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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: September 16, 2021—9:30 AM EDT] Global equity markets are lower this morning.  

In Europe, the EuroStoxx 50 is currently up 0.8% from its prior close.  In Asia, the MSCI Asia 

Apex 50 closed down 1.0%.  Chinese markets were lower, with the Shanghai Composite down 

1.3% from its prior close and the Shenzhen Composite down 2.0%.  U.S. equity index futures are 

signaling a lower open.   
 

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 (9/13/2021): “Afghanistan, Part I: History” 

• Weekly Energy Update (9/16/2021): In addition to our usual updates, we have a 

special section on natural gas; fundamentals look bullish. 

• 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 (9/10/2021) (with associated podcast): we discuss the likelihood 

of Fed Chair Powell’s renomination, the opposition in Congress, and what that opposition 

could mean for Fed independence 

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

Globalization” 

 

Good morning.  It looks like an “everything down day” so far, although the retail sales data (see 

below) offered some relief.  U.S. equity futures currently are mixed after opening lower.  

Treasury prices are down a bit, and commodities are weaker as well.  The dollar is higher, which 

is likely behind the weakness.  Our coverage starts with China news.  Australia will join the U.S. 

and the U.K. in sharing nuclear submarine technology, and Beijing is going after gaming.  Up 

next is economics and policy; the budget and debt ceiling turmoil continues.  The international 

roundup follows.  The EU discussed its state of the union, and PM Johnson shuffled his cabinet. 

We close with pandemic news.   

 

China:  Australia will acquire U.S. nuclear sub technology, and Chinese gambling takes a 

drubbing.   

• The U.K., U.S., and Australia have agreed to cooperate on several defense initiatives, 

including AI and cyber, but the item catching headlines is that the U.S. will assist 

Australia in acquiring nuclear submarines.  This decision was something of a surprise—

Canberra had already agreed to acquire these subs from France.  Paris was, in a word, 
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“displeased,” although the program was struggling to work.  This decision is 

monumental.  Until yesterday, only the U.K. shared in U.S. nuclear propulsion 

technology.  Obviously, this decision won’t make anyone happy in Beijing.  Having 

nuclear subs will make Australia a potent military power in the region.  The following are 

a couple of takeaways: 

o By stiffing France, the U.S. is adding evidence that the EU simply isn’t that 

important anymore.  This outcome was probably inevitable after the fall of the 

Soviet Union, but this action is just one in a growing list that shows Washington 

really doesn’t care all that much about the EU’s concerns. 

o Australia’s decision to take this step reflects its poisoned relations with Beijing.  

This chart shows the drift. 

 
 

Australia was once a major supplier of coal to China but has been losing share to 

Indonesia.  Obviously, this year, the changes are stark. 

• Macau is one of the world’s gambling hubs.  By some accounts, it’s second only to Las 

Vegas.  After Beijing announced new rules and regulatory oversight, gaming equities tied 

to the former colony plunged 23%, the largest negative one-day performance in history.  

Regulators announced a 45-day consultation period, during which they will take public 

comments related to revising its gaming laws.  We suspect there at two themes tied to this 

announcement.  First, General Secretary Xi has been implementing social control 

measures.  He has attempted to limit children’s video play and has pressed against 

excessive wealth.  Pushing back against gaming would fit into that policy trend.  Second, 

Macau has been a conduit for capital flight and money laundering.  As Beijing cracks 

down on the wealthy, limiting their ability to move money offshore would be expected.  

The aggressive closing of bitcoin mining was likely part of this goal as well.   

• The property market remains in turmoil.  Evergrande (EGRNF, USD, 0.40) is essentially 

in default after failing to make some debt payments.  The firm has hired advisors who 
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have previously worked on notorious failures.  Other real estate developers are suffering 

along with Evergrande, and there appear to be spillover effects to other parts of the 

economy.   

o One interesting sidelight—in a recent Odd Lots podcast1, Dan Wang made an 

interesting comment, suggesting Beijing is adopting the German business model 

for development.  Although he didn’t develop the thought, the German model 

relies on two factors.  First, it is heavily dependent on manufacturing; the recent 

crackdown on social media firms dovetails into that idea.  Beijing wants to 

promote making things, not talking about them.  Second, the model heavily 

depends on exports (read: the U.S. buys your stuff).  Although China potentially 

has a large internal market and may try to use the Belt and Road project to 

colonize nations and dump exports on them, the German model only truly works 

if you have an accommodating hegemon.  China doesn’t have that.   

