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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: July 10, 2020—9:30 AM EDT] Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is up 0.8% from its last close.  In Asia, the MSCI Asia Apex 50 

closed down 1.0% from its prior close.  Chinese markets were lower, with the Shanghai 

Composite down 2.0% from the prior close and the Shenzhen Composite down 0.3%.  U.S. 

equity index futures are signaling a lower open. 

 

Good morning and happy Friday!  Being Friday, there is a new Asset Allocation Weekly, 

associated podcast and chartbook, all available for the weekend.  U.S. equity futures and global 

equities are taking a breather.  Conditions with China continue to deteriorate.  It looks like 

another round of fiscal spending is on the way.  There are growing worries about the pandemic’s 

resurgence weakening economic growth and it is also affecting the capital/labor tradeoff.  At the 

same time, it isn’t all bad news.  Gold and lumber have been doing quite well.  We update 

foreign news and COVID-19.  Let’s run through the tape:   

 

China news: 

• The U.S. has formally sanctioned high-ranking Chinese officials over Xinjiang.  Overall, 

four officials were named, including Chen Quanguo, the CPC secretary of Xinjiang.  

Three of the officials will be banned from entering the U.S.; China has not responded yet, 

but we fully expect retaliation. 

o As an aside, we remain surprised that both sides continue to support the Phase 

One trade deal.  We suspect the arrangement is under threat and have noted that 

China is well behind its targets.  However, a formal rejection of the deal would 

have a negative ripple effect on financial markets, leaving it abundantly clear that 

relations were in trouble. 

• The long arm of the dollar is showing its power with relation to Hong Kong.  U.S. and 

European banks are conducting audits of their clients to see if any are controlled by 

Chinese or Hong Kong officials that are at risk of being sanctioned.  It is expected that 

relations with these clients will be severed to avoid losing access to dollar markets.   

o We are seeing a dual system developing in technology.  It looks like a dual system 

of finance may not be far behind.  In terms of finance, China will have a hard time 

competing with the universality of the dollar and the deep U.S. financial system.   

• A recent roundtable discussion noted that Chinese companies listed in the U.S. continue 

to vary from U.S. auditing standards.  It is almost impossible to avoid the risk of non-
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compliance in passive products, leaving U.S. investors unwittingly exposed to financial 

reporting issues.   

• Iran is cozying up to China; this action will almost certainly add to pressure from U.S. 

lawmakers to add sanctions on China. 

Policy news: 

• Treasury Secretary Mnuchin is working with Congress for another stimulus bill.  Most of 

the current measures expire at the end of July.  Expect the bill to adjust the 

unemployment payments.  The $600 per week flat payout won’t be extended.  We would 

expect the payment to be a mere replacement of lost income with some additional support 

for workers in industries hardest hit.  Whenever you make a blanket payout, there will be 

externalities introduced.  However, it should be remembered that in the initial package, 

due to the uncertainty, the $600 per week extra cash made sense.  It also makes sense to 

adjust the program to make it less attractive to stay home.  At the same time, another 

round of stimulus checks is highly probable.   

o What we will be watching for is if the bill includes help for state and local 

governments.   

o The White House is looking for a $1.0 trillion package; Congressional Democrats 

are pushing for a larger bill.  We expect one larger than $1.0 trillion as well.   

Market and Economy news: 

• The meatpacking industry has been hit hard by COVID-19.  Workers operate in close 

quarters, in cold conditions, that seem to allow for the spread of the virus.  In response, 

the industry is looking to increase automation, which would reduce the number of 

workers and perhaps allow them to work in less-contained environments.  The pandemic 

has introduced new trends in the economy, including work-from-home, cashless 

payments and increased use of store pickup.  What we are seeing in meatpacking is 

consistent with what we are seeing across the economy. 

• The IEA reported that global oil supply fell 2.4 mbpd in June to a nine-year low of 86.9 

mbpd.  Global consumption fell 16.4 mbpd in Q2.  The IEA is expecting both supply and 

demand to rise next year, but both are dependent on the path of the post-pandemic 

recovery. 

