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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: January 6, 2021—9:30 AM EST] Global equity markets are mixed this morning.  The 

EuroStoxx 50 is up 0.9% from its last close.  In Asia, the MSCI Asia Apex 50 is relatively 

unchanged.  Chinese markets were higher, with the Shanghai Composite up 0.6% from the prior 

close and the Shenzhen Composite remained unchanged.  U.S. equity index futures are signaling 

a lower open.   

 

Our Comment today opens with U.S. political news, where the Democrats have won at least one 

of the two Senate runoff elections in Georgia and hold a small lead in the other.  The election 

results explain much of the market dynamics so far this morning, as we discuss below.  We next 

discuss various developments overseas before ending up with the latest coronavirus news. 

 

U.S. Politics:  In the first of the two Senate runoff elections in Georgia, the AP has now called 

Democrat Raphael Warnock the winner in his race against Republican incumbent Kelly Loeffler.  

With 98% of expected ballots reported, Warnock has garnered 50.6% of the votes, giving him a 

lead of approximately 53,000 votes.  In the other race, Democrat John Ossoff maintains a narrow 

lead of 50.2% or about 16,000, but the AP considers that race too close to call. 

• The prospect of a Democratic sweep that would give narrow control of the Senate to the 

Democrats is already producing market reactions.  As of this writing, the prospect of 

higher taxes and greater regulation of technology giants is weighing heavily on the 

NASDAQ stock index and, to a lesser extent, on the S&P 500.  In contrast, the potential 

for looser fiscal policy and rising interest rates is giving a boost to small-cap equities and 

financials.  Bond prices are dropping, pushing the yield on the benchmark 10-year 

Treasury note above 1% for the first time since March.  Oil prices are up, while gold 

prices are roughly flat. 

• As we have noted before, we believe that the post-election market reactions like we’re 

seeing today are likely to be short-lived.  The same can be said for any volatility likely 

from today’s joint session of Congress, where some Republican lawmakers have vowed 

to challenge the formal counting of the Electoral College votes for president, despite 

signs the Republican moves are undermining business support for the party.  There is also 

a potential for violence at political protests in the streets of Washington and other cities, 

but we think risk assets can still benefit from fundamental factors such as continued loose 

monetary and fiscal policy and the prospect of economic healing after the wide 

distribution of the coronavirus vaccines. 

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.ft.com/content/a51ad553-cc08-47ac-9a33-44353c4484ff
https://www.ft.com/content/a51ad553-cc08-47ac-9a33-44353c4484ff
https://www.nytimes.com/live/2021/01/06/us/georgia-election-results
https://www.wsj.com/articles/global-stock-markets-dow-update-01-06-2021-11609926014?mod=markets_lead_pos1
https://www.wsj.com/articles/u-s-10-year-treasury-yield-hits-1-11609912588
https://www.wsj.com/articles/u-s-10-year-treasury-yield-hits-1-11609912588
https://www.ft.com/content/9fe61a5e-b57a-4a99-8985-ad7867a500b0
https://www.wsj.com/articles/trump-supporters-again-plan-protests-in-d-c-to-dispute-election-results-11609880570
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United States-China:  President Trump yesterday issued an executive order banning U.S. 

companies and individuals from transactions with several Chinese-owned apps, citing concerns 

that the apps could help China access private data and build dossiers on Americans.  The ban 

would normally be expected to exacerbate U.S.-China tensions.  However, since it doesn’t go 

into effect until mid-February, China’s reaction may be muted in hopes that it will be reversed by 

the incoming Biden administration. 

 

China-Hong Kong:  Police in Hong Kong arrested dozens of pro-democracy politicians today in 

a series of dawn raids that swept up many of the opposition’s most prominent figures, some of 

whom said they were accused of subversion under China’s national security law.  The arrests, 

which were related to the politicians’ participation in unofficial election primaries held last year 

by the democratic camp ahead of planned legislative elections, mark a major escalation of 

China’s attempt to stamp out political opposition in the territory.  Therefore, they could spark 

immediate new U.S.-China tensions once the Biden administration takes power. 

