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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 10, 2021—9:30 AM EDT] Global equity markets are generally higher this 

morning.  In Europe, the EuroStoxx 50 is up 0.2% from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed up 0.7%.  Chinese markets were higher, with the Shanghai Composite up 1.0% 

from its prior close and the Shenzhen Composite also up 0.9%.  U.S. equity index futures are 

signaling a flat open.  With 448 companies having reported, the S&P 500 Q2 2021 earnings 

stand at $52.30, higher than the $45.31 forecast for the quarter.  The forecast reflects a 60.0% 

increase from Q2 2020 earnings.  Thus far this quarter, 86.6% of the companies have reported 

earnings above forecast, while 11.8% 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: 

• Weekly Geopolitical Report (8/9/2021): “August 15, 1971” 

• Weekly Energy Update (8/5/2021): The odds of a resumption of the nuclear deal with Iran 

continue to decline 

• Asset Allocation Q2 2021 Rebalance Presentation (5/20/2021): A video discussion of our 

asset allocation process, portfolio changes in Q2, and the macro environment 

• Asset Allocation Weekly (8/6/2021) (with associated podcast and chart book): We 

examine how unified government affects long-duration bond yields 

• Confluence of Ideas podcast (7/7/2021): “The Geopolitics of Taiwan and the Issue of 

Globalization” 

 

In today’s Comment, we open with an update on U.S. policy news, including expectations that 

the Senate will pass the $1 trillion “hard” infrastructure bill this morning, even as Democrats 

released details on their proposed follow-on bill covering antipoverty and climate proposals.  We 

also discuss developments in the U.S. labor and cellphone markets.  We next turn to major 

foreign news items and end with the latest news related to the coronavirus pandemic. 

 

U.S. Fiscal Policy: Senate Democrats released an outline of their $3.5 trillion antipoverty and 

climate plan encompassing a range of programs such as universal prekindergarten and expanded 

Medicare.  Democrats will focus on passing it as early as Tuesday, right after the Senate is 

expected to pass the $1 trillion “hard” infrastructure plan covering items like roads, bridges, 

airports, and broadband systems. 

• The plan includes higher taxes for corporations and high-income individuals as well. 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

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_9_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_aug_05_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Aug_6_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/research-news/asset-allocation-weekly-chart-book/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.wsj.com/articles/senate-democrats-release-outline-of-3-5-trillion-antipoverty-climate-plan-11628513109?mod=politics_lead_pos4
https://www.wsj.com/articles/senate-democrats-release-outline-of-3-5-trillion-antipoverty-climate-plan-11628513109?mod=politics_lead_pos4
https://www.ft.com/content/67880a94-55c9-468c-a749-35463a08e6c5
https://www.ft.com/content/67880a94-55c9-468c-a749-35463a08e6c5
https://www.wsj.com/articles/democrats-budget-plan-what-11626301275
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• It also includes a provision offering a pathway to lawful permanent status for certain 

migrants to the U.S. 

 

U.S. Monetary Policy: Even though President Biden’s economic team generally supports 

renominating Federal Reserve Chair Powell to a second four-year term when his current term 

runs out in February, prominent progressives in the Democratic Party are increasingly agitating 

for someone who they think would be more closely aligned with their priorities.  Despite 

Powell’s forceful response to the coronavirus pandemic and his effort to push monetary policy 

more strongly in the direction of supporting full employment, especially for minorities, 

progressives are looking for a Democrat who would be more open to tighter regulation of the 

financial industry and perhaps even looser monetary policy. 

• If Powell is not renominated, the leading contender for the chair’s job is Fed Governor 

Lael Brainard, an economist appointed to the board in 2014 by former President Obama. 

• We think another possible choice would be Raphael Bostic, who currently serves as 

president of the Federal Reserve Bank of Atlanta and is a former Fed economist. 

