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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 12, 2022—9:30 AM EST] Global equity markets are higher this morning. In 

Europe, the EuroStoxx 50 is currently up 0.5% from its prior close. In Asia, the MSCI Asia Apex 

50 closed up 2.5%. Chinese markets were higher, with the Shanghai Composite up 0.8% from its 

prior close and the Shenzhen Composite up 1.4%. 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 (12/13/2021): “The 2022 Geopolitical Outlook” 

• Weekly Energy Update (1/6/2022): The WEU returns with a wrap-up of last year’s data 

and a recap of OPEC+’s decision to raise production next month.  

• 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 Bi-Weekly (1/10/2022) (with associated podcast): “The Path of Monetary 

Policy” 

• Confluence of Ideas podcast (12/14/2021): “The Regional Threats from the Taliban in 

Afghanistan” 

• Current Perspectives: “2022 Outlook: The Year of Fat Tails” (12/16/2021) 

 

In today’s Comment, we open with a discussion of Federal Reserve Chair Powell’s testimony 

yesterday before the Senate Banking Committee, in which he doubled down on his recent 

hawkishness regarding inflation.  We next turn to various international developments that have 

the potential to affect the financial markets today and in the near term.  We wrap up with the 

latest news regarding the coronavirus pandemic. 

 

U.S. Monetary Policy:  In his Senate confirmation hearing for a second term yesterday, Fed 

Chair Powell stood by his recent pivot toward being an inflation hawk, calling high inflation a 

“severe threat” to a full economic recovery from the pandemic and vowing to tighten monetary 

policy as needed to vanquish it. 

• Powell said he was optimistic that supply chain bottlenecks would ease this year and help 

bring down inflation as the Fed takes its foot off the gas pedal. However, he also insisted 

that if inflation stayed elevated, the Fed would be ready to step on the brakes. “If we have 

to raise interest rates more over time, we will,” he said. 

 

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_12_13_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Jan_06_2022.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jan_10_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.confluenceinvestment.com/wp-content/uploads/2022_Outlook_Year_of_Fat_Tails.pdf
https://www.wsj.com/articles/powell-confirmation-hearing-could-shed-more-light-on-plans-to-contain-inflation-11641897004?mod=hp_lead_pos6
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• He said nothing against expectations, firming in interest-rate futures markets over the 

past week, that the central bank would begin hiking interest rates in March. 

• Finally, beyond the Fed’s already-announced plan to taper its bond purchases down to 

zero by March, he also said the central bank could begin allowing outright reductions in 

its $8.8 trillion portfolio of bonds and other assets later this year.  It would be another 

tool for tightening financial conditions. 

• Overall, Powell (along with others on the policy committee) seems to have shifted from 

patience to panic regarding inflation, even though “base effects” alone are likely to pull 

down the year-over-year price changes in the next few months.  If Powell and his fellow 

policymakers make good on their plans to hike interest rates and run down the Fed’s 

balance sheet, we continue to believe they would be running the risk of tightening 

monetary policy too much and producing a slowdown in the economy and more volatile 

financial markets. 

 

United States-NATO-Russia:  Following up on Monday’s U.S.-Russia talks, officials from all 

the NATO countries are meeting today with Russian Deputy Foreign Minister Ryabkov in an 

effort to de-escalate tensions in Eastern Europe and stave off a potential Russian invasion of 

Ukraine. 

• Going into the meeting, it appears that the two sides will stand by their diametrically 

opposed positions, with Russia demanding security guarantees such as a prohibition 

against Ukraine joining NATO and the U.S. and its allies insisting that each country has 

the right to apply to the alliance if it wants to. 

• In addition, reports suggest the NATO countries will also use the meeting to complain 

about Russian cyberattacks and electoral interference. 

 

European Union:  As national leaders begin negotiating to ease the EU’s strict fiscal deficit and 

debt limits, EU Budget Commissioner Johannes Hahn said he would oppose carving out climate 

spending and other strategic expenditures from the EU’s public debt calculations, insisting that 

member states must focus on reducing their indebtedness. 

