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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 2, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  In 

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

closed down 1.4%.  Chinese markets were lower, with the Shanghai Composite down 2.0% from 

its prior close and the Shenzhen Composite down 1.9%.  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 (6/28/2021): The Mid-Year Geopolitical Outlook 

• Weekly Energy Update (7/1/2021): Oil inventories continue to decline, and Libya may 

have a peace deal. 

• 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 (7/2/2021): We discuss how a weaker dollar may contribute 

to inflationary pressures (no associated podcast and chart book this week). 

• Confluence of Ideas podcast (4/30/2021): “The U.S.-China Balance of Power: Part II” 

Good morning, all!  U.S. equities appear to be headed for a higher open this morning. Today’s 

Comment begins with a discussion about Chinese President Xi Jinping’s speech.  International 

news follows, with an update on the global minimum tax proposal and the EU's decision to end 

caged farming. U.S. Economics and policy news are next, including an update on the 

infrastructure package.  China news follows, and we end with our pandemic coverage. 

China will not be bullied:  Thursday marked the 100-year anniversary of the Chinese 

Communist Party. During the celebration, President Xi gave a speech that alluded to a possible 

war over Taiwan.  In the speech, he stated that an attempt by "foreign forces" to bully China 

would result in "heads bashed bloody against a Great Wall of steel forged by 1.4 billion Chinese 

people."  He went on to pledge that China would regain full control over Taiwan. The speech 

comes within weeks of China flying fighter jets and bombers through Taiwan’s air space. 

His latest remarks were in steep contrast with comments he made to diplomats a month ago.  In 

June, Xi advised officials to create a "trustworthy, lovable and respectable" image of the country 

abroad.  So far, markets have not responded well to the sudden change in tone.  We note that 

investors sold Chinese equities in the wake of Xi’s speech.  Although the sell-off may be short-

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
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lived, as China's economy appears to be stable, the probability of war between the West and 

China, though remote, is elevated. 

On Wednesday, Japanese officials warned that Russia and China were coordinating military 

exercises to threaten not only Taiwan but also Hawaii.  Although simulated attacks are quite 

common during military exercises, it shows that as China ramps up its rhetoric about a possible 

takeover of Taiwan, it is also preparing for a U.S. response.  The U.S. and Japan, who have also 

been coordinating military exercises, appear to be growing more concerned about the increase in 

China’s assertiveness over the last few years.  Although it appears Japan will likely retaliate if 

China follows through on its threat to invade Taiwan, the U.S. has been noticeably ambiguous on 

the matter.  President Biden himself appears to be conflicted.  People within his administration, 

such as Secretary of State Antony Blinken, would likely support a retaliation.  In the past, 

Blinken has argued that the U.S. shouldn't shy away from its role as hegemon and was once 

quoted as saying "superpowers don't bluff."  However, it doesn’t appear that Biden believes he 

could persuade the American public to back a war with China over Taiwan.  A survey conducted 

by the Chicago Council on Global Affairs shows that if China invaded Taiwan, only 41% of 

Americans would support a U.S. military response. The lack of support could make retaliation 

politically risky, and given the blowback Biden received after supporting the invasion of Iraq, he 

may be keen to play it safe.  

One of the biggest takeaways from Xi’s speech is that the U.S.-China decoupling appears to be 

inevitable.  Given the rise in tensions, the U.S. has taken a tougher stance against China and 

some of its labor practices.  Earlier this year, the U.S. issued sanctions against China in response 

to allegations of forced labor being used in Xinjiang cotton fields.  Although U.S. companies 

issued statements expressing their concerns about the use of forced labor, it doesn't appear that 

these companies were willing to sever ties with China over the matter.  During a call with Wall 

Street analysts, Nike (NKE, $158.00) CEO John Donahue claimed that “Nike is a brand that is of 

China and for China.”  In response, Commerce Secretary Gina Raimondo hinted that U.S. 

companies should take a more active role in speaking out against human rights violations.  

