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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: February 9, 2023—9:30 AM EST] Global equity markets are surging this morning. In 

Europe, the Euro Stoxx 50 is currently up 1.3% from its prior close. In Asia, the MSCI Asia 

Apex 50 Index closed up 1.1%. Chinese markets were higher, with the Shanghai Composite 

closing up 1.2% from its prior close and the Shenzhen Composite closing up 1.5%. U.S. equity 

index futures are signaling a higher open as well. 

 

With 314 companies having reported so far, S&P 500 earnings for Q4 are running at $54.20 per 

share compared to estimates of $52.85. Of the companies that have reported thus far, 70.4% have 

exceeded expectations, while 25.5% have fallen short of expectations.  

 

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:  
 

• Bi-Weekly Geopolitical Report (2/6/2023) (with associated podcast) “Is Japan’s Sun 

Rising Again?” 

• Weekly Energy Update (2/9/2023): We take a look at the gasoline situation; although 

inventories are below normal, gasoline demand is in a secular decline. Tight stocks 

are a concern, but without a major spike in crude oil prices, gasoline prices will 

likely be contained. We also note how the world oil markets are steadily 

accommodating Russian sanctions.      

• Asset Allocation Quarterly – Q1 2023 (1/19/2023): Discussion of our asset allocation 

process, Q1 2023 portfolio changes, and our outlook for the markets. 

• Asset Allocation Bi-Weekly (1/30/2023) (with associated podcast): “Secular Trends in 

Bond Yields”   

• Asset Allocation Q1 2023 Rebalance Presentation (2/2/2023): Video presentation 

featuring the Asset Allocation Committee as they review our asset allocation strategies, 

recent portfolio changes, and the current macro environment. 

• Confluence of Ideas podcast (2/1/2023): “The 2023 Outlook” 

 

Today’s Comment begins with our thoughts on a report written by Seymour Hersh concerning 

the explosions that damaged the Nord Stream pipelines. We next share our view on the market's 

switch in sentiment regarding central bank hawkishness. Next, we discuss the dollar’s rally to 

start the month and whether it can be sustained. Lastly, we provide an update on geopolitical 

tensions between the West and its rivals.  

 

Daily Comment 
 

By Patrick Fearon-Hernandez, CFA, 

and Thomas Wash 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_2_6_2023.pdf
https://www.confluenceinvestment.com/category/podcasts/geopolitical-podcast/
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_09_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_09_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_09_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_09_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_09_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Feb_09_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/Asset_Allocation_Quarterly_Q123.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Jan_30_2023.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
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Nord Stream 1&2:  Seymour Hersh, a long-time investigative reporter, released a blockbuster 

allegation overnight, suggesting that the U.S., along with Norway, attacked the Nord Stream 

pipelines. According to his report, U.S. Navy divers from the Diving and Salvage Center based 

in Panama put explosives on the pipeline and were responsible for the damage. If these 

allegations are true, it would create a crisis. Arguably, this action would be a casus belli and 

could put the U.S/NATO into a direct conflict with Russia. Although, before we take the report 

at face value, caution should be exercised.   

• Hersh is an 85-year-old investigative reporter who won a Pulitzer Prize in 1970 for 

uncovering the Mỹ Lai massacre. However, over the years, a good bit of his reporting has 

been discredited. He wrote a large piece for the London Review of Books that suggested 

the Obama administration’s account of the assassination of Osama bin Laden was 

essentially a lie. He faced strong criticism for that report, which relied heavily on 

unnamed sources. Later, he seemed to side with the Assad regime over chemical 

weapons, but the allegations he made were not entirely refuted either. Our take is that 

Hersh, at least at one time, was an important journalist. Over the years, though, his 

reporting seems to have become increasingly erratic.   

• As we note, Hersh isn’t a crackpot, but over the years, likely due to his experiences in 

dealing with the U.S. military and intelligence agencies, he seems to have taken a 

position that the benefit of the doubt should go to foreign interests. Thus, there is a 

potential bias to his reporting. At the same time, even though there is a notable lack of 

sourcing in the report, there are solid geopolitical reasons for the U.S. to want to end 

Nord Stream. 

