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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: June 6, 2022—9:30 AM EDT] Global equity markets are higher this morning. In 

Europe, the EuroStoxx 50 index is currently up 1.3% from its prior close. In Asia, the MSCI 

Asia Apex 50 index closed up 1.5%. Chinese markets were higher, with the Shanghai Composite 

closing up 1.3% from its prior close and the Shenzhen Composite closing up 2.3%. In contrast, 

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: 

 

• Bi-Weekly Geopolitical Report (5/23/2022) (with associated podcast): “Going Nuclear 

with North Korea” 

• Weekly Energy Update (6/2/2022): We cover the OPEC+ output increase, the EU 

embargo, and the concept of windfall profit taxes along with our usual recap of the 

energy data.  

• Asset Allocation Quarterly - Q2 2022 (4/21/2022): Discussion of our asset allocation 

process, Q2 2022 portfolio changes, and our outlook for the markets 

• Asset Allocation Bi-Weekly (5/31/2022) (with associated podcast): “The Problem of 

Financial Conditions” 

• Confluence of Ideas podcast (3/25/2022): “The 2022 Outlook: Update #1” 

• Current Perspectives: “2022 Outlook: Update #1” (2/18/2022) 

 

Our Comment today opens with an update on the Russia-Ukraine war.  Russian troops continue 

to make some progress in seizing territory in Ukraine’s eastern Donbas region, but the 

Ukrainians are also launching some small but successful counterattacks.  We next review a range 

of international and U.S. developments with the potential to affect the financial markets today.  

We wrap up with the latest news on the coronavirus pandemic. 

 

Russia-Ukraine:  Although Russian forces continue to make some slow, plodding progress in 

seizing territory in Ukraine’s eastern Donbas region, Ukrainian forces have staged a number of 

small but successful counterattacks.  For example, Ukrainian troops have reportedly retaken 

much of the key city of Severodonetsk after Russian forces had seized most of it last week.  

Reports also suggest the Ukrainians have been able to kill yet another Russian general in the 

Donbas region.  Meanwhile, Russian air strikes hit Kyiv over the weekend, after more than a 

month of relative calm in the capital. The Kremlin claimed it was targeting tanks donated by the 
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https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-june-5
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-june-5
https://www.wsj.com/articles/ukraine-counterattack-takes-back-parts-of-strategic-donbas-city-11654422098?mod=hp_lead_pos8
https://www.wsj.com/articles/ukraine-counterattack-takes-back-parts-of-strategic-donbas-city-11654422098?mod=hp_lead_pos8
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West, but the Ukrainian government said the strike actually targeted railroad infrastructure. 

Finally, Ukrainian President Zelensky yesterday staged a daring visit to his troops in the Donbas. 

 

 
 

• Meanwhile, French President Macron has set himself up for continued tension with the 

Ukrainian leadership by saying in an interview that Ukraine should avoid humiliating 

Russia in order to keep alive opportunities for compromise.  Ukrainian officials have 

countered that Macron’s suggestion was a humiliation for France. 

• Even as Sweden and Finland have applied for NATO membership in response to Russia’s 

invasion of Ukraine, the Swedish justice minister today faces a vote of no confidence that 

could bring down the government. 

o Importantly, an ethnic-Kurdish parliamentarian holds the key to the vote, and she 

is insisting that the government not give in to Turkey’s demands regarding 

Kurdish extremists resident in Sweden. 

https://www.reuters.com/world/europe/ukrainian-president-zelenskiy-visits-front-line-troops-statement-2022-06-05/?utm_source=POLITICO.EU&utm_campaign=b1f79aaaaa-EMAIL_CAMPAIGN_2022_06_06_03_52&utm_medium=email&utm_term=0_10959edeb5-b1f79aaaaa-190480045
https://www.ft.com/content/ebc3717e-65cc-43da-87fa-f67f37baf3b7
https://www.ft.com/content/c97ee60b-15d6-4b80-85dd-8d092573b72d
https://www.ft.com/content/c97ee60b-15d6-4b80-85dd-8d092573b72d
https://www.wsj.com/articles/turkeys-erdogan-capitalizes-on-ukraine-crisis-as-grip-at-home-wavers-11654511811
https://www.wsj.com/articles/turkeys-erdogan-capitalizes-on-ukraine-crisis-as-grip-at-home-wavers-11654511811
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o Without some compromise on the part of Sweden, there is some possibility that 

Turkish President Erdogan will continue to hold up Sweden’s application to join 

NATO. 

 

United Kingdom:  Members of parliament from the Conservative Party today will vote on 

whether to keep Prime Minister Johnson as their leader after dozens of them submitted letters of 

no confidence to a special party committee.  The letters mostly reflect anger at Johnson over the 

“partygate” scandal, in which he allowed parties in leadership offices in violation of the 

government’s own pandemic rules.  The pound is trading modestly higher today, perhaps on 

prospects for an end to the scandal, but it’s important to remember that a destabilizing change in 

leadership would still be a risk in the coming months even if Johnson wins the vote. 

