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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 13, 2020—9:30 AM EDT] Global equity markets are higher this morning.  The 

EuroStoxx 50 is up 1.3% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 0.3% 

from its prior close.  Chinese markets were higher, with the Shanghai Composite up 1.8% from 

the prior close and the Shenzhen Composite up 3.5%.  U.S. equity index futures are signaling a 

higher open. 

 

Good morning and happy Monday!  Global equity markets are higher this morning.  There is a 

good deal of foreign news today, including Poland’s election news and Turkey’s controversial 

move to change a museum into a mosque.  China will be next in line, followed by our update of 

the pandemic news.  We will close with policy and economic/market news. Here are the details:   

 

Foreign news: 

• The preliminary results from Poland’s runoff election show that the Law and Justice 

Party incumbent Andrzej Duda has squeezed out a narrow victory, although his opponent, 

Rafal Trzaskowski, has not yet conceded, saying the election is still too close to call.  

Final totals are expected tomorrow.  The Law and Justice Party is right-wing populist and 

has strained relations with the EU.  The narrowness of the victory suggests Poland is 

closely divided; voting distribution shows that the incumbent party dominated the eastern 

parts of Poland, whereas the centrist parties do better in the western areas.   

• Turkish President Erdogan’s government won a court case to convert the Hagia Sophia 

from a museum to a mosque.  The facility was originally the premier church of Eastern 

Orthodoxy but was converted to a mosque by the Ottoman empire.  After creating 

modern-secular Turkey after WWI, Ataturk made the facility a museum.  The action is 

not sitting well among the Orthodox.  

• The EU is in preparing for critical talks over the €750 B aid package that would include a 

Eurobond.  The frugal nations are pushing for fewer grants and reforms as part of the 

package; this is a non-starter.  If the EU is unable to make this work, it would be a major 

setback.  However, we think that Germany has too much at stake; one key problem in 

Europe is that export growth remains sluggish, which is hurting Berlin.  Thus, the support 

package will likely help Germany too, so we expect Chancellor Merkel to eventually 

drive the program forward. 

• In Russia, widespread protests have emerged in the Far Eastern regions over Putin’s 

decision to oust a popular, but apparently corrupt, governor.  Unlike protests in the major 
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https://nyti.ms/2Clq31v
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cities east of the Urals, these protestors are not those calling for more democracy but are, 

instead, tied to a particular person.   

o The Netherlands is bringing Russia to court over the downing of flight MH17. 

China news: 

• In retaliation for the U.S. sanctioning Chinese officials over the Uighurs, Beijing has 

sanctioned several U.S. officials, mostly member of Congress.  This action was expected 

and the fact that no major members of the administration were targeted suggests this was 

a measured response.   

• Despite the recent National Security Law crackdown, primaries held by pro-democracy 

parties saw a massive turnout, a snub to the Xi regime.   

• The U.K. is taking steps to reduce their use of Huawei (002502, CNY 3.09) equipment in 

5G networks and supporting a broader ban by the “Five-Eyes” network.  The latter will 

almost certainly require the creating of equipment alternatives which will need 

government investment support. 

• We are seeing improving industrial metals prices, which is attributed to expectations of 

Chinese stimulus.  Although we do expect authorities in China to inject fiscal and 

monetary stimulus, it is likely that it will be much less than what we saw coming out of 

the 2007-09 downturn. 

COVID-19:   The number of reported cases is 12,932,640 with 569,666 deaths and 7,139,672 

recoveries.   In the U.S., there are 3,304,942 confirmed cases with 135,205 deaths and 1,006,326 

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.  All but seven 

states have a reproduction rate over 1.0, meaning that the virus is spreading at an increasing rate. 

 

Virology:   

• As the number of cases in the U.S. rise, we are seeing new evidence that households 

are returning to earlier sheltering behavior; we are seeing a rise in canned soup and 

flour sales.   

• In the race to develop a vaccine, a couple of concerns have emerged.  First, a recent 

U.K. study suggests antibodies against the virus from those who have been exposed 

dissipate in about three months.  Thus, COVID-19 is acting much like common colds 

and influenza, in that a single infection doesn’t grant long term immunity.  This may 

mean that high-risk groups will need to be vaccinated on a regular cycle and that the 

disease may be a plague upon humanity until it mutates into a less virulent form.  

