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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: November 15, 2019—9:30 AM EST] Global equity markets are generally mixed this 

morning.  The EuroStoxx 50 is up 0.3% from its last close.  In Asia, the MSCI Asia Apex 50 

closed up 0.6%.  Chinese markets were lower, with the Shanghai composite down 0.6% and the 

Shenzhen index down 1.1% from the prior close.  U.S. equity index futures are signaling a higher 

open.  With 457 companies having reported, the S&P 500 Q3 earnings stand at $42.50, higher 

than the $41.08 forecast for the quarter.  The forecast reflects a 4.0% decrease from Q3 2018 

earnings.  Thus far this quarter, 75.7% of the companies reported earnings above forecast, while 

17.5% reported earnings below forecast.   

 

Episode #3 of our Confluence of Ideas podcast is now available.   

 

U.S. equity futures are modestly higher this morning.  Lots of data today (see below).  Some 

optimism on trade.  Hong Kong is still very tense.  Debt is on the rise.  Here are all the details 

and more: 

 

Trade:  There are a couple positive news themes this morning.  First, Larry Kudlow told the 

Council on Foreign Relations that a deal was “close,” but President Trump was not ready to sign 

off quite yet.  Kudlow is part of the establishment wing of the administration and has repeatedly 

offered optimistic viewpoints on numerous issues including trade.  Earlier this week, the talk on 

trade was much less favorable.  Although Kudlow may be offering a valuable insight into the 

path of negotiations, it is also likely he is merely showing his bias.  Second, Speaker Pelosi was 

optimistic that USMCA may be close to passage.  With a number of distractions on Capitol Hill 

(impeachment, spending bills1), passage of the North American trade pact seems unlikely but 

moderate Democrats facing tough elections next year are pushing the Democratic caucus to pass 

the measure.    

 

Debt:  The Institute of International Finance (IIF), a bank-funded research group, reported 

yesterday that global debt rose $7.5 trillion to a new record of $250.9 trillion.  The group 

forecasts a number of $255.0 trillion by year-end.   

                                                 
1 Some optimism is emerging on this front as well. 
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(Reproduced from Institute of International Finance; Chart: Axios Visuals) 
 

Financial debt is usually less of a concern because it includes some double-counting.  Still the 

rise in private, non-financial (business and household) and government debt is significant.  There 

are two issues to focus on.  First, there is the sustainability problem.  Debt by itself isn’t usually a 

problem; it’s the ability to service it that is the issue.  High debt levels increase pressure on 

central banks to keep rates low because higher interest rates raise debt service costs.  The 

implementation of negative interest rates is related, in part, to the issue of debt size.  Second, 

there is the adjustment problem.  If the debt does become unsustainable, the allocation of “pain” 

to debtors and creditors becomes the key part of the resolution process.  The decision on the 

allocation of costs comes from the political system.  It’s important to remember that one party’s 

debt is another’s asset.  If debt values are going to fall, it’s either because asset values are going 

to decline, or borrowing is going to reverse (or both).  Reducing debt values has led to historic 

events.  The Great Depression was one such event.  Japan over the last 30 years is another.   Debt 

management may be the biggest issue the world faces now because a “sudden stop” in lending 

can lead to a cascade of defaults and in some nations, this debt may be denominated in some 

other nation’s currency, which makes resolution much more difficult.  This is one of those 

“background” issues that always lurks, but occasionally pops up to cause problems. 

 

Hong Kong:  There were rumors that authorities were going to implement a curfew but those 

have been denied.  Positions on both sides are hardening.  Chairman Xi is pressing the Hong 

Kong government to bring the unrest under control.  Hong Kong is now in recession as the 

violence escalates.  In addition, the unrest appears to be spreading; South Korean students in 

Seoul put up posters supporting Hong Kong and faced a confrontation with students from the 