• Under party rules, Johnson will have to secure a simple majority of 180 MPs in the secret 

ballot to stay in office. The prime minister’s allies believe he will easily surpass that total. 

• However, even if Johnson wins the confidence vote, such bitterness and breakdown in 

party discipline are hard for any prime minister to repair. Johnson’s predecessor Theresa 

May, who survived a confidence vote in 2018, resigned less than six months later. 

• One factor that may work in Johnson’s favor is that his opponents haven’t settled on who 

would replace him.   

 

China-Australia:  In a move possibly aimed at intimidating Australia’s new prime minister, a 

Chinese jet fighter over the weekend flew close to an Australian maritime surveillance plane 

over the South China Sea and released anti-missile chaff, which was then sucked into the 

Australian plane’s engines.  The Australian government lodged a complaint with the Chinese 

over the dangerous incident, which took place just five days after Prime Minister Anthony 

Albanese was elected and confirmed in office. 

 

North Korea-South Korea-United States:  In a rare tit-for-tat response after North Korea 

launched a bevy of missiles on Sunday, the U.S. and South Korea today fired off eight precision 

surface-to-surface missiles into the Sea of Japan.  In a statement, the U.S. military command in 

South Korea said the exercise was meant to “demonstrate the ability of the combined U.S.-ROK 

force to respond quickly to crisis events. 

 

Eurozone Monetary Policy:  As ECB officials prepare to meet this week, they are expected to 

begin fleshing out a new program that will purchase bonds from the Eurozone’s less financially 

stable countries if needed to quell market volatility.  The program would act as a kind of 

insurance policy as the ECB prepares to hike interest rates and cut its overall bond purchases 

beginning in July. 

 

Germany:  The German government is reportedly making rapid progress in drawing up plans to 

wean itself off Russian natural gas in the wake of the Russia-Ukraine war.  The government has 

identified three potential sites for major liquified natural gas terminals. 

• Even if those terminals get built, finding available supplies of foreign gas will remain a 

major challenge. 

https://www.ft.com/content/c7dcd52f-9c8d-40e5-badd-7aceb3043565
https://www.ft.com/content/c7dcd52f-9c8d-40e5-badd-7aceb3043565
https://www.ft.com/content/3de9a9b7-ad8d-451a-a9d9-ce571958d3ec
https://www.ft.com/content/3de9a9b7-ad8d-451a-a9d9-ce571958d3ec
https://www.ft.com/content/a3cd9e33-4783-416f-ba0c-65ccc59794b6
https://www.ft.com/content/a3cd9e33-4783-416f-ba0c-65ccc59794b6
https://www.ft.com/content/d213b640-5f82-4d06-8f56-8597ac26560d
https://www.ft.com/content/d213b640-5f82-4d06-8f56-8597ac26560d
https://www.japantimes.co.jp/news/2022/06/06/asia-pacific/south-korea-us-response-nk-missiles/
https://www.japantimes.co.jp/news/2022/06/06/asia-pacific/south-korea-us-response-nk-missiles/
https://www.ft.com/content/e14d4cba-10a4-49f5-a4f2-dd14b65f5dd2
https://www.ft.com/content/e14d4cba-10a4-49f5-a4f2-dd14b65f5dd2
https://www.ft.com/content/6c6352c3-cb60-48e5-aa5e-7cf02328f544
https://www.ft.com/content/6c6352c3-cb60-48e5-aa5e-7cf02328f544
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• Stepping back from Russian gas and scrambling for alternative supplies will contribute to 

the fracturing of the world into different geopolitical and economic blocs, and it will tend 

to boost energy prices for the U.S.-led bloc in the coming years. 

 

U.S. Inflation:  In a televised interview yesterday, Commerce Secretary Raimondo said 

President Biden has ordered his administration to analyze whether it would make sense to cut 

some of the Trump administration’s tariffs on consumer goods from China to help bring down 

inflation. Separately, Biden today is expected to announce that he will not impose any new tariffs 

on Asian solar panels.  However, Raimondo suggested Biden would still keep many of the 

Trump tariffs on steel and aluminum to protect U.S. factory jobs. 

 

U.S. Corporate Pay:  So far this year, many more large companies are struggling to win 

shareholder “say on pay” votes.  If votes fail to rein in high executive compensation, some 

shareholder activists are also voting against directors heading up the companies’ compensation 

committee.  

 

U.S. Inventories:  As we have long anticipated, consumer purchasing patterns have begun to 

normalize, leaving many retail companies with excess inventories.  As pandemic lockdowns end 

and people go back to the office and start traveling again, consumers are shifting more toward 

formal clothing and service experiences, leaving many firms saddled with excess leisure wear 

and other goods.  The excess inventories are expected to weigh on retailers’ profits at least 

through the current quarter. 