Second, lost in the raging debate over reopening schools is how the virus affects 

children.  It appears that most children are only mildly affected by the disease, but 

there are rare cases of MIS-C, which is similar to Kawasaki disease.  MIS-C seems to 

be an immune response issue, meaning that (a) it isn’t the pathogen but the body’s 

reaction that the problem and, (b) vaccination may actually increase the risk of 

trigging this response.   

• Researchers are not only working to create a vaccine but are also taking steps to 

insure it is safe.  There is a response, known as “disease enhancement,” where a 

https://nyti.ms/2W715tN
https://www.ft.com/content/4674a6b6-cb67-44c5-9360-b2a4b9cffbbe
https://www.wsj.com/articles/hundreds-of-thousands-vote-in-hong-kongs-democratic-primaries-11594550049?st=do8fg25kgfamv2h
https://www.wsj.com/articles/hundreds-of-thousands-vote-in-hong-kongs-democratic-primaries-11594550049?st=do8fg25kgfamv2h
https://www.ft.com/content/e4b7f816-00cc-4dc5-bb97-4e761200022a?emailId=5f0bdb19333f8f0004bc8014&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/795a85b1-621f-4144-bee0-153eb5235943
https://www.wsj.com/articles/why-china-isnt-expected-to-power-a-global-recovery-11594555200?st=zehefa20vxcymhd
https://www.nytimes.com/2020/07/13/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://rt.live/
https://www.wsj.com/articles/coronavirus-latest-news-07-13-2020-11594628843?st=r19x3tj8x0ih704
https://www.wsj.com/articles/coronavirus-surge-challenges-struggling-food-supply-chains-11594546200?st=qej5on5va6yff83
https://www.wsj.com/articles/coronavirus-surge-challenges-struggling-food-supply-chains-11594546200?st=qej5on5va6yff83
https://www.theguardian.com/world/2020/jul/12/immunity-to-covid-19-could-be-lost-in-months-uk-study-suggests
https://www.theguardian.com/world/2020/jul/12/immunity-to-covid-19-could-be-lost-in-months-uk-study-suggests
https://www.wsj.com/articles/what-we-know-about-children-and-covid-19-11594483200?st=junpvuihqmp0c1j
https://www.wsj.com/articles/what-we-know-about-children-and-covid-19-11594483200?st=junpvuihqmp0c1j
https://www.wsj.com/articles/as-covid-19-vaccine-development-pushes-ahead-researchers-probe-safety-11594546201?st=3jk97d82x5t5xno
https://www.wsj.com/articles/as-covid-19-vaccine-development-pushes-ahead-researchers-probe-safety-11594546201?st=3jk97d82x5t5xno
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vaccinated person comes down with a severe case of the disease.  Given the already 

elevated level of vaccine fear, a vaccine that triggers cases of the disease would be a 

real problem, as it may discourage people from accepting the vaccine and thus reduce 

the odds of building herd immunity.   

• One of the hopes was that COVID-19 would dissipate under warm summer weather.  

After fall, flu and colds have a season and that is fall and winter.  However, summer 

hasn’t slowed the spread of the virus and researchers have been investigating to see 

why.  The key reason seems to be that there simply isn’t enough herd immunity yet to 

allow summer to reduce infections.  A secondary reason is that the virus seems to 

spread best indoors; in the summer, as temps rise in the south (it’s 94o at 5:00 am 

Phoenix…yes, it’s a “dry heat” but the forecast calls for 111o today) people tend to 

move indoors.  Note that in northern parts of the country, cases have fallen, perhaps 

because it isn’t as hot, and people are not congregating inside.   

• Now, some good news and some bad news. 

• The good news is that Italian researchers believe that the virus may be 

mutating into a less virulent form, noting that more people are seeing 

asymptomatic infections and complex cases in Italy have declined.  The 

debate among scientists is raging, but it would not be unusual for a 

coronavirus to mutate in this fashion. 

• Kazakhstan is reporting an ‘unknown pneumonia’ that is deadlier than 

COVID-19 and appears to be spreading.  It is not clear if it is a coronavirus or 

something else, but the country has implemented a lockdown.   

