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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: July 26, 2021—9:30 AM EDT] Global equity markets are lower this morning.  In 

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

closed down 3.1%.  Chinese markets were lower, with the Shanghai Composite down 2.3% from 

its prior close and the Shenzhen Composite down 2.3%.  U.S. equity index futures are signaling a 

lower open.  With 120 companies having reported, the S&P 500 Q2 2021 earnings stand at 

$48.10, higher than the $45.31 forecast for the quarter.  The forecast reflects a 60.0% increase 

from Q2 2020 earnings.  Thus far this quarter, 86.7% of the companies have reported earnings 

above forecast, while 12.5% have reported earnings below forecast.   
 

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 (7/19/2021): “Nigeria’s Conflict with Biafra and Social 

Media” 

• Weekly Energy Update (7/22/2021): OPEC+ has a deal, and a nuclear deal with Iran is 

looking less likely.   

• Asset Allocation Q2 2021 Rebalance Presentation (5/20/2021): A video discussion of our 

asset allocation process, portfolio changes in Q2, and the macro environment 

• Asset Allocation Weekly (7/23/2021) (with associated podcast and chart book): We look 

at the implications for investors and for the world economy of high corporate debt in 

China. 

• Confluence of Ideas podcast (7/7/2021): “The Geopolitics of Taiwan and the Issue of 

Globalization” 

 

Good morning and happy Monday!  U.S. equity futures are modestly in the red this morning, 

taking a rest from recent new highs.  Our coverage today begins with China—lots of things 

going on in markets and geopolitics.  From there, we move to economics and policy.  GDP is out 

this week, and we get benchmark revisions to the data.  The FOMC meets, too, with divisions 

between hawks and doves widening.  Cryptocurrency news is next as bitcoin recovers.  

Comments on technology and Tunisia follow, and we close with an update of pandemic news. 

 

China:  Chinese stocks tumble, and U.S./China meetings show high tensions.   

• As noted above, Chinese equities fell hard overnight after regulators moved to essentially 

end the for-profit tutoring industry.  Chinese families often employ tutoring firms to help 

their children prepare for national exams.  CPC leaders have concluded that these firms 
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have created an educational “arms race” and have decided to curtail the practice by 

limiting these firms through regulation.  The decision to move in this direction led to a 

fire sale in these equities, with declines ranging from 98% to 10%.  The government’s 

move against tutoring is part of a broader crackdown that has also affected the tech 

industry.   

o As we reported in our series on central bank digital currencies, the PBOC has 

been advancing quickly on establishing a digital CNY.  It appears now that the 

government is co-opting tech firms to “help” the central bank in its quest, which 

will likely hurt the firms’ profits over time, as it will undermine their own 

electronic payments systems.   

• Deputy SoS Sherman is in China today for meetings.  So far, the talks have been 

acrimonious.  Vice Foreign Minister Xie Feng indicated that the U.S. was to blame for 

the deterioration in relations and called on Washington to change “its highly misguided 

and dangerous policy.”  China also warned against trying to contain its rise.   

o China has imposed sanctions on former commerce secretary Wilbur Ross and six 

others in retaliation for U.S. sanctions on various Chinese officials.  It is the first 

use of a recently passed counter-sanctions law.   

o ProPublica has issued an investigative report on China’s practice of retrieving 

Chinese citizens living abroad.  

• The U.K. government is looking to force China’s state-owned nuclear energy company 

from its new nuclear power plant and prevent Chinese firms from participating in U.K. 

utilities.   

Economics and policy:  Negotiations on the bipartisan infrastructure bill continue, and rising 

used car prices lead to an unexpected benefit. 

• Although deadlines have come and gone, talks on the bipartisan infrastructure bill 

continue.  Discussions over the allocation of public transportation and roads along with 

how to fund the bill are currently underway.  We expect some sort of deal to be made, 

and then the focus will shift to the broader infrastructure bill that will be done in the 

reconciliation process. 

