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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, 2022—9:30 AM EST] Global equity markets are higher this morning.  In 

Europe, the Euro Stoxx 50 is up 0.7% from its prior close. In Asia, the MSCI Asia Apex 50 

Index closed up 1.0%. Chinese markets were also higher, with the Shanghai Composite closing 

up 0.5% from its prior close and the Shenzhen Composite closing up 1.3%. 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:  
 

• Bi-Weekly Geopolitical Report (11/07/2022) (with associated podcast) “Reflections on 

the 20th Party Congress.”  Due to the upcoming holiday, the next BWGR will be our 2023 

Outlook published on December 12. 

• Weekly Energy Update (12/01/2022): In this week’s report, we highlight the recovery 

in distillate inventories relative to demand due to a jump in refinery operations.  

Total oil inventories are at 22-year lows.     

• Asset Allocation Quarterly – Q4 2022 (10/18/2022): Discussion of our asset allocation 

process, Q4 2022 portfolio changes, and our outlook for the markets 

• Asset Allocation Bi-Weekly (11/14/2022) (with associated podcast): “The Impossible 

Trinity” Due to the upcoming holiday, our next report will be published December 5.   

• Asset Allocation Q4 2022 Rebalance Presentation (11/14/2022): Video presentation 

featuring the Asset Allocation Committee as they review our asset allocation strategies, 

recent portfolio changes, and the current macro environment 

• Business Cycle Report (11/29/22) 

 

Good morning! Today’s Comment begins with our thoughts about Wednesday’s speech by Fed 

Chair Powell. Next, we give an overview of China’s move away from its Zero-COVID policy. 

We end with international news focusing on the growing fractures within the Western alliance.  

 

Fed Talks: Fed Chair Jerome Powell signaled that the central bank is not prepared to lower 

rates; however, the market is not convinced.  

● The market rejoiced following suggestions that the Federal Reserve would scale back the 

size of rate increases. On Wednesday, Powell hinted that the central bank may moderate 

the pace of hikes at its December meeting but also that the Fed was not done raising rates. 

 

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_11_07_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_01_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_01_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_01_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Dec_01_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q422.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Nov_14_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/business_cycle_report_Nov_29_2022.pdf
https://www.reuters.com/markets/us/feds-powell-rate-hike-slowdown-possible-next-month-inflation-fight-far-over-2022-11-30/
https://www.reuters.com/markets/us/feds-powell-rate-hike-slowdown-possible-next-month-inflation-fight-far-over-2022-11-30/
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The S&P 500 soared over 3%, there was a bullish steepening in the yield curve, and the 

U.S. dollar index dropped. This market reaction indicates that investors are confident that 

the Fed is nearly finished with its tightening cycle. The latest Fed Watch Tools show that 

the market has priced in a nearly 80% chance that the Fed will raise its policy rate by 50 

bps at its meeting later this month. Meanwhile, market bets predict that the Fed will begin 

cutting rates in the latter half of 2023. 

 

● This bullish reaction from investors was likely not the response Powell expected when he 

made his comments. Fed officials have insisted that they will not stop tightening until 

inflation makes sufficient gains toward its 2% target. Thus, we suspect Fed Governors 

Michelle Bowman and Michael Barr will attempt to rein in expectations when they speak 

on Thursday. Additionally, stronger-than-expected employment data to be released on 

Friday might also reduce sentiment that the Fed is close to ending its tightening cycle.  

Therefore, Wednesday’s gain could be short-lived.   

● Although inflation remains stubbornly high, there are signs that price pressures are 

starting to ease. U.S. rent prices fell for the third consecutive month in November, 

according to ApartmentList.com. Meanwhile, data collected from the Standard & Poor’s 

Case-Shiller Home Price Index shows that national home prices are also falling. Shelter 

prices comprise a third of the Consumer Price Index, so a drop would weigh heavily on 

price pressures. That said, it generally takes several months for the index to pick up 

changes in the housing market due to how the data is tracked. 

○ There is also a risk that if the dollar weakens and OPEC+ follows through on 

rumored production cuts, energy prices could rise and prevent inflation from 

falling further.  

