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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 31, 2020—9:30 AM EST] Global equity markets are lower this morning.  

The EuroStoxx 50 is down 0.5% from its last close.  In Asia, the MSCI Asia Apex 50 closed 

down 0.6%.  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 $41.20, higher than the $40.59 forecast for the quarter.  The forecast reflects a 

2.0% decrease from Q4 2018 earnings.  Thus far this quarter, 71.4% of the companies have 

reported earnings above forecast, while 21.1% have reported earnings below forecast.   

 

Happy Super Bowl Friday!  It’s also Brexit Day.  We update the latest on the Coronavirus.  

Eurozone GDP comes in weak.  Global equities continue to lose ground.  Abe appoints a new 

member to the BOJ.  More movement on global tech taxes.  Here are the details: 

 

Coronavirus:  Yesterday, the WHO officially declared an international emergency, but then 

went on to say that it shouldn’t affect travel, or border security.  Equities actually rallied on the 

news, but the optimism didn’t stick.  We are approaching 10k in confirmed infections and the 

death toll has now exceeded 200.  New cases are being reported in Europe.  Despite WHO 

recommendations, Singapore and Mongolia have closed their borders to anyone coming from 

China.  The U.S. has implemented a Level 4 travel ban to China, a simple “do not travel” 

warning.  Countries outside of China are trying to isolate the spread. Reports say even North 

Korea(!) is suspending trade with China and has stopped issuing visas to Chinese citizens.   

China is extending the New Year’s holiday; reports from contacts indicate that most businesses 

will remain closed and are telling their employees to work from home.  Airlines are bearing the 

brunt of the weakness, although the turmoil in China will almost certainly affect global 

manufacturing supply chains.  Since mainland Chinese markets remain closed, we have been 

paying close attention to the Hang Seng; it closed down again today, but the pace of the decline 

is moderating.  Overall, we are looking at probably two to three weeks of volatility. 

 

Eurozone:  In an initial estimate, fourth-quarter GDP grew by a seasonally-adjusted 0.1% from 

the previous quarter, short of the expected rise of 0.2% and much slower than the third-quarter 

increase of 0.3%.  GDP in the fourth quarter was up just 1.0% from the same period in 2018, and 

full-year GDP in 2019 was up just 1.2% from 2018 its weakest annual gain in six years.  Not 

only is Eurozone growth being dragged down by global trade tensions and a struggling auto 

industry, but the data shows fourth-quarter GDP unexpectedly contracted in both France and 

Italy.  The disappointing numbers are weighing on global equities today.  Since the figures 

suggest the ECB may have to loosen monetary policy further in the coming months, bonds are 

