
 

 

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

www.confluenceinvestment.com 

 1 

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 1, 2020—9:30 AM EDT] Global equity markets are lower this morning.  The 

EuroStoxx 50 is down 4.0% from its last close.  In Asia, the MSCI Asia Apex 50 closed down 

1.7% from the prior close.  Chinese markets were lower, with the Shanghai Composite down 

0.6% and the Shenzhen Composite down 0.4%.  U.S. equity index futures are signaling a lower 

open.   
 

Happy April Fool’s Day!  But please don’t expect any foolishness here!  As always, we soberly 

review the latest U.S. projections on the course of the COVID-19 pandemic, which have rattled 

the markets so far this morning.  We also note the Fed has come out of the closet as the world’s 

central bank (see detailed discussion below), while Europe continues to struggle with a way to 

support its economy. 
 

COVID-19:  Official data show confirmed cases have risen to 874,081 worldwide, with 43,537 

deaths and 185,194 recoveries.  In the United States, confirmed cases rose to 189,633, with 4,081 

deaths and 7,136 recoveries (though the recovery data is lagging).  Here is the main chart of 

infections now being published by the Financial Times: 
 

 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.nytimes.com/2020/04/01/world/coronavirus-news.html
https://gisanddata.maps.arcgis.com/apps/opsdashboard/index.html#/bda7594740fd40299423467b48e9ecf6
https://gisanddata.maps.arcgis.com/apps/opsdashboard/index.html#/bda7594740fd40299423467b48e9ecf6
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• Virology.  In its daily news conference yesterday, the Trump administration laid out the 

projections that prompted the president to back down from his goal to end the nation’s 

lockdowns as early as April 12.  If strict social distancing is maintained, the projections 

call for a total U.S. death toll of 100,000 to 240,000, versus as many as 2.2 million if 

social distancing is abandoned.  The projected number of serious cases is many times 

greater, so the key issue will be how badly local health systems are overwhelmed.  The 

statements appear to be a major factor in pushing U.S. equities sharply lower so far today. 

– Highlighting the political danger from mismanaging the pressure on a health 

system, British Prime Minister Johnson is being criticized for insufficiently 

testing NHS doctors and other workers in self-quarantine.  The few tests done to 

date indicate only some are actually infected, suggesting they’ve been pulled from 

the front lines for no good reason. 

– Several European countries have adopted the Asian strategy of urging everyone to 

wear masks in public, based on growing evidence that people experiencing no 

symptoms can spread the disease more widely than previously thought.  In the 

U.S., CDC Director Dr. Robert Redfield said his agency is reviewing its 

recommendation that healthy people who aren’t hospital workers should refrain 

from using masks. 

– About 70 crew members on the U.S.S. Theodore Roosevelt have now tested 

positive for COVID-19, prompting the aircraft carrier’s commander to order the 

remaining 5,000 or so sailors into quarantine in vacant hotels on Guam. 

– Now that China has gotten egg on its face from the faulty masks and test kits 

some Chinese firms have sold abroad, the government has banned firms from 

exporting medical supplies if they’re not licensed to sell them domestically. 

• Real Economy.  IHS Markit said its final March PMI for the Eurozone manufacturing 

sector came in at a seasonally adjusted 44.5, modestly lower than the flash estimate of 

44.8 and the final February reading of 49.2 (see data tables below).  In the U.K., the IHS 

Markit/CIPS manufacturing PMI fell to a three-month low of 47.8 in March versus 51.7 

in February.  As with all major PMIs, readings under 50 point to falling activity.   

• Financial System.  In a welcome sign that the junk bond market may be stabilizing after 

seizing up in early March, junk bond prices have improved a bit this week.  At least two 

major firms have also been able to float riskier debt.  Below-investment grade obligations 

are still trading at elevated spreads over U.S. Treasuries, but the improved market 

dynamics suggest that aggressive fiscal and monetary policy may have turned the tide.  

