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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 28, 2020—9:30 AM EDT] Global equity markets are generally mixed this 

morning.  The EuroStoxx 50 is down 0.4% from its last close.  In Asia, the MSCI Asia Apex 50 

closed up 1.6% from its prior close.  Chinese markets were higher, with the Shanghai Composite 

up 0.7% from the prior close and the Shenzhen Composite up 1.4%.  U.S. equity index futures 

are signaling a lower open.  With 136 companies having reported, the S&P 500 Q2 earnings 

stand at $24.10, higher than the $23.72 forecast for the quarter.  The forecast reflects a 43.8% 

decrease from Q2 2019 earnings.  Thus far this quarter, 80.9% of the companies have reported 

earnings above forecast, while 16.9% have reported earnings below forecast.   
 

Even if the U.S. opening is looking a bit soft today, investors should be encouraged by an 

apparent stabilization in new U.S. coronavirus cases and the release (after considerable delay) of 

Senate Republicans’ proposal for a new coronavirus relief bill.  We outline both news items and 

all the other key developments below. 

 

COVID-19:  Official data show confirmed cases have risen to 16,495,309 worldwide, with 

654,327 deaths and 9,590,929 recoveries.  In the United States, confirmed cases rose to 

4,294,270, with 148,056 deaths and 1,325,804 recoveries.  Here is the interactive chart from the 

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

population. 

 

Virology: 

• Confirmed U.S. coronavirus cases rose by just 55,000 yesterday, marking the slowest 

daily pace since July 7 and giving investors cause for cautious optimism.  The number of 

new deaths continued to rise, but at a surprisingly slow pace compared with the number 

of new cases.  Nevertheless, the figures show particular states, mostly in the West and 

South, are continuing to struggle with a rising number of infections, hospitalizations and 

fatalities.  State governments continue to take uncoordinated, idiosyncratic approaches 

when deciding on what lockdown measures to lift or reimpose. 

• Despite the apparent slowdown in new U.S. infections, Google parent Alphabet, Inc. 

(GOOG, 1,530.20) announced that virtually all of its 200,000 full-time and contract 

employees will work from home until at least next July, making the search-engine giant 

the first major U.S. corporation to formalize such an extended timetable in the face of the 

pandemic.  The move underscores the lengthening time frame before firms expect the 

situation to normalize. 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.nytimes.com/2020/07/28/world/coronavirus-covid-19.html?action=click&module=Top%20Stories&pgtype=Homepage
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://www.wsj.com/articles/coronavirus-latest-news-07-27-2020-11595840413
https://www.wsj.com/articles/coronavirus-latest-news-07-27-2020-11595840413
https://www.wsj.com/articles/states-charting-own-paths-in-coronavirus-reclosings-11595928601?mod=hp_lead_pos5
https://www.wsj.com/articles/states-charting-own-paths-in-coronavirus-reclosings-11595928601?mod=hp_lead_pos5
https://www.wsj.com/articles/google-to-keep-employees-home-until-summer-2021-amid-coronavirus-pandemic-11595854201?mod=hp_lead_pos2
https://www.wsj.com/articles/google-to-keep-employees-home-until-summer-2021-amid-coronavirus-pandemic-11595854201?mod=hp_lead_pos2


 

 

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

www.confluenceinvestment.com 

 2 

• Overseas, cases continue to surge in large developing countries such as India and Brazil.  

In addition, China has reported a surge of cases in the far western province of Xinjiang, 

raising fears of another major breakout there. 

Economic Impact: 

• Consultants at Accenture (ACN, 223.32) estimate that U.S. bank profits will be hit twice 

as hard by coronavirus loan loss provisions than their European peers, in a study that 

upends the traditional wisdom of European banks’ relative weakness.  The consultants 

foresee $427 billion in loan loss charges for 58 top U.S. banks over the next three years, 

equal to about 10.2% of their average 2020 loan books.  The 50 top European banks in 

the study are expected to take loan loss charges of $455 billion over the same period, 

equal to just 4.6% of their 2020 loan balances. 

