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

Europe, the EuroStoxx 50 is currently up 1.0% from its prior close. In Asia, the MSCI Asia Apex 

50 closed down 1.4%. Chinese markets were lower, with the Shanghai Composite down 2.4% 

from its prior close and the Shenzhen Composite down 2.9%. 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: 

• Bi-Weekly Geopolitical Report (2/28/2022) (with associated podcast): “The Turkish 

Experiment” 

• Weekly Energy Update (3/3/2022): Oil prices move definitively over $100 per barrel on 

supply disruptions due to the war in Ukraine.   

• Asset Allocation Quarterly - Q1 2022 (1/20/2022): Discussion of our asset allocation 

process, Q1 2022 portfolio changes, and our outlook for the markets 

• Asset Allocation Bi-Weekly (3/7/2022) (with associated podcast): “Believe It or Not, 

Fiscal Policy Is Tightening” 

• Confluence of Ideas podcast (1/20/2022): “The 2022 Outlook” 

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

• Charts Worth Noting:  See below the  “U.S. Economic Releases” section for a new 

featured chart.  This chart covers financial conditions and Fed policy.  

 

Once again, our Comment opens with an update on the Russia-Ukraine War, where Russia 

appears to be preparing for a major new assault on Ukraine’s capital city, despite its military 

problems to date.  We next review a number of international and U.S. news items with the 

potential to affect the financial markets today.  We close with the latest developments related to 

the coronavirus pandemic. 

 

Russia-Ukraine:  As the Russian military struggles to seize territory from the Ukrainian army, it 

continues pummeling civilian targets with artillery, missiles, and aerial bombs.  Official and 

private military analysts believe the Russians are now regrouping and preparing for a new major 

assault on the capital city of Kyiv within the next day.  At the same time, Russian and Ukrainian 

officials met again yesterday to discuss a ceasefire and civilian evacuations, but the talks 

produced only modest agreements to help civilians flee.  There is great skepticism that the 

Russians will follow through on the deals.  The Russian and Ukrainian foreign ministers are 
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https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.ft.com/content/fcbe7584-bf5d-46e2-bdd6-987f4b478b1f
https://www.wsj.com/articles/russia-pummels-ukrainian-civilian-targets-ahead-of-talks-11646645852
https://twitter.com/TheStudyofWar/status/1500943602020765696?s=20&t=temG-N4CDoqXCGcc7p_ghQ
https://twitter.com/TheStudyofWar/status/1500943602020765696?s=20&t=temG-N4CDoqXCGcc7p_ghQ
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scheduled to meet on Thursday in Turkey, but French President Macron said his many recent 

talks with Russian President Putin have left him pessimistic that the attack will end any time 

soon.  For the global economy and financial markets, the principal near-term risk continues to be 

the possibility of restricted supplies of energy and other commodities from Russia and Ukraine, 

which will drive up prices and possibly spark a global recession.  The U.S. today is expected to 

announce that it will ban all imports of Russian crude oil, which could prompt other countries to 

do the same and set off a scramble for alternate supplies.  The main longer-term risk is that the 

global economy will continue to deglobalize and fracture into several trading and financial blocs, 

further boosting costs and shutting off profitable investment opportunities. 

• Meanwhile, the Russian military continues to lose large amounts of equipment and many 

troops.  The documented equipment losses include literally hundreds of tanks, artillery 

pieces, armored vehicles, trucks, airplanes, and helicopters.  Those losses include not 

only equipment destroyed but vehicles and equipment captured and now available for use 

by the Ukrainian army.  Russia’s personnel losses include at least two generals and two 

colonels killed in action, as well as many troops taken prisoner. 

o Over the weekend, we noted one Ukrainian estimate that 11,000 Russian troops 

had already been killed in action, while Ukraine and some Western officials said 

in the middle of last week that Russia had lost over 5,000 troops killed in action. 

o However, these tallies seem high to us.  As shown by the great military historian 

John Keegan, the ratio of killed to wounded in the projectile age of warfare is 

typically 1:3 to 1:4, based on the surface area of the human body that covers vital 

organs (but not adjusting for the extensive use of body armor in today’s advanced 

militaries).  If the Russians really have had 11,000 killed, that would imply 

perhaps 33,000 to 44,000 wounded, not to mention troops taken prisoner.  Total 

Russian troop losses would therefore be at least 44,000 to 55,000, equal to almost 

25% of the forces deployed to the Ukrainian border before the war, and almost 

50% of the total that actually entered Ukraine in the first week of the conflict.  

