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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 20, 2020—9:30 AM EDT] Global equity markets are higher this morning.  The 

EuroStoxx 50 is currently up 4.6% from its last close.  In Asia, the MSCI Asia Apex 50 closed 

up 5.3%.  Chinese markets were higher, with the Shanghai Composite up 1.6% and the Shenzhen 

Composite up 1.3%.  U.S. equity index futures are signaling a higher open.   
 

Good morning and happy Friday!  “There are decades where nothing happens, and there are 

weeks where decades happen.”  This quote, misappropriated to Lenin, seems to capture much of 

how things feel right now.  It’s a “green screen day” with equity futures rebounding around the 

world and the dollar finally taking a pause from its recent strength.  We update COVID-19 news, 

including comments about global stimulus activities.  Here are the details: 

 

COVID-19:  The world now has 246,275 reported cases of COVID-19, with 10,038 fatalities 

and 86,035 recoveries.  Here is a chart of infections from the FT: 

 

 

 

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/stocks-and-currencies-rise-as-feds-actions-ease-strains-11584679947?shareToken=st8da6d8bb1f4a47d696712333111c28ff
https://www.nytimes.com/2020/03/20/world/coronavirus-news.html?action=click&module=Spotlight&pgtype=Homepage
https://www.ft.com/content/0b1be0b7-e677-3e31-a3a0-773d16ad1672
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
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The U.S. pace of infections is rising rapidly; this is probably more about increased testing.  

Sadly, there is no evidence of the bend we usually see when a country is getting on top of the 

spread. 
 

The virus news: 

• States are announcing lockdowns.  California has done so in the U.S., while Bavaria just 

announced it is doing the same in Germany.  

• China is boosting its stature by providing medical equipment to Europe.   

• Both the chief negotiators for Brexit appear to have contracted COVID-19. 

• Nursing homes in the U.S. are being hit with outbreaks of the virus. 

• Iran is about to celebrate its biggest holiday of the year.  That will do nothing but spread 

the virus further.   

• The U.S. warns against international travel. 

The policy news: 

• We have seen nations attempt to control the news flow about the virus.  China is notable 

in this area.  The U.S. is engaging in some of this as well.  The White House is asking 

states to stop issuing early information on initial jobless claims.  We are watching this 

news with great interest.  As we have been working through the data, we are seeing other 

economists suggesting historic declines in Q2 GDP of over 10% and perhaps a 2.0 

million jump in jobless claims.  If the government decides to stop the release of the data, 

we will all be “flying blind.”  In addition, it won’t work; organization theory suggests 

that if you stop the flow of real information, people simply make up their own.  Not only 

will it probably not be accurate, it will likely be worse.   

• The Senate leadership is putting together a fiscal package of at least $1.0 trillion.  

Already, there is speculation this level will fall short.  And, the chance of getting 

something done quickly is starting to fade.  As one would expect, there is already 

squabbling over the details.  The White House has suggested that companies that take aid 

must give the government equity.  There is strong opposition to that idea, suggesting 

conditions haven’t gotten bad enough yet.   

• One of the tensions in the Senate bill is where the benefits fall.  The establishment (both 

left and right) tend to favor support for businesses first, on the idea that if businesses fail, 

the job losses will be even worse.  Populists counter that businesses have squandered 

support after 2008 and recent tax cuts by merely repurchasing stock to aid the capital-

owning establishment.  As we noted yesterday, we would use the same tactic we employ 

when confronting a dessert table—try everything!  However, we do note a set of reports 

that will give the establishment a black eye: a couple of senators, briefed on COVID-19 

in February, dumped their equity holdings.  These reports will tend to undermine the 

establishment’s case; look for aid to be tied to equity.   

• Meanwhile, Germany and the U.K. have set up fiscal expansions.   

