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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 10, 2019—9:30 AM EDT] Global equity markets are higher this morning.  The 

EuroStoxx 50 is up 0.2% from the last close.  In Asia, the MSCI Asia Apex 50 was up 1.8% 

from the prior close.  Chinese markets were higher, with the Shanghai composite up 0.9% and 

the Shenzhen index up 1.3% from prior close. U.S. equity index futures are signaling a higher 

open.  

 

Happy Monday!  It’s a risk-on day, with equities higher, and gold and Treasury prices lower.  

The U.S. and Mexico have a trade deal.  The G-20 Finance Ministers’ meeting (the pre-meeting 

for the leaders’ meeting) didn’t resolve much.  Here is what we are watching today: 

 

The Mexico deal: The U.S. and Mexico arrived at a deal, avoiding tariffs.  Financial markets 

were leaning toward this outcome so we are higher this morning, but the rally actually began last 

week.  Here are the key takeaways: 

 

1. It isn’t completely clear that the U.S. got anything it didn’t already have.  According to 

reports, Mexico had already agreed to increase border security on its southern border.  

The president has indicated there is more to the agreement but hasn’t detailed what 

additional concessions he received.  There have been reports that Mexico agreed to buy 

more U.S. agricultural goods.  However, that assertion has been denied by Mexico.  So, 

on its face, it doesn’t look like too much changed. 

2. Mexico is clearly relieved that the tariffs were averted.  The MXP rose on the news.  

However, the tariff threat, now introduced, could return if the White House determines 

Mexico isn’t delivering. 

3. It still isn’t clear why the president reversed himself.  He may believe he did get 

something new from Mexico.  He may have concluded the economic damage from the 

tariffs would be too costly, thus retreated and declared a win.  If the first answer is right, 

then a return of the tariff threat is likely.  If it’s the second, we probably won’t hear of it 

again.  Unfortunately, we have no good insights as to which option is the correct one.   

4. One of the important policy items to note is that this administration, unlike its 

predecessors, is aggressively mixing trade and security policy.  This is a major departure 

from previous administrations and has created some divisions within the current 

administration.  For example, USTR Lighthizer has tried to keep technology policy and 

trade separate in his negotiations.  Although the president has been criticized for this 

mixing of policy, and Senate GOP leaders seemed to join this opposition, there is some 

logic to putting the two together.  American hegemony is partly built on trade policy.  

The U.S. deliberately accepted the reserve currency role; once that role was in place, the 
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http://www.confluenceinvestment.com/research-news/reading-list/
https://www.bloomberg.com/news/articles/2019-06-08/trump-gets-mexico-deal-and-once-again-backs-away-from-tariffs?cmpid=BBD060919_AUT&utm_medium=email&utm_source=newsletter&utm_term=190609&utm_campaign=authers
https://www.nytimes.com/2019/06/08/us/politics/trump-mexico-deal-tariffs.html?action=click&module=Top%20Stories&pgtype=Homepage
https://www.nytimes.com/2019/06/08/us/politics/trump-mexico-deal-tariffs.html?action=click&module=Top%20Stories&pgtype=Homepage
https://www.bloomberg.com/news/articles/2019-06-08/mexico-never-agreed-to-farm-deal-with-u-s-contradicting-trump?cmpid=BBD060919_AUT&utm_medium=email&utm_source=newsletter&utm_term=190609&utm_campaign=authers
https://www.politico.com/story/2019/06/09/trump-mexico-deal-1519771?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.washingtonpost.com/world/the_americas/mexican-officials-hail-tariff-averting-pact-with-us-even-as-worries-emerge/2019/06/08/fcee754a-8886-11e9-9d73-e2ba6bbf1b9b_story.html?utm_term=.8187130fc71c&wpisrc=nl_todayworld&wpmm=1
https://www.economist.com/the-americas/2019/06/09/mexico-rejoices-after-averting-donald-trumps-tariffs-threat?fsrc=scn/tw/te/bl/ed/mexicorejoicesafteravertingdonaldtrumpstariffsthreatamlosvictoriaprrica
https://www.bloomberg.com/news/articles/2019-06-09/peso-rebounds-on-u-s-mexico-tariff-truce-as-haven-fx-retreats?srnd=premium&utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.cnbc.com/2019/06/09/mnuchin-trump-may-renew-tariff-threat-if-mexico-doesnt-help-border.html
https://www.nytimes.com/2019/06/08/business/trump-economy-national-security.html


 

 

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

www.confluenceinvestment.com 

 2 

need from foreign nations to acquire dollars allowed the U.S. to weaponize trade.  

