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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 19, 2018—9:30 AM EST]  Global equity markets are generally higher this 

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

was up 0.1% from the prior close.  Chinese markets were higher, with the Shanghai composite 

up 0.9% and the Shenzhen index up 0.5%.  U.S. equity index futures are signaling a lower open.   

 
(NB: The Daily Comment will go on hiatus beginning Wednesday, November 21st, returning on Monday, 

November 26th.) 

 

Happy Monday!  It’s a short week as the U.S. prepares for the Thanksgiving holiday on 

Thursday and a slow day on Friday.  Here is what we are watching today: 

 

BREAKING: Nissan (NSANY, 17.95) Chairman Carlos Ghosn has been fired by the company 

and arrested by Japanese authorities on charges of income misconduct.1 

 

Pence v. Xi: VP Pence and Chairman Xi gave dueling speeches at the APEC summit over the 

weekend, with the U.S. and China offering differing views of each nation’s trade position.  

Pence, in his speech, detailed a hardened U.S. trade position2 and suggested that China’s broader 

policies, including the “one belt, one road” initiative, was creating debt traps for Asian nations.  

It should be noted that last week President Trump deemed China’s recent offers on trade to be 

“unacceptable.”3  Later, Xi defended his nation’s trade and foreign investment policies and 

criticized the U.S. for its recent turn on tariffs.4  For the first time ever, APEC did not issue a 

joint closing statement, a clear indication of the growing dispute between the U.S. and China.5   

These sharpened positions tend to weaken the case that the U.S. and China will come up with a 

deal at the G-20.6  

 

At the same time, it isn’t exactly clear whether Pence is actually expressing policy or taking on 

the “bad cop” role.  Last Friday, President Trump signaled a more conciliatory stance which led 

to a bounce in equities.  That position appeared to be undermined by Pence’s speech.  However, 

we doubt the president would allow his VP to go independent on policy.  We note that Pence 

                                                 
1 https://www.usatoday.com/story/money/business/2018/11/19/nissans-carlos-ghosn-fired-faces-arrest-over-
income-reports/2052811002/  
2 https://www.nytimes.com/2018/11/17/world/australia/apec-china-trade-xi-jinping-mike-pence.html  
3 https://www.nytimes.com/2018/11/16/us/politics/trump-china-trade-deal.html?module=inline  
4 Op. cit., https://www.nytimes.com/2018/11/17/world/australia/apec-china-trade-xi-jinping-mike-pence.html  
5 https://www.nytimes.com/2018/11/18/world/asia/apec-us-china-trade-war-joint-statement.html  
6 https://www.ft.com/content/b3e46848-eb09-11e8-89c8-d36339d835c0  
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played a similar role with North Korea, setting a hardline stance at the Winter Olympics that was 

reversed by President Trump meeting with Kim Jong-un a few months later.  Pence’s speech and 

the apparent failure at APEC may simply be a bargaining position.   

 

In addition, there was one rather interesting note that came from a former trade negotiator, Long 

Yongtu, who criticized the Xi administration’s decision to target soybeans, describing the action 

as “unwise.”7  Long led China’s negotiating team when it joined the WTO.  It is very unusual for 

former officials to criticize current government policy and may signal growing unease with Xi’s 

confrontational strategy with the U.S.  Although Xi does appear to be clearly in power, this move 

by Long bears watching. 

 

Macron’s woes:8  French President Macron is facing widespread protests over his government’s 

decision to raise fuel taxes.9  The policy is designed for environmental reasons but car owners in 

France are not happy with the decision.  There has been at least one fatality and over 400 

injured.10  At least 2,000 separate demonstrations have occurred in France over the weekend.11  

Although we doubt they will bring down the government, it does show how Macron is struggling 

to govern in the face of growing unpopularity.  Although Macron’s issues pale in comparison to 

those in Germany, Ireland, the U.K. and Italy, these events show the fragility of European 

politics. 

 

Tech under fire: The technology sector has always had close ties to the Democratic Party.12  

The GOP was never all that comfortable with the tech ethos.  However, both sides of the political 

spectrum are turning on tech.13  Recent polls show a growing and broad dissatisfaction with 

social media.14  We see this as important because one of the keys to steady disinflation has been 

the lack of regulation on technological innovation.   

