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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 18, 2022—9:30 AM EDT] Global equity markets are mixed this morning. In 

Europe, the EuroStoxx 50 index is currently down 0.1% from its prior close. In Asia, the MSCI 

Asia Apex 50 index closed up 0.6%. Chinese markets were mixed, with the Shanghai Composite 

down 0.3% and the Shenzhen Composite up 0.1%. U.S. equity index futures are signaling a 

lower open. With 461 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, 77.2% of the companies have reported earnings above 

forecast, while 19.3% 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 (5/11/2022): U.S. commercial crude oil inventories jump in the 

wake of the highest SPR withdrawal in history.  

• 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 FOMC Speaks” 

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

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

 

Our Comment opens with an update on the Russia-Ukraine war, where Russian President Putin 

appears to be facing increasing popular discontent with the war.  We also provide a detailed 

discussion of the implications now that Sweden and Finland have formally applied for 

membership in NATO.  We next review a range of international and U.S. developments with the 

potential to affect the financial markets today.  We close with the latest news on the coronavirus 

pandemic. 

 

Russia-Ukraine:  It appears that another of President Putin’s decisions has backfired on him.  

With Russian military bloggers and pundits now openly criticizing the country’s poor 

performance in the war, the conditional surrender offered by Russia to the Ukrainian defenders at 

Mariupol’s Azovstal Steel Works has generated even broader shock and anger.  After months of 

government propaganda promising quick victory and the complete destruction of Ukrainian 

 

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_5_9_2022.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_May_12_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_May_12_2022.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q222.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_May_16_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
https://www.rferl.org/a/ukraine-russia-crisis-crosshairs-live-briefing/31668477.html
https://www.understandingwar.org/backgrounder/russian-offensive-campaign-assessment-may-17
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“nationalists,” many Russians can’t understand why their government (i.e., Putin, who almost 

certainly made the final decision) would let the Azovstal defenders live, perhaps to be sent home 

in a future prisoner exchange.  At the same time, Russian forces continue to make only minimal 

territorial gains in eastern and southeastern Ukraine, while the Ukrainian forces continue to 

mount successful counterattacks.  Now we know what that “Z” insignia on Russian vehicles 

really means, as shown in the cartoon below. 

 

 
Source:  Financial Times 

 

• Throughout the war, we have seen unverified reports of mounting opposition to President 

Putin within Russian leadership circles, but this week’s open criticism in the media and 

public expressions of anger among politicians seem much more concrete.  We’ve thought 

all along that a failed war would likely drive Putin from power.  Now that anger at the 

war is becoming more noticeable, we’ll be watching closely for any sign that Putin is 

losing his grip on power and, if so, who might take his place. 

• In another example of how Putin’s war has backfired, EU leaders continue working 

toward a ban on Russian oil imports.  As the EU leaders work to find a way to overcome 

Hungary’s resistance, U.S. Secretary of State Yellen has thrown her weight behind a 

proposal to impose a price cap or tariffs against Russian petroleum products. 

o Separately, Italian energy firm Eni (E, $29.20) said it would open a ruble account 

at Russian bank Gazprombank to make an upcoming payment for Russian gas, 

but EU officials are warning the move would violate existing EU sanctions. 

o The various sanctions against Russian energy continue to buoy global oil and gas 

prices.  At this writing, Brent crude is trading at $113.93, up 1.8% so far today. 

• Meanwhile, Sweden and Finland formally applied for membership in NATO today, in a 

move that will transform Europe’s security situation.  Considering the countries’ previous 

doctrine of independence and not antagonizing Russia, their application to join NATO is 

the best example of how Putin’s invasion of Ukraine has backfired on him. 

o Sweden and Finland now must complete a multistep process before they officially 

enter NATO.  The first step will be a series of meetings with NATO experts in 

Brussels to ensure the preconditions for membership have been met. 

https://www.ft.com/content/15b6b14d-89e2-45b0-a79f-b8358cb45f52
https://www.ft.com/content/15b6b14d-89e2-45b0-a79f-b8358cb45f52
https://www.wsj.com/articles/finland-sweden-apply-for-nato-membership-breaking-decades-of-neutrality-11652854966?mod=hp_lead_pos7&mod=article_inline
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o Then, all member states must ratify accession protocols permitting the countries 

to join the Washington Treaty, which forms the legal basis for NATO. 

▪ Most countries require parliamentary approval to ratify the protocols.  

Even though many nations have said they quickly want to accept Sweden 

and Finland as members, political circumstances in individual countries 

could slow the process down. 

▪ Notably, Turkish President Erdogan continues to express his resistance.  In 

fact, Turkey today has already blocked a vote by NATO ambassadors to 

accept the membership applications from Sweden and Finland.  However, 

Erdogan’s resistance is widely seen as an effort to milk the situation for 

his own benefit.  It would be no surprise if he is eventually bought off with 

security or economic sweeteners from the other NATO countries. 

