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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 2, 2022—9:30 AM EST] Global equity markets are mixed this morning.  In 

Europe, the Euro Stoxx 50 is up 0.3% from its prior close. In Asia, the MSCI Asia Apex 50 

Index closed down 0.7%. Chinese markets were also mixed, with the Shanghai Composite 

closing down 0.3% from its prior close and the Shenzhen Composite closing up 0.5%. U.S. 

equity index futures were flat before the employment data, but when that data came in “hot” (see 

below) equity futures turned sharply lower.  

 

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 

• Confluence of Ideas podcast (12/01/2022): “The November Business Cycle Report” 

• Business Cycle Report (11/29/22) 

 

Howdy! Equities are down this morning after the jobs report soundly beat expectations, Today’s 

Comment begins with an overview of the recent sell-off in the U.S. dollar and what it means for 

financial markets. Next, we discuss the U.S. government’s efforts to resolve tensions with unions 

and the EU. Lastly, we explain the risk the war in Ukraine poses to equities abroad.  

 

Dollar Peaking? The recent retreat in the greenback is significant, but it isn’t clear if it will last, 

as evidenced by its recovery today in the wake of the payroll data. 

 

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/category/podcasts/confluence-of-ideas/
https://www.confluenceinvestment.com/wp-content/uploads/business_cycle_report_Nov_29_2022.pdf
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• Although the U.S. dollar is one of the best-performing assets in 2022, it has begun to 

turn. The greenback has dropped more than 7% from its September peak. Its descent was 

driven by a combination of speculation that the Fed is almost done hiking and greater 

positivity about the global economy heading into 2023. The CPI and PCE inflation 

reports both came in below expectations. Meanwhile, GDP data from Germany and 

optimism of China’s reopening have made a global recession next year less likely. 

Additionally, signs that global inflation is approaching its peak have made foreign 

currencies more attractive. 

 

• The weakness in the dollar will likely make it easier for other central banks to relax 

monetary tightening. Due to their reliance on imports of dollar-priced commodities such 

as oil, central banks such as the Bank of Japan and the European Central Bank were 

pressured to take aggressive monetary action to contain inflation. However, their lack of 

aggressive action had led to dollar appreciation. As a result, the recent dollar weakness 

(we note that the dollar is stronger today off the payroll wage data) against peer 

currencies will likely mean that these banks can take less aggressive policy action to 

tackle price pressures. In short, a weaker dollar is a positive for international equities. For 

example, the recent rally in emerging market equities and bonds shows that investors are 

positioned to take advantage of a depreciating U.S. currency.  

• Next year’s FOMC will have more hawks than in 2022. Dovish members like Kansas 

City Fed’s Esther George and Boston Fed’s Susan Collins will be replaced by hawks Fed 

President Neel Kashkari and Dallas Fed’s Lorie Logan. Meanwhile, Chicago Fed picked 

notable dove Austan Goolsbee as the next bank president. He will be a voting member 

and will offset the loss of St. Louis Fed President James Bullard, a bona fide hawk. 

Additionally, persistently high employment payroll data like the one released today also 

supports further tightening in the future and pushes up the dollar’s value. In short, the 

hawkish tilt of the committee suggests that the dollar could rebound in 2023.  

https://www.ft.com/content/c483014a-9d09-46c1-9912-0573420f2c32
https://www.ft.com/content/c483014a-9d09-46c1-9912-0573420f2c32
https://www.reuters.com/markets/europe/german-economy-beats-expectations-with-04-growth-q3-2022-11-25/
https://www.bloomberg.com/news/articles/2022-12-02/key-charts-show-global-inflation-peaking-near-double-digits?srnd=premium&sref=uIvt3NFS
https://www.ft.com/content/a81fb8d6-3aae-4206-ab6f-81fd07fd6b01
http://itcm.wpenginepowered.com/wp-content/uploads/2020/02/FOMC-21.png
http://itcm.wpenginepowered.com/wp-content/uploads/2020/02/FOMC-21.png
http://itcm.wpenginepowered.com/wp-content/uploads/2020/02/FOMC-21.png
https://www.reuters.com/business/finance/chicago-fed-hires-austan-goolsbee-new-chief-evans-prepares-exit-2022-12-01/
https://www.reuters.com/business/finance/chicago-fed-hires-austan-goolsbee-new-chief-evans-prepares-exit-2022-12-01/
https://www.bls.gov/news.release/empsit.nr0.htm
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o Austan Goolsbee was the economic advisor of former President Barack Obama. 

