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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: October 29, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  In 

Europe, the EuroStoxx 50 is down 0.5% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed down 1.1%.  Chinese markets were higher, with the Shanghai Composite up 0.8% from 

its prior close and the Shenzhen Composite up 1.6%.  U.S. equity index futures are signaling a 

lower open.  With 263 companies having reported, the S&P 500 Q3 2021 earnings stand at 

$53.30, higher than the $50.34 forecast for the quarter.  The forecast reflects a 27.5% increase 

from Q3 2020 earnings.  Thus far this quarter, 82.5% of the companies have reported earnings 

above forecast, while 13.7% 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 (10/25/2021): “Here Comes China!” 

• Weekly Energy Update (10/28/2021): Oil prices ease on inventory builds in excess of 

expectations.   

• Asset Allocation Q3 2021 Rebalance Presentation (8/26/2021): A video discussion of our 

asset allocation process, portfolio changes in Q3, and the macro environment 

• Asset Allocation Weekly (10/29/2021) (with associated podcast): We discuss the 

current standoff over the debt limit and the investment implications 

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

Globalization” 

Good morning! U.S. equity futures are signaling a lower open this morning. Today's report 

begins with international news, followed by U.S. economics and policy coverage.  China news is 

next, and we conclude with our pandemic coverage. 

International news:   

● The European Union is expected to accept a quota on its exports to the U.S. of steel and 

aluminum. The deal would end a three-year standoff over metal tariffs. In 2018, then-

President Trump imposed tariffs on steel and aluminum because of national security. The 

new agreement allows for the removal of tariffs on European metals as long as shipments 

to the U.S. don’t exceed a predetermined number. A similar arrangement was made under 

President Trump but was dismissed by European diplomats as being petty. The 
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http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_10_25_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_oct_28_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Oct_29_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.politico.eu/article/eu-braces-for-steel-quotas-to-end-trade-war-with-us-biden/
https://www.politico.eu/article/eu-braces-for-steel-quotas-to-end-trade-war-with-us-biden/
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arrangement is further evidence that the relationship between the two sides is slowly 

starting to unravel.  

● The tension between the U.K. and the EU over fishery licenses escalated on Thursday 

after France seized a British boat in French waters. The dispute between the sides started 

when French fishermen received only half of the licenses needed to fish in British waters. 

In their defense, the British claimed to have given licenses to vessels that met 

requirements. The French have threatened to impose sanctions if these licenses aren’t 

given to the fishermen by November 2.  The back and forth is another example of post-

Brexit tension. If left unchecked, this could possibly lead to a hard Brexit. In the past, the 

U.S. has intervened to mediate tensions between European countries.  However, lately, it 

has shifted its focus to the Pacific. As a result, it isn’t clear how this dispute will resolve 

itself. 

● On Thursday, Taiwanese President Tsai Ing-wen confirmed a Wall Street Journal story 

claiming there were U.S. troops deployed on the island. In an interview with CNN, she 

acknowledged that U.S. military presence on the island is part of Taipei’s broader 

cooperation with Washington. The revelation comes after allegations that Taiwan's 

military isn’t prepared to defend itself from a possible invasion from China, something 

Chinese officials have indicated as being inevitable. The deployment of troops in Taiwan 

highlights the level of seriousness that both Taiwan and the U.S. have taken against 

China’s growingly assertive posture toward the region. China has since asked the U.S. to 

withdraw troops from the island, but it is unlikely this would happen.   

● The global chip shortage appears to be getting worse as firms are complaining of even 

longer wait times.  

● Natural gas and power prices fell in Europe after Russian President Vladimir Putin 

reassured the continent that it would send extra gas. The move is likely another example 

of the amount of sway Moscow has in its ability to influence energy markets in Europe. 

Over the last few weeks, Putin has been accused of intentionally withholding gas to 

pressure Europe into approving the Nord Stream 2 pipeline, a pipeline linking Germany 

with Russia.  

● Global authorities have started to pressure operators of blockchain-based decentralized 

finance services to comply with anti-money laundering rules.  

