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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 4, 2019—9:30 AM EST]  Global equity markets are higher this morning.  

The EuroStoxx 50 is up 1.8% from the last close.  In Asia, the MSCI Asia Apex 50 was up 0.9% 

from the prior close.  Chinese markets were higher, with the Shanghai composite up 2.1% and 

the Shenzhen index up 2.7%.  U.S. equity index futures are signaling a higher open. 

 

After a hard sell-off in equities yesterday, we are seeing a bounce this morning.  Boosting 

sentiment are hopes for a dovish tone from Chair Powell, a reserve rate cut in China and the 

opening of formal trade talks between the U.S. and China.  We cover the employment data in 

detail below but the quick take is that the data came in “hot”—payrolls rose 312k, well above 

expectations, and wage growth was strong.  We did see a rise in the unemployment rate, mostly 

because the labor force rose.  Here is what we are watching this morning: 

 

Signs the Fed needs to stop:1  One of the key indicators we use for monetary policy is the two-

year deferred Eurodollar futures.  Essentially, it tells us what the market thinks three-month 

LIBOR will be in two years.  It has an uncanny knack for signaling when policymakers should 

target policy rates. 

 

First, the implied rate has fallen sharply in the last few weeks. 
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1 https://www.youtube.com/watch?v=AkX6JcHdkdw Substitute “stop the car” with “stop raising rates.” 
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The implied LIBOR rate was 3.30% in late October.  It has dropped almost 100 bps since then to 

2.35%.  As noted, this implied rate is closely tied to fed funds. 
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This chart shows the implied LIBOR rate along with the fed funds target on a weekly basis.  The 

inflection points are shown by vertical lines.  Recessions are in gray.  Note that the Fed tends to 

stop raising rates when the upper line falls below zero.  In fact, the Greenspan Fed tended to 

move rates based off this implied rate.  We have seen a significant drop in the implied LIBOR 

rate to the level of the current mid-point of the policy rate range.  Although the Fed may not 

necessarily need to lower rates, increasing rates at this point would be a serious policy mistake.  

Chair Powell is participating at a closed panel interview along with former Chairs Bernanke and 

Yellen at the American Economic Association in Atlanta today at 10:30 EST; we will be 

watching to see if he suggests any thoughts of a pause.  We note that Dallas FRB President 

Kaplan told Bloomberg yesterday he supports a pause.  The above data suggests the FOMC 

should take the advice seriously.  At the same time, if Powell does lean toward further increases, 

he will likely cite today’s employment report.   

 

Reserve rate cut: China cut its required reserve ratio2 for banks by 50 bps on January 15 and an 

additional cut of the same magnitude will follow on January 25.  That will take the reserve ratio 

for large banks down to 13.5%.  Although this is good news, the action is modest at best.  First, 

the PBOC’s Medium-Term Lending Facility will expire later this year and the ratio cut is 

designed to partially offset that loss.  Second, the bank is anticipating the usual liquidity 

problems associated with the Chinese New Year (which is on February 5 this year; in the 

Chinese zodiac, it’s the year of the Pig).  Although the financial markets appear to be treating the 

action as policy stimulus, in reality, there isn’t a lot here; in fact, the PBOC could offset any 

                                                 
2 https://www.reuters.com/article/us-china-economy-rrr-cut/china-cuts-banks-reserve-ratios-by-100-bps-as-
economy-slows-idUSKCN1OY0RL?feedType=RSS&feedName=businessNews  

https://www.reuters.com/article/us-china-economy-rrr-cut/china-cuts-banks-reserve-ratios-by-100-bps-as-economy-slows-idUSKCN1OY0RL?feedType=RSS&feedName=businessNews
https://www.reuters.com/article/us-china-economy-rrr-cut/china-cuts-banks-reserve-ratios-by-100-bps-as-economy-slows-idUSKCN1OY0RL?feedType=RSS&feedName=businessNews
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stimulus by raising the repo rate.  However, we do expect to see rate cuts later this year to offset 

slowing growth. 

 

Trade talks: The U.S. and China will begin formal trade talks on Monday.3  Jeffrey Gerrish, the 

deputy U.S. trade representative, will lead the talks.  Gerrish is closely aligned with Lighthizer, 

so we would expect him to hold to his boss’s hard line in negotiations.  It is generally expected 

that these talks will lay the groundwork for higher level negotiations next month.   