Policy news: 

• The Treasury and the Fed are having a disagreement about the terms and conditions of 

the Main Street lending program.  The Fed wanted relaxed terms of conditions to 

encourage borrowing; the Treasury, which would be saddled with losses, has pushed for a 

more cautious program.  Although the differences make sense given who bears the risk, 

reluctance to lend is now a concern.   

• On July 21, the Senate is expected to hold confirmation hearings on Christopher Waller 

and Judy Shelton for Fed governor. Although Waller is a shoo-in, Shelton is controversial 

on both sides of the aisle and may not make it through the process.   

• We are again heading toward deadlines for another round of fiscal stimulus.  Although 

the White House and Democrats appear open to more spending, Senate GOP members 

are less enthused.  There is a risk to the economy (and equities) if no agreement or an 

inadequate agreement is reached.  However, we would expect the Fed to expand lending 

if Congress fails to act.  It just isn’t clear how much the Fed can do to directly intervene.   

The pace of recovery does appear to be slowing, which should prompt policy action.   

• The U.S. is considering $1.3 B of French luxury goods with a 25% tariff in retaliation for 

a digital tax.   

 

 

https://www.wsj.com/articles/scientists-hoped-summer-temperatures-would-tamp-down-covid-19-cases-what-happened-11594632601?st=8n4zdz7wxilj9hp
https://www.wsj.com/articles/scientists-hoped-summer-temperatures-would-tamp-down-covid-19-cases-what-happened-11594632601?st=8n4zdz7wxilj9hp
https://www.politico.eu/article/will-italys-summer-hiatus-last/?utm_source=POLITICO.EU&utm_campaign=72678f7d31-EMAIL_CAMPAIGN_2020_07_13_05_09&utm_medium=email&utm_term=0_10959edeb5-72678f7d31-190334489
https://www.politico.eu/article/will-italys-summer-hiatus-last/?utm_source=POLITICO.EU&utm_campaign=72678f7d31-EMAIL_CAMPAIGN_2020_07_13_05_09&utm_medium=email&utm_term=0_10959edeb5-72678f7d31-190334489
https://www.scmp.com/news/china/diplomacy/article/3092563/chinese-embassy-warns-deadly-unknown-pneumonia-kazakhstan?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3092563
https://www.wsj.com/articles/fed-treasury-disagreements-slowed-start-of-main-street-lending-program-11594558800?st=5t83jqbzh9h6r78
https://www.banking.senate.gov/imo/media/doc/07102020%20Shelton%20Letter%20Final.pdf
https://www.ft.com/content/180bdae1-6889-4c2d-ad97-50872ab4ac1e
https://www.ft.com/content/180bdae1-6889-4c2d-ad97-50872ab4ac1e
https://www.washingtonpost.com/business/2020/07/11/after-fastest-recession-us-history-economic-recovery-may-be-fizzling/
https://www.ft.com/content/f51be172-746f-48f2-9b9d-ac782b707c76?emailId=5f0c35b46070a50004ea45ff&segmentId=2785c52b-1c00-edaa-29be-7452cf90b5a2
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Market and Economy news: 

• OPEC appears to be easing output restrictions.  We assume the cartel leadership is 

signaling it will live with oil prices in a $30/$40 range for the foreseeable future and 

gambling that this level will prevent a surge in shale production.  We tend to agree with 

this assessment.  

• Last year, Congress passed the Small Business Reorganization Act.  The law made it 

easier for small businesses to go bankrupt using Chapter 11, instead of the more common 

Chapter 8.  The latter tends to liquidate the business and pay off creditors from the 

proceeds; the former ends collection efforts and allows the firm to reorganize but tends to 

mean creditors have to accept less attractive terms.  This new law went into effect in 

February and we are seeing a rash of bankruptcy filings.  Although some commentators 

have noted the rise in bankruptcies, suggesting that there is trouble in the economy, it 

appears that at least some of the actions are due to more attractive terms for borrowers.  

The new law gives small business borrowers leverage in negotiations and thus they can 

extract better terms in negotiations.   

• As we have noted, one of the features of the past bull market was a higher level of 

buybacks and fewer new issues.  That situation has changed in this recovery as firms are 

using “blank-check companies” to facilitate tapping the public markets for liquidity.  This 

action suggests that firms see the rising stock market as an opportunity, which in the past, 

has suggested a frothy equity market.  Of course, with the recent aggressive expansion of 

the Fed’s balance sheet, liquidity is looking for a “home” and equities are one place the 

funds can go. 

