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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 8, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 index is currently down 0.3% from its prior close. In Asia, the MSCI 

Asia Apex 50 Index closed up 2.4%. Chinese markets were higher, with the Shanghai Composite 

closing up 0.7% from its prior close and the Shenzhen Composite closing up 0.5%. In contrast, 

U.S. equity index futures are signaling a lower 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 (6/6/2022) (with associated podcast): “Mineral 

Commodities in the World’s New Geopolitical Blocs” 

• 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 begins with an update on the Russia-Ukraine war, where it appears neither 

side achieved any substantial territorial gains over the last day.  The more important news from 

the war is that we are seeing the first signs of significant insurgency attacks by Ukrainian 

partisans in areas controlled by the Russians.  We next review other international and U.S. 

developments with the potential to affect the financial markets, including an important revelation 

that China is apparently developing its second overseas military base in Cambodia.  We wrap up 

with the latest news on the coronavirus pandemic. 

 

Russia-Ukraine:  In contrast with their recent modest gains, Russian forces yesterday appeared 

to take no new ground in Ukraine.  Although they staged attacks in several areas, they appeared 

to be concentrating on repositioning to support future offensives.  There were also no reports of 

significant new Ukrainian advances.  Meanwhile, Russian military bloggers have accused 

Ukrainians of artillery strikes against civilian areas far behind Russian lines, probably to 
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discourage NATO countries from sending new, more advanced artillery and missile systems.  

Separately, the Kremlin has intensified its effort to hide the scale of Russian casualties in the 

war.  According to the Institute for the Study of War, the Kremlin is threatening to nullify 

financial compensation to the families of Moskva crew members if they publicly discuss the 

sinking of the cruiser.  Some relatives, to protest, have refused to meet with Black Sea Fleet 

commanders in Sevastopol. 

• In a potentially critical development, if the conflict turns into a long war of attrition, 

reports suggest that Ukrainians in occupied areas are increasingly staging bombings and 

other insurgency attacks on Russian forces.  Even without significant battlefield victories, 

bloody partisan attacks could potentially raise the cost to Russia of its invasion and help 

bring about a withdrawal or negotiated settlement in the future. 

• In another potential military breakthrough, German Chancellor Scholz has backed the 

Baltic states in their demand for a big increase in the number of NATO troops on their 

soil.  The proposal is due to be discussed at NATO’s summit in Madrid in late June. 

• Russian and Turkish officials reported no significant breakthrough after yesterday’s talks 

toward creating a sea lane to export grain from Ukraine across the Black Sea as a part of 

a UN-backed effort to address the global food crisis. 

o Notably, Ukraine wasn’t part of the talks and has not consented to any potential 

deal between Turkey and Russia, saying it needs guarantees that Moscow 

wouldn’t use a potential safe corridor to launch additional attacks. 

o U.S. officials have also been skeptical of the Turkey-Russia talks, given Ukraine’s 

opposition.  More broadly, the U.S. administration is torn over the best way to 

resolve the global food crisis sparked by the war. 

• Reflecting the war and the remaining disruptions from the pandemic, the World Bank 

yesterday issued new economic forecasts calling for years of global stagflation, with 

conditions similar to those of the 1970s and an increased risk of emerging-market debt 

defaults like those of the 1980s.  The institution now expects global economic growth to 

weaken to 2.9% in 2022 from 5.7% in 2021.  Growth is expected to hover around the 

reduced pace over 2023 and 2024 as the war disrupts human activity, investment, and 

trade, while governments withdraw fiscal and monetary support. 

o The World Bank’s new growth forecast for 2022 is significantly worse than its 

January forecast of 4.1%. 

o Similarly, the OECD cut its growth forecasts to 3.0% in 2022 and 2.8% in 2023, 

compared with its December forecasts of 4.5% and 3.2%, respectively. 

 

China-Cambodia:  Western officials have revealed that China is secretly building its second 

overseas navy base in Cambodia, next to that country’s Ream Naval Base (see map below).  Like 

China’s first foreign base, on the eastern coast of Africa in Djibouti, the Cambodian base would 

be for the exclusive use of China and would be able to berth the largest Chinese warships.  

Separately, new satellite imagery shows that China’s third aircraft carrier is nearing completion 

at a shipyard north of Shanghai and could be launched soon, although it likely wouldn’t enter 

service until 2024. 
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• Together, the bases in Djibouti and Cambodia would complement China’s suspected 

extensive network of secret military-use agreements at port facilities it has financed 

around the world under its Belt and Road Initiative. 

o U.S. officials suspect China was secretly trying to develop a similar naval base on 

the Persian Gulf in the United Arab Emirates until it was discovered last year. 

o Responding to U.S. protests, the UAE has apparently put that project on ice. 