• Adding to the various letter-designated scenarios for the post-crisis economic recovery, 

some people are now talking about a “K-shaped” rebound.  The idea is to capture the way 

that many people with white-collar jobs and financial investments are actually doing all 

right, while the many who work in low-paying service jobs and don’t have stocks or 

bonds are struggling to survive. 

U.S. Policy Response: 

• Late yesterday, Senate Republicans finally released their proposal for the next 

coronavirus relief bill.  In comparison with the $3.5 trillion proposal passed weeks ago by 

Democrats in the House, the Republican proposal would cost about $1.0 trillion, setting 

up what is likely to be weeks of negotiations with the House and raising the risk of a 

deadlock or severely watered down bill that would likely drive down equity markets.  

Key elements of the Republican proposal would: 

o Send another $1,200 check to the same group that received cash this spring (with 

payments phasing out for individuals with income above $75,000 and married 

couples with income above $150,000);  

o Provide an additional payment of $500 for each child, defined more broadly than 

last spring to include dependents over the age of 16 (meaning a bigger payment 

for parents of college students and people who take care of their elderly parents); 

o Extend the supplemental federal unemployment benefit, but cut it from the current 

$600 per week as follows: 

▪ Through September, the benefit would be cut to $200 per week for each 

recipient; 

▪ From October to XXX, the benefit would be set so that the sum of federal 

and state benefits would replace 70% of the recipient’s previous wage;  

o Provide $105 billion to schools and universities to cover the costs of operating 

during the pandemic, with some of the aid only available to schools that plan to 

physically reopen; 

o Provide no additional aid to state and local governments, but provide more 

flexibility in using existing federal assistance; 

o Provide $16 billion for expanded coronavirus testing; 

https://www.ft.com/content/7370497b-03df-45ba-9cc1-c50fa8070ecb
https://www.ft.com/content/bb82a685-2f0c-4f44-b576-ee266a1aaa1e
https://www.ft.com/content/bb82a685-2f0c-4f44-b576-ee266a1aaa1e
https://www.axios.com/coronavirus-recession-stocks-housing-unemployment-1e26bba5-f800-4ff6-a615-7cfeb751ae81.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.wsj.com/articles/gop-to-release-coronavirus-aid-proposal-after-delay-11595860826?mod=hp_lead_pos1
https://www.wsj.com/articles/gop-to-release-coronavirus-aid-proposal-after-delay-11595860826?mod=hp_lead_pos1
https://www.wsj.com/articles/coronavirus-relief-how-the-republican-and-democratic-plans-compare-11595934002
https://www.wsj.com/articles/coronavirus-relief-how-the-republican-and-democratic-plans-compare-11595934002
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o Expand a worker-retention tax credit created in March, allowing larger credits per 

worker and letting up to $30,000 of wages and benefits qualify instead of just 

$10,000; 

o Temporarily give businesses a 100% tax deduction for restaurant meals, up from 

the current 50% deduction; 

o Adjust liability rules to make it harder to successfully sue schools, businesses and 

healthcare providers in coronavirus-related cases; 

o Provide for a number of other initiatives, some of which cynics might call 

“porkbarrel” (no surprise there!). 

Foreign Policy Response: 

• To help ensure Eurozone banks can absorb losses and keep lending through the crisis, the 

ECB has called on lenders to keep foregoing dividend payments until at least January and 

be “extremely moderate” when setting staff bonuses.  The Bank of England said it would 

carry out a review in the fourth quarter over whether British lenders could resume paying 

dividends in 2021. 

Financial Market Action: 

• Gold prices briefly hit an intraday record of $1,974.70 per troy ounce, before paring gains 

to trade down 0.3% to $1,925.80.  Spot gold increased to an all-time high of $1,980.57 

per troy ounce in Asia before falling back in the London session to $1,929.  Despite the 

ultimate pullback today, both gold and silver continue their recent uptrends, driven higher 

by factors such as the weakening dollar, falling real interest rates and soaring U.S. budget 

deficits. 

• Meanwhile, the euro continues to trend upward on signs that Europe has gotten the 

coronavirus under control better than the U.S. and could be poised for a faster or more 

consistent economic recovery. 