reacting positively to the news. 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.ft.com/content/13a377a0-4352-11ea-abea-0c7a29cd66fe
https://www.wsj.com/articles/global-stocks-drift-lower-on-economic-growth-concerns-11580466790?shareToken=st2525c118d02641728a91ecf08d230608
https://www.nytimes.com/interactive/2020/world/asia/china-wuhan-coronavirus-maps.html?te=1&nl=morning-briefing&emc=edit_MBAU_p_20200131&section=topNews&campaign_id=51&instance_id=15625&segment_id=20849&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.ft.com/content/b8d6f0a8-439d-11ea-abea-0c7a29cd66fe
https://www.wsj.com/articles/coronavirus-triggers-damage-control-from-governments-companies-11580396657?shareToken=st3c143dc511e34db3bfb561ff639890e6
https://www.politico.eu/article/coronavirus-who-declares-global-emergency/?utm_source=POLITICO.EU&utm_campaign=8ee9ce0a4c-EMAIL_CAMPAIGN_2020_01_31_05_58&utm_medium=email&utm_term=0_10959edeb5-8ee9ce0a4c-190334489
https://www.nytimes.com/2020/01/31/world/asia/coronavirus-china.html?te=1&nl=morning-briefing&emc=edit_MBAU_p_20200131&section=topNews&campaign_id=51&instance_id=15625&segment_id=20849&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews#link-4daf23dd
https://www.nytimes.com/2020/01/31/world/asia/coronavirus-china.html?te=1&nl=morning-briefing&emc=edit_MBAU_p_20200131&section=topNews&campaign_id=51&instance_id=15625&segment_id=20849&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews#link-4daf23dd
https://www.nytimes.com/2020/01/31/world/asia/coronavirus-china.html?action=click&pgtype=Article&state=default&module=styln-coronavirus&variant=show&region=TOP_BANNER&context=Menu#link-558ef584
https://www.nytimes.com/2020/01/31/world/asia/coronavirus-china.html?action=click&pgtype=Article&state=default&module=styln-coronavirus&variant=show&region=TOP_BANNER&context=Menu#link-51d55fa
https://www.nytimes.com/2020/01/31/world/asia/coronavirus-china.html?action=click&pgtype=Article&state=default&module=styln-coronavirus&variant=show&region=TOP_BANNER&context=Menu#link-5f2c3c08
https://travel.state.gov/content/travel/en/traveladvisories/traveladvisories/china-travel-advisory.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.reuters.com/article/us-china-health/u-s-warns-citizens-against-travel-to-china-as-virus-toll-passes-200-idUSKBN1ZT374?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.reuters.com/article/us-china-health/u-s-warns-citizens-against-travel-to-china-as-virus-toll-passes-200-idUSKBN1ZT374?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://nyti.ms/37BEKZa
http://english.chosun.com/site/data/html_dir/2020/01/30/2020013001172.html
https://www.wsj.com/articles/airlines-brace-for-coronavirus-to-cut-into-revenue-11580318367?shareToken=stbfd70648de73426baa6585c002f0bd85
https://www.wsj.com/articles/coronavirus-quarantine-will-ripple-through-global-manufacturing-11580458591?shareToken=stbddadf1d979947a3a7a345ee1d32f72a
https://www.wsj.com/articles/coronavirus-quarantine-will-ripple-through-global-manufacturing-11580458591?shareToken=stbddadf1d979947a3a7a345ee1d32f72a
https://markets.ft.com/data/indices/tearsheet/summary?s=HSI:HKG
https://ec.europa.eu/eurostat/documents/2995521/10159272/2-31012020-BP-EN.pdf/435a608a-c9f9-9043-52a1-43ee8cb03d8f
https://www.ft.com/content/f3088ca8-43f9-11ea-abea-0c7a29cd66fe
https://www.ft.com/content/f3088ca8-43f9-11ea-abea-0c7a29cd66fe
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Brexit:  At 6:00 EST, the U.K. will leave the EU.  In reality, nothing changes all that much 

immediately.  The U.K. will remain under EU rules for the next 11 months while a trade deal is 

worked out.  The most immediate impact will be on the EU; the European Parliament will shift 

rightward as center-right parties will capture most of the exiting U.K. seats.  The EU will be 

more dominated by Paris and Berlin after losing British influence.  For the most part, the Brexit 

seems to be a bit anti-climactic after all. 

 

BOJ:  PM Abe has appointed Seiji Adachi to the BOJ, replacing Yutaka Harada on the nine-

member board.  Adachi is considered an extreme dove, but the composition of the board won’t 

really change because Harada was dovish too.  The current composition of the board is three 

reflationists and six moderates.  In June, Yukitoshi Funo’s term will end; he is a moderate; if 

Abe adds another reflationist, we could see a weaker JPY.   

 

Global Tech Taxes:  The 137 countries working with the OECD to develop new, global rules 

for taxing multinational companies has issued a statement reaffirming their goal to reach a deal 

by the end of 2020.  The statement suggests the participants have had a fire lit under them by the 

recent dustup between the U.S. and France over France’s proposal for an interim tax on global 

tech firms’ digital revenues.  A new tax regime like the one being discussed could have a big 

impact on corporate earnings for years into the future, so we’ll be watching how things develop 

over the course of the year. 