• The central banks continue to expand their activities.  The BOE has cut rates to record 

lows and is increasing QE.  The Fed is moving aggressively as well, buying $250 billion 

https://nyti.ms/3de9nHh
https://www.ft.com/content/0b1be0b7-e677-3e31-a3a0-773d16ad1672
https://www.ft.com/content/0b1be0b7-e677-3e31-a3a0-773d16ad1672
https://www.ft.com/content/f52f5f6e-6a02-11ea-800d-da70cff6e4d3?emailId=5e74435232e586000496a6e1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/0b1be0b7-e677-3e31-a3a0-773d16ad1672
https://twitter.com/MichelBarnier/status/1240583782643773440?utm_source=POLITICO.EU&utm_campaign=eebba25466-EMAIL_CAMPAIGN_2020_03_20_06_06&utm_medium=email&utm_term=0_10959edeb5-eebba25466-190334489
https://www.bloomberg.com/news/articles/2020-03-19/johnson-s-u-k-brexit-chief-is-in-isolation-with-virus-symptoms?srnd=premium-europe&utm_source=POLITICO.EU&utm_campaign=eebba25466-EMAIL_CAMPAIGN_2020_03_20_06_06&utm_medium=email&utm_term=0_10959edeb5-eebba25466-190334489
https://www.wsj.com/articles/coronavirus-outbreaks-spreading-in-nursing-homes-11584628291?shareToken=st22953d0189b647b9b9da83dc6492cc6a
https://www.washingtonpost.com/opinions/2020/03/19/irans-biggest-holiday-year-is-about-make-its-pandemic-even-worse/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.wsj.com/articles/u-s-government-warns-against-international-travel-11584647667?shareToken=st10c42b2f18da4780842e37b970595db4
https://finance.yahoo.com/news/mike-pences-office-abruptly-cancels-cdc-officials-interview-with-yahoo-finance-201712184.html
https://www.wsj.com/articles/trump-administration-ask-states-to-keep-quiet-about-jobless-figures-11584676698?shareToken=st30c92f0b51bc4533ba93f1e3edbbefe7
https://www.wsj.com/articles/trump-administration-ask-states-to-keep-quiet-about-jobless-figures-11584676698?shareToken=st30c92f0b51bc4533ba93f1e3edbbefe7
https://www.wsj.com/articles/senate-republicans-prepare-third-coronavirus-measure-11584622892?shareToken=stc7a125a94281421dad5a389860deb1c1
https://www.washingtonpost.com/business/2020/03/19/trump-coronavirus-economic-plan-stimulus/?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.politico.com/news/2020/03/20/why-coronavirus-stimulus-may-not-be-enough-138368?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.ft.com/content/6dec4d40-6a1c-11ea-800d-da70cff6e4d3?emailId=5e74435232e586000496a6e1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://finance.yahoo.com/news/kudlow-says-government-may-equity-203059071.html
https://finance.yahoo.com/news/why-businesses-might-walk-away-from-trumps-coronavirus-aid-if-strings-are-attached-201249067.html
https://www.propublica.org/article/senator-dumped-up-to-1-6-million-of-stock-after-reassuring-public-about-coronavirus-preparedness?utm_source=POLITICO.EU&utm_campaign=eebba25466-EMAIL_CAMPAIGN_2020_03_20_06_06&utm_medium=email&utm_term=0_10959edeb5-eebba25466-190334489
https://www.thedailybeast.com/sen-kelly-loeffler-dumped-millions-in-stock-after-coronavirus-briefing?utm_source=POLITICO.EU&utm_campaign=eebba25466-EMAIL_CAMPAIGN_2020_03_20_06_06&utm_medium=email&utm_term=0_10959edeb5-eebba25466-190334489
https://www.opensecrets.org/news/2020/03/burr-unloaded-stocks-before-coronavirus/
https://www.pionline.com/markets/germany-lines-600-billion-virus-aid-eu-backs-stimulus?utm_campaign=wp_todays_worldview&utm_medium=email&utm_source=newsletter&wpisrc=nl_todayworld
https://www.ft.com/content/2c441124-69f0-11ea-800d-da70cff6e4d3?emailId=5e74435232e586000496a6e1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/4df2c272-69b2-11ea-800d-da70cff6e4d3?emailId=5e74435232e586000496a6e1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/da9f3db8-6a02-11ea-800d-da70cff6e4d3?emailId=5e74435232e586000496a6e1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/federal-reserve-establishes-currency-swap-lines-with-nine-more-countries-11584623004?shareToken=ste3a97769e89646c38161235a91354fbe
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of the $500 billion of new QE this week.  This almost certainly looks like more will be 

coming.  The ECB has also indicated it will consider boosting its balance sheet further.   

