ** Equity and bond neutral

Jibun Bank Composite PMI m/m Jul F 50.2 50.6 * Equity and bond neutral

Australia S&P Services PMI m/m Jul F 51.1 53.2 ** Equity bearish, bond bullish

S&P Composite PMI m/m Jul F 50.9 52.9 * Equity bearish, bond bullish

Retail Sales Ex Inflation q/q 2Q 1.4 1.2 1.0 * Equity bullish, bond bearish

New Zealand Unemployment Rate q/q 2Q 3.3% 3.2% 3.1% *** Equity and bond neutral

Employment Change y/y 2Q 1.6% 2.9% 2.7% *** Equity bearish, bond bullish

ANZ Commodity Price m/m Jul -2.2% -0.4% ** Equity bearish, bond bullish

South Korea Foreign Reserves m/m Jul $438.61b $438.28b ** Equity and bond neutral

China Caixin Services PMI m/m Jul 55.5 54.5 ** Equity bullish, bond bearish

Caixin Composite PMI m/m Jul 54.0 55.3 53.9 ** Equity and bond neutral

India S&P Services PMI m/m Jul 55.5 59.2 ** Equity bearish, bond bullish

S&P Composite PMI m/m Jul 56.6 58.2 ** Equity bearish, bond bullish

EUROPE

Eurozone S&P Services PMI m/m Jul F 51.2 50.6 50.6 ** Equity bullish, bond bearish

S&P Composite PMI m/m Jul F 49.9 49.4 49.4 * Equity and bond neutral

Retail Sales y/y Jun -3.7% 0.2% -1.7% * Equity bearish, bond bullish

PPI y/y Jun 35.8% 36.3% 35.7% *** Equity and bond neutral

Germany S&P Services PMI m/m Jul F 49.7 49.2 49.2 ** Equity and bond neutral

S&P Composite PMI m/m Jul F 48.1 48.0 48.0 ** Equity and bond neutral

Trade Balance m/m Jun 6.4b -1.0b 0.9b ** Equity bullish, bond bearish

Exports m/m Jun 4.5% -0.5% 1.3% * Equity bullish, bond bearish

Imports m/m Jun 0.2% 2.7% 3.2% * Equity bearish, bond bullish

France S&P Services PMI m/m Jul F 53.2 52.1 52.1 ** Equity bullish, bond bearish

S&P Composite PMI m/m Jul F 51.7 50.6 50.6 ** Equity bullish, bond bearish

Italy S&P Services PMI m/m Jul 48.4 51.6 50.1 ** Equity bearish, bond bearish

S&P Composite PMI m/m Jul 47.7 51.3 49.7 ** Equity bearish, bond bearish

Retail Sales y/y Jun 1.4% 7.0% 6.8% ** Equity bearish, bond bullish

UK Official Reserves Changes m/m Jul $31.0m -$1336m * Equity bullish, bond bearish

S&P/CIPS Services PMI m/m Jul F 52.6 53.3 53.3 ** Equity bearish, bond bullish

S&P/CIPS Composite PMI m/m Jul F 52.1 52.8 52.8 ** Equity bearish, bond bullish

Switzerland CPI y/y Jul 3.4% 3.4% 3.4% *** Equity and bond neutral

Core CPI y/y Jul 2.0% 1.9% 2.0% * Equity and bond neutral

Russia S&P Services PMI m/m Jul 54.7 51.7 51.9 ** Equity bullish, bond bearish

S&P Composite PMI m/m Jul 52.2 50.4 ** Equity bullish, bond bearish

AMERICAS

Canada S&P Manufacturing PMI m/m Jul 52.5 54.6 *** Equity bearish, bond bullish

Mexico International Reserves Weekly w/w 29-Jul $199.480b $198.855b * Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 280 279 1 Up

