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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: June 2, 2020—9:30 AM EDT] Global equity markets are higher this morning.  The 

EuroStoxx 50 is up 2.6% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 0.6% 

from its prior close.  Chinese markets were higher, with the Shanghai Composite up 0.2% from 

the prior close and the Shenzhen Composite up 0.2%.  U.S. equity index futures are signaling a 

higher open.  With 487 companies having reported, the S&P 500 Q1 earnings stand at $33.60, 

lower than the $35.51 forecast for the quarter.  The forecast reflects a 10.0% decrease from Q1 

2019 earnings.  Thus far this quarter, 65.5% of the companies have reported earnings above 

forecast, while 29.8% have reported earnings below forecast.   

 

The general uptrend in risk assets continues to stem mostly from the gradual easing of 

coronavirus lockdowns and progress on vaccines and treatments.  Today’s market action also 

reflects signs that the major oil-producing countries will extend their production cuts, which has 

boosted crude oil prices.  Those developments continue to outweigh the violent civil rights 

protests in the U.S., though we note that the demonstrations do carry political risks. 

 

United States:  With civil rights protests continuing to devolve into violence across the country, 

President Trump said yesterday that he would deploy military forces to take control of the 

situation in Washington, D.C. and other cities if state and local governments don’t “take the 

actions that are necessary to defend the life and property of their residents.”  The federal troops 

would be in addition to the 67,000 National Guard troops already called up by the states. 

• It wasn’t immediately clear whether President Trump had invoked the Insurrection Act, a 

law that allows a president to deploy the military in response to civil unrest.  If he did 

invoke the law, it would be the first use of active duty military troops to quell civil 

disorder in nearly 30 years. 

• Although the financial markets typically look past such protests in the U.S., as they’re 

generally short-lived, the current riots bear watching because they have implications for 

the November elections.  It’s easy to imagine the violence as a spontaneous outpouring of 

anger related to law enforcement practices, a perception of impunity for police brutality 

and the frustrations of the long coronavirus lockdown.  However, reports also suggest the 

violence is being further fueled by extremist groups on both the far right and the far left, 

which politicians are sure to try to exploit for their own gain.  Just as important, the 

deployment of National Guard and federal troops raises the risk that someone with a 

happy trigger finger could spark bloodshed.  In Kentucky, police and National Guard 

troops killed one man on Sunday night, and here in St. Louis, four police officers were hit 
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http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/minneapolis-unrest-subsides-as-cities-rage-over-death-of-george-floyd-11591018710
https://www.wsj.com/articles/minneapolis-unrest-subsides-as-cities-rage-over-death-of-george-floyd-11591018710
https://www.ft.com/content/82982cc6-c50c-4c9c-837f-68de3a629b2d
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by gunfire last night.  Any situation in which federal troops killed multiple protestors 

would likely morph into an even greater political controversy. 

• The rioting also has implications for international politics.  Chinese officials and state 

media outlets have already savaged the Trump administration’s response to the protests, 

describing the president as a hypocrite after he supported Hong Kong’s demonstrations.  

China’s foreign ministry sent a taunting tweet to the U.S. State Department simply 

saying, “I can’t breathe.”  Other reports say Russia and China are both flooding social 

media with content criticizing the U.S. for its handling of race issues. 

COVID-19:  Official data show confirmed cases have risen to 6,294,222 worldwide, with 

376,177 deaths and 2,714,922 recoveries.  In the United States, confirmed cases rose to 

1,811,277, with 105,147 deaths and 458,231 recoveries.  Here is the interactive chart from the 

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

population. 

 

Virology 

• There are concerns that the mass civil rights protests across the U.S. could spark renewed 

coronavirus outbreaks that may require the re-imposition of lockdowns. 

• Japan and South Korea both reported more than 30 new COVID-19 infections, with many 

cases found in people who had visited newly reopened restaurants, bars and other 

entertainment venues. 

• India has now reported 8,000 or more new infections for three straight days, underlining 

how it has become a major pandemic hotspot, along with countries like Brazil and 

Russia.  Due to the surging of cases in large, less-developed countries such as these, 

along with increased testing in many developed countries, total global infections are now 

showing a distinct uptrend beginning in mid-May. 