• Taiwan is boosting its military spending on items better designed to fend off a mainland 

attack.   

• Ximalaya, a Chinese podcast platform, is canceling its U.S. IPO and will list in Hong 

Kong. 

 

Economics and policy:  Budget and debt ceiling matters continue, and the Treasury is looking at 

stablecoins. 

• The Democratic Congressional leadership is trying to figure out a way to raise the debt 

ceiling by month’s end as the GOP refuses to participate.  Although we expect something 

to be done at the 11th hour, there is a possibility of a government shutdown. 

• Regarding the budget, centrist Democrats have scuttled the leadership’s goal of 

increasing government control over drug pricing.  Although this isn’t the last word on the 

subject, it shows how difficult it will be to meet the goals of centrists and progressives.   

• We doubt this bill will gain traction, but there is a measure that would force the Fed to 

restrict the ability of banks to fund the fossil fuel industry.  The bill itself may be a 

messaging device.  As we noted yesterday, Sen Warren’s (D-MA) call to break up Wells 

Fargo (WFC, USD, 46.64) could be used as a litmus test for Chair Powell’s 

renomination.  This bill might be seen as “see what we could do if we had a different Fed 

Chair.”  In other words, a sympathetic Fed Chair might enforce the goals of this bill 

without the bill even being passed. 

• The Treasury is looking into the run risks of stablecoins, the crypto that acts like money 

markets.  We view this as a serious risk.  It is always difficult to know in advance the 

fount of a financial crisis, but our best guess is that these products are the most likely to 

foster the next one.   

• It turns out that the greatest risk for New Orleans from Hurricane Ida wasn’t the storm, 

but the loss of electricity after the storm was over.  Heat-related deaths were the leading 

cause of fatalities.   

 
1 IOHO, one of the top 5 financial podcasts out there, only topped by the Confluence of Ideas and the Asset 
Allocation Weekly Podcast.   
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https://www.wsj.com/articles/taiwan-plans-to-bulk-up-military-budget-to-contend-with-chinese-pressure-11631787522?st=mbgqxfhn1nmehch&reflink=desktopwebshare_permalink
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• The “buy now, pay later” cards are becoming popular.  To us, it looks like a way to 

charge more interest and fees than one can get from credit cards. 

• The WSJ has been investigating Facebook (FB, USD, 373.92).  Earlier reports showed 

how its subsidiaries were dangerous for teenage girls.  The most recent one shows how 

the company facilitates societal anger.   

International roundup:  The EU held its State of the Union address, and PM Johnson changes 

his cabinet.   

• European Commission President Ursula von der Leyen gave her State of the Union 

address yesterday.  Although such speeches are mostly a wish list of policies a leader 

wants, we saw two as notable. First, the EU appears to want a self-contained 

semiconductor industry.  If there was ever evidence that deglobalization was accelerating, 

this is it.  Second, the EU wants to build a foreign investment platform similar to the Belt 

and Road project.  We don’t see how that would work, but it does suggest the leadership 

is worried about China’s inroads into Eastern Europe.   

• PM Johnson announced a cabinet reshuffling yesterday.  For the U.K., there are many 

interesting stories, but for those outside the U.K., it doesn’t mean a whole lot.  The most 

interesting to us was the demotion of Dominic Raab from the position of foreign minister, 

who was likely hurt by the exit from Afghanistan.   

• France claims it has killed the head of Islamic State in the Sahara.   

• The Shanghai Cooperation Organization will hold meetings this weekend.  Although 

China dominates this organization, India is also a counterweight.   

• North Korea tested a couple of ballistic missiles yesterday.  It appears Kim wants some 

attention.  It should be noted that South Korea also did.   

