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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 17, 2020—9:30 AM EDT] Global equity markets are higher this morning.  The 

EuroStoxx 50 is up 0.7% from its last close.  In Asia, the MSCI Asia Apex 50 closed up 0.1% 

from its prior close.  Chinese markets were higher, with the Shanghai Composite up 0.1% from 

the prior close and the Shenzhen Composite up 0.3%.  U.S. equity index futures are signaling a 

higher open. 

 

Risk assets have wind in their sails today, in large part due to easing coronavirus lockdowns, 

signs of rapid economic recovery and continued policy support around the globe.  However, 

those positives are being offset to some extent by serious new geopolitical tensions between 

China and India, as well as a worrisome new outbreak in Beijing.  We review all the key news 

below. 

 

China-India:  It now appears that yesterday’s China-India military clash along the countries’ 

border in the Himalayan mountains was substantially more lethal than first known.  The Indian 

government now says 20 of its soldiers died, including not just the three direct fatalities that we 

reported yesterday, but also 17 more who perished after falling into a deep ravine or succumbing 

to the freezing temperatures.  To minimize the risk of a shooting war along the disputed border 

like the major 1962 confrontation, Chinese and Indian troops patrolling the area don’t carry 

firearms.  The current tensions have evolved from fistfights last month to attacks with rocks and 

clubs wrapped in barbed wire this week, resulting in the border troops’ first fatalities in decades. 

• Ultimately, the confrontation can be traced back to the heightened nationalist disposition 

of Chinese President Xi Jinping and Indian Prime Minister Narendra Modi.  Both leaders 

want to assert their country’s sovereignty to the fullest extent possible, including in 

disputed areas like the Himalayan border. 

o Xi’s efforts to assert control in Hong Kong, Taiwan and the South China Sea are 

well known. 

o Modi has also been working to assert India’s control over the Kashmir region.  

India’s warming ties with the U.S. and an ill-timed decision to postpone a major 

military exercise in the area probably also tempted Xi to take a tougher stance. 

• According to Indian sources, several Chinese troops also died in the melee, so a key risk 

now is that Xi may find it hard to back down if the Chinese losses were substantial.  On 

the Indian side, Prime Minister Modi warned today that his country would provide a 

“befitting reply” if China tried to worsen the situation. 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.wsj.com/articles/india-china-border-dispute-turns-deadly-11592305962?mod=hp_lead_pos4
https://www.wsj.com/articles/india-china-border-dispute-turns-deadly-11592305962?mod=hp_lead_pos4
https://www.wsj.com/articles/india-china-border-dispute-turns-deadly-11592305962?mod=hp_lead_pos4
https://www.ft.com/content/572ecd74-af77-400e-aa0a-6012dec260a6
https://www.ft.com/content/572ecd74-af77-400e-aa0a-6012dec260a6
https://www.scmp.com/week-asia/politics/article/3089255/three-indian-soldiers-killed-clash-chinese-border-army-says?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200616&MCUID=b11497b3c2&MCCampaignID=63eedae347&MCAccountID=3775521f5f542047246d9c827&tc=7
https://www.scmp.com/week-asia/politics/article/3089255/three-indian-soldiers-killed-clash-chinese-border-army-says?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20200616&MCUID=b11497b3c2&MCCampaignID=63eedae347&MCAccountID=3775521f5f542047246d9c827&tc=7
https://www.nytimes.com/2020/06/17/world/asia/china-india-border.html?action=click&module=Top%20Stories&pgtype=Homepage
https://www.nytimes.com/2020/06/17/world/asia/china-india-border.html?action=click&module=Top%20Stories&pgtype=Homepage


 

 

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

www.confluenceinvestment.com 

 2 

• As a result of the initial fistfights last month, high-level Chinese and Indian military 

officers have been meeting to diffuse the situation, and they reportedly met again as 

recently as yesterday.  Calming tensions and averting a downward spiral in the conflict 

may require Xi and Modi to swallow some pride and pull back from the precipice.  If 

they don’t, any shooting conflict in the area would be a major risk to local and global 

financial markets. 