 

China in Focus: Beijing is walking a fine line as it attempts to display confidence in its 

pandemic response while also pacifying a growingly disgruntled public. 

● China hinted that it may reduce the pandemic restrictions as public anger arises after a 

new round of lockdowns. A top Chinese official announced that the latest variant of 

COVID was “less pathogenic” than previous strains. This sentiment was also reflected in 

the state media's softer tone when discussing the virus. One editorial went as far as to say 

https://www.cnn.com/business/live-news/stock-market-gdp-news-today/index.html
https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html
https://www.apartmentlist.com/research/national-rent-data
https://www.ft.com/content/322595d5-65f7-46de-aa06-f4111d05862c
https://www.ft.com/content/322595d5-65f7-46de-aa06-f4111d05862c
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that people “should not be too afraid of Omicron.” Over recent weeks, the country has 

ramped up its vaccination efforts and has entertained the possibility of importing Western 

vaccines. The renewed push is likely a positive sign for Chinese equities. 

● Although substantial policy changes did not follow the remarks, the market believes 

reopening is on the horizon. The news initially led to a sharp rally in the Hang Seng 

China Enterprises Index, which rose to as high as 3.7% on the day; however, most of 

those gains subsided as investors realized that a reopening was not expected to be 

smooth. Beijing will likely drop restrictions at a slow pace as it does not want to give the 

impression that it is caving to public pressures. Additionally, there may be some 

hesitancy among people still wary to leave their homes due to COVID concerns.  

● The reopening of the Chinese economy provides both positives and negatives for the rest 

of the world. The loosening of restrictions should increase economic activity, which 

should then help boost global growth and relieve some supply chain pressures. However, 

the reemergence of the Chinese consumers will increase the demand for energy products 

and push up the prices for commodities. In short, the overall impact of China’s reopening 

is complicated, to say the least. Thus, a slow reopening will likely fare better for equities 

than a quick one would.    

  

Friends or Foe:  Allies within the North Atlantic Treaty Organization are becoming frustrated 

with U.S. foreign and economic policies. 

● Turkey’s bullheadedness leads to more uncertainty in the Middle East and is straining 

U.S. ties. On Wednesday, the U.S. warned Ankara against further escalation in Kurd-

controlled areas of Syria due to the danger it poses to U.S. military personnel. Tensions 

between the two countries have been brewing after Turkish President Recep Tayyip 

Erdoğan blamed Kurdish groups for a November bombing in Istanbul. The ongoing row 

between the two NATO allies may complicate coordination efforts for their considerable 

roles in supporting Ukrainian war efforts. 

○ Outside of Syria, Turkey has also backed Azerbaijan in its ongoing dispute with 

Iran. Tehran’s military presence along its shared border with Azerbaijan has 

angered Anakara. In response to Tehran's actions, Turkey suggested that it may 

consider military actions if tensions escalate further.  

● European countries continue to rail against the U.S.’s new climate law. French President 

Emmanuel Macron is the latest European leader to express his frustration. In a speech 

yesterday, he stated that the Inflation Reduction Act threatens to divide the West. The 

point of contention between the two sides relates to tax breaks for components used in 

renewable energy technologies like electric cars. Europe sees it as an opening salvo in a 

trade war. In our view, the Inflation Reduction Act was designed to convince Europe to 

prioritize its own industries over China through subsidies of its own. This is supported by 

U.S. Trade Representative Katherine Tai’s insistence that Europe create its own subsidy 

program. 

● Differences between the U.S. and its allies over trade and foreign policy have yet to lead 

to a complete fracturing of ties. This is evident in the European Commission’s recent 

decision to follow through on a price cap on Russian oil, a measure pushed by the Biden 

