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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: December 1, 2021—9:30 AM EST] Global equity markets are higher this morning.  In 

Europe, the EuroStoxx 50 is up 1.6% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed up 1.9%. Chinese markets were higher, with the Shanghai Composite up 0.4% from its 

prior close and the Shenzhen Composite up 0.2%.  U.S. equity index futures are signaling a 

higher open.   
 

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 (11/22/2021): “The Geopolitics of the Strategic Petroleum 

Reserves” 

• Weekly Energy Update (11/18/2021): The Biden administration is trying to cope with 

higher energy prices and inflation fears.   

• Asset Allocation Q4 2021 Rebalance Presentation (11/4/2021): A video discussion of our 

asset allocation process, Q4 2021 portfolio changes, and the macro environment 

• Asset Allocation Weekly (11/19/2021) (with associated podcast): We discuss open 

positions at the Fed and how the policy tilt of the FOMC could change based not only on 

who is chosen, but also the speed at which positions are filled. 

 

In today’s Comment, we open with Federal Reserve Chair Powell’s testimony to Congress 

yesterday, which contributed to the day’s big pullback in risk assets (which is on track to be at 

least partly reversed today).  We next review a range of international developments, most of 

which focus on national security threats.  Finally, we take a look at the latest developments 

regarding the coronavirus pandemic and the new Omicron mutation. 

 

U.S. Monetary Policy:  In testimony before the Senate Banking Committee yesterday, Fed 

Chair Powell signaled he has come around to the idea that today’s high inflation rates may not be 

temporary.  It may be appropriate to start withdrawing monetary stimulus more quickly than 

policymakers had planned.  Specifically, Powell suggested the Fed’s bond-buying could be 

wrapped up months earlier than anticipated, allowing the benchmark fed funds interest rate to be 

raised in the first half of 2022. 

• Coming on top of the latest red flags regarding the new Omicron variant of the 

coronavirus, Powell’s unexpectedly hawkish comments helped drive risk assets sharply 

lower yesterday.  His comments also undercut what otherwise would likely have been 

strong bond-buying from investors spooked by Omicron. 

 

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_11_22_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_nov_18_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Nov_19_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.wsj.com/articles/powell-warns-omicron-variant-could-worsen-inflation-boosting-bottlenecks-11638280800?mod=hp_lead_pos1
https://www.wsj.com/articles/powell-warns-omicron-variant-could-worsen-inflation-boosting-bottlenecks-11638280800?mod=hp_lead_pos1
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• Powell will continue his testimony before the House Financial Services Committee today, 

so investors will be watching closely to see if he reiterates his statements, tries to soften 

them, or even doubles down on them.  Going forward, the policymakers at the Fed will 

have a tough time threading the policy needle between hiking rates to tamp down demand 

and cool inflation pressures while still keeping policy loose enough to preserve economic 

growth in the face of Omicron.  In any case, the apparent shift toward tighter monetary 

policy could well keep markets volatile in the coming days and weeks.  

 

U.S. Financial Conditions:  In a sign that consumer spending could keep driving the economy, 

a survey by the New York FRB found that almost 27% of U.S. consumers had applied for a 

credit card in the 12 months ended in October. That is the highest level since 2019 and well 

above the record low of 16% recorded a year ago. 

 

United States-China:  For the first time since the Ronald Reagan Presidential Foundation and 

Institute began surveying Americans about national security four years ago, a majority of 

Americans—52%—named China as the nation posing the greatest threat to the U.S., while 

Russia came in at a distant 14%.  In other findings: 

• Some 37% of those polled listed East Asia as the region where the U.S. should dedicate 

most of its military forces.  The Middle East came in second, with 17%. 

• The survey found that 45% of Americans have a “great deal” of trust in the military, a 

drop from 70% three years ago. An additional 10% of respondents said they had “not 

much” trust in the military, compared with 2% three years ago. 

 

China-Taiwan-Japan:  At a conference on Taiwan, former Japanese Prime Minister Abe said a 

Chinese attack on the island would constitute an “emergency” for Japan and the U.S.-Japan 

security alliance. 

