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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 16, 2021—9:30 AM EST] Global equity markets are mixed this morning.  

In Europe, the EuroStoxx 50 is up 0.2% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed up 0.6%. Chinese markets were lower, with the Shanghai Composite down 0.3% from its 

prior close and the Shenzhen Composite down 0.5%.  U.S. equity index futures are signaling a 

flat open.  With 458 companies having reported, the S&P 500 Q3 2021 earnings stand at $53.80, 

higher than the $50.34 forecast for the quarter.  The forecast reflects a 27.5% increase from Q3 

2020 earnings.  Thus far this quarter, 81.5% of the companies have reported earnings above 

forecast, while 14.5% 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 (11/15/2021): “The Special Relationship” 

• Weekly Energy Update (11/11/2021): We recap the data and look at the COP26 meeting.   

• 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 (11/12/2021) (with associated podcast): We discuss the 

Citigroup Economic Surprise Index and how it might provide valuable clues about future 

bond yields 

 

In today’s Comment, we open with a few important international developments, including last 

night’s U.S.-China virtual summit and a potential worsening of Europe’s energy crisis.  We also 

cover several other U.S. and foreign economic and political developments.  We wrap things up 

with the latest news related to the coronavirus pandemic. 

 

United States-China:  In their three-and-a-half-hour virtual summit last night, Presidents Biden 

and Xi reportedly talked extensively about China’s threatening stance toward Taiwan, with 

Biden calling for “guardrails” that could keep the situation from veering into outright conflict.  

However, the two leaders were unable to agree on any such measures.  Indeed, on the Chinese 

side, Xi warned Biden that advocates of Taiwan independence and anyone supporting them were 

“playing with fire” and would “burn themselves,” according to state news agency Xinhua. 

• Importantly, the initial statements by Biden and Xi were conciliatory, and press reporting 

so far suggests the meeting may have helped stabilize the U.S.-China relationship.  All 

the same, it achieved little else beyond mutually vague pledges to improve cooperation.  

 

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_15_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_nov_11_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Nov_12_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.ft.com/content/a066d8bd-5aee-4445-936f-d61518a2dcbe
https://www.nytimes.com/live/2021/11/15/world/biden-xi-summit
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As signaled before the meeting, the two sides didn’t even try to agree on a joint 

communique after at summit’s end. 

• In addition to Taiwan, the U.S., the White House said Biden had raised concerns about 

Chinese policy in Xinjiang, Hong Kong, and Tibet, and more broadly, on human rights.  

He also brought up longstanding concerns about unfair Chinese trade tactics and 

technology theft.  There was also apparently some discussion of strategic nuclear 

weapons held by the two sides.  However, as mentioned above, there were apparently 

few, if any, breakthroughs.  The main benefit of the meeting was simply for Biden and Xi 

to improve their understanding of each other. 

• U.S.-China relations will likely remain competitive and tense, with some risk of an 

accidental crisis at some point.  On the other hand, the summit serves as a reminder that 

the U.S.-China competition will probably involve periods of both intense friction and 

détente.  Risk markets could be swayed by the ebb and flow of tensions, making it 

difficult for investors to know how to respond.  It will put a high premium on closely 

watching and analyzing the evolving relationship over time. 

 

United States-Russia:  The U.S. government has slammed Russia for conducting a missile test 

that blew up a Russian satellite, creating a debris cloud that endangered the seven-member crew, 

including two cosmonauts, aboard the International Space Station (ISS).  According to the State 

Department, the test generated over 1,500 pieces of trackable orbital debris and hundreds of 

thousands of pieces of smaller orbital debris that now threaten all manner of satellites and 

spacecraft. 

 

U.S. Fiscal Policy:  As expected, President Biden signed into law his centerpiece “hard” 

infrastructure bill, which will spend some $1 trillion in the coming years to repair, expand, and 

modernize multiple types of physical public works facilities, from roads and bridges to mass 

transit systems and broadband communications networks. 

• Notably, Biden signed the legislation shortly before his virtual summit with President Xi, 

underscoring how the administration sees the bipartisan political victory as strengthening 

the U.S.’s hand in its geopolitical rivalry with China. 