https://www.scmp.com/news/china/politics/article/3201585/china-has-launched-new-covid-vaccination-drive-theres-no-mandate
https://www.scmp.com/news/china/politics/article/3201585/china-has-launched-new-covid-vaccination-drive-theres-no-mandate
https://www.reuters.com/business/healthcare-pharmaceuticals/biontech-spokesperson-vaccine-initially-be-imported-china-2022-11-04/
https://www.reuters.com/business/healthcare-pharmaceuticals/biontech-spokesperson-vaccine-initially-be-imported-china-2022-11-04/
https://www.bloomberg.com/news/articles/2022-12-01/chinese-stocks-extend-historic-rally-as-reopening-signs-grow?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-01/chinese-stocks-extend-historic-rally-as-reopening-signs-grow?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-01/us-warns-erdogan-against-new-turkish-military-campaign-in-syria?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-01/us-warns-erdogan-against-new-turkish-military-campaign-in-syria?sref=uIvt3NFS
https://www.voanews.com/a/us-warns-turkish-offensive-endangering-us-troops-in-syria/6847380.html
https://www.npr.org/2022/11/14/1136438122/turkey-blames-kurdish-group-for-istanbul-bombing
https://www.voanews.com/a/azerbaijan-stands-up-to-iran-with-turkey-s-support-/6855724.html
https://www.voanews.com/a/azerbaijan-stands-up-to-iran-with-turkey-s-support-/6855724.html
https://www.ft.com/content/a1a03af2-831a-433c-8984-b99c84018a13
https://www.reuters.com/markets/why-us-inflation-reduction-act-has-europe-up-arms-2022-11-30/
https://www.reuters.com/markets/why-us-inflation-reduction-act-has-europe-up-arms-2022-11-30/
https://www.ft.com/content/0e52d609-5cfe-453c-9baf-b33b66e941e9
https://www.ft.com/content/0e52d609-5cfe-453c-9baf-b33b66e941e9
https://www.wsj.com/articles/eu-asks-members-to-set-russia-price-cap-at-60-a-barrel-11669895309?mod=hp_lead_pos1
https://www.wsj.com/articles/eu-asks-members-to-set-russia-price-cap-at-60-a-barrel-11669895309?mod=hp_lead_pos1
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Administration. However, that does not mean that things are all fine and dandy. If 

Washington fails to keep its Western and NATO allies onside, it could lead to a multi-

bloc world led by Europe, the U.S., and China as opposed to a two-bloc world led by just 

the latter two. A fragmented world will likely complicate supply chain efforts, which 

could harm earnings for companies with foreign exposure. 

 

U.S. Economic Releases  

The Challenger Job Cuts Report showed a whopping 416.5% jump in announced cuts compared 

to last year.  The survey does ask participants why the cuts were announced and nearly a quarter 

were for cost cutting.  Closing of the business accounted for 18.5% and “market conditions” 

16.1%.  Demand losses only accounted for just under 5%.  Overall, it looks like managing 

margins is driving the job cuts. 

 

Initial claims fell more than forecast, dropping 15k to 225k, and better than the 235k forecast.   
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This chart shows the four-week moving average of claims from 1965.  In general, we expect to 

see rising claims as the economy weakens.  So far, claims have not risen significantly, likely due 

to companies holding on to workers.  However, as the Challenger data suggests, we may see 

claims rise in the coming months. 

 

Personal income rose 0.7%, well above estimates of 0.4% and spending rose on forecast at 

+0.8%.  On a yearly basis, income rose 4.9%, boosted by a 6.7% rise in wages and salaries.  

There were some interesting numbers in the details.  First, transfer payments relative to total 

income remains above pre-pandemic levels but is easing. 
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The increase in retirements is likely why this number remains elevated. 

 

Passive income is rising in absolute terms, with dividend income steadily closing in on interest 

income. 

 

 
 

Personal taxes relative to income is also near all-time highs. 
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The savings rate continues to retreat. 

 

 
 

On to inflation as the overall PCE deflator rose 0.3%, better than the 0.4% forecast, while the 

core rate, the key focus of policymakers, rose 0.2% versus expectations of 0.3%.   
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Here is the yearly data: 

 

 
 

Although elevated, inflation is slowly cooling as the overall rate fell to 6.0% from 6.3% while 

the core rate came in at 5%, down from 5.2%. 
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Although services inflation continues to rise, goods inflation has clearly stalled.  On a yearly 

basis, services PCE is up 5.4%, while goods is at +7.2%, down from its June peak of 10.6%. 
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The financial markets have taken the data as bullish.  The income and spending data suggest that 

the economy is still doing okay while inflation, though elevated, is easing.  We doubt this will 

change the direction of policy, but the trends are favorable.  