• GDP for Q2 will be released on Thursday; current expectations would suggest that this 

quarter will mark the line between recovery and expansion.  In other words, GDP will 

reach a new high with this data.  However, we do note that the government will issue 

revisions, and given the disruptions caused by the pandemic, we would not be surprised 

to see larger than normal adjustments to past data.   

o One element of the pandemic is that U.S. population growth slowed dramatically, 

mostly due to a drop in births.  Falling population will tend, over time, to depress 

GDP.   

• Railroads are facing a backup of shipping containers in the Chicago area, further 

evidence that the U.S. logistical system is in disarray.  Supply chain problems may affect 

school lunches in the fall as districts try to restock after schools closed last year.   

• Used car lenders face a structural problem; the collateral they lend on declines in value 

over time.  In a current loan, this isn’t a problem.  Amortization usually at least keeps 

https://www.wsj.com/articles/chinas-tutoring-rules-slam-education-stocks-11627276804?st=smmewmtb6szv28s&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/chinas-tutoring-rules-slam-education-stocks-11627276804?st=smmewmtb6szv28s&reflink=desktopwebshare_permalink
https://news.yahoo.com/china-stocks-tumble-panic-selling-060406343.html
https://news.yahoo.com/china-stocks-tumble-panic-selling-060406343.html
https://www.wsj.com/articles/chinas-digital-yuan-puts-ant-and-tencent-in-an-awkward-spot-11627210802?st=czx5m94sc88zxo3&reflink=desktopwebshare_permalink
https://www.businesstimes.com.sg/government-economy/us-china-head-into-first-talks-in-months-still-trading-blows
https://apnews.com/article/joe-biden-government-and-politics-china-15314780df6858b7a7b7c010781bdf87?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.nytimes.com/2021/07/26/world/asia/china-us-wendy-sherman.html?smid=url-share
https://www.ft.com/content/2e120dc0-a1ed-4327-b71a-52cdbe3169f0
https://www.propublica.org/article/operation-fox-hunt-how-china-exports-repression-using-a-network-of-spies-hidden-in-plain-sight
https://www.ft.com/content/c4a3fe02-8535-45a4-aacf-0c4fbce8409d
https://www.ft.com/content/c4a3fe02-8535-45a4-aacf-0c4fbce8409d
https://www.axios.com/infrastructure-package-near-deal-fd175f49-41d8-41a2-97eb-087f2066bccc.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiossneakpeek&stream=top
https://www.axios.com/infrastructure-package-near-deal-fd175f49-41d8-41a2-97eb-087f2066bccc.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiossneakpeek&stream=top
https://finance.yahoo.com/news/senators-race-seal-infrastructure-deal-040611537.html?.tsrc=FMB
https://www.wsj.com/articles/u-s-set-to-push-global-economy-over-the-recovery-line-11627221602?st=jncv8a31ztdsmjx&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/u-s-set-to-push-global-economy-over-the-recovery-line-11627221602?st=jncv8a31ztdsmjx&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/u-s-population-growth-slows-birth-rate-decline-economic-risk-11627231536?st=6wi06bfmr5kqywh&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/supply-chain-backlogs-turn-chicago-into-new-chokepoint-11627064719?st=vxn8bp4jrpcu632&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/supply-chain-woes-come-to-school-cafeterias-11627205402?st=cb2uugk8e3swhnc&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/supply-chain-woes-come-to-school-cafeterias-11627205402?st=cb2uugk8e3swhnc&reflink=desktopwebshare_permalink
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pace with the decline in value.  However, if a loan goes into default, the spread between 

the value of the collateral and the unpaid portion of the debt can rise, leaving the lender 

with a loss.  However, in a world where used care prices are rising, lenders are actually 

making money on repossessed vehicles.  Lenders are reporting positive net recoveries, 

which is unusual.  