• The accession of Sweden and Finland into NATO should make the alliance stronger 

generally, but especially in Northern Europe.  Reflecting that, the commander of 

Estonia’s armed forces, Lt. Gen. Martin Herem, said adding Sweden and Finland to 

NATO would profoundly improve the Baltic countries’ security, in part by transforming 

the Baltic Sea into something approaching a NATO lake (see map below) and improve 

operational awareness of the skies over the region. 

o Just as important, Herem suggested that if Russia ever attacked the Baltic states, 

the new NATO could blockade St. Petersburg and force Russia to relieve its 

exclave of Kaliningrad on the ground through the Suwalki Gap. 

o The statement about blockading St. Petersburg illustrates just how aggressive and 

energetic the Eastern European members of NATO are.  Countries like Poland, 

the Czech Republic, and the Baltics may take a lead role in the revitalized NATO 

in the coming years, ensuring that it remains vigilant against Russia. 

 

 
Source:  Wikipedia 

https://www.ft.com/content/951f5ba2-0a0e-40ea-b7e7-ec5f6846ff0f
https://www.ft.com/content/951f5ba2-0a0e-40ea-b7e7-ec5f6846ff0f
https://www.ft.com/content/fdbcbbbe-ef57-4f47-bc60-0c0ff9efb968
https://www.ft.com/content/fdbcbbbe-ef57-4f47-bc60-0c0ff9efb968
https://www.lrt.lt/en/news-in-english/19/1695250/if-russia-blocks-baltic-states-we-will-block-st-petersburg-interview-with-estonian-general
https://www.lrt.lt/en/news-in-english/19/1695250/if-russia-blocks-baltic-states-we-will-block-st-petersburg-interview-with-estonian-general
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China:  To help boost birth rates, the government of Jiangsu province has promised to reimburse 

firms for 50% to 80% of maternity leave costs for employees having their second or third child.  

The move illustrates how China still has not been able to boost its birth rates to address its 

looming demographic crisis, even after abandoning its controversial one-child policy. 

 

Sri Lanka:  The country is expected to formally default on its foreign debt today as the grace 

period for recent missed payments expires, and the country has essentially run out of foreign 

reserves.  Sri Lanka’s total foreign debt is reportedly about $50 billion.   

 

U.S. Monetary Policy:  At a conference yesterday, Federal Reserve Chair Powell used his 

toughest language yet to underscore his commitment to fighting inflation even if it means a 

slower economy and higher unemployment.  According to Powell, “Restoring price stability is a 

nonnegotiable need. It is something we have to do . . . There could be some pain involved.” 

• Powell signaled policymakers would hike the benchmark fed funds rate by 50 basis 

points again in both June and July. 

• In a sign that he would be willing to tolerate a recession and significantly higher 

joblessness to bring inflation down, Powell also said the unemployment rate consistent 

with stable inflation “is probably well above 3.6%,” the current level. 

• In response to the tough talk, bond yields rebounded, with the yield on the 10-year 

Treasury note jumping to a one-week high of 2.988% and the yield on the 2-year yield 

rising to 2.699%. 

 

U.S. Stock Market:  For a second straight day, a major retailer issued a significant earnings 

miss attributable largely to surging costs.  After a big miss yesterday by Walmart (WMT, 

$131.35), today Target (TGT, $215.28) posted lower quarterly earnings and said it would absorb 

higher costs this year rather than raise its prices.  The company’s management said fuel and 

freight costs would be $1 billion higher this year than expected, with little sign of their easing 

throughout 2022.  After Walmart’s stock fell over 11% yesterday, pre-market trading suggests 

Target’s stock will fall more than 20% today. 

 

COVID-19:  Official data show confirmed cases have risen to  524,767,762 worldwide, with 

6,281,461 deaths.  The countries currently reporting the highest rates of new infections include 

the UK, Germany, the U.S., and France.  (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 82,727,079, with 1,000,205 deaths.  In data on the U.S. vaccination program, the 

number of people considered fully vaccinated now totals 220,682,023, equal to 66.5% of the 

total population. 

