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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 16, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  In 

Europe, the EuroStoxx 50 is relatively unchanged from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed down 0.5%.  Chinese markets closed lower, with the Shanghai Composite down 

1.1% from its prior close and the Shenzhen Composite also down 2.3%.  U.S. equity index 

futures are signaling a flat 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 (6/14/2021): The Geopolitics of the Colonial Pipeline 

Ransomware Attack: Part I 

• Weekly Energy Update (6/10/2021): Oil majors are facing increasing investor pressure to 

reduce carbon output. 

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

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

• Asset Allocation Weekly (6/11/2021) (with associated podcast and chart book): we 

discuss the relationship between inflation expectations and actual inflation  

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

We open today’s Comment with loads of U.S. policy news, followed by remarks on today’s U.S.-

Russia summit meeting.  We next discuss a wide range of international developments.  We close 

with the latest news about the coronavirus pandemic.  Finally, with the summer holidays upon 

us, we should mention that the Senate yesterday unanimously approved a bipartisan bill making 

Juneteenth a national holiday.  If passed by the House, the end of slavery in the U.S. will be 

celebrated every June 19.  In the coming years, it should be fascinating to see what traditions 

develop around this new holiday (already this Saturday, yours truly will be attending this Africa-

inspired fashion show in St. Louis). 

 

U.S. Monetary Policy:  The Fed yesterday kicked off its latest policy meeting, with a decision 

scheduled to be released at its conclusion this afternoon.  The officials are widely expected to 

leave their benchmark interest rate unchanged at essentially 0% and make no immediate 

adjustment to their asset purchase program.  However, investors will be looking for any hint that 

policymakers might bring forward their plans for policy tightening. 

• Importantly, the officials will release an update of the “dot chart,” laying out when policy 

changes may have to be implemented in the coming few years.  The last update, in 
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https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
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March, showed the policymakers expected to hold policy steady through 2023.  The 

update will probably show they now expect to lift interest rates somewhat earlier. 

• Naturally, equity and bond markets could face a bout of volatility if investors get 

confirmation that the policymakers may now hike interest rates and cut their bond 

purchases earlier than expected.  Nevertheless, we still expect the officials to stay on the 

sidelines for some time.  For the time being, monetary policy will remain loose, which 

should tend to support risk assets. 

 

U.S. Fiscal Policy:  To appease progressives unhappy with the ongoing bipartisan negotiations 

over a slimmed-down version of President Biden’s proposed infrastructure spending program, 

Democratic leaders in Congress have begun to discuss the contours of a broad-ranging spending 

package on child care, climate, and education that would require just 50 votes in the Senate in 

order to pass. 

• The progressive package would have to pass separately from the $974 billion 

infrastructure deal agreed to last week by a bipartisan group of ten Senators.  About half 

of that spending would be new money over and above current spending projections.  It 

would be financed by indexing the gas tax to inflation, increasing enforcement at the 

Internal Revenue Service, creating public-private partnerships, repurposing existing 

federal funds, and collecting fees from electric vehicles.  That proposal was discussed by 

the Senate GOP conference at a lunch meeting yesterday.   

• Despite the effort to appease progressives, it is unclear whether they will sign off on the 

two-bill plan unless they get an ironclad guarantee that Democratic leaders will push 

through the liberal second bill.  As things stand now, discussions on the bills are likely to 

continue until there is some determination of what can and will pass Congress.  As they 

say, politics is the art of the possible. 

 

U.S. Housing Market:  The National Association of Realtors has issued a report claiming U.S. 

home construction over the last two decades has been far weaker than needed.  The report argues 

that funds for housing construction should be included in the big infrastructure program being 

discussed in Congress.  On a related note, real estate investment trusts (REITs) have been on a 

tear this quarter as investors look to the property-owning companies and their ability to raise 

rents as a hedge against inflation. 

 

United States-Russia:  In Geneva this morning, President Biden will have his first summit 

meeting with Russian President Putin.  Backed up by the unity he achieved through his summits 

this week with the G7, NATO, and the EU, Biden will try to convince Putin to rein in his 

aggressive behavior in areas such as election interference and cyberattacks so the U.S. can focus 

its energy on the rising threat from China. 