 

The U.S. and China: Apple’s (AAPL, 142.19) warning yesterday4 highlights a problem in the 

geostrategic relationship between the U.S. and China.  Both nations are now rivals, but unlike the 

U.S./Soviet rivalry during the Cold War the U.S. and Chinese economies are closely tied 

together.  CEA Chair Hassett’s comment yesterday suggesting that U.S. companies with ties to 

China “are going to be watching their earnings be downgraded next year until we have a deal 

with China” sent tremors through the equity markets.  We note the editorial boards of major 

papers are waking up to this problem.5  China’s economy is clearly coming under pressure, in 

part due to the trade actions by the U.S.6  But, the drop in the U.S. manufacturing PMI data 

yesterday shows that the American economy is also feeling a pinch from tightening monetary 

policy and issues with China. 

 

The British faced a similar problem in the late 1800s as two rising nations, Germany and the 

U.S., threatened its global dominance.  The U.K. managed the U.S. by essentially ceding the 

Western Hemisphere to America, quietly acknowledging it would be unable to defend Canada 

from a U.S. invasion.  It turned its focus to Germany; sadly, that issue led to WWI.  The U.S. 

needs to redefine its relationship with China.  The idea that the Chinese would follow the path of 

Germany and Japan and align with U.S. geostrategic interests has been proven false.  However, 

this redefinition will likely have an adverse impact on the economies of both nations.  We also 

note the State Department has raised its warnings to Americans in China.7   

 

Brexit: Our position has been that the May government or its successor will avoid a hard Brexit.  

However, the odds of such an outcome do appear to be increasing.  One factor that appears to be 

driving the Tories to this outcome could best be described as “delusions of empire.”8  There 

seems to be this belief that Britain, freed from the constraints of the EU, could “get the band 

                                                 
3 https://www.ft.com/content/d6b174de-0fca-11e9-a3aa-
118c761d2745?emailId=5c2f063d7d55ce00044ac256&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
4 https://www.reuters.com/article/us-usa-economy-china/china-warnings-signal-trumps-trade-war-finally-hitting-
home-idUSKCN1OX1XA  
5 https://www.wsj.com/articles/the-iphone-canary-11546560144 and 
https://www.washingtonpost.com/opinions/chinas-economic-slowdown-will-be-a-major-challenge-trump-should-
tread-wisely/2019/01/03/4cbfd1e6-0f8c-11e9-831f-3aa2c2be4cbd_story.html?utm_term=.0a1c52c77409  
6 https://www.nytimes.com/2019/01/03/business/china-consumer-economy-apple-iphone.html  
7 https://www.nytimes.com/2019/01/03/world/asia/china-travel-
advisory.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top 
and https://www.ft.com/content/9b1114e8-0f7a-11e9-a3aa-
118c761d2745?emailId=5c2f063d7d55ce00044ac256&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22  
8 https://www.washingtonpost.com/news/worldviews/wp/2017/03/31/brexit-and-britains-delusions-of-
empire/?utm_term=.69ab407f9d86&wpisrc=nl_todayworld&wpmm=1  

https://www.ft.com/content/d6b174de-0fca-11e9-a3aa-118c761d2745?emailId=5c2f063d7d55ce00044ac256&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/d6b174de-0fca-11e9-a3aa-118c761d2745?emailId=5c2f063d7d55ce00044ac256&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-usa-economy-china/china-warnings-signal-trumps-trade-war-finally-hitting-home-idUSKCN1OX1XA
https://www.reuters.com/article/us-usa-economy-china/china-warnings-signal-trumps-trade-war-finally-hitting-home-idUSKCN1OX1XA
https://www.wsj.com/articles/the-iphone-canary-11546560144
https://www.washingtonpost.com/opinions/chinas-economic-slowdown-will-be-a-major-challenge-trump-should-tread-wisely/2019/01/03/4cbfd1e6-0f8c-11e9-831f-3aa2c2be4cbd_story.html?utm_term=.0a1c52c77409
https://www.washingtonpost.com/opinions/chinas-economic-slowdown-will-be-a-major-challenge-trump-should-tread-wisely/2019/01/03/4cbfd1e6-0f8c-11e9-831f-3aa2c2be4cbd_story.html?utm_term=.0a1c52c77409
https://www.nytimes.com/2019/01/03/business/china-consumer-economy-apple-iphone.html
https://www.nytimes.com/2019/01/03/world/asia/china-travel-advisory.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.nytimes.com/2019/01/03/world/asia/china-travel-advisory.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/9b1114e8-0f7a-11e9-a3aa-118c761d2745?emailId=5c2f063d7d55ce00044ac256&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/9b1114e8-0f7a-11e9-a3aa-118c761d2745?emailId=5c2f063d7d55ce00044ac256&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.washingtonpost.com/news/worldviews/wp/2017/03/31/brexit-and-britains-delusions-of-empire/?utm_term=.69ab407f9d86&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/news/worldviews/wp/2017/03/31/brexit-and-britains-delusions-of-empire/?utm_term=.69ab407f9d86&wpisrc=nl_todayworld&wpmm=1
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back together” and recreate the Commonwealth.9  We expected these ideas to fade as Brexit 