PRC.   Adding to pressure for China, Senator Rubio’s (R-FL) Hong Kong pro-democracy bill 

has made “very significant progress.”  A similar measure has already passed the House.  If it 

https://link.axios.com/click/18621462.
https://link.axios.com/click/18621462.
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https://www.wsj.com/articles/hong-kongs-week-of-rage-boils-over-all-day-all-night-we-are-gonna-fight-11573803380?shareToken=st650aeabb75684b47b6ffcb0d462e3cf6
https://www.ft.com/content/44e03c76-06b3-11ea-a984-fbbacad9e7dd?emailId=5dce1a669814380004205e84&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/44e03c76-06b3-11ea-a984-fbbacad9e7dd?emailId=5dce1a669814380004205e84&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
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https://www.ft.com/content/44e03c76-06b3-11ea-a984-fbbacad9e7dd?emailId=5dce1a669814380004205e84&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.reuters.com/article/us-hongkong-economy-gdp-preview/hong-kong-confirms-economy-fell-into-recession-amid-protests-trade-war-idUSKBN1XO31S
https://www.reuters.com/article/us-hongkong-economy-gdp-preview/hong-kong-confirms-economy-fell-into-recession-amid-protests-trade-war-idUSKBN1XO31S
https://nyti.ms/3743Srz
https://nyti.ms/3743Srz
https://www.reuters.com/article/us-hongkong-protests-southkorea/south-korean-chinese-students-face-off-over-hong-kong-protests-idUSKBN1XP162
https://www.reuters.com/article/us-hongkong-protests-southkorea/south-korean-chinese-students-face-off-over-hong-kong-protests-idUSKBN1XP162
https://www.scmp.com/news/china/diplomacy/article/3037632/marco-rubio-sponsor-hong-kong-pro-democracy-bill-claims-very
https://www.scmp.com/news/china/diplomacy/article/3037632/marco-rubio-sponsor-hong-kong-pro-democracy-bill-claims-very
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passes, it would likely become a serious impediment to a trade deal with China.  The U.S.-China 

Economic and Security Review Commission, a bipartisan panel of experts which offers advice to 

Congress on China, has recommended that if the PRC sends troops to Hong Kong, the U.S. 

should suspend the former colony’s special economic status.  This same group issued a report 

yesterday that essentially signals to Congress that the U.S. should be prepared for a “prolonged 

strategic competition” with China.  Former Secretary of State Kissinger, at an event sponsored 

by the National Committee on U.S.-China Relations, warned that the United States and China are 

now so equally powerful that neither can expect to dominate the other.  Because of their equal 

strength, any significant conflict between them would result in a catastrophe “worse than the 

world wars.”  Kissinger said the United States and China have to get used to that fact and learn to 

live together.  If we can’t, globalization is under threat under these conditions.   

 

North Korea:  A day after North Korea threatened a “new path” if the United States and South 

Korea hold their planned joint military exercises next month, satellite images show dozens of 

military aircraft parked wing-to-wing at a North Korean civilian airport.  The line-up could be in 

preparation for a visit by North Korean leader Kim Jong-un, but it could also signal some new 

kind of air power demonstration.  In any case, it seems to confirm North Korea’s growing 

frustration with the denuclearization issue and the likelihood that it could soon revert to 

provocative military steps, which would likely unsettle the financial markets.  Meanwhile, on a 

visit to South Korea, U.S. Defense Secretary Esper called on South Korea to cover more of the 

cost of stationing U.S. troops in the country.  The Trump administration is pushing for the South 

Koreans to quintuple their contribution to $5 billion per year. 
 

 
(Source: NPR) 

 

France:  As an antidote to all the news about global trade tensions and slowing factory activity, 

it’s important to keep in mind the power of economic reform, and not just in the so-called 

emerging markets.  For example, French new business registrations in October were up 15.7% 

year-over-year, continuing the double-digit increases over the last two years.  The continuing 

surge is driven by business-friendly reforms under President Macron, including the scrapping of 

