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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 14, 2020—9:30 AM EDT] Global equity markets are generally lower this 

morning.  The EuroStoxx 50 is down 1.3% from its last close.  In Asia, the MSCI Asia Apex 50 

closed down 0.8% from its prior close.  Chinese markets were lower, with the Shanghai 

Composite down 0.8% from the prior close and the Shenzhen Composite down 0.9%.  U.S. 

equity index futures are signaling a higher open. 

 

Our latest Confluence of Ideas podcast episode is now available, titled “The 2020 Election: Part 

2.”  In our “2020 Geopolitical Outlook,” we named the 2020 U.S. election as a key event.  Our 

recent five-part Weekly Geopolitical Report series examined this issue in more detail.  This is the 

second of three podcast episodes that will look at the 2020 election.  In this episode, we discuss 

the issue of inequality and the rise of populism, the impact of social media, and the current 

problems of extreme partisanship and political legitimacy.    

 

As usual in recent weeks, the financial markets today reflect a tug-of-war between coronavirus 

optimism, and renewed outbreaks and lockdowns in a growing list of countries, states and 

localities.  As described below, the renewed outbreaks and lockdowns seem to be winning of 

late, helping reverse an initial uptrend in the stock market yesterday.  Just as important, we also 

review several indications that relations are continuing to worsen between China and the 

Western democracies, which is a further threat to global risk assets. 

 

COVID-19:  Official data show confirmed cases have risen to 13,127,030 worldwide, with 

573,664 deaths and 7,280,515 recoveries.  In the United States, confirmed cases rose to 

3,364,704, with 135,615 deaths and 1,031,939 recoveries.  Here is the interactive chart from the 

Financial Times that allows you to compare cases and deaths among countries, scaled by 

population. 

 

Virology 

• Responding to the recent surge of infections in California, state officials ordered an 

immediate lockdown on indoor activities at restaurants, bars, museums, zoos and movie 

theaters.  In addition, the main school districts in Los Angeles and San Diego said they 

would start the school year solely online.  Separately, Oregon Governor Kate Brown 

ordered a ban on most indoor social gatherings of more than 10 people, and said the state 

would require people to wear masks outside when they can’t properly social distance. 

o Coupled with renewed lockdowns in other areas, these measures underscore the 

risk of renewed economic damage from the resurgence in infections in the South 
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http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.nytimes.com/2020/07/13/world/coronavirus-updates.html?action=click&module=Top%20Stories&pgtype=Homepage
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/articles/coronavirus-latest-news-07-13-2020-11594628843?mod=hp_lead_pos1
https://www.wsj.com/articles/coronavirus-latest-news-07-13-2020-11594628843?mod=hp_lead_pos1
https://www.wsj.com/articles/coronavirus-latest-news-07-13-2020-11594628843?mod=hp_lead_pos1
https://www.wsj.com/articles/coronavirus-latest-updates-071420-11594716924?mod=hp_lead_pos3


 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO  63119 | 314.743.5090 

www.confluenceinvestment.com 

 2 

and West.  Even though this round of infections has mostly affected the younger, 

healthier victims that typically handle the disease better, intensive-care capacity is 

already being stretched to the limit in some areas and the first hints of a 

resurgence in deaths is already visible. 

o If those trends continue, more state and local governments are likely to reimpose 

their lockdowns to protect the most vulnerable – a move that would probably lead 

to another retreat in equity prices. 

• Compounding the negative news from the U.S., the Walt Disney Company (DIS, 116.22) 

said it is reclosing its Hong Kong Disneyland theme park, just a month after it reopened, 

because of a resurgence of infections in the city.  The closure comes as Hong Kong 

officials said all activities such as large social gatherings, dining in at restaurants and 

going to the gym would be temporarily suspended. 

• The British government said face masks will be required for anyone entering retail stores 

in England beginning on July 24, on top of the existing requirement to wear a mask on 

public transport.  Cabinet Office Minister Michael Gove had said on Sunday that masks 

should not be made mandatory, but the government overruled him on grounds that “there 

is growing evidence that wearing a face covering in an enclosed space helps protect 

individuals and those around them from coronavirus.”  The decision brings England in 

line with Scotland, Germany, Italy and several other European countries and locales. 