 

United States-South Korea:  The Pentagon has warned its South Korean employees they could 

be furloughed on April 1 because of insufficient funds to pay them.  The warning is being taken 

as a sign that the U.S. and South Korea are still deadlocked over a new cost-sharing deal for the 

28,500 U.S. troops stationed in South Korea. 

 

 

 

https://www.ft.com/content/9c5538ba-410c-11ea-a047-eae9bd51ceba?emailId=5e339bc91711ea000438bbe8&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/9c5538ba-410c-11ea-a047-eae9bd51ceba?emailId=5e339bc91711ea000438bbe8&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.eu/article/european-parliament-reshuffle-details-after-brexit/?utm_source=POLITICO.EU&utm_campaign=8ee9ce0a4c-EMAIL_CAMPAIGN_2020_01_31_05_58&utm_medium=email&utm_term=0_10959edeb5-8ee9ce0a4c-190334489
https://www.politico.eu/article/european-parliament-reshuffle-details-after-brexit/?utm_source=POLITICO.EU&utm_campaign=8ee9ce0a4c-EMAIL_CAMPAIGN_2020_01_31_05_58&utm_medium=email&utm_term=0_10959edeb5-8ee9ce0a4c-190334489
https://www.wsj.com/articles/brexit-brings-slow-change-in-u-k-and-an-overhaul-in-brussels-11580399915?shareToken=stab130ee8f54342e586c248922bdde3de
https://www.wsj.com/articles/brexit-brings-slow-change-in-u-k-and-an-overhaul-in-brussels-11580399915?shareToken=stab130ee8f54342e586c248922bdde3de
https://www.ft.com/content/673f3932-41a2-11ea-bdb5-169ba7be433d
https://www.ft.com/content/9660b848-4414-11ea-a43a-c4b328d9061c
https://www.ft.com/content/9660b848-4414-11ea-a43a-c4b328d9061c
https://www.wsj.com/articles/thousands-face-furloughs-as-u-s-south-korean-talks-hit-impasse-11580467480?mod=hp_listb_pos2
https://www.wsj.com/articles/thousands-face-furloughs-as-u-s-south-korean-talks-hit-impasse-11580467480?mod=hp_listb_pos2
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U.S. Economic Releases 

 

Personal income came in below expectations rising 0.2% from the prior month, compared to the 

forecast of 0.3%. The previous report gain was revised downward from 0.5% to 0.4%. 

Meanwhile, personal spending came in line with expectations rising 0.3% from the prior month. 

Additionally, real personal spending, which elimintates the change in price from personal 

spending, also came in line with expectations rising 0.1% from the prior month. 

 

 
 

The chart above shows the annual change in personal spending. Personal income rose 3.94% 

from the prior year. 

 

The PCE deflator came in above expectations rising 0.3% from the prior month compared to the 

forecast of 0.2%. The core PCE deflator came in above expectations rising 0.2% from the prior 

month compared to expectations of 0.1%. 
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The chart above shows the year-over-year change in Core PCE and Core CPI.  In December, 

core CPI rose 2.25% from the prior year, while core PCE rose 1.58%. Although, CPI shows the 

Fed is currently above its two percent target for inflation, the PCE core, which is the preferred 

measure, is still below it. As a result, this will likely bolster the claims of Fed doves that the Fed 

can still cut rates without causing inflation. 

 

The employment cost index came in line with expectations rising 0.7% from the prior quarter.  

 

 
 

The chart above shows the annual change in the employment cost index. The index rose 2.74% 

from the prior year. 