 

Is USMCA in trouble?  There are reports that the incoming Democrats want major changes to 

the recently negotiated new NAFTA agreement.15  It is doubtful that the treaty can be changed 

significantly without blowing up the arrangement.  We suspect the administration will move to a 

“take it or I’ll end it” stance; at that, we expect the Democrats to back down but we may see 

some market worries before the deal is eventually accepted.  

                                                 
7 https://www.scmp.com/economy/china-economy/article/2173779/chinas-former-chief-trade-negotiator-
criticises-beijings  
8 https://www.ft.com/content/ff915bea-eb3e-11e8-8180-9cf212677a57  
9 https://www.nytimes.com/2018/11/17/world/europe/french-drivers-protest-fuel-
taxes.html?rref=collection%2Fsectioncollection%2Fworld&action=click&contentCollection=world&region=stream&
module=stream_unit&version=latest&contentPlacement=4&pgtype=sectionfront  
10 https://www.nytimes.com/aponline/2018/11/18/world/europe/ap-eu-france-gas-price-protests.html  
11 https://www.ft.com/content/246ceed6-e99e-11e8-a34c-663b3f553b35  
12 https://www.axios.com/corporate-america-leans-gop-2018-midterms-bba60824-cc7b-4fdc-ab7c-
5386f2b5f24a.html Note the chart that shows contributions by sector.  Tech political contributions mostly go to 
Democrats. 
13 https://www.nytimes.com/2018/11/17/technology/facebook-democrats-congress.html  
14 https://www.axios.com/america-sours-on-social-media-giants-1542234046-c48fb55b-48d6-4c96-9ea9-
a36e80ab5deb.html  
15 https://www.politico.com/story/2018/11/18/trump-canada-mexico-trade-deal-congress-1000532  

https://www.scmp.com/economy/china-economy/article/2173779/chinas-former-chief-trade-negotiator-criticises-beijings
https://www.scmp.com/economy/china-economy/article/2173779/chinas-former-chief-trade-negotiator-criticises-beijings
https://www.ft.com/content/ff915bea-eb3e-11e8-8180-9cf212677a57
https://www.nytimes.com/2018/11/17/world/europe/french-drivers-protest-fuel-taxes.html?rref=collection%2Fsectioncollection%2Fworld&action=click&contentCollection=world&region=stream&module=stream_unit&version=latest&contentPlacement=4&pgtype=sectionfront
https://www.nytimes.com/2018/11/17/world/europe/french-drivers-protest-fuel-taxes.html?rref=collection%2Fsectioncollection%2Fworld&action=click&contentCollection=world&region=stream&module=stream_unit&version=latest&contentPlacement=4&pgtype=sectionfront
https://www.nytimes.com/2018/11/17/world/europe/french-drivers-protest-fuel-taxes.html?rref=collection%2Fsectioncollection%2Fworld&action=click&contentCollection=world&region=stream&module=stream_unit&version=latest&contentPlacement=4&pgtype=sectionfront
https://www.nytimes.com/aponline/2018/11/18/world/europe/ap-eu-france-gas-price-protests.html
https://www.ft.com/content/246ceed6-e99e-11e8-a34c-663b3f553b35
https://www.axios.com/corporate-america-leans-gop-2018-midterms-bba60824-cc7b-4fdc-ab7c-5386f2b5f24a.html
https://www.axios.com/corporate-america-leans-gop-2018-midterms-bba60824-cc7b-4fdc-ab7c-5386f2b5f24a.html
https://www.nytimes.com/2018/11/17/technology/facebook-democrats-congress.html
https://www.axios.com/america-sours-on-social-media-giants-1542234046-c48fb55b-48d6-4c96-9ea9-a36e80ab5deb.html
https://www.axios.com/america-sours-on-social-media-giants-1542234046-c48fb55b-48d6-4c96-9ea9-a36e80ab5deb.html
https://www.politico.com/story/2018/11/18/trump-canada-mexico-trade-deal-congress-1000532
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Brexit update: PM May is on her way to Europe16 to continue negotiations with EU officials.  