 

COVID-19:  Official data show confirmed cases have risen to 8,199,838 worldwide, with 

444,368 deaths and 3,978,358 recoveries.  In the United States, confirmed cases rose to 

2,137,731, with 116,963 deaths and 583,503 recoveries.  Here is the interactive chart from the 

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

population. 

 

Virology 

• Arizona, Texas and North Carolina all reported record daily virus-related hospitalizations 

on Tuesday, suggesting those states may have lifted their pandemic restrictions too early 

and underlining the risk of a disruptive second wave of infections.  In fact, top infectious 

disease officer Dr. Anthony Fauci again warned that the nation risks a resurgence of 

infections should states fail to remain vigilant as they reopen their economies.  We 

suspect officials in many states and localities would be reluctant to reimpose the full 

range of restrictions they had in place earlier, but even bringing back just some of the 

measures or slowing their economic reopening could weigh on stocks. 

o In China, authorities working to contain a new outbreak in Beijing have imposed 

school closures and flight restrictions, but the number of new cases continues to 

rise.  An uncontrolled outbreak in the Chinese capital would be particularly 

embarrassing for the ruling Communist Party, so further tough measures may be 

forthcoming. 

o New infections, hospitalizations and deaths continue to surge in many large 

developing countries, including Brazil, Mexico and India. 

• Six months into the coronavirus crisis, scientists are coalescing around a consensus that 

the main way people get infected is through close-up, person-to-person interactions for 

extended periods. 

o The maximum risk is in crowded events, poorly ventilated areas and places where 

people are talking, shouting or singing loudly.  In contrast, it’s uncommon to 

contract COVID-19 from a contaminated surface or fleeting encounters with 

people outdoors. 

o Firmer knowledge of how the disease is transmitted should help public health 

officials devise better ways to reduce infections without the costly, widescale 

lockdowns employed to date. 

• Researchers at the University of Oxford said dexamethasone, a generic steroid, is the first 

drug to show in a clinical trial that it could improve the survival of severely ill 

coronavirus patients. The 6,425 subject study found the drug reduced deaths by a third 

compared with standard treatment in patients on ventilators.  In patients receiving 

https://www.nytimes.com/2020/06/17/world/coronavirus-live-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-06-16-2020-11592294373
https://www.wsj.com/articles/coronavirus-latest-news-06-16-2020-11592294373
https://www.wsj.com/articles/fauci-warns-of-coronavirus-resurgence-if-states-dont-adhere-to-safety-guidelines-11592338771
https://www.wsj.com/articles/fauci-warns-of-coronavirus-resurgence-if-states-dont-adhere-to-safety-guidelines-11592338771
https://www.ft.com/content/97708919-1264-446c-aa13-8d83ff0572c5
https://www.ft.com/content/97708919-1264-446c-aa13-8d83ff0572c5
https://www.ft.com/content/99533e37-c17b-4902-b355-9f7901aef41d
https://www.ft.com/content/99533e37-c17b-4902-b355-9f7901aef41d
https://www.wsj.com/articles/how-exactly-do-you-catch-covid-19-there-is-a-growing-consensus-11592317650?mod=hp_lead_pos7
https://www.wsj.com/articles/how-exactly-do-you-catch-covid-19-there-is-a-growing-consensus-11592317650?mod=hp_lead_pos7
https://www.wsj.com/articles/how-exactly-do-you-catch-covid-19-there-is-a-growing-consensus-11592317650?mod=hp_lead_pos7
https://www.wsj.com/articles/dexamethasone-improves-survival-in-severe-covid-19-patients-study-finds-11592317739
https://www.wsj.com/articles/dexamethasone-improves-survival-in-severe-covid-19-patients-study-finds-11592317739
https://www.wsj.com/articles/dexamethasone-improves-survival-in-severe-covid-19-patients-study-finds-11592317739
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supplemental oxygen, but not on ventilators, the steroid cut deaths by one fifth, according 

to the researchers. 

o Less sick patients not receiving oxygen support didn’t receive any survival benefit 

from the drug. 

o Oxford issued the study results in a press release but not yet in a peer-reviewed 

journal that provides the full data set that researchers, who weren’t involved in the 

trial, can review. 