Losses of that magnitude seem impossibly high to us, even with the incompetence 

we’ve seen in the Russian operation to date. 

o We suspect that the Russian troop losses of 5,000 to 11,000 so far may include 

both killed and wounded.  If so, Russian troops killed in action might “only” total 

1,000 to 2,500, or 1% to 2.5% of the troops in Ukraine over the first week of the 

war.  That’s relatively more limited, but the total killed would still be much worse 

than the 400 or so Russian troops who died in one month of fighting during the 

takeover of Crimea in 2014. 

• Perhaps because of the Russian casualty experience to date and the heavy Western 

sanctions already imposed, Belarusian President Lukashenko said in recent days that his 

forces would not be joining in the fight, despite reports last week that Belarusian troops 

were ready to enter Ukraine. 

• Separately, the war and prospects for Western embargoes against Russian oil continue to 

drive oil and natural gas prices sharply higher.  According to AAA, the average price for 

a gallon of gasoline in the U.S. has hit a near-record $4.065 per gallon.  The Biden 

administration is therefore scouring the globe for fresh oil and gasoline production that 

https://www.wsj.com/news/economy?mod=nav_top_section
https://www.wsj.com/news/economy?mod=nav_top_section
https://www.oryxspioenkop.com/2022/02/attack-on-europe-documenting-equipment.html
https://www.thedailybeast.com/fsb-officer-caught-lamenting-death-of-vitaly-gerasimov-in-intercepted-call?ref=scroll
https://www.rferl.org/a/russia-major-general-gerasimov-killed-ukraine/31742809.html
https://www.rferl.org/a/russia-major-general-gerasimov-killed-ukraine/31742809.html
https://www.nytimes.com/2022/03/07/us/politics/russia-ukraine-military.html
https://www.nytimes.com/2022/03/07/us/politics/russia-ukraine-military.html
https://thedispatch.com/p/is-belarus-blinking?s=w
https://thedispatch.com/p/is-belarus-blinking?s=w
https://www.wsj.com/articles/the-surge-in-gas-prices-isnt-slowing-down-11646627663
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could ramp up quickly and quash the price spikes sparked by the war.  The administration 

is even talking with the Venezuelan government on their ability to help, perhaps 

reflecting skepticism that U.S. production could ramp up quickly or be palatable to anti-

fossil fuel progressives here at home.  Separately, the EU today will outline a plan to cut 

its natural gas imports from Russia by two-thirds over the next year.  To do so, the plan 

calls for the EU to import more liquefied natural gas, rapidly boost renewable energy 

generation, push out the end of coal burning, and cut demand with efficiency measures. 

o The enormous jump in energy prices is probably the primary threat to the U.S., 

European, and other major economies.  As energy prices rise, consumers and 

businesses worldwide will need to curtail other spending, raising the threat of a 

recession and stagflation.  The Fed and other major central banks may still start to 

hike interest rates in the near term, but the resulting economic slowdown makes it 

even more likely they will curtail their rate hikes well before they otherwise 

would have. 

o More broadly, the prices for wheat, corn, nickel, and many other commodities 

continue to surge.  Increased grain costs (except for rice) will likely have an 

outsized impact on many poorer countries in the coming months, probably 

prompting political unrest in some countries. 

o Naturally, the hit to confidence and the rise in commodity costs will hit corporate 

profits and continue to weigh on stock prices in the near term.  With yesterday’s 

sharp stock price declines, the Dow Jones Industrial Average has now fallen into a 

correction (down more than 10% from its most recent peak), and the NASDAQ 

Composite Index has fallen into a bear market (down more than 20% from its 

most recent high).  As we have noted before, a quick end to the war could allow a 

sharp rebound in stock prices, although any such rebound could be short-lived if 

inflation takes too long to come down. 

 

Japan:  Surging crude oil and natural gas prices because of the war have naturally prompted 

renewed interest in maintaining or increasing Europe’s nuclear energy capability, but the same is 

happening in Japan.  Former Defense Minister and senior ruling party official Itsunori Onodera 

today said in an interview that speeding up the restart of nuclear reactors halted in the wake of 

the Fukushima nuclear disaster may be Japan’s “best option” for riding out any oil and gas 

shortages that result from sanctions imposed on Russia.  The trends continue to look positive for 

uranium and nuclear companies. 