Whether or not this policy continues post-Trump is not clear.  However, we note that Sen. 

Warren has argued the U.S. should “actively manage” the dollar’s exchange rate to 

promote domestic manufacturing.  In many respects, exchange rate manipulation would 

be much more effective than tariffs but would end up at the same endpoint—weaponizing 

trade.  Thus, by design, trade and national security policy could become linked.  How? 

Because the reserve currency nation can use trade as a foreign policy tool.  Both Trump’s 

and Warren’s policies would cause economic volatility. 

5. Even after this outcome, the problem of Central American migration remains.  If 

anything, we expect it to become exponentially worse because, at some point, some of 

the four million Venezuelans that have fled their country will start heading north.  

Interestingly enough, as Mexico and the U.S. become more hostile to these refugees, 

Europe is becoming a destination.   

6. For now, this agreement is good news for financial markets and should provide a lift to 

Mexican assets. 

 

The G-20: The finance ministers from the G-20 nations met in Japan over the weekend to 

prepare the agenda for the leaders’ meeting at the end of June.  There didn’t appear to be much 

progress in easing tensions.  The group was critical of U.S. trade policy.  Treasury Secretary 

Mnuchin suggested that the U.S. and China would probably create a similar outcome to the 

Buenos Aires summit.  If so, it would imply that a deal won’t be finalized but a ceasefire might 

emerge.  It is interesting to note that Mnuchin suggested an advancement in trade talks could 

lead the U.S. to ease up on Huawei (002502, CNY 3.36); if so, it would confirm Chinese 

suspicions that the tech issue is merely being used for leverage and has less to do with national 

security.  However, as we note above, with this administration the two are more closely linked 

than in previous governments.  There was an agreement to create uniform tax rules; if put in 

place, it would be especially onerous for tech companies.   

 

China and trade: We note that China’s May trade surplus widened due to an unexpected jump 

in exports, which rose 1.1% from last year.  Most likely, foreign buyers are stockpiling on 

worries about future trade impediments.  If so, the gains will not be sustained.  China has 

summoned U.S. tech firms to meet with officials and indicated that they should not cooperate 

with the U.S. restrictions on technology trade.  This action puts tech firms in a dilemma; either 

cooperate with the U.S. and lose business in China or break U.S. law.  China is planning export 

controls on “sensitive technology,” a retaliatory act against U.S. proposals.  Meanwhile, Vietnam 

is cracking down on firms re-exporting Chinese goods to avoid tariffs.  And, the U.S. is moving 

to undermine the ability of Chinese companies to list on American exchanges.  Finally, more 

Western newspapers are being blocked by the “great firewall.”   

 

The Hong Kong protests: There were widespread protests against a new extradition law that 

would allow China to extradite people in Hong Kong to the mainland.  Fights broke out in the 

Hong Kong legislature over the measure.  Steadily, Beijing is expanding its control over Hong 

Kong despite treaty arrangements that were designed to protect the area from encroachment.  As 

this encroachment continues, Hong Kong will be seen as less independent from the mainland and 

therefore less attractive for investors and free thinkers alike.  As is its custom, Beijing blamed 

foreign influences for the unrest.   