 

U.S. Labor Market: In the monthly JOLTS report yesterday, June unfilled job openings rose to 

a seasonally adjusted 10.1 million, reaching the highest level since record-keeping began in 

2000.  The increase was driven largely by professional and business services, retail, and 

accommodation and food services as the month of June saw continued easing pandemic 

restrictions and thus more consumers dining out and traveling.  Importantly, the number of open 

jobs now exceeds the number of people counted as unemployed.  That signals a tight labor 

market, although it’s important to remember that this data would not yet reflect much impact 

from the rapidly spreading delta mutation of the coronavirus.  The chart below shows the ratio of 

unemployed workers to job openings. 
 

 
 

U.S. Cellphone Market: Even as U.S. cellphone service providers reported adding some eight 

million new subscribers over the last year, a firm that tracks the industry said U.S. population 

and market trends could only explain four to six million of the new subscribers. 

https://www.wsj.com/articles/progressive-opposition-to-jerome-powell-clouds-his-chances-for-second-term-as-fed-chairman-11628587800?mod=hp_lead_pos3
https://www.wsj.com/articles/progressive-opposition-to-jerome-powell-clouds-his-chances-for-second-term-as-fed-chairman-11628587800?mod=hp_lead_pos3
https://www.wsj.com/articles/unfilled-job-openings-outnumber-unemployed-americans-seeking-work-11628531130
https://www.wsj.com/articles/unfilled-job-openings-outnumber-unemployed-americans-seeking-work-11628531130
https://www.wsj.com/articles/a-surge-in-wireless-subscribers-makes-analysts-wonder-11628593200?mod=hp_lista_pos1
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• According to Jonathan Chaplin, a telecom analyst at New Street Research, “There’s 

something fishy going on…If you look at the subscribers at the end of the period and all 

the net adds they report, they don’t jibe.” 

• The disparity is raising concerns that the firms could be reporting inflated subscriber data, 

which naturally would not be taken well by investors. 

 

China: Japan’s mammoth Softbank (SFTBY, 30.74) said it will cut its investment in Chinese 

start-ups until the extent of Beijing’s scrutiny of the tech sector becomes clear.  Founder 

Masayoshi Son said the investment conglomerate will take a “wait-and-see stance” until the 

situation settles in what he hopes would be a year or two. 

• We’ve been writing a lot about the way Chinese companies are facing both increased 

regulatory risk at home and pressure from the U.S.  That has led to a lot of volatility in 

Chinese stocks, although we’ve been able to avoid some of that volatility in some of our 

own strategies, where we’ve shifted our foreign stock exposure toward non-Chinese 

companies. 

• Not only are Chinese equities at risk from the new regulatory moves, but Chinese 

corporate bonds related to the companies under scrutiny have also depreciated.  Since 

Chinese bonds are now so widely held, the volatility is affecting investors around the 

world. 

 

China-Cambodia: A report from Human Rights Watch has branded a Chinese-financed dam in 

Cambodia as a “disaster” for indigenous and ethnic minority communities.  The report claims 

that the Lower Sesan 2 dam, part of China’s signature Belt and Road Initiative, has “washed 

away the livelihoods” of communities that relied on fishing, forest-gathering, and farming when 

the areas upstream were flooded.  The report adds to multiple other reports accusing the program 

of damaging poor, developing countries despite China’s effort to use the initiative to expand its 

global influence. 

 

China-Russia: Russian forces are participating in a regular Chinese military exercise for the first 

time this week, stoking concerns among Western analysts that the two U.S. adversaries are 

developing joint operational capabilities. 

 

Russia: Although jailed opposition leader Alexey Navalny has largely dropped out of the 

headlines recently, the Russian government continues to put pressure on his organization in an 

apparent effort to rip it out of society “by the roots.”  In the latest move, the government has 

opened a criminal investigation into two exiled allies of Navalny for raising funds for 

organizations deemed by the authorities as "extremist." 

