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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: January 30, 2020—9:30 AM EST] Global equity markets are lower this morning.  

The EuroStoxx 50 is down 1.2% from its last close.  In Asia, the MSCI Asia Apex 50 closed 

down 2.7%.  Chinese markets were closed for the Chinese Lunar New Year.  U.S. equity index 

futures are signaling a lower open.  With 104 companies having reported, the S&P 500 Q4 

earnings stand at $41.10,  slightly higher than the $40.59 forecast for the quarter.  The forecast 

reflects a 2.0% decrease from Q4 2018 earnings.  Thus far this quarter, 71.3% of the companies 

have reported earnings above forecast, while 21.3% have reported earnings below forecast.   

 

It’s GDP Thursday!  We cover the data in detail below but the report came in at 2.0% which was 

close to forecast.  Risk-off returns as global equity markets slump.  We update the latest on the 

Coronavirus.  The BOE surprises; the Fed does not.  The EU officially accepts Brexit; the U.K. 

does tomorrow.  We cover yesterday’s DOE data.  Here are the details: 

 

Coronavirus:  We now have more than 7,711 cases confirmed along with 170 fatalities.  The 

World Health Organization (WHO) will meet today; they may decide to declare the virus as a 

world public health emergency after declining to do so last week.  Russia has partially closed its 

border with China.  Some interesting research has emerged on the virus.  First, the New England 

Journal of Medicine has calculated that the average incubation period is just over five days, not 

the 14 that was estimated earlier.  That shorter period will likely reduce the dispersion as people 

get sicker sooner than thought and thus are not “out and about.”  Second, the report suggests the 

R0 is more like 2.2 instead of the 2.5 that has been earlier estimated.  That reduction means that 

the actual spread should be less than some earlier estimates.  SARS, for example, had a R0 of 3.0, 

meaning that every case meant that three others were also infected.  Third, the disease is 

primarily affecting older people; in reported cases (those sick enough to notice), over 50% were 

aged 60 or older, and there are very few reported cases among children of 15 years or less.   

 

The CNY weakened and briefly breached the 7.0 CNY/USD level.  The U.S. is planning another 

evacuation flight from China.  A cruise vessel with 6,000 on board is being held in an Italian port 

after a guest reported flu-like symptoms.  There is increasing worry about disruptions of global 

supply chains; if this continues to develop, it will clearly hurt global economic growth. It will 

certainly affect China’s growth. Mainland China markets continue to be closed, but Hong Kong 

is open.  The Hang Seng weakened for the second day, falling 2.6%.  So far, U.S. officials are 

treating this situation as if it won’t be a problem; however, we would expect some increase in 

preparedness in the coming days.  Overall, our position remains the same; the virus will have a 

negative impact on global economic data and markets that will likely continue for another 3-4 

weeks.  However, we don’t anticipate a lasting effect. 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/stocks-tumble-again-as-coronavirus-spread-picks-up-11580373857?shareToken=st94f41dbd42064cadae4ddf91b0689385
https://www.nytimes.com/2020/01/30/world/asia/coronavirus-china.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200130&section=topNews&campaign_id=51&instance_id=15576&segment_id=20794&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.nytimes.com/2020/01/30/world/asia/coronavirus-china.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200130&section=topNews&campaign_id=51&instance_id=15576&segment_id=20794&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://nyti.ms/30NcOPj
https://www.ft.com/content/75adafb6-4306-11ea-abea-0c7a29cd66fe
https://www.ft.com/content/75adafb6-4306-11ea-abea-0c7a29cd66fe
https://www.nejm.org/doi/full/10.1056/NEJMoa2001316
https://www.nejm.org/doi/full/10.1056/NEJMoa2001316
https://www.ft.com/content/80a5250c-4324-11ea-a43a-c4b328d9061c
https://www.wsj.com/articles/u-s-plans-another-wuhan-evacuation-flight-as-soon-as-next-week-11580380747?shareToken=std238c0a9b70a4095a988db834f8b143f
https://www.wsj.com/articles/u-s-plans-another-wuhan-evacuation-flight-as-soon-as-next-week-11580380747?shareToken=std238c0a9b70a4095a988db834f8b143f
https://www.aljazeera.com/news/2020/01/coronavirus-6000-tourists-lockdown-italian-cruise-ship-200130120822687.html
https://www.aljazeera.com/news/2020/01/coronavirus-6000-tourists-lockdown-italian-cruise-ship-200130120822687.html
https://www.ft.com/content/2933bac0-4268-11ea-a43a-c4b328d9061c?emailId=5e324acd78d19f000452c4c3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/2933bac0-4268-11ea-a43a-c4b328d9061c?emailId=5e324acd78d19f000452c4c3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-china-health-economy/china-first-quarter-growth-may-dip-below-5-as-virus-spreads-academy-of-sciences-economist-idUSKBN1ZS1KE?feedType=RSS&feedName=topNews&utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://markets.ft.com/data/indices/tearsheet/summary?s=HSI:HKG
https://apnews.com/1c2b286be3024aa6781035dc5e56491d
https://apnews.com/1c2b286be3024aa6781035dc5e56491d
https://www.axios.com/coronavirus-china-us-experts-spread-preparation-6997e54b-b3b5-4999-a0b7-5bd0a881e647.html
https://www.axios.com/coronavirus-china-us-experts-spread-preparation-6997e54b-b3b5-4999-a0b7-5bd0a881e647.html
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The BOE:  The Bank of England held its benchmark short-term interest rate unchanged at 