• The age of oil has been difficult for Europe, mainly because the continent doesn’t have 

much oil of its own. Although Europe is blessed with ample coal resources, the 

superiority of oil as an energy source meant that without secure sources of oil, European 

dominance of the world was in trouble. Now, there is a bit of production available in 

Romania, and of course, after oil prices spiked in the 1970s, oil was extracted from the 

North Sea, but Europe was never going to achieve oil and gas independence. The 

European powers attempted to expand their colonial reach into the Middle East and Asia 

to acquire oil, but those areas were hard to secure. The Dutch lost the oil in Southeast 

Asia to Japan during WWII. Britain and France struggled to secure oil resources in the 

Middle East and North Africa, and after WWII, when the U.S. fostered independence for 

European colonies, Europe lost controlled access to the oil in North Africa and the 

Middle East. Until the early 1970s, Europe was mostly dependent on the U.S. for oil. Not 

wanting to be fully dependent on Washington for energy, Europe, and especially 

Germany, turned to Russia. Naturally, this reliance on Russia wasn’t popular with the 

U.S. Consistently, American administrations have criticized Europe for its increasing 

reliance on Russian oil and gas. The Nord Stream projects were especially galling 

because they directly linked Russia to Germany.   

• Thus, the destruction of the pipelines is in American interests. That’s why this narrative 

will likely be hard to quash, even if the Hersh reporting is false. It is natural to assume 

that if a party benefits from an event it might have had a role in causing it. However, that 

is about as far as this goes. It is quite possible that Hersh received this information from 

https://seymourhersh.substack.com/p/how-america-took-out-the-nord-stream?utm_campaign=post
https://seymourhersh.substack.com/p/how-america-took-out-the-nord-stream?utm_campaign=post
https://en.wikipedia.org/wiki/Seymour_Hersh
https://www.vox.com/2015/5/11/8584473/seymour-hersh-osama-bin-laden
https://www.prospectmagazine.co.uk/magazine/whatever-happened-to-seymour-hersh
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someone that would also benefit from increased tensions between the U.S. and Russia. 

And since no sources are named, it may not be possible to really prove anything here.  

• We will continue to monitor developments and reporting around this issue. We doubt that 

we will see anything definitive on this in the near term, so the most likely outcome is that 

it won’t cause an escalation directly involving the U.S. and NATO against Russia. But 

we could see “tit-for-tat” actions, such as sabotage of LNG facilities, cutting of fiber 

optic cables, etc.   

 

Not So Fast: Investors have finally begun to lose faith that central bankers are finished 

tightening monetary policy.  

● Central bankers have pushed back on the notion that they are finished raising rates. 

Several Fed officials warned investors that the central bank still needs to hike rates to 

contain inflation. Some policymakers hinted that interest rates might need to increase 

higher than previously anticipated to prevent services inflation from becoming sticky. 

Similarly, European Central Bank officials attempted to temper expectations that they 

were backing away from their inflation fight. European Governing Council Member 

Klaas Knot argued that the ECB would likely hike rates 50 bps in March and continue 

lifting its policy rate afterward. Fellow ECB policymaker Martins Kazaks went further 

and insisted that the bank raise rates to a level that “significantly” restricts the economy. 

● The market responded negatively to the news that borrowing costs would stay elevated 

for the foreseeable future. The S&P 500 closed lower Wednesday, with tech stocks 

leading the way. Meanwhile, swap rates suggest that investors are less confident that the 

Fed will cut rates this year, with some predicting that the central bank could actually push 

rates as high as 6.0%. The change in sentiment is not only related to Fed comments but 

also to recent data. Yesterday, a report showed that used car prices, which have been 

declining over the last few months, have started to rise again. Hence, there is palpable 

fear that talk of a pause or pivot may have been premature. 

● Investors are trained to think that the central bank will come to save the day whenever the 

economy falls into recession. However, this time may be different. Monetary 

policymakers were not dealing with elevated inflation in the previous downturns, and 

thus the decision to intervene in the economy was less costly. Equities could be hit pretty 

hard if the Fed raises rates during a recession. That said, the economy still appears to 

have some steam left, and if inflation falls, holders of risk assets will likely be the biggest 

beneficiaries.  

○ Evidence suggests that much of the rise in stocks this year is related to short 

covering instead of investors returning to the market. The distinction is essential 

as options activity may not represent a broader sentiment shift.  