 

Afghanistan: Taliban forces overran a fifth provincial capital in northern Afghanistan yesterday, 

putting even more pressure on the central government in Kabul.  Taliban fighters now control 

more than half of the country’s 400 districts and a number of economically important border 

crossings as government security forces retreated to local cities. 
 

https://www.ft.com/content/8b98db7c-24e9-4aa4-bc42-56338139962e
https://www.ft.com/content/8b98db7c-24e9-4aa4-bc42-56338139962e
https://www.wsj.com/articles/chinese-bond-swings-threaten-global-debt-investors-11628587802?mod=hp_lead_pos6
https://www.ft.com/content/731211dd-bd9a-4a07-8bf1-f46fe88fc8a5
https://www.ft.com/content/731211dd-bd9a-4a07-8bf1-f46fe88fc8a5
https://www.ft.com/content/8ba51d96-f4f9-402f-8721-c32c68f8cc7c
https://www.rferl.org/a/russia-navalny-allies-criminal-case/31402591.html
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Peru: Worries about the country’s new left-wing government are already weighing on economic 

activity, but they’re also exacerbating inflation.  Increased political and policy uncertainty have 

contributed to a 13% decline in the value of the currency since the start of the year, driving up 

costs for imports and the goods or services that compete with them. 

 

COVID-19:  Official data show confirmed cases have risen to 203,559,532 worldwide, with 

4,307,242 deaths.  In the United States, confirmed cases rose to 35,950,379, with 617,424 deaths.  

Vaccine doses delivered in the U.S. now total 407,560,705, while the number of people who 

have received at least their first shot totals 195,222,906.  Finally, here is the interactive chart 

from the Financial Times that allows you to compare cases and deaths among countries, scaled 

by population.   

 

Virology 

• According to the latest CDC data, 58.8% of the U.S. population has now received at least 

one dose of a vaccine, and 50.2% of the population is fully vaccinated.   

• In a dramatic illustration of how the fast-spreading delta variant is sparking tougher 

vaccine requirements, Defense Secretary Austin said he would make vaccinations 

mandatory for all U.S. military personnel by mid-September.  In a separate statement, 

President Biden expressed his “strong support for the move,” and Army Gen. Mark 

Milley, the chairman of the Joint Chiefs of Staff, endorsed the measure as a “key force 

protection and readiness issue.” 

• Canada yesterday opened its borders again to fully vaccinated people from the U.S.  

However, the U.S. is still not allowing Canadians to cross into the U.S. by land. 

• While the main Western vaccines continue to exhibit good effectiveness against even the 

delta variant, China’s worst coronavirus outbreak since the virus first emerged in Wuhan 

is adding to concerns about the quality of its domestically developed vaccines.  Rising 

case numbers have focused attention on the absence of rigorous studies from state-run 

Sinopharm (SHTDY, 13.36) and privately owned Sinovac proving that their vaccines 

work against this mutation. 

https://www.ft.com/content/9adb386e-0a8e-4851-9b20-311ccc84545a
https://www.nytimes.com/live/2021/08/10/world/covid-delta-variant-vaccine
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/articles/biden-backs-pentagons-plan-to-vaccinate-u-s-military-11628531944?mod=politics_lead_pos1
https://www.wsj.com/articles/biden-backs-pentagons-plan-to-vaccinate-u-s-military-11628531944?mod=politics_lead_pos1
https://www.wsj.com/articles/canada-reopens-u-s-border-to-fully-vaccinated-americans-11628520808?mod=hp_lead_pos12
https://www.wsj.com/articles/canada-u-s-border-open-11628539364?mod=lead_feature_below_a_pos1
https://www.ft.com/content/dd7ca21d-d779-45d8-aca5-c8f86f94f15e
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• Japan has now administered more than 100 million doses of COVID-19 vaccines and 

surpassed the U.S. in the proportion of older people who are fully vaccinated, according 

to government figures released Tuesday.  The country is still struggling to get its latest 

wave under control, and there is still some risk that the recent Olympic games in Tokyo 

could touch off a new resurgence.  However, the improvement in its mass vaccination 

program could help lower infections in Japan and allow it to ease restrictions again. 

• With the delta mutation now spreading around the world, China is clamping down hard 

again on affected areas, and both France and Italy in recent days have broadened their 

requirements for people to show vaccination or immunity “health certificates” to dine in a 

restaurant or take part in other activities.  The reimposition of restrictions is a rising risk 

for the global economy, although we still doubt there will be anything like the tight, 

widespread economic shutdowns of 2020. 