 

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

EDT Indicator Expected Prior Rating

9:45 MNI Chicago PMI m/m jan 48.9 48.9 ***

10:00 U. of Michigan Sentiment m/m jan 91.0 91.0 ***

10:00 U. of Michigan Current Conditions m/m jan 115.8 ***

10:00 U. of Michigan Expectations m/m jan 88.3 **

10:00 U. of Michigan 1 yr Inflation m/m jan 2.5% **

10:00 U. of Michigan 5-10 Yr Inflation m/m jan 2.6% **

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 
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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 Composite PMI m/m jan 53.0 53.4 ** Equity and bond neutral

Manufacturing PMI m/m jan 50.0 50.2 50.0 ** Equity and bond neutral

Non-manufacturing PMI m/m jan 54.1 53.5 53.0 ** Equity bullish, bond bearish

Japan Tokyo CPI m/m jan 0.6% 0.9% 0.7% *** Equity bullish, bond bearish

Tokyo CPI Ex-Fresh Food m/m jan 0.7% 0.8% 0.8% *** Equity bullish, bond bearish

Jobless Rate m/m dec 2.2% 2.2% 2.3% *** Equity bullish, bond bearish

Job-To-Applicant Ratio m/m dec 1.57 1.57 1.57 ** Equity and bond neutral

Retail Sales m/m dec 0.2% 4.5% 1.0% ** Equity and bond bearish

Industrial Production m/m dec 1.3% -1.0% 0.7% *** Equity bullish, bond bearish

Housing Starts y/y dec -7.9% -12.7% -11.8% ** Equity bullish, bond bearish

India Fiscal Deficit INR Crore m/m dec 123891 87389 ** Equity and bond neutral

Eight Infrastructure Industries m/m dec 1.3% -1.5% ** Equity and bond neutral

GDP y/y 2019 6.1% 7.2% *** Equity and bond neutral

Australia PPI q/q 4q 0.3% 0.4% *** Equity and bond neutral

Private Sector Credit m/m dec 0.2% 0.1% 0.2% ** Equity and bond neutral

EUROPE

Eurozone GDP q/q 4q 0.1% 0.2% 0.2% *** Equity and bond bearish

CPI Estimate y/y jan -1.0% 0.3% -0.9% *** Equity bullish, bond bearish

CPI Core y/y jan 1.1% 1.3% 1.2% *** Equity and bond neutral

France GDP q/q 4q -0.1% 0.3% 0.2% *** Equity and bond bearish

Consumer Spending m/m dec -0.3% 0.1% 0.0% *** Equity and bond bearish

CPI EU Harmonized m/m jan 1.6% 1.6% 1.7% *** Equity and bond neutral

CPI y/y jan 1.5% 1.5% 1.5% *** Equity and bond neutral

Germany Retail Sales m/m jan -3.3% 2.1% -0.5% ** Equity and bond bearish

Italy GDP q/q dec -0.3% 0.1% 0.1% *** Equity and bond bearish

Hourly Wages m/m dec 0.0% 0.1% *** Equity and bond neutral

UK Mortgage Approvals m/m dec 67.2k 65.0k 65.6k ** Equity and bond neutral

Switzerland Retail Sales Real y/y dec 0.1% 0.0% ** Equity bullish, bond bearish

AMERICAS

Brazil National Unemployment Rate m/m dec 11.0% 11.2% 11.0% *** Equity and bond neutral  
 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 178 177 1 Up

3-mo T-bill yield (bps) 152 153 -1 Neutral

TED spread (bps) 26 24 2 Neutral

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

10-yr T-note (%) 1.56 1.59 -0.03 Neutral

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

EUR/USD 3-mo swap (bps) 7 5 2 Down

Currencies Direction

dollar Down Neutral

euro Flat Down

yen Flat Down

pound Up Down

franc Flat Down  
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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 $58.49 $58.29 0.34%

WTI $52.38 $52.14 0.46%  

Natural Gas $1.83 $1.83 0.11%  

Crack Spread $13.42 $13.36 0.44%

12-mo strip crack $15.10 $15.07 0.19%

Ethanol rack $1.45 $1.45 -0.17%

Gold $1,579.00 $1,574.28 0.30%

Silver $17.85 $17.84 0.08%

Copper contract $252.75 $252.40 0.14%

Corn contract 379.75$       379.50$       0.07%

Wheat contract 559.50$       560.50$       -0.18%

Soybeans contract 876.25$       876.25$       0.00%

Baltic Dry Freight 498 525 -27

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 -201.0 0.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
Weather 
 

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

most of the country, 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 31, 2020 
 

Last week, we updated our thoughts about a melt-up in equity markets.  We observed that retail 

flows had diverged from equity market performance and noted that if sentiment shifts and retail 

investors come into equities, the market could rise rapidly to levels that may not be sustainable.  

