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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: March 6, 2020—9:30 AM EST] Global equity markets are lower this morning.  The 

EuroStoxx 50 is currently down 3.8% from its last close.  In Asia, the MSCI Asia Apex 50 

closed down 1.9%.  Chinese markets were lower, with the Shanghai Composite down 1.2% and 

the Shenzhen Composite down 0.7%.  U.S. equity index futures are signaling a lower open.  

With 489 companies having reported, the S&P 500 Q4 earnings stand at $42.00, higher than the 

$40.59 forecast for the quarter.  The forecast reflects a 2.0% decrease from Q4 2018 earnings.  

Thus far this quarter, 71.2% of the companies have reported earnings above forecast, while 

20.9% have reported earnings below forecast.   
 

It’s Friday employment day, although the data is mostly irrelevant.  This report covers February, 

before COVID-19 hit the U.S. economy.  We detail the data below, but the quick read is that the 

data was very strong.  As has been our practice, we update COVID-19 news.  Risk markets are 

under pressure globally as the virus spreads and policymakers appear to be caught off guard.  

Russia and Turkey declare a ceasefire.  Here are the details: 

 

COVID-19:  The number of reported cases is now 100,278, breaking the 100k level for the first 

time; fatalities are 3,406 and recoveries are 55,694.  

  

• We are seeing a massive risk-off trade in the financial markets.  World equity markets are 

under pressure; U.S. equity futures, at the time of this writing, are down in the 

neighborhood of 3%.  Gold prices are higher and Treasury yields continue to march 

lower.  Mortgage yields are falling to record lows; it isn’t clear how much stimulus this 

development will generate.   

• The news from the world outside of China remains grim.  Seattle closed its schools.  In 

France, a deputy in the National Assembly is in intensive care, afflicted with the virus.  

Islamic holy sites are being closed.  The economic costs continue to mount.  Credit 

spreads are starting to widen around the world as default fears rise.  Food prices are 

showing signs of rising again in China.  Under normal circumstances, that would be good 

news for U.S. agriculture.  However, global shipping has been disrupted and, at least for 

now, it isn’t likely that U.S. grain and meat will make its way to China.  Oil demand has 

been hit hard by the virus.  Maryland has declared a state of emergency; its proximity to 

Washington, D.C. will increase fears.  The airline industry has been hit hard; a British 

airline has failed.  The European Parliament has canceled over 100 events.   