• Phoenix is seeing a boom in residential real estate as buyers flee higher-priced areas.  

Congress is starting to press the Fed into curtailing its balance sheet expansion.   

Cryptocurrencies:  Bitcoin recovers, and regulators are circling.   

• Unconfirmed reports that Amazon (AMZN, USD, 3656.64) may create its own digital 

currency sent bitcoin (BTC, USD, 39,544.29) higher overnight.   

o Meanwhile, state regulators are accusing BlockFi of offering unregistered 

securities in violation of securities law.  New Jersey, Alabama, and Texas all 

accused the company of illegal activity.   

o Several hedge funds have stopped conducting business with Binance (BNB, USD, 

318.68) as regulators scrutinize the firm’s activities.   

Disinformation for hire:  Intelligence agencies have conducted disinformation campaigns for 

years.  The Soviets ran one of the most successful in the early 1980s, suggesting the CIA created 

AIDS.  Such programs use existing media to spread falsehoods designed to accomplish some 

goal.  Social media has improved delivery and reduced the costs of such campaigns.  And, it 

appears with increasing frequency that the activity has jumped from states to the private sector.  

Of course, states still conduct this activity, and there is evidence that states are using this 

expanding private sector to expand its reach.  But, as these disinformation programs expand, it 

raises the likelihood that states will move to constrain social media.   

 

Tunisia coup?  Tunisian President Kais Saied has reportedly sacked his prime minister and 

closed parliament for 30 days.  Tunisia’s economy has slumped because of the pandemic, and 

protests are rising.  The country traditionally celebrates its “Republic Day” today, and it has been 

marked by widespread civil unrest.  The president is at odds with parliament; Islamist parties 

dominate the latter.  Saied ran as an anti-corruption independent but had the support of the 

Islamist parties.  It would appear he has turned on them.  Although Tunisia has a modest 

economic footprint, it was the starting point of the Arab Spring, and thus, this situation will be 

closely watched by other regimes in the region. 

 

COVID-19:  The number of reported cases is 194,296,614 with 4,162,124 fatalities.  In the U.S., 

there are 34,444,770 confirmed cases with 610,892 deaths.  For illustration purposes, the FT has 

created an interactive chart that allows one to compare cases across nations using similar scaling 

metrics.  The FT has also issued an economic tracker that looks across countries with high-

frequency data on various factors.  The CDC reports that 394,948,975 doses of the vaccine have 

been distributed, with 341,818,968 doses injected.  The number receiving at least one dose is 

188,472,188, while the number of second doses, which would grant the highest level of 

immunity, is 163,025,726.  The FT has a page on global vaccine distribution.     

• One characteristic of COVID-19 is that it mostly seemed to spare children of the worst 

outcomes.  However, reports from Indonesia suggest that the Delta variant may trigger 

https://www.wsj.com/articles/hot-used-car-market-boosts-auto-lenders-and-borrowers-11627291981?st=r31xlv47gmohtce&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/hot-used-car-market-boosts-auto-lenders-and-borrowers-11627291981?st=r31xlv47gmohtce&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/phoenix-homes-on-track-to-break-record-this-week-as-housing-market-booms-11627218002?st=ozo5udsnxaikrvh&reflink=desktopwebshare_permalink
https://www.politico.com/news/2021/07/26/federal-reserve-economy-bubble-500683?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://finance.yahoo.com/news/bitcoin-price-july-26-amazon-cryptocurrency-ethereum-dogecoin-cardarno-bitcoincash-073414758.html?.tsrc=FMB
https://www.wsj.com/articles/bitcoin-jumps-20-to-a-six-week-high-11627287544?st=ixnpsbpcgtpv0j4&reflink=desktopwebshare_permalink
https://www.ft.com/content/3d6c19d4-4848-4c0e-8112-5cff52dd1cbd
https://www.ft.com/content/3d6c19d4-4848-4c0e-8112-5cff52dd1cbd
https://www.youtube.com/watch?v=tR_6dibpDfo
https://www.youtube.com/watch?v=tR_6dibpDfo
https://www.nytimes.com/2021/07/25/world/europe/disinformation-social-media.html?smid=url-share
https://www.washingtonpost.com/world/2021/07/25/tunisia-saied-mechichi-parliament/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F343d0f6%2F60fe32569d2fda945a18de79%2F596b53f6ae7e8a44e7d597a3%2F49%2F91%2F60fe32569d2fda945a18de79
https://www.washingtonpost.com/world/2021/07/25/tunisia-saied-mechichi-parliament/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F343d0f6%2F60fe32569d2fda945a18de79%2F596b53f6ae7e8a44e7d597a3%2F49%2F91%2F60fe32569d2fda945a18de79
https://www.nytimes.com/live/2021/07/26/world/covid-delta-variant-vaccine
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.nytimes.com/live/2021/07/26/world/covid-delta-variant-vaccine/young-children-in-indonesia-are-dying-of-covid-at-an-alarming-rate
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higher morbidity among children.  Given that vaccines have not been tested on the very 