 

Will It Last? After several months of decline, the dollar has shown signs of life following 

concerns that the Fed may be more hawkish than its peers. 

● The U.S. Dollar Index (DXY) has been on a tear since the beginning of February. After 

declining 2.3% in January, the index is now up 1.6% to start the month. The bullishness 

for greenbacks is related to speculation that the Bank of Japan and the European Central 

https://www.forexlive.com/centralbank/feds-williams-we-still-have-some-work-to-do-to-get-inflation-under-control-20230208/
https://www.bloomberg.com/news/articles/2023-02-08/ecb-s-knot-says-half-point-rate-hike-may-be-needed-in-may?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-02-08/big-bet-on-hawkish-fed-seeks-135-million-gain-on-6-policy-rate
https://www.bloomberg.com/news/articles/2023-02-08/big-bet-on-hawkish-fed-seeks-135-million-gain-on-6-policy-rate
https://www.bloomberg.com/news/articles/2023-02-08/surprise-used-car-price-jump-adds-to-fed-s-worries-on-inflation
https://www.bloomberg.com/news/articles/2023-02-08/surprise-used-car-price-jump-adds-to-fed-s-worries-on-inflation
https://www.bloomberg.com/news/articles/2023-02-08/big-short-in-stocks-is-almost-over-after-300-billion-unwind
https://www.bloomberg.com/news/articles/2023-02-08/big-short-in-stocks-is-almost-over-after-300-billion-unwind
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Bank would be less hawkish than originally thought. Most of the rally is related to talk 

that European inflation may have peaked and that the BOJ approached Masayoshi 

Amamiya, a dovish candidate, to replace the outgoing Haruhiko Kuroda as central bank 

governor.  

● However, there are signs that the dollar’s resurgence may not last long. The re-weighting 

of each country's Consumer Price Index (CPI) has played a role in the inflation story this 

year. For example, German inflation fell to a five-month low in January; however, much 

of the decline was related to statistical tweaks. Hence, it is possible that changes could 

have the opposite effect. Additionally, there is renewed speculation that the Prime 

Minister of Japan, Fumio Kishida, could select Hirohide Yamaguchi, a hawk, as the new 

BOJ governor. As a result, it is still too early to tell whether the dollar is headed for 

another upswing.   

● Much of the strong performance in international equities is related to speculation that the 

dollar will be in retreat for much of 2023. This view contributed to emerging market and 

European-related ETFs having their highest monthly net inflows in over a year in 

January. Meanwhile, U.S. equities have seen their first outflow since April 2022 within 

that same month. Although much of these flows are related to technical trends related to 

the dollar, better-than-expected growth in Europe and China’s reopening also played a 

part in the shift away from U.S. equity markets. That said, a sustained rally in the dollar, 

which we view as unlikely, could reverse those flows. 

 

Ramping Up the Pressure: The West is tightening the screws on its adversaries as the group 

seeks to rein in China and Russia’s geopolitical influence. 

● The U.S. and its allies are looking to provide more military assistance to Ukraine and 

other countries to help deter Russian aggression within the region. The U.K. and U.S. are 

weighing the possibility of sending fighter jets to Ukraine to help in its war efforts. 

Meanwhile, Washington has approved plans to sell Poland $10 billion in weapons, 

including 18 Himars rocket launchers. The moves are further evidence that the war in 

Ukraine will not only continue throughout 2023 but could, in fact, escalate.  

● Meanwhile, China continues to find itself offsides with the U.S. despite earlier attempts 

to thaw tensions. A group of G-7 countries is considering sanctioning the Chinese 

companies that supplied equipment to Russia for military purposes. Also, the ongoing 

row over the Chinese spy balloon continues to complicate efforts to improve economic 

ties. Secretary of State Janet Yellen and her team of Treasury officials were scheduled to 

travel to Beijing later this month but were forced to cancel. Although tensions will 

probably smooth over between the U.S. and China in the next few months, we still 

believe that the countries are destined to decouple in the long run.  