 

Economic and Financial Market Impacts 

• Driven by the fast-spreading delta mutation, some consumers are rethinking their return 

to dining out, according to executives and industry data, threatening the U.S. restaurant 

sector’s rebound.  Recent consumer surveys show the delta variant has prompted 

Americans who say they are the most restricted in their activities to start pulling back 

again late last month. 

• One key impact of the delta variant has been on the debt of U.S. firms seen to be 

particularly at risk of renewed lockdowns, social distancing measures, or consumer 

retrenchment.  Bonds issued by cruise companies, cinema operators, and retailers have all 

fallen in price over the last week as more businesses delayed plans to return workers to 

offices due to the delta escalation, with others opting to impose vaccine requirements on 

their staff. 

 

U.S. Economic Releases  
 

In July, small business confidence fell more than expected as owners have expressed concerns 

over future sales.  The National Federation of Small Business Optimism Index fell from 102.5 to 

99.7.  The report fell below consensus expectations of 102.0.  

 

https://www.japantimes.co.jp/news/2021/08/10/national/science-health/japan-million-doses/
https://www.wsj.com/articles/france-italy-impose-strict-covid-19-vaccine-mandate-a-preview-for-u-s-cities-11628587800
https://www.wsj.com/articles/france-italy-impose-strict-covid-19-vaccine-mandate-a-preview-for-u-s-cities-11628587800
https://www.wsj.com/articles/delta-variant-concerns-temper-dinings-summer-return-as-some-americans-stay-home-11628587801?mod=hp_lead_pos7
https://www.wsj.com/articles/delta-variant-concerns-temper-dinings-summer-return-as-some-americans-stay-home-11628587801?mod=hp_lead_pos7
https://www.ft.com/content/f7ba3dc6-f5b8-4709-acd7-d7b535235235
https://www.ft.com/content/f7ba3dc6-f5b8-4709-acd7-d7b535235235
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This chart shows the NFIB Small Business Optimism Index.  
 

In other news, U.S. labor productivity slowed more than expected in the second quarter of 2021 

as supply shortages continue to be an issue.  According to the Bureau of Labor Statistics, output 

per hour rose at an annualized rate of 2.3% in the second quarter, below expectations of 3.2%.  

The slowdown in productivity may be the result of a lack of labor and materials.  Employee 

hours rose at an annualized pace of 5.5% from the prior quarter.  Additionally, unit labor costs 

rose 1.0% in the second quarter, in line with expectations, while non-unit labor costs rose at an 

annualized pace of 13.9%.  
 

 
 

The chart above shows the annual change in nonfarm productivity.  Productivity has increased 

1.56% from the prior year.  The recent rise in COVID-19 cases could lead to a slowdown in 
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productivity in the third quarter.  This expectation assumes that firms will be forced to reimpose 

new health and safety standards that reduce the spread of the virus at the expense of operating 

efficiency.  If that is the case, it may pose an inflationary risk as it will make it harder for firms 

to increase their production levels to meet demand. 

 

The table below lists the Fed events scheduled for the rest of the day. 
 

EST Speaker or event

10:00 Loretta Mester Discusses Inflation Risk President of the Federal Reserve Bank of Cleveland

District or position

Economic Releases

 No economic releases today

Fed Speakers or Events

 
 

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. 
 

Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Bank Lending Incl Trusts y/y Jul 1.0% 1.4% ** Equity bearish, bond bullish

Bank Lending Ex-Trusts y/y Jul 0.5% 0.8% ** Equity bearish, bond bullish

BoP Current Account Balance m/m Jun ¥905.1b ¥1979.7b ¥855.0b ** Equity and bond neutral

Bankruptcies y/y Jul -39.7% -30.6% ** Equity and bond neutral

Australia ANZ Roy Morgan Consumer Confidence w/w 8-Aug 98.6 101.8 *** Equity bearish, bond bullish

