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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 25, 2019—9:30 AM EDT]  Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is down 0.29% from the last close.  In Asia, the MSCI Asia Apex 

50 was down 0.9% from the prior close.  Chinese markets were lower, with the Shanghai 

composite down 2.4% and the Shenzhen index down 3.4%.  U.S. equity index futures are 

signaling a flat open. With 152 companies having reported, the S&P 500 Q4 earnings stand at 

$37.87, higher than the $37.29 forecast for the quarter.  The forecast reflects a 2.0% decrease 

from Q1 2018 earnings.  Thus far this quarter, 82.2% of the companies reported earnings above 

forecast, while 12.5% reported earnings below forecast. 

 

It’s another mostly quiet morning as a plethora of earnings are released.  Here is what we are 

watching: 

 

South Korea goes negative: Real GDP slipped into negative territory in Q1. 
 

 
 

Weak investment spending led to the unexpected slowdown.  Although exports were weak, on a 

net basis, they were offset by soft imports as well.  The decline in South Korean growth is further 

evidence of a global slowdown. 

 

 

Daily Comment 
 

By Bill O’Grady and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
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Central bank news: The BOJ left policy unchanged1 despite lowering growth and inflation 

forecasts for 2020.  Its primary response to the downgrade was forward guidance, indicating it 

would not consider raising rates until next year.  At the same time, Governor Kuroda signaled 

that no new stimulus measures would be considered.  The PBOC indicated that policy is on hold, 

responding to speculation that additional easing is coming.2  The BOE is beginning the process 

of selecting a new governor.3  Carney will be leaving his post next February.  Carney has been 

controversial, angering Brexit supporters by forecasting an economic downturn if the U.K. 

leaves the EU without a trade arrangement.  Although not in today’s news, ECB President 

Draghi will leave office in the fall and we expect that EU leaders will announce his successor in 

June.  From a market perspective, the key is “anyone other than Jens Weidmann” of the 

Bundesbank.  Weidmann is considered an extreme hawk and would be less likely to support 

unconventional policy if the Eurozone runs into debt issues.4  If he gets the nod (and Berlin is 

thought to be supporting him in this role) we would expect at least a temporary jump in the EUR. 

 

OBR: The “one belt, one road” foreign investment program (or, as we like to refer to it, “the 

Chinese imperial project”) is holding meetings in Beijing at the Belt and Road Forum.  Dozens 

of nations have sent representatives to the meeting, indicating the interest in gaining access to 

Chinese infrastructure funding.  China is taking steps at this meeting to address criticism that the 

projects saddle countries with high debt.5  The U.S. has not moved strongly against the project 

yet, but it clearly has the attention of Washington. 

 

Turkey: The central bank dropped references to further policy tightening and admitted that 

currency reserves fell $1.8 bn last week.  Although official foreign reserves are $26.9 bn, if 

drawn swap lines are removed, reserves are closer to $14.9 bn.  In February, Turkey’s goods and 

services imports were around $16 bn, so Turkey is in a precarious position without swaps.  At 

the same time, it’s important to note that Turkey sits in a geopolitically sensitive area.  It can 

likely “encourage” EU support by “discussing” the flow of refugees, and can play the West off 

Russian or Iranian influence.  We are always worried that Erdogan will overplay his leverage but 

that doesn’t mean the leverage doesn’t exist. 

 

Argentina: Unlike Turkey, Argentina sits at the end of the world.  It isn’t geopolitically 

important and thus has to fend for itself.  Borrowing costs have jumped and credit default swaps 

have reached 1200 bps, making it the world’s second most risky sovereign borrower (with 

Venezuela in the top spot).  Remember that century bond issued in 2017?6  It’s trading at 70 

cents to the dollar.7  The Macri government announced a price freeze on 60 items in a bid to 

bring inflation under control.  Spooking investors are the looming elections on October 27 and 