 

The table below lists 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 Manufacturing PMI m/m Nov F 47.6 47.6 ***

10:00 Construction Spending MoM m/m Oct -0.2% 0.2% **

10:00 ISM Manufacturing PMI m/m Nov 49.7 50.2 **

10:00 ISM Manufacturing PMI - Prices Paid m/m Nov 45.9 46.6 **

10:00 ISM Manufacturing PMI - New Orders m/m Nov 48.5 49.2 **

10:00 ISM Manufacturing PMI - Employment m/m Nov 50.0 50 *

Wards Total Vehicle Sales m/m Nov 14.60m 14.90m ***

EST Speaker or Event

9:15 Dianne Dobbeck Speaks at FT Banking Summit New York Fed Head of Supervision

9:20 Lorie Logan Speaks at Dallas Breakfast Event New York Federal Reserve Executive Vice President

9:30 Michelle Bowman Speaks at Strategy Forum Member of the Board of Governors

15:00 Michael Barr Discusses Bank Capital Federal Reserve Board Vice Chair for Supervision

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 Capital Spending y/y 3Q 9.8% 4.6% 6.4% *** Equity bullish, bond bearish

Japan Buying Foreign Bonds w/w 25-Nov -¥51.2b -¥526.6b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 25-Nov -¥45.8b ¥2216.8b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 25-Nov -¥239.1 ¥46.9b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 25-Nov ¥442.9b ¥4.5b * Equity and bond neutral

Jibun Bank Manufacturing PMI m/m Nov F 49.0 49.4 *** Equity and bond neutral

Vehicle Sales y/y Nov 1.00% 19.70% ** Equity bearish, bond bullish

Consumer Confidence m/m Nov 28.6 29.9 30.0 ** Equity bearish, bond bullish

Australia S&P Global Manufacturing PMI m/m Nov F 51.3 51.5 *** Equity and bond neutral

Private Capital Expenditure y/y 3Q -0.6% -0.3% 1.5% ** Equity bearish, bond bullish

Commodity Index SDR y/y Nov 19.1% 22.4% 31.6% ** Equity and bond neutral

New Zealand CoreLogic House Prices y/y Nov -2.9% -0.6% * Equity bearish, bond bullish

South Korea GDP y/y 3Q P 3.1% 3.1% 3.1% ** Equity and bond neutral

Trade Balance m/m Nov -$7.010b -$6.700b -$6.698b * Equity and bond neutral

Exports y/y Nov -14.0% -5.7% -11.2% *** Equity bearish, bond bullish

Imports y/y Nov 2.7% 9.9% 0.5% ** Equity bearish, bond bullish

S&P Global Manufacturing PMI m/m Nov 49.0 48.2 *** Equity and bond neutral

China Caixin Manufacturing PMI m/m Nov 49.4 49.2 48.9 *** Equity and bond neutral

India GDP y/y 3Q P 6.3% 13.5% 6.2% ** Equity and bond neutral

S&P Manufacturing PMI m/m Nov 55.7 55.3 *** Equity and bond neutral

EUROPE

Eurozone S&P Global Manufacturing PMI m/m Nov F 47.1 47.3 47.3 *** Equity and bond neutral

Unemployment Rate m/m Oct 6.5% 6.6% 6.6% ** Equity and bond neutral

Germany Retail Sales y/y Oct -6.6% -0.6% -0.3% * Equity bearish, bond bullish

S&P Global/BME Manufacturing PMI m/m Nov F 46.2 46.7 46.7 *** Equity and bond neutral

France S&P Global Manufacturing PMI m/m Nov F 48.3 49.1 49.1 *** Equity and bond neutral

Italy S&P Global Manufacturing PMI m/m Nov 48.4 46.5 47.0 *** Equity and bond neutral

