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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: November 5, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  

In Europe, the EuroStoxx 50 is up 0.6% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed down 0.6%. Chinese markets were lower, with the Shanghai Composite down 1.0% from 

its prior close and the Shenzhen Composite down 0.8%.  U.S. equity index futures are signaling a 

higher open.  With 439 companies having reported, the S&P 500 Q3 2021 earnings stand at 

$54.40, higher than the $50.34 forecast for the quarter.  The forecast reflects a 27.5% increase 

from Q3 2020 earnings.  Thus far this quarter, 82.2% of the companies have reported earnings 

above forecast, while 14.6% 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: 

• Weekly Geopolitical Report (11/1/2021): “Approaching A Traffic Light in Germany” 

• Weekly Energy Update (11/4/2021): We discuss falling oil prices, the SPR, and the 

budget’s proposals for oil and gas, and alternative energy 

• Asset Allocation Q4 2021 Rebalance Presentation (11/4/2021): A video discussion of 

our asset allocation process, Q4 2021 portfolio changes, and the macro environment 

• Asset Allocation Weekly (11/5/2021) (with associated podcast): We discuss the 

financial market's influence on Fed policy 

• Confluence of Ideas podcast (7/7/2021): “The Geopolitics of Taiwan and the Issue of 

Globalization” 

Good morning! A strong jobs report has pushed U.S. equity futures higher this morning. Today's 

Comment begins with U.S. economic and policy news followed by several China-related stories. 

International news is next, and we conclude with our pandemic coverage. 

Economics and policy:  

● The Joint Committee on Taxation, a nonpartisan group, estimates that the latest version 

of the social spending package would raise $1.5 trillion over 10 years. The analysis does 

not include possible revenue increases due to increased IRS enforcement. However, the 

score suggests the bill is relatively revenue neutral, which should increase its chances of 

becoming law. The House is expected to vote on the bill on Friday.  

● The White House released guidelines on Thursday ordering employers with 100 or more 

workers to mandate vaccinations or require weekly testing by January 2022.   

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_11_1_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_nov_04_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Nov_05_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://thehill.com/policy/finance/580048-jct-releases-score-for-house-social-spending-bill
https://thehill.com/homenews/house/580208-house-sets-up-friday-votes-for-biden-agenda
https://www.axios.com/covid-vaccine-mandate-private-sector-biden-osha-eea6e85d-fefe-4e4b-8cc0-0564c764bdf4.html
https://www.axios.com/covid-vaccine-mandate-private-sector-biden-osha-eea6e85d-fefe-4e4b-8cc0-0564c764bdf4.html
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● The State Department approved a major arms deal with Saudi Arabia. The deal comes as 

a surprise given the harsh stance the President took against Riyadh on the campaign trail. 

As a candidate, Biden vowed to make the country a pariah. Over the last few years, Saudi 

Arabia has been criticized for its war in Yemen and its alleged involvement in the killing 

of U.S.-based journalist Jamal Khashoggi. In defense of the deal, the Pentagon has stated 

that the arrangement is intended to ensure that Saudi Arabia has the ability to defend 

itself from Iranian-backed Houthi airstrikes. It is worth noting that, although the deal has 

been approved, no contract has been signed. 

● A pact to end the use of coal was met with resistance at the COP26 summit. The wording 

of the agreement was watered down to extend the deadline to discontinue coal use by 

2032. Additionally, major countries including China, Australia, India, and the U.S. all 

refrained from signing the agreement. 

● Senate Democrats are expected to meet with Federal Reserve Chair Jerome Powell to 

discuss his renomination. The progressive wing of the party has expressed reluctance to 

back his reappointment due to his previous support for loosening financial rules. Senator 

Elizabeth Warren (D-MA) has already stated she will not vote to support his 

reappointment. That being said, financial markets have already priced in a second term 

for Powell; thus, a rejection may have a negative impact on equities. Additionally, there 

are no obvious replacements if he is rejected. Fed Governor Lael Brainard, the perceived 

front-runner, has already received pushback from Senate Republicans who have vowed to 

make her confirmation process difficult. We think Powell’s chances of being reappointed 

are high, even without the support of Warren. As a Republican, it is likely that his 

confirmation likely has bipartisan support, particularly among moderates. 