• The South African government was hit with a large ransomware attack.   

• Japan is conducting military exercises designed to prepare for the defense of its smaller 

islands.  These islands would be particularly vulnerable if Taiwan fell under China’s 

direct control.   

• There is great fear that Afghanistan may spiral into civil war.  It appears that even the 

Taliban are fighting each other.   

COVID-19:  The number of reported cases is 226,453,332, with 4,661,290 fatalities.  In the 

U.S., there are 4,323,121 confirmed cases with 666,627 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 461,117,525 doses of the vaccine 

have been distributed, with 382,294,795 doses injected.  The number receiving at least one dose 

is 210,361,099, while the number receiving second doses, which would grant the highest level of 

immunity, is 179,695,287.  For the population older than 18, 65.2% have been vaccinated.  The 

FT has a page on global vaccine distribution.  The Axios COVID-19 map shows some 

improvement, although as the weather cools, we are seeing an uptick in cases in the northern part 

of the nation.   

• The booster shot debate is heating up.  The drug companies seem keen on supporting 

another round of shots, but researchers say the data isn’t all that compelling.  For 

https://www.wsj.com/articles/amazon-is-doing-it-so-is-walmart-why-retail-loves-buy-now-pay-later-11631784601?st=a3k66wwfb7v4p2p&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/facebook-algorithm-change-zuckerberg-11631654215?st=xtul3uouh9psopq&reflink=desktopwebshare_permalink
https://www.politico.eu/article/ursula-von-der-leyen-eu-soul-weakness-state-of-union-address/?utm_source=POLITICO.EU&utm_campaign=46586d1f7d-EMAIL_CAMPAIGN_2021_09_16_05_04&utm_medium=email&utm_term=0_10959edeb5-46586d1f7d-190334489
https://ec.europa.eu/commission/presscorner/detail/en/SPEECH_21_4701
https://ec.europa.eu/commission/presscorner/detail/en/SPEECH_21_4701
https://ec.europa.eu/info/sites/default/files/state_of_the_union_2021_letter_of_intent_en.pdf?utm_source=POLITICO.EU&utm_campaign=46586d1f7d-EMAIL_CAMPAIGN_2021_09_16_05_04&utm_medium=email&utm_term=0_10959edeb5-46586d1f7d-190334489
https://www.ft.com/content/7feb34b3-6ce3-4883-b18b-1e2b4401678e?emailId=61430ec20db4860004b33f63&segmentId=d16cd453-7bb5-45ba-728c-35ca5739b9f6
https://www.politico.eu/article/williamson-and-buckland-out-as-boris-johnson-kicks-off-cabinet-reshuffle/?utm_source=POLITICO.EU&utm_campaign=46586d1f7d-EMAIL_CAMPAIGN_2021_09_16_05_04&utm_medium=email&utm_term=0_10959edeb5-46586d1f7d-190334489
https://www.washingtonpost.com/world/boris-johnson-reshuffle-afghanistan/2021/09/15/2b0ed8a0-161c-11ec-a019-cb193b28aa73_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld&carta-url=https%3A%2F%2Fs2.washingtonpost.com%2Fcar-ln-tr%2F34b0d5b%2F6142c1839d2fda9d41ce8ecb%2F596b53f6ae7e8a44e7d597a3%2F38%2F69%2F6142c1839d2fda9d41ce8ecb
https://apnews.com/article/europe-africa-france-niger-emmanuel-macron-145327db93f72ddf1d0d4b223dfd2de0
https://www.theweek.in/news/india/2021/09/15/modi-to-virtually-lead-indian-delegation-at-sco-summit-on-friday.html
https://www.nytimes.com/2021/09/15/world/asia/north-korea-ballistic-missiles.html?smid=url-share
https://www.bbc.com/news/world-asia-58554326
https://www.bleepingcomputer.com/news/security/ransomware-encrypts-south-africas-entire-dept-of-justice-network/amp/
https://english.kyodonews.net/news/2021/09/fb0d69ab3fff-japan-ground-troops-begin-nationwide-drills-for-1st-time-in-30-years.html
https://www.bbc.com/news/world-asia-58560923?utm_source=Eurasia+Group+Signal&utm_campaign=a2176aabe3-EMAIL_CAMPAIGN_2021_09_16_10_46&utm_medium=email&utm_term=0_e605619869-a2176aabe3-134308033
https://www.bbc.com/news/world-asia-58560923?utm_source=Eurasia+Group+Signal&utm_campaign=a2176aabe3-EMAIL_CAMPAIGN_2021_09_16_10_46&utm_medium=email&utm_term=0_e605619869-a2176aabe3-134308033
https://www.nytimes.com/live/2021/09/16/world/covid-delta-variant-vaccine
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://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://www.axios.com/covid-cases-deaths-hospitalizations-delta-wave-18e01cd1-9c49-4e7b-b578-5b4e0d9c3272.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.nytimes.com/live/2021/09/15/world/covid-delta-variant-vaccine/new-study-of-booster-shots-fans-a-debate-over-extra-doses
https://www.nytimes.com/2021/09/15/us/politics/booster-shots-fda.html?smid=url-share