young, if higher death rates are a characteristic of the Delta variant, this would be a 

problematic development.   

• Although the U.S. fiscal packages provided ample levels of rent relief, distribution has 

been very slow, and if it doesn’t rise, a wave of evictions is likely.   

• In light of rising infections, the government is considering tightening mask guidance, 

recommending masks for the vaccinated.  We note that St. Louis City and County have 

re-instituted mask mandates, effective today.  If re-instituted, we expect lower levels of 

compliance.   

• Shionogi (4507, JPY, 5970), a Japanese firm, is starting small trials of a COVID-19 

antiviral treatment that would be a once-a-day pill.  Although vaccines have dominated 

the headlines, antiviral treatments are important as well.  It is becoming clear that current 

vaccines do not offer sterilizing immunity; recipients can become infected, although the 

likelihood of serious illness is reduced.  If effective antivirals were available, it would 

add another line of defense against serious illness.  Current antivirals require an IV.  

Shionogi’s treatment would be in pill form, making distribution easier.   

• Confirmed cases in the U.K. are declining rapidly after a sharp rise over the past seven 

weeks.  The drop may suggest that the fast spread of the Delta variant may foster 

increased natural immunity.   

 

U.S. Economic Releases  
 

No major U.S. economic reports have been released so far today.  The table below shows the 

domestic releases scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

10:00 New Home Sales m/m Jun 769k 800k ***

10:00 New Home Sales MoM m/m Jun -5.9% 4.0% **

10:30 Dallas Fed Manf. Activity m/m Jul 31.1 32.3 **

Economic Releases

Fed Speakers or Events

No Fed speakers or events today  
 

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. 

 

https://www.nytimes.com/live/2021/07/25/world/covid-delta-variant-vaccine/new-york-has-distributed-only-a-fraction-of-the-2-7-billion-it-has-earmarked-for-pandemic-rent-relief
https://www.nytimes.com/live/2021/07/25/world/covid-delta-variant-vaccine/new-york-has-distributed-only-a-fraction-of-the-2-7-billion-it-has-earmarked-for-pandemic-rent-relief
https://www.ft.com/content/ef8daa94-c28e-4d43-ad11-4ad99c423524?emailId=60fe3b0d1af018000407547a&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&areasRegional=usny&areasRegional=usnj&areasRegional=usaz&areasRegional=usca&areasRegional=usnd&areasRegional=ussd&cumulative=0&logScale=0&per100K=1&startDate=2020-09-01&values=cases
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Jibun Bank Japan PMI Mfg m/m Jul 52.2 52.4 ** Equity and bond neutral