https://www.scmp.com/news/china/diplomacy/article/3037805/if-china-puts-troops-hong-kong-us-should-end-citys-trade
https://www.scmp.com/news/china/diplomacy/article/3037805/if-china-puts-troops-hong-kong-us-should-end-citys-trade
https://www.scmp.com/news/china/diplomacy/article/3037805/if-china-puts-troops-hong-kong-us-should-end-citys-trade
https://www.scmp.com/news/china/diplomacy/article/3037805/if-china-puts-troops-hong-kong-us-should-end-citys-trade
https://www.washingtonpost.com/business/2019/11/14/commission-that-advises-congress-china-warns-prolonged-strategic-competition/
https://www.washingtonpost.com/business/2019/11/14/commission-that-advises-congress-china-warns-prolonged-strategic-competition/
https://www.washingtonpost.com/business/2019/11/14/commission-that-advises-congress-china-warns-prolonged-strategic-competition/
https://www.washingtonpost.com/business/2019/11/14/commission-that-advises-congress-china-warns-prolonged-strategic-competition/
https://www.scmp.com/news/china/diplomacy/article/3037870/kissinger-warns-us-and-china-their-conflicts-will-be?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20191115&MCUID=b11497b3c2&MCCampaignID=006b0b2f8e&MCAccountID=3775521f5f542047246d9c827&tc=5
https://www.scmp.com/news/china/diplomacy/article/3037870/kissinger-warns-us-and-china-their-conflicts-will-be?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20191115&MCUID=b11497b3c2&MCCampaignID=006b0b2f8e&MCAccountID=3775521f5f542047246d9c827&tc=5
https://www.scmp.com/news/china/diplomacy/article/3037870/kissinger-warns-us-and-china-their-conflicts-will-be?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20191115&MCUID=b11497b3c2&MCCampaignID=006b0b2f8e&MCAccountID=3775521f5f542047246d9c827&tc=5
https://www.scmp.com/news/china/diplomacy/article/3037870/kissinger-warns-us-and-china-their-conflicts-will-be?utm_medium=email&utm_source=mailchimp&utm_campaign=enlz-scmp_international&utm_content=20191115&MCUID=b11497b3c2&MCCampaignID=006b0b2f8e&MCAccountID=3775521f5f542047246d9c827&tc=5
https://www.npr.org/2019/11/14/779089382/north-korea-seen-lining-up-military-aircraft-for-possible-show
https://www.npr.org/2019/11/14/779089382/north-korea-seen-lining-up-military-aircraft-for-possible-show
https://www.npr.org/2019/11/14/779089382/north-korea-seen-lining-up-military-aircraft-for-possible-show
https://www.npr.org/2019/11/14/779089382/north-korea-seen-lining-up-military-aircraft-for-possible-show
https://www.ft.com/content/69033c7c-0774-11ea-9afa-d9e2401fa7ca
https://www.ft.com/content/69033c7c-0774-11ea-9afa-d9e2401fa7ca
https://www.ft.com/content/69033c7c-0774-11ea-9afa-d9e2401fa7ca
https://www.ft.com/content/69033c7c-0774-11ea-9afa-d9e2401fa7ca
https://www.ft.com/content/f1b5605a-0782-11ea-a984-fbbacad9e7dd
https://www.ft.com/content/f1b5605a-0782-11ea-a984-fbbacad9e7dd
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a wealth tax on all assets other than property, a flat tax on capital gains and a special visa to 

attract start-ups. 

 

Odds and ends:  Google (GOOGL, 1309.15) is facing a widening state-led anti-trust probe.  The 

U.S. is threatening sanctions on Egypt as Cairo is considering the purchase of Russian arms.   

Energy update:  Crude oil inventories rose 2.2 mb compared to an expected build of 1.5 mb. 
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In the details, U.S. crude oil production rose 0.2 mbpd to 12.8 mbpd, a new record.  Exports rose 

0.3 mbpd, while imports declined 0.3 mbpd.  The rise in stockpiles was mostly in line with 

expectations.   
 

 
(Sources: DOE, CIM) 

https://www.cnbc.com/2019/11/14/states-google-antitrust-probe-to-expand-into-search-android-businesses.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.cnbc.com/2019/11/14/states-google-antitrust-probe-to-expand-into-search-android-businesses.html?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.wsj.com/articles/u-s-threatens-egypt-with-sanctions-over-russian-arms-deal-11573769929?shareToken=stda74803ee5ee45e39de4b33e99d43b3e
https://www.wsj.com/articles/u-s-threatens-egypt-with-sanctions-over-russian-arms-deal-11573769929?shareToken=stda74803ee5ee45e39de4b33e99d43b3e
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The above chart shows the annual seasonal pattern for crude oil inventories.  We are approaching 

the end of the autumn build season, which implies we will see a modest drop during the month of 

December. 

 

We continue to monitor the autumn refinery maintenance season. 

 

 
(Sources: DOE, CIM) 

 

This week’s rise is normal, but utilization remains below average.  Run rates should continue to 

rise into the new year.   
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Based our oil inventory/price model, fair value is $57.82; using the euro/price model, fair value 

is $49.07.  The combined model, a broader analysis of the oil price, generates a fair value of 

$51.25.  We are seeing the divergence between dollar and oil inventories narrow as the dollar 

weakens and oil stocks rise.  We expect the Saudi IPO process to support oil and any positive 

news on the trade front would be supportive for oil prices as well.  At the same time, the IEA is 

warning of a potential supply glut next year due to rising non-OPEC output.  Although we expect 

output discipline into the IPO, the Saudis may attempt to retake market share post-IPO.  

