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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: April 5, 2019—9:30 AM EDT]  Global equity markets are mixed this morning.  The 

EuroStoxx 50 is up 0.1% from the last close.  In Asia, the MSCI Asia Apex 50 was down 0.1% 

from the prior close.  Chinese markets are closed for the Qingming/Ching Ming holiday.  U.S. 

equity index futures are signaling a lower open.   

 

It’s employment Friday!  We cover the data in detail below, but the quick take is that it is a 

nearly perfect report.  Payrolls recovered, unemployment remained low and wage pressures 

eased.  Here is what we are watching today: 

 

Trade progress: President Trump1 and Chairman Xi2 made positive comments on the potential 

for a trade deal but the two sides still haven’t resolved the most difficult parts of the 

negotiations.3  One emerging issue is biotech crops.4  The comments do suggest both sides want 

some sort of agreement in the near term.  Financial markets have mostly discounted a positive 

outcome, although the actual news of an agreement might give equities a short-term boost.   

 

Brexit: About the only thing new is that the May government has asked the EU for an extension 

to June 30.5  European Council President Tusk has floated the idea of a one-year extension with 

the flexibility of cutting it short if a deal is reached.6  Talks between Corbyn and May don’t 

appear to be going anywhere,7 although there is growing talk of a second referendum.8  The 

House of Lords, the upper house in the U.K. legislature, is also pressing the PM to consult with 

                                                 
1 https://www.nytimes.com/2019/04/04/business/economy/trump-xi-china-trade-
meeting.html?emc=edit_MBE_p_20190405&nl=morning-
briefing&nlid=5677267tion%3DtopNews&section=topNews&te=1  
2 https://finance.yahoo.com/news/trump-says-china-trade-deal-215844061.html  
3 https://www.wsj.com/articles/u-s-china-trade-talks-in-end-game-but-no-final-deal-yet-chamber-leader-says-
11554382517?mod=hp_lead_pos6  
4 https://www.reuters.com/article/us-usa-trade-china-biotech/biotech-crops-still-a-sticking-point-in-u-s-china-
trade-deal-sources-idUSKCN1RH02X  
5 https://finance.yahoo.com/news/britains-may-asks-eu-brexit-083130235.html  
6 https://www.politico.eu/article/eu-brexit-flextension-plan/  
7 https://www.ft.com/content/9496494c-56da-11e9-a3db-
1fe89bedc16e?emailId=5ca6c94d6008f300048dd485&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
8 https://www.ft.com/content/b01c7c02-56cd-11e9-91f9-
b6515a54c5b1?emailId=5ca6c94d6008f300048dd485&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
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them before any debate.9  Meanwhile, the government is monitoring its citizens’ buying 

behavior, worried that panic buying tied to Brexit could lead to shortages.10 

 

War in Libya?  General Haftar, whose forces control the eastern half of Libya, has ordered his 

troops to march on Tripoli in a bid to take control of the country.11  Although current maps are 

difficult to confirm, this linked one in the footnote suggests Haftar does control most of the 

country and has decided to complete the takeover.12  If Haftar is able to bring the country under 

singular control, it would likely increase oil output.  However, history of warfare shows that 

conquering is one thing, while controlling is another.  His attempt to take over could lead to 

increasing unrest and, if his bid fails, disruption of oil supplies may follow.  We would not be 

surprised to see a drop in Libyan supplies in the coming days as tensions rise. 

 

Anger in Riyadh?  Reuters13 is reporting that unnamed Saudi officials are threatening to stop 

pricing oil in dollars if Congress follows through and subjects OPEC to U.S. antitrust rules.  The 

reaction is rather odd.  First, the chances of this legislation passing through Congress is nil, and 

even if it does the president would veto it.  Second, for much of its history, the oil market has 

had a cartel-like body that manages output.  From Standard Oil to the Texas Railroad 

Commission to OPEC, the oil market has always had a body that holds excess capacity off the 

market to prevent price volatility.  This bill in Congress is counterproductive to that essential 

role.  Third, although there would be all sorts of claims of the demise of the dollar if the Saudis 

were to abandon the greenback, the reality is far less dire.  Where would the Saudis go—would 

they use euros?  What bond would they hold in reserve—German bonds with a negative yield, or 

maybe Italian bonds with credit concerns?  Would they hold the yuan?  And, would China be 

comfortable with its financial system being affected by the price of oil?  The bigger concern is if 

Iran were to attack Saudi Arabia, would the country rely on Beijing or Berlin to come to its aid? 