 

Real Economy 

• The Congressional Budget Office said the sharp contraction triggered by the coronavirus 

caused it to mark down its 2020-30 forecast for U.S. economic output by a cumulative 

$7.9 trillion, or 3% of GDP, relative to its January projections.  GDP isn’t expected to 

catch up to the previously forecast level until the fourth quarter of 2029. 

• Although yesterday’s May ISM Manufacturing Index for the U.S. showed a modest 

rebound to 43.1, from 41.5 in April, the figure continues to be distorted by the sub-index 

on supplier deliveries.  The ISM indexes and sub-indexes are designed so that readings 

over 50 point to expanding activity.  The sub-index on supplier deliveries is higher when 

deliveries are slower on the assumption that delivery delays reflect high activity and 

bottlenecks.  However, in the coronavirus crisis, deliveries are slow and the supplier 

delivery index is elevated in large part because of lockdowns.  Therefore, we think we 

can get a better feel for the true level of activity by looking at our own, proprietary 

estimate of the overall ISM index excluding supplier deliveries.  As shown in the charts 

below, that measure rebounded only to 36.9 in May from 33.0 in April, suggesting 

factory activity continues to contract sharply. 

https://www.ft.com/content/82982cc6-c50c-4c9c-837f-68de3a629b2d
https://www.ft.com/content/d0d1f288-7279-4e2c-b9ff-7680bd259938
https://www.politico.eu/article/russia-china-us-protests-social-media-twitter/?utm_source=POLITICO.EU&utm_campaign=e54f83e572-EMAIL_CAMPAIGN_2020_06_02_05_10&utm_medium=email&utm_term=0_10959edeb5-e54f83e572-190480045
https://www.politico.eu/article/russia-china-us-protests-social-media-twitter/?utm_source=POLITICO.EU&utm_campaign=e54f83e572-EMAIL_CAMPAIGN_2020_06_02_05_10&utm_medium=email&utm_term=0_10959edeb5-e54f83e572-190480045
https://www.nytimes.com/2020/06/02/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/protests-over-death-of-george-floyd-threaten-a-jump-in-coronavirus-cases-11590967384
https://www.wsj.com/articles/protests-over-death-of-george-floyd-threaten-a-jump-in-coronavirus-cases-11590967384
https://www.wsj.com/articles/coronavirus-latest-news-06-02-2020-11591088925
https://www.wsj.com/articles/coronavirus-latest-news-06-02-2020-11591088925
https://www.wsj.com/articles/decline-in-factory-output-eased-in-may-but-recovery-set-to-be-slow-11591006623?mod=hp_lead_pos1
https://www.wsj.com/articles/decline-in-factory-output-eased-in-may-but-recovery-set-to-be-slow-11591006623?mod=hp_lead_pos1
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Financial Markets 

• The OPEC+ alliance of oil-producing countries led by Saudi Arabia and Russia is nearing 

a deal to extend their coronavirus production cuts to September 1.  The current deal, 

which aims to cut the group’s total output by 9.7 million barrels per day, begins phasing 

out on July 1.  Delegates will meet to discuss the move on Thursday, sparking a notable 

rally in crude prices so far today. 

• In less positive news, reports show the coronavirus crisis is disrupting Italy’s 

longstanding program to clean up the banking system’s pile of nonperforming loans by 

packaging them into securities and selling them to investors. 

https://www.wsj.com/articles/saudi-arabia-russia-inch-toward-deal-on-post-lockdown-oil-cuts-11591024683
https://www.wsj.com/articles/saudi-arabia-russia-inch-toward-deal-on-post-lockdown-oil-cuts-11591024683
https://www.wsj.com/articles/coronavirus-hits-europes-bad-loan-securitization-market-11591090201?mod=hp_lead_pos3
https://www.wsj.com/articles/coronavirus-hits-europes-bad-loan-securitization-market-11591090201?mod=hp_lead_pos3
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• According to the Institute of International Finance, foreign investors withdrew a record 

$11.8 billion from Brazil’s stock market in the four months from February to May, and 

$18.7 billion from its bond market between February and April (the most recent period 

for which data is available).  The capital outflows, which the IIF ascribed mostly to 

Brazil’s coronavirus crisis and political chaos surrounding President Bolsonaro, were in 

contrast with a modest recovery in inflows in many other developing countries. 