• In addition to strong equity markets, two commodities have been doing very well, 

precious metals and lumber.  The former is benefiting from low to negative interest rates 

around the world and the expansion of central bank balance sheets.  The latter is enjoying 

a boost in demand; as we are stuck at home, we are apparently doing more projects that 

include lumber.  We are also seeing a surge in homeownership rates as the millennial 

generation move into their homebuying years.  That will likely lead to an increase in 

homebuilding that could get supported by telecommuting, which would encourage 

younger households living in exorbitant tax rate states to consider relocating to lower cost 

venues.   

https://www.washingtonpost.com/opinions/2020/07/09/deep-trouble-iran-grabs-chinese-lifeline/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.wsj.com/articles/mnuchin-we-support-another-round-of-stimulus-payments-to-individuals-11594306889?st=bnri1oa5lxelivr
https://www.marketwatch.com/story/goodbye-extra-600-unemployed-workers-should-not-get-benefits-higher-than-their-old-wages-in-next-stimulus-bill-mnuchin-says-2020-07-09?mod=home-page
https://www.politico.com/news/2020/07/09/nancy-pelosi-coronavirus-stimulus-355146
https://www.politico.com/news/2020/07/09/nancy-pelosi-coronavirus-stimulus-355146
https://www.wsj.com/articles/meatpackers-covid-safety-automation-robots-coronavirus-11594303535?st=2bc7pw5v4s5jnt0
https://www.ft.com/content/b8499cef-a9f4-442b-a7ab-16d6cfa16eec
https://finance.yahoo.com/news/iea-raises-2020-oil-demand-082635635.html
https://finance.yahoo.com/news/iea-raises-2020-oil-demand-082635635.html
https://www.wsj.com/articles/goldbugs-take-center-stage-in-markets-but-the-real-show-is-with-energy-11594373400?st=ryqkg7nfnakzn61
https://www.wsj.com/articles/america-is-on-a-lumber-binge-11594305886?st=xgsxa4d9lqo4rbm
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• Chinese equities have been rising recently, supported by state efforts to encourage stock 

buying.  Authorities in China are apparently worried that things are getting out of hand.  

Two state-owned funds sold stocks this week to cool prices.   

• In recent years, we have seen steady stock buybacks that have led the S&P 500 divisor to 

fall, despite a long bull market.  Essentially, despite rising equity values, companies 

tended to withdraw more stocks from the market than were added either by IPOs or by 

new issuance.  That isn’t what we are seeing now.  Companies are taking advantage of 

the market strength to issue new shares; the issuance will likely weigh on stocks.  If the 

divisor rises, it lowers the earnings per share, all else held equal.   

• California has belatedly joined an antitrust lawsuit brought by state attorney generals 

against Google (GOOGL, 1518.66).  Since the company is headquartered in the Golden 

State, there has been reluctance to join the effort.  The fact that California has joined is 

not good news for the company.   

Foreign news: 

• The deadline for Brexit is approaching at month’s end and negotiators say “significant 

divergences” remain between the U.K. and the EU.  At the same time, financial firms in 

both jurisdictions will continue to have access to each other’s infrastructure.  The EU is 

warning Westminster that border checks for U.K. citizens are likely.  Turkey and the 

U.K. are close to a free trade agreement.   

• The U.S. and U.K. have taken aggressive steps in response to China’s actions on Hong 

Kong.  The EU, so far, has been reluctant to take measures against China, worried about 

disrupting economic relations.   

• The runoff election in Poland will be held this weekend. 

COVID-19:  The number of reported cases is 12,294,117 with 555,531 deaths and 6,760,631 

recoveries.   In the U.S., there are 3,118,168 confirmed cases with 133,291 deaths and 969,111 

recoveries.  For those who like to keep score at home, the FT has created a nifty interactive chart 

that allows one to compare cases across nations using similar scaling metrics.  

 

Virology:   

• The WHO has finally capitulated and confirmed that COVID-19 can spread through 

droplets suspended in the air.  This fact makes large, crowded indoor gatherings 

particularly dangerous.   

• Bolivia’s president has tested positive for the virus.   

• A German biotech firm, BioNTech (BNTX, 65.61), says it will likely have a vaccine 

ready for regulatory approval by year’s end.   