United States:  Citing concern that economist Judy Shelton isn’t committed to the Federal 

Reserve’s independence, Senator Susan Collins (R., Maine) said she would join with Senator 

Mitt Romney (R., Utah) in opposing Shelton’s nomination to the Fed board of governors.  Since 

the Republicans only have a 53-47 vote advantage in the Senate, Shelton can’t afford to lose 

more than three Republicans if all Democrats oppose her candidacy.  Separately, the Fed will 

begin its latest policy-setting meeting today.  The policymakers are widely expected to hold 

current policy steady, but their post-meeting statement tomorrow could hold some clues on how 

they expect policy to evolve in the future. 
 

United States-China:  State governments and the Department of Agriculture are investigating 

reports that hundreds of U.S. residents have been mailed unsolicited seeds from China.  The 

seeds raise the specter of a deliberate effort to spread toxic, noxious or invasive plants or weeds 

in the U.S. (a mild form of biological warfare?), so officials have warned people not to plant 

them. 
 

New Zealand-Hong Kong-China:  The New Zealand government announced that it would 

suspend its extradition treaty with Hong Kong, joining the U.S., the U.K., Canada and Australia 

in protesting Beijing’s draconian new security law for the city.  The move is more evidence that 

https://www.ft.com/content/3c6d86e9-93b4-41af-9803-046940cedf99
https://www.ft.com/content/3c6d86e9-93b4-41af-9803-046940cedf99
https://www.ft.com/content/b4e40375-2ddf-4df2-af0d-e38352d0d913
https://www.ft.com/content/a69367e8-1730-4836-9f14-0c20d615e006
https://www.ft.com/content/a69367e8-1730-4836-9f14-0c20d615e006
https://www.wsj.com/articles/euro-nears-two-year-high-as-investors-bet-on-europes-covid-19-progress-11595932257?mod=markets_lead_pos4
https://www.wsj.com/articles/two-republican-senators-will-oppose-shelton-s-fed-candidacy-11595871359?mod=hp_lead_pos7
https://www.wsj.com/articles/two-republican-senators-will-oppose-shelton-s-fed-candidacy-11595871359?mod=hp_lead_pos7
https://www.ft.com/content/a5491d71-a6ff-4b76-ac38-bb3a45364d30
https://www.wsj.com/articles/agriculture-department-states-investigate-foreign-seed-packages-11595901682
https://www.wsj.com/articles/agriculture-department-states-investigate-foreign-seed-packages-11595901682
https://www.wsj.com/articles/new-zealand-suspends-extradition-treaty-with-hong-kong-over-new-security-law-11595924633
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the “Five Eyes” intelligence-sharing alliance could be evolving into the leading coalition against 

Chinese expansionism. 
 

Russia:  Thousands of demonstrators in the far eastern city of Khabarovsk yesterday continued 

to demand the release of their jailed governor, Sergei Furgal.  The protests suggest the city’s 

protestors haven’t been mollified by President Putin’s naming of a replacement governor from 

Furgal’s opposition party. 
 

Russia-Ukraine:  Beginning yesterday, Ukrainian troops and Russian-backed rebels in eastern 

Ukraine implemented a new ceasefire.  However, frictions remain because of issues such as 

Russia’s annexation of the Crimean peninsula and Kiev’s plan to exclude rebel territory from an 

upcoming election. 
 

Japan-South Korea:  The Japanese government has warned of another sharp deterioration in 

Japanese-South Korean relations because of recently erected statues in a South Korean park that 

depict a man resembling Prime Minister Shinzo Abe kneeling and bowing to a girl symbolizing 

South Korean "comfort women" in World War II. 
 

U.S. Economic Releases  
 

In May, according to the S&P CoreLogic Case Shiller Index, home prices for the top 20 cities 

remained relatively unchanged from the previous month, well below expectations of a modest 

rise.  The 20-City Case Shiller Index rose 0.04% from the prior month compared to expectations 

of a rise of 0.30%.  The prior month’s report was revised downward from 0.33% to 0.24%.  