 

China:  The American Chamber of Commerce in China released the results of a survey showing 

that less than half its members were optimistic that the Chinese government was committed to 

opening its market to more foreign investment over the next three years, down from 61% a year 

earlier.  Over one-third said they would reduce investment in the country because of an uncertain 

policy environment. 

• Coupled with the rupture between Russia and the Western democracies, the survey 

underlines the extent to which globalization is in retreat and the global economy is 

https://www.ft.com/content/276aac3e-25bd-45c2-b5f4-8459240c9462
https://www.ft.com/content/eac9498f-6a36-41a9-b577-fa37c0eeab76
https://www.ft.com/content/eac9498f-6a36-41a9-b577-fa37c0eeab76
https://www.ft.com/content/cc513e50-eb68-43aa-b718-fcb4f8031c03
https://www.wsj.com/articles/global-economy-braces-for-impact-of-russias-war-on-ukraine-11646684060
https://www.wsj.com/articles/global-economy-braces-for-impact-of-russias-war-on-ukraine-11646684060
https://www.ft.com/content/0269cdda-ef67-43c8-b820-a919c919b5fa
https://www.japantimes.co.jp/news/2022/03/08/business/economy-business/rice-asia-food-inflation/
https://www.wsj.com/articles/global-stocks-markets-dow-update-03-07-2022-11646622021?mod=hp_lead_pos1&mod=hp_lead_pos1
https://www.wsj.com/articles/global-stocks-markets-dow-update-03-07-2022-11646622021?mod=hp_lead_pos1&mod=hp_lead_pos1
https://www.wsj.com/articles/will-inflation-fall-any-pullback-depends-on-these-sectors-11646649003?mod=hp_lead_pos4
https://www.japantimes.co.jp/news/2022/03/08/national/restart-nuclear-reactors-ldp-lawmaker/
https://www.japantimes.co.jp/news/2022/03/08/national/restart-nuclear-reactors-ldp-lawmaker/
https://www.wsj.com/articles/foreign-companies-in-china-are-less-optimistic-about-investing-there-11646697602?mod=hp_lista_pos1
https://www.wsj.com/articles/foreign-companies-in-china-are-less-optimistic-about-investing-there-11646697602?mod=hp_lista_pos1
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splitting into two or more economic blocs that will have much less interaction than in the 

past. 

• As we have warned repeatedly, deglobalization and shortened supply chains will serve to 

hike costs for businesses, feed higher inflation, and weigh on corporate profitability going 

forward. 

 

Iran:  According to a senior EU diplomat, talks with Iran to revive its 2015 nuclear deal have 

now progressed to the point where “political decisions” are needed to finalize an agreement. 

• The official said no more formal meetings or expert-level talks are being held, as the fate 

of the deal is now in the hands of top political leaders in the participating countries. 

• Given the Biden administration’s political vulnerability because of high energy prices, we 

suspect it will be inclined to accept a deal in hopes that it would quickly ramp up global 

crude oil supplies and drive prices lower. 

 

U.S. Digital Currency Regulation:  The White House is set to release an executive order this 

week tasking several federal agencies with conducting a broad review of cryptocurrencies, the 

cryptocurrency markets, and the possibility of creating a U.S. digital currency.  The agencies will 

have up to six months to conduct their reviews and prepare recommendations for public review.  

While the U.S. government is woefully behind the curve on regulating the booming 

cryptocurrency trade, we still suspect that new regulations and/or the development of a central 

bank digital currency in the U.S. are a risk for digital currencies going forward. 

 

U.S. Environmental Regulation:  The Environmental Protection Agency yesterday proposed 

new standards that would require engine manufacturers to lower nitrogen-oxide emissions from 

tractor-trailer-size trucks, as well as other delivery trucks, cement mixers, and trash trucks.  The 

initiative suggests that even with the Russia-Ukraine war raging and inflation remaining at 

extreme levels, the Biden administration is not backing away from new regulations that could 

further boost costs and weigh on profits for U.S. businesses.   