• Intriguingly, the European Commission this morning released a statement accusing Putin 

of deploying “aggressive actions” and warning that the EU must “prepare for a further 

downturn of its relations with Russia as the most realistic outlook for the time being.”  

The statement also called for tougher EU action against Russian malign behavior. 

• The 14-page statement, available here, was almost surely drafted ahead of President 

Biden’s summits in Europe over the last week.  However, it was likely at least tweaked to 

https://www.wsj.com/articles/progressivedemocrats-balk-at-bipartisan-infrastructure-deal-11623777593?mod=hp_listb_pos4
https://www.wsj.com/articles/progressivedemocrats-balk-at-bipartisan-infrastructure-deal-11623777593?mod=hp_listb_pos4
https://www.wsj.com/articles/u-s-housing-market-needs-5-5-million-more-units-says-new-report-11623835800?mod=hp_lead_pos2
https://www.wsj.com/articles/u-s-housing-market-needs-5-5-million-more-units-says-new-report-11623835800?mod=hp_lead_pos2
https://www.wsj.com/articles/investors-hide-from-inflation-in-real-estate-stocks-11623841200?mod=hp_lista_pos1
https://www.wsj.com/articles/investors-hide-from-inflation-in-real-estate-stocks-11623841200?mod=hp_lista_pos1
https://www.wsj.com/articles/putin-meeting-to-test-bidens-bid-to-rally-western-allies-11623771627?mod=hp_lead_pos7
https://www.wsj.com/articles/putin-meeting-to-test-bidens-bid-to-rally-western-allies-11623771627?mod=hp_lead_pos7
https://www.ft.com/content/c1557ce4-3a3d-4e38-98fb-827e250c2577
https://ec.europa.eu/info/sites/default/files/joint-communication-eu-russia-relations.pdf
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reflect any consensus gained between Biden and the EU leaders.  Its tough language on 

Russia, therefore, could be a harbinger of friction at the Biden-Putin meeting. 

• Separately, it’s also important to keep an eye on growing European skepticism about 

China and the economic impact that could have.  For example, consultants at the 

Rhodium Group have issued a report showing Chinese investment in Europe hit a ten-

year low in 2020, reflecting not only the pandemic but also political tensions. 

 

Global Copper Market:  After our comment yesterday on the pullback in lumber prices, copper 

prices fell yesterday to their lowest level in eight weeks in anticipation of today’s move by 

Chinese authorities to tamp down on rising commodity prices.  Following up on official 

statements from the State Council last month, China’s National Food and Strategic Reserves 

Administration said it would hold a series of public auctions offering copper, aluminum, zinc, 

and other metals to domestic processors and manufacturers.  Copper prices are again softer 

today, but whether it and other metals prices keep softening will likely depend in large part on 

the volumes of metals that China ultimately releases onto the market. 

 

Israel-Hamas:  Violence has once again broken out between Israel and Hamas.  Israeli police 

fired rubber bullets at Palestinians trying to disrupt a right-wing nationalist march in Jerusalem, 

and Hamas militants launched incendiary balloons into Israel.  In response, the Israeli military 

launched airstrikes in the Gaza Strip, raising the specter of renewed warfare in the region and 

testing whether Prime Minister Bennett’s two-day-old coalition government can prevent the 

violence from escalating into a new war. 

 

Colombia:  The National Strike Committee, which has been leading a series of nationwide 

demonstrations and blockades over various economic and social issues since late April, 

announced that it would suspend its protests until July in order to reduce violence and help arrest 

the country’s new COVID-19 surge.  However, reports indicate that protesters in multiple 

locations refuse to dismantle their barricades, raising concerns that the protests’ economic 

damage will continue. 