Unemployment Rate m/m Oct 7.8% 7.9% 8.0% ** Equity and bond neutral

UK Nationwide House Price Index y/y Nov 4.4% 7.2% 5.8% *** Equity bullish, bond bearish

S&P Global/CIPS Manufacturing PMI m/m Nov F 46.5 46.2 46.2 *** Equity and bond neutral

Switzerland CPI y/y Nov 3.0% 3.0% 3.0% *** Equity and bond neutral

CPI, EU Harmonized y/y Nov 2.9% 2.9% *** Equity and bond neutral

Core CPI y/y Nov 1.9% 1.8% 1.9% * Equity and bond neutral

Real Retail Sales y/y Oct -2.5% 3.2% 2.6% ** Equity bearish, bond bullish

Manufacturing PMI m/m Nov 53.9 54.9 54.0 *** Equity and bond neutral

Russia Retail Sales Real y/y Oct -9.7% -9.8% -12.0% ** Equity bullish, bond bearish

Unemployment Rate m/m Oct 3.9% 3.9% 4.1% ** Equity and bond neutral

Real Wages y/y Sep -1.4% -1.2% * Equity and bond neutral

S&P Global Manufacturing PMI m/m Nov 53.2 50.7 *** Equity bullish, bond bearish

AMERICAS

Canada Labor Productivity q/q 3Q 0.6% 0.2% 0.3% * Equity and bond neutral

Brazil FGV CPI IPC-S y/y 30-Nov 0.57% 0.65% 0.62% * Equity and bond neutral

GDP y/y 3Q 3.6% 3.2% 3.7% ** Equity and bond neutral

S&P Global Manufacturing PMI m/m Nov 44.3 50.8 *** Equity bearish, bond bullish
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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. 

 

 
 

 

 

 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 476 473 3 Up

3-mo T-bill yield (bps) 419 424 -5 Up

TED spread (bps) 57 49 8 Widening

U.S. Sibor/OIS spread (bps) 442 439 3 Up

U.S. Libor/OIS spread (bps) 444 441 3 Up

10-yr T-note (%) 3.60 3.61 -0.01 Up

Euribor/OIS spread (bps) 197 198 -1 Neutral

Currencies Direction

Dollar Down Down

Euro Up Up

Yen Up Up

Pound Up Up

Franc Up Up

Price Prior Change Explanation

Brent $87.92 $86.97 1.09%

WTI $81.54 $80.55 1.23%

Natural Gas $7.02 $6.93 1.31%

Crack Spread $32.75 $33.05 -0.90%

12-mo strip crack $30.89 $31.04 -0.50%

Ethanol rack $2.57 $2.59 -0.78%

Metals

Gold $1,785.18 $1,768.52 0.94%

Silver $22.18 $22.19 -0.08%

Copper contract $376.10 $373.80 0.62%

Grains

Corn contract $665.00 $667.00 -0.30%

Wheat contract $790.00 $795.50 -0.69%

Soybeans contract $1,457.75 $1,469.50 -0.80%

Shipping

Baltic Dry Freight 1,355            1,327            28

Actual Expected Difference

Crude (mb) -12.6 -3.1 -9.5

Gasoline (mb) 2.8 2.3 0.5

Distillates (mb) 3.5 1.5 2.1

Refinery run rates (%) 1.3% 0.5% 0.9%

Natural gas (bcf) -82

Energy Markets

DOE Inventory Report
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Weather 

The 6-10 and 8-14 day forecasts show cooler-than-normal temperatures spreading from the 

Pacific and Rocky Mountain regions to most of the country, with the Southeast region expected 

to remain warmer-than-normal. Wet conditions are expected in the Pacific and Mississippi 

Valley regions but should subside toward the end of the forecasting period. 
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Data Section 
 

U.S. Equity Markets – (as of 11/30/2022 close) 
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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 11/30/2022 close) 
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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 

 

December 1, 2022 
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P/E as of 11/30/2022 = 18.9x

 
 

Based on our methodology,1 the current P/E is 18.9x, up 0.2x from our last report.  Falling 

earnings estimates and higher equity values led to the multiple rise. 
 

 

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 three actual quarters (Q1, Q2 and Q3) and one estimate (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. 