 

COVID-19:  Official data show confirmed cases have risen to  448,030,162 worldwide, with 

6,008,440 deaths.  In the U.S., confirmed cases rose to 79,339,497, with 960,314 deaths.  (For an 

interactive chart that allows you to compare cases and deaths among countries, scaled by 

population, click here.)  Meanwhile, in data on the U.S. vaccination program, the number of 

people considered fully vaccinated now totals 216,204,455, equal to 65.1% of the total 

population. 

 

• In the U.S., the seven-day average of people hospitalized with a confirmed or suspected 

COVID-19 fell to 37,118 yesterday, down a full 43% from just two weeks earlier. 

• Moderna (MRNA, $126.46) said it would never use its COVID-19 vaccine-related 

patents to stop others from manufacturing its vaccine in more than 90 low- and middle-

income countries.  It has, however, signaled it would soon begin enforcing patents in 

wealthier countries. 

https://www.ft.com/content/68a7569e-afb6-4e41-bf58-43fbb0cfb15d
https://www.ft.com/content/68a7569e-afb6-4e41-bf58-43fbb0cfb15d
https://www.wsj.com/articles/white-house-to-order-broad-review-of-cryptocurrencies-11646707044?mod=hp_lista_pos5
https://www.wsj.com/articles/white-house-to-order-broad-review-of-cryptocurrencies-11646707044?mod=hp_lista_pos5
https://www.wsj.com/articles/epa-aims-to-cut-toxic-emissions-from-commercial-trucks-11646670626?mod=hp_lead_pos6
https://www.wsj.com/articles/epa-aims-to-cut-toxic-emissions-from-commercial-trucks-11646670626?mod=hp_lead_pos6
https://www.nytimes.com/live/2022/03/08/world/covid-19-mandates-cases-vaccine
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://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=Article&variant=1_BlueLink&is_new=false
https://www.wsj.com/articles/moderna-signals-it-may-enforce-covid-19-vaccine-patents-in-wealthy-nations-11646699609?mod=hp_lead_pos3
https://www.wsj.com/articles/moderna-signals-it-may-enforce-covid-19-vaccine-patents-in-wealthy-nations-11646699609?mod=hp_lead_pos3
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• As the pandemic enters its third year, a cluster of new studies show that about a third of 

the children in the youngest grades are missing reading benchmarks, up significantly 

from before the pandemic. 

 

U.S. Economic Releases  

 

Inflation continues to drag down small business optimism, according to the National Federation 

of Independent Business (NFIB). The latest report showed that 26% of survey respondents 

reported inflation as the biggest problem running their businesses.  As a result, the NFIB Small 

Business Index fell from 97.1 to 95.7 in February.  
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The chart above shows the level of the Small Business Index. 

 

The trade deficit rose to a record high due to a surge in imported goods, according to the Census 

Bureau. In January, the trade deficit rose to $89.7B, above the consensus estimate of $87.3B. 

The huge spike in imports in January suggests demand remains elevated.  

 

https://www.nytimes.com/2022/03/08/us/pandemic-schools-reading-crisis.html
https://www.nytimes.com/2022/03/08/us/pandemic-schools-reading-crisis.html
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The chart above shows the level of the Trade Balance.  

 

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

 

EST Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m Jan 0.8% 0.8% **

10:00 Wholesale Trade Sales m/m Jan 1.0% 0.2% **

Economic Releases

Fed Speakers or Events

No Fed speakers or events today  
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Charts Worth Noting 
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This chart shows the Chicago FRB National Financial Conditions Index (NFCI) and fed funds.  

The way to understand the NFCI is that when the index rises, financial conditions are 

deteriorating and vice versa.  In general, a reading below zero suggests favorable financial 

conditions.  Until the late 1990s, there was a tight correlation between the policy rate and 

financial conditions.  Essentially, the policy rate acted as a force multiplier for monetary policy.  

When the FOMC raised rates, financial conditions deteriorated, and they improved when rates 

were lowered.  However, since the late 1990s, the relationship between these two variables has 

broken down.  Raising the policy rate seems to have little impact on weakening financial 

conditions, and when a crisis hits, radical action seems to be required to reduce stress.  Given 

high levels of debt and leverage in the financial system, the FOMC appears to suppress stress 

actively.  Since 1998, it has been rare for the FOMC to raise rates when the NFCI is close to 

zero.  We believe financial stress will be the limiting factor in policy tightening; thus, investors 

can use this index as an indicator for the path of monetary tightening.   
 

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. 

