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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 11, 2022—9:30 AM EDT] Global equity markets are generally higher this 

morning. In Europe, the EuroStoxx 50 index is currently up 1.7% from its prior close. In Asia, 

the MSCI Asia Apex 50 index closed up 0.7%. Chinese markets were higher, with the Shanghai 

Composite up 0.8% and the Shenzhen Composite up 1.3%.  U.S. equity index futures are 

signaling a lower open. With 453 companies having reported, the S&P 500 Q1 2022 earnings 

stand at $54.40, lower than the $54.70 forecast for the quarter. The forecast reflects a 4.7% 

increase from Q1 2021 earnings. Thus far this quarter, 77.5% of the companies have reported 

earnings above forecast, while 19.0% 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 (5/9/2022) (with associated podcast): “Parsing the 

World’s New Geopolitical Blocs” 

• 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) 

 

Our Comment begins with an update on the Russia-Ukraine war.  We next review a range of 

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

including confirmation that the European Central Bank will hike its benchmark interest rate in 

July.  We end with the latest news on the coronavirus pandemic. 

 

Russia-Ukraine:  The Ukrainian military continues to push Russian troops away from the 

northeastern city of Kharkiv, reportedly to an area less than ten miles from the Russia-Ukraine 

border.  In response, the Russian military is reportedly redeploying troops to that area from their 

operations around the northeastern city of Izyum, which will likely further stall their advance 

southeasterly from that city.  Meanwhile, Russian and Russian separatist forces continue trying 

to encircle Ukrainian troops in the eastern Donbas region even as they keep trying to mop up the 
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last Ukrainian resistance in the destroyed city of Mariupol.  Separately, the Belarusian military 

has stepped up its military exercises along its border with the Baltic states and Poland, probably 

a signal of its ongoing political support for Russia’s invasion of Ukraine. 

• Citing Russian interference with its operations, privately held Gas TSO of Ukraine said it 

would halt natural gas flows through one of its pipelines in the Donbas region, potentially 

affecting one-third of Russian gas exports going to Western Europe through Ukraine. 

o The news has further boosted European gas prices by over 5% so far today. 

o On the other hand, Hungary has now demanded to be fully exempt from the EU’s 

proposed ban on Russian oil imports.  Hungary’s demand throws up another 

roadblock to the oil ban, at least temporarily easing the scramble for non-Russian 

oil supplies. 

• Adding to the brutality Russia has already imposed on Ukraine, reports indicate Russian 

troops are seizing Ukraine’s stockpiles of wheat, sunflower oil, and other agricultural 

commodities and shipping them to Russia. 

o The Russians could use the stolen Ukrainian commodities for their own purposes, 

attempt to sell them on the open market, or treat them as bargaining chips. 

o In any case, the seizures highlight how the war is disrupting global food supplies 

and raising the risk of further inflation, hunger, and political unrest in many 

countries worldwide. 

o Although expectations had been high that French wheat exports could help make 

up for the loss of supply from Russia and Ukraine, the growing drought raises 

worries that France will see reduced production and exports this year. 

• The House of Representatives last night approved $40 billion in new aid to Ukraine by a 

vote of 368 to 57.  Despite resistance from some Republicans who want a deeper analysis 

of the bill, it is expected to pass the Senate soon.  Among its main provisions, the bill 

would provide: 

o More than $18.7 billion will go to military and security aid, both to Ukraine itself 

and to backfill U.S. defense supplies that have been distributed. 

o Nearly $8.8 billion is for economic and budgetary assistance for Kyiv. 

o Approximately $5 billion will be used around the world to address food shortages 

caused by the war, bolstering U.S. international friendships. 

o About $900 million will go to U.S. agencies to provide refugee support services, 

such as housing, English language classes, and trauma and support services for 

arrivals and refugees from Ukraine. 

o Around $67 million will be for the U.S. Justice Department to help cover the costs 

of seizing, retaining, and selling forfeited property such as the yachts of Russian 

oligarchs. 

• British Prime Minister Johnson has signed an agreement to help defend Sweden and 

Finland in the interim between their application to join NATO and their formal entry into 

the alliance.  The move aims to smooth the two countries’ entry into NATO and reassure 

them in the risky period before they would enjoy the mutual defense obligations. 