• Abe’s comment echoes statements by other key Japanese politicians in recent months that 

suggest Chinese aggression against Taiwan would be enough to meet the threshold for 

military action in Japan’s pacifist constitution. 

• In fact, Abe went even further, advocating for a trilateral security dialogue between 

Japan, Taiwan, and the U.S.  Previously, Japanese leaders have shied away from such a 

proposal out of concern over antagonizing China. 

• Abe remains a key player in Japan’s ruling Liberal Democratic Party, so his statements 

provide more evidence that Japanese leaders are toughening their stance against China’s 

geopolitical aggression in the Indo-Pacific region.  Indeed, Japan is rapidly becoming 

perhaps the linchpin ally for the U.S. in its effort to counter Chinese ambitions. 

 

Russia-NATO:  As NATO foreign ministers meet to discuss a strategy to address Russia’s 

threatening stance toward Ukraine, Russian President Putin warned he would respond if NATO 

continued building up its infrastructure in the region, holding joint exercises, and providing 

advanced weapons to Ukraine.  Perhaps to drive home the point, Belarus has announced it will 

conduct joint military exercises with Russia on its southern border with Ukraine. 

https://www.wsj.com/articles/credit-card-applications-hit-pandemic-high-11638354781
https://www.wsj.com/articles/credit-card-applications-hit-pandemic-high-11638354781
https://www.wsj.com/articles/americans-consider-china-top-national-security-threat-survey-finds-11638334861
https://www.ft.com/content/f4140801-a688-4703-825d-236fab4818e1
https://www.ft.com/content/f4140801-a688-4703-825d-236fab4818e1
https://www.ft.com/content/22824ff3-6df7-4799-9891-5f7fde8ccc9a
https://www.rferl.org/a/belarus-russia-drills-ukraine/31585734.html
https://www.rferl.org/a/belarus-russia-drills-ukraine/31585734.html
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• As Putin tries to pressure Ukraine into submission as a part of Russia’s sphere of 

influence again, he has become perturbed by NATO countries’ support for Kiev, 

including new, advanced weapons systems that the Ukrainians have recently deployed 

against pro-Russian separatists in the country’s east. 

• Putin’s buildup of forces around Ukraine could be meant to merely intimidate Kiev and 

warn off the NATO countries, but it is nevertheless building up tensions.  On top of that, 

U.S.-Russia relations remain tense, with Russia today announcing it will expel more U.S. 

diplomats in the latest in a series of tit-for-tat expulsions. 

• In any case, such standoffs always carry the risk of escalation or miscalculation.  Rising 

tensions with Russia, therefore, are likely to be an added worry for investors as they 

continue trying to assess the new Omicron mutation of the coronavirus, rising inflation, 

and the prospect for tighter monetary policy around the world. 

• There are also domestic political ramifications in the U.S., where Republicans in the 

Senate are blocking confirmation of dozens of President Biden’s foreign-policy nominees 

and disrupting approval of the annual defense authorization bill to protest the president’s 

decision not to sanction Russia’s Nord Stream 2 natural gas pipeline to Germany. 

 

Turkey:  The Turkish central bank today announced it would return to intervening in the 

currency markets to prop up the plunging lira, despite its limited foreign reserves.  The 

announcement boosted the currency around 5% to approximately 13.2 per dollar, but that still 

left it down more than 40% for the year to date. 

 

Afghanistan:  A new UN report forecasts that Afghanistan’s gross domestic product will 

contract by one-fifth over the next year, representing one of the worst downturns in history. 

• The report attributes the expected decline to a number of factors, including not just the 

withdrawal of U.S. troops and aid last summer but also the impact of frozen assets, 

Taliban economic policies (such as restrictions on women working), drought, and the 

coronavirus pandemic. 

• Whatever the cause, the economic crisis threatens to spark political and social instability 

within Afghanistan, potentially setting the stage for a new regional refugee crisis and 

increased terrorist activity. 

