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

Europe, the EuroStoxx 50 index is currently down 1.6% from its prior close. In Asia, the MSCI 

Asia Apex 50 index closed down 3.3%. Chinese markets were lower, with both the Shanghai 

Composite falling 2.2% and the Shenzhen Composite declining 1.7%.  U.S. equity index futures 

are signaling a lower open. With 431 companies having reported, the S&P 500 Q1 2022 earnings 

stand at $54.30, lower than the $54.70 forecast for the quarter. The forecast reflects a 4.7% 

increase from Q1 2021 earnings. Thus far this quarter, 78.9% of the companies have reported 

earnings above forecast, while 17.9% have reported earnings below forecast.  
 

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 (4/25/2022) (with associated podcast): “The Russians 

Respond” 

• Weekly Energy Update (5/5/2022): We recap the weekly data and discuss energy news 

from the week 

• 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 (5/2/2022) (with associated podcast): “The Tale of Two 

Surveys” 

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

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

• Charts Worth Noting: We have an update on the labor markets, looking at the 

relationship of job openings and the level of unemployment 

 

Good morning! Today's report begins with a discussion on yesterday's FOMC meeting and an 

update on the situation in Ukraine. Next, we review a few international news stories. We 

conclude with economic and policy news and our COVID-19 coverage. 

 

Market Update: A day after the Federal Reserve signaled that it was less hawkish than most 

investors anticipated, the market reversed the gain from the previous trading day. The Dow Jones 

and NASDAQ had their worst one-day performance since 2020. Primarily driven by a sell-off in 

tech, the slide in equities was due to investor concerns that inflation would remain elevated for 

the foreseeable future. These fears drove up yields as bondholders began selling off treasuries. 

 

Daily Comment 
 

By Patrick Fearon-Hernandez, CFA, 

and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_4_25_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_May_05_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_May_05_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q222.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_May_2_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.confluenceinvestment.com/wp-content/uploads/2022_Outlook_Update1_Feb2022.pdf
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Although the jobs report provided some relief briefly this morning, those gains reversed as 

investors remain skeptical the Fed will be able to bring down inflation. Former Federal Reserve 

Vice Chair Richard Clarida stated the central bank may need to raise rates into restrictive 

territory to contain inflation. As doubts over reducing inflation persist, we still believe 

commodities could benefit. 

 

Russia-Ukraine Update: Ukraine is showing some resilience after repelling Russian troops 

trying to retake positions it lost in Kharkiv city and Izyum. Officials from Ukraine maintain it 

views the complete removal of the Russian forces out of the country as a victory. The comment 

suggests that Ukraine feels more confident it can withstand the onslaught from Russia and is 

prepared for a long war. However, it appears Russian forces are getting closer to taking over the 

remaining steel plant in Mariupol. 

● Former National Security Council official Fiona Hill stated Putin might take one-sided 

action to force the West to succumb to Russian demands. Her unease comes amid 

concerns the Russian president could use tactical nuclear weapons in Ukraine to secure a 

win before giving his speech on Russia's victory day on May 9. 

● The U.S. has offered Sweden and Finland reassurance that it would support them against 

Russia if they apply to join NATO. The two countries sought to join the military alliance 

after Russia invaded Ukraine. There is growing speculation that Russia will view the 

Nordic countries' membership as a threat and could take military action. As a result, the 

possibility that Russia could expand its war outside of Ukraine remains elevated.  

● In response to pleas from Hungary to slow the pace of the phase-out of Russian oil, the 

EU is considering giving the country more money to adapt to the embargo. The ban on 

oil purchases is still pending, but members may have a deal in place by the weekend. The 

EU is expected to focus on banning Russian gas after the oil ban is finalized.  

 

International News 

● During a pre-election defense policy debate in Australia, Defense Minister Peter Dutton 

accused China of trying to influence the federal election on May 21. He stated there is 

evidence of Beijing supporting the opposition center-left Labor Party. The accusation 

highlights the growing hostilities between the two sides. 