Meanwhile, the U.S. Case Shiller Index rose 0.65% from the prior month. 
 

 
 

The chart above shows the annual change in the S&P CoreLogic Index in the top 20 cities.  

Despite the slowdown in May, home prices are still higher than they were last year.  Home prices 

for the top 20 cities rose 3.69% from the prior year. 

https://www.rferl.org/a/thousands-continue-anti-kremlin-protests-in-russia-s-khabarovsk/30750759.html
https://www.rferl.org/a/thousands-continue-anti-kremlin-protests-in-russia-s-khabarovsk/30750759.html
https://www.wsj.com/articles/ukraine-cease-fire-begins-in-tense-climate-11595866740
https://www.japantimes.co.jp/news/2020/07/28/national/statues-comfort-woman-man-said-resemble-japans-abe-stir-debate-south-korea/
https://www.japantimes.co.jp/news/2020/07/28/national/statues-comfort-woman-man-said-resemble-japans-abe-stir-debate-south-korea/
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The table below lists the economic releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

10:00 Conf. Board Consumer Confidence m/m Jun 95.0 98.1 **

10:00 Conf. Board Present Situation m/m Jun 86.2 **

10:00 Conf. Board Expectations m/m Jun 106.0 **

10:00 Richmond Fed Manufact. Index m/m Jun 5.0 0.0 **

Fed Speakers or Events

Economic Releases

No speakers or events scheduled  
 

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. 
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China PPI Services y/y Jun 0.8% 0.8% 0.8% ** Equity and bond neutral

Europe

UK Lloyds Business Barometer m/m Jul -22 -30 * Equity and bond neutral

CBI Retailing Reported Sales m/m Jul 4 -37 -25 ** Equity bullish, bond bearish

CBI Total Dist. Reported Sales m/m Jul -3 -55 ** Equity and bond neutral

AMERICAS

Brazil Trade Balance Weekly w/w 26-Jul $1.836b $1.759b ** Equity and bond neutral

FGV Construction Costs m/m Jul 0.84% 0.32% 0.79% ** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 24-Jul 48.4 46.7 ** 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) 25 24 1 Down

3-mo T-bill yield (bps) 9 10 -1 Neutral

TED spread (bps) 16 14 2 Up

U.S. Libor/OIS spread (bps) 7 7 0 Up

10-yr T-note (%) 0.61 0.62 -0.01 Neutral

Euribor/OIS spread (bps) -46 -45 -1 Neutral

EUR/USD 3-mo swap (bps) 6 5 1 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Up Up

pound Flat 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 $43.60 $43.41 0.44%

WTI $41.57 $41.60 -0.07%

Natural Gas $1.75 $1.73 0.87%

Crack Spread $10.96 $11.09 -1.17%

12-mo strip crack $10.53 $10.65 -1.15%

Ethanol rack $1.49 $1.49 -0.42%

Gold $1,931.26 $1,942.24 -0.57%

Silver $23.94 $24.59 -2.65%

Copper contract $289.40 $289.75 -0.12%

Corn contract 331.00$       334.50$       -1.05%

Wheat contract 529.00$       527.75$       0.24%

Soybeans contract 886.75$       899.75$       -1.44%

Baltic Dry Freight 1293 1317 -24

Actual Expected Difference

Crude (mb) 1.0

Gasoline (mb) -2.0

Distillates (mb) 1.0

Refinery run rates (%) 0.45%

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, 

with cooler temps in the Midwest.  Wet conditions are expected throughout the South and 

Midwest regions.  There is some cyclone formation east of the Windward Islands.  It is highly 

probable that the cyclone will develop into a tropical storm within the next five days, but it is 

unlikely to make its way into the Gulf of Mexico. 
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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. 
 

July 24, 2020 
 

In the Federal Reserve’s 107-year history, it has used a number of different methods to manage 

monetary policy.  In its early years, it relied on the discount rate and reserve requirement 

adjustments as policy tools.  During WWII, it managed the yield curve to a specific interest rate 

to support Treasury borrowing to fund the war effort.  In the early 1950s, monetary policy 

became independent of government borrowing.  From this period into the late 1970s, the Fed 

managed monetary policy by setting a target rate for fed funds.  Chair Volcker moved to target 

the money supply in a bid to bring down inflation; monetary targeting ended by 1987.  From 

1987 until 2008, the primary tool of monetary policy was the fed funds policy rate.  If the 

banking system was oversupplied with reserves, the fed funds rate would decline below target.  