This week, we are dealing with the opposite problem—a potential “black swan” from the Wuhan 

virus and the subsequent decline in risk assets. 
 

The Wuhan virus is a coronavirus that recently emerged in the Chinese city of Wuhan in the 

Hubei province.  It likely originated in wild animals and “jumped” the species barrier to become 

a human infection.  Since the virus is evolving rapidly, we won’t cover the details of the disease 

in this report.1  In this report, we will discuss how the virus could affect financial markets and 

how investors should handle it. 
 

Pandemics2 can have lasting and significant effects.  The Black Death, transmitted by a flea-

borne bacterium, killed about 25% of the world’s population.  The subsequent population 

reduction led to a 3.5x jump in real wages in Britain from 1310 to 1450.3  However, modern 

medicine has tended to reduce the economic impact of pandemics.  The worst influenza 

pandemic, the Spanish Influenza of 1918, infected 500 million and killed up to 100 million 

globally.  The economic impact was notable but rather short; within a couple of years, the U.S. 

economy had recovered.   
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The Spanish Influenza is shown in yellow.  The pandemic did have an impact on output but was 

dwarfed by the post-WWI recession of 1921. 

                                                 
1 Interested readers can follow the evolving details in our Daily Comment. 
2 Pandemic is an epidemic with global proportions.   
3 Scheidel, W. (2017). The Great Leveler: Violence and the History of Inequality from the Stone Age to the Twenty-First 
Century. Princeton, NJ: Princeton University Press, p. 303. 

https://en.wikipedia.org/wiki/Spanish_flu
https://www.confluenceinvestment.com/category/daily-comment/
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The current situation is being compared to the SARS epidemic of 2003, which mostly affected 

China.  Using data from Capital Economics, the disease clearly had an adverse effect on the 

Chinese economy. 
 

 
(The dates on the circle portion of this chart are clearly mislabeled—they should read Q2 2003 through Q2 2004.) 

 

What did financial markets tell us about SARS?  This is a chart of the Hang Sang Index from 

November 2, 2002, to July 31, 2003.   
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If this event follows roughly the same pattern as SARS, then Chinese equities could see a 15% 

decline.  It should be noted that SARS was first detected in November 2002 but was not reported 
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to the WHO until February.  Beijing is acting much faster this time around so the timing could be 

compressed.  It is also important to note that by June the Hang Seng had recovered most of its 

losses.  Such recoveries are typical from these events. 

 

What should investors take from this analysis?  First, these sorts of events usually have a three- 

to five-month period during which they have a significant impact on financial markets.  There is 

always fear that this one will be different and it is possible that it will be.  But, more than likely, 

the Wuhan virus will peak in the next six weeks and the recovery will start.  Second, it’s 

important to note that the operative factor affecting financial markets from this virus is fear.  The 

CDC estimates that between 291k to 646k die each year from influenza.  If the world has 8k 

cases of the Wuhan virus and a 10% lethality rate (which would be roughly in line with SARS), 

then we are looking at about 800 fatalities worldwide, with the majority in China.  That is 

notable but far less than the number of likely fatalities from influenza this year.  Still, the 

element of the unknown will tend to lead markets to overshoot to the downside which may open 

opportunities for a recovery in the spring. 

   

 
 

 

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://en.wikipedia.org/wiki/The_Andromeda_Strain
https://www.cdc.gov/media/releases/2017/p1213-flu-death-estimate.html
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Data Section 

 

U.S. Equity Markets – (as of 1/30/2019 close) 
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(Source: Bloomberg) 

 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  

 

Asset Class Performance – (as of 1/30/2019 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 as of 1/29/2020 = 20.4x

 
 

Based on our methodology,4 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. 

 

                                                 
4 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. 