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.ft.com/content/a62d3886-7ed5-3429-9133-2cac28c6f0f0
https://www.ft.com/content/9f94d6f8-5f51-11ea-b0ab-339c2307bcd4
https://www.nytimes.com/2020/03/06/world/coronavirus-news.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200306&section=topNews&campaign_id=51&instance_id=16530&segment_id=21928&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews#link-443cc803
https://www.nytimes.com/2020/03/06/world/coronavirus-news.html?te=1&nl=morning-briefing&emc=edit_MBE_p_20200306&section=topNews&campaign_id=51&instance_id=16530&segment_id=21928&user_id=cf9e3e54fec2ede829d24b038d8ab9e3&regi_id=5677267tion=topNews
https://gisanddata.maps.arcgis.com/apps/opsdashboard/index.html#/bda7594740fd40299423467b48e9ecf6
https://gisanddata.maps.arcgis.com/apps/opsdashboard/index.html#/bda7594740fd40299423467b48e9ecf6
https://www.wsj.com/articles/global-markets-follow-u-s-stocks-higher-11583376176?shareToken=stccada743b5d14f559b089a3241d05b5a
https://www.wsj.com/articles/global-markets-follow-u-s-stocks-higher-11583376176?shareToken=stccada743b5d14f559b089a3241d05b5a
https://www.wsj.com/articles/treasury-yields-hit-new-lows-as-virus-impact-spreads-11583461400?shareToken=st25f194111cf34387b0497d62d0848141
https://www.wsj.com/articles/treasury-yields-hit-new-lows-as-virus-impact-spreads-11583461400?shareToken=st25f194111cf34387b0497d62d0848141
https://www.wsj.com/articles/mortgage-rates-hit-record-low-but-coronavirus-may-deter-buyers-11583417175?shareToken=stc6319636a3c1458d856267301d704523
https://www.wsj.com/articles/coronavirus-spreads-world-wide-containment-is-an-unlikely-outcome-11583403706?shareToken=stad41152ffd2b46b8a603634d25167c7d
http://www2.assemblee-nationale.fr/presse/espace-presse/communiques-de-presse/mars-2020?utm_source=POLITICO.EU&utm_campaign=c0e3e1bca6-EMAIL_CAMPAIGN_2020_03_06_05_49&utm_medium=email&utm_term=0_10959edeb5-c0e3e1bca6-190334489#node_68294
https://www.washingtonpost.com/religion/2020/02/28/thousands-muslims-may-not-be-able-visit-holy-sites-saudi-arabia-because-coronavirus/
https://www.ft.com/content/d0dc8914-5e9c-11ea-b0ab-339c2307bcd4?emailId=5e61d23cde6b030004be318d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/d0dc8914-5e9c-11ea-b0ab-339c2307bcd4?emailId=5e61d23cde6b030004be318d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/21ecc1a4-5ecd-11ea-b0ab-339c2307bcd4?emailId=5e61d23cde6b030004be318d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/21ecc1a4-5ecd-11ea-b0ab-339c2307bcd4?emailId=5e61d23cde6b030004be318d&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/coronavirus-snarls-trans-pacific-shipping-and-ripples-through-u-s-business-11583432172?shareToken=st136da5a2c17842549974a3f675a687ab
https://www.wsj.com/articles/curbed-by-coronavirus-chinas-truckers-cant-wait-to-get-on-the-road-again-11583315215?shareToken=st9040bfc54b54443dab25379b7aad680a
https://www.wsj.com/articles/curbed-by-coronavirus-chinas-truckers-cant-wait-to-get-on-the-road-again-11583315215?shareToken=st9040bfc54b54443dab25379b7aad680a
https://www.ft.com/content/ce954624-5ed2-11ea-b0ab-339c2307bcd4
https://www.politico.com/news/2020/03/05/coronavirus-maryland-cases-122587?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.nytimes.com/2020/03/05/business/flybe-administration-coronavirus.html
https://www.nytimes.com/2020/03/05/business/flybe-administration-coronavirus.html
https://www.politico.eu/article/coronavirus-chaos-at-the-european-parliament/?utm_source=POLITICO.EU&utm_campaign=e013c98b5e-EMAIL_CAMPAIGN_2020_03_06_10_59&utm_medium=email&utm_term=0_10959edeb5-e013c98b5e-190334489
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• There is an old saying that the first victim of war is the truth.  Similar sentiments can be 

expressed about pandemics.  Fact checkers have been hard at work debunking reports that 

the U.S. created the virus (it should be noted that a similar rumor that it originated in a 

Chinese biological weapons factory circulated a couple of weeks ago).  Other reports 

offered novel ways of protecting oneself from the virus; all have been found to be false.   

Reports out of China are suggesting that a second, more virulent strain of COVID-19 has 

emerged.  Geneticists warn against concluding that the virus is becoming more deadly.  

The work of Adam Kucharski puts the disease in context.   

• Another developing trend is that countries and businesses are being accused of hoarding.  

Italy is complaining that other EU nations won’t share medical supplies (so much for 

European solidarity).  Globalization has moved from a virtue to a vice.   

• Our expectation of this event is that it would be significant in impact but short in 

duration.  Part of this expectation is built on the idea that we would see aggressive fiscal 

and monetary policy stimulus.  So far, we have to say the results have been mixed at best.  

The Fed did act aggressively, but the bond market is making it clear they didn’t move 

nearly enough.  The ECB hasn’t moved at all.  However, what has really surprised us is 

the lack of fiscal action.  This is an election year; history shows a pattern where 

incumbents use all sorts of tactics to boost growth to improve either re-election or the 

election of a new president from the incumbent party.  Rahm Emmanuel had a famous 

quote, made during the financial crisis, that “one should never let a crisis go to waste.”  

And yet, so far, the White House has pushed back on suggestions of fiscal actions.  As 

the airlines have swooned, the president has indicated no aid will be forthcoming.  The 

attitude seems to be that COVID-19 isn’t a big deal and that nothing—no tariff rollbacks, 

payroll tax holidays, credit support or even cash distributions—is necessary.  We find this 

attitude a bit surprising; the economic data will start to deteriorate soon but, due to delays 

in reporting, the worst won’t be seen until April and May.  In terms of the November 

elections, this is the most critical time because most voters’ view of the economy is based 

on what was happening two quarters ago.  If the stimulus isn’t forthcoming, the rebound 

could be much less robust than we expected and the odds of recession are rising. 