The Fed would engage in open market operations to reduce the level of reserves to lift the 

effective fed funds rate.  Under conditions of an undersupplied market, banks would be bidding 

up rates to acquire reserves; the Fed would inject money into the banking system to prevent the 

effective fed funds rate from overshooting the target rate.  During the Great Financial Crisis, the 

U.S. central bank flooded the banking system with reserves to ensure ample liquidity; this action 

led to a massive level of bank reserves rendering the traditional fed funds rate management 

impossible.   The level of reserves would have anchored the fed funds rate at zero.  To allow for 

rate flexibility, the Fed began paying interest on reserves. 
 

In March, when the pandemic triggered financial stress, the FOMC responded quickly.  Not only 

were rates cut but the Fed announced a series of actions designed to provide liquidity to various 

parts of the financial system.  In an unprecedented step, the central bank bought corporate bonds, 

including some that were below investment grade.  It purchased municipal bonds.  It also offered 

broad support for money markets and commercial paper.  And, it increased and broadened swap 

lines with foreign central banks to provide global dollar liquidity.  All these actions led to a 

massive rise in the Fed’s balance sheet. 
 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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This chart shows the Federal Reserve’s balance sheet relative to nominal GDP.  Note that the 

current level of the balance sheet is at all-time highs. 
 

Recently, the Fed’s balance sheet has contracted; this change has raised concerns that the central 

bank may be withdrawing stimulus which would be bearish for the economy and financial 

markets. 
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This fear is misplaced, but understandable.  This chart shows the balance sheet along with the 

Chicago FRB’s National Financial Conditions Index.  A rising index number indicates increasing 

financial system stress.  We have shaded three periods of quantitative easing.  It is notable that 

the first two cycles had specific levels of asset purchases.  In other words, a given level of buying 

and a definitive end date was established.  The third cycle was more open ended in time but 

initially fixed in terms of purchases. 
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The recent rise in the balance sheet is less about supporting the economy and more about 

suppressing financial stress.  And so, as the level of stress has declined, the demand for Fed 

support has as well, leading to a decline in the balance sheet.  This isn’t due to the Fed 

withdrawing support; it is, in fact, evidence of the Fed’s success.  It should be noted, however, 

that the facilities remain in place.  If stress rises, the Fed has policies in place to suppress it.   
 

The central bank’s next step will likely be to add accommodation.  In other words, additional 

actions will likely be necessary to encourage economic recovery.  Potential policies might entail 

yield curve control, “QE for people,” or direct payment from the Fed to households.  The 

important point is that one should not mistake the recent decline in the balance sheet as a sign of 

tightening.      
 

 

 

 

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.  

https://www.marketwatch.com/story/feds-brainard-eyeing-weak-recovery-says-new-policy-tools-may-be-needed-2020-07-14
https://www.marketwatch.com/story/feds-brainard-eyeing-weak-recovery-says-new-policy-tools-may-be-needed-2020-07-14
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Data Section 
 

U.S. Equity Markets – (as of 7/27/2020 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 7/27/2020 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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P/E Update 

 

July 23, 2020 

 

0

5

10

15

20

25

30

70 80 90 00 10 20 30 40 50 60 70 80 90 00 10 20

4Q TRAILING P/E AVERAGE

-1 STANDARD DEVIATION +1 STANDARD DEVIATION

LONG-TERM TRAILING P/E

P
/E

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

P/E as of 7/22/2020 = 28.1x

LONG-TERM TRAILING P/E

P
/E

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

P/E as of 7/22/2020 = 28.1x

 
 

Based on our methodology,1 the current P/E is 28.1x, up 0.6x from last week.  The rise in the 

multiple is due to the continued lift in the index and steady earnings forecasts. 

 

 
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. 