In an interview with NPR, he called into question the ability of hikes alone to rein 

in inflation and is likely to be sensitive to economic changes.  

 

U.S. Firefighting: The president and Congress are moving to contain flames both domestically 

and abroad.  

• The Senate passed legislation that would prevent rail workers from going on strike. The 

bill is expected to be sent to President Biden’s desk to be signed into law. The passage of 

the bill has prevented a strike from disrupting the U.S. economy but could have political 

costs for Democrats in upcoming elections. Rail workers were pushing for seven days of 

paid sick leave, a tenet that should have left-wing support on paper. The Democrats' 

decision not to support labor is an example of how the party is becoming more pro-

business establishment and less union-friendly. A stricter line by government officials 

could ease inflation and may be preferable to equities.  

o Government and unions can have a hot and cold relationship depending on the 

economic environment. In an inflationary period, politicians have been known to 

turn on labor.  

• President Biden is open to negotiating with Russian President Vladimir Putin over the 

war in Ukraine. This stance is in contrast with the U.S. president's previous statement that 

peace talks must include Ukraine. Although there is some sign that Putin may accept the 

invitation, the change in Biden’s tone suggests that the West wants the war to end. 

Biden’s offer came after meeting with French Emmanuel Macron. In the past, Macron 

has criticized the U.S. for profiting from the conflict at Europe’s expense. Thus, there is a 

possibility that Western support for Ukraine could be fading, which should be favorable 

to financial markets. 

• Although demand remains an important driver of inflation, there are still many supply-

side factors that can support higher prices. The growing power of labor unions has given 

unions more leverage to negotiate higher wages and benefits from firms. Meanwhile, the 

uncertainty in Ukraine suggests that commodity prices will continue to fluctuate. The Fed 

will consider these factors when determining whether it should lower rates. That said, 

U.S. central bank officials have shown no intention of distinguishing demand and supply 

pressures when deciding policy. Thus, supply-side shocks could lead the Fed to raise 

rates higher and for longer than the market currently expects.  

 

Russia Risk Rising: A string of suspicious packages sent across Europe raises new questions 

about the war; meanwhile, the EU continues to bicker over price caps. 

• Threatening packages were sent to Ukrainian embassies in Hungary, the Netherlands, 

Poland, Croatia, Italy, and Austria. Packages contained varying materials, from 

explosives to animal parts. Although no one was harmed, Western governments believe 

that the boxes are a form of terrorism and intimidation. The delivery of these threatening 

items could be a warning that there are factions, within Russia or sympathetic to, who are 

willing to escalate the war outside of the Ukrainian borders. At this time, the packages do 

not provide present a risk but could be a warning of something worse to come.  

https://www.npr.org/2022/07/17/1111912878/where-is-the-economy-likely-to-go-next
https://www.cnn.com/2022/12/01/politics/senate-rail-vote
https://thehill.com/homenews/senate/3758436-senate-rejects-proposal-to-give-rail-workers-seven-days-of-paid-sick-leave/
https://thehill.com/homenews/senate/3758436-senate-rejects-proposal-to-give-rail-workers-seven-days-of-paid-sick-leave/
https://www.bloomberg.com/news/articles/2022-12-01/biden-says-he-d-talk-with-putin-if-he-s-serious-about-ending-war
https://www.bloomberg.com/news/articles/2022-12-02/putin-won-t-stop-fighting-in-ukraine-remains-open-to-talks?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-02/putin-won-t-stop-fighting-in-ukraine-remains-open-to-talks?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-10-21/macron-accuses-us-of-trade-double-standard-amid-energy-crunch?sref=uIvt3NFS
https://www.ft.com/content/756e6214-04ae-47d8-a406-deaad5b401ac
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• Meanwhile, EU members still need to settle on a price cap for Russian oil. Although the 

recent proposal shows a price cap of $60, some countries within the bloc would like the 

lid to be lower, and others prefer to do away with the price cap entirely. Countries most 

in danger of being invaded are pushing for a lower limit as it would deprive Moscow of 

needed revenues to expand its war aims. However, EU members most adversely impacted 

by the price limit have warned that a low cap could make it harder for countries to 

receive energy supplies.  

o The EU has until Monday to come to a resolution before the agreed-upon 

embargo is set to take effect. Failure to do so could lead to disruptions within 

energy markets. 

• Uncertainty in Ukraine represents a prevalent risk for European equities. Despite efforts 

from the West to curtail Russian oil production, it has still been able to increase its 

shipments worldwide. OPEC’s willingness to work with Moscow to minimize the impact 

of Western restrictions makes the problem worse. Meanwhile, the threat of a broader 

conflict could escalate tensions between the West and Russia. In short, investors should 

be mindful that any de-escalation of the war effort will likely be taken positively by the 

markets, especially in Europe. In the meantime, the U.S. remains safe, a place to hide and 

wait.  