• Privately held CureVac has become the second German biotechnology company to be 

given permission to proceed with clinical trials of a COVID-19 vaccine, days after Berlin 

invested €300 million in the firm to keep it from falling into foreign hands.  The German 

regulator said the CureVac trial would be one of just 11 worldwide to be testing its 

vaccine on humans. 

 

Economic Impact 

• In Europe, plunging auto sales during the worst of the pandemic lockdowns have left 

huge inventories of unsold vehicles, which threaten to discourage more production and 

slow the economic recovery. 

 

United States:  Congress will scrutinize the Trump administration’s aggressive international 

trade initiatives today as U.S. Trade Representative Lighthizer appears before House and Senate 

committees.  Lighthizer’s testimony will give lawmakers an opportunity to question how the 

administration’s recent trade deals are playing out.  We also expect them to probe how the 

administration sees the U.S. economic relationship with other trading partners, including the 

European Union and the United Kingdom. 

   

United States-United Kingdom:  Even as the U.K. and the EU struggle to develop a post-Brexit 

trade agreement, with EU demands for a “level playing field” with lower-regulated Britain, it 

turns out that many British farmers are worried that the U.K.-U.S. trade deal now being 

negotiated will leave them unable to compete with even lower-regulated U.S. producers.  The 

result?  They’re also hoping for a “level playing field” with the U.S. 

 

Hungary:  Parliament voted to end a controversial state of emergency that gave Prime Minister 

Viktor Orban the right to rule by decree after leaders in the U.S. Congress and the European 

Union accused him of using the coronavirus pandemic to amass authoritarian-like powers.  

However, the legislators left in place some of the measures the government took during the 

height of its outbreak to concentrate fiscal control over the country’s largely liberal cities. 

 

U.S. Economic Releases 

 

For the week ending June 12, the MBA mortgage application index rose 8.0% from the prior 

week.  Purchase and refinance applications rose 3.5% and 10.3%, respectively.  The average 30-

year fixed rate fell 8 bps from 3.38% to 3.30%. 

 

https://www.ft.com/content/74703367-4f56-33a5-8294-ca21bb9ba628
https://www.ft.com/content/74703367-4f56-33a5-8294-ca21bb9ba628
https://www.wsj.com/articles/european-car-makers-latest-pandemic-problem-glut-of-unsold-vehicles-11592373600?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/european-car-makers-latest-pandemic-problem-glut-of-unsold-vehicles-11592373600?mod=lead_feature_below_a_pos1
https://www.wsj.com/articles/congress-to-probe-trumps-aggressive-trade-policies-11592395201
https://www.wsj.com/articles/congress-to-probe-trumps-aggressive-trade-policies-11592395201
https://www.ft.com/content/8a0bffe3-d3e0-4070-97b8-5e341073d384
https://www.ft.com/content/8a0bffe3-d3e0-4070-97b8-5e341073d384
https://www.wsj.com/articles/hungarian-parliament-ends-controversial-state-of-emergency-11592331389
https://www.wsj.com/articles/hungarian-parliament-ends-controversial-state-of-emergency-11592331389
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Home construction rose slightly in May as a relaxation in lockdown requirements made it easier 

to resume projects and obtain building permits.  Housing starts rose 4.3% from the prior month 

to 0.974 million.  This number was lower than expectations of a 23.5% rise to 1.100 million 

housing starts.  In the prior month’s report, housing starts were revised upward from 0.891 

million to 0.934 million.  Moreover, building permits rose 14.4% from the prior month to 1.220 

million, below expectations of a rise of 16.8% to 1.245 million.  The prior month’s report of 

1.074 million permits were revised downward to 1.066 million. 

 

 
 

The chart above shows the level of housing starts for multi-family and single-family homes.  In 

May, multi-family housing starts increased from 0.260 million to 0.299 million, while single-

family housing starts increased from 0.674 million to 0.675 million.    
 