• Having a facility capable of hosting large naval vessels west of the South China Sea 

would be an important element of China’s ambition to expand its influence in the region 

and strengthen its presence near key Southeast Asia sea lanes. 

• The Chinese government denies that it is building an exclusive naval base in Cambodia, 

consistent with its habit of developing such facilities in secret and then presenting them to 

the world as a fait accompli.  The Cambodian government also denies the report, 

probably because the country’s constitution doesn’t permit foreign military bases or 

presence on Cambodian soil.  Cambodia’s secrecy about the project also appears to 

reflect its effort to straddle the fence between the U.S. and China as they struggle for 

geopolitical supremacy. 

o In our recent Bi-Weekly Geopolitical Report, we classified Cambodia not in the 

“China” political and economic bloc but in the “Leaning Toward China” camp. 

o Consistent with that, the Cambodians continue trying to maintain some ties with 

the U.S. and its allies, even voting at the UN to condemn Russia’s invasion of 

https://www.confluenceinvestment.com/weekly-geopolitical-report-parsing-the-worlds-new-geopolitical-blocs-may-9-2022/
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Ukraine and supporting the Biden administration’s special U.S.-ASEAN summit 

last month. 

o Of course, those pro-U.S. moves could simply aim to cover up Cambodia’s 

growing ties with China. 

• China’s aggressive, non-transparent expansion of its military presence will further raise 

tensions with the West.  Now that Russia’s aggression against Ukraine has taught the 

U.S. and its allies to coalesce in the face of danger, China’s military development will 

likely do the same, further fracturing the world into rival geopolitical and economic 

blocs.  The result will be a greater risk of war, shortened supply chains, higher costs and 

inflation, lower profits, and fewer good investment opportunities in the future. 

 

China Tech Stocks:  Chinese internet stocks today jumped to a three-month high after 

regulators cleared dozens of videogames for release, a move investors welcomed as a new sign 

that Beijing is softening its stance on the technology sector.  Hong Kong’s Hang Seng Tech 

Index advanced 4.8% to close at its highest level since early March. 

 

Sri Lanka:  Despite months of street protests against him, President Gotabaya Rajapaksa said he 

would not resign, although he did promise not to run again when his current term in office 

expires in two years.  The statement likely means that the country’s political unrest will continue 

for the time being. 

 

Turkey:  President Erdogan has once again vowed to keep cutting interest rates despite the 

country’s spiraling inflation, prompting yet another big drop in the lira.  At this writing, the 

currency is trading at approximately 17 per dollar, down 21.6% from the end of 2021. 

 

 
 

U.S. Fiscal Policy:  In testimony before Congress yesterday, Treasury Secretary Yellen admitted 

that high consumer price inflation has been more persistent than she expected.  However, she 

also tried to shift some of the blame to Congress, saying lawmakers could help moderate the 

https://www.wsj.com/articles/chinese-internet-stocks-hit-three-month-high-11654685396
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https://www.scmp.com/news/asia/south-asia/article/3180644/sri-lankas-rajapaksa-finish-term-despite-protests-i-cant-go?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20220607&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3180641&article_id_list=3180639,3180633,3180636,3180646,3180624,3180642,3180623,3180616&tc=25&CMCampaignID=1bf4faf120bb71390162effb7ed936f3
https://www.scmp.com/news/asia/south-asia/article/3180644/sri-lankas-rajapaksa-finish-term-despite-protests-i-cant-go?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20220607&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3180641&article_id_list=3180639,3180633,3180636,3180646,3180624,3180642,3180623,3180616&tc=25&CMCampaignID=1bf4faf120bb71390162effb7ed936f3
https://www.scmp.com/news/asia/south-asia/article/3180644/sri-lankas-rajapaksa-finish-term-despite-protests-i-cant-go?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_hk&utm_content=20220607&tpcc=enlz-today_hk&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3180641&article_id_list=3180639,3180633,3180636,3180646,3180624,3180642,3180623,3180616&tc=25&CMCampaignID=1bf4faf120bb71390162effb7ed936f3
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problem by passing measures to reduce prescription drug prices, improve access to affordable 

housing, and bolster investments in renewable energy. 

 

U.S. Bond Market:  According to one of its top investment officers, hedge fund giant 

Bridgewater is betting that inflation in the U.S. and Europe will prove far stickier than expected, 

prompting central bankers to hike interest rates so aggressively that they produce a major 

economic slowdown and a sell-off in corporate bonds. 

• We share some concerns that Bridgewater has.  Against the backdrop of today’s higher 

bond yields, we have recently increased our allocations to fixed income in our asset 

allocation strategies that seek yield, but we have emphasized government bonds over 

corporates. 