● Geopolitical risks remain elevated as tensions continue to rise between the U.S.-led and 

China-led blocs. The growing rift between the two sides may impact commodity prices 

and investment flows. Our research suggests that the U.S. will likely have the advantage 

in capital, whereas the China-led bloc may have the edge in energy-related goods and raw 

materials. This dynamic will likely bring about higher inflation in the long run. In our 

view, government regulation on capital and strategic manipulation of commodity prices 

https://www.bloomberg.com/news/articles/2023-01-17/inflation-in-europe-may-have-peaked-eu-s-dombrovskis-says
https://www.bloomberg.com/news/articles/2023-02-05/masayoshi-amamiya-approached-to-head-bank-of-japan-nikkei-says
https://www.bloomberg.com/news/articles/2023-02-05/masayoshi-amamiya-approached-to-head-bank-of-japan-nikkei-says
https://www.bloomberg.com/news/articles/2023-02-09/german-inflation-slows-to-five-month-low-on-public-energy-aid
https://www.bloomberg.com/news/articles/2023-02-09/japan-ruling-party-said-to-be-divided-if-kishida-seeks-boj-pivot?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-02-09/japan-ruling-party-said-to-be-divided-if-kishida-seeks-boj-pivot?sref=uIvt3NFS
https://www.ft.com/content/8d1e55ba-377e-4ddf-87bb-2d65d1abf999
https://www.ft.com/content/8d1e55ba-377e-4ddf-87bb-2d65d1abf999
https://www.forbes.com/sites/erictegler/2023/02/09/the-uk-is-considering-sending-british-fighter-jets-to-ukrainethats-about-as-far-as-it-will-go/?sh=5560c4dd37a3
https://www.bloomberg.com/news/articles/2023-02-08/blinken-won-t-rule-out-sending-ukraine-fighter-planes-eventually?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-02-07/us-to-sell-poland-10-billion-in-himars-ammunition?sref=uIvt3NFS
https://www.bloomberg.com/news/articles/2023-02-07/us-to-sell-poland-10-billion-in-himars-ammunition?sref=uIvt3NFS
https://www.scmp.com/news/world/russia-central-asia/article/3209565/ukraine-war-g7-weighs-sanctioning-chinese-firms-aiding-russias-military
https://www.scmp.com/news/world/russia-central-asia/article/3209565/ukraine-war-g7-weighs-sanctioning-chinese-firms-aiding-russias-military
https://www.reuters.com/markets/us-treasurys-yellen-still-hopes-visit-china-offers-no-details-timing-2023-02-08/
https://www.reuters.com/markets/us-treasurys-yellen-still-hopes-visit-china-offers-no-details-timing-2023-02-08/
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will result in greater inefficiencies and market volatility, which will lead to higher prices. 

Hence, investing may become trickier over time.  

 

U.S. Economic Releases  

 

Initial applications for unemployment benefits in the week ending February 4 rose to a 

seasonally adjusted 196,000, modestly higher than both the expected level of 190,000 and the 

previous week’s level of 183,000.  However, despite the rise last week, initial claims continue to 

trend downward.  The four-week moving average of initial claims, which helps smooth out some 

of the volatility in the series, fell last week to just 189,250, reaching its lowest level since last 

April.  Separately, the number of people continuing to draw benefits in the week ending January 

28 rose to 1.688 million, beating the anticipated reading of 1.660 million and the previous 

week’s revised reading of 1.650 million.  While initial claims continue to suggest that employers 

aren’t laying off many workers, the recent rise in continuing claims suggests that those who are 

laid off may be having a bit harder time landing a new job.  The chart below shows how initial 

jobless claims have fluctuated since just before the prior recession.  The chart is truncated 

through much of the pandemic period because of the extremely high level of claims at that time. 

 

 
 

To provide more detail on recent trends, the following chart below shows how initial jobless 

claims have changed just since the beginning of 2022. 
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There are no economic releases or Fed events scheduled for the rest of the day. 