Although we don’t expect laws to deter companies from working with China to be forthcoming, 

we are starting to see this administration hint that companies may want to consider other options 

first.  

International news: Protests in Myanmar, support for a global minimum tax, and a ban on 

raising farm animals in cages. 

● Since taking power in February, the Myanmar army has struggled to contain the 

nationwide protests.  On Thursday, protesters set fire to army uniforms and chanted pro-

democracy hymns.  

● Over 130 countries have signed on to the 15% global minimum corporate tax on 

multinational corporations.  Following heavy lobbying by the U.S., all G20 countries 

have backed the plan. There are a few holdouts, including Ireland, who claimed that it 

isn't in a position to back the proposal.  Ireland's corporate tax rate is 12.5%. 

● Venezuela is preparing to slash six zeroes from the bolivar, its national currency, as the 

country has struggled to contain the rampant inflation. Although the country has adopted 

https://news.yahoo.com/japanese-official-warns-us-potential-200100225.html
https://www.ft.com/content/54b0db59-a403-493e-b715-7b63c9c39093
https://www.wsj.com/articles/SB10001424127887324049504578545772906542466
https://www.washingtonpost.com/news/monkey-cage/wp/2018/02/16/a-significant-minority-of-americans-say-they-would-support-a-military-takeover-of-the-u-s-in-the-right-circumstances/
https://www.washingtonpost.com/news/monkey-cage/wp/2018/02/16/a-significant-minority-of-americans-say-they-would-support-a-military-takeover-of-the-u-s-in-the-right-circumstances/
https://www.theguardian.com/world/2020/dec/15/xinjiang-china-more-than-half-a-million-forced-to-pick-cotton-report-finds
https://www.foxbusiness.com/markets/nike-brand-of-china-ceo-says
https://www.foxbusiness.com/markets/nike-brand-of-china-ceo-says
https://www.reuters.com/world/asia-pacific/myanmar-protesters-burn-army-uniform-five-months-after-coup-2021-07-01/
https://www.reuters.com/world/asia-pacific/myanmar-protesters-burn-army-uniform-five-months-after-coup-2021-07-01/
https://www.ft.com/content/d0311794-abcf-4a2a-a8a4-bcabfc4f71fa
https://www.bloomberg.com/news/articles/2021-07-01/ireland-says-it-s-not-in-a-position-to-join-global-tax-agreement?srnd=economics-vp&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-07-01/ireland-says-it-s-not-in-a-position-to-join-global-tax-agreement?srnd=economics-vp&sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-07-01/venezuela-to-cut-six-zeroes-off-bolivar-to-simplify-transactions?srnd=economics-vp&sref=uIvt3NFS
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the dollar for many of its transactions, the bolivar is still needed for everyday items such 

as bus fare.  

● The European Union has decided to back a ban on raising farm animals in cages.  The 

new regulation is expected to be introduced in 2023 and will likely not be put into place 

until 2027. 

Economics and policy:  The House passes a spending bill, the International Monetary Fund 

revises U.S. growth expectations, and U.S. plains maintain air strike capabilities in Afghanistan. 

● On Thursday, the House passed a bill that would approve $715 billion of spending on 

transportation and drinking water.  The bill would likely need to meld with the 

infrastructure deal struck by a bipartisan group of Senators.  

● The Biden Administration warned 17 countries for not doing enough to combat human 

trafficking.  The list included major countries, such as Russia, Iran, and China. Failing to 

act on human trafficking could result in sanctions.  

● The Congressional Budget Office (CBO) projected that the U.S. deficit would expand to 

$3 trillion in 2021 and average $1 trillion over the next ten years. This deficit reached its 

second-highest level since 1945. 

● The International Monetary Fund raised its U.S. growth projections to 7.0% in 2021, up 

from 4.6%. The projection assumes that Congress passes the infrastructure spending bill.  

The supranational organization also stated that the Fed would likely need to raise rates by 

late 2022 or early 2023, as it believes spending will keep inflation above its long-term 

trajectory. 