 

China:  Reports indicate that Jack Ma, the founder of Alibaba (BABA, 240.40) and fintech giant 

Ant, is being pressured by Chinese regulators to share Ant’s trove of consumer credit data.  One 

plan being considered would require Ant to feed its data into a nationwide credit-reporting 

system run by the central bank. Another option would be for Ant to share such information with 

a credit-rating company that is effectively controlled by the central bank. 

• Either way, the power play illustrates how far President Xi’s government will go to rein 

in business people seen as putting their own interests ahead of those of the country or of 

the Communist Party (the regulators are particularly concerned about the increased risk to 

the financial system from Ant’s microlending). 

• Longer term, the situation also shows just how much interest modern governments have 

in maintaining access to data, which can be used to monitor and control personal 

behavior, and in controlling financial flows.  Those interests go far toward explaining 

why central banks around the world are exploring their own digital currencies. 

 

OPEC+:  Just hours after Saudi Arabia, Russia, and their oil-producing allies agreed to maintain 

last year’s pandemic-related production cuts at their current levels through February, the Saudi 

government announced it would unilaterally cut one million barrels a day of crude production 

starting next month in order to support prices.  Global crude prices surged in response, although 

it is important to remember that renewed pandemic lockdowns could temporarily drive down oil 

demand and prices once again.  Besides, it appears that the Saudi cut is to facilitate production 

increases in Russia and Kazakhstan that will help keep the alliance together, so the net impact of 

the Saudi reduction may be less than meets the eye. 

 

India:  Vandals have damaged more than 2,000 cellphone towers as part of a protest against the 

deregulation of India’s agriculture industry.  The towers are owned by Reliance Industries 

(RELIANCE.BO, 1914.15), a conglomerate that also owns major Indian grocery chains expected 

to benefit from the reforms. 

 

North Korea:  According to state media, paramount leader Kim Jong Un has opened a rare 

ruling party congress — only the second since the strongman came to power — with an 

https://www.wsj.com/articles/trump-signs-order-banning-alipay-and-other-chinese-apps-11609889364?mod=hp_lead_pos2
https://www.wsj.com/articles/trump-signs-order-banning-alipay-and-other-chinese-apps-11609889364?mod=hp_lead_pos2
https://www.wsj.com/articles/hong-kong-police-arrest-dozens-of-opposition-politicians-over-alleged-subversion-11609895177?mod=hp_lead_pos3
https://www.wsj.com/articles/chinese-regulators-try-to-get-jack-mas-ant-group-to-share-consumer-data-11609878816
https://www.wsj.com/articles/saudi-arabia-russia-reach-compromise-on-opec-plus-production-plan-11609857544?mod=hp_lead_pos4
https://www.rferl.org/a/russia-kazakhstan-to-increase-oil-output-at-saudi-expense-following-new-opec-deal/31035094.html
https://www.rferl.org/a/russia-kazakhstan-to-increase-oil-output-at-saudi-expense-following-new-opec-deal/31035094.html
https://www.wsj.com/articles/protesting-farmers-target-indias-largest-cell-company-and-its-billionaire-owner-11609932823
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admission that the economic strategy he unveiled at the previous meeting had not panned out.  

He also touted national self-reliance and promised to lay out new policies later in the meeting. 

 

COVID-19:  Official data show confirmed cases have risen to 86,555,947 worldwide, with 

1,871,517 deaths.  In the United States, confirmed cases rose to 21,052,711, with 357,390 deaths.  

Vaccine doses distributed in the U.S. now total 17,020,575, while the number of people who 

have received at least their first shot totals 4,836,469.  Finally, here is the interactive chart from 

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

population.   

 

Virology 

• Newly confirmed U.S infections totaled more than 230,000 yesterday, topping both the 

seven-day moving average of  215,408 and the 14-day moving average of 198,007.  

Hospitalizations related to the virus jumped to a record 131,195, of which a record 

23,509 were cases in intensive care.  Adding to the near-term concerns about the virus, 

the faster-transmitting mutation that first appeared in the U.K. continues to spread to 

more states. 

• Just a day after the FDA rejected suggestions to inject half-doses of the vaccine 

developed by Moderna (MRNA, 109.18), an official at the National Institutes of Health 

said the agency is studying whether a half-dose could be enough to help protect people 

against the disease, thus effectively doubling the supply of the vaccine. 