Jibun Bank Japan PMI Services m/m Jul 46.4 48.0 ** Equity and bond neutral

Jibun Bank Japan PMI Composite m/m Jul 47.7 48.9 ** Equity and bond neutral

Nationwide Dept Sales y/y Jun -1.6% 65.2% ** Equity and bond neutral

Tokyo Dept Store Sales y/y Jun 3.7% 77.7% ** Equity and bond neutral

New Zealand Trade Balance NZD m/m Jun 261m 469m ** Equity and bond neutral

EUROPE

Eurozone IFO Expectations m/m Jul 101.2 104.0 103.6 ** Equity bearish, bond bullish

IFO Current Assessment m/m Jul 100.4 99.6 101.8 ** Equity bearish, bond bullish

IFO Business Climate m/m Jul 100.8 101.8 102.5 ** Equity bearish, bond bullish

Switzerland Domestic Sight Deposits CHF w/w 23-Jul 635.5b 636.5b * Equity and bond neutral

Total Sight Deposits CHF w/w 23-Jul 712.1b 711.9b * 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. 

 
Today Prior Change Trend

3-mo Libor yield (bps) 13 13 0 Down

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

TED spread (bps) 9 8 1 Neutral

U.S. Libor/OIS spread (bps) 9 9 0 Up

10-yr T-note (%) 1.25 1.28 -0.03 down

Euribor/OIS spread (bps) -54 -55 1 Neutral

EUR/USD 3-mo swap (bps) 5 5 0 Down

Currencies Direction

dollar Down down

euro Up Up

yen Up Up

pound Up Neutral

franc Up 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 $73.69 $74.10 -0.55%

WTI $71.57 $72.07 -0.69%  

Natural Gas $4.08 $4.06 0.37%  

Crack Spread $21.12 $21.16 -0.20%

12-mo strip crack $19.79 $19.89 -0.47%

Ethanol rack $2.38 $2.39 -0.22%

Gold $1,808.52 $1,802.15 0.35%

Silver $25.41 $25.18 0.92%

Copper contract $446.50 $440.00 1.48%

Corn contract 540.25$       543.00$       -0.51%

Wheat contract 673.75$       684.00$       -1.50%

Soybeans contract 1,339.50$    1,351.75$   -0.91%

Baltic Dry Freight 3199 3103 96

Shipping

Energy Markets

Metals

Grains

 
 

Weather 

 

The 6-10 day and 8-14 day forecasts currently call for warmer-than-normal temperatures for 

virtually all of the middle tier of the country from Northern California through the Great Plains 

and into the Mid-Atlantic states.  New England is the only region expected to have cooler-than-

normal temperatures.  The forecast calls for wetter-than-normal conditions in the Pacific region, 

with dry conditions for most of the country. There is a cyclonic disturbance in the Atlantic off 

the coasts of South Carolina and Georgia, but it is not expected to develop into a tropical storm. 
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Data Section 
 

U.S. Equity Markets – (as of 7/23/2021 close) 

 

  

0.0% 20.0% 40.0%

Utilities
Consumer Staples

Materials
Consumer Discretionary

Healthcare
Industrials

S&P 500
Technology

Financials
Communication Services

Real Estate
Energy

YTD Total Return

-1.0% 0.0% 1.0% 2.0% 3.0%

Energy

Financials

Industrials

Materials

Real Estate

Consumer Discretionary

Technology

S&P 500

Healthcare

Consumer Staples

Utilities

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 7/23/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

US Corporate Bond

Cash

Emerging Markets ($)

US High Yield

Emerging Markets (local currency)

Foreign Developed ($)

Small Cap

Foreign Developed (local currency)

Value

Mid Cap

Large Cap

Growth

Commodities

Real Estate

YTD Asset Class Total Return

Source: Bloomberg

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index), Value (S&P 500 Value), Growth 

(S&P 500 Growth). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E as of 7/21/2021 = 24.2x

 
 

Based on our methodology,1 the current P/E is 24.2x, -0.2x from last week.  Rising earnings and 

steady index values led to the decline in the multiple. 

 
 

 

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