• In his own words, Hahn said, “I am not supporting any ideas [to] exclude certain kinds of 

debts, qualifying them as good ones, sustainable ones, green ones, etc. At the end of the 

day, debt is debt.” 

• Hahn, an Austrian, is expressing a common view among a group of mostly northern 

European countries.  In contrast, the governments of France, Italy, and other, mostly 

southern, European countries are arguing for easier borrowing to support “strategic” 

initiatives such as climate-stabilization investments. 

• While looser deficit and debt rules could help spark investment and bolster economic 

growth in the EU, at least for a time, the trade-off could be even higher debt levels that 

would eventually weigh on economic activity, European debt, and the Euro. 

 

Japan:  As commodity and transportation costs soar due to the COVID-19 pandemic and a 

weakening yen makes fuel and imports costly, more Japanese companies are raising prices.  The 

price hikes, usually by market leaders with specialty products, are still modest.  However, the 

trend does offer a tantalizing hope that Japan could finally emerge from the deflation that has 

defined it for decades. 

https://www.wsj.com/articles/russia-nato-meet-over-ukraine-impasse-11641987171?mod=hp_lead_pos7
https://www.ft.com/content/3d662d73-73db-4a34-bd35-e7e56bbfcf93
https://www.ft.com/content/3d662d73-73db-4a34-bd35-e7e56bbfcf93
https://www.japantimes.co.jp/news/2022/01/12/business/companies-price-hikes/
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Kazakhstan: The riots and protests of the last week are calming down, and President Tokayev, 

for the first time, blamed former President Nazarbayev for the unrest.  In a scathing speech to 

parliament, Tokayev detailed how Nazarbayev’s policies worsened income inequality for years 

until public anger boiled over. 

• Tokayev vowed to launch economic reforms to reduce income inequality, but the more 

important aspect of his speech is simply his attack on the former president, who had built 

up an extreme cult of personality around himself during his tenure. 

• Tokayev’s attack on Nazarbayev confirms our view that even if Tokayev didn’t instigate 

the unrest on purpose to discredit Nazarbayev, he certainly took advantage of the 

situation to push the former president out of his powerful position on the national security 

council, albeit with the help of Russian troops. 

• The result is that Tokayev has solidified his position at the head of the government and 

forced Nazarbayev into full retirement, but the price he paid by inviting in Russian troops 

is that he now will be under much stronger influence from the Kremlin.   

 

Ethiopia-Tigray:  After a string of victories against rebel Tigrayan forces over the last several 

weeks, the Ethiopian government has offered an olive branch by releasing several opposition 

leaders from prison and expressing its willingness to launch talks toward reconciliation.  The 

development offers some hope that the country’s civil war might end, but a dialogue and a peace 

process are not guaranteed. 

 

COVID-19:  Official data show confirmed cases have risen to 313,959,367 worldwide, with 

5,507,140 deaths.  In the U.S., confirmed cases rose to 62,313,787, with 842,322 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 247,321,023.  The data show that 74.5% 

of the U.S. population has now received at least one dose of a vaccine, and 62.6% of the 

population is fully vaccinated. 

 

Virology 

• With the more easily transmissible but less dangerous Omicron mutation spreading fast, 

the number of COVID-19 hospitalizations is rapidly becoming the most important metric 

for the pandemic.  Unfortunately, the U.S. seven-day average of people hospitalized with 

confirmed or suspected COVID-19 reached 140,576 yesterday, surpassing the previous 

high recorded during the surge last winter.  The latest data from the Department of Health 

and Human Resources show that 79.2% of U.S. hospital beds are currently occupied, 

with COVID-19 cases alone occupying 21.3% of the available beds. 

o The tally suggests that a new onslaught of patients is arriving at many hospitals 

and putting added stress on the healthcare system. 

o We still think U.S. leaders will shy away from the costly and highly unpopular 

mass lockdowns imposed earlier in the pandemic.  However, as hospitals come 

under increasing stress, there is a chance that officials will impose some less 

intrusive measures that could nonetheless be a headwind for the economy. 