 

U.S. Economic Releases  

Non-farm payrolls for November came in at 263k compared to a forecast rise of 200k.  Revisions 

added 37k.  The unemployment rate was 3.7% on forecast.  Average hourly earnings, on a yearly 

basis, rose 5.1% while estimates called for a 4.6% rise.  And, October wages were revised 

sharply higher, at +5.6% compared to the initial report of 4.7%.  The participation rate came in at 

62.1%, compared with forecasts of 62.3%. 

 

Payroll growth is slowing but remains elevated. 

 

https://www.reuters.com/business/energy/eu-countries-consider-lower-gas-price-cap-documents-2022-12-02/
https://www.reuters.com/business/energy/eu-countries-consider-lower-gas-price-cap-documents-2022-12-02/
https://www.bloomberg.com/news/articles/2022-12-01/eu-closes-in-on-60-price-cap-for-russian-oil-as-deadline-looms?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-01/eu-closes-in-on-60-price-cap-for-russian-oil-as-deadline-looms?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-02/opec-oil-export-cut-blunted-by-surge-in-russian-shipments?srnd=premium&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-12-02/opec-oil-export-cut-blunted-by-surge-in-russian-shipments?srnd=premium&sref=uIvt3NFS
https://www.ft.com/content/3c15dd27-9b7a-4905-aaa6-f6009b1aec50
https://www.ft.com/content/3c15dd27-9b7a-4905-aaa6-f6009b1aec50


 

 

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

www.confluenceinvestment.com 

 5 

 

This previous chart shows the change in payrolls; we have truncated the pandemic data to better 

show the current situation.  These are solid numbers. We are comfortably above the recession 

signal for payrolls 

 

 
 

In the details of the payroll survey, we saw job losses in wholesale and retail trade where 

wholesale jobs fell 3.3k and retail fell 29.9k.   

 

In the household survey, the unemployment rate remained steady.   
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The labor force contracted by 106k and has declined for three consecutive months.  Employment 

in the household survey fell by 138k, thus leaving the unemployment rate steady.  Labor 

participation edged lower, to 62.1%, as did the employment/population ratio, which fell to 

59.9%.   

 

An indication of how tight the labor markets are is shown by the unemployment rate for high 

school dropouts relative to college graduates. 

 

 
 

Although the unemployment rate for college graduates is clearly lower, the spread has clearly 

narrowed and is near all-time lows.  What this tells us is that employers who hire less skilled 

workers are willing to accept candidates they usually might not consider for employment. 

 

Clearly, the jump in wages, including the upward revision to October, has given a bearish tilt to 

the data.  Let’s take a look into the wage data.  Following is the basic wage data. 
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This chart above shows hourly earnings for all workers and non-supervisory workers.  In this 

recovery and expansion, wage growth for non-supervisory workers has outpaced all workers, 

including management.  That excess growth is unusual.  In his recent speech, Chair Powell noted 

concern about the dearth of service workers and worried that employers were being forced to bid 

up to find labor.  The data appears to support his concerns. 

 

 
 

Service worker yearly wage growth rose 5.9% last month, and goods worker growth was strong 

too, but a bit less at 5.6%.  This uptick, after several months of declining momentum in service 

jobs, will be a concern for the FOMC.  We doubt this will be enough to bring a 75 bps hike, but 

the terminal rate will likely be higher.   
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Here are some other interesting numbers.  Yearly wage growth for transportation and warehouse 

workers is up 11.7%.  Retail wage growth is 5.1% (down from 7.8% in February) and wholesale 

trade yearly wage growth is up 5.9%, the fastest growth in 40 years. 

 

 
 

Leisure and hospitality yearly wage growth is +7.4%, and although elevated, the momentum is 

slowing as the level of growth last December was 16.6%. 

 

Overall, this report, especially the wage growth, signals to the FOMC that they probably need to 

continue tightening.  We do caution that these numbers are subject to significant revision.  At the 

same time, policymakers and decision makers usually react to the data they have, not the most 

vetted numbers.  This will put a bearish tone on markets.  We are seeing equities lower, a backup 

in yields, and most telling, a major uptick in the dollar.  The DXY dollar index jumped from 

104.47 at the point of the release, to an intraday high of 105.58.   