● The Federal Trade Commission has announced it will begin to crack down on companies 

that inaccurately use the “Made in the U.S.A.” label.  Violators will be fined as much as 

$43,280. 

● The U.S. plans to keep airstrike capabilities in Afghanistan following its withdrawal from 

the country.  The U.S. will keep some of its troops and artillery at the Hamid Karzai 

International Airport in Kabul.  The U.S. decision to maintain airstrike capabilities within 

the region is in response to an increase in attacks and reports that the government could 

fall within six months of its withdrawal.  

China:  Students are harassed, and there’s a change in electricity prices 

● Pro-democracy Chinese students who are attending Australian universities have been 

harassed and threatened by the Chinese government. 

● In response to declining utilization rates at coal-fired plants, Chinese state planners have 

decided to change the way it sets residential electricity prices.  The change will make 

household electricity more expensive.  

COVID-19:  The number of reported cases is 182,653,642 with 3,955,835 fatalities.  In the U.S., 

there are 33,679,489 confirmed cases with 605,019 deaths.  For illustration purposes, the FT has 

https://www.washingtonpost.com/world/2021/07/01/europe-cages-farming/
https://www.nytimes.com/2021/07/01/us/politics/house-infrastructure.html
https://www.nytimes.com/2021/07/01/us/politics/house-infrastructure.html
https://www.scmp.com/news/world/united-states-canada/article/3139514/us-issues-sanctions-warning-17-nations-not-doing
https://www.scmp.com/news/world/united-states-canada/article/3139514/us-issues-sanctions-warning-17-nations-not-doing
https://www.bloomberg.com/news/articles/2021-07-01/cbo-sees-near-record-3-trillion-u-s-budget-deficit-in-2021
https://www.bloomberg.com/news/articles/2021-07-01/cbo-sees-near-record-3-trillion-u-s-budget-deficit-in-2021
https://www.reuters.com/business/imf-raises-us-2021-growth-forecast-7-fastest-pace-generation-2021-07-01/
https://www.reuters.com/business/imf-raises-us-2021-growth-forecast-7-fastest-pace-generation-2021-07-01/
https://www.bloomberg.com/news/articles/2021-07-01/fed-likely-needs-to-raise-rates-as-soon-as-late-2022-imf-says?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-07-01/fed-likely-needs-to-raise-rates-as-soon-as-late-2022-imf-says?sref=uIvt3NFS
https://news.bloomberglaw.com/ip-law/made-in-usa-cheats-to-face-fines-as-ftc-steps-up-enforcement
https://apnews.com/article/joe-biden-afghanistan-government-and-politics-54614f59fd9d9e9ea1725bbc7a48b0a5
https://www.wsj.com/articles/afghan-government-could-collapse-six-months-after-u-s-withdrawal-new-intelligence-assessment-says-11624466743
https://www.wsj.com/articles/afghan-government-could-collapse-six-months-after-u-s-withdrawal-new-intelligence-assessment-says-11624466743
https://apnews.com/article/beijing-australia-health-coronavirus-pandemic-26a8edd3dbbd150740679eb1b9e436b5
https://www.reuters.com/world/china/china-signals-likely-rise-household-electricity-prices-2021-07-01/
https://www.nytimes.com/live/2021/04/14/world/covid-vaccine-coronavirus-cases?action=click&block=storyline_live_updates_block_recirc&campaign_id=51&emc=edit_mbe_20210415&instance_id=29251&name=styln-coronavirus&nl=morning-briefing%3A-europe-edition&pgtype=LegacyCollection&regi_id=5677267&region=hub&segment_id=55601&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
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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 382,283,990 doses of the vaccine have 

been distributed, with 328,152,304 doses injected.  The number receiving at least one dose is 

181,339,416, while the number of second doses, which would grant the highest level of 

immunity, is 155,884,601.  The FT has a page on global vaccine distribution.   

● A new mass testing technique has improved the efficiency of COVID testing.  In a paper 

published in Nature Biotechnology, this new technique can detect about 100 times lower 

amounts of the virus than the traditional test.  The new method should help pave the way 

for school reopening in the fall. 