 

Peru:  Right-wing presidential candidate Keiko Fujimori, who received 49.9% of the votes 

against 50.1% for her far-left rival Pedro Castillo in the elections held early this month, is calling 

for an audit after alleging “grave irregularities.” Election officials have rejected her fraud claims, 

and international election observers say the vote was transparent and clean, yet, the election 

remains up in the air as the election board decides whether to accept Fujimori’s appeal. 

 

COVID-19:  Official data show confirmed cases have risen to 176,703,553 worldwide, with 

3,824,115 deaths.  In the United States, confirmed cases rose to 33,486,925 with 600,287 deaths.  

Vaccine doses delivered in the U.S. now total 374,865,165, while the number of people who 

have received at least their first shot totals 174,674,144.  Finally, here is the interactive chart 

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

by population.   

 

 

 

https://www.scmp.com/news/china/diplomacy/article/3137459/plunging-china-investments-europe-set-downward-trend-report?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20210616&tpcc=enlz-scmp_international&MCUID=b11497b3c2&MCCampaignID=4c64196e67&MCAccountID=3775521f5f542047246d9c827&tc=7
https://www.scmp.com/news/china/diplomacy/article/3137459/plunging-china-investments-europe-set-downward-trend-report?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20210616&tpcc=enlz-scmp_international&MCUID=b11497b3c2&MCCampaignID=4c64196e67&MCAccountID=3775521f5f542047246d9c827&tc=7
https://www.wsj.com/articles/copper-falls-to-eight-week-low-on-fear-china-might-release-stockpiles-11623761899?mod=hp_lista_pos5
https://www.wsj.com/articles/china-to-release-metal-reserves-in-effort-to-tame-commodities-rally-11623825424?mod=markets_lead_pos1
https://www.wsj.com/articles/israeli-nationalists-march-in-jerusalem-as-hamas-calls-for-confrontation-11623784216?mod=hp_lead_pos10
https://www.wsj.com/articles/colombia-protest-leaders-halt-demonstrations-as-covid-19-cases-rage-11623792129?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/peru-faces-political-turmoil-after-divisive-presidential-vote-11623790239
https://www.wsj.com/articles/peru-faces-political-turmoil-after-divisive-presidential-vote-11623790239
https://www.nytimes.com/live/2021/06/16/world/covid-vaccine-coronavirus-mask
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths


 

 

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

www.confluenceinvestment.com 

 4 

Virology 

• According to the latest CDC data, 52.6% of the U.S. population has now received at least 

one dose of a vaccine, and 43.9% of the population is fully vaccinated. 

• A clinical trial run by Oxford University in the U.K. showed that an antiviral cocktail 

from Regeneron (REGN, $527.49) significantly reduces the risk of death among 

hospitalized COVID-19 patients whose own immune systems have failed to fight the 

virus. The combination of drugs cuts mortality by one-fifth among patients who did not 

mount an antibody response of their own. 

• Also in Britain, the government is considering requiring nursing home staff who work 

with elderly patients to be vaccinated against COVID-19 and potentially against the flu.  

Those who refuse to get vaccinated would risk losing their jobs. 

 

Economic and Financial Market Impacts 

• The benefits of economic reopening and federal fiscal stimulus in the U.S. are now 

spilling across the border into Mexico, providing hopes for at least a temporary boost to 

economic growth.  In fact, consultancy Oxford Economics says Mexico is now 

recovering from the pandemic faster than any other country in Latin America. 

• In North Korea, things evidently aren’t going quite as well.  Leader Kim Jong Un has 

warned of food shortages and urged officials to boost agricultural production as the 

country struggles with pandemic-related border closures, crippling economic sanctions, 

and a series of typhoons and floods. 

 

Foreign Policy Response 

• European Commission chief Ursula von der Leyen will travel to Spain, Portugal, and 

Italy over the coming days to formally approve those countries’ spending plans under the 

EU’s massive, €750 billion “Next Generation EU” pandemic recovery program. 

 

U.S. Economic Releases  

Mortgage applications rose during the week ending June 11, according to the Mortgage Brokers 

Association.  The mortgage applications index rose 4.2% from the prior week. The index for 

purchases rose 11% from the prior week, while the index for refinancing rose 6%. The average 

30-year fixed-rate mortgage decreased from 3.15% to 3.11%. 