0.75%, as expected, based on the policymakers’ view that improved business sentiment since the 

December election has pushed off the need for stimulus.  However, the policymakers also cut 

their economic forecast to the weakest since World War II.  They now see the British GDP 

growing just 1.1% per year in the coming three years, compared with the government’s forecast 

of 2.8%. 

 

 
 

U.K. equities and debt prices fell, while the GBP rallied.   

 

The Fed:   In some respects the FOMC did exactly what we expected.  The changes in the 

statement were minimal.  In fact, only three words were changed in the body of the statement 

and one of those referred to the month of the year.  Housing spending was downgraded a bit, 

from “strong” to “moderate,” and inflation was changed from “near” to “returning to” the 2% 

target.  The Fed did raise the Interest on Excess Reserves (IOER) by 5 bps, so one might be able 

to argue there was a modest tightening, but even this would be a stretch.  However, despite the 

lack of change, financial markets took the response with a bearish tone.  Equities fell off their 

highs and bonds rallied.  Perhaps the moderate position on future growth dampened investor 

optimism. 

 

Here is our take.  First, the increase on IOER is designed to push the effective fed funds rate (the 

actual rate banks borrow) towards the middle of the target range. 

 

https://www.ft.com/content/d372be42-4357-11ea-a43a-c4b328d9061c
https://www.wsj.com/articles/fed-likely-to-hold-interest-rates-steady-11580293802?shareToken=stdc3bb291199b4300bc6ac55069c061d7
https://www.ft.com/content/65698b70-42ed-11ea-abea-0c7a29cd66fe
https://www.ft.com/content/65698b70-42ed-11ea-abea-0c7a29cd66fe
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These charts show effective fed funds and the target range.  The left-hand chart shows the data 

from 2008 to the present, while the right-hand chart shows the data from Q4 2018.  On the right-

hand chart, there are two issues we want to highlight.  First, the Fed has tried to keep the 

effective rate near the midpoint of the range; because it has been running near the low end, it is 

lifting the IOER to push the effective fed funds rate to the midrange.  Thus, it is technically a 

tightening but clearly not much of one.  Second, note the spike in fed funds in late Q3.  That was 

spawned by the repo crisis. 

 

The second item of interest is that the financial markets are starting to signal further easing might 

be in order. 
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The implied LIBOR rate from the two-year deferred Eurodollar futures contract has been a good 

guide to policy easing.  In general, when the implied rate falls below the fed funds target, easing 

usually follows.  Last summer the spread widened out to excessive levels; the FOMC responded 

with rate cuts which narrowed the spread back to zero.  However, in the past two weeks, the 

spread has widened to near 30 bps.  Although the Fed will almost certainly wait, this data would 

suggest the next move by the central bank will be to ease.  It is possible that the recent behavior 
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of the financial markets raised hopes that the chair would have taken a more obvious dovish 

stance.  Perhaps the lack of action is what led to the hawkish market response. 