• One impact of the legislation has been to boost prices for municipal bonds, given that 

provisions that would have expanded the supply of such bonds were ultimately dropped 

from the bill. 

 

U.S. Labor Market:  The International Alliance of Theatrical Stage Employees, which 

represents more than 150,000 film-studio workers, narrowly approved two key contracts with 

Hollywood studios yesterday.  Although pay rates weren’t a major issue in the negotiations, the 

contracts did involve a number of improvements to working conditions, illustrating the increase 

in workers’ market power at present. 

 

European Energy Crisis:  Speaking at a commodities conference, the chief executive of one of 

the world’s top commodity traders warned that a lack of natural gas in storage means that Europe 

risks rolling power outages if there is a prolonged period of cold weather this winter. 

https://www.rferl.org/a/international-space-station-debris-russia/31562770.html
https://www.rferl.org/a/international-space-station-debris-russia/31562770.html
https://www.wsj.com/articles/biden-infrastructure-bill-signing-11636997814?mod=hp_lead_pos2
https://www.wsj.com/articles/infrastructure-bill-2021-what-11627515002
https://www.wsj.com/articles/infrastructure-bill-2021-what-11627515002
https://www.wsj.com/articles/muni-bond-prices-rally-after-infrastructure-bill-leaves-out-market-11636981200
https://www.wsj.com/articles/hollywood-production-workers-approve-labor-deal-in-narrow-vote-11637009479?mod=hp_lista_pos4
https://www.ft.com/content/a06df5b2-58ff-46f2-920d-a5ebaca68b11
https://www.ft.com/content/a06df5b2-58ff-46f2-920d-a5ebaca68b11
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• Last month, President Putin ordered Russia’s state gas giant Gazprom (OZGPY, $9.32) to 

begin filling the storage facilities it controls in Germany and Austria, boosting hopes that 

exports to Europe would rise.  However, there have been only limited increases in supply 

from Russia over the past week, and on Monday, Gazprom booked lower pipeline 

capacity for December. 

• Russia’s shipments have been widely seen as a way to pressure Germany to speed up 

certification of the newly completed Nord Stream 2 gas pipeline between the two 

countries. 

o However, Germany’s energy regulator today said it could not yet approve the 

project because its owners had not yet properly set up an operating subsidiary 

according to German law. 

o In response to the delayed certification, U.K. gas contracts for December delivery 

jumped almost 10% to £2.24 per therm, while the European benchmark gained 

8% to €87.80 per megawatt-hour.  Both contracts are now trading near their 

highest level in the past month. 

• The delayed certification could be the result of behind-the-scenes political maneuvering 

by countries or politicians wary about Russia’s stranglehold on Europe’s energy supply.  

In any case, the key message here is that Europe’s overall energy supply situation 

remains fragile going into the winter.  A long cold snap or intensifying energy politics 

could present a substantial risk of economic disruptions that would be negative for 

European risk assets. 

• On a more positive note, the International Energy Agency said in its monthly report today 

the tight supply and demand balance in the global crude oil market could be about to 

ease.  This could result from rising production and moderation in fuel demand as prices 

rise and winter coronavirus waves cause some economic lockdowns. 

 

United Kingdom:  The British government raised the country’s nationwide terrorist threat level 

to severe yesterday after a would-be attacker in Liverpool killed himself when he detonated an 

explosive device in the back of a taxi on Sunday.   

 

Armenia-Azerbaijan-Russia:  Armenia has asked Moscow for assistance in defending against 

Azerbaijan amid renewed clashes along the border, a year after a cease-fire stopped an intense 

war over the breakaway region of Nagorno-Karabakh. 

 

Cuba:  The government deployed large numbers of police and plainclothes security forces to 

thwart a mass pro-democracy protest planned for yesterday.  However, despite the government’s 

success in short-circuiting the protests, anti-government sentiment has been percolating and 

poses the risk of instability if it grows further. 