• Meanwhile, the European Medicines Agency approved the Moderna vaccine for use in 

the EU, giving the region a second approved vaccine against the disease. 

• As the virus resurgence continues in Europe, raising concerns of a new recession, the 

German government announced it would extend its new lockdown until the end of 

January and ban non-essential travel in those areas worst-hit by the coronavirus 

pandemic. 

• In Japan, a survey by Kyodo News found that the country’s new nationwide surge in 

cases has forced 44% of hospitals that also offer advanced medical procedures to 

encounter difficulties providing patients with the treatment they need. 

• WHO Director-General Ghebreyesus took the rare step of criticizing China on Tuesday, 

using his first press conference of the new year to express disappointment that Beijing 

has still not given permission to UN investigators to enter the country and probe the 

origins of the coronavirus pandemic. 

 

U.S. Policy Response 

• The U.S. Treasury Department said it has electronically sent out more than $112 billion 

of the latest pandemic stimulus payments to individuals, meaning that about two-thirds of 

the second round of payments approved by Congress is already in bank accounts. 

 

Financial Market Impacts 

• As investors look forward to the prospect that widespread vaccine use will start to control 

the pandemic, they are increasingly turning to foreign equities, especially emerging 

https://www.japantimes.co.jp/news/2021/01/06/asia-pacific/politics-diplomacy-asia-pacific/north-korea-party-congress/
https://www.nytimes.com/live/2021/01/06/world/covid-19-coronavirus
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/livecoverage/covid-2021-01-06
https://www.wsj.com/livecoverage/covid-2021-01-05/card/aMokl464usHbeMJZIese
https://www.wsj.com/articles/modernas-covid-19-vaccine-is-cleared-in-europe-11609936954?mod=hp_lead_pos5
https://www.wsj.com/articles/europe-faces-recession-risk-as-covid-19-infections-stay-high-11609928309?mod=hp_lead_pos5
https://www.ft.com/content/2ec52089-b9e3-4ad2-bb23-f3a4a09eccbe
https://www.ft.com/content/2ec52089-b9e3-4ad2-bb23-f3a4a09eccbe
https://www.japantimes.co.jp/news/2020/12/29/national/coronavirus-japan-hospitals-2/
https://www.japantimes.co.jp/news/2020/12/29/national/coronavirus-japan-hospitals-2/
https://www.wsj.com/articles/world-health-organization-criticizes-china-over-delays-in-covid-19-probe-11609883140?mod=hp_featst_pos3
https://www.wsj.com/articles/most-second-stimulus-payments-reach-household-bank-accounts-11609885984?mod=politics_lead_pos10
https://www.wsj.com/articles/most-second-stimulus-payments-reach-household-bank-accounts-11609885984?mod=politics_lead_pos10
https://www.wsj.com/articles/global-stocks-attract-investors-after-covid-19-vaccine-rollout-11609929000?mod=markets_lead_pos5
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markets.  That includes Turkey, where the country’s stocks, bonds, and currency have all 

been helped by improved monetary policy. 

 

U.S. Economic Releases  

 

For the week ending January 1, mortgage application rose 1.7% from the prior week. 

Applications for home purchases fell 1.6% from the prior week, while refinance applications 

rose 3.0%. The average 30-year fixed-rate mortgage fell 4bps from 2.90% to 2.86%. 

 

Private payrolls likely contracted in December, according to human resource firm ADP. 

According to their database, payrolls contracted 138K last month as lockdown restrictions and 

weather conditions probably led to a slowdown in hiring and an uptick in layoffs. 

 

 
 

The chart above shows the annual change in private payrolls from the BLS and ADP reports. 

Currently, consensus estimates for BLS private payrolls show an increase of 50K from the prior 

month, but if ADP estimates are correct then private payrolls may show a contraction.  