 

https://fred.stlouisfed.org/series/NFCI
https://fred.stlouisfed.org/series/NFCI
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Labor Cash Earnings y/y Jan 0.9% -0.2% 0.1% ** Equity bullish, bond bearish

BoP Current Account Balance m/m Jan -¥118.7b -¥370.8b -¥870.5b ** Equity bearish, bond bullish

Leading Index CI m/m Jan 103.7 104.8 103.6 ** Equity and bond neutral

Eco Watchers Survey Outlook SA m/m Feb 44.4 42.5 43.0 ** Equity and bond neutral

Eco Watchers Survey Current SA m/m Feb 37.7 37.9 38.0 ** Equity and bond neutral

Australia CBA Household Spending m/m Feb 1.8% -10.0% ** Equity and bond neutral

ANZ Roy Morgan Consumer Confidence w/w 6-Mar 100.1 99.2 *** Equity and bond neutral

NAB Business Conditions m/m Feb 9 3 ** Equity bullish, bond bearish

NAB Business Confidence m/m Feb 13 3 ** Equity bullish, bond bearish

New Zealand Volume of All Buildings SA q/q 4Q 8.9% -8.6% 10.0% * Equity and bond neutral

EUROPE

Eurozone Employment y/y 4Q 2.2% 2.1% *** Equity and bond neutral

GDP SA q/q 4Q 0.3% 0.3% 0.3% *** Equity and bond neutral

Germany Industrial Production SA m/m Jan 2.7% -0.3% 0.5% *** Equity bullish, bond bearish

Italy Retail Sales m/m Jan -0.5% 0.9% *** Equity and bond neutral

AMERICAS

Brazil FGV Inflation IGP-DI m/m Feb 1.5% 2.0% 1.5% *** Equity and bond neutral

Mexico Formal Job Creation Total m/m Feb 178.9k 142.3k ** 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. 

 
Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 61 58 3 Up

3-mo T-bill yield (bps) 33 36 -3 Neutral

TED spread (bps) 28 22 6 Widening

U.S. Libor/OIS spread (bps) 45 43 2 Down

10-yr T-note (%) 1.85 1.78 0.07 Down

Euribor/OIS spread (bps) -50 -52 2 Neutral

Currencies Direction

Dollar Down Neutral

Euro Up Up

Yen Down Neutral

Pound Up Up

Franc Down Neutral  
 

Commodity Markets 

 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
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Price Prior Change Explanation

Brent $126.83 $123.21 2.94% Russia-Ukraine crisis intensifying.

WTI $122.64 $119.40 2.71% Russia-Ukraine crisis intensifying.

Natural Gas $4.69 $4.83 -2.96%

Crack Spread $37.61 $35.86 4.88%

12-mo strip crack $30.17 $29.19 3.36%

Ethanol rack $2.65 $2.66 -0.12%

Gold $2,006.84 $1,998.11 0.44%

Silver $26.17 $25.66 1.99%

Copper contract $474.65 $473.10 0.33%

Corn contract $743.25 $750.75 -1.00% Russia-Ukraine crisis intensifying.

Wheat contract $1,288.75 $1,294.00 -0.41%

Soybeans contract $1,678.00 $1,659.50 1.11%

Baltic Dry Freight 2,235            2,148            87

Actual Expected Difference

Crude (mb) -1.0

Gasoline (mb) -1.7

Distillates (mb) -1.4

Refinery run rates (%) 0.3%

Shipping

Energy Markets

Metals

Grains

DOE Inventory Report

 
 

Weather 
 

The 6-10 day and 8-14 day forecasts call for cooler-than-normal temperatures throughout the 

entire central portion of the country, with warmer-than-normal temperatures in California and 

Florida. The forecasts call for wetter-than-normal conditions in the northern Rocky Mountains 

and East Coast, with dry conditions in California and the Southwest.    
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Data Section 
 

U.S. Equity Markets – (as of 3/7/2022 close) 
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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 3/7/2022 close) 
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Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

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

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

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

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

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

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

(S&P 500 Growth). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

March 3, 2022 
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P/E as of 3/02/2022 = 21.5x

 
 

 

Based on our methodology,1 the current P/E is 21.5x, down 0.1x from last week.  The decline in 

the multiple is due to the decline in the index.  
 

 

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 (Q2, Q3, and Q4) and one estimate (Q1). 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. 