 

Virology 

• As yet another wave of infections seems to be hitting the U.S., newly reported cases are 

on the rise again.  The seven-day average of newly reported cases has now reached 

100,732, up 61% from two weeks ago.  However, hospitalization and death rates are still 

rising much more slowly.  The seven-day average of people hospitalized with confirmed 

or suspected COVID-19 in the U.S. came in at 22,642 yesterday, up 27% from two weeks 

https://www.scmp.com/economy/china-economy/article/3178053/china-population-jiangsu-becomes-first-province-subsidise?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220517&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3178013&article_id_list=3178053,3178013,3178056,3177908,3177955,3178000,3178065,3178063&tc=7&CMCampaignID=a08f8a0c7c03244f9ef7974cdf97e34a
https://www.scmp.com/economy/china-economy/article/3178053/china-population-jiangsu-becomes-first-province-subsidise?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20220517&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3178013&article_id_list=3178053,3178013,3178056,3177908,3177955,3178000,3178065,3178063&tc=7&CMCampaignID=a08f8a0c7c03244f9ef7974cdf97e34a
https://www.ft.com/content/89dea1c0-0b01-42c5-82ce-e27ac3eb410d
https://www.wsj.com/articles/feds-powell-to-take-wsj-questions-on-inflation-and-economic-outlook-11652779802?mod=hp_lead_pos2
https://www.wsj.com/articles/feds-powell-to-take-wsj-questions-on-inflation-and-economic-outlook-11652779802?mod=hp_lead_pos2
https://www.wsj.com/articles/target-earnings-squeezed-by-inflation-and-fuel-costs-11652869800?mod=hp_lead_pos5
https://www.wsj.com/articles/target-earnings-squeezed-by-inflation-and-fuel-costs-11652869800?mod=hp_lead_pos5
https://www.nytimes.com/live/2022/05/18/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
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=LegacyCollection&variant=1_BlueLink&is_new=false
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earlier.  New COVID-19 deaths are averaging just 318 per day, down 7% from two 

weeks earlier. 

 

Economic and Financial Market Impacts 

• The U.S. Chamber of Commerce in China has warned that the country’s draconian 

pandemic lockdowns since 2020 will lead to lower foreign investment in China in the 

next three, four, or five years.  Although the Chamber hasn’t seen a mass exodus of 

companies away from China, it warned that Chinese travel restrictions have prevented the 

due diligence and negotiating visits that would have led to new foreign investment in the 

coming years. 

• As shown in the data tables below, Japan’s pandemic lockdowns early this year 

contributed to a decline in economic activity.  Reflecting the lockdowns and surging 

commodity prices, the country’s first-quarter gross domestic product (GDP) fell at an 

annualized rate of 1.0%. 

 

U.S. Economic Releases  

 

Mortgage applications fell sharply in the week ending May 13.  The MBA mortgage application 

index dropped 11% from the prior week.  The application index for home purchases fell 11.9% 

from the prior week, while the index for refinancing applications fell 9.5%.  The significant 

decline in mortgage applications was likely the result of elevated mortgage rates.  Last week, the 

average 30-year fixed-rate mortgage fell 4 bps from 5.53% to 5.49%.  

 

Residential construction slowed more than expected as homebuilders expressed skepticism about 

future consumer demand.  Last month, housing starts expanded at an annualized rate of 1,724K, 

slightly lower than the previous month's revised reading of 1,728K and well below the consensus 

estimate of 1,756K.  The lack of starts may be due to a decline in homebuilder optimism.  April's 

NAHB report showed that homebuilder sentiment fell the most since April 2020.  The drop in 

confidence is partially related to a decline in housing affordability as home prices and mortgage 

rates climb, although material shortages remain an ongoing issue.  The weakened sentiment has 

made homebuilders reluctant to take on new projects. Last month, building permits expanded at 

an annualized pace of 1,819K, lower than the previous month's revised reading of 1,870K and 

below the consensus estimate of 1,814K. 

https://www.reuters.com/markets/financials/chinas-covid-controls-will-impact-foreign-investment-years-us-lobby-2022-05-17/
https://www.reuters.com/markets/financials/chinas-covid-controls-will-impact-foreign-investment-years-us-lobby-2022-05-17/
https://www.ft.com/content/9772a3e6-ff60-4374-bf9d-3bce4141e950
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The chart above shows the level of housing starts for single and multifamily homes.  Residential 

construction for multifamily homes hit a 36-year high as homebuilders appear to be shifting 

away from single-family homes.  In April, housing starts for single-family homes expanded at an 

annualized pace of 1,100K, while multifamily homes expanded at an annualized pace of 624K.  

 

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

 

 
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis. The most significant 

international news that was released overnight is outlined below. Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators. The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important. We note that these ratings do 

change over time as economic circumstances change. Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market. Red 

indicates a concerning development, yellow indicates an emerging trend that we are following 

closely for possible complications, and green indicates neutral conditions. We will add a 

paragraph below if any development merits further explanation. 

 

EST Speaker or Event

16:00 Patrick Harker Discusses Economic Outlook President of the Federal Reserve Bank of Philadelphia

Economic Releases

 No economic releases for the rest of today

Federal Reserve

District or Position
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Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis. Again, the 

color coding is similar to the foreign news description above. We will add a paragraph below if a 

certain move merits further explanation. 
 

 
 

Commodity Markets 
 

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. 