NAB Business Conditions m/m Jul 11 24 ** Equity bearish, bond bullish

NAB Business Confidence m/m Jul -8 11 * Equity bearish, bond bullish

EUROPE

Eurozone ZEW Survey Expectations m/m Aug 42.7 61.2 ** Equity bearish, bond bullish

Germany ZEW Survey Expectations m/m Aug 40.4 63.3 55.0 ** Equity bearish, bond bullish

ZEW Survey Current Situation m/m Aug 31.0 21.9 31.0 ** Equity and bond neutral

AMERICAS

Brazil FGV Inflation IGP-DI m/m Jul 1.5% 0.1% 1.3% ** Equity and bond neutral

FGV CPI IPC-S w/w 7-Aug 1.0% 0.9% 0.9% ** Equity and bond neutral

Trade Balance Weekly w/w 8-Aug $1636m $524m ** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 6-Aug 64.9 64.5 ** Equity and bond neutral

Mexico CPI m/m Jul 0.6% 0.5% 0.6% ** Equity and bond neutral

CPI Core m/m Jul 0.5% 0.6% 0.5% ** Equity and bond neutral

Bi-Weekly CPI w/w 31-Jul 0.2% 0.4% 0.2% ** Equity and bond neutral

Bi-Weekly Core CPI w/w 31-Jul 0.1% 0.3% 0.1% ** Equity and bond neutral  
 

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. 
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Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 13 13 0 Down

3-mo T-bill yield (bps) 3 4 -1 Neutral

TED spread (bps) 10 8 2 Neutral

U.S. Libor/OIS spread (bps) 9 9 0 Up

10-yr T-note (%) 1.32 1.32 0.00 down

Euribor/OIS spread (bps) -54 -54 0 Neutral

EUR/USD 3-mo swap (bps) 3 3 0 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Down Up

pound Flat Up

franc Down Up  
 

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. 
 

Price Prior Change Explanation

Brent $69.58 $69.04 0.78%

WTI $67.20 $66.48 1.08%  

Natural Gas $4.04 $4.06 -0.49%  

Crack Spread $24.54 $24.66 -0.49%

12-mo strip crack $20.81 $20.89 -0.40%

Ethanol rack $2.40 $2.41 -0.22%

Gold $1,728.73 $1,729.94 -0.07%

Silver $23.42 $23.45 -0.10%

Copper contract $431.15 $428.95 0.51%

Corn contract $547.75 $553.75 -1.08%

Wheat contract $724.00 $725.25 -0.17%

Soybeans contract $1,336.50 $1,329.75 0.51%

Baltic Dry Freight 3,371            3,371            0

Actual Expected Difference

Crude (mb) -0.5

Gasoline (mb) -2.0

Distillates (mb) -0.3

Refinery run rates (%) 0.30%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

Midwest, Northeast, and Pacific regions, with cooler temperatures throughout the South and 

Rocky Mountain regions.  The forecast calls for wetter-than-normal conditions throughout most 

of the South, with dry conditions for the rest of the country.  There is a tropical cyclone 

formation that has made landfall on the Leeward Islands. 
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Data Section 
 

U.S. Equity Markets – (as of 8/9/2021 close) 

 

  

0.0% 20.0% 40.0%

Consumer Staples
Utilities

Consumer Discretionary
Materials

Industrials
Healthcare

S&P 500
Technology

Communication Services
Real Estate

Financials
Energy

YTD Total Return

-2.0% -1.5% -1.0% -0.5% 0.0% 0.5%

Energy

Real Estate

Industrials

Technology

Communication Services

Consumer Discretionary

Materials

S&P 500

Utilities

Financials

Consumer Staples

Healthcare

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 8/9/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

US Corporate Bond

Cash

Emerging Markets (local currency)

Emerging Markets ($)

US High Yield

Foreign Developed ($)

Small Cap

Foreign Developed (local currency)

Value

Mid Cap

Large Cap

Commodities

Growth

Real Estate

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 

 

August 5, 2021 
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P/E as of 8/4/2021 = 23.5x

 
 

Based on our methodology,1 the current P/E is 23.5x, down 0.6x from last week.  Rising earnings 

and steady index values led to the decline in the multiple. 

 
 

 

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. 