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

 

Speaker or event

12:00 Jerome Powell Appears Before the House Financial Services Panel Chairman of Board of Governors of Federal Reserve

16:00 Loretta Mester Speaks on the Fed's Response to Covid-19 President of the Federal Reserve Bank of Cleveland

Fed Speakers or Events

Economic Releases

District or position

 No economic releases today

 
 

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.  
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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 Trade Balance m/m May -$0.833 Bil -$0.930 Bil -$1.030 Bil ** Equity bearish, bond bullish

Australia Westpac Leading Index m/m May 0.2% -1.5% *** Equity and bond neutral

New Zealand Current Account GDP Ratio YTD q/q 1Q -2.7% -3.0% -2.7% ** Equity and bond neutral

BoP Current Account Balance NZD q/q 1Q 1.557 Bil -2.657 Bil 1.600 Bil ** Equity and bond neutral

Non Resident Bond Holdings m/m May 51.8% 51.3% ** Equity and bond neutral

Europe

Eurozone EU27 New Car Registrations m/m May -52.3% -76.3% ** Equity and bond neutral

Construction Output m/m Apr -28.4% -15.4% ** Equity bearish, bond bullish

CPI y/y May F 0.1% 0.3% 0.1% *** Equity and bond neutral

CPI Core y/y May F 0.9% 0.9% 0.9% *** Equity and bond neutral

Italy Industrial Sales m/m Apr -29.4% -25.8% ** Equity bearish, bond bullish

Industrial Orders m/m Apr -32.2% -26.5% ** Equity bearish, bond bullish

UK CPI y/y May 0.5% 0.8% 0.5% *** Equity and bond neutral

CPI Core y/y May 1.2% 1.4% 1.3% *** Equity and bond neutral

RPI y/y May 1.0% 1.5% 1.2% *** Equity and bond neutral

RPI Ex Mort Int.Payments y/y May 1.3% 1.6% 1.3% ** Equity and bond neutral

PPI Input NSA y/y May -10.0% -9.8% -6.4% ** Equity bullish, bond bearish

PPI Output NSA y/y May -1.4% -0.7% -1.0% ** Equity and bond neutral

PPI Output Core NSA y/y May 0.6% 0.6% 0.0 ** Equity and bond neutral

AMERICAS

Canada International Securities Transactions m/m Apr 49.04 Bil -9.78 Bil ** Equity bullish, bond bearish

Mexico International Reserves Weekly w/w 12-Jun $188.105 Bil $187.247 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. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 30 32 -2 Down

3-mo T-bill yield (bps) 16 16 0 Neutral

TED spread (bps) 14 16 -2 Up

U.S. Libor/OIS spread (bps) 9 9 0 Up

10-yr T-note (%) 0.74 0.75 -0.01 Neutral

Euribor/OIS spread (bps) -37 -36 -1 Neutral

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

Currencies Direction

dollar Up Down

euro Down Up

yen Flat Up

pound Down Down

franc Flat 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 $40.91 $40.96 -0.12%

WTI $38.21 $38.38 -0.44%

Natural Gas $1.63 $1.61 1.24%

Crack Spread $12.01 $11.80 1.75%

12-mo strip crack $11.12 $11.09 0.33%

Ethanol rack $1.45 $1.44 0.66%

Gold $1,717.20 $1,726.53 -0.54%

Silver $17.46 $17.46 0.02%

Copper contract $259.15 $258.80 0.14%

Corn contract 332.25$       334.25$       -0.60%

Wheat contract 497.75$       501.25$       -0.70%

Soybeans contract 872.00$       873.00$       -0.11%

Baltic Dry Freight 1054 973 81

Actual Expected Difference

Crude (mb) 0.8

Gasoline (mb) -1.0

Distillates (mb) 3.0

Refinery run rates (%) 0.50%

Natural gas (bcf) 93.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

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

with cool conditions expected in the Midwest region.  Wet conditions are expected for the 

majority of the country, with dry conditions in the Rocky Mountains and southwestern regions.  

There is some cyclone formation along the Carolina coast, but it is not expected to develop into a 

tropical storm.
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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. 
 

June 12, 2020 
 

Although gold is the primary precious metal for investors, platinum, palladium and silver also 

can fulfill that role.  Complicating matters is that these three metals are dual-use products.  