 

Our take is that such leaks suggest either panic or inexperience.  We lean toward the latter.  MbS, 

the de facto ruler of the kingdom, has a history of overreacting to slights.  To leak this sort of 

response to a bill that has no chance of passage is uncalled for.  However, it does suggest a 

degree of insecurity at the leadership level of the royal family. 

 

Cain for the FOMC: President Trump has two vacant seats on the FOMC.  Although Marvin 

Goodfriend did go to Congress for interviews, his performance was less than stellar and his 

appointment has been in limbo ever since.  Recently, the president has offered Stephen Moore, a 

                                                 
9 https://www.ft.com/content/86afb140-56cd-11e9-91f9-
b6515a54c5b1?emailId=5ca6c94d6008f300048dd485&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
10 https://www.politico.eu/article/uk-government-employs-firm-to-track-brexit-stockpiling-data-food-
supply/?utm_source=POLITICO.EU&utm_campaign=7a46094dbb-
EMAIL_CAMPAIGN_2019_04_05_04_54&utm_medium=email&utm_term=0_10959edeb5-7a46094dbb-
190334489  
11 https://www.aljazeera.com/news/2019/04/chief-deeply-concerned-military-escalation-libya-
190404081217912.html?wpisrc=nl_todayworld&wpmm=1  
12 https://libya.liveuamap.com/  Haftar’s region is in red. 
13 https://www.reuters.com/article/us-saudi-usa-oil-exclusive/exclusive-saudi-arabia-threatens-to-ditch-dollar-oil-
trades-to-stop-nopec-sources-idUSKCN1RH008  

https://www.ft.com/content/86afb140-56cd-11e9-91f9-b6515a54c5b1?emailId=5ca6c94d6008f300048dd485&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/86afb140-56cd-11e9-91f9-b6515a54c5b1?emailId=5ca6c94d6008f300048dd485&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.eu/article/uk-government-employs-firm-to-track-brexit-stockpiling-data-food-supply/?utm_source=POLITICO.EU&utm_campaign=7a46094dbb-EMAIL_CAMPAIGN_2019_04_05_04_54&utm_medium=email&utm_term=0_10959edeb5-7a46094dbb-190334489
https://www.politico.eu/article/uk-government-employs-firm-to-track-brexit-stockpiling-data-food-supply/?utm_source=POLITICO.EU&utm_campaign=7a46094dbb-EMAIL_CAMPAIGN_2019_04_05_04_54&utm_medium=email&utm_term=0_10959edeb5-7a46094dbb-190334489
https://www.politico.eu/article/uk-government-employs-firm-to-track-brexit-stockpiling-data-food-supply/?utm_source=POLITICO.EU&utm_campaign=7a46094dbb-EMAIL_CAMPAIGN_2019_04_05_04_54&utm_medium=email&utm_term=0_10959edeb5-7a46094dbb-190334489
https://www.politico.eu/article/uk-government-employs-firm-to-track-brexit-stockpiling-data-food-supply/?utm_source=POLITICO.EU&utm_campaign=7a46094dbb-EMAIL_CAMPAIGN_2019_04_05_04_54&utm_medium=email&utm_term=0_10959edeb5-7a46094dbb-190334489
https://www.aljazeera.com/news/2019/04/chief-deeply-concerned-military-escalation-libya-190404081217912.html?wpisrc=nl_todayworld&wpmm=1
https://www.aljazeera.com/news/2019/04/chief-deeply-concerned-military-escalation-libya-190404081217912.html?wpisrc=nl_todayworld&wpmm=1
https://libya.liveuamap.com/
https://www.reuters.com/article/us-saudi-usa-oil-exclusive/exclusive-saudi-arabia-threatens-to-ditch-dollar-oil-trades-to-stop-nopec-sources-idUSKCN1RH008
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controversial option.  Yesterday, he indicated he would nominate Herman Cain.  Although Cain 

isn’t an economist, he has experience as a member and chairman of the K.C. FRB.   

 

The national media will suggest neither man is especially qualified for the role, but we view both 

as defensible choices.  However, the real issue is loyalty.  President Trump, like a significant 

number of his predecessors, rightly views the Fed as an influential government entity that he has 

little control over.  Since the Rubin/Clinton/Greenspan peace accord in the 1990s, we have had 

unusually serene relations between the FOMC, the chairs and the White House.  However, 

Truman, who signed off on Fed independence, did so with great trepidation.  President Johnson 

reportedly pushed Bill Martin against the wall in protest of higher interest rates.14  Nixon leaked 

that Arthur Burns wanted an exorbitant pay raise and then offered to scotch the rumor in return 

for compliant policy.15  Reagan ordered Volcker not to raise rates in 198416 and loaded the 

FOMC with loyalists to undermine Volcker.17  The Rubin/Clinton/Greenspan detente worked 

mostly because of falling inflation; the fact that it held as long as it did was remarkable.   