● Moldova’s prime minister, Natalia Gavrilita, has asked for help from the EU as the 

country tries to stave off pressure from Moscow. Recently, Moldova was forced to 

declare a state of emergency after Gazprom (OGZPY, $10.03), a majority state-owned 

energy company, reduced gas deliveries by a third and threatened to cut off the country 

completely if it didn’t agree to a more expensive contract. In talks, Moldova was told it 

could receive a better contract if it agreed to adjust its free-trade deal with the EU and 

delay energy market reforms.  This bullying from Russia is further evidence that it has 

weaponized its energy resources.    

https://www.reuters.com/world/uk/france-warns-two-british-fishing-boats-its-waters-wake-brexit-2021-10-28/
https://www.wsj.com/articles/u-s-troops-have-been-deployed-in-taiwan-for-at-least-a-year-11633614043
https://www.wsj.com/articles/taiwanese-president-confirms-u-s-troop-deployment-on-island-11635433900
https://www.wsj.com/articles/global-chip-shortage-is-far-from-over-as-wait-times-get-longer-11635413402
https://www.bloomberg.com/news/articles/2021-10-28/europe-gas-prices-tumble-after-putin-s-order-to-add-supply?sref=uIvt3NFS
https://www.ft.com/content/126ecd7a-0b02-4d9f-97f7-ffa2b24894a2
https://www.ft.com/content/126ecd7a-0b02-4d9f-97f7-ffa2b24894a2
https://www.ft.com/content/da9285fe-e692-41d2-80ce-e9775e17dcfd
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● France is pressuring Brussels to delay trade talks until after the French elections take 

place in April.  

Economics and policy:  

● During the pandemic, there was a record jump in the number of business formations. 

According to the Census Bureau, new filings for employer identification numbers surged 

57% in 2020 and are on track to make a similar jump this year. The increase in business 

formation may be another reason employers are struggling to find workers. An increase 

in stimulus and leisure time due to the lockdown may have inspired workers to start 

ventures of their own, thus, leading to a decrease in the number of available workers and 

an increase in labor demand. If true, this could mean the labor shortage could be a longer-

term problem. 

● Speaker of the House of Representatives, Nancy Pelosi, was forced to delay the vote on 

the Bipartisan Infrastructure bill after progressives threatened to vote it down. 

Progressives have signaled they would not support the infrastructure bill without 

reassurances that the social spending bill has the support from moderate Senators Kyrsten 

Sinema (D-AZ) and Joe Manchin (D-WV). The setback has placed more uncertainty as to 

whether President Biden will be able to get the bills pushed through Congress. So far, 

Manchin has signaled support of a social spending bill that cost $1.75 trillion. However, 

it is still unclear where Sinema stands. President Biden has stated that the success of his 

presidency rests on the passage of these two bills. Failure to pass either bill could lead to 

weaker growth prospects in the future. 

● Analysis by the St. Louis Fed shows the pandemic has forced many baby boomers into 

retirement.  

China:   

● Speculation that the Chinese government could take steps to boost raw material prices led 

to a rebound in aluminum and coal prices on Thursday. China is the world’s largest 

producer of aluminum and coal, so a sharp drop could negatively impact its economy.  

● Chinese real estate company Evergrande was able to avoid default by making an overdue 

payment on dollar-denominated bonds before the end of a 30-day grace period. It is the 

second payment the company has made in two weeks as it tries to bide time to negotiate 

with creditors and avoid a default on its debt.  

● India has deployed weapons to bolster its defenses along the border it shares with China. 

● Tajikistan will allow China to build a police outpost on the Afghan border. Although no 

Chinese personnel will be housed there, the move is the latest indication of Beijing’s 

growing security concerns. 

 

https://www.bloomberg.com/news/articles/2021-10-28/france-seeks-to-freeze-eu-trade-talks-until-after-april-election
https://www.reuters.com/business/soaring-us-business-starts-pandemic-show-new-normal-evolving-2021-10-28/
https://www.politico.com/amp/news/2021/09/30/pelosi-push-infrastructure-vote-514805
https://www.politico.com/amp/news/2021/09/30/pelosi-push-infrastructure-vote-514805
https://thehill.com/homenews/senate/579016-manchin-signals-hes-okay-with-175t-spending-framework-price-tag
https://www.axios.com/millions-of-baby-boomers-retired-early-during-the-pandemic-4aead44b-9ef5-4510-8f1c-6fb3cc7faebd.html
https://www.axios.com/millions-of-baby-boomers-retired-early-during-the-pandemic-4aead44b-9ef5-4510-8f1c-6fb3cc7faebd.html
https://www.bloomberg.com/news/articles/2021-10-28/commodities-whipsawed-on-speculation-of-china-s-next-energy-step?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2021-10-28/commodities-whipsawed-on-speculation-of-china-s-next-energy-step?sref=uIvt3NFS
https://www.wsj.com/articles/evergrande-averts-default-again-by-making-second-late-payment-11635479236?mod=hp_lead_pos3
https://www.bloomberg.com/news/articles/2021-10-28/india-deploys-u-s-weapons-to-fortify-disputed-border-with-china
https://www.bloomberg.com/news/articles/2021-10-28/china-to-build-tajik-police-base-to-secure-porous-afghan-border
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COVID-19:  The number of reported cases is 245,655,515, with 4,983,764 fatalities.  In the 

U.S., there are 45,826,252 confirmed cases with 743,362 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 510,735,525 doses of the vaccine 

have been distributed, with 417,795,537 doses injected.  The number receiving at least one dose 

is 221,348,530, the number of second doses is 188,281,747, and the number of the third dose, the 

highest level of immunity, is 15,417,340. The FT has a page on global vaccine distribution.   