• We see an elevated risk that the Federal Reserve and/or other major central banks might 

tighten monetary policy too quickly or aggressively, causing problems not only for 

corporate bonds but also for equities. 

• We note that municipal bonds have recently staged a modest rebound after their sell-off 

earlier in the year. 

 

U.S. Cryptocurrency Regulation:  Two U.S. senators are reportedly set to introduce a bill that 

would lightly regulate the digital currency markets while trying to keep alive opportunities for 

innovation in the space.  However, Congressional aides said the bill has little chance of 

advancing through the Senate this year. Similar legislation introduced by crypto-friendly 

lawmakers in the House has languished. 

 

COVID-19:  Official data show confirmed cases have risen to  533,134,707 worldwide, with 

6,302,551 deaths.  The countries currently reporting the highest rates of new infections include 

the U.S., Taiwan, Australia, and Germany.  (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 85,008,228, with 1,009,338 deaths.  In data on the U.S. vaccination program, 

the number of people considered fully vaccinated now totals 221,559,553, 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 reached 112,771, up 4% from two weeks ago.  The seven-day 

average of people hospitalized with confirmed or suspected COVID-19 in the U.S. came 

in at 28,944 yesterday, up 12% from two weeks earlier.  New COVID-19 deaths average 

326 per day, down 2% from two weeks earlier. 

• Even though the latest U.S. wave appears to be topping out, the CDC said the Omicron 

subvariants known as BA.4 and BA.5 now represent 13% of new cases in the country, up 

from 7.5% a week ago and just 1% in early May.  The spread of the subvariants adds 

more uncertainty to the trajectory of the pandemic in the U.S. 

• Citing clinical trials, Moderna (MRNA, $145.34) said its new two-strain COVID-19 

booster is safe, well-tolerated, and effective at increasing people’s immunity against the 

https://www.ft.com/content/a206e3d7-fc89-4e95-9d20-32cc99d97938
https://www.ft.com/content/a206e3d7-fc89-4e95-9d20-32cc99d97938
https://www.ft.com/content/ddf32f5f-1ca3-45a0-819b-608c619194f6
https://www.wsj.com/articles/senators-to-propose-industry-friendly-cryptocurrency-bill-11654592401?mod=markets_featst_pos3
https://www.wsj.com/articles/senators-to-propose-industry-friendly-cryptocurrency-bill-11654592401?mod=markets_featst_pos3
https://www.wsj.com/articles/senators-to-propose-industry-friendly-cryptocurrency-bill-11654592401?mod=markets_featst_pos3
https://www.nytimes.com/live/2022/06/08/world/covid-19-mandates-vaccine-cases?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=Interactive&variant=show&is_new=false
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.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.nytimes.com/live/2022/06/08/world/covid-19-mandates-vaccine-cases
https://www.nytimes.com/live/2022/06/08/world/covid-19-mandates-vaccine-cases
https://www.ft.com/content/ce0597bd-70ee-4857-be6b-ccdb20bd71a0
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dominant Omicron variant.  The company hopes to roll out the new “bivalent” booster as 

a fourth dose in late summer. 

• AstraZeneca (AZN, $65.58) said a study found its COVID-19 antibody treatment cut the 

risk of severe disease when given soon after symptoms develop.  The news is likely to 

pave the way for broader use of the drug. 

 

U.S. Economic Releases  

 

MBA mortgage applications declined for the fourth consecutive week, according to the 

Mortgage Bankers Association.  Last week, the overall MBA mortgage application index fell 

6.5% from the prior week.  The applications index for purchases and refinances dipped 7.1% and 

5.8% from the previous week, respectively.  The drop in applications was likely the result of 

higher interest rates and home prices crimping housing affordability.  The average 30-year fixed-

rate mortgage rose 7 bps from 5.33% to 5.40%, well above the previous year’s rate of 3.15%.  

 

The table below shows the economic releases and/or Fed events scheduled for the rest of 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. 

 

EST Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m Apr 2.1% 2.1% ***

10:00 Wholesale Trade Sales m/m Apr 1.7% **

Economic Releases

Federal Reserve

No Fed speakers or events today

https://www.ft.com/content/ce0597bd-70ee-4857-be6b-ccdb20bd71a0
https://www.wsj.com/articles/astrazeneca-covid-19-antibody-drug-found-to-cut-risk-of-severe-disease-11654690004
https://www.wsj.com/articles/astrazeneca-covid-19-antibody-drug-found-to-cut-risk-of-severe-disease-11654690004
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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. 