All the same: 

– Reports note a massive shriveling in the market for unconventional mortgages, 

which aren’t backed by the government and therefore aren’t being bought by the 

Fed.  Multiple firms have stopped offering the mortgages, denying financing for 

many irregular or self-employed people who find it difficult to qualify for a 

conventional mortgage. 

https://www.wsj.com/articles/chinas-coronavirus-count-excluded-infected-people-with-no-symptoms-11585650226?mod=hp_lead_pos1
https://www.wsj.com/articles/chinas-coronavirus-count-excluded-infected-people-with-no-symptoms-11585650226?mod=hp_lead_pos1
https://www.wsj.com/articles/chinas-coronavirus-count-excluded-infected-people-with-no-symptoms-11585650226?mod=hp_lead_pos1
https://www.wsj.com/articles/what-the-nurses-see-bronx-hospital-reels-as-coronavirus-swamps-new-york-11585702641?mod=hp_lead_pos5
https://twitter.com/BBCNewsnight/status/1245111705857855490?utm_source=POLITICO.EU&utm_campaign=fac997b0d5-EMAIL_CAMPAIGN_2020_04_01_06_04&utm_medium=email&utm_term=0_10959edeb5-fac997b0d5-190480045
https://twitter.com/BBCNewsnight/status/1245111705857855490?utm_source=POLITICO.EU&utm_campaign=fac997b0d5-EMAIL_CAMPAIGN_2020_04_01_06_04&utm_medium=email&utm_term=0_10959edeb5-fac997b0d5-190480045
https://www.wsj.com/articles/u-s-reviews-guidance-on-masks-to-fight-coronavirus-as-europe-embraces-their-use-11585676543?mod=article_inline
https://www.wsj.com/articles/u-s-reviews-guidance-on-masks-to-fight-coronavirus-as-europe-embraces-their-use-11585676543?mod=article_inline
https://www.wsj.com/articles/u-s-reviews-guidance-on-masks-to-fight-coronavirus-as-europe-embraces-their-use-11585676543?mod=article_inline
https://www.wsj.com/articles/virus-grounds-a-u-s-aircraft-carrier-as-crew-quarantined-in-guam-11585736476?mod=hp_lead_pos7
https://www.wsj.com/articles/virus-grounds-a-u-s-aircraft-carrier-as-crew-quarantined-in-guam-11585736476?mod=hp_lead_pos7
https://www.scmp.com/news/china/society/article/3077953/coronavirus-china-bans-export-test-kits-medical-supplies-firms?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200401&MCUID=b11497b3c2&MCCampaignID=ac42ddb758&MCAccountID=3775521f5f542047246d9c827&tc=6
https://www.scmp.com/news/china/society/article/3077953/coronavirus-china-bans-export-test-kits-medical-supplies-firms?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200401&MCUID=b11497b3c2&MCCampaignID=ac42ddb758&MCAccountID=3775521f5f542047246d9c827&tc=6
https://www.ft.com/content/8646c0ee-8fba-4e4c-a047-cf445ff41cf6
https://www.wsj.com/articles/junk-bonds-show-signs-of-life-11585680441?tesla=y&mod=article_inline
https://www.wsj.com/articles/in-the-coronavirus-economy-the-only-safe-mortgage-is-a-government-backed-one-11585733400?mod=lead_feature_below_a_pos1
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– Under pressure from the Bank of England, most of the U.K.’s major banks have 

agreed to suspend their dividends and stock buybacks in order to preserve capital 

during the crisis.  The regulators also expect them to refrain from paying bonuses.  

As might be expected, the news has driven British bank shares sharply lower so 

far today. 

• U.S. Fiscal Policy Response.  President Trump has called for $2 trillion in new spending 

on infrastructure to help rekindle economic growth after the coronavirus crisis passes.  

The new spending, which would follow the three major economic support bills already 

passed into law, would be paid for by borrowing at today’s super low interest rates.  

House Speaker Pelosi has also been calling for a “Phase 4” economic bill that includes 

infrastructure investment, but Senate Majority Leader McConnell hasn’t been supportive.  

Separately: 

– Major private-equity funds are lobbying hard for their portfolio companies to be 

deemed eligible for the $350 billion in small-business rescue loans included in 

last month’s economic support package. 

– Flight attendant unions are urging Treasury Secretary Mnuchin not to make 

airline rescue grants contingent on transferring an equity stake to the government, 

as allowed in the Phase 3 package.  The flight attendants fear the stake provision 

amounts to a “poison pill” that would discourage airline executives from 

accepting the money and result in mass layoffs. 