However, we don’t expect any major changes, although Michel Barnier, the chief EU Brexit 

negotiator, indicated over the weekend that the transition could be extended to 2022 to ease 

pressure on businesses.17  Such an agreement would avoid the “backstop” measures on the 

Ireland/Northern Ireland frontier.  The hard Brexit group will see this extension as a way to stay 

in the EU indefinitely and thus will likely oppose the offer.  Spain is using the Brexit controversy 

to try to increase its control over the British colony of Gibraltar.18  One trend we are watching—

the odds of a second referendum appear to be rising.  Another vote might make sense given the 

magnitude of leaving the EU, the uncertainty over what exactly voters approved at the first 

referendum and the inability of Parliament to make a clear decision on Brexit.19  We do note that 

there are increasing fears surrounding a hard Brexit.  For example, there are reports that food 

warehouses are running out of space as retailers engage in “just in case” inventory stocking.20 

 

Unsubstantiated rumors suggest there have been 40 leadership challenge letters submitted, eight 

short of enough to trigger a leadership vote among the Tories.  While this group contends they 

can still do away with May without 48 letters, the inability to hit the number suggests this group 

may not have as much support as it looks.  Even though the U.K. PM remains in grave political 

danger, she continues to hold onto power.21 

 

Fed waffling?  There is a growing sense in the financial markets that the FOMC may not make 

three hikes next year.  Recent comments from Vice Chair Clarida seem to suggest that the 

economy may need as little as two more hikes or maybe as much as six to achieve neutrality.22  

Since 1987, when then-Chair Greenspan indicated that the Fed stood ready to supply liquidity to 

financial firms during the 1987 Crash, financial markets have essentially found that policy 

authorities generally come to their aid.  Part of this action is because the U.S. shifted from a safe 

but inefficient financial system that was constrained by regulation to one that is efficient but 

fragile with much less regulation.  What does concern us is that the FOMC appears to be 

abandoning the Phillips Curve framework (which is justifiable) without an obvious new 

framework, which may increase the odds of a policy mistake. 

 

Saudis lead the cutback charge: The Kingdom of Saudi Arabia (KSA) feels like it was wrong-

footed by the Trump administration, which pressed on the nation to boost output to offset Iranian 

oil sanctions only to see the U.S. grant extensive waivers.  In response, the KSA is leading the 

                                                 
16 https://www.nytimes.com/2018/11/18/world/europe/brexit-news-theresa-
may.html?emc=edit_mbe_20181119&nl=morning-briefing-europe&nlid=567726720181119&te=1  
17 https://www.ft.com/content/91127120-eb4f-11e8-8180-9cf212677a57  
18 https://www.forbes.com/sites/anagarciavaldivia/2018/11/17/the-impact-of-brexit-on-spain-gibraltar-becomes-
centre-stage/#6d8fe5cc4098  
19 https://www.nytimes.com/2018/11/16/world/europe/brexit-referendum-
may.html?emc=edit_mbe_20181119&nl=morning-briefing-europe&nlid=567726720181119&te=1  
20 https://www.theguardian.com/politics/2018/nov/18/uk-running-out-of-food-warehouse-space-as-no-deal-
brexit-fears-rise?CMP=Share_iOSApp_Other&utm_source=POLITICO.EU&utm_campaign=92de321693-
EMAIL_CAMPAIGN_2018_11_19_05_53&utm_medium=email&utm_term=0_10959edeb5-92de321693-
190334489  
21 https://www.youtube.com/watch?v=dGFXGwHsD_A  
22 https://www.reuters.com/article/us-usa-fed/fed-nods-to-concerns-but-still-sees-u-s-rate-hikes-idUSKCN1NL1PI  