China:   

● Beijing announced on Thursday that it was open to negotiations on its subsidies to 

industrial and state-owned enterprises. The remark appears to be an olive branch to the 

U.S. ahead of a planned meeting between President Xi Jinping and President Joe Biden. 

During the meeting, the two sides will talk about deescalating trade tensions. Earlier this 

week, Treasury Secretary Janet Yellen stated China is expected to meet its commitment 

under the Phase One trade agreement. If true, it could mean that the U.S. may consider 

lowering tariffs that were imposed by the previous administration.  

● Republican Senators introduced a bill into Congress that will seek to boost Taiwan’s 

military defenses. The bill comes amidst growing speculation that China will try to 

invade Taiwan. It has been widely reported that Taiwan is not capable of defending itself. 

The bill will grant Taiwan $2 billion in military aid through 2032 as long as the island 

meets certain criteria.  

● On Friday, China imposed sanctions on three Taiwanese officials in response to the 

island’s growing push for international support.  The sanctions will ban these officials 

https://www.reuters.com/world/middle-east/us-state-dept-okays-650-million-potential-air-to-air-missile-deal-saudi-arabia-2021-11-04/
https://www.reuters.com/world/middle-east/us-state-dept-okays-650-million-potential-air-to-air-missile-deal-saudi-arabia-2021-11-04/
https://www.reuters.com/world/middle-east/us-state-dept-okays-650-million-potential-air-to-air-missile-deal-saudi-arabia-2021-11-04/
https://www.ft.com/content/94584f35-350f-4391-894e-5af2023eb9ab
https://thehill.com/policy/finance/580212-white-house-asking-senate-democrats-to-meet-with-powell-this-month-report
https://www.bloomberg.com/news/articles/2021-08-04/markets-primed-for-powell-second-term-at-risk-from-surprise-pick?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-08-04/markets-primed-for-powell-second-term-at-risk-from-surprise-pick?sref=uIvt3NFS
https://www.yahoo.com/now/gop-warns-biden-not-replace-005801784.html
https://www.bloomberg.com/news/articles/2021-11-04/xi-says-china-open-to-talks-on-industrial-subsidies-state-firms
https://www.bloomberg.com/news/articles/2021-11-04/xi-says-china-open-to-talks-on-industrial-subsidies-state-firms
https://thehill.com/homenews/senate/580198-republican-senators-request-military-aid-for-taiwan-amid-pressure-from-china
https://thehill.com/homenews/senate/580198-republican-senators-request-military-aid-for-taiwan-amid-pressure-from-china
https://www.wsj.com/articles/taiwan-military-readiness-china-threat-us-defense-11635174187
https://www.bloomberg.com/news/articles/2021-11-05/china-sanctions-three-taiwan-leaders-in-retaliation-effort
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from traveling or doing business in mainland China. Although the sanction will likely not 

impact these politicians, as many of them have no plans on traveling or doing business in 

mainland China, the sanctions do represent an increase in tensions between Taipei and 

Beijing.  

● Chinese bonds have rallied after the People’s Bank of China injected more liquidity into 

the market as it deals with the country’s debt crisis. The move comes after a second real 

estate developing company, Kaisa Group (1638 HK, HKD 1.01), also appears to be on 

the brink of default.  

● Regulators in China have instructed local banks to limit the sale of wealth management 

products due to the risk it may pose to the country’s economy. Wealth management 

products have been used by Chinese property developers as a source of off-balance-sheet 

funding. It is believed that these products helped fuel the ongoing debt crisis in China.  