 

Global Financial Markets:  In an interview with the Financial Times, former PIMCO bond 

guru Bill Gross warned that ultra-low interest rates and massive bond-buying by the world’s 

major central banks have created a “dangerous” bout of financial euphoria in everything from 

stocks to digital assets.  According to Gross, “It’s all dreamland that’s been supported by interest 

rates that aren’t where they should be.” 

https://www.ft.com/content/a5141b69-0655-48b2-a53a-76d841b02702
https://www.ft.com/content/a5141b69-0655-48b2-a53a-76d841b02702
https://www.ft.com/content/8c02955c-de12-4caa-9716-0f6507d4f254
https://www.ft.com/content/93c720de-bf39-4803-b1ec-1cd1798431e9
https://www.wsj.com/articles/resurgent-oil-supply-expected-to-soothe-tight-market-11637053201?mod=markets_lead_pos7
https://www.wsj.com/articles/resurgent-oil-supply-expected-to-soothe-tight-market-11637053201?mod=markets_lead_pos7
https://www.wsj.com/articles/arrests-made-following-car-explosion-outside-u-k-hospital-11636939092
https://www.rferl.org/a/armenia-russia-defense-azerbaijan/31564269.html
https://www.rferl.org/a/armenia-russia-defense-azerbaijan/31564269.html
https://www.wsj.com/articles/cubas-government-deploys-security-forces-to-prevent-protest-11637008806
https://www.wsj.com/articles/cubas-government-deploys-security-forces-to-prevent-protest-11637008806
https://www.ft.com/content/9f7f32af-a71a-4892-b331-324aa14ff5b7
https://www.ft.com/content/9f7f32af-a71a-4892-b331-324aa14ff5b7
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• At the same time, ultra-low interest rates and high asset prices continue to make it harder 

for public pension funds to hit their return targets and cover their obligations. 

• In response, the board of the California Public Employees’ Retirement System 

(CalPERS) has voted to let the fund use borrowed money and alternative assets to meet 

its investment-return target of 6.8%, even after lowering that target just a few months 

ago. 

 

COVID-19:  Official data show confirmed cases have risen to 254,017,862 worldwide, with 

5,110,909 deaths.  In the United States, confirmed cases rose to 47,222,900, with 764,427 deaths.  

Vaccine doses delivered in the U.S. now total 553,705,305, while the number of people who 

have received at least their first shot totals 227,133,617.  Finally, here is the interactive chart 

from the Financial Times that allows you to compare cases and deaths among countries, scaled 

by population.   

 

Virology 

• According to the latest CDC data, 68.4% of the U.S. population has now received at least 

one dose of a vaccine, and 58.8% of the population is fully vaccinated. 

• Several cities and states have begun to offer boosters to all adults, moving beyond federal 

guidelines in a bid to prevent another wave of cases as people head inside during the cold 

weather. 

• Pfizer (PFE, 49.65) has agreed to a royalty-free licensing deal with the UN-backed 

Medicines Patent Pool to expand low-cost access to its COVID-19 antiviral pill (not its 

vaccine) throughout the developing world. 

• In Japan, the government reportedly will relax its restrictions on vaccine booster shots, 

allowing them as soon as six months after the last initial shot if local authorities deem it 

necessary. 

 

Economic and Financial Market Impacts 

• Businesses suing insurers for billions in losses from COVID-19 shutdowns are entering a 

new phase: jury trials. 

o Over the past year, judges have ruled in favor of insurers in hundreds of cases, 

backing up the carriers’ rejections of “business interruption” insurance claims. 

o Many of those rulings have involved policies with virus-specific exclusions, 

which can make the cases more open-and-shut for judges. 

o Now, however, more cases are moving to jury trials, which could expose insurers 

to many more large payouts. 

 

U.S. Economic Releases  

 

U.S. retail sales rose more than expected in October as firms build up inventory for the holiday 

season.  Advance retail sales rose 1.7% from the prior month compared to expectations of 1.5%.  

Retail sales excluding autos rose 1.7% from the prior month compared to expectations of 1.0%.  