Unlike gold, which has few uses outside of monetary (store of value) purposes and jewelry, these 

other three have industrial uses as well.  About 55% of silver consumption is in electronics, 

while 39% is used for jewelry, silverware and monetary reasons.  The remaining 6% of silver 

consumption is in associated industrial use, including solar panels.  Industry and automotive 

demand accounts for about 60% of platinum demand, with jewelry absorbing about 30% and 

investment demand the remainder.  Palladium, which has been in the news lately due to strong 

price behavior, is mostly used in automobile exhaust systems; nearly 84% of the metal goes into 

cars, with other industrial uses taking up nearly all the remaining demand. 

 

Thus, unlike gold, the other three precious metals are much more sensitive to industrial activity.  

Supply factors are different as well.  Silver is mostly a byproduct of base metal and precious 

metal mining; only about 28% of silver comes from primary silver mines.  The rest comes from 

the mining activities of lead, zinc, copper and gold.  Thus, the supply of new silver is affected by 

the demand for these other metals.  In contrast, platinum and palladium both have limited 

sources; nearly 75% of new supply of platinum comes from South Africa, whereas 40% of the 

world’s palladium comes from Russia.   

 

Both gold and silver prices began to rally in the early part of the 2000s after being in the 

doldrums from the mid-1980s through the 1990s.  High real interest rates depressed demand as 

policy was designed to contain inflation.  But, around 2003, gold began to rally, and by 2005, 

silver did as well.  This rally continued into 2011 when silver prices began to fall, and gold 

followed in 2012.  A stronger dollar weighed on precious metals prices during this period.   

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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Since 2017, gold prices have clearly outpaced silver, but since August 2018, gold’s 

outperformance has been substantial. 

 

The gold/silver ratio has been a longstanding way of measuring the relative value of the two 

metals.   
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During the gold standard years, many nations conducted a bimetallic system, where gold and 

silver could be used for money.  The common exchange was 15:1.  The relative scarcity of gold 

relative to silver led to a widening ratio after the Civil War into WWI.  During WWI, silver 

prices rose due to expanding industrial activity for the war effort.  The change in the official 
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price of gold by the Roosevelt administration led the ratio to widen out during the 1930s into 

WWII.  Steadily rising silver prices reduced the ratio to 20:1 by late 1960; in response, the 

Coinage Act of 1965 dramatically reduced the use of silver in U.S. coins, easing the demand for 

silver and causing the ratio to rise.   

 

The end of Bretton Woods ended the last remnants of the gold standard, leading to much higher 

prices for both metals.  Since the mid-1970s, the gold/silver ratio has generally tracked the path 

of industrial production.  This relationship reflects the industrial demand for silver that doesn’t 

exist to the same extent for gold. 
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The upper line on the chart shows the monthly gold/silver ratio; the lower line shows detrended 

U.S. industrial production.  Although the relationship isn’t perfect, in general, stronger industrial 

production has tended to coincide with a lower ratio, whereas falling and below-trend industrial 

production benefits gold in the ratio.  The current ratio is near its all-time highs, reflecting (a) 

generally weak industrial production in the latest business cycle, and (b) the recent collapse in 

production due to the pandemic shutdowns.   

 

Although there remains a great deal of uncertainty surrounding the path of the recovery, as we 

detailed recently, the most likely path of this business cycle will be a deep but short recession 

followed by a lengthy recovery.  If this assessment is correct, industrial activity should rebound 

in the coming months.  Given the historic level of the gold/silver ratio, coupled with our overall 

positive position on gold, we believe silver is also attractively valued at current prices if our 

expectations about the economy are correct.  Therefore, for risk-tolerant investors, silver may be 

an attractive allocation at this time.   

 
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.  

https://www.confluenceinvestment.com/wp-content/uploads/AAW_May_29_2020.pdf
https://www.confluenceinvestment.com/wp-content/uploads/AAW_May_29_2020.pdf
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Data Section 
 

U.S. Equity Markets – (as of 6/16/2020 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 6/16/2020 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 23.7x, up 0.3x from last week.  Rising index 

values and falling earnings expectations for Q2 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. 