 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO  63119 | 314.743.5090 

www.confluenceinvestment.com 

 5 

politicians, there is always a goal of doing something, but there isn’t a preponderance of 

opinion.  Some FDA scientists have resigned recently due to pressure to approve 

boosters.   

 

U.S. Economic Releases  

Unemployment claims rose during the week ending September 11.  Initial claims came in at 

332K compared to expectations of 323K.  The prior report was revised from 310K to 312K. 

Continuing claims came in at 2,665K compared to expectations of 2,740K.  The previous report 

was revised from 2,783K to 2,852K. 
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The chart above shows the four-week moving average of initial claims.  The four-week average 

fell from 340.00K to 335.70K. 
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The chart above shows the four-week moving average of continuing claims by region.  

 

Manufacturing activity for the Philadelphia area surged in September, according to the Federal 

Reserve Bank of Philadelphia. The Philadelphia Fed Business Outlook Index came in at 30.7, 

well above expectations of 19.4.  
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The chart above shows the six-month moving average of the Philadelphia Fed Business Outlook 

Index.  

 

Retail sales rose unexpectedly in August as households increased their spending to prepare for 

kids going back to school.  The value of retail sales rose 0.7% over the prior month compared to 

expectations of a 0.7% drop.  Excluding auto, retail sales rose 1.8% from the prior month 

compared to the expectation of remaining unchanged.  Retail sales, excluding autos and gas, rose 

2.0% from the prior month, which was also expected to remain unchanged. Lastly, the retail 

sales control group, which excludes auto, gas, and building material, rose 2.5% from the prior 

month compared to expectations of remaining unchanged. 
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The chart above shows the annual change in the value of retail sales, which rose 15.1% from the 

prior year.  The impact of the pandemic continues to loom large. 

 

The table below shows the economic releases scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

9:45 Langer Consumer Comfort w/w 12-Sep 57.9 **

10:00 Business Inventories m/m Jul 0.5% 0.8% **

16:00 Total Net TIC Flows m/m Jul $31.5b ***

16:00 Net Long-term TIC Flows m/m Jul $110.9b **

Economic Releases

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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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Trade Balance m/m Aug -¥635.4b ¥441.0b ¥2.9b ** Equity bearish, bond bullish

Japan Buying Foreign Stocks w/w 10-Sep -¥139.0b -¥455.7b * Equity and bond neutral

Japan Buying Foreign Bonds w/w 10-Sep ¥1761.4b ¥1043.1b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 10-Sep ¥128.7b ¥421.6b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 10-Sep ¥951.9b ¥432.9b * Equity and bond neutral

Tokyo Condominiums for Sale m/m Aug 16.2% -6.3% ** Equity and bond neutral

Australia Consumer Inflation Expectation m/m Sep 4.4% 3.3% ** Equity bearish, bond bullish