 

Mexico:  Preliminary figures show Mexican GDP contracted by a seasonally-adjusted 0.3% in 

the fourth quarter of 2019.  Not only was the decline worse than expected, but it also marked the 

third straight quarterly contraction and confirmed that the Mexican economy remains in 

recession.  Since the three straight quarters of decline were just enough to offset a growth in the 

first quarter, GDP in the fourth quarter was unchanged from the same period one year earlier. 

 

 
 

Brexit:  The EU has officially accepted Brexit; the U.K. does so tomorrow.  Now the focus turns 

to trade.  The U.K. will be talking first to the EU but there is also attention being paid to the U.S.  

We expect Washington to be very tough on the U.K., especially in light of the Huawei (002502, 

CNY 2.99) decision.  The EU appears to be following the lead of Westminster on this issue, 

which will further anger the U.S.  

 

Odds and ends:  There is an oil tanker on fire in the Persian Gulf; however, it appears to be 

empty and this may be a case of mutiny.  According the reports, the crew has been stuck on 

board the vessel for more than a year due to an ownership dispute.  The fire many have been set 

by the crew to get off the ship.  Since they were evacuated, we would have to say it appears to 

have worked.  USCMA is official.  And, some good news…U.S. life expectancy has reversed a 

four-year decline and rose in 2019. 

 

Energy update:  Crude oil inventories rose 3.5 mb compared to a forecast rise to 0.1 mb. 

 

https://www.ft.com/content/fcbd3cf2-4355-11ea-a43a-c4b328d9061c
https://www.ft.com/content/a599138c-42b1-11ea-a43a-c4b328d9061c?emailId=5e324acd78d19f000452c4c3&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-usa-trade-britain/trumps-massive-u-s-uk-trade-deal-faces-big-hurdles-idUSKBN1ZQ115?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://nyti.ms/2RRUYXa
https://www.wsj.com/articles/crude-oil-tanker-catches-fire-in-persian-gulf-11580348486?shareToken=stf2fcd28482dc456582b315e4cb0070d4
https://www.wsj.com/articles/usmca-the-good-the-bad-and-the-unknown-11580319768?shareToken=std790657ddcac458793e5dc8d39833e67
https://www.politico.com/news/2020/01/30/us-life-expectancy-increases-for-first-time-in-4-years-109397
https://apnews.com/72a0edc70c1797d9570674362445574f?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
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In the details, U.S. crude oil production was unchanged at 13.0 mbpd.  Exports rose 0.1 mbpd 

while imports rose 0.2 mbpd.  The rise in stockpiles exceeded forecasts. 

 

 
(Sources:  DOE, CIM) 

 

This chart shows the annual seasonal pattern for crude oil inventories.  This week’s rise was 

consistent with seasonal patterns, although the level of inventory accumulation continues to lag 

historical norms.  As the chart shows, oil inventories usually rise into late spring and then decline 

significantly into late summer.  Last year, this pattern was disrupted to some extent because of 

exports.  

 

The biggest surprise in the data was the sharp drop in refinery operations, which plunged 3.3% 

relative to expectations of a 0.7% drop.   
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(Sources:  DOE, CIM) 

 

The seasonal trough usually occurs in mid-February.  Refinery demand will likely remain soft 

until early May, which is a bearish factor for oil prices. 
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Based on our oil inventory/price model, fair value is $63.37; using the euro/price model, fair 

value is $50.47.  The combined model, a broader analysis of the oil price, generates a fair value 

of $54.41.  We are seeing a steady fall in all of the fair value calculations, as the dollar 

strengthens and oil inventories rise.  However, the combined model is now in line with current 

prices so we may see some consolidation in the coming weeks.   
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U.S. Economic Releases 

 

Preliminary GDP rose at an annual pace of 2.1% in the 4Q compared to the forecast of 2.0%. 

Personal consumption came in above expectations rising 2.1% compared to expectations 2.0%. 

Meanwhile, Core PCE and GDP Price index rose 1.4% and 1.3%, respectively. 

 

 
 

The chart above shows the current level of GDP. As the chart shows, the economy is still clearly 

in expansion. GDP currently sits at $21.73 trillion, as the current expansion continues being the 

longest in the country’s history. In 2019, the economy grew 2.3%. 