 

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 

EST Speaker or Event

9:15 Thomas Barkin Speaks in Richmond President of the Federal Reserve Bank of Richmond

10:15 Charles Evans Speaks at Event on Financial Regulation President of the Federal Reserve Bank of Chicago

14:00 Charles Evans Gives Welcome Remarks at Economic Symposium President of the Federal Reserve Bank of Chicago

Federal Reserve

District or Position

Economic Releases

 No economic releases for the rest of today
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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. 

 

 

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 Monetary Base y/y Nov -6.4% -6.9% ** Equity and bond neutral

Monetary Base, End of Period m/m Nov ¥619.9t ¥620.9t * Equity and bond neutral

New Zealand Terms of Trade q/q 3Q -3.4% -2.4% 0.5% ** Equity and bond neutral

South Korea CPI y/y Nov 5.0% 5.7% 5.2% *** Equity and bond bullish

Core CPI y/y Nov 4.8% 4.8% 4.5% ** Equity bearish, bond bearish

EUROPE

Eurozone PPI y/y Oct 30.8% 41.9% 31.8% ** Equity and bond neutral

Germany Import Price Index y/y Oct 23.5% 29.8% 22.8% ** Equity and bond neutral

Exports y/y Oct -0.6% -0.5% -0.2% *** Equity and bond neutral

Imports y/y Oct -3.7% -2.3% -0.5% ** Equity bearish, bond bullish

Trade Balance m/m Oct 6.9b 3.7b 5.2b * Equity and bond bullish

France Industrial Production y/y Oct -2.7% 1.8% *** Equity bearish, bond bullish

Manufacturing Production y/y Oct 0.0% 4.3% ** Equity bearish, bond bullish

Russia Money Supply, Narrow Definition w/w 25-Nov 15.73t 15.83t * Equity and bond neutral

AMERICAS

Canada S&P Global Manufacturing PMI m/m Nov 49.6 48.8 *** Equity and bond neutral

Net Change in Employment m/m Nov 10.1k 108.3k 10.0k *** Equity and bond neutral

Unemployment Rate m/m Nov 5.1% 5.2% 5.3% *** Equity bullish, bond bearish

Participation Rate m/m Nov 64.8% 64.9% 64.9% * Equity and bond neutral

Mexico S&P Global Manufacturing PMI m/m Nov 50.6 50.3 *** Equity and bond neutral

Brazil Trade Balance m/m Nov $6.68 $3.921b $5.400b ** Equity and bond neutral

Exports m/m Nov $28.50 $27.299b $28.450b * Equity and bond neutral

Imports m/m Nov $23.38 $23.378b $23.100b * Equity and bond neutral

Industrial Production y/y Oct 1.7% 0.4% 1.7% *** Equity and bond 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. 

 

 
 

 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 478 476 2 Up

3-mo T-bill yield (bps) 416 421 -5 Up

TED spread (bps) 62 56 6 Widening

U.S. Sibor/OIS spread (bps) 442 442 0 Up

U.S. Libor/OIS spread (bps) 444 444 0 Up

10-yr T-note (%) 3.51 3.51 0.00 Up

Euribor/OIS spread (bps) 197 197 0 Neutral

Currencies Direction

Dollar Down Down

Euro Up Up

Yen Up Up

Pound Up Up

Franc Up Up

Price Prior Change Explanation

Brent $87.43 $86.88 0.63% China reopening, weak dollar

WTI $81.84 $81.22 0.76%

Natural Gas $6.75 $6.74 0.22%

Crack Spread $30.35 $29.88 1.58%

12-mo strip crack $29.38 $29.19 0.64%

Ethanol rack $2.52 $2.54 -0.62%

Metals

Gold $1,785.18 $1,768.52 0.94% Weak dollar

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 1,338            1,355            -17

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) -81 -82 1.0

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 12/01/2022 close) 

 

-50% 0% 50% 100%

Communication Services
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Technology

S&P 500

Materials

Financials

Industrials

Healthcare

Utilities

Consumer Staples

Energy

YTD Total Return

-0.8%-0.6%-0.4%-0.2% 0.0% 0.2% 0.4% 0.6% 0.8%

Financials

Consumer Staples

Energy

Real Estate

Utilities

S&P 500

Consumer Discretionary

Industrials

Materials

Technology

Healthcare

Communication Services

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 12/01/2022 close) 

 

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

Growth

Real Estate

Emerging Markets ($)

US Corporate Bond

Emerging Markets (local currency)

Small Cap

Foreign Developed ($)

US Government Bond

Large Cap

US High Yield

Mid Cap

Foreign Developed (local currency)

Value

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 

 

December 1, 2022 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

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. 