Historically, such events usually lead to much lower oil prices.   

 

U.S. Economic Releases 

 

Empire manufacturing came in below expectations at 2.9 compared to the forecast of 6.0.   
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The chart above shows the six-month moving average of the Empire State Business Conditions 

Index.  Currently, the six-month moving average is 1.6. 

 

The import price index came in below expectations dropping 0.5% from the prior month 

compared to the forecast drop 0.2%.  The prior report’s gain of 0.2% was revised downward to 

0.1%.  The import price index excluding petroleum came in below expectations, falling 0.1% 

from the prior month, compared to a forecast of remaining unchanged. The export price index 

came in line with expectations, falling 0.1% from the prior month.   

 

https://www.reuters.com/article/us-iea-oil/opec-faces-major-challenge-in-2020-from-competitors-surging-output-iea-idUSKBN1XP0U0
https://www.reuters.com/article/us-iea-oil/opec-faces-major-challenge-in-2020-from-competitors-surging-output-iea-idUSKBN1XP0U0
https://www.reuters.com/article/us-iea-oil/opec-faces-major-challenge-in-2020-from-competitors-surging-output-iea-idUSKBN1XP0U0
https://www.reuters.com/article/us-iea-oil/opec-faces-major-challenge-in-2020-from-competitors-surging-output-iea-idUSKBN1XP0U0
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The chart above shows the year-over-year changes in the import price and export price indexes.  

The import price index fell 3.0% from the prior year, while the export price index fell 2.2%. 

Weakness in import prices is due, in part, to the dollar’s strength.  Falling export prices likely 

reflects weaker global growth. 

 

Advance retail sales came in above expectations, rising 0.3% from the prior month compared to 

the forecast rise of 0.2%.  Retail sales ex-auto came in below expectations, rising 0.2% from the 

prior month compared to the forecast gain of 0.4%.  Retail sales ex-auto and gasoline came in 

below expectations, rising 0.1% from the prior month compared to the forecast rise of 0.3%. The 

prior month’s report was revised from unchanged to a drop of 0.1%. The retail sales control 

group was in line with expectations, rising 0.3% from the prior month.  The prior month’s report 

was revised from unchanged to a drop of 0.1%. 

 

 
 

The chart above shows the year-over-year change in retail sales and core retail sales.  Annually, 

retail sales and core retail sales rose 3.7% and 3.1%, respectively. 

 



 

 

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

www.confluenceinvestment.com 

 8 

Industrial production came in weaker than expected, falling 0.8% from the prior month 

compared to the forecast drop of 0.4%. The prior month’s drop was revised downward from 

0.4% to 0.3%.  Capacity utilization was 76.7%, below the 77.0% expected.  

 

 
 

The chart above shows the Industrial Production Index.  The current reading is 108.7.   

 

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

 

EDT Indicator Expected Prior Rating

10:00 Business Inventories m/m sep 0.1% 0.0% **

Speaker or event

14:00 Fed to release Financial Stability Report

Fed Speakers or Events

Economic Releases

Federal Reserve Board

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.  
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Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China New Home Prices m/m oct 0.5% 0.5% ** Equity and bond neutral

Japan Industrial Production y/y sep 1.3% 1.1% *** Equity bullish, bond bearish

Capacity Utilization m/m sep 1.0% -2.9% *** Equity bullish, bond bearish

India Wholesale Prices y/y oct 0.2% 0.3% -0.2% ** Equity bullish, bond bearish

New Zealand BusinessNZ Manufacturing PMI m/m oct 52.6 48.4 ** Equity bullish, bond bearish

EUROPE

Eurozone Trade Balance m/m oct 18.300 Bil 20.300 Bil 18.700 Bil ** Equity and bond neutral

CPI m/m oct 0.1% 0.2% 0.2% *** Equity bullish, bond bearish

CPI core y/y oct 1.1% 1.1% 1.1% *** Equity and bond neutral

Italy Trade Balance m/m oct 2.779 Bil 2.585 Bil *** Equity bullish, bond bearish

CPI EU Harmonized y/y oct 0.2% 0.2% 0.2% *** Equity and bond neutral

Russia Money Supply Narrow Def w/w 8-Nov 10.580 Tril 10.550 Tril ** Equity and bond neutral