 
Q4 2019 First Reading Q3 2019 Third Reading Difference

GDP 2.1% 2.1% 0.0%

Consumption 1.2% 2.1% -0.9%

Investment -1.1% -0.2% -0.9%

Inventories -1.1% -0.1% -1.0%

Net Exports 1.5% -0.1% 1.6%

Government 0.5% 0.3% 0.2%  
 

The table above shows the contribution chart. The biggest contributor to GDP in the fourth 

quarter was net exports, its highest contribution since 2009. The boost in net exports is due to a 

quirk in national income accouting.  Since imports are considered a negative in GDP calculation, 

a decline in import growth adds to GDP.  In Q4, gross imports added 1.32% to GDP and rising 

exports added 0.2%.  We should note that falling import contribution is nothing to celebrate.  A 

rising gross import contribution is usually consistent with recession. 
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Thus, falling imports more than offset the decline in inventories. Also, consumption slowed 

noticeably from the previous quarter, and investment negatively contributed to GDP for the third 

consecutive quarter.  
 

 
 

The chart above shows the contribution chart visually. We expect that revisions to GDP could 

possibly lead to an upward revision in consumption and downward revision in net exports. 
 

Initial claims came in at 216k compared to forecast of 215k. The prior report was revised 

upwards from 211k to 223k. 
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The chart above shows the four-week moving average for intial claims. The four week average 

fell from 216.25k to 214.5k. 

 

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

EDT Indicator Expected Prior Rating

9:45 Bloomberg Consumer Comfort w/w 26-Jan 66.0 **

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 Loans & Discounts Corp y/y dec 1.79% 2.02% * Equity and bond neutral

Australia Import Price Index q/q 4q 0.7% 0.4% 0.4% ** Equity bearish, bond bullish

Export Price Index q/q 4q -5.2% 1.3% -5.2% ** Equity bearish, bond bullish

New Zealand Trade Balance NZD m/m dec 0.547 Bil -0.753 Bil 0.100 Bil ** Equity bullish, bond bearish

South Korea Business Survey Manufacturing m/m feb 77 73 ** Equity and bond neutral

Business Survey Non-Manufacturing m/m feb 74 75 ** Equity and bond neutral

EUROPE

Eurozone Economic Confidence m/m jan 102.8 101.5 101.8 *** Equity bullish, bond bearish

Industrial Confidence m/m jan -7.3 -9.3 -8.8 ** Equity and bond neutral

Business Climate Indicator m/m jan -0.23 -0.25 -0.20 ** Equity and bond bearish

Services Confidence m/m jan 11.0 11.4 11.3 ** Equity and bond neutral

Consumer Confidence m/m jan -8.1 -8.1 *** Equity and bond neutral

Unemployment Rate m/m dec 7.4% 7.5% 7.5% *** Equity bullish, bond bearish

Germany Unemployment Change m/m jan -2.0k 8.0k 5.0k *** Equity and bond bearish

Unemployment Claims Rate m/m jan 5.0% 5.0% 5.0% *** Equity and bond neutral

Italy Unemployment Rate m/m dec 9.8% 9.7% 9.7% *** Equity and bond bearish

Switzerland KOF Leading Economic Indicator m/m jan 100.1 96.4 97.0 ** Equity bullish, bond bearish

AMERICAS

Mexico GDP y/y 4q -0.3% -0.3% -0.5% *** Equity and bond bearish

Canada CFIB Business Barometer m/m jan 55.3 55.5 ** Equity and bond neutral

Brazil FGV Inflation IGPM m/m jan 0.5% 2.1% 0.5% ** 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) 177 177 0 Up

3-mo T-bill yield (bps) 152 152 0 Neutral

TED spread (bps) 25 25 0 Neutral

U.S. Libor/OIS spread (bps) 157 158 -1 Up

10-yr T-note (%) 1.56 1.58 -0.02 Neutral

Euribor/OIS spread (bps) -40 -40 0 Neutral

EUR/USD 3-mo swap (bps) 5 5 0 Down

Currencies Direction

dollar Down Neutral

euro Up Down

yen Up Down

pound Up Down

franc Up Down

Central Bank Action Current Prior Expected

Bank of England Bank Rate 0.750% 0.750% 0.750% On forecast

BOE Asset Purchase Target 10 Bil 10 Bil 10 Bil On forecast

BOE Corporate Bond Target 435 Bil 435 Bil 435 Bil 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 $58.36 $59.81 -2.42% Global Growth Pessimism and Supply Optimism