• On the topic of vaccines, we are seeing a disturbing trend in vaccine 

nationalism that could end up causing problems.  For example, if a country 

decides to only support its “national champion” to the exclusion of all others, 

it could lead to that nation not getting timely vaccine supplies if another 

nation gets there first.   

https://finance.yahoo.com/news/china-state-funds-start-selling-025054728.html
https://www.wsj.com/articles/companies-raised-record-amounts-by-selling-stock-during-covid-19-crisis-11594292401?st=b4gblmevylf2mb4
https://www.politico.com/news/2020/07/09/california-google-anti-trust-investigation-355710?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.bbc.com/news/uk-politics-53354493
https://www.bbc.com/news/uk-politics-53354493
https://www.ft.com/content/b5d56d7c-d091-40c5-a175-9bf244ee9d14?emailId=5f07e111fbfc8600047aa83e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/a14c0379-27bc-4734-a770-fc52452b19ff?emailId=5f07e111fbfc8600047aa83e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/f641b245-8bf3-4b54-b7d2-13f6b423db45
https://www.ft.com/content/f641b245-8bf3-4b54-b7d2-13f6b423db45
https://www.politico.eu/article/hong-kong-asylum-seekers-test-eu-china-relations/?utm_source=POLITICO.EU&utm_campaign=dea37fc4d7-EMAIL_CAMPAIGN_2020_07_10_05_10&utm_medium=email&utm_term=0_10959edeb5-dea37fc4d7-190334489
https://www.ft.com/content/382c9c93-2646-46ba-88d2-a726855c69d6?emailId=5f07e111fbfc8600047aa83e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.nytimes.com/2020/07/10/world/coronavirus-updates.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=swe&areasRegional=usny&areasRegional=usca&areasRegional=usfl&areasRegional=ustx&cumulative=0&logScale=1&perMillion=1&values=deaths
https://www.wsj.com/articles/who-allows-for-coronavirus-transmission-by-tiny-air-particles-before-symptoms-11594332381?st=yn5ybav1i9leb8b
https://www.npr.org/sections/coronavirus-live-updates/2020/07/09/889591630/bolivian-president-tests-positive-for-coronavirus
https://www.wsj.com/articles/german-biotech-sees-its-coronavirus-vaccine-ready-for-approval-by-december-11594373400?st=dziw2edlv8tgxvr
https://www.wsj.com/articles/german-biotech-sees-its-coronavirus-vaccine-ready-for-approval-by-december-11594373400?st=dziw2edlv8tgxvr
https://www.cnbc.com/2020/07/10/coronavirus-vaccine-arms-race-may-harm-public-health-and-the-economy.html
https://www.cnbc.com/2020/07/10/coronavirus-vaccine-arms-race-may-harm-public-health-and-the-economy.html
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• The U.S. appears to be inadvertently engaging in the development of herd immunity.  

By allowing the virus to spread among younger people, more are becoming infected.  

If contracting the virus leads to some level of immunity, it might make sense to do so.  

However, it still isn’t clear how much immunity an infected person retains.  Another 

problem is that if a nation decides to go the route of establishing herd immunity, it 

should put policies in place to protect the most vulnerable; that really hasn’t happened 

on a national level.   

• Iran claims it has used drugs designed for Hepatis C as an antiviral treatment for 

COVID-19.  The two drugs, sofosbuvir and daclatasvir, appear to have reduced 

symptoms of the virus in three trials with control groups.   

U.S. Economic Releases  

 

The price producers paid for inputs unexpectedly fell in June.  The decline in prices was largely 

due to the demand for service inputs remaining subdued as the global pandemic continues to 

weigh on trade activity.  The produce price index (PPI) for final demand fell 0.2% from the prior 

month compared to expectations of a rise of 0.4%.  PPI excluding food and energy fell 0.3% 

from the prior month compared to expectations of a rise of 0.1%.  Lastly, PPI excluding food, 

energy and trade rose 0.3% from the prior month compared to expectations of a rise of 0.1%. 
 

 
 

The chart above shows the monthly change in PPI, excluding trade services.  The drop in 

headline PPI was largely due to trade services.  As the chart above shows, excluding trade 

services, input prices have recovered significantly.  Hence, this could lead to higher consumer 

prices. 
 