 

U.S. home construction missed expectations in May, as the rise in building materials costs and a 

labor shortage have made it difficult for homebuilders to start new projects.  Housing starts came 

in at a seasonally adjusted annualized rate of 1,572K, which is 3.6% higher than the revised 

April estimate of 1,517K and below expectations of 1,630K.  Meanwhile, building permits came 

in at a seasonally adjusted annualized rate of 1,688K, which is 3.0% lower than the revised April 

estimate of 1,713K. 

 

https://www.ft.com/content/3dc6f8c4-2c6d-4077-8391-7f6dad523240
https://www.ft.com/content/3dc6f8c4-2c6d-4077-8391-7f6dad523240
https://www.ft.com/content/3dc6f8c4-2c6d-4077-8391-7f6dad523240
https://www.ft.com/content/dbae82a6-b4c2-4970-965e-81dc7ed52978
https://www.ft.com/content/dbae82a6-b4c2-4970-965e-81dc7ed52978
https://www.ft.com/content/87d90479-3151-4f82-b88a-33261db44fa3
https://www.ft.com/content/f39a97db-6c0c-417e-8836-f997765566ed
https://www.ft.com/content/59e582a1-bfd5-4b38-8626-27f9b9c59a5a
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The chart above shows the housing starts for single and multi-family homes. Single-family home 

starts increased 4.2% from the prior month, rising to 1,054K, while multi-family home 

construction increased 2.4% from the prior month to 474K. 

 

Trade prices continue to favor the U.S. as the rise in export prices has outpaced the rise in import 

prices.  The Import Price Index rose 1.1% from the prior month compared to expectations of 

0.8%.  Excluding petroleum, import prices rose 0.9% from the previous month compared to 

expectations of 0.5%.  Export prices rose 2.2% from the prior month, compared to expectations 

of 0.8%. 
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The chart above shows the ratio of export prices and import prices, often referred to as the terms 

of trade index.  In May, the index increased from 103.7 to 104.8. Despite the improvement in 

trade conditions, the rise in imports suggests that global price rises may be contributing to the 

inflationary pressure the U.S. has been experiencing over the last few months. The chart below 

shows the annual change in the Consumer Price Index (CPI) and the Import Price Index.  

 

 
 

As firms look to rebuild their inventories, a surge in demand for raw materials has likely driven 

import prices higher.  We expect the demand to wane over time as the world returns to normal.  

 

The table below lists the Fed events scheduled for the rest of the day. 

 

EST Speaker or event

14:00 FOMC Morning Minutes

14:30 Jerome Powell Holds Press Conference Chairman of Board of Governors of Federal Reserve

District or position

Economic Releases

 No economic releases today

Fed Speakers or Events

Federal Reserve Board

 

 

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

China Retail Sales y/y May 12.4% 17.7% 14.0% ** Equity and bond neutral

Industrial Production y/y May 8.8% 9.8% 9.2% *** Equity bullish, bond bearish

Surveyed Jobless Rate m/m May 5.0% 5.1% 5.1% *** Equity bullish, bond bearish

Japan Trade Balance m/m May -¥187.1b ¥255.3b -¥77.0b ** Equity bearish, bond bullish

Core Machine Orders m/m Apr 0.6% 3.7% 2.5% ** Equity and bond neutral

India Trade Balance m/m May -$6280.0m -$15100.0m -$6320.0m ** Equity bearish, bond bullish

Australia ANZ Roy Morgan Consumer Confidence m/m 13-Jun 111.0 110.7 *** Equity and bond neutral

Westpac Leading Index m/m May -0.1% 0.2% ** Equity and bond neutral

New Zealand BoP Current Account Balance NZD q/q 1Q -2.895b -2.695b -2.470b ** Equity bearish, bond bullish

Current Account GDP Ratio YTD q/q 1Q -2.2% -0.8% -2.1% *** Equity and bond neutral