WTI $52.13 $53.33 -2.25%  

Natural Gas $1.84 $1.87 -1.34%  

Crack Spread $13.36 $13.66 -2.15%

12-mo strip crack $15.29 $15.57 -1.77%

Ethanol rack $1.45 $1.45 0.26%

Gold $1,580.34 $1,576.83 0.22%

Silver $17.74 $17.56 1.01%

Copper contract $254.60 $255.40 -0.31%

Corn contract 381.50$       384.25$       -0.72%

Wheat contract 558.50$       562.25$       -0.67%

Soybeans contract 889.25$       893.00$       -0.42%

Baltic Dry Freight 525 539 -14

Actual Expected Difference

Crude (mb) 3.5 0.1 3.4

Gasoline (mb) 1.2 1.6 -0.4

Distillates (mb) -1.3 -1.0 -0.3

Refinery run rates (%) -3.30% -0.70% -2.60%

Natural gas (bcf) -201.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report
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Weather 
 

The 6-10 and 8-14 day forecasts currently call for colder-than-normal temperatures throughout 

the Rockies and the Upper Midwest, with warmer-than-normal temperatures on the East Coast.  

Wet conditions are expected in the Northern Plains and in the Southeast, with dry conditions in 

California.
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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.  

 

January 24, 2020 

 

One of the risks we noted in the 2020 Outlook: Storm Watch was the potential for a “melt-up.”  

On the one hand, seeing a parabolic rise in equities seems like a positive.  On the other, a rise of 

significant magnitude only occurs because of a surge of late buyers; these latecomers usually 

suffer large losses and become something of a cautionary tale for future investors.  The decline 

in equities that follows a melt-up is usually large too, more than it would have been had the rally 

not occurred. 

 

The idea of the melt-up is due to the fact that equities have been rising with little evidence of 

strong retail participation. 

  

 
 

This chart shows weekly flows into mutual funds and equity ETFs.  We have added a 12-week 

average through the data.  On average, flows into equities have been negative since May 2018.  

A similar calculation for bond funds shows strong inflows since last January. 

https://www.confluenceinvestment.com/wp-content/uploads/Q4_2019_2020_Outlook_Storm_Watch.pdf
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On a longer-term basis, the recent divergence between retail flows into equities and the S&P 500 

is notable. 
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On this chart, we overlay the S&P 500 along with monthly flows into equities from retail mutual 

funds and ETFs.  We have generated a trend line in the data to show the underlying behavior of 

this series.  The divergence became an outlier in late 2017 and, since then, the index has 

continued to rise with falling retail flows.  Why is this happening?  The continued rise in equities 

is clearly coming from institutional buyers.  Some of the lift might be due to a falling level of 

equities themselves.  The S&P 500 divisor, which takes into account buybacks, mergers and new 

entrants into the index, has been declining since 2010.  With fewer stocks available, the same 

level of liquidity can lead to higher prices.  Still, even buybacks cannot fully account for this 

divergence. 
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Our fear is that if retail investors decide that missing out is too painful, the influx of liquidity 

could send prices up strongly.  At this point, there is little evidence to suggest this is happening.  

Not only are flows depressed but retail liquidity remains elevated. 
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Retail money market levels are similar to where they were during the Great Financial Crisis.  

When the equity markets began to recover in 2009, the levels of money markets declined, 

helping fuel the recovery.  Although this level of liquidity may exist as a hedge against 

uncertainty, if confidence rises, there are ample resources for a strong rally in stocks.  Again, as 

we said earlier, there has been little evidence that sentiment is becoming bullish, but, if it does, 

the melt-up we discussed in our Outlook is more probable.   

   

  

 
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 1/29/2019 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 1/29/2019 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 

 

January 30, 2020 
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P/E as of 1/29/2020 = 20.4x

 
 

Based on our methodology,1 the current P/E is 20.4x, steady with last week.   

 

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

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

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

 

                                                 
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, 2020). 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. 