International news:   

● OPEC and its allies refused to accelerate plans to increase oil production despite cries 

from other countries. The decision by OPEC not to increase production has angered the 

U.S., which is pushing the group to produce more oil.  As a result, it is expected that the 

U.S. could consider releasing some of its strategic reserves and pursue ways to punish the 

group through antitrust laws.  

● Saudi Arabia’s sovereign wealth fund is positioning itself to make investments in Chinese 

companies. The fund has applied for a Qualified Foreign Institutional Investor license. If 

granted, it will have the ability to purchase Chinese stocks directly as opposed to through 

a third party.   

● The Japanese government has come to an agreement to provide one-off checks of $880 

for each child under the age of 18. The stimulus checks appear to be Prime Minister 

Kishida Fumio's first attempt to lay out his “new capitalism” agenda, which is focused on 

the redistribution of wealth within the country. 

COVID-19:  The number of reported cases is 248,757,793, with 5,032,337 fatalities.  In the 

U.S., there are 46,335,944 confirmed cases with 751,559 deaths.  For illustration purposes, the 

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

scaling metrics.  The FT has also issued an economic tracker that looks across countries with 

high-frequency data on various factors.  The CDC reports that 528,775,895 doses of the vaccine 

have been distributed, with 426,728,092 doses injected.  The number receiving at least one dose 

is 222,591,394, the number of second doses is 193,227,813, and the number of the third dose, the 

highest level of immunity, is 21,483,519. The FT has a page on global vaccine distribution.   

● Coronavirus cases have started to rise again in Europe.  The surge in infections has led to 

talk about reintroducing restrictions in order to limit the spread of the virus over 

Christmas break.  

https://www.bloomberg.com/news/articles/2021-11-05/china-boosts-cash-injection-to-16-billion-on-looming-maturity?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-11-05/china-boosts-cash-injection-to-16-billion-on-looming-maturity?sref=uIvt3NFS
https://www.cnn.com/2021/11/05/investing/kaisa-group-china-real-estate-intl-hnk/index.html
https://www.cnn.com/2021/11/05/investing/kaisa-group-china-real-estate-intl-hnk/index.html
https://www.bloomberg.com/news/articles/2021-11-05/china-tells-small-banks-to-cap-wealth-management-product-sales
https://www.bloomberg.com/news/articles/2021-11-05/china-tells-small-banks-to-cap-wealth-management-product-sales
https://www.ft.com/content/4a2fc7b2-c963-4418-9997-d1bf203c3a35
https://www.bloomberg.com/?sref=uIvt3NFS
https://www.bloomberg.com/?sref=uIvt3NFS
https://www.reuters.com/world/asia-pacific/japan-provide-880-cash-payout-minors-part-stimulus-yomiuri-2021-11-04/
https://www.reuters.com/world/asia-pacific/japan-provide-880-cash-payout-minors-part-stimulus-yomiuri-2021-11-04/
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://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://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/272354f2-f970-4ae4-a8ae-848c4baf8f4a?emailId=5f2239a816a1ab0004486f8e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://covid.cdc.gov/covid-data-tracker/#vaccinations
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://ig.ft.com/coronavirus-vaccine-tracker/?areas=gbr&areas=isr&areas=usa&areas=eue&cumulative=1&populationAdjusted=1
https://www.reuters.com/business/healthcare-pharmaceuticals/covid-cases-break-records-across-europe-winter-takes-hold-2021-11-04/
https://www.reuters.com/business/healthcare-pharmaceuticals/covid-cases-break-records-across-europe-winter-takes-hold-2021-11-04/
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● The U.K. became the first country to approve the COVID-19 antiviral pill developed by 

Merck (MRK, $90.54) on Thursday. Pfizer has also developed its own pill but is 

currently waiting for review.   