● Leaders in China have been warned not to criticize President Xi Jinping's zero-Covid 

strategy. Lockdowns and other pandemic-related restrictions have been a source of 

discontent within China because the country appears to be where it started during the 

pandemic. As China heads into its 20th National Congress later this year, the Communist 

Party will look to show that its handling of the COVID-19 was superior to the West.  

● The European Central Bank is poised to raise rates in July after dovish members have 

indicated that they are willing to end negative interest rates. The hike will come after the 

bank completes its bond purchasing program. The hawkish shift comes after euro area 

inflation rose 7.5% from the prior year.    

● Beijing has ordered central government agencies to replace foreign-made PCs with 

Chinese-made computers. The push for domestically made computers suggests China is 

https://www.bloomberg.com/news/articles/2022-05-05/ex-fed-vice-chair-clarida-says-rates-must-rise-to-at-least-3-5?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-05-05/ex-fed-vice-chair-clarida-says-rates-must-rise-to-at-least-3-5?sref=uIvt3NFS
https://www.understandingwar.org/backgrounder/russian-campaign-assessment-may-5
https://www.understandingwar.org/backgrounder/russian-campaign-assessment-may-5
https://www.bloomberg.com/news/articles/2022-05-05/fiona-hill-says-putin-sensed-west-s-weakness-before-ukraine-war?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-05-05/fiona-hill-says-putin-sensed-west-s-weakness-before-ukraine-war?sref=uIvt3NFS
https://www.reuters.com/world/europe/us-offers-assurances-sweden-finland-over-nato-application-2022-05-05/
https://www.ft.com/content/402eeaf9-bd2b-4d61-80ea-a42d31810dad
https://www.bloomberg.com/news/articles/2022-05-05/ukraine-latest-u-s-gives-sweden-finland-security-assurances?sref=uIvt3NFS
https://www.scmp.com/week-asia/politics/article/3176686/australia-china-relations-no-doubt-beijing-wants-influence-may?module=lead_hero_story&pgtype=homepage
https://www.theguardian.com/world/2022/may/06/xi-jinping-attacks-doubters-as-he-doubles-down-on-chinas-zero-covid-policy
https://www.theguardian.com/world/2022/may/06/xi-jinping-attacks-doubters-as-he-doubles-down-on-chinas-zero-covid-policy
https://www.ft.com/content/273d2613-93b8-4224-8f81-7281337ab618
https://www.bloomberg.com/news/articles/2022-05-06/china-orders-government-state-firms-to-dump-foreign-pcs?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2022-05-06/china-orders-government-state-firms-to-dump-foreign-pcs?sref=uIvt3NFS
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looking to promote its industries but could also signal that the country is preparing for 

isolation. The decision will likely harm U.S. computer companies such as HP (HPQ, 

$37.91).  

 

Economic and Policy News 

● The Biden administration has outlined a plan for the government to refill the emergency 

crude stockpile later this year. The administration wants to encourage oil companies to 

invest more in production. The government's need to refill its stock of oil sold off is 

intended to boost investor confidence that oil demand will remain high. Hence, the sell-

off of the strategic reserve is not a long-term solution to keep prices down.  

○ Despite the administration's plan, oil producers still struggle to expand 

production. Drilling for shale oil has become more expensive due to rising input 

costs. As a result, firms find it challenging to keep cost pressures down. The 

rising cost may make investors wary of investing more in expanding production, 

as the industry has prioritized profitably. 

● The Federal Reserve and the Biden administration are preparing to change decades-old 

rules regarding lending to low-income communities. The change will look to encourage 

banking in under-represented communities. These proposed changes could harm financial 

equities; it could mean that banks could face additional scrutiny. 