 

https://www.wsj.com/articles/natural-gas-prices-rise-in-europe-after-ukraine-cuts-flows-11652255011?mod=hp_lead_pos9
https://www.wsj.com/articles/natural-gas-prices-rise-in-europe-after-ukraine-cuts-flows-11652255011?mod=hp_lead_pos9
https://www.ft.com/content/0449af2a-356a-457e-837c-0fdeea03d7b0
https://www.ft.com/content/0449af2a-356a-457e-837c-0fdeea03d7b0
https://www.wsj.com/articles/ukraine-accuses-russia-of-stealing-its-grain-11652265021?mod=hp_lead_pos7
https://www.wsj.com/articles/ukraine-accuses-russia-of-stealing-its-grain-11652265021?mod=hp_lead_pos7
https://www.ft.com/content/2322cca4-c17d-4668-8522-e9084f916ce5
https://www.ft.com/content/2322cca4-c17d-4668-8522-e9084f916ce5
https://www.wsj.com/articles/house-to-vote-on-ukraine-aid-package-but-no-deal-in-senate-11652213464
https://www.ft.com/content/3bb2e77a-094e-4f51-9923-fda55f0af109
https://www.ft.com/content/3bb2e77a-094e-4f51-9923-fda55f0af109
https://www.ft.com/content/3bb2e77a-094e-4f51-9923-fda55f0af109
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Sri Lanka:  As an example of the unrest that could be unleashed by rising prices for food and 

other essentials, violent protests continue against Sri Lankan President Gotabaya Rajapaksa, 

despite his brother’s resignation as prime minister yesterday.  The army is now enforcing a 

nationwide curfew and threatening to shoot looters, but the government appears to be on the 

brink of collapse. 

 

European Union:  Wrapping up an EU self-assessment process that included town hall meetings 

with citizens, French President Macron has proposed a system of tiered EU membership levels.  

Full EU members would be the core of the group, while a second-tier would consist of countries 

that are official candidates for membership.  A broader “European political community” would 

also include democratic European countries adhering to EU values, such as the rule of law and 

freedom of the press. 

• The broader “political community” group would potentially include countries like the 

U.K., Ukraine, Moldova, and Georgia.  Members of the group could cooperate with the 

core EU and EU candidates in areas such as security, energy, and infrastructure. They 

would not necessarily be guaranteed eventual full membership in the EU. 

• Feeding suspicions that the proposal is merely a way to push off current EU aspirants, 

Macron offered no specifics on what obligations the broader group would have to meet 

along with its rights.  He also glossed over the immense difficulties that would be 

involved in changing EU treaties to accommodate the new EU organization. 

• Along with Macron’s push for Europe to build its own “strategic autonomy” in defense, 

it’s tempting to write off his “European political community” as an unrealistic gambit 

that couldn’t be implemented for years at best.  Yet, Macron’s visions validly reflect a 

sense that Europe is now much stronger than when it lay in ruins at the end of World War 

II.  Macron’s proposals validly reflect the idea that Europe can and should take more 

initiative in providing for its own defense, and it needs to streamline its decision-making 

even as it expands to include more members. 

o If something like Macron’s visions were put into practice, Europe could become a 

stronger and more valuable partner for the U.S. as it works to sustain liberal 

democracy and free market capitalism in the face of rising authoritarianism. 

o The downside is that such visions could also tempt the EU to form its own 

geopolitical and economic bloc separate from the evolving U.S.-led bloc, as we 

described in our latest Bi-Weekly Geopolitical Report. 

 

United Kingdom-European Union-Ireland:  British Prime Minister Johnson yesterday 

signaled he is ready to tear up the U.K.-EU deal laying out post-Brexit trading arrangements for 

Northern Ireland, calling the agreement “not sustainable in its current form” despite an appeal 

from his Irish counterpart not to take unilateral action. 

• As we’ve noted, last week’s regional elections in Northern Ireland have sparked a crisis.  