                                                 
1 https://finance.yahoo.com/news/boj-gives-first-timeframe-super-065221925.html 
2 https://www.reuters.com/article/us-china-economy-policy/china-central-bank-has-no-intent-to-tighten-or-relax-
monetary-policy-vice-governor-idUSKCN1S10A6 
3 https://www.ft.com/content/f084bc74-6653-11e9-a79d-
04f350474d62?emailId=5cc1298dc5f9c30004ff5d1e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22 
4 https://foreignpolicy.com/2018/03/08/the-most-dangerous-man-in-europe-is-jens-weidmann/ 
5 https://www.ft.com/content/f7442058-66f9-11e9-9adc-
98bf1d35a056?emailId=5cc1298dc5f9c30004ff5d1e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22 
6 https://www.cnbc.com/2017/06/20/argentina-sees-strong-demand-for-surprise-100-year-bond.html 
7 https://www.ft.com/content/2fcfc230-66c6-11e9-a79d-04f350474d62 

https://finance.yahoo.com/news/boj-gives-first-timeframe-super-065221925.html
https://www.reuters.com/article/us-china-economy-policy/china-central-bank-has-no-intent-to-tighten-or-relax-monetary-policy-vice-governor-idUSKCN1S10A6
https://www.reuters.com/article/us-china-economy-policy/china-central-bank-has-no-intent-to-tighten-or-relax-monetary-policy-vice-governor-idUSKCN1S10A6
https://www.ft.com/content/f084bc74-6653-11e9-a79d-04f350474d62?emailId=5cc1298dc5f9c30004ff5d1e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/f084bc74-6653-11e9-a79d-04f350474d62?emailId=5cc1298dc5f9c30004ff5d1e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://foreignpolicy.com/2018/03/08/the-most-dangerous-man-in-europe-is-jens-weidmann/
https://www.ft.com/content/f7442058-66f9-11e9-9adc-98bf1d35a056?emailId=5cc1298dc5f9c30004ff5d1e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/f7442058-66f9-11e9-9adc-98bf1d35a056?emailId=5cc1298dc5f9c30004ff5d1e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.cnbc.com/2017/06/20/argentina-sees-strong-demand-for-surprise-100-year-bond.html
https://www.ft.com/content/2fcfc230-66c6-11e9-a79d-04f350474d62
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the increasing likelihood that the infamous Kirchners will return to power.  The latest polls 

indicate that Cristina Kirchner holds a four-point lead over the incumbent.  The Argentine peso 

has been under pressure. 

 

Brexit: The leadership challenge against PM May failed.8  There is no evidence of progress on 

talks with Labour.  However, a major looming threat did emerge to the U.K. as Scotland’s First 

Minister Sturgeon indicated she will take steps to hold another referendum on leaving the U.K. if 

Brexit occurs.9  We suspect this one might pass. 

 

Putin’s trash problem: The late congressional leader Tip O’Neill was credited with the quote 

that “all politics is local.”  No matter how powerful the office, basic public goods must be 

provided by officeholders.  Mayors in major U.S. cities have lost elections over potholes and 

snow removal.  In Russia, protests have broken out against the creation and expansion of open-

air landfills, which are estimated to be four times the size of the island of Cyprus.10  Although we 

doubt this will bring down the government, as noted above, other politicians have fallen from 

power for less. 

 

GDP: The first report of Q1 GDP will be released tomorrow.  Here is the Atlanta Fed estimate. 
 

 
 

                                                 
8 https://www.ft.com/content/c844299e-66ac-11e9-9adc-
98bf1d35a056?emailId=5cc1298dc5f9c30004ff5d1e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22 
9 https://www.nytimes.com/2019/04/24/world/europe/scotland-independence-referendum-
brexit.html?emc=edit_MBE_p_20190425&nl=morning-
briefing&nlid=5677267ion%3DwhatElse&section=whatElse&te=1 
10 https://www.politico.eu/article/vladimir-putin-garbage-problem-russia-
landfills/?utm_source=POLITICO.EU&utm_campaign=5fe066dd05-
EMAIL_CAMPAIGN_2019_04_25_04_53&utm_medium=email&utm_term=0_10959edeb5-5fe066dd05-190334489 