approached, but that doesn’t seem to be happening.  In fact, polls suggest that 57% of Tories 

would rather have a no-deal Brexit than PM May’s plan.10  The general consensus is that a no-

deal Brexit would bring a nasty economic shock for the economy.  However, the Tories simply 

don’t trust that narrative.  For the rest of the population, 42% prefer to remain in the EU, 25% 

opted for no deal and 13% would accept May’s plan.  

 

One potential outcome could be a split in the Conservatives between the leave and remain camp, 

which would lead to a position of dominance.  A Corbyn-led government would be a major 

negative for British financial assets.  Corbyn’s policy goals include renationalizing major 

industries and punitive taxes.  This isn’t our base case but the country seems unable to come to a 

consensus about its position, and the longer indecision reigns the greater the chance of a crisis. 

 

U.S. Economic Releases 

 

The change in non-farm payrolls for December came in well above expectations at 312k 

compared to the forecast of 184k.  The prior report was revised upward from 155k to 176k.  The 

two-month payroll net revision rose 58k.  The change in private payrolls came in above 

expectations at 301k compared to the forecast of 185k.  The prior report was revised upward 

from 161k to 173k.  The change in manufacturing payrolls was above expectations, rising by 32k 

compared to the forecast of a 20k gain.  
 

 
 

The chart above shows the change in total private employment, which suggests the economic 

expansion continues.   

                                                 
9 https://www.thetimes.co.uk/article/ministers-aim-to-build-empire-2-0-with-african-commonwealth-after-brexit-
v9bs6f6z9 ; https://www.ft.com/content/bc29987e-034e-11e7-ace0-1ce02ef0def9 ; and 
https://www.bbc.com/news/uk-politics-46528952?wpisrc=nl_todayworld&wpmm=1  
10 https://www.nytimes.com/2019/01/03/world/europe/brexit-no-deal-
conservatives.html?emc=edit_mbe_20190104&nl=morning-briefing-europe&nlid=567726720190104&te=1  

https://www.thetimes.co.uk/article/ministers-aim-to-build-empire-2-0-with-african-commonwealth-after-brexit-v9bs6f6z9
https://www.thetimes.co.uk/article/ministers-aim-to-build-empire-2-0-with-african-commonwealth-after-brexit-v9bs6f6z9
https://www.ft.com/content/bc29987e-034e-11e7-ace0-1ce02ef0def9
https://www.bbc.com/news/uk-politics-46528952?wpisrc=nl_todayworld&wpmm=1
https://www.nytimes.com/2019/01/03/world/europe/brexit-no-deal-conservatives.html?emc=edit_mbe_20190104&nl=morning-briefing-europe&nlid=567726720190104&te=1
https://www.nytimes.com/2019/01/03/world/europe/brexit-no-deal-conservatives.html?emc=edit_mbe_20190104&nl=morning-briefing-europe&nlid=567726720190104&te=1
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The chart above shows the 12-month moving total of the change in non-farm payrolls; a dip 

under 1.5 mm signals recession. 

 

The unemployment rate came in above expectations at 3.9% compared to the forecast of 3.7%.  

The labor force participation rate was 63.1%, while the U-6 unemployment rate remained steady 

at 7.6%.  The chart below shows the relationship between the unemployment rate and the 

employment/population ratio.  The divergence of the two variables has been one of the defining 

factors of this recovery and argues that labor market slack still remains. 
 