https://www.ft.com/content/67568ccc-f64a-4b1b-b757-50c212d51837
https://www.ft.com/content/b654f120-01aa-41b1-92e2-f3017b7845bf
https://www.ft.com/content/b654f120-01aa-41b1-92e2-f3017b7845bf
https://www.nytimes.com/live/2022/01/12/world/omicron-covid-testing-vaccines
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/covid-19-hospitalizations-reported-in-u-s-hit-new-high-11641924596?mod=hp_lead_pos2
https://www.wsj.com/articles/covid-19-hospitalizations-reported-in-u-s-hit-new-high-11641924596?mod=hp_lead_pos2
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• To help keep classrooms open during the Omicron surge, the Biden administration plans 

to distribute five million free rapid COVID-19 tests each month to schools around the 

country.  The tests for schools are in addition to the 500 million tests the administration 

plans to begin distributing to the public for free in the coming weeks. 

• In Europe, the Omicron mutation is spreading so fast that WHO Regional Director Hans 

Kluge has warned that more than half of the Continent’s population could be infected 

within the next two months. 

• In the U.K., Prime Minister Johnson is facing public outrage over reports that he attended 

a “bring your own booze” garden party at Downing Street in May 2020, against his own 

government’s social distancing rules at the time.  Parliament members say the outrage is 

strong enough that Johnson could soon face a vote of no confidence. 

• In China, the government continues to adhere to its zero-tolerance policy regarding 

COVID-19, leading to a growing list of big cities being locked down and forcing the 

closure of many major manufacturing and shipping facilities.  If the shutdowns last long 

enough, they could spark a new round of supply disruptions that would dent economic 

growth worldwide and potentially keep inflation pressures high. 

o In one extreme example of the government’s zero-tolerance strategy, a Chinese 

court has sentenced three port workers to between 39 and 57 months for violating 

COVID-19 containment measures in 2020. 

o The charges against the three workers ranged from not wearing masks to 

foregoing protective clothing when handling cargo. 

 

Economic and Financial Market Impacts 

• In its latest economic forecasts, the World Bank said global economic growth would fall 

from 5.5% in 2021 to 4.1% in 2022.  According to the forecasts, the slowdown would 

mostly reflect the effects of the Omicron variant, supply chain disruptions, labor 

shortages, and the winding down of government economic support around the world. 

• New data from the Census Bureau shows that unvaccinated workers, particularly low-

wage earners, were much more likely to miss a full week of work because they had 

COVID-19 symptoms or were caring for someone with symptoms — even before 

Omicron.  Missing work for these folks typically means missing substantial pay, since 

only 33% of low-income workers get paid sick leave.  The chart below is from labor 

economist Aaron Sojourner of the University of Minnesota, and Julia Raifman, a health 

policy researcher at Boston University. 

https://www.wsj.com/articles/biden-administration-to-offer-schools-millions-of-free-covid-19-tests-each-month-11641981601?mod=hp_lead_pos2
https://www.wsj.com/articles/biden-administration-to-offer-schools-millions-of-free-covid-19-tests-each-month-11641981601?mod=hp_lead_pos2
https://www.wsj.com/articles/biden-administration-to-offer-schools-millions-of-free-covid-19-tests-each-month-11641981601?mod=hp_lead_pos2
https://www.ft.com/content/a783f96e-c963-4dea-b54b-90bc6fda4915
https://www.ft.com/content/a783f96e-c963-4dea-b54b-90bc6fda4915
https://www.ft.com/content/8bcc61ce-208d-4e77-9824-69193c40a80d
https://www.ft.com/content/8bcc61ce-208d-4e77-9824-69193c40a80d
https://www.wsj.com/articles/china-covid-19-lockdowns-hit-factories-ports-in-latest-knock-to-supply-chains-11641918247?mod=hp_lead_pos3
https://www.wsj.com/articles/china-covid-19-lockdowns-hit-factories-ports-in-latest-knock-to-supply-chains-11641918247?mod=hp_lead_pos3
https://www.ft.com/content/43dde7af-e3e5-4556-b484-e570b85c6f2b
https://www.ft.com/content/43dde7af-e3e5-4556-b484-e570b85c6f2b
https://www.wsj.com/articles/omicron-supply-chain-troubles-to-slow-growth-world-bank-says-11641918947
https://www.wsj.com/articles/omicron-supply-chain-troubles-to-slow-growth-world-bank-says-11641918947
https://www.census.gov/data/experimental-data-products/household-pulse-survey.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.census.gov/data/experimental-data-products/household-pulse-survey.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
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U.S. Economic Releases  