• According to data provider Trepp, 7.4% of U.S. commercial property loans were 

delinquent in May, up from 2.3% in April.  Another 8.6% were in their 30-day grace 

period after initially missing a payment.  The figures underscore the growing threat to 

commercial mortgage-backed securities the longer the coronavirus disruptions last. 

 

Democratic Republic of Congo:  The government has declared a new Ebola epidemic after it 

identified six cases in the western region of the country, far from the previous outbreak in the 

east.  The outbreak is the country’s fourth in the last three years and the 11th since the first cases 

were detected in 1976. 

 

Russian politics:  President Putin announced the vote on constitutional revisions that would 

allow him to remain in power for up to 16 more years will be held on July 1, after being 

postponed by the coronavirus crisis.  Actual voting will begin a week before the official ballot 

date. 

 

Russia:  After three medical doctors mysteriously “fell” out of windows in recent months, 

raising suspicion that they were assassinated for resisting or exposing government missteps 

related to the coronavirus crisis, now a female police forensic officer has fallen out of a window 

at a hospital where she was being treated for the virus. 

 

U.S. Economic Releases 
 

There were no Fed events prior to the publication of this report.  The table below lists the 

economic releases scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

Wards Total Vehicle Sales m/m May 11.10 Mil 8.58 Mil *

Fed Speakers or Events

Economic Releases

No speakers or events scheduled  
 

Foreign Economic News 
 

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

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

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

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

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

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

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

https://www.ft.com/content/9872c27b-689d-4a8b-a1e7-58a1b0bb50e1
https://www.ft.com/content/9872c27b-689d-4a8b-a1e7-58a1b0bb50e1
https://www.ft.com/content/9872c27b-689d-4a8b-a1e7-58a1b0bb50e1
https://www.ft.com/content/b8eac068-e7c9-42ea-b9bf-6e2b4666f5c3
https://www.ft.com/content/b8eac068-e7c9-42ea-b9bf-6e2b4666f5c3
https://www.ft.com/content/804de211-c28e-49aa-852e-bfeea3865c05
https://www.wsj.com/articles/russia-sets-july-1-vote-on-constitutional-changes-allowing-putin-to-extend-his-rule-11591029198
https://www.wsj.com/articles/russia-sets-july-1-vote-on-constitutional-changes-allowing-putin-to-extend-his-rule-11591029198
https://www.rferl.org/a/russia-putin-july-1-contsitutional-vote/30646625.html
https://www.rferl.org/a/russia-putin-july-1-contsitutional-vote/30646625.html
https://www.rferl.org/a/russian-police-colonel-being-treated-for-covid-19-falls-from-moscow-hospital-window/30646886.html


 

 

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

www.confluenceinvestment.com 

 5 

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 Monetary Base y/y May 3.9% 2.3% ** Equity and bond neutral

Monetary End of period y/y May ¥543.4 Tril ¥529.2 Tril ** Equity and bond neutral

India Markit India PMI Mfg m/m May 30.8 27.4 ** Equity and bond neutral

Capital Spending Ex Software y/y 1Q 3.5% -5.0% -5.5% ** Equity bullish, bond bearish

Company Profits y/y 1Q -32.0% -4.6% ** Equity bearish, bond bullish

Company Sales y/y 1Q -3.5% -6.4% ** Equity and bond neutral

Australia ANZ Roy Morgan Consumer Confidence w/w 31-May 98.3 92.7 -- ** Equity and bond neutral

Company Operating Profit q/q 1Q 1.1% -3.5% 0.5% * Equity bullish, bond bearish

Inventories SA q/q 1Q -1.2% 0.3% -0.6% ** Equity and bond neutral

Net Exports of GDP q/q 1Q 50.0% 10.0% 30.0% ** Equity bullish, bond bearish

BoP Current Account Balance q/q 1Q A$8.4 Bil A$1.0 Bil A$6.1 Bil ** Equity bullish, bond bearish

New Zealand Building Permits m/m May -6.5% -21.3% ** Equity and bond neutral

Terms of Trade Index q/q 1Q -0.7% 2.6% 1.5% ** Equity and bond neutral

Europe

France Budget Balance YTD m/m Apr -92.1 -52.5 ** Equity and bond neutral

UK Nationwide House Px NSA m/m May 1.8% 3.7% 2.8% ** Equity and bond neutral

Net Consumer Credit m/m Apr -7.4 Bil -3.8 Bil -4.5 Bil ** Equity and bond neutral