https://www.ft.com/content/c844299e-66ac-11e9-9adc-98bf1d35a056?emailId=5cc1298dc5f9c30004ff5d1e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/c844299e-66ac-11e9-9adc-98bf1d35a056?emailId=5cc1298dc5f9c30004ff5d1e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2019/04/24/world/europe/scotland-independence-referendum-brexit.html?emc=edit_MBE_p_20190425&nl=morning-briefing&nlid=5677267ion%3DwhatElse&section=whatElse&te=1
https://www.nytimes.com/2019/04/24/world/europe/scotland-independence-referendum-brexit.html?emc=edit_MBE_p_20190425&nl=morning-briefing&nlid=5677267ion%3DwhatElse&section=whatElse&te=1
https://www.nytimes.com/2019/04/24/world/europe/scotland-independence-referendum-brexit.html?emc=edit_MBE_p_20190425&nl=morning-briefing&nlid=5677267ion%3DwhatElse&section=whatElse&te=1
https://www.politico.eu/article/vladimir-putin-garbage-problem-russia-landfills/?utm_source=POLITICO.EU&utm_campaign=5fe066dd05-EMAIL_CAMPAIGN_2019_04_25_04_53&utm_medium=email&utm_term=0_10959edeb5-5fe066dd05-190334489
https://www.politico.eu/article/vladimir-putin-garbage-problem-russia-landfills/?utm_source=POLITICO.EU&utm_campaign=5fe066dd05-EMAIL_CAMPAIGN_2019_04_25_04_53&utm_medium=email&utm_term=0_10959edeb5-5fe066dd05-190334489
https://www.politico.eu/article/vladimir-putin-garbage-problem-russia-landfills/?utm_source=POLITICO.EU&utm_campaign=5fe066dd05-EMAIL_CAMPAIGN_2019_04_25_04_53&utm_medium=email&utm_term=0_10959edeb5-5fe066dd05-190334489
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The current forecast is for 2.8% growth.  The Bloomberg consensus is for 2.2% growth.  Here 

are the Atlanta FRB’s contributions to growth estimates.  Inventory rebuilding and improved net 

exports have lifted their growth estimates over the quarter. 
 

 
 

Energy update:  Crude oil inventories rose 5.5 mb last week compared to the forecast rise of 0.5 

mb. 
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In the details, refining activity jumped 2.4%, well above the 0.9% increase that was forecast.  

Estimated U.S. production rose slightly by 0.1 mbpd to 12.2 mbpd.  Crude oil imports surged 1.2 

mbpd, while exports rose 0.3 mbpd.   
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(Sources: DOE, CIM) 

 

This is the seasonal pattern chart for commercial crude oil inventories.  We are nearing the end 

of the spring build season and will probably not achieve average, although the gap has narrowed 

significantly in recent weeks. 

 

Refinery activity recovered strongly this week. 
 

 
(Sources: DOE, CIM) 
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Had it not been for the rise in imports, we would have likely seen a decline in inventory levels.   
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Based on oil inventories alone, fair value for crude oil is $53.98.  Based on the EUR, fair value is 

$52.22.  Using both independent variables, a more complete way of looking at the data, fair 

value is $51.91.  This is one of those rare circumstances when the combined model fair value 

does not lie between the estimates from the two single-variable models.   

 

Current prices are running well above fair value.  Geopolitical risks, including the unrest in 

Libya, continued problems in Iraq and the end of Iranian oil export waivers, are lifting prices.  

However, our data does suggest that the markets are getting a bit rich and evidence that any of 

these situations are improving will likely lead to at least a period of consolidation, if not a 

pullback, in prices.  We note that some Russian crude oil has been rejected by refineries due to 

contamination.11  Given tight supply conditions, such news is important and has lifted prices this 

morning. 

 

U.S. Economic Releases 
 

Initial jobless claims came in above expectations at 230k compared to the forecast of 200k.  The 

prior report was revised upward from 192k to 193k.   

 

  

                                                 
11 https://www.themoscowtimes.com/2019/04/25/germany-poland-halt-oil-imports-from-russia-over-quality-
concerns-a65377 

https://www.themoscowtimes.com/2019/04/25/germany-poland-halt-oil-imports-from-russia-over-quality-concerns-a65377
https://www.themoscowtimes.com/2019/04/25/germany-poland-halt-oil-imports-from-russia-over-quality-concerns-a65377
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The chart above shows the four-week moving average for initial claims.  The four-week moving 

average rose from 201.5k to 206.0k. 