U.S. Economic Releases  

 

In today’s key economic report, October nonfarm payrolls increased by a seasonally adjusted 

531,000, beating both the expected gain of 450,000 and the upwardly revised rise of 312,000 in 

September.  The increase in payrolls during October came entirely in the private sector, with jobs 

in the government sector sliding.  With the payroll increase in October, the U.S. has now 

regained about 81.2% of the jobs lost at the beginning of the coronavirus pandemic, although 

payrolls would still have to increase by more than 4.2 million to reach the level of payrolls right 

before the pandemic hit the U.S. in February 2020.  The chart below shows the level of nonfarm 

payrolls in the U.S. since just before the prior recession. 

 

 
 

The report also showed that the October unemployment rate fell to a seasonally adjusted 4.6%, 

beating both the anticipated rate of 4.7% and the September rate of 4.8%.  The chart below 

shows how the U.S. unemployment rate has changed since just before the previous recession. 

 

https://www.reuters.com/business/healthcare-pharmaceuticals/britain-approves-mercks-oral-covid-19-pill-2021-11-04/
https://www.reuters.com/business/healthcare-pharmaceuticals/britain-approves-mercks-oral-covid-19-pill-2021-11-04/
https://www.bloomberg.com/news/articles/2021-11-05/pfizer-to-seek-u-s-nod-for-covid-pill-after-strong-results?sref=uIvt3NFS
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Just as important, the report showed that average hourly earnings in October rose to $30.96, for a 

gain of 4.9% from the same month one year earlier.  The year-over-year gain was exactly as 

expected, but it still marked a noticeable acceleration from the increase of 4.6% in the year to 

September.  The chart below shows the year-over-year change in average hourly earnings since 

just before the prior recession. 
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Finally, another key figure in the monthly labor market report measures the share of the adult, 

civilian, noninstitutionalized population either working or looking for work.  According to the 

data, the October “labor force participation rate” held steady at a seasonally adjusted 61.6%.  

That represented perhaps the main disappointment in the data, as the participation rate had been 

expected to rise to 61.7%.  Mass Baby Boomer retirements, coronavirus fears, and other issues 

continue to keep many potential workers out of the labor market, suggesting the current labor 

shortage will continue for some time.  The chart below shows how the labor force participation 

rate has changed over the last several decades. 

 

 
 

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

 

EDT Indicator Expected Prior Rating

15:00 Consumer Credit m/m Sep $16.000b $14.379b *

Fed Speakers or Events

No Fed speakers or events today  
 

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. 
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Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Household Spending y/y Sep -1.9% -3.0% -3.5% * Equity bullish, bond bearish

Japanese Buying of Foreign Bonds w/w 29-Oct -¥525.9b -¥604.5b * Equity and bond neutral

Japanese Buying of Foreign Stocks w/w 29-Oct -¥210.4b ¥119.9b * Equity and bond neutral

Foreign Buying of Japanese Bonds w/w 29-Oct -¥472.3b -¥371.5b * Equity and bond neutral

Foreign Buying of Japanese Stocks w/w 29-Oct ¥411.5b ¥230.5b * Equity and bond neutral

Australia Foreign Reserves m/m Oct A$76.0b A$82.1b * Equity and bond neutral

South Korea BoP Current Account Balance m/m Sep $10.068b $7.512b ** Equity bullish, bond bearish

BoP Merchandise Trade Balance m/m Sep $9.454b $5.636b * Equity bullish, bond bearish

China BoP Current Account Balance q/q 3Q P $80.1b $53.3b * Equity bullish, bond bearish

EUROPE

Eurozone Retail Sales y/y Oct F 2.5% 1.5% 1.5% * Equity bullish, bond bearish

Germany Markit Construction PMI m/m Oct 47.7 47.1 * Equity and bond neutral

Industrial Production WDA y/y Sep -1.0% 2.2% 1.3% ** Equity bearish, bond bullish

France Industrial Production y/y Sep 0.8% 3.9% 2.5% *** Equity bearish, bond bullish

Manufacturing Production y/y Sep 0.1% 4.3% 3.5% * Equity bearish, bond bullish

Italy Retail Sales y/y Sep 5.3% 2.2% ** Equity bullish, bond bearish

Switzerland Foreign Currency Reserves m/m Oct 923.0b 939.3b *** Equity and bond neutral