● The digital COVID-19 certification went into effect in the European Union on Thursday. 

The certificate allows for people who have received vaccines made by Pfizer-BioNTech 

(PFE, $39.48), Moderna (MRNA, $234.73), Johnson & Johnson (JNJ,$165.50 ), and 

AstraZeneca(AZN, $60.30) to travel throughout the bloc without restrictions.  

● Although the Delta variant has emerged as the dominant strain in England, it has not led 

to a surge in hospitalizations. This is a welcoming sign as there have been growing fears 

the variants could be immune to vaccines.  

● The World Health Organization has stated that gatherings to watch the UEFA EURO 

2020 in stadiums and bars contribute to the increase in infections.  Although this is an 

unwelcome sign, we would like to remind our clients that it is safe to root for “La Roja” 

from the comfort of their own homes.  

● The Biden Administration will send “surge teams” to communities with low vaccination 

rates to help combat the spread of the Delta variant of the coronavirus.  

U.S. Economic Releases  
 

In today’s key economic report, June nonfarm payrolls increased by a seasonally adjusted 

850,000, handily beating expectations for a gain of 720,000.  In addition, May payrolls were 

revised upward to show an increase of 583,000 jobs.  The data showed that factory payroll 

growth softened considerably in June, but job growth in the pandemic-battered service sector 

continued to gain momentum.  The chart below shows the total number of nonfarm jobs in the 

U.S. since just prior to the last recession. 

 

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://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://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://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://thehill.com/changing-america/well-being/prevention-cures/561158-new-mass-testing-technique-for-coronavirus-is
https://thehill.com/changing-america/well-being/prevention-cures/561158-new-mass-testing-technique-for-coronavirus-is
https://www.nytimes.com/2021/07/01/world/europe/eu-digital-covid-certificates.html
https://www.nytimes.com/2021/07/01/health/delta-variant-covid-england.html
https://www.nytimes.com/2021/07/01/health/delta-variant-covid-england.html
https://www.nytimes.com/2021/07/01/world/europe/euro-2020-covid-outbreak.html
https://www.nytimes.com/2021/07/01/world/europe/euro-2020-covid-outbreak.html
https://www.google.com/search?gs_ssp=eJzj4tTP1TcwKjczSTNg9GLPSVQoys9KBAA3eQWj&q=la+roja&rlz=1C1GCEU_enUS894US894&oq=la+roja&aqs=chrome.1.69i57j46i131i433j0j46l2j0j46i175i199j0l3.6131j0j4&sourceid=chrome&ie=UTF-8#sie=t;/m/02w64f;2;/m/01l10v;mt;fp;1;;
https://thehill.com/policy/healthcare/561186-white-house-to-send-surge-teams-to-delta-variant-hot-spots
https://thehill.com/policy/healthcare/561186-white-house-to-send-surge-teams-to-delta-variant-hot-spots
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The following chart compares the progression of employment during this cycle with the 

progression in previous cycles.  Currently, employment by this measure stands at just 95.5% of 

the level at the previous peak.  If this cycle matched the average cycle, employment by now 

would stand at approximately 98.8% of the previous peak. 

 

 
 

As labor demand strengthened, even more people were drawn back into the hunt for a job, so the 

June unemployment rate actually increased to a seasonally adjusted 5.9%, modestly above the 

May rate of 5.8% and the anticipated rate of 5.6%.  The chart below shows the progression of the 

U.S. unemployment rate since 2007. 
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Finally, the report showed that average hourly earnings rose 0.3% to a seasonally adjusted 

$30.40 during June.  Average hourly earnings are now up a healthy 3.6% year-over-year, 

although the figure is still probably skewed somewhat by the changing makeup of the labor force 

since the pandemic hit.  The chart below shows the year-over-year growth in average hourly 

earnings since just before the prior recession. 
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In a separate report, the May trade balance showed a seasonally adjusted deficit of $71.2B, 

slightly better than expectations but still worse than the revised April deficit of $69.1B.  The 

expansion in the deficit during May came as exports increased by 0.6%, but imports grew at an 

even faster 1.3%.  In contrast, the trade picture looks a bit better from a longer perspective.  In 

May, U.S. exports were up 41.0% year-over-year, while imports were up 37.9%.  The chart 

below shows how total exports and imports have fluctuated since the last recession. 