 

COVID-19:  Official data show confirmed cases have risen to 263,003,778 worldwide, with 

5,219,663 deaths.  In the U.S., confirmed cases rose to 48,560,280, with 780,241 deaths.  (For an 

interactive chart that allows you to compare cases and deaths among countries, scaled by 

population, click here.)  Meanwhile, in data on the U.S. vaccination program, the number of 

people who have received at least their first shot totals 233,207,582.  The data show that 70.2% 

of the U.S. population has now received at least one dose of a vaccine, and 59.4% of the 

population is fully vaccinated. 

 

Virology 

• As scientists race to better understand the new Omicron mutation of the virus, they are 

paying close attention to cases in southern Africa, where the variant was first discovered 

https://www.wsj.com/articles/russia-expels-some-u-s-diplomats-in-latest-tit-for-tat-action-11638362097
https://www.wsj.com/articles/russia-expels-some-u-s-diplomats-in-latest-tit-for-tat-action-11638362097
https://www.axios.com/nord-stream-sanctions-ndaa-congress-324466b7-84e8-41d8-929e-2506c1bf227c.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.axios.com/nord-stream-sanctions-ndaa-congress-324466b7-84e8-41d8-929e-2506c1bf227c.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/b4d5f2e2-f190-4abf-933c-4cd91bbbea31
https://www.ft.com/content/b4d5f2e2-f190-4abf-933c-4cd91bbbea31
https://www.ft.com/content/465d3d35-af55-49c7-a9b8-0395550d9cdf
https://www.ft.com/content/465d3d35-af55-49c7-a9b8-0395550d9cdf
https://www.nytimes.com/live/2021/12/01/world/omicron-variant-covid
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://www.wsj.com/articles/omicron-variant-covid-science-policy-11638301683?mod=hp_lead_pos3
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on November 9.  New infections in South Africa totaled 4,373 yesterday, compared with 

less than 250 in the first few days of November.  Experts estimate Omicron is responsible 

for about 90% of the new infections in the country. 

o Salim Abdool Karim, director of the Centre for the AIDS Programme of Research 

in South Africa and one of the country’s leading epidemiologists, said on Monday 

he expected cases to reach 10,000 a day by the end of the week. 

o Another troubling trend is that many people who had earlier been infected with 

the Delta variant of the virus are now coming down with the Omicron variant. 

• Meanwhile, the Biden administration is reportedly considering stricter COVID-19 testing 

requirements for travelers entering the U.S., including U.S. citizens, to slow the spread of 

the emerging Omicron variant. 

o The rules under consideration would require all travelers, regardless of their 

vaccination status, to present a negative test within 24 hours of boarding a plane 

to the U.S., rather than the 72 hours currently allowed for vaccinated travelers, the 

people said. 

o Travelers could also be required to take a second test three to five days after 

arriving in the U.S. 

• In vaccine politics, a federal judge in Louisiana imposed a temporary injunction against 

the Biden administration’s mandate that all healthcare workers at facilities participating 

in Medicare and Medicaid be vaccinated. 

• An outside panel of scientific advisers narrowly recommended the FDA authorize an 

experimental oral antiviral from Merck (MRK, $74.91) and partner Ridgeback 

Biotherapeutics LP.  The treatment is about 30% effective at reducing the risk of 

hospitalization for those infected with the virus.  If the FDA accepts the recommendation 

and authorizes the drug, it would be for high-risk patients only. 

 

Economic and Financial Market Impacts 

• In its latest semiannual Economic Outlook, the OECD warned that the Omicron mutation 

could intensify the global supply chain disruptions that have been pushing up inflation 

and slowing economic growth.  Although the organization made little change to its 

growth forecasts, it said it now expects inflation mostly in the rich, developed countries 

of the OECD to average 4.4% in 2022, up from 3.9% previously. 

 

U.S. Economic Releases  
 

Mortgage applications fell for the first time in three weeks, according to the Mortgage Bankers 

Association.  The MBA mortgage index fell 7.2% from the prior week.  The application index 

for refinancing fell 14.8% from the prior month, while the purchase index rose 5.1%.  The 30-

year fixed-rate mortgage rose 7 bps from 3.24% to 3.31%. 