• The other may be Chinese government bonds.  Chinese local currency bonds are yielding 

3.11% for 10-years and the PBOC has controlled the exchange rate successfully for some 

time.  It is a well-known fact that China’s debt load is extraordinarily large.  Tapping 

foreign investors may be the last frontier for China to attract funds to eventually resolve 

the debt overhang.  Thus, in the long run, the risk of these bonds is high, but in the short 

run, they are very attractive.   

U.S. Economic Releases  
 

The table below lists the economic releases and Fed events scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

14:00 Monthly Budget Statement m/m Jun -$863.0b -$398.8b **

Speaker or event

11:30 John Williams Discusses LIBOR in a Joint Webinar President of the Federal Reserve Bank of New York

13:00 Robert Kaplan Speaks in Webinar Hosted by National Press Club President of the Federal Reserve Bank of Dallas

Fed Speakers or Events

Economic Releases

District or position

 
 

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 

https://www.bloomberg.com/news/articles/2020-07-12/oil-falls-before-opec-meeting-to-discuss-future-of-output-cuts?sref=PhB3liAe
https://www.wsj.com/articles/burger-chain-turns-pioneer-for-new-small-business-bankruptcy-law-11594459800?st=aed1uwt9cd94kel
https://www.wsj.com/articles/blank-check-boom-gets-boost-from-coronavirus-11594632601?st=722e2o89rwmdnrt
https://www.wsj.com/articles/investors-find-new-safe-place-to-hide-chinese-bonds-11594632600?st=4en2kxgu7nf0d16
https://www.wsj.com/articles/investors-find-new-safe-place-to-hide-chinese-bonds-11594632600?st=4en2kxgu7nf0d16
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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 Tertiary Industry Index m/m May -2.1% -6.0% -3.8% ** Equity and bond neutral

New Zealand Food Prices m/m Jun 0.5% -0.8% ** Equity and bond neutral

Europe

Germany Wholesale Price Index m/m Jun -3.3% -4.3% ** Equity and bond neutral

Switzerland Domestic Sight Deposits w/w 10-Jul 613.5b 605.9b * Equity and bond neutral

Total Sight Deposits w/w 10-Jul 688.6b 687.0b * Equity and bond neutral

AMERICAS

Mexico Nominal Wages y/y Jun 4.6% 4.7% *** Equity and bond neutral

Canada Net Change in Employment m/m Jun 952.9k 289.6k 700.0k *** Equity bullish, bond bearish

Unemployment Rate m/m Jun 12.3% 13.7% 12.1% *** Equity bearish, bond bullish

Brazil IBGE Inflation IPCA y/y Jun 2.1% 1.9% 2.2% *** 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) 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 (%) 0.63 0.65 -0.02 Neutral

Euribor/OIS spread (bps) -44 -44 0 Neutral

EUR/USD 3-mo swap (bps) 15 11 4 Down

Currencies Direction

dollar Down Down

euro Up Up

yen Down Up

pound Down Down

franc Down Up   
 

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. 
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Price Prior Change Explanation

Brent $42.72 $43.24 -1.20% Virus Surge

WTI $39.92 $40.55 -1.55%

Natural Gas $1.80 $1.81 -0.44%

Crack Spread $12.64 $12.67 -0.22%

12-mo strip crack $10.90 $10.97 -0.71%

Ethanol rack $1.69 $1.69 -0.14%

Gold $1,809.68 $1,798.70 0.61%

Silver $19.12 $18.72 2.16%

Copper contract $295.30 $289.75 1.92%

Corn contract 333.00$       337.25$       -1.26%

Wheat contract 534.25$       534.00$       0.05%

Soybeans contract 884.25$       890.75$       -0.73%

Baltic Dry Freight 1810 1810 0

Shipping

Energy Markets

Metals

Grains

 
 

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 Rocky Mountain area.  Wet conditions are expected for the 

eastern half of the country.  There is no tropical cyclone activity expected over the next 48 hours. 
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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 7/10/2020 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 7/10/2020 close) 

 

-20.0% -10.0% 0.0% 10.0% 20.0%

Commodities
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Source: Bloomberg

 
 

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

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

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

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

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

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

Commodities (Bloomberg total return Commodity Index). 

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. 