Budget Balance YTD oct 3.074 Tril 2.986 Tril ** Equity and bond neutral

AMERICAS

Brazil Retail Sales y/y sep 2.1% 1.3% 2.1% ** 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) 191 190 1 Down

3-mo T-bill yield (bps) 153 154 -1 Neutral

TED spread (bps) 38 37 1 Neutral

U.S. Libor/OIS spread (bps) 154 154 0 Up

10-yr T-note (%) 1.84 1.89 -0.05 Down

Euribor/OIS spread (bps) -40 -40 0 Neutral

EUR/USD 3-mo swap (bps) 16 16 0 Down

Currencies Direction

dollar Down Up

euro Up Down

yen Down Down

pound Flat Up

franc Down Up

Central Bank Action Current Prior Expected

Mexico Overnight Rate 7.500% 7.500% 7.500% On forecast  
 

Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
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Price Prior Change Explanation

Brent $61.97 $62.28 -0.50%

WTI $56.69 $56.77 -0.14%

Natural Gas $2.65 $2.65 0.04%

Crack Spread $15.05 $15.30 -1.63%

12-mo strip crack $17.64 $17.79 -0.81%

Ethanol rack $1.68 $1.68 0.21%

Gold $1,464.61 $1,471.40 -0.46%

Silver $16.86 $17.03 -0.98%

Copper contract $264.65 $263.50 0.44%

Corn contract 384.50$       384.75$       -0.06%

Wheat contract 509.75$       511.00$       -0.24%

Soybeans contract 915.75$       916.75$       -0.11%

Baltic Dry Freight 1364 1365 -1

Actual Expected Difference

Crude (mb) 2.2 1.5 0.7

Gasoline (mb) 1.9 -1.3 3.1

Distillates (mb) -2.5 -1.0 -1.5

Refinery run rates (%) 1.80% 1.00% 0.0

Natural gas (bcf) 3.0 -2.0 5.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 day forecast is calling for colder temperatures for the central and eastern regions of the 

country, with warmer-than-normal temperatures in the Pacific and Rocky Mountain regions.  

Wet conditions are expected for most of the country, excluding the northwestern region of the 

country.  The 8-14 day forecast is signaling a broad cooling trend moving from the east into the 

west.   
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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.  
 

November 15, 2019 
 

The yield curve has steepened since the FOMC started cutting rates, raising hope that a recession 

can be avoided.  In this report, we will examine whether these hopes make sense. 
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The above chart shows two recession indicators from two different regional Federal Reserve 

banks, Atlanta and New York.  The former is a GDP-based indicator and the latter is based on 

the yield curve.  The New York indicator is designed to signal economic activity a year into the 

future.  We like to combine the two indicators because the Atlanta indicator tends to give false 

positives.  However, in the past, when the New York indicator has moved above 30 followed by 

an Atlanta indicator rising above 40, a recession has been unavoidable. 

 

Fed funds show us that easing doesn’t necessarily protect the economy from a downturn.  Even 

though the FOMC has usually cut rates as the New York FRB indicator penetrated 30, it was not 

enough to fend off a downturn.  Thus, even with the recent rate cuts, the risk of recession 

remains elevated. 

 

The good news is that the Atlanta indicator is at a level where a recession isn’t imminent.  The 

bad news is that the New York indicator has signaled a downturn is coming.  Since the 1969-70 

recession, the average lead time from the New York recession indicator has been 10 months, 

with a range of five to 15 months.  Thus, by next spring, we could see evidence of a downturn.  

However, if we use the Atlanta indicator as a signal-confirming device, we should have a better 

idea of when a recession is actually underway.  So, for now, investors should not become overly 

cautious but, by the end of Q1, increased vigilance will likely be warranted.   
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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 11/14/2019 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 11/14/2019 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 Update 
 

November 14, 2019 
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P/E as of 11/13/2019 = 18.6x

 
 

Based on our methodology,2 the current P/E is 18.5x, up 0.1x from last week.  The rise in the P/E 

is due to higher equity prices.   

 
 
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 two actual quarters (Q1 and Q2) and two estimates (Q3 and Q4). 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. 