 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China New Home Prices m/m Apr -0.3% -0.1% ** Equity bearish, bond bullish

Japan GDP Annualized SA q/q 1Q -1.0% 4.6% -1.8% *** Equity and bond neutral

GDP Deflator y/y 1Q -0.4% -1.3% -1.0% *** Equity and bond neutral

Industrial Production m/m Mar 0.3% 0.3% *** Equity and bond neutral

Capacity Utilization m/m Mar -1.6% 1.5% *** Equity bearish, bond bullish

Australia Westpac Leading Index m/m Apr -0.2% 0.4% ** Equity bearish, bond bearish

Wage Price Index y/y 1Q 2.4% 2.3% 2.5% ** Equity and bond neutral

EUROPE

Eurozone EU27 New Car Registrations m/m Apr -20.6% -20.5% *** Equity and bond neutral

CPI y/y Apr 7.4% 7.4% 7.5% *** Equity and bond neutral

CPI Core y/y Apr 3.5% 3.5% 3.5% *** Equity and bond neutral

U.K. CPI y/y Apr 9.0% 7.0% 9.1% *** Equity and bond neutral

CPI Core y/y Apr 6.2% 5.7% 6.2% *** Equity and bond neutral

RPI y/y Apr 11.1% 9.0% 11.0% ** Equity and bond neutral

RPI Ex Mort Int.Payments y/y Apr 11.2% 9.1% 11.3% * Equity and bond neutral

PPI Output NSA y/y Apr 14.0% 11.9% 12.5% * Equity bearish, bond bullish

PPI Input NSA y/y Apr 18.6% 19.2% 19.0% * Equity and bond neutral

House Price Index y/y Mar 9.8% 10.9% 9.9% ** Equity bullish, bond bearish

AMERICAS

Brazil FIPE CPI - Weekly w/w 15-May 1.0% 1.3% 1.1% *** Equity and bond neutral

Canada Int'l Securities Transactions m/m Mar 46.94b 7.44b ** Equity and bond neutral

CPI y/y Apr 6.8% 6.7% 6.7% ** Equity and bond neutral

Teranet/National Bank HPI y/y Apr 18.8% 18.4% ** Equity and bond neutral

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 146 144 2 Up

3-mo T-bill yield (bps) 101 105 -4 Neutral

TED spread (bps) 45 39 6 Widening

U.S. Sibor/OIS spread (bps) 131 129 2 Up

U.S. Libor/OIS spread (bps) 135 133 2 Up

10-yr T-note (%) 2.96 2.99 -0.03 Up

Euribor/OIS spread (bps) -38 -40 2 Neutral

Currencies Direction

Dollar Up Up

Euro Down Down

Yen Up Down

Pound Down Down

Franc Down Down
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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 Northern Pacific and Rocky Mountain 

regions. The forecasts call for wetter-than-normal conditions throughout most of the country, 

with dry conditions expected for most of California, Nevada, and most of the Southwest Region.  

Price Prior Change Explanation

Brent $113.02 $111.93 0.97%

WTI $113.84 $112.40 1.28%

Natural Gas $8.20 $8.30 -1.22%

Crack Spread $50.46 $50.49 -0.06%

12-mo strip crack $36.49 $36.57 -0.24%

Ethanol rack $2.94 $2.94 0.16%

Metals

Gold $1,820.20 $1,815.16 0.28%

Silver $21.75 $21.63 0.54%

Copper contract $421.80 $423.90 -0.50%

Grains

Corn contract $799.50 $800.75 -0.16%

Wheat contract $1,249.25 $1,277.50 -2.21%

Soybeans contract $1,678.75 $1,678.00 0.04%

Shipping

Baltic Dry Freight 3,095            3,085            10

Actual Expected Difference

Crude (mb) 1.6

Gasoline (mb) -1.0

Distillates (mb) -0.8

Refinery run rates (%) 0.6%

Natural gas (bcf) 90.0

Energy Markets

DOE Inventory Report
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Data Section 
 

U.S. Equity Markets – (as of 5/17/2022 close) 

 

-50% 0% 50% 100%

Consumer Discretionary

Communication Services

Technology

Real Estate

S&P 500

Financials

Industrials

Healthcare

Materials

Consumer Staples

Utilities

Energy

YTD Total Return

-1.0%-0.5%0.0%0.5%1.0%1.5%2.0%2.5%3.0%3.5%

Consumer Staples

Utilities

Energy

Real Estate

Healthcare

S&P 500

Communication Services

Industrials

Consumer Discretionary

Financials

Materials

Technology

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 5/17/2022 close) 

 

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

Growth

Small Cap

Emerging Markets ($)

US Corporate Bond

Real Estate

Large Cap

Foreign Developed ($)

Emerging Markets (local currency)

Mid Cap

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 Update 

 

May 12, 2022 
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P/E as of 5/11/2022 = 19.7x

 
 

Based on our methodology,1 the current P/E is 19.7x, down 0.3x 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. 