https://www.nytimes.com/2018/11/18/world/europe/brexit-news-theresa-may.html?emc=edit_mbe_20181119&nl=morning-briefing-europe&nlid=567726720181119&te=1
https://www.nytimes.com/2018/11/18/world/europe/brexit-news-theresa-may.html?emc=edit_mbe_20181119&nl=morning-briefing-europe&nlid=567726720181119&te=1
https://www.ft.com/content/91127120-eb4f-11e8-8180-9cf212677a57
https://www.forbes.com/sites/anagarciavaldivia/2018/11/17/the-impact-of-brexit-on-spain-gibraltar-becomes-centre-stage/#6d8fe5cc4098
https://www.forbes.com/sites/anagarciavaldivia/2018/11/17/the-impact-of-brexit-on-spain-gibraltar-becomes-centre-stage/#6d8fe5cc4098
https://www.nytimes.com/2018/11/16/world/europe/brexit-referendum-may.html?emc=edit_mbe_20181119&nl=morning-briefing-europe&nlid=567726720181119&te=1
https://www.nytimes.com/2018/11/16/world/europe/brexit-referendum-may.html?emc=edit_mbe_20181119&nl=morning-briefing-europe&nlid=567726720181119&te=1
https://www.theguardian.com/politics/2018/nov/18/uk-running-out-of-food-warehouse-space-as-no-deal-brexit-fears-rise?CMP=Share_iOSApp_Other&utm_source=POLITICO.EU&utm_campaign=92de321693-EMAIL_CAMPAIGN_2018_11_19_05_53&utm_medium=email&utm_term=0_10959edeb5-92de321693-190334489
https://www.theguardian.com/politics/2018/nov/18/uk-running-out-of-food-warehouse-space-as-no-deal-brexit-fears-rise?CMP=Share_iOSApp_Other&utm_source=POLITICO.EU&utm_campaign=92de321693-EMAIL_CAMPAIGN_2018_11_19_05_53&utm_medium=email&utm_term=0_10959edeb5-92de321693-190334489
https://www.theguardian.com/politics/2018/nov/18/uk-running-out-of-food-warehouse-space-as-no-deal-brexit-fears-rise?CMP=Share_iOSApp_Other&utm_source=POLITICO.EU&utm_campaign=92de321693-EMAIL_CAMPAIGN_2018_11_19_05_53&utm_medium=email&utm_term=0_10959edeb5-92de321693-190334489
https://www.theguardian.com/politics/2018/nov/18/uk-running-out-of-food-warehouse-space-as-no-deal-brexit-fears-rise?CMP=Share_iOSApp_Other&utm_source=POLITICO.EU&utm_campaign=92de321693-EMAIL_CAMPAIGN_2018_11_19_05_53&utm_medium=email&utm_term=0_10959edeb5-92de321693-190334489
https://www.youtube.com/watch?v=dGFXGwHsD_A
https://www.reuters.com/article/us-usa-fed/fed-nods-to-concerns-but-still-sees-u-s-rate-hikes-idUSKCN1NL1PI


 

 

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

www.confluenceinvestment.com 

 4 

charge within OPEC to cut production by up to 1.4 mbpd.23  Recently, the KSA has increased its 

oil exports to the U.S., likely in a bid to lower WTI prices.   
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Note that since Q1, Saudi imports to the U.S. (on a four-week average basis) have been rising 

sharply.  According to reports, the Saudis are retaliating to the perceived “fake-out” by the 

administration and are planning to slash shipments to the U.S.24  Although oil prices have been 

under pressure in recent weeks, these actions by the KSA should, at a minimum, lead to market 

consolidation.  If the usual seasonal demand increase follows, we would expect prices to mount 

at least a modest recovery. 
 

U.S. Economic Releases 

 

There were no economic releases prior to the publication of this report.  The table below lists the 

economic releases and Fed events scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

10:00 NAHB Housing Market Index m/m nov 67 68 ***

EST Speaker or event

10:45 John Williams Speaks in Moderated Q&A in the Bronx President of the Federal Reserve Bank of New York

District or position

Economic Releases

Fed speakers or events

 

                                                 
23 https://www.wsj.com/articles/u-s-deals-on-iran-oil-dampen-prices-spark-clash-with-saudis-1542396490  
24 https://www.cnbc.com/2018/11/16/saudi-arabia-cuts-oil-shipments-to-us-in-likely-bid-to-boost-prices.html  

https://www.wsj.com/articles/u-s-deals-on-iran-oil-dampen-prices-spark-clash-with-saudis-1542396490
https://www.cnbc.com/2018/11/16/saudi-arabia-cuts-oil-shipments-to-us-in-likely-bid-to-boost-prices.html
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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

Japan Trade Balance m/m oct -¥449.3 bn ¥139.6 bn -¥70.0 bn ** Equity bearish, bond bullish

New Zealand Performance Services Index m/m oct 55.4 53.9 ** Equity bullish, bond bearish

PPI Output q/q oct 1.5% 0.9% ** Equity and bond neutral

PPI Input q/q oct 1.4% 1.0% * Equity and bond neutral

EUROPE

Eurozone ECB Current Account Balance y/y oct 16.9 bn 23.9 bn ** Equity and bond neutral

Construction Output y/y oct 4.6% 2.5% ** Equity and bond neutral

Italy Current Account Balance y/y oct 3.154 bn 4.994 bn ** Equity and bond neutral

Switzerland Total Sight Deposits CHF y/y oct 577.3 bn 577.2 bn * Equity and bond neutral