Irish nationalist party Sinn Féin won the most seats in Northern Ireland’s legislature, so it 

has a right to name the region’s first minister.  The Good Friday Agreement of 1998 

would require Sinn Féin to share power with the Democratic Unionist Party (DUP), the 

biggest party seeking to keep Northern Ireland in the U.K., but the DUP is refusing to 

https://www.ft.com/content/a1d0dd50-71db-43e5-8e0b-5f9d7f19c267
https://www.ft.com/content/a1d0dd50-71db-43e5-8e0b-5f9d7f19c267
https://www.politico.eu/article/emmanuel-macron-proposes-european-political-community-as-alternative-to-eu-membership/?utm_source=POLITICO.EU&utm_campaign=e22854263c-EMAIL_CAMPAIGN_2022_05_10_03_34&utm_medium=email&utm_term=0_10959edeb5-e22854263c-190480045
https://www.confluenceinvestment.com/weekly-geopolitical-report-parsing-the-worlds-new-geopolitical-blocs-may-9-2022/
https://www.ft.com/content/e984f582-4b26-45ba-b0c9-adb425147ad1
https://www.ft.com/content/e984f582-4b26-45ba-b0c9-adb425147ad1
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form a government unless the post-Brexit trade protocol is scrapped.  Johnson is 

signaling he will throw his weight behind the DUP. 

• The tug of war raises the prospect of months of political limbo in which Northern Ireland 

would have no functioning chief executive.  If no new chief executive is in place in 24 

weeks, Northern Ireland would have to hold new elections. 

• More importantly, London is already drafting legislation that would allow the U.K. to 

abandon the protocol, as the DUP is demanding.  That move would likely spark an 

economically disruptive trade war with the EU. 

 

European Union Monetary Policy:  In a speech today, ECB President Lagarde said her central 

bank is likely to hike interest rates and stop expanding its balance sheet as early as July.  The 

remarks are a clear sign Lagarde supports the growing number of ECB officials that have called 

for a 25-basis-point rise to the ECB’s deposit rate at its July 21 policy meeting.  The deposit rate 

is now -0.5% and has been in negative territory since 2014 when it was lowered to help fight the 

region’s debt crisis. 

• Despite Lagarde’s statement, the ECB is not expected to tighten policy nearly as 

aggressively as the Federal Reserve.  Like most other major central banks, the ECB 

simply isn’t as behind the curve in fighting inflation as the Fed. 

• With the ECB and other major central banks continuing to tighten policy slower than the 

Fed, the euro and other major currencies are likely to remain relatively weak against the 

surging dollar.  The chief investment officer at Europe’s largest asset manager recently 

said the euro should be trading at parity with the dollar within six months, i.e., its value 

would fall from $1.05 now to just $1.00. 

 

U.S. Monetary Policy:  The Senate yesterday confirmed President Biden’s nomination of 

economist Lisa Cook as a governor of the Fed by a party-line vote of 51-50, with Vice President 

Harris casting the deciding vote.  The Senate is also expected to approve two other Biden picks 

this week, including economist Philip Jefferson as a governor and Jerome Powell as chair of the 

board of governors for a second term. 

• The votes are unlikely to immediately affect the Fed’s plan to fight inflation by 

aggressively tightening monetary policy. 

• Underlining that idea, Fed Governor Waller yesterday said the central bank is committed 

to bringing inflation down by reducing demand for goods and services. 

 

U.S. Digital Currency Regulation:  After stablecoin TerraUSD “broke the buck” this week, as 

we described in our Comment yesterday, Treasury Secretary Yellen testified in Congress that the 

incident calls for legislation that would authorize regulating the product.  We continue to believe 

that digital assets will face growing regulation over time. 

 

COVID-19:  Official data show confirmed cases have risen to  518,814,718 worldwide, with 

6,256,004 deaths.  The countries currently reporting the highest rates of new infections include 