Employment Change m/m Aug 146.3k 2.2k -80.0k ** Equity and bond neutral

Unemployment Rate m/m Aug 4.5% 4.6% 5.0% *** Equity and bond neutral

Participation Rate m/m Aug 65.2% 66.0% 65.7% *** Equity bearish, bond bullish

New Zealand GDP SA q/q 2Q 2.8% 1.6% 1.1% *** Equity bullish, bond bearish

Non Resident Bond Holdings m/m Aug 53.3% 53.0% ** Equity and bond neutral

EUROPE

Eurozone Trade Balance SA m/m Jul 13.4b 12.4b 14.9b ** Equity and bond neutral

EU27 New Car Registrations m/m Aug -19.1% -23.2% ** Equity and bond neutral

Italy Trade Balance Total m/m Jul 8762m 5681m ** Equity bullish, bond bearish

Russia CPI w/w 13-Sep 0.0% 0.1% *** Equity bullish, bond bearish

AMERICAS

Brazil Economic Activity y/y Jul 5.5% 9.1% 5.0% ** Equity bullish, bond bearish

Canada CPI y/y Aug 4.1% 3.7% 3.9% *** Equity and bond neutral

Existing Home Sales m/m Aug -0.5% -3.5% ** Equity and bond neutral

Mexico International Reserves Weekly w/w 10-Sep $198538m $205559m * Equity and bond neutral  
 

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. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 12 12 0 Down

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

TED spread (bps) 9 8 1 Neutral

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

10-yr T-note (%) 1.32 1.30 0.02 Down

Euribor/OIS spread (bps) -54 -55 1 Neutral

EUR/USD 3-mo swap (bps) 5 4 1 Down

Currencies Direction

dollar Up Down

euro Down Up

yen Down Neutral

pound Down Neutral

franc Down Neutral

Central Bank Action Current Prior Expected

RBA FX Transactions Government -A$1121m On forecast

RBA FX Transactions Market A$1099m On forecast

RBA FX Transactions Other -A$2371m On forecast  
 

 

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 $75.46 $73.60 2.53% Bullish EIA report

WTI $72.59 $72.61 -0.03%  

Natural Gas $5.38 $5.46 -1.45%  

Crack Spread $20.02 $19.96 0.27%

12-mo strip crack $20.10 $20.05 0.26%

Ethanol rack $2.62 $2.61 0.57%

Gold $1,778.35 $1,794.06 -0.88%

Silver $23.51 $23.84 -1.38%

Copper contract $432.45 $440.65 -1.86%

Corn contract 535.75$       533.50$       0.42%

Wheat contract 711.00$       712.25$       -0.18%

Soybeans contract 1,301.00$    1,294.50$   0.50%

Baltic Dry Freight 4233 4221 12

Actual Expected Difference

Crude (mb) -6.4 -3.6 -2.8

Gasoline (mb) -1.9 -3.0 1.1

Distillates (mb) -1.7 -2.0 0.3

Refinery run rates (%) 0.20% 2.50% -2.3%

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 entire eastern two-thirds of the country, with cooler temperatures throughout the 

Pacific region.  The forecast calls for dry conditions for most of the country. 

 

There are currently four cyclonic disturbances in the Atlantic region and one off the coast of 

West Africa.  One, Tropical Depression Nicholas has been downgraded to a post-tropical storm 

as it moves along the Louisiana coastline.  Two disturbances in the Atlantic Ocean are expected 

to develop into tropical storms within the next 48 hours.  Neither storm is expected to make 

landfall in the U.S.; the fourth is a tropical disturbance off the coast of West Africa. We are past 

the normal peak of hurricane activity, which occurs on September 10. 
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Data Section 
 

U.S. Equity Markets – (as of 9/14/2021 close) 
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(Source: Bloomberg) 
 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  
 

Asset Class Performance – (as of 9/14/2021 close) 
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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 

 

September 16, 2021 
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P/E as of 9/15/2021 = 23.7x

 
 

Based on our methodology,2 the current P/E is 23.7x, unchanged from last week. 

 
 

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. 

 
2 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 three actual quarters (Q4, Q1 and Q2) and one estimate (Q3). 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. 