 
 

The chart below shows the underemployment rate, also referred to as the U-6 rate, which 

remained steady. 
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Average hourly earnings for all workers came in above expectations, rising 0.4% from the prior 

month compared to the forecast of 0.3%. 
 

 
 

The chart above shows the yearly change in overall wages for all workers along with production 

and non-supervisory workers.  We are starting to see a faster increase in wage growth for the 

latter, which may reflect various state and local measures to boost minimum wages.   

 

The table below lists the economic releases and Fed events scheduled for the rest of the day. 
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EDT Indicator Expected Prior Rating

9:45 Markit US Services PMI m/m dec 53.6 **

9:45 Markit US Composite PMI m/m dec 53.4 **

EST Speaker or event

10:15 Jerome Powell plus Bernanke and Yellen interview at AEA Chairman of Board of Governors of Federal Reserve

10:15 Raphael Bostic speaks at AEA President of the Federal Reserve Bank of Atlanta

13:30 Thomas Barkin Speaks on Outlook for Growth President of the Federal Reserve Bank of Richmond

District or position

Economic Releases

Fed speakers or events

 
 

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 Composite m/m dec 52.2 51.9 ** Equity and bond neutral

Caixin China PMI Services m/m dec 53.9 53.8 53.0 ** Equity bullish, bond bearish

Japan Nikkei Japan PMI Mfg m/m dec 52.6 52.4 ** Equity and bond neutral

India Nikke India PMI Services m/m dec 53.2 53.7 ** Equity and bond neutral

Nikkei India PMI Composte m/m dec 53.6 54.5 ** Equity and bond neutral

Australia CBA Australia PMI Services m/m dec 52.7 52.2 ** Equity and bond neutral

CBA Australia PMI Composite m/m dec 52.9 52.4 ** Equity and bond neutral

EUROPE

Eurozone PPI y/y dec 4.0% 4.9% 4.2% ** Equity bullish, bond bearish

CPI y/y dec 1.6% 2.0% 1.7% *** Equity and bond neutral

CPI Core y/y dec 1.0% 1.0% 1.0% *** Equity and bond neutral

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

Markit Germany Services m/m dec 51.8 52.5 52.5 ** Equity and bond neutral

Markit Germany Composite m/m dec 51.6 52.2 52.2 ** Equity and bond neutral

France Markit France Services m/m dec 49.0 49.6 49.7 ** Equity bearish, bond bearish

Markit France Composite m/m dec 48.7 49.3 49.4 ** Equity bearish, bond bearish

CPI y/y dec 1.6% 1.9% 1.8% *** Equity bullish, bond bearish

Italy Markit/ADACI Italy Services m/m dec 50.5 50.3 50.1 ** Equity bullish, bond bearish

Markit/ADACI Italy Composite m/m dec 50.0 49.3 49.3 ** Equity bullish, bond bearish

CPI NIC incl. tobacco y/y dec 1.1% 1.7% 1.5% *** Equity bullish, bond bearish

U.K. Nationwide House Px y/y dec 0.5% 1.9% 1.5% ** Equity bearish, bond bullish

Markit/CIPS UK Services PMI m/m dec 51.2 50.4 50.7 ** Equity and bond neutral

Markit/CIPS UK Composite PMI y/y dec 51.4 50.7 50.8 ** Equity and bond neutral

AMERICAS

Brazil PPI Manufacturing m/m nov 10.7% 14.1% ** Equity and bond neutral

Markit Brazil PMI Services m/m dec 51.9 51.3 ** Equity and bond neutral

Markit Brazil PMI Composite m/m dec 52.4 51.6 ** 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 279 281 -2 Up