3-mo T-bill yield (bps) 241 244 -3 Up

TED spread (bps) 39 35 4 Widening

U.S. Sibor/OIS spread (bps) 261 258 3 Up

U.S. Libor/OIS spread (bps) 265 263 2 Up

10-yr T-note (%) 2.78 2.75 0.03 Up

Euribor/OIS spread (bps) 26 25 1 Neutral

Currencies Direction

Dollar Flat Up

Euro Up Down

Yen Flat Down

Pound Up Down

Franc Flat Down
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Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 

  
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer-than-normal temperatures throughout 

the entire eastern two-thirds of the country, with cooler-than-normal temperatures only in the 

Southwest.  Wetter-than-normal conditions are expected throughout the Pacific and Southwest 

regions, with dry conditions expected in the Great Plains and Midwest. 

 

In the Gulf Coast, Caribbean, and Atlantic Ocean areas, no tropical storm activity is expected 

within the next 48 hours.

Price Prior Change Explanation

Brent $99.91 $100.54 -0.63%

WTI $94.00 $94.42 -0.44%

Natural Gas $7.83 $7.71 1.64%

Crack Spread $40.25 $38.39 4.83%

12-mo strip crack $30.65 $29.84 2.73%

Ethanol rack $2.77 $2.78 -0.40%

Metals

Gold $1,766.08 $1,760.39 0.32%

Silver $20.04 $19.98 0.31%

Copper contract $350.00 $351.85 -0.53%

Grains

Corn contract $596.50 $594.25 0.38%

Wheat contract $787.75 $774.75 1.68%

Soybeans contract $1,389.00 $1,386.50 0.18%

Shipping

Baltic Dry Freight 1,817            1,872            -55

Actual Expected Difference

Crude (mb) -1.5

Gasoline (mb) -1.5

Distillates (mb) 1.0

Refinery run rates (%) 0.3%

Natural gas (bcf) 26.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 8/2/2022 close) 
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-1.4% -1.2% -1.0% -0.8% -0.6% -0.4% -0.2% 0.0%

Real Estate
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Healthcare

Industrials

Materials

Consumer Staples

Technology

Consumer Discretionary

S&P 500

Energy

Communication Services

Utilities

Prior Trading Day Total Return

(Source: Bloomberg) 
 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return. Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  
 

Asset Class Performance – (as of 8/2/2022 close) 

 

-30% -20% -10% 0% 10% 20% 30%

Growth

Emerging Markets ($)

Emerging Markets (local currency)

Small Cap

Foreign Developed ($)

Real Estate

Large Cap

US Corporate Bond

Mid Cap

US Government Bond

US High Yield

Value

Foreign Developed (local currency)

Cash

Commodities

YTD Asset Class Total Return

Source: Bloomberg

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index), Value (S&P 500 Value), Growth 

(S&P 500 Growth). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily. The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

July 28, 2022 

 

 
 

Based on our methodology,1 the current P/E is 17.6x, up 0.1x from last week.  The rise in the P/E 

is due higher equity prices. 
 

 

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the 

authors. It is based upon sources and data believed to be accurate and reliable. Opinions and forward-looking 

statements expressed are subject to change. This is not a solicitation or an offer to buy or sell any security. 

 
1 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes two actual quarters (Q4 and Q1) and two estimates (Q2 and Q3). We take the S&P average for the 
quarter and divide by the rolling four-quarter sum of earnings to calculate the P/E. This methodology isn’t perfect 
(it will tend to inflate the P/E on a trailing basis and deflate it on a forward basis), but it will also smooth the data 
and avoid P/E volatility caused by unusual market activity (through the average price process). Why this process? 
Given the constraints of the long-term data series, this is the best way to create a long-term dataset for P/E ratios. 

0

5

10

15

20

25

30

70 80 90 00 10 20 30 40 50 60 70 80 90 00 10 20

4Q TRAILING P/E AVERAGE

-1 STANDARD DEVIATION +1 STANDARD DEVIATION

LONG-TERM TRAILING P/E

P
/E
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P/E as of 7/27/2022 = 17.6x