 

  
 

Commodity Markets 

 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan GDP SA q/q 1Q -0.1% -0.2% -0.3% *** Equity bullish, bond bearish

BoP Current Account Balance m/m Apr ¥501.1b ¥2549.3b ¥524.5b *** Equity and bond neutral

Bank Lending Incl Trusts y/y May 0.7% 0.9% ** Equity and bond neutral

Bank Lending Ex-Trusts y/y May 0.9% 1.1% ** Equity and bond neutral

Bankruptcies y/y May 11.01% 1.88% ** Equity bullish, bond bearish

Eco Watchers Survey Current SA m/m May 54.0 50.4 52.0 * Equity bullish, bond bearish

Eco Watchers Survey Outlook SA m/m May 52.5 50.3 51.5 * Equity and bond neutral

South Korea GDP y/y 1Q 3.0% 3.1% 3.1% ** Equity and bond neutral

EUROPE

Eurozone Employment y/y 1Q 2.9% 2.6% *** Equity and bond neutral

GDP SA y/y 1Q 5.4% 5.1% 5.1% ** Equity bullish, bond bearish

France Trade Balance m/m Apr -12156m -12374m ** Equity and bond neutral

Current Account Balance m/m Apr 3.4b -3.2b ** Equity and bond neutral

Germany Industrial Production SA m/m Apr -2.2% -3.9% 1.2% *** Equity bearish, bond bullish

Italy Retail Sales m/m Apr 0.0% -0.5% 0.1% ** Equity and bond neutral

UK S&P Global/CIPS UK Construction PMI m/m May 56.4 58.2 56.6 * Equity and bond neutral

Switzerland Unemployment Rate m/m May 2.1% 2.3% 2.1% * Equity and bond neutral

Russia Official Reserve Assets m/m May 587.4b 593.1b * Equity and bond neutral

AMERICAS

Brazil Vehicle Sales Anfavea m/m May 187064 147242 ** Equity and bond neutral

Vehicle Production Anfavea m/m May 205916 185449 ** Equity and bond neutral

Vehicle Exports Anfavea m/m May 46069 44819 ** Equity and bond neutral

Canada Ivey Purchasing Managers Index SA m/m May 72.0 66.3 *** Equity bullish, bond bearish

Mexico International Reserves Weekly w/w 3-Jun $199311m $199558m ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 167 163 4 Up

3-mo T-bill yield (bps) 121 123 -2 Up

TED spread (bps) 46 39 7 Widening

U.S. Sibor/OIS spread (bps) 152 150 2 Up

U.S. Libor/OIS spread (bps) 156 154 2 Up

10-yr T-note (%) 3.00 2.98 0.02 Up

Euribor/OIS spread (bps) -30 -31 1 Neutral

Currencies Direction

Dollar Up Up

Euro Up Down

Yen Down Down

Pound Down Down

Franc Down Down

Central Bank Action Current Prior Expected

RBA Cash Rate Target 0.850% 0.350% 0.750% Above Forecast

RBI Repurchase Rate 4.900% 4.400% 4.800% Above Forecast

RBI Cash Reserve Ratio 4.500% 4.500% 4.500% On Forecast
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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. 

Price Prior Change Explanation

Brent $122.08 $120.57 1.25% Demand Optimism

WTI $121.10 $119.41 1.42%

Natural Gas $9.38 $9.29 0.98%

Crack Spread $55.88 $56.96 -1.89%

12-mo strip crack $38.78 $39.35 -1.45%

Ethanol rack $3.02 $3.01 0.37%

Metals

Gold $1,850.96 $1,852.37 -0.08%

Silver $22.02 $22.24 -0.96%

Copper contract $441.15 $443.55 -0.54%

Grains

Corn contract $764.25 $757.00 0.96%

Wheat contract $1,071.00 $1,071.75 -0.07%

Soybeans contract $1,565.50 $1,549.75 1.02%

Shipping

Baltic Dry Freight 2,514            2,560            -46

Actual Expected Difference

Crude (mb) -2.3

Gasoline (mb) 0.1

Distillates (mb) 0.5

Refinery run rates (%) 0.5%

Natural gas (bcf) 94.0

Energy Markets

DOE Inventory Report
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U.S. Equity Markets – (as of 6/7/2022 close) 
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Consumer Discretionary

Communication Services

Technology

Real Estate

S&P 500

Financials

Industrials

Healthcare

Consumer Staples

Materials

Utilities

Energy

YTD Total Return
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Energy

Technology

Healthcare

Consumer Staples

Financials

S&P 500
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Utilities

Communication Services

Materials

Consumer Discretionary
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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 6/7/2022 close) 

 

-40% -20% 0% 20% 40% 60%

Growth

Small Cap

US Corporate Bond

Emerging Markets ($)

Real Estate

Large Cap

Foreign Developed ($)

Emerging Markets (local currency)

US Government Bond

Mid Cap

US High Yield

Foreign Developed (local currency)

Value

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 Update 

 

June 2, 2022 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

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. 