Domestic Sight Deposits CHF y/y oct 474.5 bn 475.6 bn * Equity and bond neutral

Trade Balance Total m/m sep 1.274 bn 2.564 bn ** Equity and bond neutral

CPI EU Harmonized y/y oct 1.7% 1.7% 1.7% *** Equity and bond neutral

CPI core y/y oct 1.9% 1.9% 1.9% *** Equity and bond neutral

Russia Gold and Forex Reserve y/y oct 461.5 bn 459.7 bn ** Equity and bond neutral

Money Supply Narrow Def m/m oct 10.30 tn 10.27 tn ** Equity and bond neutral

AMERICAS

Mexico Formal Job Creation m/m oct 163.2k 129.5k ** 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) 264 264 0 Up

3-mo T-bill yield (bps) 231 230 1 Neutral

TED spread (bps) 34 34 0 Neutral

U.S. Libor/OIS spread (bps) 234 234 0 Up

10-yr T-note (%) 3.08 3.06 0.02 Up

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

EUR/USD 3-mo swap (bps) 33 35 -2 Down

Currencies Direction

dollar flat Neutral

euro flat Neutral

yen down Neutral

pound down Neutral

franc up Neutral  
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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 $66.63 $66.76 -0.19%

WTI $56.35 $56.46 -0.19%

Natural Gas $4.48 $4.27 4.87%

Crack Spread $16.53 $16.59 -0.39%

12-mo strip crack $18.62 $18.61 0.03%

Ethanol rack $1.41 $1.41 -0.20%

Gold $1,219.44 $1,223.36 -0.32%

Silver $14.36 $14.42 -0.43%

Copper contract $279.55 $281.00 -0.52%

Corn contract 374.75$       375.75$       -0.27%

Wheat contract 510.25$       515.25$       -0.97%

Soybeans contract 887.00$       892.25$       -0.59%

Baltic Dry Freight 1031 1020 11

Shipping

Energy Markets

Metals

Grains

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show cooler to normal temps for the central region and warmer 

temps for the rest of the country.  Precipitation is expected for most of the country. 
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Asset Allocation Weekly Comment 
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 16, 2018 
 

(NB: Due to the Thanksgiving holiday, the next report will be published on November 30.) 
 

Last year, we introduced an indicator of the basic health of the economy and added it to the 

many charts we monitor to gauge market conditions.  The indicator is constructed with 

commodity prices, initial claims and consumer confidence.  The thesis behind this indicator is 

that these three components should offer a simple and clear picture of the economy; in other 

words, rising initial claims coupled with falling commodity prices and consumer confidence is a 

warning that a downturn may be imminent.  The opposite condition should support further 

economic recovery.  In this report, we will update the indicator with October data. 
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This chart shows the results of the indicator and the S&P 500 since 1995.  The updated chart 

shows that the economy is doing quite well.  We have placed vertical lines at certain points when 

the indicator falls below zero.  Although it works fairly well as a signal that equities are turning 

lower, there is a lag.  In other words, by the time this indicator suggests the economy is in 

trouble, the recession is likely near or underway and the equity markets have already begun their 

decline. 
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To make the indicator more sensitive, we took the 18-month change and put the signal threshold 

at -1.0.  This provides an earlier bearish signal and also eliminates the false positives that the 

zero threshold generates.  Notwithstanding, we will pay close attention when the 18-month 

change approaches zero.   

 

What does the indicator say now?  The economy is healthy and currently supportive for equity 

markets.  Thus, the recent weakness in equities is not due to the economy but other factors, 

including monetary and trade policy.  The good news is that if there is any reduction in concern 

over these issues then the economic data would likely support stronger equity prices.  The 

negative news is that there isn’t much evidence yet to expect a pause in Fed tightening or a 

systemic easing of trade tensions.  Thus, for the time being, equities will struggle to challenge 

recent highs.   

 

 

 
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 11/16/2018 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. 

 

Asset Class Performance – (as of 11/16/2018 close) 
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Source: Bloomberg

  
 

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. 

 

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), 
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P/E Update 
 

November 15, 2018 
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Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 11/14/2018 = 17.4x

 
 

Based on our methodology,25 the current P/E is 17.4x, down 0.1x from last week’s reading of 

17.5x.  The primary reason for the drop in the P/E is the continued correction in the S&P 500. 
 
 
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. 

                                                 
25 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 twi 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. 