• U.S. Monetary Policy Response.  Launching yet another new rescue program, the Fed 

said it will temporarily allow approximately 170 foreign central banks and international 

monetary authorities to borrow dollars by pledging the U.S. Treasuries they hold at the 

New York FRB.  The new “FIMA Repo Facility” will supplement the currency swap 

facilities already in place with more than a dozen major central banks.  Amid the global 

scramble for dollars touched off by the coronavirus crisis, the Fed said a key aim of the 

facility is to give foreign central banks access to the dollars they need without forcing 

them into disruptive sales of their Treasury holdings.  The facility will likely be 

considered especially helpful for smaller emerging markets, though China was probably 

the key country under consideration.  In a broader sense, the facility may be one of the 

most radical, risky, and controversial of the Fed’s many moves to counter the crisis as it 

amounts to a full, unabashed embrace of being the world’s central bank or the global 

lender of last resort.  That role is clearly at odds with the broader U.S. trend toward 

deglobalization, and it is out of sync with the administration’s policy of withdrawing 

from the traditional U.S. role as global hegemon. 

• Foreign Fiscal Policy Response.  The EU continues to struggle to come up with fiscal 

programs that can cushion the blow from the crisis without generating pushback from the 

northern creditor members. 

– European Commission President Ursula von der Leyen formally proposed the 

creation of a new EU unemployment reinsurance program to help national 

governments finance short-time wage subsidies, which are designed to discourage 

firms from laying off workers when orders dry up. 

https://www.ft.com/content/c13d3d21-b6f3-4449-a916-2ba4271818e4
https://www.ft.com/content/c13d3d21-b6f3-4449-a916-2ba4271818e4
https://www.ft.com/content/c13d3d21-b6f3-4449-a916-2ba4271818e4
https://www.wsj.com/articles/trump-calls-for-new-2-trillion-infrastructure-bill-11585668373?mod=article_inline
https://www.wsj.com/articles/trump-calls-for-new-2-trillion-infrastructure-bill-11585668373?mod=article_inline
https://www.ft.com/content/bf973569-eeed-4bbd-86ed-6398f3c2722a
https://www.ft.com/content/bf973569-eeed-4bbd-86ed-6398f3c2722a
https://www.wsj.com/articles/flight-attendants-urge-government-not-to-take-airline-stakes-11585738923?mod=hp_lead_pos4
https://www.wsj.com/articles/flight-attendants-urge-government-not-to-take-airline-stakes-11585738923?mod=hp_lead_pos4
https://www.federalreserve.gov/newsevents/pressreleases/monetary20200331a.htm
https://www.federalreserve.gov/newsevents/pressreleases/monetary20200331a.htm
https://www.federalreserve.gov/newsevents/pressreleases/monetary20200331a.htm
https://www.wsj.com/articles/fed-will-launch-new-lending-facility-for-foreign-central-banks-11585657885
https://www.wsj.com/articles/fed-will-launch-new-lending-facility-for-foreign-central-banks-11585657885
https://www.ft.com/content/55ffe3e9-b97c-45af-880c-21fa6c7bd332
https://www.ft.com/content/55ffe3e9-b97c-45af-880c-21fa6c7bd332
https://www.ft.com/content/55ffe3e9-b97c-45af-880c-21fa6c7bd332
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– To help Europe recover from the coronavirus, French Finance Minister Le Maire 

proposed an EU-wide facility funded by common EU debt, but the program 

would be limited to five or 10 years and focused strictly on economic recovery to 

head off German and Dutch objections to mutualizing obligations. 

U.S. Economic Releases 
 

MBA mortgage applications rose 15.3% from the prior week.  Additionally, purchases fell 

10.8% from the prior week, while refinancing increased 25.5%.  The average 30-year fixed rate 

fell from 3.74% to 3.47%, matching the yearly low. 
 

The ADP employment change came in at -27k compared to expectations of -150k.  The ADP 

private employment change uses payroll data within its own database and the report generally 

provides a glimpse of the potential U.S. nonfarm payrolls for Friday.  As a warning, the payroll 

report for the month of March is unlikely to show the true depth of the coronavirus pandemic’s 

impact on the job market as the data was gathered within the month’s first week.  Hence, 

Friday’s job report may provide a false sense of optimism as there will likely be revisions made.  
 

 
 

The chart above shows the total nonfarm payrolls as reported by ADP and the BLS.  As the chart 

indicates, the two reports do vary but generally move in the same direction.  
 