 

It is clear that undermining the independence of the Federal Reserve can affect inflation 

expectations.  If investors, consumers and firms become convinced that the Fed will 

accommodate inflation impulses, then they will act to accentuate these impulses by accelerating 

purchases and building inventories.  We are nowhere close to that being a problem now, but the 

fact that Fed independence is being seen mostly as unnecessary suggests the public is becoming 

inured to low inflation and can’t conceive of it becoming a problem.   

 

The table below shows our “hawk/dove” estimates.  We are assuming that the nominees will be 

hardcore doves, although only under a Trump administration.  They might shift with a Democrat 

in the White House.  The change in policy stance is significant.  The overall composition of the 

board goes from 3.00 to 3.32.  The members this year jump the average to 3.25 from 2.90, and 

next year moves from 3.00 to 3.33 (scale is 1 being most hawkish, 5 being most dovish).  

Although these two new members (we are assuming they will be confirmed) can’t move policy 

by themselves, they will likely never vote to hike while Trump is president and may always vote 

to ease, leading to a higher level of dissention.  Historically, three governor dissents is 

considered a no-confidence outcome for a chair, thus Powell may find himself in an untenable 

position at some point. 

 

                                                 
14 https://www.nytimes.com/2017/06/13/business/economy/a-president-at-war-with-his-fed-chief-5-decades-
before-trump.html  
15 https://pubs.aeaweb.org/doi/pdfplus/10.1257/jep.20.4.177  
16 https://www.businessinsider.com/ronald-reagan-fed-chair-volcker-trump-2018-10  
17 https://www.latimes.com/archives/la-xpm-1986-10-03-fi-4106-story.html  

https://www.nytimes.com/2017/06/13/business/economy/a-president-at-war-with-his-fed-chief-5-decades-before-trump.html
https://www.nytimes.com/2017/06/13/business/economy/a-president-at-war-with-his-fed-chief-5-decades-before-trump.html
https://pubs.aeaweb.org/doi/pdfplus/10.1257/jep.20.4.177
https://www.businessinsider.com/ronald-reagan-fed-chair-volcker-trump-2018-10
https://www.latimes.com/archives/la-xpm-1986-10-03-fi-4106-story.html
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all 2019 2020

Powell 3 3 3

Clarida 3 3 3

Brainard 4 4 4

Bowman 3 3 3

Quarles 2 2 2

Moore 5 5 5

Cain 5 5 5

Williams NY 2 2 2

Evans CHI 4 4

Bullard STL 5 5

George KC 1 1

Barkin RICH 2

Bostic ATL 3

Daly SF 4

Mester CLEV 2 2

Rosengren BOS 2 2

Kashkari MINN 5 5

Kaplan DAL 3 3

Harker PHI 3 3

3.21 3.25 3.33

DOVE 1

MODERATE 5

TRADITIONAL HAWK 1

FINANCAL SENSITIVE 3

NOMINEE 2  
 

All this points to policy accommodation, which should be supportive for equities but might be 

bearish for longer duration debt. 

 

U.S. Economic Releases 

 

The change in non-farm payrolls for March came in well above expectations at 196k compared 

to the forecast of 177k.  The prior report was revised upward from 20k to 33k.  Therefore, the 

two-month payroll net revision rose 14k.  The change in private payrolls came in above 

expectations at 182k compared to the forecast of 177k.  The prior report was revised upward 

from 25k to 28k.  The change in manufacturing payrolls was below expectations, falling by 6k 

compared to the forecast of a 10k gain.  The prior report was revised downward from 4k to 1k. 
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The chart above shows the change in total private employment, which suggests the economic 

expansion continues.   
 

 
 

The chart above shows the 12-month moving total of the change in non-farm payrolls; a dip 

under 1.5mm signals recession. 
 

The unemployment rate came in line with expectations at 3.8%.  The labor force fell by 224k, 

while employment fell 201k in the household survey.  The labor force participation fell to 63.0%, 

while the U-6 unemployment rate remained steady at 7.3%.  The chart below shows the 

relationship between the unemployment rate and the employment/population ratio.  The 

divergence of the two variables has been one of the defining factors of this recovery and argues 

that labor market slack still remains. 
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Average hourly earnings for all workers came in below expectations, rising 0.1% from the prior 

month compared to the forecast of 0.3%. 
 