Turkey and Russia:  The two have set a ceasefire.  The refugee threat to Europe remains.  We 

will be watching to see if the agreement holds but clearly neither Ankara nor Moscow want a 

broader war.   

 

Odds and ends:  There was an OPEC agreement but it doesn’t appear Russia will participate.  

The remaining members offered to cut production by 1.0 mbpd, but without a 0.5 mbpd cut from 

Russia oil prices have plunged this morning.  On Thursday night, the Reserve Bank of India 

(RBI) seized control of its fourth largest lender, Yes Bank (YESBANK, 16.60).  The takeover 

was to prevent a loss in confidence of the Indian financial system due to Yes Bank’s inability to 

raise capital to improve its financials.  The president’s national security team has advised that he 

block Infineon Technologies’ (IFNNY, 20.20) proposed acquisition of the American chipmaker 

Cypress Semiconductor Corp. (CY, 19.18) due to its links to China.  In order to stimulate the 

U.K. economy, Prime Minister Boris Johnson appears to be looking into eliminating tax breaks 

that benefit the “staggeringly rich.”  In Tunisia, two militants on a motorbike blew themselves up 

outside the U.S. Embassy. 

https://www.poynter.org/fact-checking/2020/coronavirus-fact-checkers-from-30-countries-are-fighting-3-waves-of-misinformation/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosam&stream=top
https://www.washingtonpost.com/world/asia_pacific/conspiracy-theorists-blame-the-us-for-coronavirus-china-is-happy-to-encourage-them/2020/03/05/50875458-5dc8-11ea-ac50-18701e14e06d_story.html?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.latimes.com/science/story/2020-03-05/chinese-scientists-say-second-coronavirus-strain-more-dangerous
https://www.latimes.com/science/story/2020-03-05/chinese-scientists-say-second-coronavirus-strain-more-dangerous
https://nyti.ms/2wshWNH
https://www.politico.eu/article/eu-aims-better-control-coronavirus-responses/?utm_source=POLITICO.EU&utm_campaign=c0e3e1bca6-EMAIL_CAMPAIGN_2020_03_06_05_49&utm_medium=email&utm_term=0_10959edeb5-c0e3e1bca6-190334489
https://www.ft.com/content/f6bc4950-5efe-11ea-b0ab-339c2307bcd4?shareType=nongift
https://www.wsj.com/articles/fed-rate-cut-puts-ecb-in-hot-seat-11583336949?shareToken=sted6b0592853a41b6a4283456aebf9955
https://www.politico.com/news/2020/03/04/donald-trump-airline-bailout-121118
https://www.politico.com/news/2020/03/04/donald-trump-airline-bailout-121118
https://www.fa-mag.com/news/trump-balks-at-stimulus--saying-economy-is-immune-to-coronavirus-54441.html
https://nyti.ms/2TpkO73
https://www.wsj.com/articles/the-case-for-a-big-coronavirus-stimulus-11583448500?shareToken=st3d8a227912d645b1a1d02e91e39d7c8d
https://www.ft.com/content/0446562a-5f0d-11ea-b0ab-339c2307bcd4?shareType=nongift
https://nyti.ms/2VMPgcI
https://www.reuters.com/article/us-opec-meeting/opec-backs-biggest-oil-cut-since-2008-crisis-awaits-russia-idUSKBN20S0TT
https://www.ft.com/content/68a4141e-5f07-11ea-b0ab-339c2307bcd4
https://www.bloombergquint.com/business/trump-is-warned-on-security-risk-from-infineon-deal-for-cypress
https://www.bloomberg.com/news/articles/2020-03-06/u-k-s-500-billion-in-tax-breaks-are-a-tricky-budget-target?srnd=economics-vp&sref=mCYyGj0n
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U.S. Economic Releases 
 

In the monthly report on the labor market, February non-farm payrolls jumped by a seasonally 

adjusted 273,000, blowing past the expected increase of 225,000 and matching the upwardly 

revised figure for January.  Manufacturing payrolls staged a particularly strong increase in 

February, though not enough to offset their drop in the previous month.  According to the report, 

the February unemployment rate was just 3.5%, beating expectations that it would remain at 

January’s level of 3.6%.  Finally, average hourly earnings in February were up 3.0% compared 

with February 2019, matching expectations but also cooling a bit from the year-over-year gain of 

3.1% in January.  Overall, the report suggested the labor market remained healthy last month 

before COVID-19 really started to affect the global economy. 
 