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

EDT Indicator Expected Prior Rating

9:45 Markit US Manufacturing PMI m/m Jan 0.4% 0.4% ***

10:00 Construction Spending y/y Jan -2.0% 5.2% ***

10:00 ISM Manufacturing m/m Jan 44.5 50.1 ***

10:00 ISM Prices Paid m/m Jan 49.8 **

10:00 ISM New Orders m/m Jan 41.8 45.9 **

10:00 ISM Employment m/m Mar 46.9 **

Wards Total Vehicle Sales m/m Mar 12.00 Mil 16.83 Mil **

Fed Speakers or Events

Economic Releases

No speakers or events scheduled  

https://www.ft.com/content/3f6c31fb-c59c-4aa0-88fd-275a880dad1a
https://www.ft.com/content/3f6c31fb-c59c-4aa0-88fd-275a880dad1a
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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

China Caixin China PMI Mfg m/m Mar 50.1 40.3 45.0 ** Equity bullish, bond bearish

Japan Tankan Large Mfg Index q/q 1Q -8 0 -10 ** Equity bullish, bond bearish

Tankan Large Non-Mfg Index q/q 1Q 8 20 2 ** Equity bullish, bond bearish

Tankan Large Mfg Outlook q/q 1Q -11 0 -15 ** Equity bullish, bond bearish

Tankan Large Non-Mfg Outlook q/q 1Q -1 18 -1 ** Equity and bond neutral

Tankan Large All Industry Composite q/q 1Q 1.8% 6.8% 1.7% ** Equity bullish, bond bearish

Jibun Bank Japan PMI Mfg m/m Mar 44.8 44.8 ** Equity and bond neutral

India Eight Infrastructure Industry m/m Feb 5.5% 2.2% ** Equity and bond neutral

Australia AiG Performance of Manufacturing Index m/m Mar 53.7 44.3 ** Equity bullish, bond bearish

CBA Australia PMI Manufacturing m/m Mar 49.7 50.1 ** Equity and bond neutral

CoreLogic House Px m/m Mar 0.7% 1.2% ** Equity and bond neutral

Building Approvals m/m Feb 19.9% -15.3% 3.0% ** Equity bullish, bond bearish

Commodity Index SDR m/m Mar -10.2% -6.1% ** Equity bearish, bond bearish

Europe

Eurozone Markit Eurozone Manufacturing m/m Mar 44.5 44.8 44.6 ** Equity and bond neutral

Unemployment Rate m/m Feb 7.3% 7.4% 7.4% *** Equity and bond neutral

Germany Retail Sales m/m Mar 1.0% 1.2% 1.1% ** Equity and bond neutral

Markit/BME Germany Manufacturing PMI m/m Mar 45.4 45.7 44.6 ** Equity and bond neutral

Italy Markit Italy Manufacturing PMI m/m Mar 40.3 48.7 41.0 ** Equity bearish, bond bearish

Unemployment Rate m/m Feb 9.7% 9.8% 10.0% *** Equity and bond neutral

France Markit France Manufacturing PMI m/m Mar 43.2 42.9 42.9 ** Equity and bond neutral

UK Markit UK PMI Manufacturing m/m Mar 47.8 48.0 47.0 * Equity and bond neutral

Switzerland PMI Manufacturing m/m Mar 43.7 49.5 42.2 * Equity and bond neutral

Russia Markit Russia PMI Manufacturing m/m Mar 47.5 48.2 * Equity bearish, bond bearish

AMERICAS

Mexico Net Outstanding Loans m/m Feb 4.713 Tril 4.671 Tril ** Equity and bond neutral

International Reserves Weekly w/w 27-Mar $185.509 Bil $184.175 Bil * Equity and bond neutral

Brazil Net Debt % GDP m/m Feb 53.5% 54.2% 54.0% *** Equity and bond neutral

National Unemployment Rate m/m Feb 11.6% 11.2% 11.6% *** Equity and bond neutral

Canada GDP m/m Jan 0.1% 0.3% 0.2% *** Equity bearish, 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) 143 145 -2 Up

3-mo T-bill yield (bps) 8 9 -1 Neutral

TED spread (bps) 136 136 0 Up

U.S. Libor/OIS spread (bps) 7 7 0 Up

10-yr T-note (%) 0.61 0.67 -0.06 Neutral

Euribor/OIS spread (bps) -36 -35 -1 Neutral

EUR/USD 3-mo swap (bps) -49 -43 -6 Down

Currencies Direction

dollar Up Neutral

euro Down Up

yen Flat Up

pound Down Down

franc Down Up  
 

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 $25.30 $26.35 -3.98% Bearish API report