• Oil prices rallied on a few reports.  First, President Trump suggested he may intervene in 

the conflict between Russia and the KSA.  There is some precedent for this action.  VP 

Bush reportedly did the same during the 1986 oil price collapse.  However, we note his 

intervention came after oil prices neared $10 per barrel and the parties were already in 

talks to end the overproduction war.  Second, as already announced, the U.S. will 

increase buying for the Strategic Petroleum Reserve.  Third, Texas is apparently 

considering dusting off its old production allocation mechanism used from the 1930s into 

1970 which regulated the amount of oil that the state would produce.  Meanwhile, U.S. 

production remains at record levels.  As we noted in this week’s Weekly Energy Update, 

due to hedging, production will likely remain near record levels for the rest of the year 

without intervention.  What is unclear—if the Texas Railroad Commission restricts 

output, how will that affect debt servicing by oil companies?   

• The PBOC surprised us by not cutting rates overnight.  China’s stimulus thus far has been 

modest.   

The economic news: 

• Food logistics have become paramount.  As shoppers stock up to stay home, it has 

increased demand and strained supplies.  For the most part, the U.S. is managing this 

rather well.  The U.K. is another matter.  Food shortages could seriously undermine 

public order.  In addition, the delivery of restaurant food remains with the most 

vulnerable.   

• Not all the employment news is bad.  Retailers are increasing hiring.   

• We continue to closely monitor strains in the financial markets.  The dollar surge is 

worrisome, although we are seeing some relief today.  Corporate indebtedness is an area 

of concern.   

Expect continued market swings.  Policymakers are moving in the right direction but the 

economic impact of battling the virus has been significant.  Enjoy the weekend.  We will talk to 

you on Monday. 

 

U.S. Economic Releases 
 

There were no domestic releases prior to the publication of this report.  The table below shows 

the economic releases scheduled for the rest of the day. 

 

EDT Indicator Expected Prior Rating

10:00 Existing Home Sales m/m Feb 5.51 Mil 5.46 Mil **

10:00 Existing Home Sales m/m Feb 0.9% -1.3% **

Fed Speakers or Events

Economic Releases

No speakers or events scheduled  
 

 

 