 

COVID-19:  The number of reported cases is 516,137,649 with 6,247,392 fatalities. In the U.S., 

there are 81,692,541 confirmed cases with 996,946 deaths. For illustration purposes, the FT has 

created an interactive chart that allows one to compare cases across nations using similar scaling 

metrics. The CDC reports that 730,391,415 doses of the vaccine have been distributed, with 

577,843,905 doses injected. The number receiving at least one dose is 257,960,561, the number 

of second doses is 219,974,190, and the number of the third dose, granting the highest level of 

immunity, is 101,011,852. The FT has a page on global vaccine distribution.   

● The FDA announced it is limiting the emergency authorization of the Johnson & Johnson 

(JUN, $176.76) COVID-19 vaccine to people 18 and older for whom other vaccines 

aren't appropriate or accessible and to those who opt for J&J because they wouldn't 

otherwise get vaccinated. The move is due to the risk that the vaccine can cause blood 

clotting in rare cases.  

● European companies are becoming more reluctant to invest in China following its strict 

lockdown policy. The EUCC for European businesses in China has become sour on the 

country due to the onerous restrictions.  

● A new subvariant of the coronavirus spreading throughout the U.S. It is the subvariant of 

the BA.2 but can spread much faster. 

● Positive news: Shanghai claims that there were no new COVID-19 cases spread in seven 

of its 16 districts, although people remain in lockdown. Meanwhile, Japan is expected to 

allow foreign tourists as it eases restrictions. The reduction in COVID-19 cases in Asia is 

a good sign for the global economy, although not necessarily beneficial for supply chains. 

https://www.ft.com/content/1002adce-52ed-45a0-979e-0b57221e2ba4
https://www.ft.com/content/1002adce-52ed-45a0-979e-0b57221e2ba4
https://www.bloomberg.com/news/articles/2022-05-05/drilling-for-shale-oil-is-getting-more-expensive-at-the-worst-possible-time?srnd=premium&sref=uIvt3NFS
https://www.wsj.com/articles/fed-biden-administration-float-new-lending-rules-for-lower-income-areas-11651743181?mod=hp_lead_pos6
https://www.wsj.com/articles/fed-biden-administration-float-new-lending-rules-for-lower-income-areas-11651743181?mod=hp_lead_pos6
https://www.nytimes.com/live/2021/04/14/world/covid-vaccine-coronavirus-cases?action=click&block=storyline_live_updates_block_recirc&campaign_id=51&emc=edit_mbe_20210415&instance_id=29251&name=styln-coronavirus&nl=morning-briefing%3A-europe-edition&pgtype=LegacyCollection&regi_id=5677267&region=hub&segment_id=55601&te=1&user_id=cf9e3e54fec2ede829d24b038d8ab9e3
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.cnn.com/2022/05/05/health/fda-johnson-johnson-vaccine-eua/index.html
https://www.cnn.com/2022/05/05/health/fda-johnson-johnson-vaccine-eua/index.html
https://www.nytimes.com/live/2022/05/05/world/covid-19-mandates-vaccine-cases
https://www.nytimes.com/live/2022/05/05/world/covid-19-mandates-vaccine-cases
https://www.nytimes.com/live/2022/05/04/world/covid-19-mandates-vaccine-cases/a-new-subvariant-is-spreading-rapidly-in-the-united-states?smid=url-copy
https://news.yahoo.com/shanghai-says-covid-infections-downward-022400271.html
https://news.yahoo.com/shanghai-says-covid-infections-downward-022400271.html
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Ports are worried about an increase in congestion after lockdown restrictions are lifted in 

China. 

 

U.S. Economic Releases  

 

April nonfarm payrolls rose by a seasonally adjusted 428K, beating expectations they would 

increase by just 380K.  The job growth in March was revised slightly lower to the same figure of 

428K.  According to the data, a large majority of the job gains in April came in the private 

sector, with manufacturing payrolls sporting a particularly robust increase.  The figures show 

that U.S. employment is now just 0.8% lower than its previous peak right before the coronavirus 

pandemic hit in early 2020.  At its worst point early in the pandemic crisis, employment had 

been down 14.4%.  The chart below shows the change in total nonfarm payrolls since shortly 

before the previous recession. 