 

 
 

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

EDT Indicator Expected Prior Rating

10:00 Factory Orders m/m May 1.6% -0.6% ***

10:00 Factory Orders Ex-Transportation m/m May 0.5% **

10:00 Durable Goods Orders m/m May F 2.3% 2.3% ***

10:00 Durable Goods Orders Ex-Transportation m/m May F 0.3% 0.3% **

10:00 Nondefense Capital Goods Orders Ex-Aircraft m/m May F -0.1% -0.1% **

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 
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following closely for possible complications, and green indicates neutral conditions.  We will 

add a paragraph below if any development merits further explanation. 
 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Monetary Base y/y Jun 19.1% 22.4% ** Equity and bond neutral

New Zealand Consumer Confidence m/m Jun 114.1 114.0 * Equity and bond neutral

South Korea CPI y/y Jun 2.4% 2.6% 2.5% *** Equity and bond neutral

Core CPI y/y Jun 1.5% 1.5% 1.4% * Equity and bond neutral

EUROPE

Eurozone PPI y/y May 9.6% 7.6% 9.6% ** Equity and bond neutral

AMERICAS

Canada Building Permits m/m May -14.8% -0.5% 0.2% ** Equity bearish, bond bullish

International Merchandise Trade m/m May -1.39b 0.59b 0.44b ** Equity bearish, bond bullish

Mexico Leading Indicators m/m May 0.27 0.29 * Equity and bond neutral

Brazil Industrial Production y/y May 24.0% 34.7% 24.8% *** 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) 15 14 1 Up

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

TED spread (bps) 11 10 1 Neutral

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

10-yr T-note (%) 1.44 1.46 -0.02 Neutral

Euribor/OIS spread (bps) -54 -54 0 Neutral

EUR/USD 3-mo swap (bps) 4 4 0 Down

Currencies Direction

dollar Flat Down

euro Down Up

yen Up Up

pound Down Up

franc Flat 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. 
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Price Prior Change Explanation

Brent $75.68 $75.84 -0.21%

WTI $75.09 $75.23 -0.19%  

Natural Gas $3.65 $3.66 -0.41%  

Crack Spread $18.48 $18.41 0.40%

12-mo strip crack $19.08 $18.85 1.25%

Ethanol rack $2.60 $2.59 0.24%

Gold $1,786.09 $1,776.84 0.52%

Silver $26.19 $26.03 0.61%

Copper contract $426.85 $423.60 0.77%

Corn contract $593.50 $589.00 0.76%

Wheat contract $667.25 $665.50 0.26%

Soybeans contract $1,406.75 $1,395.50 0.81%

Baltic Dry Freight 3338 3383 -45

Actual Expected Difference

Crude (mb) -6.7 -4.0 -2.7

Gasoline (mb) 1.5 -0.7 2.2

Distillates (mb) -0.9 1.0 -1.9

Refinery run rates (%) 0.70% 0.40% 0.30%

Natural gas (bcf) 76.0 68.0 8.0

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 from 

the West Coast through the Rocky Mountain region and throughout the Upper Midwest.  Cool 

temperatures are expected in Texas and the Deep South.  The forecast calls for wetter-than-

normal conditions in Texas and along the Southeast coast, with dry conditions in the Pacific 

Northwest and the Northern Great Plains.  Meanwhile, Tropical Storm Elsa is currently off the 

coast of Venezuela. 
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Data Section 
 

U.S. Equity Markets – (as of 7/1/2021 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 7/1/2021 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), 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 

 

July 1, 2021 
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P/E as of 6/30/2021 = 24.8x

 
 

Based on our methodology,1 the current P/E is 24.8x, unchanged from last week.   

 
 

 

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