• In South Africa, a sharp resurgence of coronavirus cases has forced the government to 

reimpose its lockdowns, including a ban on alcohol sales and a curfew. 

• Economic reports from Europe and Asia today show continued deep economic scarring 

from the virus lockdowns (see data below), including an annualized drop of 41.2% in 

Singapore’s second quarter GDP. 

• If you’re looking for more evidence that some things will never be the same after the 

virus crisis, recent polling shows that a large percentage of Japanese commuters don’t 

want to go back to the office and submit themselves again to the nightmare known as 

Japanese public transport.  The reporting highlights the risk that many office complexes 

around the world could end up being less utilized and less valuable going forward. 

 

Foreign Policy Response 

• Germany continues to show surprisingly strong support for the European Commission’s 

proposed €750 billion coronavirus recovery package, which is expected to include a large 

program of joint, mutualized EU debt.  Chancellor Merkel yesterday insisted the package 

had to be “massive.”  In fact, she insisted that, “Europe wants to stick together in this 

difficult time,” illustrating Germany’s fresh sense of leadership in the EU as the U.S. 

pulls back from its traditional role as global hegemon. 

 

United States-China:  In a major shift away from the previous U.S. policy of not taking sides in 

territorial disputes where it is not involved, Secretary of State Pompeo said the United States has 

formally rejected a range of Chinese territorial claims against its neighbors in the South China 

Sea.  In his statement, Pompeo characterized the decision as an effort to uphold international law 

against what he called a “might makes right” campaign by China to coerce and intimidate its 

https://www.wsj.com/articles/disney-closing-hong-kong-property-as-government-looks-to-halt-virus-11594655148
https://www.wsj.com/articles/hong-kong-reverts-to-coronavirus-shutdowns-after-having-tamped-down-spread-11594654234
https://www.wsj.com/articles/hong-kong-reverts-to-coronavirus-shutdowns-after-having-tamped-down-spread-11594654234
https://www.ft.com/content/01f852a6-2c11-4d20-9f92-de359b417700
https://www.ft.com/content/01f852a6-2c11-4d20-9f92-de359b417700
https://www.ft.com/content/99d6c1e3-f326-417c-8833-2dfd591d0a7b
https://www.wsj.com/articles/sobering-economic-data-from-europe-asia-dash-hopes-for-swift-recovery-11594725340
https://www.ft.com/content/78271181-e0c1-4b60-b446-19692939af4a
https://www.ft.com/content/78271181-e0c1-4b60-b446-19692939af4a
https://www.ft.com/content/78271181-e0c1-4b60-b446-19692939af4a
https://www.politico.eu/article/angela-merkel-giuseppe-conte-warn-frugal-four-eu-recovery-fund/?utm_source=POLITICO.EU&utm_campaign=5b6612d3a0-EMAIL_CAMPAIGN_2020_07_14_05_16&utm_medium=email&utm_term=0_10959edeb5-5b6612d3a0-190480045
https://www.politico.eu/article/angela-merkel-giuseppe-conte-warn-frugal-four-eu-recovery-fund/?utm_source=POLITICO.EU&utm_campaign=5b6612d3a0-EMAIL_CAMPAIGN_2020_07_14_05_16&utm_medium=email&utm_term=0_10959edeb5-5b6612d3a0-190480045
https://www.wsj.com/articles/u-s-set-to-reject-certain-chinese-maritime-claims-in-south-china-sea-11594661229?mod=hp_lead_pos7
https://www.wsj.com/articles/u-s-set-to-reject-certain-chinese-maritime-claims-in-south-china-sea-11594661229?mod=hp_lead_pos7
https://www.wsj.com/articles/u-s-set-to-reject-certain-chinese-maritime-claims-in-south-china-sea-11594661229?mod=hp_lead_pos7
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Southeast Asian neighbors into ceding their interests.  Although it wasn’t immediately clear what 

the practical implications of the policy shift will be, there is a high risk that the move will 

exacerbate U.S.-China tensions in trade, technology, human rights and other areas.  At the 

extreme, the move could also raise the risk of military confrontation with China at some point 

down the road, so it is a decided negative for equities and bears close watching. 