https://www.washingtonpost.com/business/on-small-business/warren-calls-for-actively-managingdollar-value-to-boost-jobs/2019/06/04/da48f716-86df-11e9-9d73-e2ba6bbf1b9b_story.html?utm_term=.95c2c909ffee
https://www.washingtonpost.com/business/on-small-business/warren-calls-for-actively-managingdollar-value-to-boost-jobs/2019/06/04/da48f716-86df-11e9-9d73-e2ba6bbf1b9b_story.html?utm_term=.95c2c909ffee
https://www.nytimes.com/2019/06/09/world/europe/central-american-migrants.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190610&section=topNews?campaign_id=51&instance_id=10087&segment_id=14140&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.wsj.com/articles/g-20-financial-leaders-criticize-trade-tensions-for-impact-on-growth-11560089332
https://www.reuters.com/article/us-g20-japan-mnuchin/u-s-treasurys-mnuchin-says-trump-xi-meeting-has-parallels-to-buenos-aires-summit-idUSKCN1T905I
https://www.reuters.com/article/us-g20-japan-mnuchin/u-s-treasurys-mnuchin-says-trump-xi-meeting-has-parallels-to-buenos-aires-summit-idUSKCN1T905I
https://www.reuters.com/article/us-usa-trade-mnuchin/mnuchin-says-trump-could-ease-up-on-huawei-if-trade-talks-advance-idUSKCN1TA0G0?feedType=RSS&feedName=topNews
https://www.reuters.com/article/us-usa-trade-mnuchin/mnuchin-says-trump-could-ease-up-on-huawei-if-trade-talks-advance-idUSKCN1TA0G0?feedType=RSS&feedName=topNews
https://www.reuters.com/article/us-g20-japan-tax/g20-agrees-to-wrap-up-big-tech-tax-rules-by-2020-idUSKCN1TA05F
https://www.scmp.com/economy/global-economy/article/3013804/chinas-exports-rise-may-due-front-loading-ahead-us-tariff
https://www.scmp.com/economy/global-economy/article/3013804/chinas-exports-rise-may-due-front-loading-ahead-us-tariff
https://www.nytimes.com/2019/06/08/business/economy/china-huawei-trump.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20190610&section=topNews?campaign_id=51&instance_id=10087&segment_id=14140&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://www.ft.com/content/47562fd6-89f6-11e9-a1c1-51bf8f989972?emailId=5cfdcec61334d20004370281&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/47562fd6-89f6-11e9-a1c1-51bf8f989972?emailId=5cfdcec61334d20004370281&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-usa-trade-china-vietnam/vietnam-to-crackdown-on-chinese-goods-relabelled-to-beat-u-s-tariffs-idUSKCN1TB0I3
https://finance.yahoo.com/news/bipartisan-bills-threaten-chinese-companies-listed-in-us-000758485.html
https://www.washingtonpost.com/world/china-adds-washington-post-guardian-to-great-firewall-blacklist/2019/06/08/5ae4fb76-8a56-11e9-b1a8-716c9f3332ce_story.html?utm_term=.9d56e6a93d8a&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/hundreds-of-thousands-in-hong-kong-protest-law-to-allow-extraditions-to-china/2019/06/09/4cba9dde-8926-11e9-9d73-e2ba6bbf1b9b_story.html?utm_term=.969576ad8028&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/politics/2019/05/11/debate-over-hong-kongs-proposed-extradition-law-devolves-into-scuffle-legislative-council/?utm_term=.4d43d1e0f2ca&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/politics/2019/05/11/debate-over-hong-kongs-proposed-extradition-law-devolves-into-scuffle-legislative-council/?utm_term=.4d43d1e0f2ca&wpisrc=nl_todayworld&wpmm=1
https://www.washingtonpost.com/world/asia_pacific/pursuing-critics-china-reaches-across-borders-and-nobody-is-stopping-it/2016/01/26/cd4959dc-6793-473f-8b74-6cbac3f46422_story.html?utm_term=.eaa832d5642a&wpisrc=nl_todayworld&wpmm=1
https://www.ft.com/content/2063019c-7619-11e9-be7d-6d846537acab?emailId=5cfdcec61334d20004370281&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/3ccdba9e-7c9e-11e9-8b5c-33d0560f039c?emailId=5cfdcec61334d20004370281&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-hongkong-extradition-march-china/chinese-paper-says-foreign-forces-using-hong-kong-havoc-to-hurt-china-idUSKCN1TA0U4?feedType=RSS&feedName=topNews
https://www.reuters.com/article/us-hongkong-extradition-march-china/chinese-paper-says-foreign-forces-using-hong-kong-havoc-to-hurt-china-idUSKCN1TA0U4?feedType=RSS&feedName=topNews
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Middle East: The Pentagon is considering a request for a major troop buildup in the region.  