WTI $20.40 $20.48 -0.39%

Natural Gas $1.64 $1.64 0.12%

Crack Spread $8.27 $9.66 -14.37%

12-mo strip crack $5.51 $6.02 -8.50%

Ethanol rack $1.21 $1.22 -0.95%

Gold $1,594.61 $1,577.18 1.11%

Silver $14.05 $13.97 0.52%

Copper contract $217.15 $222.80 -2.54%

Corn contract 338.75$       340.75$       -0.59%

Wheat contract 559.75$       568.75$       -1.58%

Soybeans contract 874.50$       886.00$       -1.30%

Baltic Dry Freight 626 548 78

Actual Expected Difference

Crude (mb) 3.5

Gasoline (mb) 1.6

Distillates (mb) 0.9

Refinery run rates (%) -1.00%

Natural gas (bcf) -31.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for cold temps in the west, with warmer-than-

normal temperatures for the rest of the country.  Wet conditions are 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. Note that this report is also offered as a separate document on our website. 
 

March 27, 2020 
 

We continue to monitor the path of the economy and markets as our expectations for a recession 

loom.  This week we will update our S&P 500 earnings forecast for 2020.   
 

We use two components to build our forecast for S&P per share earnings.  First, we need to 

estimate GDP.  Normally, we use the GDP forecast from the Philadelphia FRB’s survey of 

economists.  However, under current circumstances, these forecasts are woefully out of date, so 

we are left to our own devices.  Any GDP forecast at present is mostly a guess; there isn’t 

enough data for March to project any sort of forecast for Q2.  Nevertheless, some estimate of 

GDP is necessary; our expectation for real GDP is a decline of 5.5% for the year 2020 with a 

strong rebound in 2021.  This will make the 2020 recession one of the deepest on record and the 

deepest yearly recession since 1946.  But, it will be short; our estimate suggests that Q2 and Q3 

will be negative, with a positive Q4.   
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Source:  Haver Analytics, CIM

YEARLY CHANGE, REAL GDP

Source:  Haver Analytics, CIM v 
 

We take this forecast and calculate a nominal GDP number.  Second, we use a model to generate 

the S&P operating earnings margin relative to GDP.  It uses a series of variables, including unit 

labor costs, fed funds, NIPA profits/GDP, the euro, WTI, real net exports/GDP and corporate 

cash flow.  The one variable that has been of particular concern is the comparison of S&P 500 

earnings/GDP compared to NIPA profits1/GDP; the modeled difference between these two 

variables has widened and, in the past, has signaled an eventual reversion would bring S&P 

earnings sharply lower. 

 
1 NIPA stands for “National Income and Product Accounts” and is the formal name of the GDP accounts.  As part of 
that accounting, the Commerce Department calculates corporate profits for the entire economy. 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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The deviation line shows that when S&P earnings/GDP is elevated relative to NIPA profits/GDP, 

the two tend to correct during recessions.  Current levels are elevated; in a recession, history 

shows the two series tend to converge.   
 

In our 2020 Outlook Update, we postulated that a recession would occur.  Our margin model 

shows that S&P earnings will fall to 4.5% of nominal GDP.  That lowers our estimate for 2020 

S&P operating earnings to 127.00 per share.   
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Whenever we make a forecast, we try to determine where the most likely area of error can occur.  

We note that in the last recession, the model forecast failed to capture the depths of the earnings 

decline.  And, in 2016, it didn’t fully account for the energy-related declines.  Thus, we may be 

underestimating the degree of earnings weakness that may occur.  But, for now, we will be using 

the 127.00 per share number for 2020, with the caveat that further downgrades are possible.   
 
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.  

https://www.confluenceinvestment.com/wp-content/uploads/March_2020_Outlook_Storm_Warning.pdf
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Data Section 
 

 

U.S. Equity Markets – (as of 3/31/2020 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 3/31/2020 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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Based on our methodology,2 the current P/E is 20.0x, down 0.3x from last week.  The decline in 

the P/E was caused by falling index values. 

 

 
This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the 

authors. It is based upon sources and data believed to be accurate and reliable. Opinions and forward-looking 

statements expressed are subject to change. This is not a solicitation or an offer to buy or sell any security. 

 

 

 
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 (Q2, Q3 and Q4) and one estimate (Q1). 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. 