EUROPE

Eurozone Labour Costs y/y 1Q 1.5% 3.0% ** Equity and bond neutral

UK CPI y/y May 2.1% 1.5% 1.8% *** Equity bearish, bond bullish

CPI Core y/y May 2.0% 1.3% 1.5% *** Equity bearish, bond bullish

RPI m/m May 0.3% 1.4% 0.3% ** Equity and bond neutral

RPI Ex Mort Int.Payments y/y May 3.4% 3.2% 3.6% ** Equity and bond neutral

House Price Index y/y Apr 8.9% 10.2% 12.2% ** Equity bearish, bond bullish

AMERICAS

Canada Housing Starts m/m May 275.9k 268.6k 277.5k *** Equity and bond neutral

Existing Home Sales m/m May -7.4% -12.5% ** Equity and bond neutral

Mexico International Reserves Weekly w/w 11-Jun $193467m $193770m * 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) 12 12 0 Up

3-mo T-bill yield (bps) 1 2 -1 Neutral

TED spread (bps) 11 10 1 Neutral

U.S. Libor/OIS spread (bps) 8 8 0 Up

10-yr T-note (%) 1.49 1.49 0.00 Neutral

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

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

Currencies Direction

dollar Down Down

euro Flat Up

yen Down Up

pound Up Up

franc Down Up

Central Bank Action Current Prior Expected

FOMC Rate Decision (Lower Bound) 0.000% 0.000% On forecast

FOMC Rate Decision (Upper Bound) 0.250% 0.250% On forecast

Brazil Selic Rate 3.500% 4.250% On forecast  
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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. 
 

Price Prior Change Explanation

Brent $74.20 $73.99 0.28%

WTI $72.28 $72.12 0.22%  

Natural Gas $3.22 $3.24 -0.71%  

Crack Spread $17.90 $18.04 -0.78%

12-mo strip crack $18.32 $18.56 -1.27%

Ethanol rack $2.55 $2.56 -0.52%

Gold $1,859.65 $1,859.02 0.03%

Silver $27.79 $27.66 0.44%

Copper contract $435.30 $434.10 0.28%

Corn contract 570.50$       573.75$       -0.57%

Wheat contract 665.75$       666.00$       -0.04%

Soybeans contract 1,351.00$    1,373.50$   -1.64%

Baltic Dry Freight 3025 2944 81

Actual Expected Difference

Crude (mb) -2.0

Gasoline (mb) 2.4

Distillates (mb) 2.4

Refinery run rates (%) 0.40%

Natural gas (bcf) 71.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer-to-normal temperatures throughout the 

country.  The forecast calls for wet conditions throughout most of the eastern half of the country 

and dry conditions in the Northern Pacific and Rocky Mountain Regions. There is some cyclone 

formation in the Gulf of Mexico.  Additionally, there is a tropical storm developing off of the 

New England coast. 
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Data Section 
 

U.S. Equity Markets – (as of 6/15/2021 close) 

 

  

0.0% 20.0% 40.0% 60.0%

Consumer Staples
Utilities

Consumer Discretionary
Technology
Healthcare

S&P 500
Industrials
Materials

Communication Services
Real Estate

Financials
Energy

YTD Total Return

-2.0% -1.0% 0.0% 1.0% 2.0% 3.0%

Real Estate

Technology

Communication Services

Consumer Discretionary

Consumer Staples

Materials

S&P 500

Healthcare

Financials

Utilities

Industrials

Energy

Prior Trading Day Total Return

(Source: Bloomberg) 
 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  
 

Asset Class Performance – (as of 6/15/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

US Corporate Bond

Cash

US High Yield

Emerging Markets (local currency)

Emerging Markets ($)

Growth

Foreign Developed ($)

Large Cap

Foreign Developed (local currency)

Value

Small Cap

Mid Cap

Commodities

Real Estate

YTD Asset Class Total Return

Source: Bloomberg

 
 

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

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

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

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

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

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

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

(S&P 500 Growth). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

June 10, 2021 

 

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 6/09/2021 = 24.7x

 
 

Based on our methodology,1 the current P/E is 24.7x, 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 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. 