 
 

The chart above shows the monthly change in U.S. non-farm payrolls from right before the last 

recession to the present. 
 

 
 

The employment/population ratio eased from 61.2 to 61.1.  The labor force fell by 60k, while 

employment rose 45k in the household survey. 
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Wage growth was mostly flat. 
 

 
 

Separately, the January trade balance showed a seasonally adjusted deficit of $45.3 billion.  That 

number was narrower than both the anticipated deficit of $46.1 billion and the revised December 

shortfall of $48.6 billion.  The narrowing in the deficit in January came as U.S. exports dropped 

0.4% but imports dropped an even sharper 1.6%.  Exports in January were up 1.1% from the 

same month one year earlier, but imports were down 2.4%. 
 

 
 

The chart above shows the progression of the U.S. trade deficit from right before the last 

recession to the present. 

 

The table below shows the economic releases and Fed events scheduled for the rest of the day. 
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EDT Indicator Expected Prior Rating

10:00 Wholesale Inventories m/m Jan -0.2% -0.2% ***

15:00 Consumer Credit m/m Jan $16.50 Bil. $22.06 Bil. *

Speaker or event

11:20 James Bullard Speaks at Shadow Committee Event in New York President of the Federal Reserve Bank of St. Louis

14:00 John Williams Speaks at Shadow Committee Event in New York President of the Federal Reserve Bank of New York

14:00 Eric Rosengren Speaks at Shadow Committee Event in New York President of the Federal Reserve Bank of Boston

15:30 Esther George Speaks at Shadow Committee Event in New York President of the Federal Reserve Bank of Kansas City

Fed Speakers or Events

Economic Releases

District or position

 
 

Foreign Economic News 
 

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

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

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

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

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

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

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

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications and green indicates neutral conditions.  We will add 

a paragraph below if any development merits further explanation.  
 
Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Household Spending y/y Jan -3.9% -4.8% -4.0% ** Equity and bond neutral

Labor Cash Earnings y/y Jan 1.5% 0.0% 0.2% ** Equity bullish, bond bearish

Leading Index m/m Feb 90.3 91.0 90.3 ** Equity and bond neutral

Australia Retail Sales m/m Jan -0.3% -0.7% 0.0% *** Equity and bond neutral

Foreign  Reserves m/m Feb A$83.6 Bil. A$73.3 Bil. * Equity and bond neutral

EUROPE

Germany Factory Orders y/y Jan -1.4% -8.9% -5.2% *** Equity bullish, bond bearish

France Trade Balance m/m Jan -5887 Mil. -4053 Mil. -4803 Mil. * Equity bearish, bond bullish

Italy Retail Sales y/y Jan 1.4% 0.8% ** Equity bullish, bond bearish

Switzerland Foreign  Reserves m/m Feb 769.1 Bil. 764.0 Bil. ** Equity and bond neutral

Russia CPI y/y Feb 2.3% 2.4% 2.2% *** Equity and bond neutral

CPI Core y/y Feb 2.4% 2.7% 2.5% ** Equity and bond neutral

Official Reserve Assets m/m Feb 570.4 Bil. 562.3 Bil. 564.0 Bil. * Equity and bond neutral

AMERICAS

Canada Merchandise Trade Balance m/m Jan -1.47 Bil. -0.37 Bil. -0.78 Bil. ** Equity and bond neutral

Net Change in Employment m/m Feb 30.3k 34.5k 11.0k *** Equity bullish, bond bearish

Unemployment Rate m/m Feb 5.6% 5.5% 5.6% *** Equity and bond neutral

Mexico Gross Fixed Investment y/y Dec -3.0% -3.5% -2.9% ** 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. 
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Today Prior Change Trend

3-mo Libor yield (bps) 100 131 -31 Up

3-mo T-bill yield (bps) 50 61 -11 Neutral

TED spread (bps) 51 71 -20 Neutral

U.S. Libor/OIS spread (bps) 52 62 -10 Up

10-yr T-note (%) 0.76 0.91 -0.15 Neutral

Euribor/OIS spread (bps) -47 -47 0 Neutral

EUR/USD 3-mo swap (bps) 18 13 5 Down

Currencies Direction

dollar Down Neutral

euro Up Up

yen Up Up

pound Up Up

franc Up 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. 
 