 

Mortgage application rose in the week ending January 7, according to the Mortgage Bankers 

Association. The MBA mortgage index rose 1.4% from the prior week, a rebound from the 

previous report’s decline of 10.2%. The index for purchases and refinancing rose 2.2% and 

0.1%, respectively. The average 30-year fixed-rate mortgage jumped 19 bps from 3.33% to 

3.52%. 

 

U.S. consumer prices continued their upward climb in December. Last month, the Consumer 

Price Index (CPI) rose 7.0% from the prior year in line with expectations. Core CPI, which 

excludes food and energy, rose 5.5% from the prior year, above expectations of 5.4%. The rise of 

inflation deflated real earnings. Real weekly earnings fell 2.3% from the previous year, while 

real hourly earnings fell 2.4%. 
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The chart above shows the monthly change in CPI by category. Although the annual change is 

high, the monthly numbers have moderated from the previous month.  The biggest contributors 

to inflation in December came from New and Used Vehicles as well as Shelter. Prices of the 

former have largely been driven by a supply crunch and elevated demand. Automakers have 

struggled to boost inventory back to its pre-pandemic levels, while consumption of motor 

vehicles and parts remain above its pre-pandemic level. The chart below shows real personal 

consumption for motor vehicles and parts.  

 

 
  

Additionally, the rise in services can be attributed to a sustained increase in shelter prices. As 

Larry Summer alluded to on Twitter, the rise in owners’ equivalent will likely continue 

throughout 2022 as it generally lags the S&P CoreLogic Index by about 1.5 years; however, the 

rise will likely be much smaller than he estimates. 

 

https://twitter.com/LHSummers/status/1470395482530799621?ref_src=twsrc%5Etfw
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The table below lists the economic releases and/or Fed events scheduled for the rest of the day. 

 

EST Indicator Expected Prior Rating

14:00 Monthly Budget Statement m/m Dec -$5.0b -$191.3b ***

EST Speaker or event

13:00 Neel Kashkari Speaks at Virtual Townhall Event

14:00 Federal Reserve Releases Beige Book

President Federal Reserve Bank

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.  

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. 
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Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China PPI y/y Dec 10.30% 12.90% 11.30% *** Equity bullish, bond bearish

CPI y/y Dec 1.50% 2.30% 1.70% *** Equity bullish, bond bearish

Aggregate Financing CNY m/m Dec 2370.0b 2610.0b 2400.0b * Equity and bond neutral

New Yuan Loans CNY m/m Dec 1130.0b 1270.0b 1250.0b ** Equity and bond neutral

Money Supply M0 y/y Dec 7.7% 7.2% 7.4% * Equity and bond neutral

Money Supply M1 y/y Dec 3.5% 3.0% 3.3% * Equity and bond neutral

Money Supply M2 y/y Dec 9.0% 8.5% 8.6% *** Equity and bond neutral

Japan BoP Current Account Balance m/m Nov ¥897.3b ¥1180.1b ¥589.8b *** Equity bullish, bond bearish

Trade Balance BoP Basis m/m Nov -¥431.3b ¥166.7b -¥650.5b *** Equity bullish, bond bearish

Bank Lending Incl Trusts y/y Dec 0.6% 0.6% ** Equity and bond neutral

Bank Lending Ex-Trusts y/y Dec 0.5% 0.5% ** Equity and bond neutral

Eco Watchers Survey Current SA m/m Dec 56.4 56.3 56.0 *** Equity and bond neutral