Germany, France, South Korea, and the U.S.  (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 rose to 82,060,805, with 998,069 deaths.  In data on the U.S. vaccination 

https://www.ft.com/content/80fee86c-2633-4d48-b8cd-50ba9eb81e20
https://www.ft.com/content/80fee86c-2633-4d48-b8cd-50ba9eb81e20
https://www.ft.com/content/fcd3f16e-e723-4da7-92cf-7a26d8f95d38
https://www.ft.com/content/fcd3f16e-e723-4da7-92cf-7a26d8f95d38
https://www.ft.com/content/fdace694-4aa8-4671-8b94-e67cc7ab9ce2
https://www.wsj.com/articles/senate-advances-fed-nominee-lisa-cook-to-final-confirmation-vote-11652215103?mod=hp_lead_pos1
https://www.wsj.com/articles/senate-advances-fed-nominee-lisa-cook-to-final-confirmation-vote-11652215103?mod=hp_lead_pos1
https://www.wsj.com/articles/fed-official-says-central-bank-must-contain-inflation-11652209470
https://www.wsj.com/articles/fed-official-says-central-bank-must-contain-inflation-11652209470
https://www.wsj.com/articles/yellen-renews-call-for-stablecoin-regulation-after-terrausd-stumble-11652208165
https://www.wsj.com/articles/yellen-renews-call-for-stablecoin-regulation-after-terrausd-stumble-11652208165
https://www.nytimes.com/live/2022/05/11/world/covid-19-mandates-vaccine-cases
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
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program, the number of people considered fully vaccinated now totals 220,223,617, equal to 

66.3% of the total population. 

 

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

the U.S. came in at 19,270 yesterday.  The tally of people hospitalized for COVID-19 is 

now up 19% from two weeks earlier, although it remains relatively low. 

• China’s censors blocked rare public criticism of its strict “zero-COVID” strategy by the 

World Health Organization from social media today, as officials in Shanghai insisted 

there would be no change to policies that have locked tens of millions of people in their 

homes for weeks. 

• With the world worrying that China’s strict policies will derail global economic activity, 

New Zealand has announced an easing of its own strict policies.  The government said it 

would reopen its borders two months ahead of schedule, on July 31, and ease 

immigration rules to lure skilled workers.  The move will end more than two years of 

severe entry restrictions. 

 

U.S. Economic Releases  

 

Mortgage applications rose for the second consecutive week, according to the Mortgage Bankers 

Association.  In the week ending May 6, mortgage applications rose 2.0% from the prior week.  

The applications index for purchases rose 4.5% from the prior week, while applications for 

refinancing fell 2.0%.  The average 30-year fixed-rate mortgage rose 17 bps from 5.36% to 

5.53%. 

 

According to the Bureau of Labor of Statistics, the prices for consumer goods and services rose 

at a faster than expected pace in April.  The Consumer Price Index (CPI) rose 0.3% from the 

prior month, above expectations of 0.2%.  Excluding food and energy prices, the index rose 0.6% 

from the preceding month, above the expectation of 0.4%.  Last month, inflation was supported 

by higher transportation, shelter, and energy prices.  As a result, it could mean the Federal 

Reserve will likely maintain its hawkish stance as it tries to contain inflation. 

 

https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://www.nytimes.com/interactive/2021/us/covid-cases.html?name=styln-coronavirus&region=TOP_BANNER&block=storyline_menu_recirc&action=click&pgtype=LegacyCollection&variant=1_BlueLink&is_new=false
https://www.wsj.com/articles/china-censors-who-chiefs-call-to-end-unsustainable-covid-19-strategy-11652270048?mod=hp_listc_pos3
https://www.wsj.com/articles/china-censors-who-chiefs-call-to-end-unsustainable-covid-19-strategy-11652270048?mod=hp_listc_pos3
https://www.ft.com/content/eb34b710-b8c6-417c-ab97-1716184956da
https://www.ft.com/content/eb34b710-b8c6-417c-ab97-1716184956da
https://www.ft.com/content/eb34b710-b8c6-417c-ab97-1716184956da
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The chart above shows the annual change in headline and core CPI.  Headline CPI rose 8.3% 

from the prior year, above expectations of 8.1%.  Core CPI also beat expectations, rising from 

6.2% the prior year compared to expectations of 6.0%. 

 

The sharp rise in inflation led to a decline in real earnings.  In April, real average hourly earnings 

fell 2.6% from the prior year, while real weekly earnings fell 3.4%. 

 

 
 

The chart above shows the annual change in the hourly earnings for nonsupervisory and 

production workers.  Real hourly earnings fell 2.3% from the prior year. 

 

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

rest of today. 
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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. 
 