https://www.wsj.com/articles/federal-reserve-establishes-currency-swap-lines-with-nine-more-countries-11584623004?shareToken=ste75b76eebca9459284f3cb361380f793
https://www.ft.com/content/281d600c-69f8-11ea-a6ac-9122541af204?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/u-s-considers-intervention-in-saudi-russia-oil-standoff-11584636054?shareToken=stdcc18a1708594edbab45df74e0c085dd
https://www.ft.com/content/00a52282-65a0-11ea-b3f3-fe4680ea68b5
https://www.wsj.com/articles/texas-weighs-curtailing-oil-production-for-first-time-in-decades-11584646724?shareToken=stecf7ba69a1ff45b2ab8e66fb19bd4306
https://www.wsj.com/articles/texas-weighs-curtailing-oil-production-for-first-time-in-decades-11584646724?shareToken=stecf7ba69a1ff45b2ab8e66fb19bd4306
https://www.wsj.com/articles/what-price-collapse-u-s-producers-keep-pumping-11584627605?shareToken=st522e5527a19944d79b3e691921bc4ed5
https://www.wsj.com/articles/what-price-collapse-u-s-producers-keep-pumping-11584627605?shareToken=st522e5527a19944d79b3e691921bc4ed5
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_Mar_19_2020.pdf
https://www.ft.com/content/c1be5ca0-695a-11ea-800d-da70cff6e4d3
https://www.wsj.com/articles/the-food-supply-u-s-has-a-lot-the-outbreak-makes-moving-it-tricky-11584631411?shareToken=st3c01bf3c7c3d40099e7d89a30d733b6a
https://www.wsj.com/articles/the-food-supply-u-s-has-a-lot-the-outbreak-makes-moving-it-tricky-11584631411?shareToken=st3c01bf3c7c3d40099e7d89a30d733b6a
https://www.ft.com/content/fe10b7e0-69f8-11ea-800d-da70cff6e4d3?emailId=5e74435232e586000496a6e1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.politico.eu/article/coronavirus-pandemic-leaves-gig-economy-workers-exposed/?utm_source=POLITICO.EU&utm_campaign=eebba25466-EMAIL_CAMPAIGN_2020_03_20_06_06&utm_medium=email&utm_term=0_10959edeb5-eebba25466-190334489
https://www.politico.eu/article/coronavirus-pandemic-leaves-gig-economy-workers-exposed/?utm_source=POLITICO.EU&utm_campaign=eebba25466-EMAIL_CAMPAIGN_2020_03_20_06_06&utm_medium=email&utm_term=0_10959edeb5-eebba25466-190334489
https://www.wsj.com/articles/walmart-to-pay-550-million-in-staff-bonuses-hire-150-000-temporary-workers-11584664622?shareToken=st6498c975c7e54798a3acc8a9219e94ba
https://www.ft.com/content/dca1873a-69bf-11ea-800d-da70cff6e4d3?emailId=5e74435232e586000496a6e1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/dca1873a-69bf-11ea-800d-da70cff6e4d3?emailId=5e74435232e586000496a6e1&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.wsj.com/articles/aussie-dollar-at-55-cents-stocks-plunge-in-korea-the-worlds-desperate-for-dollars-11584619914?shareToken=st1d747cc0fc0d492495b06eefbf25a6a7
https://www.wsj.com/articles/the-next-coronavirus-financial-crisis-record-piles-of-risky-corporate-debt-11584627925?shareToken=st55bb849ee9d14ff98821373801dbf5a0
https://www.wsj.com/articles/the-next-coronavirus-financial-crisis-record-piles-of-risky-corporate-debt-11584627925?shareToken=st55bb849ee9d14ff98821373801dbf5a0
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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

China 1-Year Loan Prime Rate m/m Mar 4.1% 4.1% 4.0% ** Equity and bond neutral

5-Year Loan Prime Rate m/m Mar 4.8% 4.8% 4.7% ** Equity and bond neutral

FX Net Settlement- Clients CNY m/m Feb 5.1 Bil 57.3 Bil ** Equity bearish, bond bearish

South Korea PPI y/y Feb 0.7% 1.0% ** Equity and bond neutral

New Zealand Credit Card Spending y/y Feb 2.5% 3.7% ** Equity and bond neutral

EUROPE

Eurozone ECB Current Account Balance m/m Jan 34.7 Bil 32.6 Bil ** Equity and bond neutral

Germany PPI y/y Feb -0.4% 0.8% -0.2% ** Equity bullish, bond bearish

France Wages q/q 4Q 0.2% 0.2% 0.2% ** Equity and bond neutral

Italy Current Account Balance m/m Jan -0.209 Bil 4.833 Bil ** Equity bearish, bond bearish

UK Public Finances (PSNCR) m/m Feb 1.4 Bil -18.8 Bil ** Equity and bond neutral

Central Government NCR m/m Feb -2.5 Bil -20.5 Bil ** Equity and bond neutral

Public Sector Net Borrowing m/m Feb -0.4 Bil -10.5 Bil 0.7 Bil ** Equity and bond neutral

PSNB ex Banking Groups m/m Feb 0.3 Bil -9.8 Bil 0.8 Bil ** Equity and bond neutral

Russia Money Supply Narrow Def w/w 13-Mar 11.12 Tril 10.99 Tril * Equity and bond neutral