 

China-United Kingdom:  Buckling to U.S. pressure, the U.K. did an about-face and banned 

Chinese telecom giant Huawei (002502.SZ, 3.07) from the country’s 5G communications 

network.  The company will be banned from supplying new equipment to Britain’s 5G networks 

from December 31, while existing Huawei equipment must be stripped from 5G networks by 

2027.  The move, which aims to prevent Huawei’s equipment from being used for Chinese 

spying or influence operations, illustrates the growing global pushback against China’s political, 

economic and technological rise.  Not only does that pushback portend a potential conflict with 

China at some point in the future, but it also has the potential to crimp Chinese economic growth 

and the success of its firms as they attempt to expand overseas.  As noted above, the pushback is 

therefore a growing risk for global risk assets. 

 

China-Hong Kong-United Kingdom:  The British government estimated about 200,000 

residents of Hong Kong could apply for special “British National Overseas” passports and 

emigrate to the U.K. under Foreign Secretary Raab’s offer last month.  That’s far below the 

3,000,000 or so who are eligible for the passports, but even that level of emigration would likely 

anger Beijing and further strain relations between China and the West. 

 

United States:  A fire in port has caused major damage to the USS Bonhomme Richard, one of 

the Navy‘s few amphibious assault ships capable of conducting offensive operations like an 

aircraft carrier.  According to officials, the damage is so severe that it may be impractical to 

repair.  If the ship is lost, it would significantly reduce U.S. ability to project power around the 

world for an extended period. 

 

European Union:  The European Commission is reportedly planning to clamp down on the 

sweetheart tax deals that some smaller countries have offered to multinational firms.  Crucially, 

unlike ordinary tax legislation in the EU, the initiative would only require the backing of a 

qualified majority of the EU’s 27 member states rather than unanimous support of all countries.  

That would limit any government’s ability to wield a veto, although the measure would also need 

approval from the European parliament.  

 

U.S. Economic Releases  

 

In June, U.S. small business optimism beat expectations as owners believed the economy will 

improve in the coming months.  The NFIB Small Business Optimism Index came in at 100.6, 

above expectations of 97.8.  The rise in optimism is largely due to more owners expecting higher 

sales as lockdown restrictions have eased. 

 

https://www.ft.com/content/997da795-e088-467e-aa54-74f76c321a75
https://www.ft.com/content/997da795-e088-467e-aa54-74f76c321a75
https://www.ft.com/content/997da795-e088-467e-aa54-74f76c321a75
https://www.ft.com/content/039ddcf4-e223-4a16-902d-7c6ba3a2cfa5
https://www.ft.com/content/039ddcf4-e223-4a16-902d-7c6ba3a2cfa5
https://www.ft.com/content/039ddcf4-e223-4a16-902d-7c6ba3a2cfa5
https://www.wsj.com/articles/navy-officials-fear-uss-bonhomme-richard-fire-has-damaged-it-beyond-repair-11594677325
https://www.ft.com/content/4068b83a-2c64-43e9-b82a-0b77c454164b
https://www.ft.com/content/4068b83a-2c64-43e9-b82a-0b77c454164b
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The chart above shows the level of NFIB small business optimism. 

 

Higher gasoline prices caused a sharp uptick in consumer prices in June; however, prices 

elsewhere remain relatively subdued.  The Consumer Price Index (CPI) rose 0.6% from the prior 

month, above expectations of a rise of 0.5%.  Excluding food and energy, CPI rose only 0.2% 

from the prior month, slightly above estimates of 0.1%. 

 

 
 

The chart above shows the annual change in CPI and core CPI.  The lack of demand has made it 

harder for firms to raise prices. 
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A rise in inflation as well as lower nominal earnings growth in June meant that real wages 

slowed in June.  Real average hourly earnings rose 4.3% from the prior year compared to the 

previous month of 6.5%.  Meanwhile, real average weekly earnings slowed from 7.4% in the 

previous month to 4.6% in June. 

 

 
 

The chart above shows the annual change in real earnings for nonsupervisory workers. 
 