Consumer Credit m/m Apr -0.4% 3.7% ** Equity and bond neutral

Net Lending Sec. on Dwellings m/m Apr 0.3 Bil 4.8 Bil 1.1 Bil ** Equity and bond neutral

Mortgage Approvals m/m Apr 15.8k 56.2k 24.0k ** Equity and bond neutral

Money Supply M4 m/m Apr 1.5% 2.8% ** Equity and bond neutral

M4 Money Supply m/m Apr 9.5% 8.1% *** Equity and bond neutral

M4 Ex IOFCs 3M Annualised m/m Apr 21.6% 14.0% ** Equity and bond neutral

Switzerland Retail Sales Real y/y 1Q -19.9% -5.6% *** Equity bearish, bond bullish

PMI Manufacturing m/m May 42.1 40.7 42.0 *** Equity and bond neutral

AMERICAS

Mexico Remittances Total m/m Apr $2861.4 Mil $4016.1 Mil $2620.5 Mil ** Equity bullish, bond bearish

Markit Mexico PMI Mfg m/m May 38.3 35.0 ** Equity and bond neutral

IMEF Manufacturing Index SA m/m May 39.2 40.5 41.1 *** Equity and bond neutral

IMEF Non-Manufacturing Index SA m/m May 38.0 35.5 36.9 ** Equity bullish, bond bearish

Leading Indicators m/m Apr -0.76 -0.46 ** Equity bearish, bond bullish

Canada Markit Canada Manufacturing PMI m/m May 40.6 33.0 ** Equity bullish, bond bearish

Brazil Markit Brazil PMI Manufacturing m/m May 38.3 36.0 ** Equity bullish, bond bearish

Trade Balance Weekly m/m May $4.548 Bil $6.702 Bil $4.300 Bil ** 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 34 35 -1 Down

3-mo T-bill yield (bps) 13 14 -1 Neutral

TED spread (bps) 22 21 1 Up

U.S. Libor/OIS spread (bps) 5 5 0 Up

10-yr T-note (%) 0.67 0.66 0.01 Neutral

Euribor/OIS spread (bps) -33 -31 -2 Neutral

EUR/USD 3-mo swap (bps) 13 10 3 Down

Currencies Direction

dollar Down Neutral

euro Up Up

yen Down Up

pound Flat Down

franc Up Up

Central Bank Action Current Prior Expected

RBA Cash Rate Target 0.250% 0.250% 0.250% On forecast

RBA 3-Yr Yield Target 0.250% 0.250% 0.250% 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 $39.42 $38.32 2.87% Possible OPEC production curbs

WTI $36.43 $35.44 2.79%

Natural Gas $1.77 $1.77 -0.39%

Crack Spread $9.57 $8.89 7.69%

12-mo strip crack $9.76 $9.26 5.41%

Ethanol rack $1.35 $1.35 0.13%

Gold $1,738.98 $1,739.55 -0.03%

Silver $18.27 $18.30 -0.19%

Copper contract $248.05 $247.05 0.40%

Corn contract 323.75$       323.25$       0.15%

Wheat contract 513.25$       515.25$       -0.39%

Soybeans contract 845.00$       840.50$       0.54%

Baltic Dry Freight 520 504 16

Actual Expected Difference

Crude (mb) 3.0

Gasoline (mb) -0.4

Distillates (mb) 3.2

Refinery run rates (%) 0.9%

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 in the north Pacific region.  Precipitation is expected in most of the country, 

with dry conditions expected for the Southwest and New England regions.  A tropical depression 

has moved away from the Yucatan Peninsula and is expected to move into the Gulf of Mexico.
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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. 
 

May 29, 2020 
 

The recent strong rally in equities has befuddled investors—how can equities rally with such 

vigor when the economy is historically weak?  We suspect there are two reasons for this 

recovery: 
 

1.  Although the drop in economic activity is deep, it will likely be short. 

2. Supportive monetary policy is a powerful elixir for equities. 

Equity markets are forward-looking; investors put their money to work on expectations of future 

economic conditions and earnings, not based on what is occurring today.  The current downturn 

is historic.  The decline in the economy has been very fast and deep, but it will likely be short.  In 

fact, the recovery should begin by midsummer at the latest.  We use these words to mean 

something specific.   
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STYLIZED CYCLESTYLIZED CYCLE

 
 

This chart shows a stylized path of the business cycle.  Orange represents expansion, when the 

economy is making new peaks in an indicator.  This can be GDP, industrial production, 

coincident indicators, etc.  Blue is recession and is measured from peak to trough.  Green is 

recovery, which lasts from trough until a new peak occurs.  Finally, once a new peak is made, a 

new expansion is underway. 
 