EST Indicator Expected Prior Rating

14:00 Monthly Budget Statement m/m Apr $220.0b -$225.6b **

EST Speaker or Event

13:00 Raphael Bostic Discusses Monetary Policy and the Economy President of the Federal Reserve Bank of Atlanta

Economic Releases

Federal Reserve

District or Position

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China PPI y/y Apr 8.0% 8.3% 7.8% ** Equity bearish, bond bullish

CPI y/y Apr 2.1% 1.5% 1.8% *** Equity and bond neutral

Japan Leading Index CI m/m Mar 101.0 100.0 100.9 *** Equity bullish, bond bearish

Coincident Index m/m Mar 97.0 96.8 97.0 ** Equity and bond neutral

Australia Westpac Consumer Conf Index m/m May 90.4 95.8 *** Equity bearish, bond bullish

Westpac Consumer Conf SA m/m May -5.6% -0.9% *** Equity bearish, bond bullish

South Korea Unemployment rate SA m/m Apr 2.7% 2.7% 2.8% *** Equity and bond neutral

EUROPE

Germany CPI y/y Apr 7.4% 7.4% 7.4% *** Equity and bond neutral

CPI EU Harmonized y/y Apr 7.8% 7.8% 7.8% *** Equity and bond neutral

Russia Light Vehicle Car Sales y/y Apr -78.5% -62.9% -38.8% ** Equity bearish, bond bullish

AMERICAS

Brazil Vehicle Sales Anfavea m/m Apr 147242 146819 ** Equity bullish, bond bearish

Vehicle Production Anfavea m/m Apr 185449 184786 ** Equity bullish, bond bearish

Vehicle Exports Anfavea m/m Apr 44819 38898 ** Equity bullish, bond bearish

IBGE Inflation IPCA m/m Apr 1.1% 1.6% 1.0% ** Equity and bond neutral

Mexico Nominal Wages m/m Apr 5.4% 8.1% ** Equity and bond neutral

International Reserves Weekly w/w 6-May $198798m $199175m *** Equity and bond neutral

ANTAD Same-Store Sales y/y Apr 14.2% 8.8% *** 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 for most of 

the country, with cooler-than-normal temperatures in the Rocky Mountain and Northern Pacific 

regions. The forecasts call for wetter-than-normal conditions in the Northeast and Northern 

Pacific regions, with dry conditions for most of the Southern and Great Plains regions. 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 140 140 0 Up

3-mo T-bill yield (bps) 87 89 -2 Neutral

TED spread (bps) 53 51 2 Widening

U.S. Sibor/OIS spread (bps) 122 120 2 Up

U.S. Libor/OIS spread (bps) 127 125 2 Up

10-yr T-note (%) 2.94 2.99 -0.05 Up

Euribor/OIS spread (bps) -42 -40 -2 Neutral

Currencies Direction

Dollar Down Up

Euro Up Down

Yen Up Down

Pound Up Down

Franc Up Down

Price Prior Change Explanation

Brent $105.68 $102.46 3.14% China Stimulus

WTI $103.01 $99.76 3.26%

Natural Gas $7.51 $7.39 1.72%

Crack Spread $54.11 $54.14 -0.04%

12-mo strip crack $36.96 $36.96 -0.01%

Ethanol rack $2.91 $2.90 0.23%

Metals

Gold $1,853.11 $1,838.27 0.81%

Silver $21.77 $21.26 2.40%

Copper contract $422.70 $415.45 1.75%

Grains

Corn contract $781.25 $775.25 0.77%

Wheat contract $1,111.00 $1,092.75 1.67%

Soybeans contract $1,602.00 $1,592.25 0.61%

Shipping

Baltic Dry Freight 2,939            2,831            108

Actual Expected Difference

Crude (mb) -1.0

Gasoline (mb) -1.8

Distillates (mb) -1.2

Refinery run rates (%) 0.6%

Natural gas (bcf) 82.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 5/10/2022 close) 
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Energy
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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 5/10/2022 close) 

 

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

Growth

Small Cap

Emerging Markets ($)

Real Estate

Foreign Developed ($)

Large Cap

Mid Cap

US Corporate Bond

Emerging Markets (local currency)

US Government Bond

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 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. 