3-mo T-bill yield (bps) 236 236 0 Neutral

TED spread (bps) 43 45 -2 Neutral

U.S. Libor/OIS spread (bps) 240 239 1 Up

10-yr T-note (%) 2.61 2.55 0.06 Neutral

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

EUR/USD 3-mo swap (bps) 0 -1 1 Down

Currencies Direction

dollar down Neutral

euro up Up

yen down Neutral

pound up Neutral

franc flat Neutral

Central Bank Action Current Prior Expected

China Reserve Requirement 13.500% 14.000% On forecast  
 

Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
 

Price Prior Change Explanation

Brent $57.07 $55.95 2.00% OPEC Production Cuts

WTI $47.96 $47.09 1.85%  

Natural Gas $2.99 $2.95 1.36%  

Crack Spread $15.19 $15.08 0.68%

12-mo strip crack $16.73 $16.58 0.90%

Ethanol rack $1.43 $1.43 -0.12%

Gold $1,291.50 $1,294.28 -0.21%

Silver $15.74 $15.74 -0.04%

Copper contract $261.10 $256.80 1.67%

Corn contract 380.25$       379.75$       0.13%

Wheat contract 516.00$       513.75$       0.44%

Soybeans contract 916.25$       912.75$       0.38%

Baltic Dry Freight 1267 1282 -15

Actual Expected Difference

Crude (mb) -2.3

Gasoline (mb) 2.7

Distillates (mb) 1.0

Refinery run rates (%) 0.60%

Natural gas (bcf) -46.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show warmer temperatures for most of the country.  

Precipitation is expected for most of the country. 
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Asset Allocation Weekly Comment 
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 4, 2019 
 

Quantitative easing (QE) was an element of unconventional monetary policy that emerged from 

the Great Financial Crisis.  When the Federal Reserve lowered the fed funds target to zero 

(known as the “zero interest rate policy,” or ZIRP), policymakers decided that taking the policy 

rate below zero would not further stimulate the economy.  Once interest rates fall below zero, 

idle cash generates a return and there was fear that negative interest rates would cause cash 

hoarding, which was exactly what the Fed wanted to avoid.  However, policymakers also feared 

that signaling they lacked additional tools to support the economy could trigger a panic in 

financial markets.  Thus, they created an additional tool, QE, which bought Treasuries and 

mortgages from the financial system and pushed additional cash into the economy. 

 

The policy was controversial.  Some feared it would trigger inflation as the high levels of cash 

would “inevitably” cause rising prices.  Others argued that the process would distort financial 

markets.  But, in the end, the effects of QE were difficult to parse.  For example, one of the Fed’s 

arguments for QE was that it would lower long-term interest rates.  In fact, at times, it seemed to 

have precisely the opposite effect. 
 

 
 

This chart shows the 10-year T-note yield.  The gray bars show periods of QE.  In all three 

events, yields rose at the onset of the balance sheet expansion.  Yields eventually fell during 

QE2, although that decline was probably more due to turmoil in Europe.  Why did yields rise 

when the Fed was reducing the supply of bonds?  Most likely, investors worried that QE would 
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be successful in bringing about inflation and thus demand was adversely affected.  Anticipation 

of the end of QE always led to a drop in yields. 

 

What about all that money that was injected into the system?  Much of it remained on bank 

balance sheets in the form of excess reserves. 
 

 
 

Using the equation of exchange (money supply x velocity = price x quantity), the increase in the 

money supply mostly led to a sharp drop in velocity, instead of boosting prices or quantity.   
 

 
 

So, if QE mostly sat idle on bank balance sheets then the withdrawal of QE should not have had 

much of a real impact on the economy.  And, that is likely true.  However, this isn’t to say that 

QE had no effect.  As we have noted in the past, there has been a close correlation between the 

S&P and the Fed’s balance sheet. 
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The chart on the left shows the original balance sheet model; note that after Trump’s election in 

2016 the S&P rose much more than the model would have projected.  To account for this move, 

we built a variable that adjusted for expectations surrounding corporate tax cuts.  The additional 

variable improved the model dramatically; however, assuming no further reductions in corporate 

tax rates, the market is once again tracking the balance sheet. 

 

Essentially, it appears that the impact of QE was mostly psychological; it signaled to investors 

that the Fed was supportive.  Interestingly enough, the withdrawal appears to be adversely 

affecting investor sentiment.  It is hard to determine how much, simply because there are other 

factors, such as trade conflicts and FOMC criticism, which are also affecting sentiment.  

However, this data suggests that a pause in the balance sheet reduction would likely improve 

investor sentiment.    

  

 

 
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 1/3/2019 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. 

 

Asset Class Performance – (as of 1/3/2019 close) 
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Source: Bloomberg

  
 

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. 

 

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), 
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P/E Update 
 

January 3, 2019 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 1/3/2018 = 15.6x

 
 

Based on our methodology,11 the current P/E is 15.6x, down 1.7x from our last reading.  Shifting 

to Q1 was the reason for the sharp decline in the ratio. 
 
 
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. 

                                                 
11 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. 