We expect this recession to end quickly because the trough will probably occur in Q2.  However, 

the recovery will be long and likely dictated by the path of the virus.  We currently estimate the 

new expansion will start in H2 2021.   

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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Peak to high to high to Low after Low to Low to

recession low % low months Recession recovery recovery %

1948 5 -11.3% 12 7 5 8.5%

1953 6 -12.3% 8 2 9 23.5%

1957 1 -19.6% 5 4 5 11.4%

1960 9 -6.8% 15 6 5 19.1%

1969 13 -16.2% 18 5 7 24.9%

1973 11 -48.0% 22 11 7 35.0%

1980 4 -9.6% 7 3 4 22.9%

1981 8 -26.2% 20 12 5 34.6%

1990 0 -18.3% 3 3 7 26.8%

2001 7 -36.5% 13 6 3 16.3%

2007 2 -56.2% 16 14 5 28.6%

2020 1 -24.0% 1 1

mean: all 6 -23.7% 12 6 6 22.9%

mean: deep 7 -43.5% 19 12 6 32.8%

mean:  normal 6 -16.3% 10 5 6 19.2%  
(Data source: Haver Analytics) 

 

This table shows the declines in the S&P 500 for the postwar recessions.  On average, equities 

tend to peak about six months before the onset of the economic downturn, while the low occurs 

about six months after the peak in economic activity.  From the market low to recovery, the S&P 

500 usually rebounds by about 20%.  But, notice from deep recessions that the rebound from the 

low is about 33%.  The rebound we have witnessed thus far is in line with a deep downturn, but 

it appears unusual due to the compressed nature of the current recession.   
 

Also noted above are the aggressive actions taken by the FOMC.  Below is a chart that will be 

familiar to regular readers. 
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From early 2009 until November 2016, the path of the S&P 500 closely matched the Fed’s 

balance sheet.  There was always concern that the relation was a spurious correlation, and the 

behavior from December 2016 into August 2019 suggested it was.  However, it is important to 

note that equities were buoyed by expectations of a massive corporate tax cut.  Taking the 
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balance sheet and incorporating the tax cut gives us a model that offers some insight into the 

impact of current monetary policy. 
 

500
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Sources:  Haver Analytics, CIM
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Fair value is derived from smoothing the higher marginal rate of the corporate tax and the 

balance sheet.  Adding the impact of the tax cut accounts for some of the rally in equities.  The 

sharp rise in the fair value in recent months reflects the massive expansion of the balance sheet. 
 

This is not our forecast for the S&P 500, but it does offer some insight into how powerful the 

Fed’s actions have been.  We doubt the equity index will track this model due to the level of 

uncertainty surrounding the path of the economy.  Nevertheless, a projected short, sharp 

downturn coupled with the most rapid increase in the balance sheet since WWII have created 

strong support for equities that will likely prevent significant corrections, barring a major policy 

error or an unexpected negative turn in the toxicity of the virus.   

 

 

 
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 6/1/2020 close)  
 

-40.0% -20.0% 0.0% 20.0%

Energy
Financials

Industrials
Real Estate

Materials
Utilities

Consumer Staples
S&P 500

Consumer Discretionary
Healthcare

Communication Services
Technology

YTD Total Return

-2.0% -1.0% 0.0% 1.0% 2.0% 3.0%

Healthcare

Technology

Industrials

S&P 500

Materials

Consumer Staples

Consumer Discretionary

Communication Services

Financials

Utilities

Energy

Real Estate

Prior Trading Day Total Return

(Source: Bloomberg) 
 

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

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

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

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

Asset Class Performance – (as of 6/1/2020 close) 
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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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Based on our methodology,1 the current P/E is 23.1x, up 0.2x from last week.  Rising index 

values caused the rise in the multiple. 

 

 
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 three actual quarters (Q3, Q4 and Q1) and one estimate (Q2). 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. 