This request will tend to run counter to the president’s desire to avoid being tied down to 

conflicts in the region.  The U.S. has given Turkey a deadline on the S-400 missile purchase 

from Russia.  If Turkey makes the purchase, the U.S. will cancel sales of the F-35 and end pilot 

training.  Saudi Arabia claims that OPEC is fully on board to maintain output cuts but Russia is 

still considering whether it will cooperate.  PM Abe of Japan is going to Iran to act as an 

intermediary between the U.S. and Iran.   

 

Odds and ends: The leadership race begins in Britain today.  Speculation is rising that PM Abe 

will implement the consumption tax hike.   
 

U.S. Economic Releases 

 

There were no economic releases 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

11:00 JOLTS Job Openings m/m apr 7496 7488 **

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.  

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.  
 

https://www.wsj.com/articles/u-s-commander-weighs-an-expanded-mideast-force-to-counter-iran-11560110885?mod=hp_listc_pos2
https://foreignpolicy.com/2019/06/07/pentagon-chief-to-suspend-turkeys-f-35-pilot-training/?utm_source=PostUp&utm_medium=email&utm_campaign=13596&utm_term=Situation%20Report%20OC
https://www.reuters.com/article/us-oil-opec-russia-falih/saudis-falih-only-russia-is-still-undecided-on-opec-deal-extension-tass-idUSKCN1TB0Q8
https://www.reuters.com/article/us-iran-japan-abe-explainer/explainer-why-is-japans-abe-going-to-iran-what-can-he-accomplish-idUSKCN1T80U9?wpisrc=nl_todayworld&wpmm=1
https://ig.ft.com/uk-prime-minister-leadership-contest/?emailId=5cfdcec61334d20004370281&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://asia.nikkei.com/Politics/Abe-unlikely-to-call-double-election-ruling-out-tax-hike-delay
https://asia.nikkei.com/Politics/Abe-unlikely-to-call-double-election-ruling-out-tax-hike-delay
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Foreign Rerserves m/m may $3.101 bn $3.094 bn $3.090 bn * Equity and bond neutral

Trade Balance m/m may $41.65 bn $13.84 bn $22.30 bn ** Equity and bond neutral

Japan BoP Current Account Balance m/m apr ¥1.707 bn ¥2.848 bn ¥1.515 bn ** Equity and bond neutral

Trade Balance m/m apr -¥98.2 bn ¥700.1 bn ¥5.0 bn ** Equity bearish, bond bullish

GDP q/q 1q 2.2% 2.1% 2.2% *** Equity and bond neutral

Banktuptcies y/y may -9.4% -0.8% ** Equity bearish, bond bullish

Eco Watchers Outlook m/m may 45.6 48.4 48.0 ** Equity and bond bearish

Eco Watchers Current Situation m/m may 44.1 45.3 45.4 ** Equity and bond bearish

EUROPE

Italy Industrial Production y/y apr -1.5% -1.4% -0.5% *** Equity and bond bearish

UK GDP m/m apr -0.4% -0.1% -0.4% *** Equity and bond neutral

Industrial Production y/y apr -1.0% 1.3% 0.9% *** Equity and bond bearish

Manufacturing Production y/y apr -0.8% 2.6% 2.0% ** Equity and bond bearish

Construction Output y/y apr 2.4% 3.2% 3.3% ** Equity and bond neutral

Trade Balance m/m apr -£2.740 bn -£5.408 bn -£4.700 bn ** Equity and bond neutral

AMERICAS

Canada Net Change in Employment m/m may 27.7k 106.5k 5.0k *** Equity bullish, bond bearish

Unemployment Rate m/m may 5.4% 5.7% 5.7% *** Equity bullish, bond bearish

Brazil IBGE Inflation m/m may 4.7% 4.9% 4.7% *** Equity and bond neutral

Mexico CPI y/y may 4.3% 4.4% 4.4% *** 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) 245 245 0 Up