 

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

EDT Indicator Expected Prior Rating

9:45 Markit US Services PMI m/m Dec 55.2 55.3 **

9:45 Markit US Composite PMI m/m Dec 55.7 **

10:00 Factory Orders m/m Nov 0.7% 1.0% **

10:00 Factory Orders Ex Trans m/m Nov 1.0% **

10:00 Durable Goods Orders m/m Nov 0.9% 0.9% **

10:00 Durables Ex Transportation m/m Nov 0.4% 0.4% **

10:00 Cap Goods Orders Nondef Ex Air m/m Nov 0.4% **

10:00 Cap Goods Ship Nondef Ex Air m/m Nov 0.4% **

Speaker or event

14:00 FOMC Meeting Minutes

Fed Speakers or Events

District or position

Federal Reserve Board  

https://www.wsj.com/articles/turkish-markets-bounce-back-as-foreign-investors-return-11609937875?mod=markets_lead_pos4


 

 

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

www.confluenceinvestment.com 

 5 

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 Jibun Bank Japan PMI Services m/m Dec 47.7 47.2 ** Equity and bond neutral

Jibun Bank Japan PMI Composite m/m Dec 48.5 48.0 ** Equity and bond neutral

Consumer Confidence Index m/m Dec 31.8 33.7 32.5 ** Equity and bond neutral

Australia Markit Australia PMI Services m/m Dec 57.0 57.4 ** Equity and bond neutral

Markit Australia PMI Composite m/m Dec 56.6 57.0 ** Equity and bond neutral

Europe

Eurozone Markit Eurozone Services PMI m/m Dec 46.4 47.3 47.3 ** Equity and bond neutral

Markit Eurozone Composite PMI m/m Dec 49.1 49.8 49.8 ** Equity and bond neutral

France CPI EU Harmonized y/y Dec 0.0% 0.2% 0.2% *** Equity and bond neutral

CPI y/y Dec 0.0% 0.2% 0.2% *** Equity and bond neutral

Consumer Confidence m/m Dec 95.0 90.0 91.0 *** Equity and bond neutral

Markit France Services PMI m/m Dec 49.1 49.2 49.2 ** Equity and bond neutral

Markit France Composite PMI m/m Dec 49.5 49.6 49.6 ** Equity and bond neutral

Germany Markit Germany Services PMI m/m Dec 47.0 47.7 47.7 ** Equity and bond neutral

Markit/BME Germany Composite PMI m/m Dec 52.0 52.5 52.5 ** Equity and bond neutral

Italy Markit Italy Services PMI m/m Dec 39.7 39.4 45.0 ** Equity bearish, bond bullish

Markit Italy Composite PMI m/m Dec 43.0 42.7 47.5 ** Equity bearish, bond bullish

UK Official Reserves Changes m/m Dec $2999m $1028m ** Equity and bond neutral

New Car Registrations y/y Dec -10.9% -27.4% ** Equity and bond neutral

Markit/CIPS UK Services PMI m/m Dec 49.4 49.9 49.9 ** Equity and bond neutral

Markit/CIPS UK Composite PMI m/m Dec 50.4 50.7 50.7 ** Equity and bond neutral

AMERICAS

Mexico International Reserves Weekly w/w 31-Dec $195667m $195479m ** Equity bullish, bond bearish

Brazil PPI Manufacturing y/y Nov 18.53% 17.46% ** Equity and bond neutral

Vehicle Sales Fenabrave m/m Dec 244004 225030 ** Equity and bond neutral

IMEF Non-Manufacturing Index SA m/m Dec 48.1 49.5 ** 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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Today Prior Change Trend

3-mo Libor yield (bps) 24 24 0 Down

3-mo T-bill yield (bps) 8 8 0 Neutral

TED spread (bps) 16 16 0 Up

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

10-yr T-note (%) 1.02 0.96 0.06 Neutral

Euribor/OIS spread (bps) -55 -55 0 Neutral

EUR/USD 3-mo swap (bps) 0 -1 1 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Up Down

franc Up 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 $54.02 $53.60 0.78%

WTI $50.15 $49.93 0.44%

Natural Gas $2.63 $2.70 -2.55%

Crack Spread $11.97 $11.85 1.05%

12-mo strip crack $13.66 $13.60 0.49%

Ethanol rack $1.58 $1.57 0.56%

Gold $1,949.28 $1,950.01 -0.04%

Silver $27.74 $27.55 0.66%

Copper contract $369.15 $363.95 1.43%

Corn contract 498.50$       491.75$       1.37%

Wheat contract 659.25$       654.00$       0.80%

Soybeans contract 1,372.25$    1,347.00$   1.87%

Baltic Dry Freight 1418 1374 44

Actual Expected Difference

Crude (mb) -1.8

Gasoline (mb) -0.9

Distillates (mb) 2.1

Refinery run rates (%) 0.30%

Natural gas (bcf) -139.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer temperatures for most of the country 

and cooler temps in the southern region.  Dry conditions are expected throughout most of the 

country, with wet conditions expected in Washington State and the surrounding areas. 
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Asset Allocation Weekly 
 