Price Prior Change Explanation

Brent $48.13 $49.99 -3.72% Renewed concern about COVID-19.

WTI $44.13 $45.90 -3.86% Renewed concern about COVID-19.

Natural Gas $1.75 $1.77 -1.07% Renewed concern about COVID-19.

Crack Spread $16.99 $17.28 -1.64% Renewed concern about COVID-19.

12-mo strip crack $13.67 $13.98 -2.19% Renewed concern about COVID-19.

Ethanol rack $1.41 $1.42 -0.24%

Gold $1,685.56 $1,672.23 0.80%

Silver $17.46 $17.44 0.14%

Copper contract $256.05 $257.30 -0.49%

Corn contract 379.50$       381.75$       -0.59%

Wheat contract 517.50$       518.75$       -0.24%

Soybeans contract 891.50$       897.00$       -0.61%

Baltic Dry Freight 599 562 37

Actual Expected Difference

Crude (mb) 0.8 3.0 -2.2

Gasoline (mb) -4.3 -2.0 -2.3

Distillates (mb) -4.0 -1.5 -2.5

Refinery run rates (%) -1.00% -0.40% -0.60%

Natural gas (bcf) -109.0 -111.0 2.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for warmer-than-normal temperatures for most of 

the country, with colder-than-normal temperatures only in the Pacific Northwest.  Wet conditions 

are expected throughout the Southwest and along the Mississippi Valley.
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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.  
 

March 6, 2020 
 

In the turmoil caused by COVID-19, fixed income has performed remarkably well.  Ten-year T-

note yields have declined to record lows and, as we will show below, there is no evidence of 

severe stress in the credit markets.   
 

First, here is what we are seeing in Treasuries. 
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This chart shows our 10-year T-note model.  It uses fed funds, the 15-year average of inflation,1 

the yen/dollar exchange rate, oil prices, German bund yields and fiscal deficits as a percentage of 

GDP.  At the end of last year, the fair value was around 2.40%; as the above chart shows, it has 

declined sharply to 1.94%.  Of course, that yield remains well above current yields.  The implied 

three-month LIBOR rate from the two-year deferred Eurodollar futures suggests the financial 

markets expect another 50 bps of rate cuts over the next two years.  Even assuming a 0.75% fed 

funds target only lowers the fair value to 1.84%.  Assuming those rate cuts at a German bund 

yield of -3.60% (a decline of 300 bps from current levels) would get the model to current yields.  

A negative yield to that level would be unprecedented.  The most likely justification for current 

yields would be a sharp drop in inflation expectations.  If inflation expectations decline to 1% 

per year along with the assumption of 100 bps of rate cuts, that would justify current yields.  This 

analysis suggests that long-duration Treasuries are richly valued at current levels, and if our base 

case that COVID-19 won’t trigger a recession is accurate, then a back-up in these yields would 

be expected.   

                                                
1 Which is a proxy for inflation expectations.   
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What is perhaps most interesting is that there has not been a strong reaction in credit.  Comparing 

the 10-year to Baa yields shows that spreads have not moved significantly, only around 30 bps. 
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In high yield, spreads have widened as well, but the increase is not notable so far. 
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Yields have increased by 80 bps but remain 120 bps below average. 
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The lack of pressure in the credit markets, at least to this point, suggests the current situation 

probably won’t evolve into deep financial crisis or a recession.  We will continue to monitor the 

credit markets closely in the coming weeks, but financial stress appears quite manageable for 

now.   

 

 

 
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 3/5/2020 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 3/5/2020 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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P/E Update 

 

March 5, 2020 
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P/E as of 3/4/2020 = 20.6x

 
 

Based on our methodology,2 the current P/E is 20.6x, up 0.2x from last week.  The rise in the 

multiple is due to adjusting Q4 for Standard and Poor’s earnings and away from estimates from 

Thomson/Reuters. 

 

 
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. 

 

                                                
2 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 (Q2, Q3 and Q4) and one estimate (Q1). 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. 