 

Global Nickel Market:  A major U.S. hedge fund is suing the London Metal Exchange for more 

than $456 million over its March decision to cancel nickel trades after a short squeeze produced 

an unprecedented surge in the price of the metal.  The suit accuses the LME of acting unlawfully 

“in that it exceeded its powers when it cancelled those trades, or that it exercised the powers that 

it did have unreasonably and irrationally.” 

 

COVID-19:  Official data show confirmed cases have risen to  532,018,824 worldwide, with 

6,299,291 deaths.  The countries currently reporting the highest rates of new infections include 

the U.S., Taiwan, Germany, and Australia.  (For an interactive chart that allows you to compare 

cases and deaths among countries, scaled by population, click here.)  In the U.S., confirmed 

cases have risen to 84,762,171, with 1,008,586 deaths.  In data on the U.S. vaccination program, 

the number of people considered fully vaccinated now totals 221,492,058, equal to 66.7% of the 

total population. 

 

• In the U.S., the latest wave of infections already appears to be topping out, although 

hospitalizations are still accelerating with their usual lag.  The seven-day average of 

newly reported cases has now reached 100,982, down 7% from two weeks ago.  The 

seven-day average of people hospitalized with confirmed or suspected COVID-19 in the 

U.S. came in at 28,970 yesterday, up 16% from two weeks earlier.  New COVID-19 

deaths are now averaging 267 per day, down 14% from two weeks earlier. 

• The latest wave in the U.S. has shifted westward, hitting places like the San Francisco 

area, while recent pressure eases in Northeast hot spots. 

https://www.scmp.com/news/world/united-states-canada/article/3180516/joe-biden-considers-lifting-some-china-tariffs-put?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20220606&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3180463&article_id_list=3180491,3180470,3180502,3180503,3180459,3180512,3180480,3180472&tc=21&CMCampaignID=be4e2e784320c8920ebe5ec3ba27027b
https://www.scmp.com/news/world/united-states-canada/article/3180516/joe-biden-considers-lifting-some-china-tariffs-put?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20220606&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3180463&article_id_list=3180491,3180470,3180502,3180503,3180459,3180512,3180480,3180472&tc=21&CMCampaignID=be4e2e784320c8920ebe5ec3ba27027b
https://www.wsj.com/articles/white-house-wont-put-new-tariffs-on-solar-imports-for-two-years-sources-say-11654482582?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/white-house-wont-put-new-tariffs-on-solar-imports-for-two-years-sources-say-11654482582?mod=lead_feature_below_a_pos1
https://www.ft.com/content/a7674cca-1cfb-419f-af5f-b05bbb5b2644
https://www.ft.com/content/a7674cca-1cfb-419f-af5f-b05bbb5b2644
https://www.wsj.com/articles/macys-gap-and-other-clothing-stores-are-stuck-with-the-wrong-items-11654421401?mod=hp_lead_pos4
https://www.ft.com/content/f032093b-dc47-403e-9c9d-f2a3615dd6bf
https://www.ft.com/content/f032093b-dc47-403e-9c9d-f2a3615dd6bf
https://www.nytimes.com/live/2022/06/06/world/covid-19-mandates-vaccine-cases#the-latest-virus-wave-shows-signs-of-abating-in-the-northeast
https://coronavirus.jhu.edu/map.html
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://www.nytimes.com/interactive/2021/us/covid-cases.html?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=LegacyCollection&variant=1_BlueLink&is_new=false
https://www.wsj.com/articles/latest-u-s-covid-19-surge-moves-west-as-pressure-eases-in-northeast-11654421402
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• In China, falling cases in Beijing have prompted local authorities to announce the 

relaxation of most lockdown requirements.  Starting today, for example, employees can 

go back to their offices, students will start returning to their schools, and people can start 

eating at restaurants again.  However, new infections in other key cities serve as a 

reminder that tough restrictions could again be imposed at any time and in any place. 

o In Shanghai, for instance, officials continue to find a small number of new 

community transmissions less than a week after the city’s tough lockdown was 

mostly lifted. 

o In Hong Kong, new infections associated with a popular nightclub district have 

now grown into the hundreds. 

 

U.S. Economic Releases  

 

There were no economic releases scheduled prior to the publication of this report nor are there 

any releases or Fed events scheduled for the day. 

  

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. 

 

  
 

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. 