 

Private sector employment surged in November, according to the ADP National Employment 

Report.  Private payrolls increased by 534K from the prior month compared to expectations of 

525K.  The previous month’s report was revised from 571K to 570K. 

https://www.wsj.com/articles/stricter-covid-19-testing-requirements-being-considered-for-travelers-to-u-s-11638319534
https://www.wsj.com/articles/stricter-covid-19-testing-requirements-being-considered-for-travelers-to-u-s-11638319534
https://www.wsj.com/articles/judge-temporarily-blocks-biden-vaccine-mandate-11638321203?mod=hp_lead_pos4
https://www.wsj.com/articles/covid-19-vaccine-pill-merck-11638225869
https://www.wsj.com/articles/covid-19-vaccine-pill-merck-11638225869
https://www.wsj.com/articles/covid-19-vaccine-pill-merck-11638225869
https://www.oecd.org/economic-outlook/
https://www.ft.com/content/9e5dfa00-a051-485a-a8c2-fe6c3aeb11f5
https://www.ft.com/content/9e5dfa00-a051-485a-a8c2-fe6c3aeb11f5
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The chart above shows the monthly change in private payrolls from the Bureau of Labor of 

Statistics and ADP.  In November, ADP private payrolls rose 0.43% from the prior month. 

Assuming the BLS private payrolls expanded at a similar rate, the Friday report should show the 

private sector added around 550K jobs last month.  

 

The table below lists the economic releases and/or Fed events scheduled for the rest of the day. 
 

EST Indicator Expected Prior Rating

9:45 Markit US Manufacturing PMI m/m Nov 59.1 59.1 ***

10:00 Construction Spending m/m Oct 0.4% -0.5% **

10:00 ISM Manufacturing m/m Nov 61.2 60.8 ***

10:00 ISM Prices Paid m/m Nov 85.5 85.7 **

10:00 ISM New Orders m/m Nov 59.8 **

10:00 ISM Employment m/m Nov 52.0 **

Wards Total Vehicle Sales m/m Nov 13.40m 12.99m *

EST Speaker or event

10:00 Jerome Powell and Janet Yellen Testify Before Senate Panel Chairman of Board of Governors of Federal Reserve

14:00 Federal Reserve Releases Beige Book

District or position

Federal Reserve Board

Economic Releases

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.  
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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

China Caixin China PMI Mfg m/m Nov 49.9 50.6 50.6 *** Equity and bond bearish

Japan Capital Spending y/y 3Q 1.2% 5.3% 1.5% *** Equity bearish, bond bullish

Capital Spending Ex Software y/y 3Q 2.2% 3.6% 3.0% * Equity bearish, bond bullish

Jibun Bank Japan PMI Mfg m/m Nov 54.5 54.2 * Equity and bond neutral

Vehicle Sales y/y Nov -13.4% -30.2% * Equity and bond neutral

India Markit India PMI Mfg m/m Nov 57.6 55.9 *** Equity bullish, bond bearish

Australia Markit Australia PMI Mfg m/m Nov 59.2 58.5 *** Equity bullish, bond bearish

CoreLogic House Px m/m Nov 1.1% 1.4% ** Equity and bond neutral

GDP SA q/q 3Q -1.9% 0.7% -2.7% *** Equity and bond neutral

Commodity Index AUD m/m Nov 130.9 129.8 ** Equity bullish, bond bearish

Commodity Index SDR YoY y/y Nov 36.2% 40.7% ** Equity and bond neutral

New Zealand Building Permits m/m Oct -2.0% -1.9% ** Equity and bond neutral

CoreLogic House Prices y/y Nov 28.4% 28.8% *** Equity and bond neutral

EUROPE

Eurozone Markit Eurozone Manufacturing PMI m/m Nov 58.4 58.6 58.6 *** Equity and bond neutral

France Markit France Manufacturing PMI m/m Nov 55.9 54.6 54.6 *** Equity bullish, bond bearish

Germany Retail Sales m/m Oct -0.3% -2.5% 0.9% ** Equity bearish, bond bullish

Markit Germany Manufacturing PMI m/m Nov 57.4 57.6 57.6 *** Equity and bond neutral