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

 

Speaker or event

14:00 Lael Brainard Discusses Economy and Monetary Policy

14:00 Raphael Bostic Discusses Affordable Housing President of the Federal Reserve Bank of Atlanta

14:30 James Bullard Discusses Economy and Monetary Policy President of the Federal Reserve Bank of St. Louis

15:30 Patrick Harker Discusses Virus Impact on Small Businesses President of the Federal Reserve Bank of Philadelphia

Fed Speakers or Events

Economic Releases

District or position

 No economic releases today

Member of the Board of Governors

 
 

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. 
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Trade Balance m/m Jun $46.42b $62.93b $59.6b ** Equity bearish, bond bullish

Japan Industrial Production y/y Jun -26.3% -25.9% *** Equity bearish, bond bullish

Capacity Utilization m/m Jun -11.6% -13.3% *** Equity and bond neutral

India CPI y/y Jun 6.1% 5.3% *** Equity and bond neutral

Wholesale Price Index y/y Jun -1.8% -3.2% -2.4% ** Equity and bond neutral

Australia ANZ Roy Morgan Weekly Consumption y/y Jun -1.6% -2.7% -2.0% ** Equity and bond neutral

NAB Business Conditions m/m Jun -7 -24 ** Equity and bond neutral

NAB Business Confidence m/m Jun 1 -20 ** Equity and bond neutral

New Zealand REINZ House Sales y/y Jun 7.1% -46.6% ** Equity bullish, bond bearish

Net Migration SA m/m May 590 220 ** Equity bullish, bond bearish

Europe

Eurozone Industrial Production SA m/m May 12.4% -17.1% 15.0% *** Equity and bond neutral

ZEW Survey Expectations m/m Jul 59.6 58.6 ** Equity bullish, bond bearish

Germany CPI EU Harmonized y/y Jun 0.8% 0.8% 0.8% *** Equity and bond neutral

CPI y/y Jun 0.9% 0.9% 0.9% *** Equity and bond neutral

ZEW Survey Expectations m/m Jul 59.3 63.4 60.0 ** Equity and bond neutral

ZEW Survey Current Situation m/m Jul -80.9 -83.1 -65.0 ** Equity bearish, bond bullish

UK Monthly GDP m/m May 1.8% -20.4% 5.5% ** Equity bearish, bond bullish

Industrial Production m/m May 6.0% -20.3% 6.5% *** Equity and bond neutral

Manufacturing Production m/m May 8.4% -24.3% 7.8% *** Equity bullish, bond bearish

Construction Output m/m May 8.2% -40.1% 15.0% ** Equity and bond neutral

Index of Services 3M/3M m/m May -18.9% -9.9% -17% ** Equity bearish, bond bullish

Trade Balance GBP/Mn m/m May £4296m £305m -£635m ** Equity and bond neutral

Switzerland Producer and Import Prices y/y Jun -3.5% -4.5% ** Equity and bond neutral

AMERICAS

Mexico ANTAD Same-Store Sales y/y Jun -17.9% -19.0% *** Equity and bond neutral

Canada Bloomberg Nanos Confidence w/w 10-Jul 46.1 46.2 *** 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) 13 13 0 Neutral

TED spread (bps) 14 14 0 Up

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

10-yr T-note (%) 0.63 0.62 0.01 Neutral

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

EUR/USD 3-mo swap (bps) 10 12 -2 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 $42.47 $42.72 -0.59%

WTI $39.79 $40.10 -0.77%

Natural Gas $1.72 $1.74 -0.86%

Crack Spread $12.09 $12.34 -2.07%

12-mo strip crack $10.80 $10.92 -1.12%

Ethanol rack $1.67 $1.68 -0.47%

Gold $1,792.64 $1,802.76 -0.56%

Silver $18.90 $19.08 -0.94%

Copper contract $292.45 $295.50 -1.03%

Corn contract 329.25$       328.75$       0.15%

Wheat contract 529.25$       524.75$       0.86%

Soybeans contract 878.50$       875.25$       0.37%

Baltic Dry Freight 1792 1810 -18

Actual Expected Difference

Crude (mb) -1.8

Gasoline (mb) -1.0

Distillates (mb) 1.5

Refinery run rates (%) 0.50%

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 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 7/13/2020 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 7/13/2020 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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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. 