AMERICAS

Canada Net Change in Employment m/m Oct 31.2k 157.1k 41.6k *** Equity bearish, bond bullish

Unemployment Rate m/m Oct 6.7% 6.9% 6.8% *** Equity bullish, bond bearish

Participation Rate m/m Oct 65.3% 65.5% 65.4% *** Equity and bond neutral

Mexico Consumer Confidence Index m/m Oct 43.6 43.4 44.1 * Equity bearish, bond bullish  
 

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) 14 15 -1 Down

3-mo T-bill yield (bps) 4 4 0 Neutral

TED spread (bps) 10 10 0 Neutral

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

10-yr T-note (%) 1.53 1.53 0.00 Down

Euribor/OIS spread (bps) -57 -57 0 Neutral

EUR/USD 3-mo swap (bps) 19 19 0 Down

Currencies Direction

dollar Up Neutral

euro Down Up

yen Down Neutral

pound Down Neutral

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 $80.82 $80.54 0.35%

WTI $79.27 $78.81 0.58%  

Natural Gas $5.68 $5.72 -0.65%  

Crack Spread $18.91 $19.07 -0.83%

12-mo strip crack $20.85 $21.12 -1.25%

Ethanol rack $3.30 $3.23 2.03%

Gold $1,794.16 $1,792.04 0.12%

Silver $23.79 $23.80 -0.01%

Copper contract $433.65 $432.05 0.37%

Corn contract $559.25 $559.25 0.00%

Wheat contract $776.25 $773.75 0.32%

Soybeans contract $1,219.00 $1,222.75 -0.31%

Baltic Dry Freight 2,769            2,892            -123

Actual Expected Difference

Crude (mb) 3.3 2.0 1.3

Gasoline (mb) -1.5 -1.0 -0.5

Distillates (mb) 2.2 -1.1 3.3

Refinery run rates (%) 1.20% 0.50% 0.70%

Natural gas (bcf) 63.0 65.0 -2.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 

 

The 6-10 day and 8–14-day forecasts currently call for warmer-than-normal temperatures in a 

band running from California and the Southwest through Texas and into the Upper Midwest and 

the Northeast, with cooler-than-normal temperatures in the Pacific Northwest and Florida.  The 

forecasts call for wet conditions in the Pacific Northwest, the Northern Great Plains, and the 

Mississippi Valley, with dry conditions in the Southwest. 

 

The only cyclonic activity of note in the Atlantic region is Tropical Storm Wanda, which remains 

far out at sea, midway between North America and Europe.  The storm is not expected to make 

landfall anywhere. We are now approaching the end of hurricane season, which concludes on 

November 30.  
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Data Section 
 

U.S. Equity Markets – (as of 11/4/2021 close) 

 

  

0.0% 20.0% 40.0% 60.0%

Utilities
Consumer Staples

Healthcare
Industrials

Communication Services
Materials
S&P 500

Technology
Consumer Discretionary

Real Estate
Financials

Energy

YTD Total Return

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

Financials

Real Estate

Healthcare

Utilities

Materials

Consumer Staples

Energy

Communication Services

Industrials

S&P 500

Consumer Discretionary

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 11/4/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0% 40.0%

US Government Bond

US Corporate Bond

Cash

Emerging Markets ($)

Emerging Markets (local currency)

US High Yield

Foreign Developed ($)

Value

Foreign Developed (local currency)

Small Cap

Large Cap

Mid Cap

Growth

Real Estate

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 

 

November 4, 2021 
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P/E as of 11/03/2021 = 22.0x

 
 

Based on our methodology,1 the current P/E is 22.0x, down 0.1x from last week.  The decline in 

the multiple is due to strong earnings.   
 

 

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 (Q1 and Q2) and two estimates (Q3 and Q4). 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. 