 

March durable goods orders came in better than expectations, rising 2.7% from the prior month 

compared to the forecast gain of 0.8%.  The prior week’s loss was revised downward from 1.6% 

to 1.1%.  Durables ex-transportation came in above expectations, rising 0.4% from the prior 

month compared to the forecast of 0.2%.  The prior report’s loss was revised upward from 0.1% 

to 0.2%.  Capital goods orders non-defense ex-air were above expectations, rising 1.3% from the 

prior month compared to the forecast gain of 0.2%.  The prior report was revised from a loss of 

0.1% to a gain of 0.1%.  Capital goods shipments non-defense ex-air came in below 

expectations, falling 0.2% from the prior month compared to the forecast gain of 0.1%.   
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The above chart shows the annual change in new durable goods orders and shipments.  Annually, 

new orders rose by 2.3%, shipments rose by 5.1%, unfilled orders rose by 3.0% and inventories 

rose by 5.0%.   
 

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

 

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort m/m apr 60.3 **

10:00 Kansas City Manf. Activity m/m apr 8 10 **

Fed speakers or events

Economic Releases

No speakers or events scheduled  
 

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 Japan buying foreign bonds m/m apr ¥1.170 tn ¥0.591 tn * Equity and bond neutral

Japan buying foreign stocks m/m apr -¥0.107 tn -¥0.563 tn * Equity and bond neutral

Foreign buying Japan bonds m/m apr -¥0.443 tn ¥0.563 tn * Equity and bond neutral

Foreign buying Japan stocks m/m apr ¥1.427 tn ¥0.529 tn * Equity and bond neutral

China Swift Global Payments CNY m/m mar 1.9% 1.9% ** Equity and bond neutral

EUROPE

UK CBI Retailing Reported Sales m/m apr 13 -18 0 ** Equity bullish, bond bearish

CBI Total Dist. Reported Sales m/m apr 9 -6 ** Equity bullish, bond bearish

Russia CPI Weekly YTD m/m apr 2.0% 1.9% *** Equity and bond neutral

AMERICAS

Mexico Bi-Weekly CPI m/m apr 4.4% 4.1% 4.2% ** Equity and bond neutral

Canada CFIB Business Barometer m/m apr 56.7 55.9 *** Equity bullish, bond bearish

Wholesale Trade Sales m/m feb 0.3% 0.6% 0.1% ** 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 258 258 0 Up

3-mo T-bill yield (bps) 236 237 -1 Neutral

TED spread (bps) 22 21 1 Neutral

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

10-yr T-note (%) 2.53 2.52 0.01 Neutral

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

EUR/USD 3-mo swap (bps) 16 16 0 Down

Currencies Direction

dollar up Neutral

euro down Up

yen up Neutral

pound flat Neutral

franc down Neutral

Central Bank Action Current Prior Expected

Bank of Canada Rate Decision 1.750% 1.750% 1.750% On forecast

BOJ Policy Balance Rate -0.100% -0.100% -0.100% On forecast

BOJ 10-yr Yield Target 0.000% 0.000% 0.000% 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. 
 

Price Prior Change Explanation

Brent $75.24 $74.57 0.90%

WTI $66.15 $65.89 0.39%  

Natural Gas $2.47 $2.46 0.45%  

Crack Spread $22.01 $21.67 1.59%

12-mo strip crack $18.56 $18.36 1.06%

Ethanol rack $1.45 $1.45 -0.30%

Gold $1,276.88 $1,275.76 0.09%

Silver $14.87 $14.95 -0.50%

Copper contract $288.25 $291.60 -1.15%

Corn contract 354.50$       356.00$       -0.42%

Wheat contract 437.75$       438.50$       -0.17%

Soybeans contract 871.50$       868.75$       0.32%

Baltic Dry Freight 850 821 29

Actual Expected Difference

Crude (mb) 5.5 0.5 5.0

Gasoline (mb) -2.1 -1.8 -0.3

Distillates (mb) -0.7 -0.7 0.0

Refinery run rates (%) 2.40% 0.90% 1.50%

Natural gas (bcf) 91.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show cooler temps for most of the country, with warmer temps 

in the Midwest and southeastern regions.  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 18, 2019 
 

Why is inflation so low?  The persistence of low inflation, despite the long expansion and the 

decline in unemployment, continues to befuddle policymakers.  Standard economic theory 

suggests there is an inverse relationship between inflation and unemployment.  When the 

unemployment rate is low, firms should be experiencing reduced excess capacity.  As capacity is 

constrained, supply bottlenecks would be expected to develop which would eventually result in 

inflation. 