 

 
 

The April unemployment rate held steady at a seasonally adjusted 3.6%.  That was a 

disappointment because the rate of joblessness was expected to fall to 3.5%, but the figure was 

still extraordinarily low.  With unemployment at just 3.6% of the workforce, it’s clear that the 

labor market remains very tight.  The chart below shows how the unemployment rate has 

evolved since just before the prior recession. 

 

https://www.wsj.com/articles/ports-race-to-clear-cargo-fearing-an-import-overload-when-china-lifts-lockdowns-11651829580?mod=politics_lead_pos12
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With the demand for labor high and the “inventory” of unemployed workers low, it should be no 

surprise that employers continue to hike wages.  As anticipated, average hourly earnings in April 

rose to a seasonally adjusted $31.85, up 5.5% from the same month one year earlier.  The chart 

below shows the growth in average hourly earnings since just before the prior recession. 

 

 
 

A final key indicator in the monthly employment report focuses on the share of the adult, 

civilian, noninstitutionalized population who are either working or looking for work.  The April 

labor force participation rate (LFPR) fell to a seasonally adjusted 62.2%, spoiling expectations 

that rising wages would lure more people into the labor force and boost the participation rate to 

62.5% from 62.4% in March.  The chart below shows how the LFPR has changed over the last 

several decades. 
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The table below lists the U.S. economic releases and/or Federal Reserve events scheduled for the 

rest of today. 

 

 
 

Charts Worth Noting: This week, the BLS released the JOLTS report for March, which tracks 

job openings, hiring, quits, 

and separations in the labor 

market.  Job openings 

exceed the number of 

unemployed by 5.59 

million, a new record.  This 

spread is historically wide 

for the JOLTS report; 

however, the data only go 

back to 2000.To construct a 

longer historical view, we 

created a series that melds 

the JOLTS report with an 

earlier report from the 

Conference Board, which 

measured unemployment 

EST Indicator Expected Prior Rating

15:00 Consumer Credit m/m Mar $25.00b $41.82b *

EST Speaker or Event

9:15 John Williams Gives Opening Remarks President of the Federal Reserve Bank of New York

11:00 Neel Kashkari Takes Part in Moderated Discussion President of the Federal Reserve Bank of Minneapolis

15:00 Raphael Bostic Gives Commencement Address President of the Federal Reserve Bank of Atlanta

19:15 James Bullard Speaks at Hoover Institute Panel President of the Federal Reserve Bank of St. Louis

19:15 Chris Waller Speaks at Hoover Institute Panel Member of the Board of Governors

20:00 Mary Daly Gives Commencement Address President of the Federal Reserve Bank of San Francisco

Economic Releases

Federal Reserve

District or Position

0.0

0.4

0.8

1.2

1.6

2.0

2.4

1960 1970 1980 1990 2000 2010 2020

ADJUSTED HELP WANTED/UNEMPLOYED RATIO

R
A
TI
O

Sources:  Haver Economics, CIM
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relative to help-wanted ads published in newspapers.  Although not a perfect measure, it does 

give us some perspective on how the current market compares to earlier periods.  The data show 

the labor markets haven’t been this tight since 1973.  With labor markets this tight, it is hard to 

argue that the Fed hasn’t met its full employment mandate.   

 

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

Japan Tokyo CPI y/y Apr 2.5% 1.3% 2.3% ** Equity bearish, bond bearish

Tokyo CPI Ex-Fresh Food y/y Apr 1.9% 0.8% 1.8% *** Equity bearish, bond bearish

Tokyo CPI Ex-Fresh Food & Energy y/y Apr 0.8% -0.4% 0.6% * Equity bearish, bond bearish

Monetary Base y/y Apr 6.6% 7.9% ** Equity and bond neutral

Monetary Base, End of Period m/m Apr ¥688.4t ¥688.0t * Equity and bond neutral

EUROPE

Germany Industrial Production WDA y/y Mar -3.5% 3.1% -0.4% ** Equity bearish, bond bullish