Italy Markit Italy Manufacturing PMI m/m Nov 62.8 61.1 61.1 *** Equity bullish, bond bearish

UK Nationwide House PX m/m Nov 0.9% 0.7% 0.4% ** Equity bullish, bond bearish

Markit UK PMI Manufacturing SA m/m Nov 58.1 58.2 58.2 *** Equity and bond neutral

Switzerland CPI y/y Nov 1.5% 1.2% 1.4% *** Equity and bond neutral

CPI EU Harmonized y/y Nov 1.5% 1.3% *** Equity and bond neutral

PMI Manufacturing m/m Nov 62.5 65.4 64.2 *** Equity and bond neutral

Russia Markit Russia PMI Mfg m/m Nov 51.7 51.6 51.4 *** Equity and bond neutral

AMERICAS

Brazil Formal Job Creation Total m/m Oct 253083 313902 265000 ** Equity and bond neutral

FGV CPI IPC-S m/m 30-Nov 1.08% 0.96% 1.00% ** Equity and bond neutral

Mexico Net Outstanding Loans m/m Oct 4701b 4671b ** Equity and bond neutral

International Reserves Weekly w/w 26-Nov $199310m $198586m ** 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. 
 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 17 18 -1 Down

3-mo T-bill yield (bps) 4 5 -1 Neutral

TED spread (bps) 13 13 0 Neutral

U.S. Libor/OIS spread (bps) 8 8 0 Down

10-yr T-note (%) 1.49 1.45 0.04 Down

Euribor/OIS spread (bps) -57 -57 0 Neutral

EUR/USD 3-mo swap (bps) 33 33 0 Down

Currencies Direction

dollar Flat Neutral

euro Flat Up

yen Down Neutral

pound Up Neutral

franc Up Neutral  
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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. 
 

Price Prior Change Explanation

Brent $72.45 $69.23 4.65% OPEC Meeting

WTI $69.07 $66.18 4.37%  

Natural Gas $4.45 $4.57 -2.50%  

Crack Spread $17.69 $17.26 2.44%

12-mo strip crack $19.09 $18.74 1.86%

Ethanol rack $3.68 $3.76 -2.06%

Gold $1,786.41 $1,774.52 0.67%

Silver $22.91 $22.84 0.35%

Copper contract $432.35 $428.00 1.02%

Corn contract $572.25 $567.50 0.84%

Wheat contract $794.00 $787.25 0.86%

Soybeans contract $1,228.00 $1,217.25 0.88%

Baltic Dry Freight 3,018            2,881            137

Actual Expected Difference

Crude (mb) -1.4

Gasoline (mb) -1.2

Distillates (mb) -1.5

Refinery run rates (%) 0.40%

Natural gas (bcf) -58.0

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 

most of the country, with cooler temperatures in the New England region.  The forecasts call for 

wet conditions in the Pacific Northwest, the Midwest, and the Rockies, with dry conditions for 

the rest of the country.   
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Data Section 
 

U.S. Equity Markets – (as of 11/30/2021 close) 

 

  

0.0% 20.0% 40.0% 60.0%

Consumer Staples
Utilities

Communication Services
Industrials
Healthcare

Materials
S&P 500

Consumer Discretionary
Real Estate

Financials
Technology

Energy

YTD Total Return

-4.0% -3.0% -2.0% -1.0% 0.0%

Communication Services

Utilities

Consumer Staples

Industrials

Materials

Financials

Energy

Healthcare

Real Estate

S&P 500

Consumer Discretionary

Technology

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 11/30/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0% 40.0%

Emerging Markets ($)

Emerging Markets (local currency)

US Government Bond

US Corporate Bond

Cash

US High Yield

Foreign Developed ($)

Small Cap

Value

Foreign Developed (local currency)

Mid Cap

Commodities

Large Cap

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 

 

November 18, 2021 

 

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

Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 11/17/2021 = 22.2x

 
 

Based on our methodology,1 the current P/E is 22.2x, unchanged from last week.   
 

 

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 (Q1 and Q2) and two estimates (Q3 and Q4). 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. 