3-mo T-bill yield (bps) 222 222 0 Neutral

TED spread (bps) 23 23 0 Neutral

U.S. Libor/OIS spread (bps) 226 224 2 Up

10-yr T-note (%) 2.14 2.08 0.06 Neutral

Euribor/OIS spread (bps) -32 -32 0 Neutral

EUR/USD 3-mo swap (bps) 14 11 3 Down

Currencies Direction

dollar up Neutral

euro down Up

yen down Neutral

pound down Neutral

franc up Neutral  
 

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 $63.39 $63.29 0.16%

WTI $54.26 $53.99 0.50%  

Natural Gas $2.33 $2.34 -0.21%  

Crack Spread $19.98 $20.15 -0.85%

12-mo strip crack $16.62 $16.79 -1.04%

Ethanol rack $1.60 $1.60 -0.21%

Gold $1,326.50 $1,340.86 -1.07% Ease in trade tensions

Silver $14.74 $15.02 -1.90%

Copper contract $263.20 $262.75 0.17%

Corn contract 412.00$       415.75$       -0.90%

Wheat contract 496.50$       504.50$       -1.59%

Soybeans contract 851.00$       856.25$       -0.61%

Baltic Dry Freight 1138 1138 0

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show warmer to normal temps for most of the country, with 

cooler temps in the Midwest.  Precipitation is expected for most of the country.  There is no 

tropical 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.  
 

June 7, 2019 
 

Monetary policymakers are facing divergent trends that complicate future policy actions.  

 

Financial markets are signaling that the policy rate needs to be cut immediately. 
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The chart on the left shows the implied three-month LIBOR rate, two-years deferred, from the 

Eurodollar futures market.  Last October, the implied rate was around 3.30%; it has fallen 

sharply to 1.625%, a decline of nearly 70 bps.  The chart on the right compares that implied rate 

to the fed funds target.  History shows the Fed has tended to cut the target rate when the implied 

rate inverts relative to the policy rate (shown on the upper line).  The spread has widened 

considerably, meaning the Fed should be moving to cut rates soon.  This data would suggest the 

longer policymakers wait, the higher the probability of a recession. 

 

Current economic conditions probably don’t warrant a rate reduction. 
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This chart shows the NY FRB recession indicator, which projects the odds of recession 12 

months out and the Atlanta FRB GDP-based recession indicator.  In general, combining the two 

indicators reduces the chance of a false positive, namely, predicting a recession that doesn’t 

occur.  We use the 20% threshold as a warning sign; if both indicators are above 20% then a 

recession warning is warranted.  The only false positive that was triggered with the 20% 

threshold was in 1995 and that event was considered a rare “soft landing.”  As the first chart 

shows, in 1995, the Greenspan Fed did cut rates and this action probably extended the expansion.  

The current reading of these two indicators suggests caution, but the economic data is not 

signaling that a downturn is imminent.  And, as a cautionary tale, we had a similar configuration 

in the data in 1997-98.  The Fed did ease in that event, in part driven by the LTCM Crisis, and 

that easing is often blamed for stoking the tech bubble in 1999. 

 

Inflation remains controlled, but tariffs could affect prices. 
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This chart compares the ISM Manufacturing Index to core CPI.  The ISM index tends to lead 

inflation by two years.  Comparing core CPI to the ISM Manufacturing Index suggests that 

inflation might lift in the coming months but should not overshoot by a wide margin.  However, 

it is important to note that tariffs are a form of consumption tax.  While the incidence of the tax 

does not automatically fall to the consumer (the producer or importer could absorb the cost, 

cutting profit margins, or the dollar could appreciate and offset the tariff), there is the possibility 

of an unexpected rise in inflation.   

 

These three issues will likely keep the FOMC on hold in the near term.  If that analysis is correct, 

the chances of recession will tend to rise in the coming months. 

 

 

 
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 6/7/2019 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 6/7/2019 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 as of 6/5/2019 = 18.5x

 
 

Based on our methodology,1 the current P/E is 18.5x, down 0.1x from last week.  The decline in 

the S&P index led to the modest multiple contraction. 

 

 

 
 
 
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. 