 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Caixin China PMI Composite m/m May 42.2 37.2 ** Equity and bond neutral

Caixin China PMI Services m/m May 41.0 36.2 46.0 ** Equity bearish, bond bearish

Australia Melbourne Institute Inflation m/m May 1.1% -0.1% ** Equity and bond neutral

ANZ Job Advertisements m/m May 0.4% -0.5% * Equity and bond neutral

EUROPE

UK New Car Registrations y/y May -20.6% -15.8% * Equity and bond neutral

AMERICAS

Mexico Gross Fixed Investment m/m Mar 5.90% 1.70% 5.60% *** Equity and bond neutral

Vehicle Production m/m May 275436 251547 ** Equity and bond neutral

Vehicle Exports m/m May 244643 241286 ** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 3-Jun 52.2 53.0 ** Equity and bond neutral

https://www.scmp.com/news/china/science/article/3180486/beijing-ease-covid-19-restaurant-school-bans-local-infections?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220605&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3180369&article_id_list=3180486,3180369,3180491,3180481,3180464,3180434,3180480,3180472&tc=7&CMCampaignID=3ce79a10374b283cc273f541348acc43
https://www.scmp.com/news/china/science/article/3180486/beijing-ease-covid-19-restaurant-school-bans-local-infections?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220605&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3180369&article_id_list=3180486,3180369,3180491,3180481,3180464,3180434,3180480,3180472&tc=7&CMCampaignID=3ce79a10374b283cc273f541348acc43
https://www.scmp.com/business/china-business/article/3180217/coronavirus-shanghais-community-infections-return-day-after?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220605&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3180467&article_id_list=3180486,3180369,3180491,3180481,3180464,3180434,3180480,3180472&tc=29&CMCampaignID=3ce79a10374b283cc273f541348acc43
https://www.scmp.com/business/china-business/article/3180217/coronavirus-shanghais-community-infections-return-day-after?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220605&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3180467&article_id_list=3180486,3180369,3180491,3180481,3180464,3180434,3180480,3180472&tc=29&CMCampaignID=3ce79a10374b283cc273f541348acc43
https://www.scmp.com/coronavirus/article/3180491/coronavirus-hong-kong-logs-515-cases-clusters-tied-bars-central-grow?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220605&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3180481&article_id_list=3180486,3180369,3180491,3180481,3180464,3180434,3180480,3180472&tc=11&CMCampaignID=3ce79a10374b283cc273f541348acc43
https://www.scmp.com/coronavirus/article/3180491/coronavirus-hong-kong-logs-515-cases-clusters-tied-bars-central-grow?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220605&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3180481&article_id_list=3180486,3180369,3180491,3180481,3180464,3180434,3180480,3180472&tc=11&CMCampaignID=3ce79a10374b283cc273f541348acc43
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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. 

 

  
 

Weather 
 

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

the country, with cooler temperatures in the Northern Pacific and parts of the Great Lakes region. 

Wetter-than-normal conditions are expected in the Rocky Mountains, New England, and the 

Southwest regions. 

 

Separately, we note the Atlantic hurricane season has now begun. The season runs from June 1 to 

November 30, although storms typically don’t peak until mid-September. Tropical Storm Alex is 

expected to pace north Bermuda on Monday. 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 163 161 2 Up

3-mo T-bill yield (bps) 111 115 -4 Up

TED spread (bps) 51 46 5 Widening

U.S. Sibor/OIS spread (bps) 148 147 1 Up

U.S. Libor/OIS spread (bps) 153 152 1 Up

10-yr T-note (%) 2.96 2.94 0.02 Up

Euribor/OIS spread (bps) -33 -33 0 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Up Down

Franc Up Down

Central Bank Action Current Prior Expected

RBA Cash Rate Target 0.350% 0.750% Below Forecast

Price Prior Change Explanation

Brent $120.57 $119.72 0.71%

WTI $119.68 $118.87 0.68%

Natural Gas $8.92 $8.52 4.68%

Crack Spread $61.10 $60.99 0.19%

12-mo strip crack $39.88 $40.21 -0.81%

Ethanol rack $2.97 $2.97 -0.14%

Metals

Gold $1,854.13 $1,851.19 0.16%

Silver $22.33 $21.93 1.86%

Copper contract $443.55 $447.20 -0.82%

Grains

Corn contract $740.00 $727.00 1.79%

Wheat contract $1,088.75 $1,040.00 4.69%

Soybeans contract $1,714.75 $1,697.75 1.00%

Shipping

Baltic Dry Freight 2,633            2,566            67

Energy Markets
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Data Section 
 

U.S. Equity Markets – (as of 6/3/2022 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 6/3/2022 close) 

 

-40% -20% 0% 20% 40%

Growth

Small Cap

US Corporate Bond

Real Estate

Large Cap

Emerging Markets ($)

Emerging Markets (local currency)

Foreign Developed ($)

Mid Cap

US Government Bond

US High Yield

Value

Foreign Developed (local currency)

Cash

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 as of 6/1/2022 = 19.7x

 
 

Based on our methodology,1 the current P/E is 19.7x, 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 three actual quarters (Q3, Q4 and Q1) and one estimate (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. 