● A significant percentage of unvaccinated workers said they would quit their jobs if 

required to get vaccinated or get tested weekly. According to a study conducted by the 

Kaiser Family Foundation, over 70% of unvaccinated workers would quit over a strict 

vaccine mandate, and nearly 40% said they would quit if there was an additional 

possibility of being tested weekly. 

U.S. Economic Releases  

 

In today’s most important economic report, September personal income fell by a seasonally 

adjusted 1.0%.  Not only was that far worse than the expected decline of 0.3%, but it was much 

more than required to fully offset the 0.2% gain in August.  All the same, September personal 

consumption expenditures (PCE) increased 0.6%, matching expectations but slowing from the 

revised increase of 1.0% in the previous month.  Personal income in September was up 4.2% 

from the same month one year earlier, while PCE was up 10.9%.  The chart below shows the 

year-over-year change in personal income and PCE since just before the prior recession. 

 

 
 

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.wsj.com/articles/some-employees-are-willing-to-leave-jobs-over-vaccine-mandates-survey-finds-11635457168?mod=hp_lead_pos10
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The personal income and spending report also includes a measure of the U.S. personal saving 

rate, defined as the share of disposable (after-tax) income that isn’t spent on goods and services.  

Reflecting the recent strong gains in spending, the September personal savings rate fell to a 

seasonally adjusted 7.5%, essentially bringing it in line with the typical savings rate in the years 

leading up to the coronavirus pandemic.  The chart below shows the trend in the personal savings 

rate since just before the prior recession. 

 

 
 

Finally, the income and savings report also includes the Fed’s preferred gauge of inflation.  

Excluding the volatile food and energy components, the September Core PCE Deflator was up 

3.6% from the same month one year earlier.  It is still elevated and far above the Fed’s target of 

2.0%, but it was somewhat better than the anticipated acceleration to 3.7%.  The chart below 

shows the year-over-year growth in the Core PCE Deflator since just before the prior recession. 
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The only other major report today concerned the cost of labor.  The third-quarter Employment 

Cost Index rose by a seasonally adjusted 1.3%, driven by a big increase in its subindex on wages 

and salaries versus only a small rise in its subindex on benefit costs.  The overall index in the 

third quarter was up 3.7% year-over-year, with the subindex on wages and salaries up 4.2% and 

the subindex on benefit costs up 2.5%.  The chart below shows the year-over-year change in the 

overall index and its subindexes since just prior to the previous recession. 
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The table below lists the economic releases and/or Fed events scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

9:45 MNI Chicago PMI m/m Oct 63.7 64.7 ***

10:00 U. of Michigan Consumer Sentiment m/m Oct F 71.4 71.4 ***

10:00 U. of Michigan Current Conditions m/m Oct F 77.9 77.9 **

10:00 U. of Michigan Expectations m/m Oct F 67.2 67.2 **

10:00 U. of Michigan 1-Year Inflation Expectation m/m Oct F 4.8% 4.8% *

10:00 U. of Michigan 5-10 Year Inflation Expectation m/m Oct F 2.8% *

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 Jobless Rate m/m Sep 2.8% 2.8% 2.8% *** Equity and bond neutral

Job-to-Applicant Ratio m/m Sep 1.16 1.14 1.14 *** Equity bullish, bond bearish

Housing Starts y/y Sep 4.3% 7.5% 7.9% ** Equity bearish, bond bullish

Industrial Production y/y Sep P -2.3% 8.8% 0.2% ** Equity bearish, bond bullish

Tokyo CPI y/y Sep 0.1% 0.3% 0.4% ** Equity and bond neutral

Tokyo CPI Ex-Fresh Food y/y Sep 0.1% 0.1% 0.3% *** Equity and bond neutral

Tokyo CPI Ex-Fresh Food, Energy y/y Sep -0.4% -0.1% 0.0% * Equity and bond neutral

Australia Private Sector Credit y/y Sep 5.3% 4.7% 5.0% ** Equity bullish, bond bearish

Retail Sales m/m Sep 1.3% 0.4% ** Equity bullish, bond bearish

PPI y/y 3Q 2.9% 2.2% ** Equity and bond neutral

South Korea Business Survey:  Manufacturing m/m Nov 88 93 ** Equity bearish, bond bullish