Gold and Forex Reserves w/w 13-Mar 581.0 Bil 577.8 Bil ** 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) 112 105 7 Up

3-mo T-bill yield (bps) -2 2 -4 Neutral

TED spread (bps) 114 103 11 Up

U.S. Libor/OIS spread (bps) 14 14 0 Up

10-yr T-note (%) 0.98 1.14 -0.16 Neutral

Euribor/OIS spread (bps) -39 -41 2 Neutral

EUR/USD 3-mo swap (bps) 9 41 -32 Down

Currencies Direction

dollar Down Neutral

euro Up Up

yen Up Up

pound Up Down

franc Up Up

Central Bank Action Current Prior Expected

Russia Key Rate 6.000% 6.000% 6.000% On forecast  
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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 $29.62 $28.47 4.04% Possible Texas Oil Output Cut

WTI $27.17 $25.22 7.73%

Natural Gas $1.67 $1.65 1.15%

Crack Spread $8.83 $8.66 1.86%

12-mo strip crack $7.64 $7.49 2.11%

Ethanol rack $1.28 $1.27 0.16%

Gold $1,510.35 $1,471.24 2.66% Optimism over virus aid

Silver $12.80 $12.12 5.60%

Copper contract $222.65 $218.55 1.88%

Corn contract 350.00$       345.50$       1.30%

Wheat contract 538.50$       535.00$       0.65%

Soybeans contract 850.50$       843.25$       0.86%

Baltic Dry Freight 630 629 1

Actual Expected Difference

Crude (mb) -2.0 3.5 -5.5

Gasoline (mb) -6.2 -3.8 -2.4

Distillates (mb) -2.9 -4.0 1.1

Refinery run rates (%) 0.00% -0.30% 0.30%

Natural gas (bcf) -9.0 -3.0 -6.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts currently call for a cold front to recede westward into the Great 

Plains region, with warmer-than-normal conditions remaining in most of the eastern region.  Wet 

conditions are expected throughout most of the country except for Texas and Florida. 
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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. 
 

March 20, 2020 
 

During the recent market tumult, gold has performed rather well, until lately.   

 

 
(Source: Barchart.com) 

 

This chart shows the nearest gold futures contract over the past year.  From mid-January, when 

reports of COVID-19 began to circulate, gold prices marched steadily higher, making an intraday 

high of $1,704.30.  Since then, this has declined by over $250 per ounce.  This drop is occurring 

despite a series of measures designed that would normally support gold prices, e.g., the return of 

zero fed funds, new quantitative easing, plans for massive fiscal spending, etc.   

 

https://www.confluenceinvestment.com/category/asset-allocation-reports/asset-allocation-weekly/
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This is a chart of our gold model.  Fair value has increased to $1,529 per ounce and prices have 

dropped below that level.  We suspect the recent weakness is related to a rapid tightening of 

financial conditions.   
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Sources:  Bloomberg, CIM

BLOOMBERG FINANCIAL CONDITIONS INDEX

Sources:  Bloomberg, CIM  
 

This chart shows the Bloomberg Financial Conditions Index. A negative reading suggests higher 

levels of financial stress.  When financial stress rises to high levels, investors often are 
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scrambling for cash, selling what they can and not necessarily what they should.  In other words, 

the investors may be selling gold to raise funds because it is a liquid asset. 

 

Returning to the gold model chart, we highlighted the area in yellow that represents the 2008 

Great Financial Crisis.  In the worst of that situation, gold also underperformed fair value.  

However, once the liquidating stopped, gold began a multi-year bull market.  Although we are 

not necessarily expecting a similar move in prices, we do expect the aggressive expansion of 

liquidity via fiscal and monetary policy to create favorable conditions for gold in the coming 

years.   

 

   

 
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.  



 

 

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

www.confluenceinvestment.com 

 9 

Data Section 
 

 

U.S. Equity Markets – (as of 3/19/2020 close) 
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(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 3/19/2020 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 20.0x, down 0.4x from last week.  The decline in 

the P/E was caused by falling index values. 

 

 
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 (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. 