Core retail sales, which excludes autos and gas, rose 1.4% from the prior month compared to 

https://www.wsj.com/articles/retirement-fund-giant-calpers-votes-to-use-leverage-more-alternative-assets-11637032461?mod=hp_lead_pos7
https://www.wsj.com/articles/retirement-fund-giant-calpers-votes-to-use-leverage-more-alternative-assets-11637032461?mod=hp_lead_pos7
https://www.nytimes.com/live/2021/11/16/world/covid-vaccine-boosters-mandates
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/articles/covid-19-boosters-become-available-to-all-adults-across-several-states-cities-11637067602
https://www.ft.com/content/0d887d59-4add-4282-8aa2-8e058010b16e
https://www.japantimes.co.jp/news/2021/11/15/national/science-health/japan-covid19-booster-six-months/
https://www.wsj.com/articles/covid-19-insurance-lawsuits-move-toward-high-stakes-phase-11637058600?mod=markets_lead_pos3
https://www.wsj.com/articles/covid-19-insurance-lawsuits-move-toward-high-stakes-phase-11637058600?mod=markets_lead_pos3
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expectations of 0.7%.  Lastly, the retail sales control group, which excludes autos, gas, and 

building material, rose 1.6% from the prior month compared to expectations of 0.9%.  

 

 
 

The chart above shows month-to-month changes in retail sales.  The increase in retail sales 

indicates an increase in consumer demands, but that it has moderated significantly from the highs 

it made earlier in the year. 

 

The U.S. terms of trade rose in October due to the rise in export prices outpacing import prices.  

The import price index rose 1.2% from the prior month compared to expectations of 1.0%. 

Excluding petroleum, the import price index rose 0.5% from the previous month compared to 

expectations of 0.3%.  The export price index rose 1.5% from the prior month, compared to 

expectations of 1.0%. 
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The chart above shows the annual change in the Terms of Trade Index.  An increase in the terms 

of trade signals an improvement in trade conditions.  The index now sits at 106.374, which is 

6.6% higher than the previous year. The increase in the index suggests that exporters have 

largely benefited from the increase in global inflation.  

 

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

 

EDT Indicator Expected Prior Rating

9:15 Industrial Production MoM m/m Oct 0.8% -1.3% ***

9:15 Capacity Utilization m/m Oct 75.9% 75.2% ***

9:15 Manufacturing (SIC) Production m/m Oct 0.8% -0.7% **

10:00 Business Inventories m/m Sep 0.6% 0.6% **

10:00 NAHB Housing Market Index m/m Nov 80 80 **

16:00 Total Net TIC Flows m/m Sep $91.0b **

16:00 Net Long-term TIC Flows m/m Sep $79.3b **

EST Speaker or event

8:45 James Bullard Speaks on Bloomberg Television President of the Federal Reserve Bank of St. Louis

12:00 Thomas Barkin, Raphael Bostic and Esther George Discuss Racism

15:30 Mary Daly Gives Speech at Commonwealth Club President of the Federal Reserve Bank of San Francisco

District or position

Regional Fed Presidents

Economic Releases

Fed Speakers or Events

 
 

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 
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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. 

 
Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Tertiary Industry Index m/m Sep 0.5% -1.7% 0.8% ** Equity bearish, bond bullish

Australia ANZ Roy Morgan Consumer Confidence w/w 14-Nov 106 109 ** Equity and bond neutral

New Zealand Non Resident Bond Holdings m/m Oct 56.1% 54.2% ** Equity bullish, bond bearish

EUROPE

Eurozone Employment y/y 3Q 2.0% 1.8% *** Equity bullish, bond bearish

GDP SA q/q 3Q 2.2% 2.2% 2.2% *** Equity and bond neutral

France CPI EU Harmonized y/y Oct 3.2% 3.2% 3.2% *** Equity and bond neutral

CPI y/y Oct 2.6% 2.6% 2.6% *** Equity and bond neutral

Italy CPI EU Harmonized y/y Oct 3.2% 3.1% 3.1% *** Equity and bond neutral

UK Output Per Hour y/y 3Q -4.8% 4.3% ** Equity bearish, bond bullish

Claimant Count Rate m/m Oct 5.1% 5.2% *** Equity and bond neutral

Jobless Claims Change m/m Oct -14.9k -51.1k ** Equity and bond neutral

ILO Unemployment Rate 3Mths y/y Sep 4.3% 4.5% 4.4% *** Equity and bond neutral

Employment Change 3M/3M m/m Sep 247k 235k 190k ** Equity bullish, bond bearish

AMERICAS

Brazil FGV CPI IPC-S w/w 15-Nov 0.85% 0.81% 0.83% ** Equity and bond neutral

FGV Inflation IGP-10 m/m Nov 1.19% -0.31% 1.62% *** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 12-Nov 59.7 59.7 * Equity and bond neutral