Business Survey:  Non-Manufacturing m/m Nov 85 81 * Equity bullish, bond bearish

Industrial Production y/y Sep -1.8% 9.7% 2.0% ** Equity bearish, bond bullish

EUROPE

Eurozone GDP y/y 3Q A 3.7% 14.2% 3.5% *** Equity bullish, bond bearish

CPI y/y Oct P 4.1% 3.4% 3.7% ** Equity and bond neutral

Core CPI y/y Oct P 2.1% 1.9% 1.9% * Equity and bond neutral

Germany GDP NSA y/y 3Q P 2.5% 10.3% 2.6% ** Equity and bond neutral

GDP WDA y/y 3Q P 2.5% 9.8% 2.5% ** Equity and bond neutral

France GDP y/y 3Q P 3.3% 18.8% 2.4% *** Equity bullish, bond bearish

CPI y/y Oct P 2.6% 2.2% 2.5% *** Equity and bond neutral

CPI EU Harmonized y/y Oct P 3.2% 2.7% 3.1% ** Equity and bond neutral

Italy GDP WDA y/y 3Q P 3.8% 17.0% 3.0% *** Equity bullish, bond bearish

CPI NIC Incl. Tobacco y/y Oct P 2.9% 2.5% 2.9% * Equity and bond neutral

CPI EU Harmonized y/y Oct P 3.1% 2.9% 3.2% *** Equity and bond neutral

UK Mortgage Approvals m/m Sep 72.6k 74.2k 71.0k *** Equity bullish, bond bearish

AMERICAS

Canada GDP y/y Aug 0.4% 9.8% 2.6% ** Equity and bond neutral

Industrial Product Price Index m/m Sep 1.0% -0.3% 1.0% * Equity and bond neutral

Raw Materials Price Index m/m Sep 2.5% -2.4% 2.5% * Equity and bond neutral

Mexico GDP y/y 3Q P 4.6% 19.6% 6.0% *** Equity bearish, bond bullish

Brazil Net Debt / GDP m/m Sep 58.5% 59.3% 59.1% ** 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) 13 14 -1 Down

3-mo T-bill yield (bps) 5 5 0 Neutral

TED spread (bps) 8 8 0 Neutral

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

10-yr T-note (%) 1.60 1.58 0.02 Down

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

EUR/USD 3-mo swap (bps) 24 23 1 Down

Currencies Direction

dollar Up Neutral

euro Down Up

yen Down Neutral

pound Flat Neutral

franc Flat Neutral  
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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 $84.66 $84.32 0.40%

WTI $83.06 $82.81 0.30%  

Natural Gas $5.68 $5.78 -1.85%  

Crack Spread $18.56 $18.06 2.76%

12-mo strip crack $21.12 $20.75 1.75%

Ethanol rack $3.08 $3.05 0.87%

Gold $1,793.97 $1,798.91 -0.27%

Silver $23.95 $24.08 -0.53%

Copper contract $445.10 $443.85 0.28%

Corn contract $563.00 $562.75 0.04%

Wheat contract $767.50 $772.50 -0.65%

Soybeans contract $1,250.25 $1,246.00 0.34%

Baltic Dry Freight 3,630            3,808            -178

Actual Expected Difference

Crude (mb) 4.3 1.8 2.5

Gasoline (mb) -2.0 -2.3 0.3

Distillates (mb) -0.4 -2.3 1.8

Refinery run rates (%) 0.40% 0.00% 0.40%

Natural gas (bcf) 87.0 88.0 -1.0

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 

throughout the Rocky Mountains and cooler-than-normal temperatures throughout the entire 

eastern half of the country.  The forecasts call for wet conditions in the Pacific Northwest and the 

Deep South, with dry conditions expected throughout the Great Lakes and Southwest regions.  

There is one tropical disturbance far out in the Atlantic Ocean south of Newfoundland, but it is 

not expected to develop into a tropical storm.  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 10/28/2021 close) 

 

  

0.0% 50.0% 100.0%

Consumer Staples
Utilities

Healthcare
Industrials

Communication Services
Materials
S&P 500

Technology
Consumer Discretionary

Real Estate
Financials

Energy

YTD Total Return

0.0% 0.5% 1.0% 1.5%

Communication Services

Consumer Staples

Utilities

Energy

Healthcare

S&P 500

Materials

Technology

Financials

Industrials

Consumer Discretionary

Real Estate

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 10/28/2021 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 ($)

Small Cap

Foreign Developed (local currency)

Value

Mid Cap

Large 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 

 

October 28, 2021 
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P/E as of 10/20/2021 = 22.1x

 
 

 

Based on our methodology,1 the current P/E is 22.1x, up 0.2x from last week.  The rise in the 

multiple is mostly due to increasing index values offsetting 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. 