 

Although the unemployment/inflation theory makes sense, it doesn’t work all that well in real 

life. 
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This chart shows the level of unemployment, with an 18-month lag, compared to the yearly 

change in CPI.  In the 1960s, it did appear there was a tradeoff; when unemployment fell, 

inflation rose 18 months later.  However, even during this period, the data relationship was 

merely directional as sub-4% unemployment led to 6% CPI.  In the mid-1970s, 4.5% 

unemployment led to CPI in excess of 12%.  Since the early 1980s, CPI has rarely moved above 

4%, and in the current environment sub-4% unemployment has not yet triggered a notable 

inflation problem. 

 

It turns out inflation is rather complicated.  Expectations play a major role; if households and 

businesses expect rising inflation, they take steps to protect themselves that exacerbate the 
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inflation impulse.  Both sectors will build inventory levels, effectively changing their balance 

sheet allocation from financial instruments to real goods.  This action can lift the demand for 

goods and can trigger inflation.   

 

There also appears to be at least two long-term factors that affect inflation.  Inequality seems to 

have an impact. 
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History shows that lower degrees of inequality are correlated with higher levels of inflation.  We 

think there are two factors that cause this outcome.  First, policies designed to expand supply, 

deregulation and globalization, tend to improve the efficiency of the economy at the expense of 

higher inequality.  Outsourcing and automation make production more efficient but also reduce 

the demand for domestic labor.  Simply put, one person’s efficiency is another person’s pink slip.  

Second, CPI is designed to measure prices based on an average household’s consumption 

patterns.  With rising inequality, lower decile households may have less income to spend on 

basic items, making it difficult for firms to pass along price increases on such goods.  On the 

other hand, under conditions of inequality, prices on luxury items are likely to be priced higher 

simply because there is more spending power available.12 

 

However, it is likely that the most potent reason inflation has stayed low is because of excess 

capacity in the economy.  Measuring excess capacity is profoundly difficult because it is 

something of a moving target.  A simple way is to regress long-term GDP against trend; the 

assumption is that the trend is a reasonable proxy for capacity. 

 

                                                 
12 https://www.pewtrusts.org/en/research-and-analysis/issue-briefs/2016/03/household-expenditures-and-
income  

https://www.pewtrusts.org/en/research-and-analysis/issue-briefs/2016/03/household-expenditures-and-income
https://www.pewtrusts.org/en/research-and-analysis/issue-briefs/2016/03/household-expenditures-and-income
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The chart on the left is real GDP, log-transformed with a time trend regressed through it.  The 

lower line is the deviation from trend.  We are currently in a period where GDP is well below 

trend.  The only other period that exhibited such a negative deviation from trend was the Great 

Depression.  The chart on the right shows the GDP deviation line compared to CPI.  Note that 

inflation tends to be low during periods of below-trend GDP.  For the overall time frame (1921-

2018), CPI averages 2.8%.  When GDP is above trend, inflation averages 3.8%; when GDP is 

below trend, CPI averages 0.4%. 

 

This trend analysis could mean that it may take several years before inflation pressures become 

notable if policymakers become aggressive with stimulation (i.e., keeping monetary policy 

accommodative while lifting fiscal policy).  It also means the Federal Reserve can probably 

avoid raising rates for a considerable period.   

   

   

 

 
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.  
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Data Section 

 

U.S. Equity Markets – (as of 4/24/2019 close) 
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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 4/24/2019 close) 
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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). 

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 
 

April 25, 2019 
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P/E as of 4/23/2019 = 18.7x

 
 

Based on our methodology,13 the current P/E is 18.7x, up 0.1x from last week.  Rising index 

values led to the rise in the P/E. 
 
 
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. 

                                                 
13 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. 