 
 

The chart above shows the yearly change in overall wages for all workers along with production 

and non-supervisory workers.  Wage growth has been strengthening but did ease this month.  

Our take on the rise in wages is that the data was affected by a series of state and local measures 

to boost minimum wages.  As these measures “age” the impact on the yearly wage growth 

should subside.  We may be seeing this in the data.   
 

In summary, the jobs report was nearly perfect for financial markets.  The rise in payrolls eases 

concern about recession.  Although the internals of the household survey are problematic, the 

unemployment rate remaining steady eases that worry.  And, the decline in wage growth will 

tend to belie concerns about margin compression.  Overall, we view the report as friendly.  
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The table below lists the economic releases and Fed events scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

15:00 Consumer Credit m/m feb $17.000 bn $17.049 bn **

EST Speaker or event

15:30 Raphael Bostic Speaks on Disruption and Opportunity President of the Federal Reserve Bank of Atlanta

Fed speakers or events

Economic Releases

District or position

 
 

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.  
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Household Spending m/m mar 1.7% 2.0% 1.9% ** Equity and bond neutral

Labor Cash Earnings m/m mar -0.8% 1.2% 0.9% ** Equity and bond neutral

Real Cash Earnings m/m mar -1.1% 1.1% 0.8% *** Equity and bond neutral

Official Reserve Assets m/m mar $1.292 tn $1.282 tn * Equity and bond neutral

Leading Index CI m/m feb 97.4 96.5 97.2 ** Equity and bond neutral

Coincident Index m/m feb 98.8 98.1 98.9 ** Equity and bond neutral

Australia AiG Performance Construction Index m/m mar 45.6 43.8 ** Equity and bond neutral

Foreign Reserves m/m mar A$77.1 bn A$68.5 bn ** Equity and bond neutral

EUROPE

Germany Industrial Production m/m feb 0.7% -0.8% 0.5% *** Equity bullish, bond bearish

France Trade Balance m/m feb -4.002 bn -4.195 bn -4.550 bn ** Equity and bond neutral

Current Account Balance m/m feb -0.800 bn 0.900 bn ** Equity bearish, bond bullish

UK Halifax House Prices m/m mar -1.6% 5.9% -2.8% *** Equity and bond neutral

Unit Labor Costs m/m mar 3.1% 2.8% ** Equity and bond neutral

Switzerland Foreign Currency Reserves m/m mar 756.0 bn 738.8 bn 740.6 bn ** Equity bullish, bond bearish

Russia Gold and Forex Reserves w/w mar 489.5 bn 487.1 bn * Equity and bond neutral

Consumer Confidence Index q/q 1q -16 -17 *** Equity and bond neutral

Money Supply Narrow Def w/w mar 10.10 tn 10.23 tn ** Equity and bond neutral

AMERICAS

Mexico Consumer Confidence Index m/m mar 112.7 116.8 116.7 *** Equity and bond neutral

Canada Ivey Purchasing Managers Index m/m mar 54.3 50.6 ** Equity bullish, bond bearish

Brazil Vehicle Sale Anfavea m/m mar 209165 198641 * Equity and bond neutral

Vehicle Production Anfavea m/m mar 240546 257233 * Equity and bond neutral

Vehicle Sales Anfavea m/m mar 39018 40510 * 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 260 260 0 Up

3-mo T-bill yield (bps) 237 238 -1 Neutral

TED spread (bps) 23 22 1 Neutral

U.S. Libor/OIS spread (bps) 241 240 1 Up

10-yr T-note (%) 2.54 2.52 0.02 Neutral

Euribor/OIS spread (bps) -31 -31 0 Neutral

EUR/USD 3-mo swap (bps) 15 14 1 Down

Currencies Direction

dollar flat Neutral

euro flat Up

yen down Neutral

pound flat Neutral

franc flat 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. 
 