There are no other economic releases or Fed events scheduled for the rest of the day. 
 

https://www.axios.com/coronavirus-herd-immunity-united-states-4fa3a3bd-f92f-4619-b0ec-06182521186f.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.ft.com/content/ce38f292-b952-42c6-aaab-c8bdbe964c92?emailId=5f07e111fbfc8600047aa83e&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications and green indicates neutral conditions.  We will add 

a paragraph below if any development merits further explanation. 
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Money Supply M0 y/y Jun 9.5% 9.5% 9.1% ** Equity and bond neutral

Money Supply M1 y/y Jun 6.5% 6.8% 7.0% ** Equity and bond neutral

Money Supply M2 y/y Jun 11.1% 11.1% 11.1% ** Equity and bond neutral

New Yuan Loans CNY m/m Jun 1810.0b 1480.0b 1800.0b ** Equity bullish, bond bearish

Aggregate Financing CNY m/m Jun 3430.0b 3190.0b 3050.0b ** Equity bullish, bond bearish

Japan PPI y/y Jun -1.6% -2.7% -2.0% ** Equity and bond neutral

New Zealand Card Spending Retail m/m Jun 16.3% 78.9% 15.0% ** Equity bullish, bond bearish

Card Spending Total m/m Jun 19.1% 80.7% ** Equity and bond neutral

Europe

Germany Industrial Production m/m May 19.6% -20.1% 15.4% *** Equity bullish, bond bearish

Manufacturing Production m/m May 22.0% -21.9% 22.8% *** Equity and bond neutral

Italy Industrial Production m/m May 42.1% -19.1% 24.0% *** Equity bullish, bond bearish

Russia Gold and Forex Reserves w/w 3-Jul 569.8b 568.3b * Equity and bond neutral

Money Supply Narrow Def w/w 3-Jul 12.86t 12.75t * Equity and bond neutral

AMERICAS

Mexico Industrial Production y/y May -30.7% -29.3% -27.0% *** Equity bearish, bond bullish

Manufacturing Production y/y May -37.1% -35.3% -31.2% *** Equity bearish, bond bullish

Canada Housing Starts m/m Jun 211.7k 193.5k 195.0k ** 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. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 27 27 0 Down

3-mo T-bill yield (bps) 12 13 -1 Neutral

TED spread (bps) 15 14 1 Up

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

10-yr T-note (%) 0.58 0.61 -0.03 Neutral

Euribor/OIS spread (bps) -44 -43 -1 Neutral

EUR/USD 3-mo swap (bps) 10 9 1 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Up Up

pound Up Down

franc Down Up   
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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 $41.41 $42.35 -2.22% Virus Fears

WTI $38.59 $39.62 -2.60%

Natural Gas $1.75 $1.78 -1.80%

Crack Spread $12.56 $12.51 0.35%

12-mo strip crack $11.00 $11.02 -0.15%

Ethanol rack $1.70 $1.70 0.18%

Gold $1,809.10 $1,803.55 0.31%

Silver $18.77 $18.65 0.65%

Copper contract $285.20 $283.85 0.48%

Corn contract 350.50$       348.75$       0.50%

Wheat contract 524.25$       525.00$       -0.14%

Soybeans contract 903.00$       901.50$       0.17%

Baltic Dry Freight 1810 1849 -39

Actual Expected Difference

Crude (mb) 5.7 -3.0 8.7

Gasoline (mb) -4.8 1.0 -5.8

Distillates (mb) 3.1 0.5 2.6

Refinery run rates (%) 2.00% 0.50% 1.50%

Natural gas (bcf) 56.0 59.0 -3.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer temperatures for most of the country, 

with cool conditions expected in the Pacific and Rocky Mountain areas.  Dry conditions are 

predicted for the majority of the country, with wet conditions anticipated in the Rocky Mountain 

region.  Tropical Storm Fay is moving northward along the Maryland Eastern Shore and is 

expected to make landfall in Delaware. 
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Asset Allocation Weekly 
 

Confluence Investment Management offers various asset allocation products which are managed using 

“top down,” or macro, analysis. We report asset allocation thoughts on a weekly basis, updating this 

section every Friday. Note that this report is also offered as a separate document on our website. 
 