Manufacturing Sales m/m Sep -3.0% 0.5% -3.1% ** Equity and bond neutral

Wholesale Trade Sales m/m Sep 1.0% 0.3% 1.1% ** Equity and bond neutral

Existing Home Sales m/m Oct 8.6% 0.9% ** Equity bullish, bond bearish  
 

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) 16 16 0 Down

3-mo T-bill yield (bps) 3 4 -1 Neutral

TED spread (bps) 13 12 1 Neutral

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

10-yr T-note (%) 1.60 1.62 -0.02 Down

Euribor/OIS spread (bps) -56 -56 0 Neutral

EUR/USD 3-mo swap (bps) 23 21 2 Down

Currencies Direction

dollar Up Neutral

euro Down Up

yen Down Neutral

pound Up Neutral

franc Down Neutral

Central Bank Action Current Prior Expected

China Lending Facility Rate 2.950% 2.950% On forecast  
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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. 

 
Price Prior Change Explanation

Brent $82.48 $82.05 0.52%

WTI $81.24 $80.88 0.45%  

Natural Gas $5.15 $5.02 2.55%  

Crack Spread $18.46 $18.09 2.07%

12-mo strip crack $20.81 $20.59 1.09%

Ethanol rack $3.47 $3.47 0.16%

Gold $1,873.44 $1,862.84 0.57%

Silver $25.16 $25.06 0.40%

Copper contract $439.90 $440.30 -0.09%

Corn contract $582.50 $584.00 -0.26%

Wheat contract $831.00 $836.75 -0.69%

Soybeans contract $1,254.00 $1,257.25 -0.26%

Baltic Dry Freight 2,759            2,807            -48

Actual Expected Difference

Crude (mb) 1.1

Gasoline (mb) -0.8

Distillates (mb) -1.5

Refinery run rates (%) 0.45%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

western half of the country, with cooler temperatures expected for the rest of the country.  The 

forecasts call for wet conditions in the Rocky Mountains and the South, with dry conditions in 

the Southwest. There is currently no cyclonic activity in the Atlantic Ocean region. 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 11/15/2021 close) 

 

  

0.0% 50.0% 100.0%

Utilities
Consumer Staples

Healthcare
Communication Services

Industrials
Materials
S&P 500

Consumer Discretionary
Technology
Real Estate

Financials
Energy

YTD Total Return

-0.5% 0.0% 0.5% 1.0% 1.5% 2.0%

Energy

Real Estate

Utilities

Consumer Staples

Financials

Consumer Discretionary

Healthcare

S&P 500

Materials

Industrials

Technology

Communication Services

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 11/15/2021 close) 

 

-20.0% 0.0% 20.0% 40.0%

US Government Bond

US Corporate Bond

Cash

Emerging Markets (local currency)

Emerging Markets ($)

US High Yield

Foreign Developed ($)

Value

Small Cap

Foreign Developed (local currency)

Large Cap

Mid Cap

Growth

Commodities

Real Estate

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 11, 2021 

 

0

5

10

15

20

25

30

70 80 90 00 10 20 30 40 50 60 70 80 90 00 10 20

4Q TRAILING P/E AVERAGE

-1 STANDARD DEVIATION +1 STANDARD DEVIATION

LONG-TERM TRAILING P/E

P
/E

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

P/E as of 11/10/2021 = 22.2x

 
 

Based on our methodology,1 the current P/E is 22.2x, up 0.2x from last week.  The rise in the 

multiple is due to higher index values.   
 

 

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. 