Price Prior Change Explanation

Brent $69.06 $69.40 -0.49%

WTI $61.92 $62.10 -0.29%  

Natural Gas $2.64 $2.64 -0.26%  

Crack Spread $20.04 $20.15 -0.54%

12-mo strip crack $16.65 $16.71 -0.37%

Ethanol rack $1.47 $1.47 -0.37%

Gold $1,289.35 $1,292.21 -0.22%

Silver $15.18 $15.15 0.18%

Copper contract $291.50 $291.00 0.17%

Corn contract 363.25$       365.25$       -0.55%

Wheat contract 465.00$       470.75$       -1.22%

Soybeans contract 900.75$       906.50$       -0.63%

Baltic Dry Freight 699 672 27

Actual Expected Difference

Crude (mb) 7.2 -0.9 8.1

Gasoline (mb) -1.8 -2.0 0.2

Distillates (mb) -2.0 -0.6 -1.4

Refinery run rates (%) -0.20% 1.00% -1.20%

Natural gas (bcf) 23.0 7.0 16.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show warmer temperatures for the southern region and cooler 

temps for the rest of the country.  Precipitation is expected for most of the country. 
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Asset Allocation Weekly 
Confluence Investment Management offers various asset allocation products which are managed using 

“top down,” or macro, analysis.  We report asset allocation thoughts on a weekly basis, updating this 

section every Friday.  
 

April 5, 2019 
 

Mortgage-backed securities have rather odd characteristics compared to Treasuries.  At their 

most basic level, mortgages are bonds—prices are inversely related to yields.  The pricing on 

mortgages assumes a certain level of refinancing activity.  However, when yields rise, expected 

mortgage duration tends to extend because mortgage holders are less likely to refinance.  When 

yields fall, expected duration shortens as mortgage holders replace their existing mortgages with 

new ones at lower rates.  Usually, mortgage bonds tend to act like options; they act “normal” 

within a certain range of yields, but duration adjustments occur if yields change above a given 

range. 

 

Some bond fund managers are required to maintain a given duration level.  If the manager is 

holding mortgages and refinancing activity rises then the fund’s duration could shorten.  This 

would require the manager to take steps to re-extend duration.  A fast way to accomplish this 

goal would be to buy long-duration Treasury futures.  These instruments are liquid and generally 

have a set duration.   

 

In general, refinancing tends to take place when interest rates fall below the level of the current 

mortgage, taking closing costs into account.   
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The chart on the left shows the 10-year T-note yield; we have regressed a time trend through the 

data.  Clearly, yields have been on a downward path since 1990.  The chart on the right shows 

the 10-year T-note yield less trend on the lower line and the mortgage refinancing index on the 

upper line.  Evidently, refinancing activity tends to rise when rates are below trend.  Since 2016, 

the steady rise in rates relative to trend has depressed refinancing.  However, we have seen a lift 

in refinancing recently.  On the one hand, the dip in rates doesn’t look like enough to overcome 
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closing costs.  On the other hand, paying a higher rate on a new mortgage may be the only way a 

homeowner can capture price appreciation.   

 

 
 

This chart shows the ratio of the new rate to the old rate.  When the old rate is higher than the 

new rate, the ratio is less than 1.0.  Note that this ratio is now at a new record high.  Essentially, 

buyers are refinancing at a less advantageous rate to extract home equity. 

 

We suspect the most important factors of the recent bond rally have been changes in monetary 

policy expectations and reduced inflation fears.  But, the rise in refinancing has likely played a 

role as well.  We doubt that the attractiveness of locking in a higher mortgage rate will continue 

indefinitely, therefore this bullish factor should dissipate in the coming weeks.   

 

 

 

 
Past performance is no guarantee of future results.  Information provided in this report is for educational and illustrative purposes only 

and should not be construed as individualized investment advice or a recommendation.  The investment or strategy discussed may not be 

suitable for all investors.  Investors must make their own decisions based on their specific investment objectives and financial 

circumstances.  Opinions expressed are current as of the date shown and are subject to change.  



 

 

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

www.confluenceinvestment.com 

 11 

Data Section 

 

U.S. Equity Markets – (as of 4/4/2019 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. 

 

Asset Class Performance – (as of 4/4/2019 close) 
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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). 

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. 

 

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), 
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P/E Update 
 

April 4, 2019 
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P/E as of 4/3/2019 = 18.5x

 
 

Based on our methodology,18 the current P/E is 18.5x, up from 17.8x last week.  With the 

beginning of Q2, we have adjusted the four-quarter moving total and the average value for the 

S&P.  The jump in the multiple is mostly due to the recent rise in the index. 
 
 
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. 

                                                 
18 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 (Q3 and Q4) and two estimates (Q1 and Q2). We take the S&P average for the 
quarter and divide by the rolling four-quarter sum of earnings to calculate the P/E. This methodology isn’t perfect 
(it will tend to inflate the P/E on a trailing basis and deflate it on a forward basis), but it will also smooth the data 
and avoid P/E volatility caused by unusual market activity (through the average price process). Why this process?  
Given the constraints of the long-term data series, this is the best way to create a long-term dataset for P/E ratios. 