Eco Watchers Survey Outlook SA m/m Dec 49.4 53.4 52.0 ** Equity and bond neutral

India Industrial Production y/y Nov 1.40% 3.20% 2.80% *** Equity and bond neutral

CPI y/y Dec 5.59% 4.91% 5.80% *** Equity and bond neutral

New Zealand ANZ Commodity Price m/m Dec -0.2% 2.8% ** Equity and bond neutral

Australia Job Vacancies q/q Nov 18.5% -9.8% ** Equity and bond neutral

EUROPE

Eurozone Industrial Production SA m/m Nov 2.3% 1.1% 0.2% *** Equity bullish, bond bearish

Germany Wholesale Price Index m/m Dec 0.2% 1.3% ** Equity and bond neutral

France Bank of France Ind. Sentiment m/m Dec 108.0 104.0 104.0 ** Equity and bond neutral

AMERICAS

Brazil FIPE CPI - Weekly w/w 7-Jan 0.57% 0.59% 0.63% *** Equity and bond neutral

Canada International Reserves Weekly w/w 7-Jan $201953m $202399m * 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) 24 23 1 Down

3-mo T-bill yield (bps) 9 11 -2 Neutral

TED spread (bps) 15 12 3 Neutral

U.S. Libor/OIS spread (bps) 16 16 0 Down

10-yr T-note (%) 1.76 1.76 0.00 Down

Euribor/OIS spread (bps) -57 -58 1 Neutral

EUR/USD 3-mo swap (bps) -2 -1 -1 Down

Currencies Direction

Dollar Flat Neutral

Euro Flat Up

Yen Down Neutral

Pound Flat Neutral

Franc Flat Neutral  
 

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. 
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Price Prior Change Explanation

Brent $84.05 $83.72 0.39% Higher Demand

WTI $81.68 $81.22 0.57%  

Natural Gas $4.45 $4.25 4.71%  

Crack Spread $20.64 $20.28 1.79%

12-mo strip crack $21.72 $21.54 0.85%

Ethanol rack $2.30 $2.32 -0.82%

Gold $1,817.60 $1,821.60 -0.22%

Silver $22.78 $22.78 -0.02%

Copper contract $455.50 $442.90 2.84%

Corn contract $600.25 $601.00 -0.12%

Wheat contract $766.25 $770.25 -0.52%

Soybeans contract $1,381.50 $1,386.50 -0.36%

Baltic Dry Freight 2,151            2,277            -126

Actual Expected Difference

Crude (mb) -1.7

Gasoline (mb) 3.1

Distillates (mb) 1.7

Refinery run rates (%) -0.20%

Natural gas (bcf) -31.0

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 

throughout most of the country, with cooler-than-normal temperatures in the New England, 

Great Lake, and Carolina regions.  The forecasts call for wet conditions throughout the Rocky 

Mountain regions and most of the South, with dry conditions on the West Coast.  
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Data Section 
 

U.S. Equity Markets – (as of 1/11/2022 close) 

 

  

-10.0% 0.0% 10.0% 20.0%

Real Estate
Technology

Utilities
Healthcare

Consumer Discretionary
Materials
S&P 500

Communication Services
Consumer Staples

Industrials
Financials

Energy

YTD Total Return

-2.0% 0.0% 2.0% 4.0%

Utilities

Consumer Staples

Real Estate

Industrials

Healthcare

Financials

S&P 500

Consumer Discretionary

Materials

Technology

Communication Services

Energy

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 1/11/2022 close) 

 

-10.0% -5.0% 0.0% 5.0%

Real Estate

Growth

Small Cap

US Corporate Bond

US Government Bond

Mid Cap

Large Cap

Foreign Developed ($)

US High Yield

Foreign Developed (local currency)

Cash

Emerging Markets (local currency)

Emerging Markets ($)

Value

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 

 

January 6, 2022 
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P/E as of 1/1/2022 = 23.1x

 
 

Based on our methodology,1 the current P/E is 23.1x, up 0.5x from our last report.  The rise in 

the multiple is due to higher index prices.  
 

 

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