 

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 Machine tool orders y/y Jan P -9.7% 0.9% ** Equity bearish, bond bullish

Japan Buying Foreign Bonds w/w 3-Feb ¥1127.5b -¥715.4b * Equity and bond neutral

Foreign Buying Japan Bonds w/w 3-Feb ¥231.4b ¥12.4b * Equity and bond neutral

Japan Buying Foreign Stocks w/w 3-Feb -¥543.5b -¥101.3b * Equity and bond neutral

Foreign Buying Japan Stocks w/w 3-Feb -¥18.6b ¥379.5b * Equity and bond neutral

Money Stock M2 y/y Jan 2.7% 2.9% ** Equity and bond neutral

Money Stock M3 y/y Jan 2.3% 2.5% ** Equity and bond neutral

EUROPE

Germany CPI y/y Jan P 8.7% 8.6% 8.9% *** Equity and bond neutral

CPI, EU Harmonized y/y Jan P 9.2% 9.6% 10.0% ** Equity bullish, bond bearish

UK RICS House Price Balance m/m Jan -47.0% -42.0% -45.0% ** Equity and bond neutral

Russia Retail Sales y/y Dec -10.5% -7.9% -8.6% ** Equity bearish, bond bullish

Unemployment Rate m/m Dec 3.7% 3.7% 3.8% ** Equity and bond neutral

AMERICAS

Mexico CPI y/y Jan 7.91% 7.82% 7.91% *** Equity and bond neutral

Core CPI y/y Jan 8.45% 8.35% 8.44% ** Equity and bond neutral

Brazil IBGE Inflation IPCA y/y Jan 5.77% 5.79% 5.80% *** Equity and bond neutral

Retail Sales y/y Dec 0.4% 1.5% 1.4% *** Equity bearish, bond bullish
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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. 

 

    
 

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. 

  
 

 

Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 485 484 1 Up

3-mo T-bill yield (bps) 457 459 -2 Up

TED spread (bps) 28 25 3 Widening

U.S. Sibor/OIS spread (bps) 475 473 2 Up

U.S. Libor/OIS spread (bps) 478 476 2 Up

10-yr T-note (%) 3.60 3.60 0.00 #VALUE!

Euribor/OIS spread (bps) 261 260 1 Up

Currencies Direction

Dollar Down Down

Euro Up Up

Yen Up Up

Pound Up Up

Franc Up Up

Price Prior Change Explanation

Brent $84.85 $85.09 -0.28%

WTI $78.18 $78.47 -0.37%

Natural Gas $2.39 $2.40 -0.29%

Crack Spread $30.23 $31.15 -2.95%

12-mo strip crack $28.12 $28.91 -2.76%

Ethanol rack $2.34 $2.34 0.00%

Metals

Gold $1,881.48 $1,875.49 0.32%

Silver $22.43 $22.32 0.50%

Copper contract $408.35 $403.55 1.19%

Grains

Corn contract $678.75 $678.50 0.04%

Wheat contract $768.00 $764.75 0.42%

Soybeans contract $1,530.00 $1,519.75 0.67%

Shipping

Baltic Dry Freight 603                601               2

Actual Expected Difference

Crude (mb) 2.4 2.0 0.4

Gasoline (mb) 5.0 1.6 3.4

Distillates (mb) 2.9 1.0 1.9

Refinery run rates (%) 2.2% 0.5% 1.7%

Natural gas (bcf) -201

Energy Markets

DOE Inventory Report



 

 

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

www.confluenceinvestment.com 

 8 

Weather 

The 6-10 and 8-14 day forecasts show warmer-than-normal temperatures for the entire country 

east of the Mississippi River, with cooler-than-normal temperatures in the far West. The 

forecasts show wetter-than-normal conditions throughout most of the country, but especially in 

the Upper Midwest and the Pacific Northwest, with dry conditions in Texas.  



 

 

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

www.confluenceinvestment.com 

 9 

Data Section 
 

U.S. Equity Markets – (as of 2/8/2023 close) 
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Utilities
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Real Estate
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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 2/8/2023 close) 

 

-5% 0% 5% 10% 15%

Commodities

Cash

US Government Bond

US High Yield

US Corporate Bond

Emerging Markets (local currency)

Emerging Markets ($)

Growth

Large Cap

Foreign Developed (local currency)

Value

Foreign Developed ($)

Real Estate

Mid Cap

Small Cap

YTD Asset Class Total Return

Source: Bloomberg

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index), Value (S&P 500 Value), Growth 

(S&P 500 Growth). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily. The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

February 9, 2023 
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P/E as of 2/8/2023 = 19.7x

 
 

Based on our methodology,1 the current P/E is 19.7x, which is up 0.3x from last week.  Falling 

earnings estimates and rising index values led to the rise. 
 

 

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

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

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

 
1 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes two actual quarters (Q2 and Q3) and two estimates (Q4 and 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. 