Italy Retail Sales y/y Mar 5.6% 4.6% ** Equity bullish, bond bearish

UK S&P/CIPS Construction PMI m/m Apr 58.2 59.1 58.0 ** Equity and bond neutral

Switzerland Unemployment Rate m/m Apr 2.2% 2.2% 2.2% ** Equity and bond neutral

Foreign Currency Reserves m/m Apr 926.1b 910.1b *** Equity and bond neutral

Russia S&P Services PMI m/m Apr 44.5 38.1 35.5 ** Equity bullish, bond bearish

S&P Composite PMI m/m Apr 44.4 37.7 ** Equity bullish, bond bearish

AMERICAS

Canada Net Change in Employment m/m Apr 15.3k 72.5k 40.0k *** Equity bearish, bond bullish

Unemployment Rate m/m Apr 5.2% 5.3% 5.2% *** Equity and bond neutral

Participation Rate m/m Apr 65.3% 65.4% 65.4% * Equity bearish, bond bullish

Mexico Gross Fixed Investment y/y Feb 1.7% 8.6% 4.5% ** Equity bearish, bond bullish

Brazil FGV Inflation IGP-DI y/y Apr 13.53% 15.57% 13.83% ** Equity bullish, bond bearish
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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 across the 

entire eastern half of the nation, with cooler-than-normal temperatures along the West Coast and 

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

Northern Tier states and the Southeast, with dry conditions in the Southwest and New England. 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 141 136 5 Up

3-mo T-bill yield (bps) 77 81 -4 Neutral

TED spread (bps) 64 56 8 Widening

U.S. Sibor/OIS spread (bps) 120 118 2 Up

U.S. Libor/OIS spread (bps) 124 122 2 Up

10-yr T-note (%) 3.09 3.04 0.05 Up

Euribor/OIS spread (bps) -42 -43 1 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Down Down

Pound Down Down

Franc Flat Down

Price Prior Change Explanation

Brent $113.08 $110.90 1.97%

WTI $110.28 $108.26 1.87%

Natural Gas $8.79 $8.78 0.10%

Crack Spread $49.61 $51.33 -3.34%

12-mo strip crack $35.64 $36.78 -3.09%

Ethanol rack $2.90 $2.89 0.47%

Metals

Gold $1,883.65 $1,877.18 0.34%

Silver $22.42 $22.51 -0.41%

Copper contract $426.80 $429.15 -0.55%

Grains

Corn contract $786.75 $797.50 -1.35%

Wheat contract $1,095.75 $1,106.50 -0.97%

Soybeans contract $1,632.00 $1,647.00 -0.91%

Shipping

Baltic Dry Freight 2,644            2,485            159

Actual Expected Difference

Crude (mb) 1.3 -0.6 1.9

Gasoline (mb) -2.2 -0.8 -1.4

Distillates (mb) -2.3 -1.4 -1.0

Refinery run rates (%) -1.9% 0.4% -2.3%

Natural gas (bcf) 77.0 69.0 8.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 5/5/2022 close) 

 

 

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

Communication Services

Consumer Discretionary

Technology

S&P 500

Real Estate

Financials

Industrials

Healthcare

Materials

Consumer Staples

Utilities

Energy

YTD Total Return

-6.0% -5.0% -4.0% -3.0% -2.0% -1.0% 0.0%

Consumer Discretionary

Technology

Communication Services

S&P 500

Materials

Financials

Real Estate

Industrials

Healthcare

Consumer Staples

Energy

Utilities

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 5/5/2022 close) 

 

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

Growth

Small Cap

US Corporate Bond

Emerging Markets ($)

Foreign Developed ($)

Large Cap

US Government Bond

Real Estate

Emerging Markets (local currency)

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 

 

May 5, 2022 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 5/4/2022 = 20.0x

 
 

Based on our methodology,1 the current P/E is 20.0x, down 0.4x from last week. Lower index 

values and higher earnings lowered the multiple. 
 

 

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. 