July 10, 2020 
 

Equity markets, to a greater or lesser degree, tend to reflect social and political trends.  After all, 

the mood of investors plays a role in the propensity to move money into stock markets.  

Unfortunately, the impact of social or political events on equities tends to be a mixed bag.  The 

chart below shows over 120 incidents from 1896; some events were notable, while others had 

only a modest impact.   
 

 
(Source: https://www.marketwatch.com/story/the-dows-tumultuous-120-year-history-in-one-chart-2017-03-23) 

 

What is notable about this chart is that some factors can be bullish, such as the creation of the 

assembly line or the introduction of the internet.  Some events would seem to be negative, but 

the impact is fleeting, whereas other negative occurrences have a much more significant impact. 

 

The U.S. is experiencing a wave of civil rights protests similar to what occurred in 1968 (#73 on 

the above chart).  On its face, civil unrest would seem to be a negative factor for investor 

confidence.  However, at least initially, the widespread protests may lead to a policy response 

that is supportive for equity prices. 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
https://www.marketwatch.com/story/the-dows-tumultuous-120-year-history-in-one-chart-2017-03-23
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One of the effects of the 1968 civil unrest was the Humphrey/Hawkins Full Employment Act.  

The law required policymakers to strive for full employment.  In fact, the bill had four policy 

goals—full employment, a balanced fiscal budget, a balanced trade account and price stability.  

As anyone with a modicum of formal economic training can note, these four goals are not 

necessarily consistent.  In other words, achieving full employment and price stability or a 

balanced budget may not be possible.  Therefore, policymakers had to decide which goal was 

preeminent.  The bill was passed in 1978; by the time it was enacted, concerns about full 

employment had been supplanted by inflation worries so the bill never really lived up to its 

sponsors’ goal of full employment.  However, it is this bill that requires the Fed chair to 

semiannually travel to Capitol Hill to talk about monetary policy and the economy.   

 

Forty-two years after the passage of Humphrey/Hawkins, there is growing evidence that the 

Federal Reserve is focusing on employment, especially minority employment.  Spearheading the 

effort is Atlanta FRB President Bostic, who recently penned a letter on racism.  But, beyond 

what the Federal Reserve system can do with its own hiring and its regulatory power over 

lending, there is a question about what monetary policy can do about this issue.  After all, setting 

interest rates is a blunt policy instrument.  In his recent press conference, Chair Powell noted that 

minority unemployment had declined markedly before the pandemic, but has risen since the 

recession occurred.  In his opinion, the best way to boost minority employment is to foster a 

strong labor market.   
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This chart shows the unemployment rate for African Americans and Caucasians.  The rate for the 

former is persistently above the latter, but what is notable is that the longer an expansion lasts the 

narrower the difference between the two series becomes.  If the Fed is serious about reducing 

African American unemployment, one of the important policy goals would be to extend the 

expansion as long as possible. 

 

To some extent, this is nothing new; monetary policy isn’t designed to end an expansion 

prematurely.  But, this information signals to investors that the Fed has yet another reason to 

https://www.wsj.com/articles/first-black-fed-president-warns-of-systemic-racisms-economic-toll-11594027802?st=5er24sjdi4soffa
https://www.frbatlanta.org/about/feature/2020/06/12/bostic-a-moral-and-economic-imperative-to-end-racism
https://www.federalreserve.gov/mediacenter/files/FOMCpresconf20200610.pdf
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preserve an expansion, which is supportive for equities—unless it becomes apparent, at some 

point in the future, that the FOMC would be willing to allow inflation to rise above target to 

preserve the expansion.  In general, for the past 33 years, major declines in equity markets have 

been tied to recessions.  That is true, in part, because the Federal Reserve has earned inflation-

fighting credibility.  It remains to be seen whether what we are observing now represents a more 

notable shift away from inflation suppression.  
 

 

 

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 7/9/2020 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 7/9/2020 close) 
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Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

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

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

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

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

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

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

July 9, 2020 
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Based on our methodology,1 the current P/E is 27.4x, up 0.3x from last week.  The rise in the 

multiple is due to the continued lift in the index. 

 

 
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 (Q4 and Q1) and two estimates (Q2 and Q3). 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. 