Confluence Investment Management offers various asset allocation products which are managed using 

“top down,” or macro, analysis. We report asset allocation thoughts on a weekly basis, updating this 

section every Friday. Note that this report is also offered as a separate document on our website. 
 

December 18, 2020 
 

(N.B.  Due to the upcoming holiday season, this report will be the last Asset Allocation Weekly for 2020.  The 

next report will be published on January 8, 2021.) 
 

While 2020 was a year in which the word “unprecedented” has been used a lot, there are many 

areas where the term is appropriate.  One area of interest is in the growth of liquidity.  The chart 

below is one we have featured often, showing retail money market fund levels (RMMK) and the 

S&P 500. 
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The gray bars show recessions, while the orange bars show periods where RMMK fell below 

$920 billion.  Our position has been that when we are in the orange parts of the chart, there is a 

dearth of liquidity and equity markets tend to stall.  On the other hand, periods of rapid RMMK 

accumulation have tended to be periods of equity weakness. 

 

In 2018, as the trade war escalated, RMMK began to rise sharply.  It continued to rise throughout 

2019 into 2020.  The pandemic led to another leg higher in RMMK.  The level of RMMK has 

fallen from the highs set earlier in the year but it remains elevated.  As noted above, when 

RMMK rises sharply, equities tend to suffer.  We did see some evidence of that in 2018, but last 

year equities continued to trend higher despite the rise in RMMK.  Pandemic worries and a 

brewing financial crisis led to a sharp selloff in the S&P 500, but the market turned as 

policymakers moved quickly to support the economy.   

 

It is clear that the level of RMMK is high, but the difficulty is determining “how high.”  For that, 

analysts usually try to scale the data to make it comparable across periods.  A logical scale 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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variable may be in comparing the level of RMMK to household financial assets.  The problem 

with that variable is that it is very sensitive to the level of equities; in other works, cash levels 

seem to rise coincident with a fall in equity values.  Most of the decline occurs due to the fall in 

equity values, not to cash accumulation.  The other problem with scaling is finding the answer to 

the question at hand.  What we want to know is if RMMK levels fall, will the funds go to stocks 

or elsewhere?  We assume that RMMK is the closest asset to equities of fixed income; in other 

words, demand or savings deposits probably represent the desire to hold cash, whereas RMMK is 

where liquidated financial assets go before they are placed elsewhere. 
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The chart on the left shows the asset allocation of the top 10% of households.  Note that about 

50% of this income group’s assets are in equities.  That is far larger than the middle income 

group (89% to 51%), which holds 25% in equities, and the bottom 50%, which has equity 

holdings of 10%.  The chart on the right shows that the RMMK holdings for the top 10% group 

rose from 15% to near 20% from 2018 to 2020, coinciding with the rise in RMMK shown in the 

first chart. 

 

These charts suggest that most of the RMMK accumulation occurred in an income group most 

inclined to buy equities.  Accordingly, the elevated level of RMMK should be supportive for 

equities.  At the same time, in 2008, RMMK held by the top 10% reached nearly 30%.  Thus, we 

may not see as large of a recovery as we saw during 2009-11.  Still, there does appear to be 

ample liquidity available for stocks, and given the low level of interest rates, flows should 

continue to be supportive for equities. 

  

 

 
 

Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative 

purposes only and should not be construed as individualized investment advice or a recommendation. The investment or strategy 

discussed may not be suitable for all investors. Investors must make their own decisions based on their specific investment 

objectives and financial circumstances. Opinions expressed are current as of the date shown and are subject to change.  
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Data Section 
 

U.S. Equity Markets – (as of 1/5/2021 close) 
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(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 1/5/2021 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). 

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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Based on our methodology,1 the current P/E is 29.0x, up 0.5x from last week, as index values 

continue to 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 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. 


